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FOREWORD

The reports on individual country economic policy and trade
practices contained herein were prepared by the Department of
State in accordance with section 2202 of the Omnibus Trade and
Competitiveness Act of 1988 (P.L. 100-418).

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

66LAMORN PELL,

Chairman, Committee on Foreign Relations,
DANIEL PATRICK MOYNIHAN,

Chairman, Committee on Finance.
LEE H. HAMILTON

Chairman, Committee on Foreign Affairs.
DAN ROSTENKOWSKI

Chairman, Committee on Ways and Means.
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LETTER OF TRANSMITTAL

DEPARTMENT oF STATE,
Washington, DC, January 31, 1994.

Hon. CLAIBORNE PELL,
Chairman, Committee on Foreign Relations.
Hon. DANIEL PATRICK MOYNIHAN,
Chairman, Committee on Finance.
Hon. ALBERT GORE, Jr.,
President, U.S. Senate.
Hon. THOMAS S. FOLEY,
Speaker, House of Representatives.
Hon. LEE H. HAMILTON,
Chairman, Committee on Foreign Affairs.
Hon. DAN Ros'rENwowSu,
Chairman, Committee on Ways and Means.

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

Sincerely,
WENDY R. SHERMAN,

Assistant Secretary, Legislative Affairs.
Enclosure.

(xi)
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INTRODUCTION

CoUNTRY REPORTS ON ECONOMIC PoucY AND TRADE PRACTICES

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

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

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

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

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

"* Structural Policies: The third section examines structural poli-
cies, highlighting changes that may affect U.S. exports to that
country.* Debt Management Policies: The fourth section describes debt
management policies and their implications for trade with the
United States.

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

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

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

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

an, "ractices with respect to internationally recognized worker
rights.

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

(xiii)
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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 workedto standardize the re-
port , but there are unavoidable differences reflecting large vari-
ations in data availability. In some countries, the Lrnited States
has no formal representation. In others, access to reliable data is
limited, particularly in countries making transitions to market
economies. Nonetheless, each report incorporates the best informa-
tion currently available. DAnIeL K. TARULLO,

Assistant Secretary of State for
Economic and Business Affairs.



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

The Secretary of State shall, not later than January 31 of each
year, prepare and transmit to the Committee on Foreign Affairs
and the Committee on Ways and Means of the House of Rep-
resentatives, to the Committee on Foreign Relations and the
Committee on Finance of the Senate, and to other appropriate
committees of the Congress, a detailed report regarding the eco-
nomic policy and trade practices of each country with which the
United States has an economic or trade relationship. The Sec-
retary may direct the appropriate officers of the Department of
State who are serving overseas, in consultation with appropriate
officers or employees of other departments and agencies of the
United States, including the Department of Agriculture and the
Department of Commerce, to coordinate the preparation of such
information in a country as is necessary to prepare the report
under this section. The report shall identify and describe, with
respect to each country:
1. The macroeconomic policies of the country and their impact on

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

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

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

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

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

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

(xv)
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8. The country's laws, enforcement of those laws and practices
with respect to mnternationally 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 preliminary abridged versions of section 6 in the Country Re-
ports on Human Rights.Practices for 1994, submitted to the Com-
mittees on Foreign Affairs of the House of Representatives and on
Foreign Relations of the U.S. Senate in January, 1994. For a com-
prehensive discussion of worker rights in each country please refer
to that report.

Subsection f. of the Worker Rights section highlights conditions
of worker rights in goods-producing sectors where U.S. capital is
invested. A table cites the extent of such investment by sector
where information 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 1992 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 companWes).
Where a figure is negative, the U.S. parent owes money to the ffil-
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.

(xvii)





SOME FREQUENTLY USED ACRONYMS

ADB-Asian Development Bank
BDV-Brussels Definition of Value
BIS-Bank for International Settlements
CACM--Central American Common Market
CARICOM-Caribbean Common Market
CAP-Common Agricultural Policy (of the European Communities)
CCC--Commodity Credit Corporation (Department of Agriculture)
COMECOM-Council for Mutual Economic Assistance
EC-European Communities
EFTA-European Free Trade Association
EMS-European Monetary System (of the EC)
ERM-Exchange Rate Mechanism (of the EC)
EXMB3ANK- U.S. Export-Import Bank
FOREX-Foreign Exchange
GATT--General Agreement on Tariffs and Trade
GDP-Gross Domestic Product
GNP--Gross National Product
GSP--Generalized System of Preferences
IBRD--Internationa/ Bank for Reconstruction and Development

(World Bank)
LO--International Labor Organization (of the U.N.)

IMF-International Monetary Fund
IDB-Inter-American Development Bank
IPR-Intellectual Property Rights
LIBOR-London Interbank Offer Rate
NNI- Net National Income
OECD-Organization for Economic Cooperation and Development
OPIC-U.S. Overseas Private Investment Corporation
PTT-Posts, Telegraph and Telephone
SAP--Structural Adjustment Program (of the IMF/World Bank)
SDR--Special Drawing.Rights (of the IMF)
UR-Uruguay Round of current trade negotiations in the GAIT
VAT-Value-added tax
WIPO-World Intellectual Property Organization

(,x)



AFRICA

ANGOLA

Key Economic Indicators
Miflio of U.. dollars unless otherwise notedJ

Income, Production, and Employment:
Nominal GDP (at current prices) ...................... 8,750 8,279 N/A
Real GDP Growth (pct.) ..................................... - 1.6 1.3 N/A
By Sector (percent share):

Oil .... ............ .................. 655 N/A N/A
Other ................................................................ 45 N/A N/A

Net Exports of Goods and Services ................... 3,620 3,968 N/A
Nominal GDP Per Capita (US$) ........................ 84-4, 781 N/A
Unemployment Rate (percent)s .......... . . . .. . . .. . . .. . .  N/A 22.3 N/A

Money and Prices (annual percent growth):
Money Supply (M2) ............................................. 68.5 299.9 N/A
Retail Inflation a .................................................. 175.7 526.2 1,687.2
Consumer Price Indexs ...................................... 275.7 1,642.7 11,210.4
Exchange rate (NKZ per US$):'

Official (annual average) ................................ 66.1 442 4,000
Parallel (end-of-period)3 ................................. 1,075 6,900 65,000

Trade and Balance of Payments:
Total Exports (FOB) ........................................... 3,449 3,795 N/A

Exports to U.S. (CIF) ...................................... 1,786 2,303 N/A
Total Imports (FOB)......................... .1,347 1,631 N/A

Imports from US. (FAS) ................................. 188 158 N/A
Aid from US ....................................................... 16.6 70 N/A
External Public Debts ........................................ 7,537 8,021 N/A
Debt Service Payments (paid) ............................ 416 N/A N/A
Gold and FOREX Reserves ................................ 342.6 509 N/A
Trade Balance .................................................. 9.1102 2,164 N/A

Balance with US ............................................. 1,598 2,145 N/A
N/A--Not available
estimated andler basd an inempia dats.
alased m Januay-.tOdebe data.

SData for Iunda only.
4See en 2 bfor rat. infenmatin

M Medum. endUln-tom debt =dudea a p•tin of a the l lcmpanl debt and hot-twm mmiltment.

1. General Policy Framework
The Republic of Angola is potentially one of Africa's wealthiest countries. Rel.

atively sparsely populated, it has large hydrocarbon and mineral resources, huge hy.
drosatcpoitential, and ample arable land. Civil war between the Government of
Angola and the National Union for the Total Independence of Angola (UNITA) from
1975 until May 1991, and again from November 1992 until the present, has
wreaked havoc and prevented the county from realizing its potential. Analysis of
the Angolan economy is seriously limited by Inadequate data.

In addition to the extreme disruptions caused by conflict, a severe lack of manage-
rial administrative and technical talent has hampered economic pezn'nrmance. Mis.
guided and ineffective attempts at socialist economic planning and centralized deci-

(1)
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sion-making further hindered development. Only the country's oil sector, jointly run
by foreign oil companies and the state oil firm Sonangol, has remained well-man-
aged and prosperous. Angola currently produces over 500,000 barrels per day of
crude. Oil accounts for the majority of real GDP, over 90 percent of exports, and
over 80 percent of government revenues.

Urban populations swollen by internally-displaced refugees have subsisted largely
on foreign Food aid or extensive parallel markets based on barter and currency deal-
ing. The bulk of the rural population carves out a living in marginal security, sur-
viving by subsistence farming. Administrative chaos, corruption, hyperinflation, and
war have vitiated normal economic activity and attempts at reform.

The public sector budget has been perpetually in deficit from the heavy military
spending burden, and the deficit was exacerbated bya massive increase in govern-
ment spending during the electoral period between May 1991 and September 1992.
The deficit balloonedto an estimated 30 percent of GDP in 1992. Around half of
the country's foreign exchange earnings, at least 40 percent of the budget, and an
inordinate proportion of Angola's human resources were spent on the war effort
prior to 1991. In addition, ailing state enterprises were supported through heavy
subsidies and credit. The deficit has been financed by increasing the money supply-
there has been little if any corresponding improvement in the supply of goods and
services. Shortages, price controls, and erosion of confidence in the nationalscurrency
encouraged parallel markets and widespread dependence on barter or dollar trans-
actions.

The signing of the Angola Peace Accords in May 1991 provided the first real hope
in 16 years for economic recovery. The accords provided for a UN-monitored
ceasefire, the creation of a new, nonpartisan national armed force, and free and fair,
internationally-monitored elections at the end of September, 1992. The ceasefire
generally held through most of 1992, and elections considered generally free and fair
ythe United Nations were held on September 29-30. However, the losing party,

UNITA, refused to accept the results, and fighting resumed. Negotiations held dur-
ing 1993 have yet to produce a settlement between the combatants.

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

The government has tried to carry out reforms and to structure the economy along
market lines. Beginning in 1987, it has launched various programs aimed at privat-
ization, liberalization, devaluation of the kwanza, and new rigor in financial man-
agement. Most of these programs have enjoyed little success.

The government claims to welcome foreign trade and investment, and eagerly
seeks western participation in development projects. Barriers to U.S. exports and
capital lie not in deliberate government policies but in war-caused uncertainty, the
government's scarcity of resources, and its ineffectiveness and poor management.

e oil sector, the only functional part of the Angolan economy managed by the gov-
ernment and largely isolated from the civil war,has been the focus of U.S.-Angolan
trade and investment. The U.S. buys about 90 percent of Angola's oil exports, while
equipment for the sector accounts for much of U.S. sales to Angola. Given the coun-
try's huge potential, lasting peace and genuine economic liberalization could provide
substantial opportunities for U.S. Trade and investment in Angola.
2. Exchange Rate Policy

From 1978 to September 1990, the government maintained the official exchange
rate for the kwanza, a non-convertible currency, at 29 to the U.S. dollar. The new
kwanza (nkz) replaced the kwanza at par in September 1990. In March 1991, the
government devalued the new kwanza by 50 percent. Subsequent devaluations
brought the official rate to nkz 550 to the dollar by April 1992. In an attempt to
narrow the gap between that rate and a parallel market rate several times higher,
the government adopted a program of currency auctions in late 1992 and early 1993
that led to the devaluation of the currency to 7,000 to the dollar. In March 1993,
the government revalued the new kwanza to 4,000 to the dollar, but in October de-
valued to 6,500, the current official rate.

In spring 1993, the government inaugurated a floating rate 80 percent of the par-
allel market rate, meant to increase the availability of hard currency for certain cat-
egories of purchases and purchasers, namely, foreign travel and study, foreign medi-
cal and legal expenses, and approved imports. Access to this floating rate has wid-
ened somewhat in recent months beyond those with privileged access to government
officials. The government has also licensed a private foreign exchange house to trade



3

hard currency at prevailing market rates. The still-prevalent parallel market is tol.
erated by the government, and there has been no effort to prosecute those involved
or to reduce their ability to operate. The government has stated in recent declara-
tions its intention to bridge the wide gap between official and parallel market rates
through a series of devaluations next year.
3. Structural Policies

Angola's economic policy remained in flux in 1993. The government has taken
some steps to reduce its role in the economy and has reduced or eliminated sub.
aidies and controls of some foodstuffs and other consumer products. Nevertheless,
it has been criticized by the IMP, WorldBank, and bilaterid donors for not going
far enough. Specifically, the Government's inability to combat hyperinflation suc-
cessfully, to move towards unification of the exchange rates, to control money sup-
p IgFrowth, and to reduce the deficit has engendered frustration from international
|ytitutions and bilateral donors. Angola has yet to agree with the IMF on a struc-
tural adjustment program.
4. Debt Management Policies

The government began substantial foreign borrowing only in the early 1980's,
principally to finance large oil sector investments. Prior to the 1986 slump in inter-
national oil prices, the government scrupulously met its foreign debt commitments,
even those contracted prior to independence. Subsequently, however, large payment
arrears estimated by the IMF to be over $3.1 billion at the end of 1992, have forced
major Western export credit agencies to suspend or highly restrict cover to th. coun-
try.

Total foreign debt is now over $8 billion and at the end of 1992 was 97 percent
of GDP and 02 percent of exports, according to the IMF. Approximately half of the
debt is owed to the former Soviet Union and its former saiellites for military pur-
chases between 1975 AND 1991.

In 1989, Angola joined the IMF and the World bank, and was able to secure the
rescheduling of over $1.8 billion in Paris Club and other debt. Creditors subse-
quently rescheduled $669 million of An gola's non-Paris Club debt in 1990, but only
about $40 million in 1991 and 1992. The government has admitted that it will be
unable to lighten its debt burden without an agreement with the IMF on structural
adjustment of the economy.
5. Significant Barriers to U.S. Exports

The establishment of diplomatic relations between the US. government and the
Republic of Angola effective June 18, 1993 has in effect endedthe previous legal
constraints on US. Exports, namely the prohibition of extension of Export-Import
Bank (EXIM) cover, and the denial of foreign tax credits for U.S. entities earning
income in Angola. EXIM cover is not available at the present time, however, because
of the elevated business risk in Angola and Angola's extensive outstanding arrears.

The Overseas Private Investment Corporation (OPIC) has yet to commence issu-
ing insurance policies and other guarantees for U.S. private investments in Angola
pending the signing of an investment agreement between OPIC and the Republic
or Angola.

The U.S. Department of Agriculture (USDA) made $10 million dollars in agricul-
tural export loan guarantees available to Angola for the purchase of US. agricul-
tural products under the GSM-102 program for 1992. However, only $5 million in
guarantees were used, and Angolan financial authorities built up arrears of $3 mil-
lion. This prevented the renewal of GSM-102 loan guarantees for 1993. In Septem-
ber of 1993 these arrears were cleared, enabling USDA to consider the appropriate-
ness of a GSM-102 program for Angola in 1994.

The U.S. government continues to prohibit the transfer of US.-origin lethal mate-
rial to all entities in Angola under the "triple zero clause" of the Bicesse Peace Ac-
cords and international traffic in arms regulations, and to prohibit by executive
order the transfer of all defense articles and petroleum products to UNITA. The U.S.
government has lifted the restriction on the private transfer of U.S.-origin non-le-
thal defense articles to the Government of Angola, with a presumption of approval
of applications for export licenses for such transfers.

Since the sharp decline of its coffee and diamond sectors, Angola's ability to im-
port has depended entirely on oil earnings, and has been severely constrained by
the diversion of resources to defense spending since the return of hostilities in late
1992. According to Angolan and foreign importers, the procurement of import li-
censes from government authorities has become easier during 1993. The process,
however, still-lacks transparency, especially in the acquisition of import licenses for
goods to be purchased with government-provided foreign exchange.
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The Angolan government is in the process of revamping its foreign exchange allo.
cation process. The government still plays a significant role in imports through the
activities of state firms and ministries, despite recent attempts at liberalization.

The government claims that up to 90 percent of its expenditures are currently
dedicated to the defense effort; individual importers report that it is very difficult
to receive payment from the government for imports not related to defense or food.
stuffs. Foreign investment regulations enacted since the late 1980's have been
aimed at opening up more sectors to foreign investment, and at simplifying the proc-
ess for potential foreign investors. Regulations and the lack of implementation of re-
forms continue to prohibit or limit foreign investment in defense, banking, posts and
public telecommunications, the media, and air and long-distance maritime trans-
port.
6. Export Subsidies Policies

No export subsidy schemes currently exist, although among the measures pro.
posed but not yet implemented is a foreign exchange retention scheme as an incen-
tive for non-oil export industries.
7. Protection of U.S. Intellectual Property

The Republic of Angola joined the World Intellectual Property Organization in
1985, but has not adhered to any of the principal conventions on intellectual prop-
erty. There is no known domestic legislation on intellectual property rights.
8. Worker Rights

a. The Right of Association. -The 1991 constitution recognizes the right of Ango.
lans to form trade unions and to bargain collectively. The law governing unions has
yet to be passed; free labor organizations cannot yet affiliate with international
labor bodies. The National Union of Angolan Workers (LNTA), the official union of

the ruling MPLA, remains the principal worker organization. Unta is affiliated with
the Organization of African Trade Union Unity and the formerly communist-domi-
nated World Federation of Trade Unions.

b. The Right to Organize and Bargain Collectively.-The constitution provides for
the right to strike. Legislation passed in 1991 provides the legal framework to
strike, including prohibition of lockouts, protection of nonstriking workers, and pro-
hibition of worker occupation of places of employment. Strikes by military and police
personnel, prison workers, and firemen are prohibited. The ministry of labor and so-
cial security continues to set wages and benefits on an annual basis. Salaries for
public servants are set at the minister's discretion; salaries of parastatal employees
are based on profits of the previous year and available loans from the central bank.
Angola has no export processing zones.

c. Prohibition of Forced or Compulsory Labor.-New labor legislation prohibits
forced labor, reversing previous laws and provisions which had been cited by the
International Labor Organization (ILO) for violation of Convention 105. The pre-
vious legislation authorized forced labor for breeches of worker discipline and par-
ticipation in strikes.

d. Minimum Age for Employment of Children.-The legal minimum age for em-
ployment in Angola is 14. The inspector general of the Ministry of Labor is respon-
sible for enforcing labor laws. Labor Ministry registration centers screen out appli-
cants under the age of 14. However, children at a much younger age work through-
out the informal sector.

e. Acceptable Conditions of Work.-The monthly minimum wage stands at 120,000
kwanzas, equivalent to about $18 at the official exchange rate but less than $2 at
the parallel market rate. Most workers depend on the thriving informal sector, sec-
ond jobs at night, subsistence farming, theft, corruption, or overseas remittances to
maintain an acceptable standard of living. The normal workweek is 44 hours. No
information is available on adequacy of work conditions or health standards, but in
most cases it is assumed they do not approach Western standards, given the ex-
treme underdevelopment of the Angolan economy, lack of enforcement mechanisms,
and the war.

f. Rights in Sectors With U.S. Investment.-U.S. investment in Angola is con-
centrated in the petroleum sector. There is no specific information available on the
conditions for workers in this sector.
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Extent of UJ.S Investment in Selected Industries--U.S. Direct
Investment Position Abroad on an Historical Cost Basis-1992

Mfllnom of U& dollausl

Cat.ee 7  Amount

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

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

Wholesale Trade .................................................................... 0
Banking .................................................................................. 0
Finance and Insurance .......................................................... (1)
Services ................................................................................... (1)
Other Industries .................................................................... 0
TOTAL ALL INDUSTRIES ................................................... (1)

L.Suppreesed to avoid disIoseng dat& of individual companies.
Source: U.S. Department of Commerce. Bureau of Economic Analysis.

GABON

Key Economic Indicators
[Millions of CFA france unle otherwise noted

1991 1992' 1993

Income, Production, and Employment:
GDP (current prices, bn. CFA) .......................... 1,451.5 1,471.9 N/A
Nominal GDP (pct. change) .............................. 0.5 1.4 N/A
GDP by Sector (pct.):

Primary ............................................................ 9.2 12.2 N/A
Secondary ......................................................... 50.5 50.8 N/A

of which Extractive ...................................... 39.4 40.2 N/A
Tertiary ............................................................ 35.0 37.0 N/A

of which Public Admin ................................ 12.3 13.2 N/A
Labor Force (000's) ............................................. 300.0 300.0 N/A

Money and Prices:
M2 (bn. CFA) ....................................................... 308.0 298.3 N/A
Commercial Lending Rate (pct.) ........................ 18.2 18.0 N/A
Savings Rate (pot.) .............................................. 24.4 24.0 N/A
Investment Rate (pct.) ........................................ 19.0 26.0 N/A
Exchange Rate (CFA franc per $, avg.) ............ 282.5 264.5 2285.0

Trade and Balance of Payments (in millions of
US. dollars):

Total Exports (FOB) ........................................... 2,284.0 2,315.1 N/A
Exports to US ................................................. 763.5 968.0 N/A

Total Imports (CIF) ............................................ 702.0 867.9 N/A
Imports from US ............................................ 79.8 75.7 N/A

Aid From U.S. (thousand US$) .......................... 185.0 163.0 N/A
External Public Debt .......................................... 3,500 N/A N/A

Payments Made 3 ............................................. 130 N/A N/A
Debt Service Ratio (pct.) ...... 40.5 36.4 N/A

Foreign Exchange Reserves:
Gross ................................................................ 36.0 5.8 N/A
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Key Economic Indicators-Continued
[Millions of CFA francs unless otherUise noted

1991 1992't 1993

Gold .................................................................. 4.1 N/A N/A
Balance of Payments:

on Current Account ......................................... 290.7 N/A N/A
on Capital Account .......................................... -370.2 N/A N/A
Basic Balance .................................................. -79.4 N/A N/A

N/A-Not available.
'The figures reported for 1902 are estimates, drawn in most caw •fom Central Bank4/IM data.
2Estimatad.
$Gan has only service its debt selctively sncethe middle of 1989 and virtually discontinued debt

service starting in 1990. Although.a new StandbyArreeent was sine in September 1991, the govern-
ment hu found its terms unmanageable. Barely half fMthe $307.7 million in arrears to be paid under that
agreement were paid. As a result, the Paris Club rescheduling has been "pulled back*, effectively rendering
the Standby Arrangement null and void.

1. General Policy Framework
The Gabonese economy is dominated by mining and petroleum production which

together contribute nearly 40 percent of gross domestic product (GDP). Oil is the
key variable, as the petroleum industry generates 80 percent of Gabon's export
earnings and nearly half of government revenues. Although most finished goods are
imported, there is some manufacturing in Gabon including factories which produce
plywood, plastics, and cigarettes; a brewery; and an oil refinery. The limited manu-
facturing which exists is concentrated in initial transformation of Gabon's raw mate.
rials (e.g., a uranium "yellowcake" plant located adjacent to the uranium mine at
Mounana, in southeastern Gabon, and a petroleum refinery located at Port Gentil).
On the other hand, like many developing economies, there is an important services
sector, comprising the civil service, which accounts for over 10 percent of GDP by
itself, and a wide range of tertiary activities ranging from banking to legal and ac-
counting services and business consulting.

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

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

Monetary policy is exercised through adjustments in the central bank discount
rate and through adjustments in bank reserve requirements. Under the Franc Zone
mechanism, however, the Bank of France exercises tight control over the monetary
policies of the member states, who must observe money supply growth targets setin consultation with the French authorities. Given the constraints of the Franc
Zone, monetary policy is not used as a tool for sectoral policies and is largely neutral
in its effect on the competitiveness of U.S. exports.
2. Exchange Rate Policies

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

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

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

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

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

Faced with a domestic political crisis since late 1989, the government attempted
to shift the adjustment burden onto its foreign creditors and suspended debt pay.
ments on most foreign obligations in early 1990. Its repeated requests for
reschedulings, both in the London Club and the Paris Club, were denied pending
signature of a new stand-by arrangement. This finally occurred in September 1991,
atr a drawn-out negotiating in which the key stumbling blocks were the govern-
ment's lack of fiscal discipline, parastatal reforms, and questions surrounding the
disposition of a share of the country's oil revenues.

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

Gabon protects its local producers of mineral water, household soap, cooking oil,
cement, and sugar. These products may not be imported into Gabon. In addition,
imports of wheat and rice are subject to license. The wheat market is under the con-
trol of a French firm, SETUCAF, which is principal shareholder in Gabon's only
flour mill and which has an exclusive right to import wheat. The rice market is
more open, with several Asian brands available. US. rice has been imported suc-
cessfully, but faces a price disadvantage which exc!udes it from the mass market.

Technical and other standards tend to be drawn directly from the relevant French
standards. Telecommunications equipment, for example, has in the past been re-
stricted to French brands due to a perception in the Telecommunications Ministry-
dfligently cultivated by the French technical counselors-that only French equip-
ment could be used in Gabon. A Gabonese entrepreneur who wanted to import
AT&T equipment has successfully challenged this barrier and began importing and
installing U.S.-made telephones and private branch exchanges in 1991.

The Gabonese Government has not imposed intrusive or discriminatory measures
on foreign investors, which are the mainstay of the petroleum industry. During the
height oT the fiscal crisis in the late 1980's, the government resorted to a "solidarity
bond" which it required all private firms to post with the Ministry of Finance.
Under the terms of the "solidarity bond," the monies could not be transferred out
of Gabon, but local investments could be credited against it. This mechanism was
abolished in 1990 and investors, both foreign and domestic, have been able to use
the "bonds" as a tax credit.
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The Gabonese Government often does not adhere to competitive bidding practices,
and the French technical advisers throughout the government are well placed to
steer contracts to French firms. In the petroleum sector, the government has orga-
nized six bidding rounds for exploration leases since the mid-1980's, but continues
to sign contracts outside the rounds. Off-round deals are not, however, reserved to
French firms, and U.S. companies have recently struck off-round exploration agree-
ments.

Customs procedures are slow and cumbersome, particularly since the introduction
of a new computer system. The burden, however, affects all suppliers equally, re.
gardless of nationality, unless they are willing to make illegal payments for special
treatment.
6. Export Subsidies Policies

Since Gabon's exports are almost exclusively raw materials, the government does
not offer subsidies to exporters. To the contrary, another side effect of membership
in the CFA mechanism rs an overvaluation of the currency, which is a disincentive
to exports.
7. Protection of U.S. Intellectual Property

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

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

b. The Right to Organize and Bargain Collectively.--With the promulgation of the
Constitution of 1991 the right to collective bargaining is secured (Article I, Para-
graph 13). Even before its formal passage, however, Gabonese workers had be gun
to bargain with management outside the COSYGA framework as early as mid-1990.

c. Prohibition of Forced or Compulsory Labor.-The Constitution of 1991 guaran-
tees the right to employment (Article I, Paragraph 7). The Labor Code of 1978 for-
bids forced-labor (Article 4).

d. Minimum Age for Employment of Children.-The Labor Code of 1978 (Article
121) sets a minimum age of sixteen years for employment.

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

f. Rights in Sectors With U.S. Investment.-U.S. investment is almost exclusively
in the petroleum sector. Worker rights and working conditions are in general better
than those elsewhere in the economy, with more careful adherence to safety stand-
ards, accident prevention procedures, and proper use of protective gear.

Extent of U.S. Investment in Selected Industries.--U.S. Direct
Investment Position Abroad on an Historical Cost Basis-1992

(Millions of U.S. dollars)

Category Amount

Petroleum ............................................................................... 196
Total M anufacturing .............................................................. (1)

Food & Kindred Products .................................................. 0
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Extent of U.S. Investment in Selected Industriese-U.S. Direct
Investment Position Abroad on an Historical Cost Basis--1992-Continued

Miions at U.s. doflan]

Catogwy Amount

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

Wholesale Trade ..................................................................... (1)
B anking ................................................................................... (2)
Finance and Insurance .......................................................... 0
Services ................................................................................... 4
Other Industries .. .................. ........
TOTAL ALL INDUSTRIES .................................................. 244

'S uppreed to avoid disclosing data of individual companies.
SLes than I00.00.
Source: U.s& Department of Commerce, Bureau of Economic Analysis.

GHANA

Key Economic Indicators
(Millions of cedis unless otherwise indicated)

1991l 1993'

Income, Production, and Employment:
Real GDP (1985) prices)'2 ................................... 456,800 474,600 N/A
Real GDP Growth (pct.)........... 5.0 3.9 N/A
GDP (at current prices)...................2,574,800 3,008,800 N/A
By Sector.

Agriculture .......................................... 10............ 1,252,025 1,461,005 N/A
Energy and Water ........................................... 51,951 63,130 N/A
Manufacturing ................................................. 225,078 261,538 N/A
Construction .................................................... 89,195 105,216 N/A
Financial Services ........................................... 107,392 108,227 N/A
Other Services ................................................. 800,928 941,036 N/A

Net Exports of Goods and Services ................... N/A 481,408 NIA
Money and Prices (annual percentage growth):

Money Supply (M2, million cedis) ..................... 325,900 360,690 N/A
Base Interest Rate (pct.)s . . . . . .  . . . . . . . ... . ..  20.0 30.0 35.0
Retail Inflation (pct.) .......................................... 10.3 10.1 N/A
Consumer Price Index (1985-100) ..................... 469.8 529.0 N/A
Exchange Rate cedii/$):

Official .............................................................. 390 520 780
Parallel ............................................................. N/A 545 N/A

Balance of Payments and Trade (millions of U.S.
dollars):

Total Exports (FOB)'4......................................... 992.7 986.0 N/A
Exports to US ................................................. 151.6 96.4 N/A

Total Imports (CIF)4•.......................................... 1,255.0 1,457.0 N/A
Imports from US ............................................ 142.0 123.8 N/A

Aid from U.S ....................................................... 38.0 43.0 63.7
Aid from Other Countries .................................. 970.0 N/A N/A
External Public Debt .......................................... 4,100.0 4,600.0 N/A
Debt Service Payments (paid) ............................ 307.0 383.0 N/A
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Key Economic Indicators-Continued
[Millions of cedis unless otherwise indicatedJ

1991 1992 19931

Gold and FOREX Reserves ................................ 35.0 362.0 N/A
Trade Balance 4 ................................................... -301.5 -470.3 N/A

Balance with U S .................................................... 9.6 -27.3 N/A
NIA-Not available.
11993 IPigues are based on available monthly data in November.
2GDP at factor cost.sfigures are actual, average annual interest rates, not changes In them.4Merchandise Trade.

1. General PoLicy Framework
Ghana operates in an open market environment under a civilian government

headed by elected president Jerry John Rawlings. Rawlings headed a self-styled"provisional" regime from the end of 1981 until January 1993 when democratic gov-
ernment, under a written constitution, was restored. A popularly-elected parliament
took office in January. The executive branch takes the lead in promulgating legisla-
tion which requires parliamentary approval before enactment. The judiciary, in par-
ticular the supreme court, acts as the final arbiter of Ghanaian laws. As an indica-
tion of its independence, the supreme court rendered several decisions in 1993 in
favor of parties bringing suit against the government's executive branch.

The government has maintained the re-form measures and budgetary austerity of
a structural adjustment program (SAP) adopted in 1983 by the previous military
government. The program has been characterized by an emphasis on development
of Ghana's private sector, which historically has been weak and more keenly in-
volved in buying and selling of imports rather than domestic production of goods
and services. Ghana seeks to privatize a large number of enterprises which cur-
rently operate under government control or outright ownership. Other reforms
adopted under the SAP include the elimination of exchange rate controls on the cedi
and the lifting of virtually all restrictions on imports, as well as the liberalization
of access to foreign exchange. The tariff structure in place is designed to discourage
importation of a limited number of luxury items deemed non-essential to the growth
needs of the economy. A largely dysfunctional duty drawback scheme offers theoreti-
cal, rather than actual, encouragement for the importation of raw materials needed
in the processing of finished goods for subsequent export. The elimination of vir-
tually all local production subsidies characterizes the overall greater reliance on
market conditions for the determination of the value of goods and services intro-
duced into channels of commerce.

Ghana remains dependent on donor assistance and received pledges amounting to
$2.1 billion from the donor community for the two-year period beginning January
1, 1994. The World Bank is the largest donor, offering assistance at an annual level
of approximately $300 million in the form of sectoral and structural adjustment
credits. Ghana succeeded in eliminating its remaining debt arrears by mid-1991 and
has not rescheduled official or commercial bank credits in the meantime. Ghana
graduated from its IMF Enhanced Structural Adjustment Facility (ESAF) as of De-
cember 1991 and support from IMF now takes the form of a surveillance regime
monitoring developments in Ghana's macroeconomy.
2. Exchange Rate Policy

Ghana has placed its exchange rate policy at the service of efforts to achieve equi-
librium in its annual balance of payments. Ghana has pursued a flexible exchange
rate policy in its effort to reach international reserve targets. As imports have
shown a sharp increase over time, the Government of Ghana-with the encourage-
ment of the World Bank and the International Monetary Fund-has been content
to allow the cedi to depreciate.

Despite a brief intervention by the central bank to support the cedi in the second
quarter, in dollar terms the cedi lost more than 50 percent of its value in the year
to date.

The Bank of Ghana (the central bank) retains all hard currency earnings on the
sale of cocoa and a sliding scale percentage of earnings on gold exports. Foreign ex-
change is made available to importers through the commercial and merchant banks
as well as independently-operated foreign exchange bureaus. A chronic shortage of
foreign exchange supplied to banks bý the Bank of Ghana has caused frequent
delays for importers settling their overseas accounts. Foreign currency accounts may
be held in local banks with interest (except on export earnings) exempt from Gha-
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naian tax. Transfers abroad are free from foreign exchange control restrictions.
Taken in its entirety, the exchange rate regime in Ghana is seen to have no particu.
lar impact on the competitiveness of U.S. exports.
3. Structural Poliies

Ghana is a member of the GATT, but its adherence to its GATIT obligations has
been compromised by the need to stem the outflow of hard currency to overcome
external payments difficulties. During the course of Ghana's SAP, it has progres.
sively wound down import quotas and surcharges. Tariff structures are being ad-
justed in harmony with the ECOWAS trade liberalization program and U.S. compa-
nies are well-advised to make inquiries on a case-by-case basis.

With the elimination of import licensing in 1989, importers now are merely re-
quired to sign a declaration that they will comply with Ghanaian tax and other
laws. The Government of Ghana is seen to be strongly committed to principles of
free trade, upon which support from the Bretton Woods institutions is predicated.
However, the government is also committed to the development of competitive do-
mestic industries with exporting capabilities. The Government of Ghana is expected
to continue to support promising domestic private enterprise with incentives and fi-
nancial support. Beyond this, Ghanaian manufacturers clamor for stronger meas-
ures and voice displeasure that Ghana's tariff structure places local producers at a
competitive disadvantage vis a via imports from countries enjoying greater produc-
tion and marketing economies of scale. High costs of local production frequently
boost the price of locally-manufactured items above the landed cost of goods im-
ported from Asia and elsewhere. Reductions in tariffs have increased competition for
local pr-oducers and manufacturers while reducing tho cost of imported raw mate-
rials.

Under the SAP, in addition to reducing tariffs, the Government of Ghana has af-
forded various forms of personal and corporate tax relief. Over the last two years,
the government eliminated the experimental "super sales tax" on luxury vehicles
and consumer goods and maintained lower tax rates on annual personal income
below the equivalent of $19,000. The top corporate tax rate for producer industries
is 35 percent. Income earned by banks and other financial institutions is taxed at
45 percent. Balanced against this, the government imposed a 60 percent surcharge
(ex-pump) on all petroleum products in 1993 and has signaled that an increase of
at least 25 percent is in order for 1994.
4. Debt Management Policies

Total outstanding public and government-guaranteed external debt increased dur-
ing 1991 and 1992 to 4.6 billion dollars, or 58 percent of GDP. External debt in-
creased from 27 percent of exports in 1991 to 30 percent of exports in 1992. How-
ever, interest and principal payments continued to decline in nominal terms and
Ghana's external debt indicators showed significant improvements, reflecting a
change in the composition of new borrowing in favor of financing with generous
grant elements. In mid-year 1991, Ghana succeeded in clearing all external debt ar-
rears and has maintained this position ever since.

Based on anecdotal rather than exhaustive empirical information, the tight spend-
ing policies that Ghana's government has adopted in order to manage its current
debt situation have had an impact on imports from the U.S., which were reduced
from $151.6 million in 1991 to $96.4 million in 1992.
5. Significant Barriers to U.S. Exports

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

Services barriers: Under the Investment Code of 1985 (as amended), the Govern-
ment of Ghana imposes barriers on foreign participation in the following sectors:
small-scale wholesale and retail sales, taxi and car rental services with fleets of
fewer than ten vehicles, lotteries, and barber and beauty shops.

Standards, testing, labelling, and certification: Ghana has promulgated its own
standards for food and drugs. The Ghana Standards Board, the testing authority,
subscribes to accepted international practices for the testing of imports for purity
and efficacy. Under Ghanaian law, imports must bear markings identifying in Eng-
lish the type of product being imported, the country of origin, the inrredients or
components, and the expiration date, if any. Non-complying goods are suOject 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 certificaton require-
ments.
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Investment barriers: under the investment code, the government guarantees free
transferability of dividends, loan repayments, licensing fees and repatriation of cap-
ital; provides guarantees against expropriation or forced sale; and delineates dispute
arbitration processes. Foreign investors are not subject to differential treatment on
taxes, prices or access to foreign exchange, imports and credit. Separate legislation
provides for investments in mining and petroleum and applies equally to foreign
and Ghanaian investors.

Prospective investors are screened in accordance with their capacity to contribute
to any of nine goals listed in the investment code (e.g., development and transfer
of technology). The Ghana Investments Center (GIC) registers and may regulate
such transfers. Official policies do not restrict U.S. exports or direct investment al-
though, as noted above, some activities are closed to foreign investment. Land own-
ership is prohibited, although expatriate companies may own fixtures constructed
on leased lands. In 1993, the government lifted the requirement that non-Ghanaians
receive prior central bank approval before investing in public corporations listed on
the Ghana Stock Exchange.

The Ghana Investments Center may stipulate the amount and source of capital,
nationality and number of shareholders, project size, training required for Gha-
naians, time for implementation, utilization of local raw materials and other cri-
teria. The government has exhibited flexibility and pragmatism in establishing its
requirements.

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, through direct negotiations.

Former government import monopolies have been abolished. However, parastatal
entities continue to import some commodities, principally wheat and cooking oil. The
parastatals no longer receive government subsidies to finance imports.
6. Export Subsidies Policies

The Government of Ghana does not directly subsidize exports. By law, exporters
are entitled to an 85 percent drawback of duty paid on imported inputs used in the
processing of their exports. However, there are only three known cases where com-
panies have taken advantage of the duty drawback scheme since its inception in the
late 1980's.

Ghana has created an export finance company utilizing World Bank/IDA funding
to establish a capital pool dedicated to support ler.ding by commercial and merchant
banks to new-to-export companies. Ghana is not a member of the GATT Subsidies
Code.
7. Protection of U.S. Intellectual Property

Maintaining a practice that antedates Ghanaian independence, Ghana offers pro-
tection to patents registered in the United Kingdom. Following independence in
1957, Ghana instituted separate legislation for copyright (1961) and trademark
(1965) protection. The government is drafting its own patent legislation but, in the
meantime, the patent laws of the U.K. still apply.

Ghana is a member of the English-speakng African Regional Intellectual Prop-
erty Organization and the World Intellectual Property Organization. It has adhered
to the Bern and Universal Copyright Conventions and the Paris Convention for the
Protection of Industrial Property. Ghana offers protection to intellectual property
rights (IPR) holders who are citizens of fellow signatory countries to the conventions
Ghana has ratified. Aggrieved IPR holders have access to local courts for redress.
There have been no more than a handful of infringement cases filed in Ghana over
the past five years.

Patents (product and process): Patent registration in Ghana presents no serious
problems for foreign rights holders. Fees 'or registration by local applicants are
15,000 cedis ($20 dollars) and $90 dollars for foreign applicants.

Trademarks: Ghana has not yet become a popular location for mock designer ap-
parel and watches. In cases where trademarks have been infringed, the price and
quality disparity would alert all but the most unsuspecting buyers.

Copyright: Local enforcement of foreign copyrights tends to be lax. The boot-
legging of computer software provides a leading example of copyright infringement
taking place locally. There is no data available to quantify the commercial impact
of this practice. The greatest impact on U.S. business in terms of lost sales and rev-
enue stems from the pirating of videotapes. Locally-pirated material (including fea-
ture films shown in theaters as well as bootlegged imports) is common. Observers
are unaware of any significant export market for Ghanaian-pirated books, cassettes,
or videotapes.
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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 UJnion Congress (TUC), which was established in 1958. The
IRA confers power on government to refuse to register a trade union. However this
right has not been exercised by the current government or the previous military
government. No union leaders have been detained in recent years nor have workers'
right 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 previous government passed a law 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 that trade unions func-
tion in the private sector. While the right to strike is recognized in law and in prac-
tice, the government has on occasion taken strong action to end strikes, especially
in cases involving vital government interests or public tranquility. The IRA provides
a mechanism for conciliation and then arbitration before unions can resort to job
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 various legal provisions that per-
mit imprisonment with an obligation to perform labor for offenses that are not coun-
tenanced under ILO Convention 105, ratified by Ghana in 1958.

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

e. Acceptable Conditions of Work.-A tripartite committee of representatives from
government, organized labor, and employers established a minimum wage of 460
cedis (less than $1.00) per day. In real terms, the minimum wage is less than in
1980. The standard work week is 40 hours. Occupational safety and health regula-
tions are in effect and sanctions are occasionally applied through the labor depart-
ment of the Ministry of Health and Social Welfare. Safety inspectors are few in
number and poorly trained. Inspectors will take action if matters are brought to
their attention but lack the resources to seek out violations.

f. Rights in Sectors With U.S. Investment.-U.S. investment in Ghana is domi-
nated by an enterprise in the primary and fabricated metals sector. There is also
significant U.S. investment in the petroleum, chemicals and related products, and
wholesale trade sectors. Labor conditions in these sectors of the economy do not dif-
fer from the norm described above. U.S. firms in Ghana are obliged to adhere to
Ghanaian labor laws and no instances of noncompliance are known.

Extent of U.S. Investment in Selected Industries.-U.S. Direct
Investment Position Abroad on an Historical Cost Basis-1992

(Millions or U.S. dollars]

Category Amount

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

Food & Kindred Products .................................................. 2
Chemicals and Allied Products ......................................... 0
Metals, Primary & Fabricated .......................................... (1)
Machinery, except Electrical ............................................. 0
Electric & Electronic Equipment .................................... 2
Transportation Equipment ................................................ 0
Other M anufacturing ......................................................... 0

Wholesale Trade ..................................................................... 0
Banking ....................................................................... ............ 0
Finance and Insurance ......................................................... 0
Services ................................................................................... 0

76-160 0 - 94 -2
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Extent of U.S. Investment in Selected Industries.-U.S. Direct
Investment Position Abroad on an Historical Cost Basis--1992--Continued

[Millions of U.S. dollars]

Catepty Amount

Other Industries ..................................................................... )
TOTAL ALL INDUSTRIES.................................................. 113

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

KENYA

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

1991 1992 1993'

Income, Production, and Employment:
Real GDP (1982 Prices)2 .................................... 3,165 2,773 1,498
Real GDP Growth (pct.) ..................................... 2.2 0.4 1.0
GDP (at current prices)s2.................................... 8,278 8,562 4,603
By Sector:.

Agriculture ....................................................... 2,260 2,226 1,197
Electricity and Water ...................................... 91 86 46
Manufacturing ................................................. 1,118 1,164 626
Building and Construction ............................. 267 265 142
Financial Services .......................................... 679 745 401
Trade, Restaurants and Hotels ...................... 902 942 506
Government, Health, and Education ............. 828 856 460

Net Exports of Goods and Services ................... 2,214 2,108 1,061
Real Per Capita GDP (1982 prices) ................... 132 123 55
Labor Force (000's) ............................................. 10,500 11,100 11,800
Unemployment Rate 3 ......................................... N/A N/A N/A

Money and Prices (annual percentage growth):
Money Supply (M2) ............................................. 19.7 34.6 26.0
Base Interest Rate4 ............................................ 22.0 25.0 27.0
Personal Saving Rate ......................................... 14.5 15.5 20.0
CPI (1986 prices)19.6 ......................................... 27.5 41.0
Exchange Rate (avg. Ksh/$):5

Official .............................................................. 27.7 32.0 58.8
Parallel (inter-bank) ........................................ 35.0 45.0 65.0

Balance of Payments and Trade:
Total Exports (FOB) ........................................... 1,062 1,033 633

Exports to US ........... ................... 41 58 53
TotalrImports (CIF) ............................................ 2,104 2,011 1,208

Imports from US ............................................ 104 116 104
Aid from US ....................................................... 51.6 30.8 20.2
External Public Debt .................t.. 6,0100 5,600 6,300
Debt Service Payments (paid) ............................ N/A 265 436
Gold and FOREX Reserves ................................ 302 255 150
Trade Balance sa................................................... - 1,042 -978 -575

Balance with the US ....... .............. -63 -58 -51
N/A-Not available.
S1993 Figures are estimates mbad an Jan.-Sept. 1993 data.
X GDP at factor cost.
'The Kenyan government does not publish unemployment figures but In 1993 it in likely to be in the

range of 3 percent.
Figures are actual, average annual Interest fates, not channthem.

sTh official eachange note is used in conversion. As of October, 1993 the offlidal note was aligned to the
Inte~*rbannte6
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1. General Policy Frameuwrk
Kenya's mixed economy has an active private sector and a large inefficient publicsector. The primary basis of the economy is agriculture. Agriculture contributes a

declining 26 percent of gross domestic product (GDP), and provides 75 percent of
total employment and 55 percent of export earnings. The main foreign-exchange
earners are coffee, tea and tourism. The industrial sector, which accounts for 14 per-
cent of GDP, is dominated by import-substituting industries, most of whose products
are not competitive beyond markets in the neighboring countries.

In 1992, GDP grew by a poor 0.4 percent, compared to 4.2 percent in 1990 and
2.2 percent in 1991. A drought in 1992 caused agricultural output to decline by a
record 4.2 percent, causing significant shortfalls in food production. As a result,
Kenya increased imports of cereals and sugar in 1992 and again in 1993 to supple-
ment domestic production. Inflation grew rapidly, reaching 100-percent (at an
annualized rate) in the month of June 1993, largely due to excessive growth In
money supply and depreciation of the local currency.

In late 1991 the government embarked on a divestiture program that listed 139
parastatals for privatization. Thus far, the government has liquidated or divested
its shareholdings in 22 inconsequential companies. Over 100 parastatals remain on
the privatization list. The more problematic giants such as those in maize market-
ing and utilities, having been categorized as strategic, are slated for restructuring,
not privatization.

Under a tax modernization program, the government has widened the tax base,
lowered income taxes, and introduced the use of personal identification numbers in
tax-related transactions. The government obtains over two-thirds of its tax revenue
from indirect taxes. The basic Value-Added Tax (VAT) accounts for over 50 percent
of domestic revenue. Between 1992 and 1993, it Has been expanded to cover a wide
range of goods and services. The highest VAT rate is 40 per cent, but most goods
are taxed at a rate of 18 percent. The maximum rate of income tax for individuals
is 40 percent.

In 1993 the government implemented tight fiscal and monetary policy measures
to stabilize the economy. After the multi-party elections held in December 1992, the
government embarked on measures to mop up excess liquidity. The government re-
lied heavily on the sale of Treasury bills and doubled the cash ratio. Starting in
March 1993, the government has offered weekly sales of five billion shillings worth
of Treasury bills at high rates ranging from 50 to 70 percent. This short-term aus-
terity measure created a severe credit squeeze for investors as lending rates shot
up to 35 percent. To further limit credit, the Central Bank raised the cash ratio
maintained by banks from six percent in 1992 to twelve percent by end of October
1993. By end of September, the inflation rate was over 40 percent while growth in
money supply had come down to 26 percent.
2. Exchange Rate Policy

From 1981 the local currency (Kenya shilling) has been pegged to the SDR. The
Central Bank depreciated the Kenya shilling by 22 percent against the dollar in
1992 and by 85 percent in the first nine months of 1993. During this period the
bank liberalized the foreign exchange regime, allowing a free market rate to be de.
termined by commercial banks in addition to the official rate. Exporters were al-
lowed to open foreign exchange accounts and to retain up to 50 percent of their
earnings to pay obligations abroad.

In October, 1993 the bank aligned its official exchange rate with the parallel
inter-bank commercial rate. Kenya now has a floating official rate. Shilling pay-
ments to exporters are the same for the 50 percent they sell to the government and
the other half they are allowed to retain in the commercial market.
3. Structural Policies

After many years of delay, the government embarked on economic reform meas-ures in 1992-93 period under a orld Bank/IMF-sponsored structural adjustment
program. The key elements of this program include reducing the budget deficit and
inflation, providing market-based incentives to private sector growth, privatizing or
restructuring state-owned enterprises, and encouraging investment and exports in
order to achieve a five-percent rate of growth in GDP.

Encouraged by Kenya's progress in the economic front, the World Bank released
the second tranche of the export development credit in May 1993. In his June 1993
budget speech, the new Finance Minister Musalia Mudavadi unveiled an ambitious
budget that promised quick results on the alarming inflation rate and increased
growth in GDP. In November 1993, the IMF praised Kenyan Government efforts to
bring the economy back on track and was ready to establish a new program of as-
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distance. The Kenyan Government JA optimistic that it will q'alifY for disbursement
of $65 million Enhanced Structural] Ajustivent FcilitY (ESAM ) money.

Major policies undertaken include gQver~rient e cpenditure rationalization, price
decontrol, export promotion, interest rate ond foreign excdan rate liberalization,
and capital market development. A uniier of Weak finAncitd institutions were
brought under statutory management .While diaciPinaiY action was taken against
Colitically-favored banks. Unsecurecdl sdvances from the Central Bank were prohib.-
ited. Preshipment export financing_ ,ad e9POrt 0Ompen•ation facilities were abol-
ished, effectively eliminating a njor source of corruPtion. Tlhe government abol-
ished import licensing and has partlally liberalized ,rkaetiog of most items, includ-
ing sugar, wheat and maize.

Trade barriers on certain produCts are imaintaiined by h1ih import duties and
value-added taxes. Procurement decisions ca, be dictated by donor-tied aid, or Influ-
enced by corruption.

Although substantive economic rofor'ns have been undertaken, not all bilateral
donors are reassured about Kenya'. sprogress towards political reform, which in-
cludes In part good governance, de0 oocrati~ation, Protection of human rights and
elimination of corruption. Persistent. ethnic violence complicates the political land-
scape.
4. Debt Management Policies

Over the past two years, Kenya hos eccuroulated large. debt arrears by neglecting
external debt repayment. The average annual debt service bill is $580 million. Debt
arrears, a relatively new phenomenon for Ke'ya., reached $713 million dollars at the
end of September 1993. The debt aeaciCe ratio is about 35 percent of total exports
of goods and services. Lack of foreign echanige reserves hasb een a major economic
constraint.

Kenya's balance of payments situations remwsired Poor in 1993 owing to inadequate
foreign exchange to finance imports, the hish cost of imports, and the depressedstate of the economy. Tourism earnin gs 0ta gated due to sporadic violence in tourist
regions. The capital account performed PoorY ari for the first time in histocap-

outflows exceeded inflows in 1992. The riet otitflow Was $171 million. This se-
verely drained the country' foreign *xcIian•e reserves and the Kenyan government
defaulted on external debt repayraeuits. Artioagb.h foreign exchange reserves rose
from $190 million in March 1993 to 4260 million it, October 1993, the government
deficit is above six percent of GDP. Few Step0 have beean taken to curb losses in the
big parastatals.
5. Significant Barriers to U.S. ExporW

The liberalization of import control and foreign eitchafnge rates and controls are
major positive steps towaids removal of trade. barere. These actions coincide with
a trend in Kenya over the past two yeas during which Kenya consistently lowered
tariffs and reduced licensing requiraeoL5s.

In June 1992 the government introduced a variable tariff for key imported food
commodities, including wheat, rice, riwilc powder, maize and sugar. This variable
duty is used to raise the price of imipojs to a predetermined floor price when theworld price is lower than the domestic price. d

The 1993 budget reduced the number of tarilffrates from nine to six and the maxi-
mum tariff rate from 60 percent to 4, percesit. Some items which were previously
duty-free were placed in the bottom band. Puties an a number of manufactured
items have been reduced. Computer imports tre assessed a duty of 25 percent. The
combined duty and VAT for automobiles ranges firvi 65 to 131 percent.

The government maintains lower doi tie_ and sales taxes for selected items which
it considers important for priority sector. Such itemsnincludeopalm oil and tallow;
bicycles; steel billets; wire rods; grapIhite lead; windmnills; power transformers; ca-
bles; and active ingredients used for Lhe preparation ofddrngo including veterinary
drugs, fungicides and pesticides.

There are barriers to trade in services In video tapes, movies and cassettes, con-
itrution engineering, architecture, ltgo representative hi0 insurancepleasing, ship-

ping, and foreign travel. Films are licised, censored, and oid by the government
company, Kenya Film. Corpration. Forip coaPganieSa ofering services in construc-
tion, engineerin and arhtecture oft~ea lace adim.,naination in bidding for public
projects. Kenyan buyers of foreign fi~qds are for-bidden flra itiIsurling imports
abroad. Kenya's draft shipping law hi~s been the subject of official protests by the
United States and the European Coniammnity for d4scriin~ilatioa against foreign ship-

"pifIst commodities imported into Kermys are subject t #rs alnient inspection for
quality and quantity as well as for priie comparisoo. A foreign exporeshaet
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obtain a "Clean Report of Findings" from a government appointed inspection firm
which has offices in major trading points such as New York, Baltimore, Chicago,
New Orleans and Houston. Importation of animals plants, and seeds is subject to
quarantine regulations. Importation is allowed only at designated ports of entry.
Special labelling is required( for condensed milk, paints, varnishes, vegetable oil and
ghee. In addition, imports of pre-packed paints and allied products must be sold by
metric weight or metric fluid measure.

Government procurement for ordinary supplies as well as materials and equip-
ment for public development programs is a significant factor in Kenya's total trade.
Government action is also evident in programs designed to ensure citizen control of
local commerce. Because Kenya is a former British Colony, U.K. firms dominate in
the procurement of government imports. Many government imports are purchased
through Crown Agents, a British quasi-governmental organization. Sales of major
import items are frequently tied to the source country providing official development
finance.

Government procurement practices: Government procurement is done through
tender boards. The main boards are the Central Tender Board, Ministerial Tender
Boards, the Department of Defense Tender Board, and District Tender Boards. The
Kenyan Government has a supplies manual outlining procurement practices. Goods
worth over $4,000 must be purchased through open tender. Adjuidication of the
quotations must be made by three or more responsible officers.

The procurement regulations apply to all potential bidders regardless of national-
ity of supplier or origin of the product/service without discrimination. The regula-tionsprovide for preferential treatment for domestic suppliers, products, and serv-
ices. Up to 10 percent preferential bias is allowed for all frwus participating in Ken-
yan government tenders having 51 percent or more share capital held by indigenous
Kenyans. The government provides preference to domestic suppliers for small pro-
curements and contracts.

Practice often differs from government regulations. Tenders can be awarded to un-
competitive firms when government officials have interests. Such cases are common
for medical tenders. The incidence of corruption at all levels has increased in Kenya
in recent years and affects import license allocation and distribution rights as well
as procurement. Prosecution of corrupt officials above the lowest level is rare. Cor-
rupt contract awards are a particularproblem for U.S. companies who are disadvan-
taged when competing with non-U.S. firms less constricted in their ability to provide
"incentives" prohibited under U.S. laws.

Kenyan law does not permit manufacturers to distribute their own products. They
are also required to supply information about their distributors. The Monopolies,
Prices and Trade Restriction Practices Act sets a legal framework for dealing with
restrictive and predatory practices preventing competitive markets, and controls mo-
noplies, mergers, and takeovers of enterprises.

Foreign investors have limited access to domestic credit markets and are encour-
aged to seek credit from outside sources. All foreign firms are permitted to borrow
locally up to the amounts required to pay customs duty on imported capital equip-
ment. Foreign investors are also permitted limited credit from local financial institu-
tions up to the amount of their equity capital.
6. Export Subsidies Policies

In early 1993, the Kenyan government scrapped an export compensation scheme
which reimbursed manufacturers whose products had less than 70 percent import
content. In its place the government enacted a duty/value added tax remission facil-
ity which allows exporters to purchase tax-free material inputs locally. The govern-
ment has plans to establish a "green channel" to simplify and speed up current
lengthy procedures for import licensing and foreign exchange allocation.

The government grants a one-time 50 percent investment allowance tax deduction
from the cost of industrial buildings, fixed plant, and machinery for investments

-outside Nairobi and Mombasa, and ten percent for those within these towns. This
has the overall effect of reducing income taxes in the start-up phase of a project.

Exporters to the regional market covering 18 countries which are members of the
Preferential Trade Area (PTA) Treaty receive advantages. Restrictive rules of origin
prohibiting foreign firms from participating in the TA market have been elimi-
nated. Kenya is a member of the United Nations Conference on Trade and Develop-
ment, a contracting party to the General Agreement on Tariffs and Trade and a sig-
nator~y of the Lome Convention. Kenya has not signed the GATT/MTN agreements
negotiated in the Tokyo Round.

A privately-owned export processing zone (EPZ) has been established in Nairobi
while government-sponsored EPZ's are being constructed in both Nairobi and
Mombasa. The government allows a limited number of bonded warehouses for inves-
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tors producing for export. Such investors may import Inputs duty free and make
local purchases free of sales tax. The two-year old private sector EPZ has 13 operat-
Ing flims with five others approved to commence operations. In June 1993 the gov-
ernment allowed providers of export-related services to participate in the ENZ.

There are 21 fifms operating through the Manufacturing Under Bond Scheme. Al-
though it was implemented in 1988, not many investors have been enthusiastic due
to the bureaucracy involved in exporting. The government in conjunction with do.
nors has set up two schemes which provide grant assistance to exporters seeking
new markets.

Kenya has progressively reduced the corporate tax rate from 45 percent in the
1980's to the current 35.0 percent. Withholding tax (ranging from 12.5 to 30 per.
cent) is imposed on royalties, interest, dividends, and management fees. Kenya's tax
treaties normally follow the Organization for Economic Cooperation and Develop.
ment model for the prevention or double taxation of income. There is no tax treaty
with the United States.
7. Protection of U.S. Intellectual Property

Kenya is a member of the World Intellectual Proo rt Organization andparty to
the Piris Convention for the Protection of Indust;ral loperty, and the Universal
Copyright, Geneva Phonogram and Brussels Satellite Conventions. Despite these
agreements, pirated books records, videos and to a limited extent, computer soft-
ware find their way into kenyan stores. Government inspection and existing Ken-
yan jaws are inadequate. For example, the only manufacturer of records and cas-
settes in Kenya, Polygram Records Ltd., estimates the total cassette market at 2.5
million per year, of which 90 percent is pirated. Most videotapes in Kenya are also
pirated.

In 1990, the Kenyan government implemented industrial property legislation and
established an Industrial Property Office for granting industrial property rights,
screening technology transfer agreements and licenses, and providing patenting in-
formation to the pu-blic. The on-ice provides patents and utility models, and indus.
trial design certificates. It also acts as a receiving office for international applica-
tions.

Although Kenyan laws regarding copyright are not extensive, the Copyright Act
of 1989 provides for protection from audio copyright infringement. Video copyright
infringement is not covered by the law, and is widespread. Trademark protection
is available from the Kenyan government for a period of seven years from the date
of application. The first applicant for trademark protection is entitled to registra-
tion.
8. Worker Rights

a. The Right of Association.-Except for central government civil servants and
university academic staff, all workers are free to *oin unions of their choice. At least
33 unions in Kenya represent approximately 350,000 workers, or about 20 percent
of Kenya's industrialized work force. Except for the 150,000 teachers who belong to
the Kenya National Union of Teachers (KNUT) and four other smaller unions reg-
istered by the government, all other unions belong to one central body, the Central
Organization of Trade Unions (COTU).

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

Without waiting the normal seven-day period to verify the so-called elections and
disregarding a legal challenge by the existing COTU officers, the Registrar of Trade
Unions immediately registered the new officers. These new officers were allowed to
occupy COTU headquarters. The issues of both the coup's legality and the act of the
registrar were still in court by early November 1993, but no international group rec-
ognized the new leadership.

In theory, the Trade Disputes Act permits workers to strike provided that 21 days
have elapsed following the submission to the Minister of Labor of a written report
detailing the nature of the dispute. In 1993, however, the Minister of Labor declared
illegal several strikes, notably the KNUT strike averted at the last minute in July
1993, even after labor had given the required notice. The other key strikes were the
national two-day strike alter Labor Day, a one-day strike called by the Islamic Party
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of Kenya in Mombasa, and an air traffic controllers' slowdown in November. The
military, police, prison guards and members of the National Youth Service are pre-
cluded by law from striking. Kenyan labor legislation is silent on the issue o Pna-
tional strikes.

Internationally, COTU is affiliated with both the continent-wide Organization of
African Trade Union Unity and the International Confederation ofFree Trade
Unions, although the new COTU leadership threatened to withdraw from the
ICFTU over the cutoff in aid. COTU affiliates are free to establish linkages to inter.
national trade secretariats of their choice.

b. The Right to Organize and Bargain Collectively.-While not having the force
of law, the 1962 Industrial Relations Charter gives workers the right to engage In
legitimate trade union organizational activities. Both the Trade Disputes Act and
the Charter authorize collective bargaining between unions and employers.

Wages and conditions of employment are established in the context of negotiationsbetween unions and management. Government wage policy guidelines limit in-
creases to 75 percent of the annual rate of inflation. In 1993, COTU called for re-
moval of wage guidelines. Collective bargaining agreements must be registered with
the Industrial Court. In 1993, about 1,875 agreements in total were on file with the
Court, covering approximately 1 million union and non-union workers. Although the
Export Promotion Zone Authority has decided that local labor laws, including the
right to organize and bargain collectively, will apply in EPZ's, in practice it has
granted many exemptions.

c. Prohibition of Forced or Compulsory Labor.--The Constitution proscribes slav-
ery, servitude, and forced labor. Under the Chief's Authority Act, a local authority
can require people to perform community service in an emergency, but there were
no known instances of this practice in 1993. People so employed must be paid the
prevailing wage. The International Labor Organization's (ILO) Committee of Ex-
perts has determined that this act contravenes ILO Conventions 29 and 105 con.
corning forced labor.

d. Minimum Age for Employment of Children.-The Employment Act of 1976 pro.
scribes the employment of children under age 16 in any industrial undertaking. The
law does not apply to the agricultural sector, where about 70 percent of the labor
force is employed, or the children serving as apprentices under the terms of the In-
dustrial Training Act. Ministry of Labor officers are authorized to enforce the mini-
mum age statute. Given the high levels of adult unemployment and under-employ-
ment, the employment of children in the formal wage sector in violation of the Em.
ployment Act is not a significant problem.

e. Acceptable Conditions of Work.-In 1993, minimum unskilled worker salaries
averaged less than $20 per month. The normal week, 1by law, is limited to 52 hours,
except for nighttime employees (60 hours) and agricultural workers (excluded). Non-
agricultural workers receive one rest day in a week minimum, one month's annualleave, and sick leave. By law, total hours worked (i.e. regular time plus overtime)
in any two weeknperiod for night workers can not exceed 144 hours. The Ministry
of Labor is tasked with enforcingthese regulations, but reported violations are few.
The Factories Act of 1951, which sets forth detailed health and safety standards,
was amended in 1990 to encompass the agriculture, service and government sectors.
Inspectors in 1992-3 conducted 16,132 inspections due to an ILO-fundedproject
This altered the previous practice of responding only to worker complaints. "Whistle
blowers" are not protected, however. Kenya's worker compensation regulations do
not yet comply with provisions of ILO Convention No.17.

f. Rights in Sectors With U.S. Investment. -Worker rights in sectors with U.S. in-
vestment do not differ from other sectors of the economy.

Extent of U.S. Investment in Selected Industries.-U.S. Direct
Investment Position Abroad on an Historical Cost Basis-1992

[Millions of U.S. dollars]

Category Amount

Petroleum ............................................................................... 22
Total Manufacturing .............................................................. 29

Food & Kindred Products .................................................. 4
Chemicals and Allied Products ......................................... 12
Metals, Primary & Fabricated ........................................ 5
Machinery, except Electrical ............................................. 0
Electric & Electronic Equipment ...................................... 2



20

Extent of U.S. Investment in Selected Industriesa-U.S. Direct
Investment Position Abroad on an Historical Cost Baais--1992--Continued

(Millions od U.. dollar= )

Categry Amount

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

Wholesale Trade ........................................................... ......... 1I
B anking ................................................................................... (1)
Finance and Insurance .......................................................... (1)
Services .................................................................................. 9
Other Industries ........................................................... ......... o0
TOTAL ALL INDUSTRIES .................................................. 88

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

NIGERIA

Key Economic Indicators
[Billions of naira unless otherwise noted)

1991 1992 19931

Income, Production, and Employment:
Real GDP (1984 factor cost) ............................... 94.6 98.4 N/A
Real GDP Growth (pct.) ..................................... 4.5 4.2 N/A
GDP (at current prices) ...................................... 324.8 443.4 N/A
By Sector (1984 factor cost):

Agriculture ....................................................... 36.8 37.9 N/A
Energy and Water ........................................... 13.1 13.3 N/A
Manufacturing ................................................. 7.9 8.5 N/A
Construction .................................................... 1.8 1.9 N/A
Rents...............2.4 2.5 N/A
Financial Services ........................................... 8.2 8.5 N/A
2Other Services .......................... 16.5 17.0 N/A
Government, Health and Education .............. 7.9 8.9 N/A

Real Per Capita GDP ......................................... 272 240 N/A
Labor force (millions) .......................................... 30.5 32.5 34.5
Unemployment Rate (pct.)2 ............................... 2.9 4.0 4.0

Money and Prices:
Money supply (M2) (Naira billion) .................... 86.2 135.4 199.8
Base Interest Rate .............................................. 20.1 25.7 38.2
Personal Savings Rate ........................................ 13.9 15.5 19.1
Consu mer Price Index (FOS) 3 ........................... 330.9 478.4 728.3
Exchange Rate (Naira per $):.

Official (annual average) ................................ 9.9 17.6 22.4
Parallel ............................................................. 13.5 20.5 34.6

Balance of Payments and Trade (billion U.S. dol-
lars unless noted):

Total Exports FOB' ........................................... 12.3 11.9 N/A
Exports to the US ........................................... 5.4 5.1 6.2

Total Imports CIF4 ............................................. 7.8 8.3 N/A
Imports from the US ...................................... 0.8 1.1 0.9

Aid from U.S. ($ million) .................................... 11.2 16.5 22.8
External Public Debt .......................................... 33.7 27.6 32.0
Debt Service Payments...................... 4.2 2.4 2.4
Gold and Foreign Exchange Reserves (N bil-

lion) 5 .. . . . . . . . . .. . . . . . . . . . . . . . . . . . . . 44.2 13.9 17.9
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Key Economic Indicator*--Continued
[Billions of naira unless otherwise noted]

1991 199 19931

Trade Balance4 ...................... . . .. . .. . . .. . .. .. . . . . .. . . . .. . .  4.5 3.7 N/A
Balance with US ............................................. 4.6 4.1 5.3

N/A-Not available.
IPigures projected from data available in October 1993.
'According to Federal Office of Statistics data. Embassy estimates unemployment at 30 to 40 percent
'Base year 1986, Federal Office of Statistics.
4Merchandise only, not including services and Income.
sEnd of year figures.
Sources: Central Bank of Nigeria, IMP, Federal Office of Statistics, U.S. Department of Commerce, and

U.S. Embassy estimates.

1. General Policy Framework
Though blessed with considerable human and material resources, Nigeriu is one

of the poorest countries in the world, and ended up 21st-lowest in GNP per capita
according to a 1993 World Bank ranking. Its population of 88 million (according•to
the 1992 census) is the largest in Africa. Nigeria s crucial petroleum sector provides
the government with over 95 percent of all foreign exchange earnings and 83 per-
cent of budgetary revenue. Agriculture which accounts for nearly 40 percent of GDP
and employs about two-thirds of the laior force, is dominated by small-scale subsist-
ence farnning.

After a period of relative fiscal austerity in the late 1980's, the Nigerian Govern-
ment has run budget deficits ranging from 9.8 to 12.4 percent of GDP since 1990.
Proposals to reduce the deficit include reducing large government fuel price sub-
sidies (the official price of gasoline was about seven U.S. cents per gallon in October
1993), shelving a number of government projects which are of doubtful economic
value, and reducing leakages ftrom government income due to corruption. The gov-
ernment announced plans to institute a modified value-added tax (MVAT) in Octo-
ber 1993. If it can be implemented as planned, the MVAT would iinpose a flat 5
percent tax on a wide range of goods and services, and would serve as a major new
source of government revenue.

Over the last several years, monetary policy has been driven by the need to ac-
commodate the government's budget deficit and a desire to reduce the inflationary
impact of the budget deficit on the economy. Deficits at the federal level are fi-
nanced primarily by borrowing from the Central Bank of Nigeria (CBN), which held
83 percent of the government s domestic debt at the end of-1992. Since the Central
Bank monetizes much of the deficit, budgetary shortfalls have a direct impact on
the money supply and on price levels, which have risen rapidly in recent years.

In an effort to mitigate the inflationary effects of government deficits, the Central
Bank has since 1990 forced the banking sector to finance part of the deficit through
large purchases of government securities. In July 1993, the Central Bank also began
auctioning treasury certificates to the banking sector at competitive rates in an at-
tempt to finance more of the deficit through voluntary purchases from the private
sector. While these measures have succeeded in limiting the budget deficit's infla-
tionary effects, they have also served to "crowd out' long-term private sector borrow-
ing by driving up interest rates.
2. Exchange Rate Policies

The Central Bank of Nigeria administers an official Foreign Exchange Market
(FEM) in which it sells hard currency to licensed banks at a set exchange rate. The
FEM exchange rate for the naira is pegged to the U.S. dollar, and vanes with the
dollar against other currencies. Though the official naira/dollar exchange rate is pe-
riodicall adjusted, it has been held at 21.99 naira per $1.00 since April 1993.

Outside the official foreign exchange market foreign exchange can legally be
bought and sold at the "autonomous" or free market rate at bureaux de change.;Be-
sides the FEM and the bureaux de change, foreign investors may also purchase
naira using Nigerian debt instruments obtained on the secondary market through
the CBN's debt conversion program. This program can provide investors with a pre-
mium over the official exchange rate; special restrictions apply to dividend remit-
tances and capital repatriation, however. Even for normal remittances, lengthy ad-
ministrative delays are common. Nigeria maintains a comprehensive system of ex-
change controls; individual transactions must receive the approval of the Ministry
of Finance before external remittance is allowed.
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3. Structural Policies
As stated in the December 1969 industrial Pblicy of Nigeria," the government

maintains a system of tax incentives to foster the development of particular indus.
tries, to encourage firms to locate in economically disadvantaged areas, to promote
research and development in Nigeia, and to favor the use of domestic labor and
raw materials. The Industrial Development (Income Tax Relief) Act of 1971 provides
incentives to "pioneerO industries--industries deemed beneficial to Nigeria's eco-
nomic development. Companies given "pioneer" status may enjoy a non-renewable
tax holiday of five years or seven years if the pioneer industry is located in an eco-
nomically disadvantaged area.Nigeria requires that an international inspection service certify the price, quantity
and quality before shipment for all private sector imports. All containerized ship-
ments, irrespective of value, and all goods exported to Nigeria with a cost, insur-
ance, and freight (CIF) value greater than $1,000 are subject to preshlpment inspec-
tion.
4. Debt Management Policies

Nigeria's foreign debt ballooned from $13 billion in 1981 to $24 billion in 1986
when sharply lower oil revenues and continued high import levels created large bal-
ance of payments deficits. By the end of 1992, total external debt (not including ar-
rears) had reached $27.6 billion with 59 percent of the debt ($16.4 million) owed
to the creditor governments of the Paris Club, and the rest spread among London
Club banks ($2.1 billion) commercial creditors ($3.2 billion), multilateral agencies
($4.5 billion), and others ($2.3 billion).

In January 1992, in an effort to reduce its external stock of debt, the Nigerian
Government concluded an agreement with the London Club which gave commercial
banks a menu of options from which to choose in reducing Nigeria's commercial
debt. The menu included debt buy-backs (at 40 cents on the dollar), new money
bonds, and collateralized par bonds. As a result of the agreement, Nigeria was able
to reduce its external debt by $3.9 billion, but the accumulation of arrears on other
debt since that time has brought external debt back to previous levels. Including
arrears, official foreign obligations exceed $32 billion as of October 1993.

During theperiod 1986 to early 1992, on the basis of a comprehensive Structural
Adjustment Program (SAP), Nigeria reached three standby agreements with the
IMF. The most recent of these was approved in January 1991 and expired in April
1992. Discussions with the IMP since then have not resulted in a new agreement.

Nigeria's most recent rescheduling agreement with the Paris Club expired at the
same time as its standby agreement and debt repayment obligations have grown
significantly. Nigeria's record on debt repayment, meanwhile, has deteriorated. In
1992, Nigeria made debt service payments of $2.4 billion, against interest and prin.
cipal payment obligations of $5 blion. Faced with similar obligations in 1993, budg-
eted external debt service payments for 1993 are only $2.0 billion, meaning Nigeria
will accumulate arrears of approximately $3 billion during the year.
5. Significant Barriers to U.S. Exports

Nigeria abolished all import licensing requirements and cut its list of banned im-
ports in 1986. As of October 1993, the importation of approximately 22 different
items is banned, principally agricultural items and textiles. These bans were ini-
tially implemented to restore Nigeria's agricultural sector and to conserve foreign
exchange. Although the bans are compromised by widespread smuggling, the re-
duced availability of grains has raised prices for both banned commodities and lo-
cally produced substitutes. The higher prices have helped to expand local produc-
tion, but Nigerian agriculture continues to wrestle with other adverb factors such
as bad weather, disease, lack of credit, poor distribution of such inputs as fertilizer,
fungicides, and pesticides, and marketing constraints. In April 1993, the govern-
ment issued a decree lifting the wheat ban, and U.S. imports of the grain are on
the rise. Publication of the lifting decree in the Official Gazette, which will make
the lifting of the ban permanent, ispromised to occur before the end of 1993.

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

In December 1989 the government liberalized the Nigerian Enterprises Promotion
Decree to allow 100 percent foreign equity ownership of Nigerian businesses in cer-
tain cases. The rule aFpplies to new investments only and is not retroactive. The gov-
ernment also allowed foreign firm" to invest in the 40 lines of business normallyreserved for 1.00percent Nigerian ownership if thy invest a minimum of 20 million
naira (about $900,000 at the current official exchange rate). Reserved sectors in-
clude: advertising and public relations, commercial transportation, travel services,



23

and most of the wholesale and retail trade. The list of reserved sectors is one factor
that has prevented the conclusion of a bilateral investment treaty between Nigeria
and the United States. Banking, insurance, petroleum prospecting, and mining con.
tinue to require 60 percent Nigerian ownership.

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

Nigeria generally uses an open tender system for awarding government contacts,
and foreign companies incorporated in Nigeria receive national treatment. Approxi-
mately five percent of all government procurement contracts are awarded to US.
companies. Nigeria is not a signatory to the General Agreement on Tariffs and
Trade (GATT) Government Procurement Code.

6. Export Subsidy Policies
In 1976, the government established the Nigerian Export Promotion Council

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

The NEPC also administers the Export Expansion Program, a fund which pro-
vides grants to exporters of manufactured and semi manufactured products. Grants
are awarded on the basis of the value of goods exported, and the only requirement
for participation is that the export proceeds be repatriated to Nigeria. Though the
grant amounts are small, ranging from two to five percent of total export value, they
appear to be subsidies as designated by GATT, and may violate GAIT rules.

7. Protection of U.S. Intellectual Property
Nigeria is a signatory to the Universal Copyright Convention (UCC) and the Bern

Convention. In early 1993, Nigeria became a member of the World Intellectual Prop-
erty Organization (WIPO) thereby becoming party to most of the major international
agreements on intellectual property rights. Cases involving infringement of non-Ni-
gerian copyrights have been successfully prosecuted in Nigeria, but enforcement of
existing laws remains weak, particularly in the patent and trademark areas. De-
spite active participation in international conventions and the apparent interest of
the government in intellectual property rights issues, little has been done to stop
the widespread production and sale of pirated tapes, videos, computer software and
books in Nigeria.

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

The Copyright Decree of 1988, based on WIPO standards and U.S. copyright law,
currently makes counterfeiting, exporting, importing, reproducing, exhibiting, per-
forming, or selling any work without the permission of the copyright owner a cnmi-
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 is pirated and the
entire video industry is based on the sale and rental of pirated tapes. Satellite sig-
nal piracy is common, but any infringement of other new technologies is infrequent,
as most computer and computer-related technologies are not yet widespread. The
International Intellectual Property Alliance estimated that U.S. companies lost $39
million in 1988 due to copyright piracy, excluding losses from computer software.
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8. Worker Rights
a. The Right of Association.--AI Nigerian workers, with the exception of members

of the armed forces and employees of essential services'* may join trade unions. Es-
sential sectors include, firefighters, police employees of the central bank, the secu-
rity printers and customs and excise stalf. Utilities, the national airline, public sec.
tor enterprises and the post office are not considered essential services and are
unionized. Nigerian labor unions have proposed that unions be banned only for the
armed forces, firefighters and police. The government is unlikely to act on this pro-
posal, however, until the transition to a civilian government is complete. Under Ni-
gerian law, enterprises with more than 50 employees must recognize trade unions
and pay or deduct dues. Most of the agricultural sector, the informal sector and
prMctically all small industries and businesses remain non-unionized. The right to
strike is recognized by law, except in the case of essential services. While the trade
union movementhas considerable latitude for action, it remains subject to govern-
ment oversight. The government has established a single central labor body the Na-
tional Labour Congress (NLC), by forcibly merging the country's industrial unions.
Nigerianlabor unions are allowed to affiliate with international organizations, but
only for training and educational purposes.

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

c. Prohibition of Forced or Compulsory Labor.-Ninria's 1989 Constitution pro-
hibits forced or compulsory labor, and this prohibition 1s generally observed.

d. Minimum Age for Employment of Chi=dren.-Nigeria's 1974 Labor Decree pro-
hibits employment of children under 15 years of age in commerce and industry,
while allowing child labor in home-based agricultural or domestic work. Casual ob-
servation of the informal sector in urban areas, however, suggests that child labor
is widespread. Children between the ages of 13 and 15 are allowed, under specific
conditions, to undertake apprenticeships in a wide range of crafts, trades and state
enterprises. Apprentices over the age of 15 are not specifically regulated by the gov-
ernment. Primary education is compulsory in Nigeria though the law is only spo-
radically enforced, particularly in rural areas where most Nigerians live.

e. Acceptable Conditions of Work.-Nigenian labor law establishes a 40-hour work-
week, prescribes 2 to 4 weeks of annual leave, and sets a minimum wage for com-
merce and industry. Despite this, the minimum wage has not kept up with Nigeria's
high inflation rate and the falling value of the naira. The general health and safety
provisions contained in Nigeriannlabor law, some aimed specifically at youth and fe-
male workers, are enforceable by the Ministry of Labour. Employers are required
to compensate injured workers and dependent survivors of those killed in industrial
accidents. Enforcement of these provisions remains spott.

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

Extent of U.S. Investment in Selected Industries.-U.S. Direct
Investment Position Abroad on an Historical Cost Basis--1992

[Millions of U.. dollars)

Catepoy Amount

Petroleum ............................................................................... 159
Total Manufacturing .............................................................. 63

Food & Kindred Products .................................................. (1)
Chemicals and Allied Products ......................................... 17
Metals, Primary.k&Eabricate' . .......................................... 2
Machinery, except Electrical ............................................. 0
Electric & Electronic Equipment ...................................... 2
Transportation Equipment ................................................ 5
Other Manufacturing ............................................. ........... (1)

Wholesale Trade ................................................................. .(1)
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Extent of U.S. Investment in Selected Industrlese-U.S. Direct In.
vestment Position Abroad on an Historical Cost Basis--1992-
Continued

(Millions of U.S. dollars]

Category Amount

Banking .................................................................................... (1)
Finance and Insurance .......................................................... (1)
Services................................................................................4
Other Industries ..................................................................... 0
TOTAL ALL INDUSTRIES ................................................... 274

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

SOUTH AFRICA

Key Economic Indicators
(Billions of rand unless otherwise noted)

1991 1992 1993'

Income, Production, and Employment:
Real GDP (1985 prices)2 ................. .. . . . .. . .. . . . . .. . ..  11P.8 117.0 116.9
Real GDP Growth (pct.) ..................................... -0.4 -2.1 0.0
Real GDP (at current prices)2 ........................... 267.9 295.6 322.1
By Sector:

Agriculture ....................................................... 13.0 11.6 15.6
Mining. ................................ 27.0 27.0 30.5
Energy and Water ........................................... 11.7 12.7 13.6
Manufacturing ................................................. 66.6 73.7 78.9
Construction .................................................... 8.2 8.8 9.2
Wholesale/retail trade ..................................... 36.2 40.5 43.2
Financial services ............................................ 39.7 46.0 51.2
Other services...... .... .................... 6.4 7.3 7.8
General government .... .................... 40.0 46.6 51.2

Net Exports of Goods and Services ................... 5.9 3.6 2.9
Real Per Capita GDP (1985 rand) ..................... 3,498 3,349 3,200
Labor Force (millions) 3s...................................... 11.6 12.0 12.3
Unemployment Rate (pct.) 3............................... 39.0 40.0 46.0

Money and Prices (annual percentage growth):
Money Supply (M2) ............................................. 16.1 10.9 1.81
Prime Overdraft Rate (pct4 ........... .. . . . .. . .. . . . .. . . .  20.25 17.25 16.25
Personal Savings to Disposable Income (pct.) .. 1.6 2.6 2.2
Producer Price Index (year-end pct. change) .... 11.4 8.5 7.0
CPI (year-end pct. change) ................................. 15.3 14.0 8.0
Exchange Rate ($ per rand): 5

Commercial Rand ............................................. 36 .35 .31
Financial Rand ................................................. 32 .28 .22

Balance of Payments and Trade (billions of U.S.
dollars):

Total Exports (FOB) ........................................... 23.7 23.6 N/A
Exports to US ................................................. 1.7 1.7 1.7

Total Imports (FOB)...........................17.4 18.2 N/A
Imports from U.S ............................................ 2.1 2.4 2.4

Aid from US. ($ million USFY basis) ............... 50.0 80.0 80.0
Aid from Other Countries .................................. N/A N/A N/A
External Public Debt .......................................... 6.8 6.5 N/A
Debt Service (paid) ............................................. 1.7 1.6 0.8
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Key EEconomic Indicator-Continued
[BMlons of yntd unm othwwise notad]

191 19 iI 1998

Gold and FOREX Reserves (gross) .... 9.8 11.2 9.2
Current Account Balance.................... 6.2 3.9 2.9

Trade Balance with US .................... -0.4 -0.7 -0.7
NWA-Not available.
11991 M i are mUl estimates based ea monthly data a" or Juae 199.
2GDP at V&CIr coal
8Statistics depending on populaUtn data are unreliable ; Ul black population and unemployment rates

are understated While the Central Statistical Suives nou1 ie, attempla to quantif black unemployment,
moat economists believe the rate is in eass eao 40 peremVt Unespleyment among other rnciai groups is
lower.

4Am oftDec. 31.
lAverage annual rate.

1. General Policy Framework
South Africa is a middle-income country with a modern industrial sector, well-de-

veloped infrastructure, and abundant natural resources. Most economists agree thatSouth Africa has the potential to grow at an annual rate above five percent; yet an.
nual economic growth over the past decade averaged less than one percent in real
terms; no new net jobs were created in the manufacturing, mining, or agricultural
sectors; and per capita incomes declined sharply. The rate of real GDP growth
turned negative in early 1989, and contracted by one-half percent in both 1990 and
1991. The decline in the economy became more severe in 1992, as the nation battled
the longest recession in over eighty ye. Besides being affected by the presentworldwide recession and the worst drought of the century, the South Aican econo-
my's poor performance during this period could be explained by several structural
factors:

-Apartheid policies have led to inefficient use of human resources,
underinvestment in human capital, labor rigicdities, and large budgetary outlays
for duplicative layers of government and facilities-

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

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

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

-Foreign and domestic investment has been limited by political uncertainty, con-
tinuing violence, labor unrest, and the concern over the role of the private sec-
tor in a post-apartheid South Afica.

In 1993, GDP registered positive growth for the first time in four years with 1.4
and 5 percent growth respectively ii the first and second quarters. Despite the sur-
prising increase in the second quarter, which was due mainly to the recovery in the
agriculture sector, the rest of the economy is still bumping along the bottom. It is
predicted that the South African economy will register zero growth over the full
year of 1993.

The South African government has taken steps to address some of the structural
problems within the economy. While there is a long way to go in eliminating the
effects of apartheid and meeting the aspirations of the black community, some
progress has been made in reducing economic distortions caused by racial policies.
Legal restrictions which prevented black South Africans from owning businesses,
obtaining skilled jobs, or living in m m r urban centers were lifted in 1991. Black
trade unions have been recognizedmpending on socio-economic development for
blacks, including education and health care, has increased in recent years, although
it still remains far below spending on white services. Much remains to be done, and
the effects of past policies, particularly the legacy of the "bantu* education system,
will be felt for many years.

Over the last decade, quantitative credit controls and administrative control of de-
posit and lending rates largely disappeared. The South African Reserve Bank now
operates similarly to western central banks. It influences interest rates and controls
liquidity through its rates on funds provided to private sector banks, and to a much
smaller degree through the placement of government paper. In the past three years,
restrictive monetary policy-primarily the maintenance of a relatively high central
bank lending rate--has sought to curb domestic spending on imports and to reduce
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inflation. Economists believe that the downward trend in M3 growth and producer
prices is beginning to have an impact on consumer price inflation, which has re-
mained in the 15 percent range primarily because ofhigher food prices due to the
drought.

Traditionally, South Africa has adopted conservative fiscal policies. In the late
1980's, however, revenues lagged behind spending, leaving large deficits to be fi-
nanced through.borrowing and putting pressure on private capital markets. Since
1990, the government of President de Kilerk has adopted more restrictive fiscal poli-
cies, although the 19921/93 budget ended in a deficit of R31.1 billion, approximately
11 percent of GDP, as spending outpaced revenues. Estimates for the deficit before
borrowing in fiscal 1993/94 are significantly lower, reaching R7.5 billion, or roughly
8.6 percent of GDP. Nevertheless, pressure is growing for the government to use fis-
cal policy to address socio-economic needs in education, health care and housing for
the majority of South Africans.

The South African government controls substantial portions of the economy, in-
cluding much of the petroleum, transportation, armaments, electric power, commu-
nications, aluminum, and chemical sectors. In early 1988, then State President P.W.
Botha announced a program of widespread privatization. However, the proposal at-
tracted much political opposition, and further large-scale privatization has been put
on hold until a government of national unity is in place.
2. Exchange Rate Policy

Faced with large scale capital outflows in 1985, the Reserve Bank reimposed com-
prehensive exchange controls, including a dual exchange rate previously abolished
in 1983. The Bank maintains one exchange rate (the financial rand) for foreign in-
vestment flows and outflows, and another (the commercial rand) for all other trans-
actions. This effectively cushions the economy from the effects of international cap-
ital flows.

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

The instability in the international foreign exchange markets and South Africa's
weak overall balance of payments caused the nominal effective exchange rate of the
commercial rand to depreciate by 4.8 percent in the second quarter of 1993 and by
a further 0.3 percent by the endof August 1993. (The real effective exchange rate
of the rand declined by 2.2 percent in the second quarter of 1993). In this period
the rand depreciated against most of the currencies of South Africa's main trading
partner countries, particularly the Japanese yen. However, it also depreciated fairly
sharply against the U.S. dollar and British pound over this period. Owing largely
to the continued interest in South African gold mining shares and reasonably favor-
able progress in the constitutional negotiating process, the financial rand remained
relatively stable during the first seven months of 1993.
3. Structural Policies

Prices are generally market determined with the exception of petroleum products.
Purchases by government agencies are by competitive tender for project or supply
contracts. Bidders must pre-qualify, with some preferences allowed for local content.

,Parastatals and major private buyers, such as mining houses, follow similar prac-
'tices, usually inviting only approved suppliers to bid.

The primary source ofgovernment revenue in South Africa is income tax. Al-
though the government planned to lower both individual and company tax rates
over five years, the present recession induced revenue crisis ended the plan after
its first year. The 199213 budget kept the maximum personal income tax rate at 43
percent on incomes above R80,000 for married and R56,000 for single taxpayers,
and the corporate income tax rate at a flat rate of 48 percent.

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

South Africa's external debt situation continued to improve in recent years. At the
end of 1992, foreign debt amounted to $17.3 billion, with the private sector account-
ing for about $10.8 billion of this total. The ratio of total foreign debt to GDP in
1992 was 15.1 percent, and the ratio of interest payments to total export earnings
was 6.7 percent. Debt repayment obligations in 1993 are estimated to be R4 billion
to R5 billion, although increasing access to international capital markets should
allow South Africa to refinance at least half of that debt.

In 1985 faced with large capital outflows, intense pressure against the rand, and
a cutoff oWfits access to foreign capital, the South African government declared a uni-
lateral standstill on amortization payments. Interest payments were continued, and
amortization payments due to international organizations and foreign governments
were not affected, obviating the need for a Paris Club rescheduling. The debt "stand-
still" was regularized in an arrangement with private creditors in 1986. In 1990,
South Africa and its private creditors negotiated third extension of that arrange-
ment through the end of 1993. In September of 1993, the government, with the con-
sensus of South Africa's major political parties, finalized a debt agreement with
major western banks on $5 billion worth of mostly private debt caught inside the
"standstill net."

South Africa is a member of the World Bank and International Monetary Fund
(IMF) and continues Article IV consultations with the latter organization on a regu-
lar basis. With the establishment of the Transitional Executive Council (TEC),
South Africa's eligibili'", for Bank loans is now under review. Since July 1991, when
President Bush lifted tLe Title III sanctions of the Comprehensive Anti-Apartheid
Act of 1986 (CAAA), the South African Government has been pressing its case for
access to IMF funds as a "safety net" for further expansion of the economy and a
seal of international approval on recent government moves to dismantle the apart-
heid system.

After some twenty-seven years of relative economic isolation, South Africa appears
set to become another IMF borrower country. Approval of the SAG's application to
the IMF for an estimated $850 million drought-related loan appears imminent.
Gaining access to the drought facility will enable the government to replenish its
foreign exchange reserves and normalize relations with the international financial
community.
5. Significant Barriers to U.S. Exports

Under the terms of the Import and Export Control Act of 1963, South Africa's
Minister of Trade -nd Industry may act in the national interest to prohibit, ration,
or otherwise regulate imports. Current regulations require import permits for a
wide variety of goods, including foodstuffs, clothing, fabrics, footwear, wood and
paper products, refined petroleum products and chemicals. Surcharges on imported
goods, which range as high as 100 percent are the most siPnificant.barriers for U.S.
exports. The Department of Trade and Industry is attempting to simplify its system
of tariffs, but some tariffs have been increased in the process, including hikes of up
to 180 percent on certain steel products. Local content requirements also apply in
certain industries, most notably in motor vehicle manufacturing.

The lifting of Title III sanctions in the Comprehensive Anti-apartheid Act (CAAA)
in July 1991 eased restrictions on the import of certain U.S. products into South
Africa and permittedU.S. nationals to make new investments in South Africa. All
remaining portions of the CAAA were repealed in November 1993. Regulations still
prohibit U.S. firms from exporting to South African police or military organizations.
Arms exports to South Africa are also prohibited.

6. Export Subsidies Policies
Government incentives to export are divided into four categories: compensation for

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

Several different programs provide incentives for local exporters. The General Ex-
port Incentive Scheme (GEIS) encourages the export of manufactured products with
a high value added content. Provisions of the Income Tax Act provide tax allowances
for capital goods and property used to add value to base metals and intermediate
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products for export and income tax allowances for expenses incurred in promoting
or maintaining an export market. The Export Marketing Assistance Scheme, a lim-
ited program, provides assistance for export market research and trade fairs and
mission. The Structural Adjustment Program provides export incentives tailored to
specific industries, most notably motor vehicles and textiles and clothing. Under the
Regional Industrial Development Program, a new or relocating business can apply
for incentives under a uniform, five-year program by locating anywhere outside the
Johannesburg-Pretoria and Durban areas.
7. Protection of U.S. Intellectual Property Rights

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

Nevertheless, software pirac occurs frequently in South Africa. The Business
Software Alliance (BSA), a worldwide body with active anti-piracy programs in over
50 countries, estimates that as much as 60 to 70 percent of South Africa's software
is pirated. Its investigations reveal that for every one legal software program in use
between three and four are illegal. In October 1993, the BSA brought the first legal
action against software pirates under the terms of the new copyright legislation.
The U.S. motion picture industry7 reports that piracy, including unauthorized public
performance, video piracy, and parallel imports" pose a problem for doing business
in South Africa. U.S. pharmaceutical firms operating in South Africa express similar
concerns regarding "parallel imports."
8. Worker Rights

a. The Right of Association.--South Africa's Labor Relations Act entitles all pri-
vate sector workers to freely join labor unions which are independent of direct gov-
ernment control. Amendments to the Act in 1989, however, made unions liable for
financial compensation to employers in the case of illegal strikes, with the burden
of proof upon the union. Following discussions between the de Klerk government,
employers and union leaders, those amendments were rolled back in early 1991.

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

b. The Right to Organize and Bargain Collectively.--The South African govern-
ment does not interfere with union organizing in the private sector and has gen-
erally not intervened in the collective bargaining process. Collective bargaining is
freely practiced throughout the country with the major exception of public servants,
farm workers and domestic servants who are not covered by the Labor Relations
Act. The government had pledged in a 1990 agreement to extend basic trade union
rights to farm, domestic and public sector workers, but has yet to take action on
the issue. Increased efforts to unionize public workers resulted in illegal public sec-
tor strikes accounting for 14 percent of all strikes in the first nine months of 1992.
The largest public sector strike, by the National Education, Health and Allied Work-
ers Union, was particularly acrimonious and violent.

c. Prohibition of Forced or Compulsory Labor.--South Africa does not constitu-
tionally or statutorily prohibit forced labor; however, Dutch-Roman common law
does not permit it.

d. Minimum Age for Employment of Children.--South African law prohibits the
employment of minors under age 15 in most industries, shops and offices. It pro-
hibits minors under 16 from working underground in mining. There is no minimum
age at which a person may work in agriculture.

e. Acceptable Conditions of Work.-There is no legal minimum wage in South Afri-
ca. The Labor Relations Act provides a mechanism for negotiations between labor
and management to set minimum wage standards industry by industry. At present
over 100 industries covering most non-agricultural workers come under the provi-
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sions of the act. The Occupational Safety Act sets minimum standards for work con-
ditions and employment and those standards arn enforced.

f. Ri'hto in Sectors Wlth U.S. Investment.-The worker rights conditions described
above do not differ between the goods-producing sectors in which US. capital is in-
vested and other sectors of the South African economy.

Extent of U.S. Investment in Selected Industries.-U.S. Direct
Investment Position Abroad on an Historical Cost Basis-1992

[Millions or U.S. dollars]

AmountCatapry

Petroleum .................................... ................... 0066
Total Manufacturing .........................................................
Food & Kindred Products .................................................

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

Wholesale Trade ................................................................
Banking .............................................................................
Finance and Insurance ...................................................
Services ...................................................................................
Other Industries ................................................................
TOTAL ALL INDUSTRIES............................

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

(1)
148
45
92
(1)
19

149

(1)
501

67
0

(1)
5

76
871

ZAIRE

Key Economic Indicators

1991 1992 1993'

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

Agriculture .......................................................
M ining .............................................................
Energy and Water.........................
Manufacturing .................................................
Construction ....................................................
Retail Trade ..............................................
Other Services...........................

GDP Per Capita............................
Labor Force ..................................................
Unemployment (percent).....................

Money and Prices:
Money Supply (trillions of zaires)................
Interest Rate (rediscount in pct.)................
Investment rate (pct. of GDP).................
Consumer Price Index (pct. change).............
Exchange rate (end-of-year, 000's of zaires/$):

O ffi cial .............................................................
Parallel ............................................................

N/A
-7.2
N/A

3
-22
-5

-21
-32
-6
-6

N/A
N/A
N/A

18
55

4.5
3,750

N/A
-10.6

N/A

2
-32

5
-64
-22
-9

-13
N/A
N/A
N/A

770
55

N/A
3,030

N/A
-16.4

N/A
-4

-22
-28
-22
-36
N/A
N/A
N/A
N/A
N/A

4,518
95

N/A
1,900

63 1,900 13,500
66 2,200 120,000
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Key Economic Indicators--Continued

1991 im19"1

Balance of Payments and Trade (millions of US.
dollars):

Total Exports FOB ......................... 1,600 1,370 N/A
Exports to US ................................................. N/A 235 MA

Total Imports CIF ......................... 860 731 WA
Imports from US ............................................ WA 36 NA

Aid from U.S......... ...................s11.9 0.7 7.0
Aid from Other Countries .................................. 14.9 WA NIA
External Public Debt .......................................... 9,606 9,473 9,469
Actual Debt Payments ........................................ 205 79 11
Gold and FOREX Reserves ................................ WMA N/A N/A
Merchandise Trade Balance ............................... WMANA N/A
Current Account Balance ................................... N/A N/A N/A

N/A-Not available.
'Estimated, As ofDecember 1, 1993.
FIN S year figures.

Source: Due to the breakdown of government administration in Zaire over the past two years. few eco-
nomic statistics are published by Zainan authorities, and available statistics are highly unreliable.

1. General Policy Framework
Despite Zaire's wealth of natural resources and a promising early start towards

economic development, the country's economy has been in a free-fall since Septem-
ber 1991, when mutinous military troops looted all major urban enters. As a result
of the accompanying widespread uncertainty and civil disorder, most businesses
that are unable to leave the country have adopted a defensive stance, minimizing
their exposure in Zaire and waiting for an upturn in the economy.

As of November, 1993, the regime of President Mobutu was highly corrupt, heav-
ily indebted, and its economic policies were generally ineffective. Limited govern.
ment income came from import and export taxes, with income from mineral, petro-
leum and coffee exports providing most foreign exchange revenue. A large govern-
ment deficit, primarily to pay salaries for the military and civil servants, was fi-
nanced by printing currency. Hyperinflation, rapid devaluation, and abandonment
of the formal economy were the result.

Although Zaire possesses large amounts of unused agricultural land, its urban
population is dependent on imported food due to the lack of a transportation net-
work. Foreign exchange for food and other imports is generated primarily through
export of diamonds, crude petroleum, and coffee. Although small amounts of copper,
zinc cobalt and other metals are still exported from the country's mineral-rich
Shaba Province, a collapse in production facilities has led to a similar collapse in
mineral revenue.

Zaire's economy is mixed. The state dominates the mining and utility sectors, but
private industry is dominant elsewhere (increasingly so as the economy has deterio-
rated). Except for petroleum products, utilities and parts of the transportation sec-
tor, market-determined prices are the norm, and many parastatal enterprises com-
pete with private ones.
2. Exchange Rate Policies

The availability of foreign exchange depends chiefly on revenues from Zaire's
major exports: minerals and coffee. Although the government sets an official ex-
change rate and requires foreign exchange transactions to be done at that rate, in
practice nearly all commercial transactions are done at a freely-floating and widely-
quoted parallel rate. Government attempts to restrict this parallel market have
failed. Some parallel transactions are brokered by commercial banks, and others are
handled by wealthy individuals in the informal economy.

Because hyperinflation and accompanying devaluation erodes the buying power of
local currency so quickly, businesses generally convert the currency into foreign ex-
change or commodities as quickly as possible. To facilitate foreign exchange conver-
sion, importers and exporters establish informal exchange arrangements with each
other sometimes brokered by commercial banks. Although hard-currency denomi-
nated accounts are available at commercial banks, most businesses avoid these ac-
ounts out of fear they will be frozen or coniscated by the government. During peri-

ods of political and economic unrest, speculation an the parallel foreign exchange
market s relative thinness cause large swings in the value of local currency.
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3. Structural Policies
Lack of effective enforcement mechanisms and the questionable legitimacy of rul-

ing politicians have made pre-existing structural policies obsolete and have encour-
aged widespread disregard of newly-declared policies.

Government control remains strict, however, in the distribution of petroleum
products. Prices are set by the government, and when they fall far enough below
the market level, deliveries are cut back until a price which permits costs to be cov-
ered is renegotiated.

During the fall of 1993, the government attempted to impose price controls on all
consumer products, enforcing the controls with intrusive inspection teams. Although
the price controls failed to stop hyperinflation, they succeeded in alienating a large
part of the business community.
4. Debt Management Policies

At the end of 1993, Zaire's external debt exceeded $10 billion. However, the
Zairian government's payments on this debt were insignificant. Non-payment led
both the IMF and the World Bank to declare Zaire ineligible for financial support
from those organizations and jeopardized Zaire's status as a member in good stand-
ing. At late-1993 export levels, Zaire's debt-service ratio would have exceeded 100
percent, even with re-scheduling, but the country's lending partners were unlikely
to cancel or reschedule its debts without significant changes in the country's politi-
cal landscape.
5. Significant Barriers to U.S. Exports

U.S. traders and investors face generalized impediments that effect all economic
activity in Zaire. The country has no reliable national network of telephonic commu-
nications or mail. Although the Zaire river serves as a major transportation artery,
the vast majority of pre-existing roads, bridges, and railroads have deteriorated to
the point of unusabihty. Several private air transportation companies operate, but
at high cost.

Corruption at all levels of government makes the conduct of business difficult, es-
pecially for those operating under the Foreign Corrupt Practices Act. Expatriates
are subject to selective application of the law, as well as numerous, imprecise, and
changing residency regulations. Insurance is usually unavailable or priced at war-
risk reveIs. As of late 1993, the Birindwa-led government was not recognized as le-
gitimate by the United States.
6. Export Subsidies

There are no export subsidies in Zaire, nor any government programs to assist
the export sector.
7. Protection of U.S. Intellectual Property

In theory, the Government of Zaire acknowledges the value of intellectual prop-
erty. The country is a party to the Bern and Paris conventions and is a member
of the World Intellectual Property Organization. The government's Department of
National Economy and Industry protects privileged technology and production infor-
mation, as well as trademarks. International franchises operate comfortably in Zaire
within the protection granted by the state. A national society of editors, composers,
and authors oversees copyright protection due artists under the law, but it is a pri-
vate organization and not an official agency. There is very limited production of
books and sound recordings in Zaire, so the potential for pirating is small at the
moment. The U.S. Embassy reports no knowledge of patent infringement in the
country.

In the event of future infringement, the legal and administrative system is ill-
equipped to enforce intellectual property regulations. The Government of Zaire is
also unable to prevent most pirated goods from crossing into the country and being
sold. Cartier watches, U.S. brand name jeans, and designer label clothes of question-
able origin are all available in Kinshasa.
8. Worker Rights

a. The Right of Association.-The constitution provides the right to form and join
trade unions to all workers, except soldiers and employees of the judicial system.
Approximately 80 labor-related organizations are legally registered, although many
exist mainly on paper. Although workers have the right to strike legally, the process
is lengthy, and laws are often disregarded, so few legal strikes occur. Instead, work-
ers stage technically illegal strikes, especially in the public sector. Few strikes are
suppressed forcibly.

- mmmý
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b. The Right toO anze and Bargain Co//ective/y.--Lgislation prvides for the
right to organize and- -in collectivel. Although many organizations exist, they
have little effectiveness in Zaire's conditions of massive unemployment and poverty.

c. Prohibition of Forced or Compulsory Labor.-The constitution and labor code
forbid forced labor. The U.S. Embassy knows of no instances of forced or compulsory
labor.

d. Minimum Age for Employment of Children.-The legislated minimum age for
employment is 18 although those between the ages of 14 and 18 can legally engage
in light work" if a parent or guardian consents. Many children under 14 work in
the informal sector, especially in subsistence agriculture, and neither the govern-
ment nor labor unions attempt to prosecute such instances. Larger enterprises do
not commonly exploit child labor.

e. Acceptable Conditions of Work.-The majority of the population is engaged in
subsistence agriculture and small-scale commerce outside the formal sector. In re-
cent years income in the modern economy has not kept up with inflation, and the
minimum daily wage to which workers are entitled does not provide a decent living
for them and their families. Public sector remuneration remains low, and workers
are often driven to corruption or to take second jobs in the private sector.

f. Rights in Sectors With U.S. Investment. -There are US. investments employing
Zairian labor in the petroleum, agribusiness and service sectors. These enterprises
are subject to the labor laws that cover all Zairian workers. There is no forced labor
or child labor at U.S. companies in Zaire. Although health benefits and salaries are
low at some companies, they generally compare favorably with local practice. Rights
do not differ significantly from sector to sector.

Extent of U.S. Investment in Selected Industries.-U.S. Direct
Investment Position Abroad on an Historical Cost Basis-1992

[Millions of U.S. dollars)

Category Amount

Petroleum ............................................................................... 13
Total Manufacturing ............................................................. 0

Food & Kindred Products .................................................. 0
Chemicals and Allied Products ....................................... 0
Metals. Primary & Fabricated .......................................... 0 -

Machinery, except Electrical ............................................. 0
Electric & Electronic Equipment .................................... 0
Transportation Equipment ................................................ 0
Other M anufacturing ........................................................ . 0

Wholesale Trade .................................................................... 0
Banking .................................................................................... 5
Finance and Insurance ........................................ (1)
Services ................................................................................... (1)
Other Industries .................................................................... 0
TOTAL ALL INDUSTRIES ................................................... 28

1Suppressed to avoid disclosing data of individual companiesL
Source: U.S. Department of Commerce, Bureau of Economic AnalysiL
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EAST ASIA AND THE PACIFIC

AUSTRALIA
Key Economic Indicators

[Billions of Australian dollars unilm otherwise noted]

1991 192 1993

Income, Production, and Employment:
Real GDP (1989-90 prices)32.............. .. . .. . . .. . . . . .. .  367.2 373.8 383.9
Real GDP Growth (percent) ............................... -0.9 1.8 2.7
GDP (at current prices) ...................................... 379.2 392.2 403.6
By sector.

Agriculture ....................................................... 11.0 15.7 16.0
Energy and Water ........................................... 12.2 12.1 12.4
Manufacturing ................................................. 51.4 52.3 54.6
Construction .................................................... 29.3 25.2 25.9
Ownership of Dwellings .................................. 32.1 36.3 37.2
Finance, Property and Business Services ..... 42.4 44.9 45.0
Other Services ................................................. 58.3 60.0 60.7
General Government ....................................... 7.0 8.7 8.8

Net Exports of Goods and Services ................... 2.5 -0.9 -3.5
Real Per Capita GDP (A$ 000's) ........................ 21.3 21.4 21.6
Labor Force (000's) ............................................. 8,536 8,623 8,645
Unemployment Rate (percent) ........................... 9.7 10.8 10.9

Money and Prices (annual percentage growth):
Money Supply (Ml) (year end) ........................... 11.3 20.6 11.8
Base Interest Rate (year end) ............................ -28.6 -30.6 - 16.8
Personal Savings Ratio... ........... -14.8 6.2 -31.9
Retail Price Index ............................................... 1.7 2.1 3.2
Consumer Price Index ........................................ 1.5 1.0 2.7
Exchange rate (US$/A$) ..................................... 0.779 0.740 0.685

-Percentage Change ...................................... -8.5 -5.0 -7.4
Balance of Payments and Trade:

Total Exports FOB 3 ........................................... 53.8 58.4 61.0
Exports to US ................................................. 5.4 5.1 4.7

Total Imports CIF ............................................... 49.7 55.5 61.9
Imports from US ............................................ 11.9 12.4 13.1

Aid from U.S ....................................................... 0 0 0
Aid from Other Countries .................................. 0 0 0
Gross External Public Debt ............................... 80.0 86.8 89.0
Debt Service Payments (paid) ............................ 15.9 13.8 11.8
Gold and FOREX Reserves................................ 24.6 19.1 20.6
Current Account Balance....................-12.8 -14.0 -16.0

Trade Balance with US ................................. -6.5 -7.3 -8.4
11993 Figures all estimates based on available monthly and quarterly data in September 1993.
2GDP at t et for •b e indicated (1986 data superseded).
$Trade data recorded en a fini= trade basis-s opposed to these reorded an a balance of payments

basis.

(35)
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1. General Policy Framework
Australia's gross domestic product (GDP) in 1993 was estimated to be 403.3 bil-

lion Australian dollars. Real GDP is estimated to have, grown by 2.7 percent, a sub-
stantial improvement from 1992's 1.8 percent. Nevertheless the impact of the reces-
sion which began during the third quarter of 1989 and enAed in 1991 continued to
be felt. Unemployment hovered around the 1I-percent mark during 1993.

U.S. economic interests in Australia are substantial, including direct investment
worth approximately US$ 5.9 billion and a bilateral trade surplus of approximatelyUS$ 5 btnion.)

Although Australia is the size of the contiguous United States, its domestic mar-
ket is limited by a small population (17.7 million people). The production of agricul-
tural commodities and pnmary products is an important component of the economy.
Australia leads the world in wool production; is a significant supplier of wheat, bar-
ley, dairy produce, meat, sugar, and fruit; and, is a leading exporter of coal, min-
erals and metals, particularly iron ore, gold, alumina, and a-urnum. Export earn-
ings are not well .diversified. In 1992, primary and agricultural products accountedfor 62 percent of the total value of goods and services exports.

To increase Australia's international competitiveness, the government has contin-
ued its ]ongstanding effort to reduce protective trade barriers and deregulate large
segments of the economy. Privatization of government services at both the federal
level (airlines, banks, telecommunications) and state level (water treatment, trans-
portation, electricity, banks) is being pursued. The 1993 highlight was the sale of
25 percent of Qantas Airlines to British Airways, and the announcement of the in-
tention to sell off the remainder of the carrier to the public in 1994. Trade reforms
begun in June 1988 resulted in an end to import quotas on all but textiles, clothing,
and footwear, and lower tariffs on most imports. Although the 20-percent preference
given by the federal government to Australian and New Zealand firms bidding on
g government contracts was abolished November 1, 1989, and civil offsets in Decem-
er 1992, some state and territory governments continue to apply preferences in

their contracts.
Given the slow pace of recovery from the recession, and very low (approximately

2 percent) inflation, the Australian government increased both fiscal and monetary
stimulus in 1993. Official government interest rates were lowered from a high of 18
percent in early 1990 to 4.5 percent in mid-1993. The money supply is now totally
controlled through an open-market trading system of nine dealers who act as a con-
duit between the Reserve Bank and the financial system. Transactions may involve
purchases, sales, or trade in repurchase agreements of short-term Treasury securi-
ties. Depending on liquidity conditions, the Reserve Bank may bypass dealers and
buy or sell short-term Treasury Notes directly with banks on a cash basis. Banks
do not normally hold liquid deposits of any size with the Reserve Bank. Instead,
they hold call-funds with the authorized dealers. If a bank needs cash on a given
day, it either borrows from other banks or withdraws funds it has on deposit with
the dealers. Under the above money supply control system, foreign exchange flows
and government deficits and credits have only limitedimpact on the money supply.

For the second consecutive year, the federal government ran a budget deficit in
Australian fiscal year (AFY) 1992/93. The deficit, 14.5 billion Australian dollars
(A$), equalled 3.6 percent of GDP, up from A$9.3 billion (or 2.4 percent of GDP) the
year before. The deficits projected to increase to 3.8 percent of GDP by the end
of the current Australian fiscal year (i.e., June 30, 1994). Public sector borrowing
covered the deficit. Borrowing took the form of treasury notes (A$1.7 billion), treas-
ury bonds (A$14.2 billion), and a drawdown of A$233 million in cash. Foreign cur-
rency debt fell by A$743 million. In AFY 1993/94 new debt issues totaling at least
A$15 billion will have to be made to cover the projected budget deficit.

The challenge the government will face in 1994 is to return the economy to a mod-
erately high growth path without causing a massive increase in the current account
deficit. Most economists believe that GDP must grow by at least four percent per
year in order to bring unemployment down substantially. The problem is that the
importation of capital goods needed to fuel that level of growth, combined with a
recovery-inspired increase in consumer goods imports, could well push the current
account deficit above its already high level (A$14 Sbillion for 1993), and cause addi-
tional depreciation of the Australian dollar.
2. Exchange Rate Policies

Australian dollar exchange rates are determined by international currency mar-
kets. Official policy is not to defend any particular exchange rate level. In practice,
however, the Reserve Bank is active in "smoothing and testing" foreign exchange
rates in order to provide a generally stable environment for fundamental economic
adjustment policies.
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Australia does not have major foreign exchange controls beyond requiring ReserveBank approval if more than A$5,000 in cash is to be taken out of Australia at one
time, or A$50,000 in any form in one year. The purpose of this requirement is to
control tax evasion and money laundering. If the Reserve Bank is satisfied that
there are no liens against the money, authorization to take large sums out of the
country is automatic. The regulation does not affect U.S. trade.
3. Structural Policies

Pursuing a goal of a globally competitive economy, the Australian government is
continuing a program of economic reform begun in the 1980s that includes an accel-
erated timetable for the reduction of protection and microeconomic, reform. Initially
broad in scope, the Australian government's program is now focusing on industry-
by-industry, microeconomic changes designed to compel businesses to become more
competitive. The strategy has three principal premises: protection must be reduced;
the pace of reform needs to be accelerated; and, industry needs to be less pre-occu-
pied about receiving protection.

Toward those ends, a phased program to cut tariffs by an average of about 70 per-
cent was begun July 1,1 988, to be completed on June 30, 1996. Specifically, in ap-
proximately equal phases, except for textiles, clothing, footwear (TCF) and motor ve-
hicles, all tariffs will be reduced to five-percent. Along with these measures, some
of the few manufactured products still receiving bounties (production subsidies) will
have those benefits reduced each year until the bounties expire. U.S. exports will
benefit from these reductions. As noted in Section 5 (below), local content require-
ments on television advertising and programming and certain government procure-
ment practices may also have adverse effects on U.S. exporters and service indus-
tries.
4. Debt Management Policies

Australia's gross external public debt now exceeds A$91.8 billion, or 22.9 percent,
of GDP. That figure represents 44 percent of Australia's gross external debt; the re-
maining 56 percent is owed by the private sector. Gross interest payments on public
debt totaled A$5.3 billion in A.FY 1992/93, representing 7.1 percent of exports of
goods and services. Private sector debt service totaled-A$6.1 billion, an amount
equal to another 8.1 percent of export earnings. On an overall basis, therefore, Aus-
tralia's debt service ratio was 15.2 percent, down substantially from AFY 199112's
19.5 percent. Falling international interest rates caused the drop in the debt service
ratio. Standard and-Poor's general credit rating for Australia remained AA during
1993.
5. Significant Barriers to U.S. Exports

The U.S. enjoyed an estimated A$8.4 billion trade surplus with Australia in 1993.
There are no longer any significant Australian barriers to U.S. exports. The U.S.
is the largest source of imports in Australia, with a 22.3 percent share of Australia's
import market and a substantial share of the imported products purchased by the
government. The following Australian trade policies and practices affect U.S. ex-
ports to some degree, but none can be considered significant.

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

Service Barriers: The Australian services market is generally open, and many
U.S. financial services, legal, and travel firms are established here. In 1992 the Aus-
tralian government announced a complete liberalization of the banking sector and
new foreign banks will be licensed to operate as either branches (for wholesale
banking) or subsidiaries (for retail operations). The Australian Broadcasting Author-
ity (ABA) which controls broadcast licensing, liberalized rules governing local con-
tent in television advertising effective January 1, 1992. Nevertheless, under current
rules only 20 percent of the time used for paid advertisements can be filled with
messages produced by non-Australians. Statistics covering calendar year 1992 indi-
cate that approximately eight percent of television advertisements broadcast in that
year were produced abroa. More U.S.-produced advertisements should be broadcast
in 1993-4.

On January 1, 1990, local content regulations regarding commercial television
programming entered into force. Beginning with 35 percent for 1990, the local con-
tent requirement increased by five percent per year until January 1, 1993. From
that date forward, 50 percent of a commercial television station's weekly broadcasts
between the hours of 6:00 a.m. and midnight must be dedicated to Australian pro-
grams. Programs are evaluated on a complex point system based on relevancy to
Australia (setting, accent, etc., ranging from no Australian content to a 100-percent
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Australian production). Trade sources indicate that the content regulation does not
have a substantial impact on the amount of U.S.-sourced programming sold to Aus-
tralian broadcasters, because the mix of programming is diiven by the market's
preference for Australian themes. The latest available statistics bear that out. Ac-
cording to the ABA, in the two years before the local content requirement took ef-
fect, an average of 50 percent of commercial stations broadcasting time was devoted
to imported prorammng. During the 1992 broadcasting year that figure increased
to 54 percent. Nevertheless, the ABA's local content requirements have been op-
posed actively by the Embassy and U.S. trade officials.State governments restrict development of private hospitals. The states' motives
are to limit public health expenditures and to balance public/private services to pre-vent saturation and over-use, both major government fiscal concerns given that
most medical expenses for private hospital care are paid through government health
programs.

Standards: In 1992, Australia, became a signatory to the GATT Standards Code.
However, it still maintains restrictive standards requirements and design rules for
automobile parts, electronic and medical equipment, and some machine parts and
equipment. Currently, all Australian standards are being rewritten to harmonizethem where possible to international standards with the objective of fulfilling al ob-
ligations of the GATT Standards Code. For the first time, state governments agreed
in March 1991 to recognize each others standards. As a result, state standards are
being reviewed to harmonize with federal standards.

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

Motor Vehicles: Passenger vehicle tariffs, currently 32.5 percent, will drop to 30
percent on January 1, 1994 and will be phased down to 15 percent on January 1,
2000. Under automotive arrangements announced in March 1991, automobile manu-
facturers may import duty free dutiable imported components up to a maximum
value equal to 15 percent of their automobile production in a given year. In addition
under terms of the export facilitation scheme, local manufacturers of vehicles and
automotive components can receive an offset on the tariff on finished vehicles they
import for sale in Australia in an amount equal to the value of their exports of vehi-
cles/components times the duty rate on the vehicles imported. Under the Motor Ve-
hicle Standards Act of August 1, 1989, the import of used vehicles manufactured
after 1973 for personal use is banned, except where the car was purchased and used
overseas by the buyer for a minimum of three months. Commercial importers must
apply for a "compliance plate" costing A$20,000 for each make of car imported. Left-
hand drive cars must be converted to right hand before they may be driven in Aus-
tralia. Only approved (licensed) garages are permitted to make these conversions.
Because of these requirements, only a small number of used cars are imported into
Australia each year.

Foreign investment: U.S. firms account for the largest single share of the stock
of foreign direct investment in Australia. In February, 1992 the government an-
nounced significant liberalizations opening the economy even further to foreign in-
vestment. In the mining sector (excluding uranium), the 50-percent Australian eq-
uity and control guideline for participation in new mining projectsand the economic
benefits test for acquisitions of existing mining businesses have been abolished. In
almost all sectors of the economy, the thresholds above which foreign investment
proposals must be examined by the Foreign Investment Review Board (FIRB) have
been increased. Proposals to acuire 15 percent or more of a company or business
with total assets below A$50 million, or teke over an off-shore company with Aus-
tralian subsidiaries or assets valued below A$50 million will no longer be examined.
Proposals above the-threshold will be approved unless found contrary to the na-
tional interest. The only sectors in which the new liberalizations do not apply are
uranium mining, civil aviation, the media, and urban real estate.

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

Government Procurement: Australia is not a member of the GATT Government
Procurement Code, but has said it will examine the Code for possible adherence
when the current Uruguay Round of revisions is complete.
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The federal government abandoned the civil offset program in 1992. Three state
governments still require offsets in some cases. Nonetheless, in dismantling the off.
set program, the government removed a major trade irritant between the U.S. and
Australia.

Since 1991, foreign information technology companies with annual sales to the
Australian government of A$10-40 million-have been required to enter into fixed
term arrangements (FTA's), and those with sales greater than A$40 million into
partnerships for development (PFD's)..Under FTA's, a foreign company or its sub.
sidiary commits to undertake local industrial development activities worth 15 per-
cent of its projected amount of government sales over a four-year period. Under a
PFD, the headquarters of the foreign firm agrees to invest five percent of its annual
local turnover on R and D in Australia; export goods and services worth 50 percent
of imports (for hardware companies) or 20 percent of turnover (for software compa-
nies); and achieve 70 percent local content across all exports within the seven year
life of the PFD. In 1992 this scheme was extended into the telecommunications cus-
tomer premises equipment (CPE) sector, replacing, in large measure, the require-
ment that suppliers of cellular mobile telephones, pabx's, small business systems,
and first telephones have Industrial Development Arrangements (IDA's) in place be-
fore obtaining licenses to connect their equipment to the public switched network.
The IDA program now is scheduled to be eliminated in June, 1996.

Beginning on February 1 1992, the government implemented a Restricted Sys-
tems integration Panel (RS) scheme. The RSIP is a panel of 20 to 25 selected pri-
vate companies through which all Commonwealth information technology require-
ments involving systems integration activity are to be sourced, except for purchases
with an estimated value of less than A$1 million. Firms applying for panelmember-
ship will be evaluated on "demonstrated competence, commercial viability and po-
tential to contribute to government policy objectives, including expansion into Asian-
Pacific markets, particularly those of north and southeast Asia." The net effect of
the panel will be to hinder non-member participation in government systems inte-
gration contracts. Technically, panel membership will not be closed. However, access
will remain restricted and a new applicant (domestic or foreign) would have to dem-
onstrate eligibility to join or be able to offer expertise not available within the panel.
Several U.S. firms were named initial members of the panel. The Embassy and the
Australian Information Industry Association have strongly opposed the panel's es-
tablishment.

In December, 1992 the Australian government announced an initiative requiring,
beginning in AFY 1993/4, Government Business Enterprises (GBE's--central gov-
ernment-owned companies such as the Australian and Overseas Telecommuni-
cations Corporation and the Civil Aviation Authority) to, inter alia, give "local com-
panies the maximum opportunity to compete for government business consistent
with the commercial objectives of GBE's and the need to obtain value for money."
The new policy stops well short of directing GBE's to give preference to local suppli-
ers. However, it does bias them towards buying locally and could, therefore, become
a significant element determining their procurement choices.

At the end of 1993, Industry Minister Griffiths made several public calls for in-
creased use of government procurement as a tool for facilitating the development
of local industry. His industry policy statement, expected in early 1994, is likely to
contain a specific proposal along those lines.

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

Tobacco: Local manufacturers are encouraged to use at least 50 percent local leaf
in their products through the offer of concessional duties on imported leaf. In prac-
tice, an "informal" agreement between growers and cigarette manufacturers extends
the local content requirements to 57 percent. This [ocal content rule is to be re-
moved on July 1, 1995, but the decision of the U.S. Congress to increased U.S. local
content requirements could lead to calls for a delay. Since October 12, 1989 the gov-
ernment has banned the sale of smokeless tobaccos (chewing tobacco, snuff for oral
use) in Australia, leaving the market solely to local products used for oral purposes,
but not labeled as such.

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

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

The Australian government provides export-market-development reimbursement
grants of up to A$250,000 for most qualifying domestic firms exporting goods and
services. Other mechanisms provide for drawbacks of tariffs, sales, and excise taxes
paid on exported finished products or their components. In some cases, government
grants and low-cost financing are provided to exporters for bonding, training, re-
search, insurance, shipping costs fees, market advice, and to meet other costs.
"Bounties" (in effect production subsidies) are paid to manufacturers of some textile
and yarn products, bed sheets, new ships, some machine tools, and computer and
molding equipment to help them export or compete with cheaper foreign-made sub-
stitutes. Existing bounties are to be phased down until they expire. Bounties and
their expiration dates are: shipbuilding, citrus fermentation and textiles-June 30,
1995; computers and circuit boards-December 31, 1995; machine tools and robots-
June 30, 1996; books-December 31, 1997. All bounties will be reviewed before expi-
ration with some possibly extended or converted to tariffs.

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

Electricity production is the purview of state governments, some of which sub-
sidize the industry and/or selected users of electricity. States also control railroads
and rates; some use rail charges as a form of indirect taxation to overcome their
legal inability to levy income and some sales taxes. New South Wales and Queens-
land charge high freight rates for coal partly for that reason. Other states charge
high prices, to move wheat by rail, a factor which hurts Australian wheat's competi-
tiveness on world markets. In competing for investment, states offer a wide range
of negotiable concessions on land, utilities, and labor training, some of which
amount to subsidies.
7. Protection of U.S. Intellectual Property

Patents, copyrights, trademarks, designs and integrated circuits are protected by
Australian law. Australia is a member of the World Intellectual Property Organiza-
tion, the Paris Convention for the Protection of Industrial Property, the Bern Con-
vention for the Protection of Literary and Artistic Works, the Universal Copyright
Convention the Geneva Phonograms Convention, The Rome Convention for the Pro-
tection of Performers, Producers of Phonograms and Broadcasting Organizations,
and the Patent Cooperation Treaty. Australian law is broad and protects new tech-
nology, including genetic engneering.

Patents: Patents are available for inventions in all fields of technology (except for
human beings and biological processes for their reproduction). They are protected
by the Patents Act, whichoffers coverage for 16 years, subject to renewal. However,
patents for pharmaceutical substances may have the term of protection extended to
20 years. Trade secrets are protected by common law, such as by contract. Designs
can be initially protected by registration under the Designs Act for one year, which
may be extended for six years and for two additional periods of five years each upon
application.

Trademarks: Trade names and marks may be protected for seven years and re-
newed at will by re 'stration under the Trademark Act. Once used, trade names and
marks may also, without registration, be protected by common law. Australian law
permits, in some product categories, parallel imports; that is, imports of legally
manufactured products ordered by someone other than a person or firm having ex-
clusive distribution rights in Australia. Parallel importation is allowed for books,
and has been proposed for sound recordings (legislation which would have allowed
such imports died when Parliament was dissolved for the March, 1993 national elec-
tion). In September, 1993, the Australian copyright law review committee rec-
ommended that parallel importation of computer software be allowed under strict
limitations.

Copyrights: Copyrights are protected under the Australian Copyright Act. Works
do not require registration, and copyright protection automatically applies to origi-
nal literary, artistic, musical and dramatic works, film and sound recordings. Com-
puter programs are legally considered to be literary works. Copyright protection is
or the life of the author plus 50 years.

The Australian Copyright Act provides protection regarding public performances
in hotels and clubs, and against video piracy and unauthorized third-country im-
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ports. However, no protection is accorded against the commercial rental of sound re-
cordings without royalty payments. The US. continues to urge the government to
Provide for such ?intection in law. There have been no complaints about unauthor-
Ized public showings of films in recent years. The Attorney General's Department
moniCors the effectiveness of industry bodies and enforcement agencies in curbing
the illegal use of opyrighted material.

.New -rechnolo 8: l-ve- infringement of technology does not appear to be a sig-
nificant problem. mi straua has its own software industry and accor-ds protection to
foreign and domestic production. Australia manufactures only basic integrated cir-
cuits and semiconductor chips. Its geographic isolation precludes most US. satellite
signal piracy. Australian networks, which pay for the rights to US. television pro-
grams, jealously guard against infringement. Cable television is not yet established
Fn Australia.

8. Worker Rights
a. The Right of Association.-Workers in Australia fully enjoy and practice the

rights to associate, to organize and to bargain collectively; rights enshrined in the
Aritration Act of 1904. Although there is no specific legislation guaranteeing the
right to strike in Australia, work stpa es are well-established in practice. In gen-
eral, industrial disputes are resolve d either through direct employer-union negotia-
tions or under the auspices of the various state and federal industrial relations com-
missions whose mandate includes resolution of disputes through conciliation and ar-
bitration. Australia has ratified the major International Labor Organization (ILO)
conventions reg,.rding worker rights.

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

c. Prohibition of Forced or Compulsory Labor.-Compulsory and forced labor are
prohibited 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 that children attend school until age 15 maintains an
effective floor on the age at which children may be employed on a full-time basis.

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

Workers in Australian industries, including the petroleum, food, chemicals, met-
als, machinery, electrical, transportation equipment, wholesale trade, and general
manufacturing sectors, enjoy hours, conditions, health, safety standards and wages
that are among the best an highest in the world.

f. Rights in Sectors With U.S. Investment.-Most of Australia's industrial sectors
enjoy some U.S. investment. Worker rights in all sectors are essentially identical in
law and practice and do not differ between domestic and foreign ownership.

Extent of U.S. Investment in Selected Industries.-U.S. Direct
Investment Position Abroad on an Historical Cost Basis-1992

(Millions of U.S. dollars]

Catery Amount

Petroleum ............................................................................... 2,691
Total M anufacturing .............................................................. 6,631

Food & Kindred Products ....................... 1,279
Chemicals and Allied Products .................... 2,133
Metals, Primary & Fabricated .......................................... 388
Machinery, except Electrical ............................................. 488
Electric & Electronic Equipment ...................................... 374
Transportation Equipment ................................................ 418
Other M anufacturing ......................................................... 1,551

W holesale Trade ..................................................................... 1,424
Banking ................................................................................... 1,011
Finance and Insurance .......................................................... 1,523
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Extent of U.S. Investment in Selected Industries.-U.S. Direct
Investment Position Abroad on an Historical Cost Basis-1992-Continurd

[Millions of U.8. dollarsj

Category Amount

Services ................................................................................... 686
Other Industries ..................................................................... 2,731
TOTAL ALL INDUSTRIES . ............................ 16,697

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

PEOPLE'S REPUBLIC OF CHINA

Key Economic Indicators
[Billions of renminbi unless otherwise noted)

1991 1992 19931

Income, Production, and Employment:
Real GDP ('80 bps) .............................................. 1,128 1,272 1,440
Real GDP Growth (pct.) ..................................... 7.0 12.8 13.0
GDP (at current prices) ...................................... 1,958 2,145 2,724
GDP by Sector.

Agriculture ....................................................... 526.0 579.3 N/A
Mining and Quarrying .................................... 43.5 54.8 N/A
Manufacturing ................................................. 761.3 957.8 N/A
Services, etc ..................................................... 646.6 801.9 N/A

Net Exports of Goods and Services ................... 58.1 42.8 N/A
Real Per Capita GDP ('80 bps) .......................... 1,688 1,828 2,013
Labor Force (millions) ........................................ 565 568 571
Official Unemployment (pct.) . .................. 2.3 2.5 2.3

Money and Prices (annual percentage growth):
Money Supply (M2) ............................................. 26.4 31.3 25
Personal Saving Rate 2 ................ . . .. . .. .. . .. . . .. . . .. . . .  39.3 40.0 40.0
Retail Inflation .................................................... 2.9 5.4 14.0
Consumer Price Index ........................................ 5.1 8.6 16.0
Exchange rate (RMB/$, year-end):

Official .............................................................. 5.5 5.8 5.8
Parallel a ..... ..................................... 5.9 6.8 8.8

Balance of Payments and Trade (billions of U.S.
dollars):

Total Exports (FOB) 4 ......................................... 71.9 84.9 89.2
Exports to U.S (CV)4 ...................................... 19.0 25.7 32.2

Total Imports (CIF)4 .......................................... 63.8 80.6 100.9
Imports from U.S (FAS)4 ............................... 6.2 7.4 8A

Aid from United States ...................................... 0 0 0
External Public Debt .......................................... 56.0 61.0 66.0
Debt Service Payments (paid)1 ......................... 8.0 8.8 9.3
Gold and FOREX Reserves 5 .............................. 44.0 20.7 21.2
Merchandise Trade Balance ............................... 8.1 - 4.3 - 11.7

Balance with U.S ...................................... 12.8 18.3 23.8
N/A-Not available.
11993 Figures are all estimates based on monthly data available in October 1993. Sources: State Statis-

tical Bureau (SSB) Yearbook, PRC General Administration of Customs Statistics, international Monetary
Fund and World Bank Report., U.S. Department of Commerce trade data, and embassy estimates.

2Personal mving rate iss estimated by the IMP in May 1992.
'The parallel exchange rate is an embassy estimate based on an average of year-end prices of foreign ox-

change sold at the domestic foreign exchange swap centers. The black market price of foreign exchange is
somewhat (though not markedly) higher.

4U.S..China bilateral trade is based on U.S. Government data. Trade totals are from Chines customs
data.
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sThe large drop in reserves between 1991 and 1992 is primarily due to a change in the method of ac-

counting for foreign exchange reserves to exclude reserves held by banks other than the People's Bank of
China.

1. General Policy Framework
In 1992 China embarked on a new period of economic reform and accelerated eco-

nomic growth. The 14th National Party Congress in November 1992 formally adopt-
ed the establishment of a "socialist market economy" as the goal of Chinese eco-
nomic policy. The Chinese economy grew 12.8 percent in 1992, and is expected to
at least match this performance in 1993. The renewed dynamism of the Chinese
economy in 1992-93 has influenced foreign and domestic views of China's long-term
economic potential. Some estimates based on purchasing-power-parity comparisons
suggest that China has already become the third-largest economy in the world.
Many foreign firms see China as a key growth market, and foreign investment has
reached record levels in 1992-93.

Rapid economic growth, however, has underscored continuing structural problems
in the Chinese economy. During the first half of 1993, there were increasing signs
that the Chinese economy had become overheated. Fixed asset investment rose 34
percent (in real terms), and gross industrial output jumped 25 percent. An expan-
sive monetary policy accommodated the increase in algate demand leading to a
sharp increase in inflation rates. Through the end of June, the annual increase of
the national consumer price index exceeded 15 percent, and inflation in China's
largest urban areas exceeded 22 percent. Rising inflationary expectations led to in-
stability in the parallel foreign exchange market and to a decline in private savings.
On the supply side, bottlenecks in the energy and transportation sectors have be-come obstacles to continued double-digit growth.

In order to restore macroeconomic stability, the Chinese <government announced
a new '16 point" economic plan at the beginning of July. The plan was designed
to restrain speculative investment in real estate and other overheated parts of the
economy, while preserving a high rate of overall economic growth. During the third
quarter, the stabilization program met with some initial success. The swap market
exchange rate stabilized, private savings increased, and monetary policy tightened.
The annual growth in industrial output fell from over 30 percent in June to 19 per-
cent in September.

Despite these initial gains, however, the Chinese economy continues to face a se-
ries of short-term challenges. The rate of growth of fixed investment and industrial
output remains too high. The rapid rise in prices has been blunted, but inflation
still remains at close to 20 percent. Enteprises and local governments have begun
to criticize the impact of tighter credit policies, and payments arrears between en-
terprise have re-emerged as a widespread problem. As the Chinese economy entered
the fourth quarter of 1993, the central bank began easing monetary policy in re-
sponse to these concerns.

Since the introduction of stabilization measures in July 1993, Chinese authorities
have stressed that the key to establishing more effective macroeconomic control is
to deepen the process of reform. Major proposals for fiscal, financial, and enterprise
reform were discussed at the Third Party Plenum in late 1993.

Current weaknesses in China's fiscal and tax systems limit the central govern-
ment's ability to use fiscal policy as a macroeconomic policy instrument and to raise
revenue for major national investment projects. China's official budget deficit in
1992 was about 2.5 percent of GNP, but the actual level of the deficit is more dif-
ficult to determine. increasing share of government receipts and expenditures is
off-budget, and much of the banking system's directed lending to state enterprises
is quasi-fiscal in nature. China's system of taxation, in which the central govern-
ment negotiates a share of tax revenue collected by provinces, has worked to the
central government's disadvantage as the economic bargaining power of provincial
authorities has increased.

Tax reform proposals now under consideration would establish a new tax-sharing
system to regulate center-province fiscal relations. Provinces and the central govern-
ment would each keep the revenue from the taxes they levy directly, and the two
levels of government would also receive a fixed share of revenue from a third set
of jointly-administered taxes. To rationalize the tax system, Chinese authorities in-
tend to expand the scope of the value-added tax and to harmonize tax rates for en-
terprises with different types of ownership.

The proposed financial reforms have two key aims: (1) to establish a modern
central bank that can conduct monetary policy using indirect market-based levers;
and, (2) to transform the existing specialized banks into true commercial banks by
shifting their policy lending to new development banks.

Chinese monetary authorities now have limited scope to use sophisticated finan-
cial levers such as re-discount rates or open market operations to control the money
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supply. During periods of economic retrenchment, they must instead rely to a great-
er extent than they would prefer on crude administrative credit controls. The decen-
tralized structure of the People's Bank of China (PBOC) increases the influence of
provincial officials over central bank lending decisions, and makes it more difficult
to control bank credit and the money supply. Chinese authorities hope to introduce
a new central bank law in 1994 that would reorganize the PBOC along regional
rather than provincial lines and restrict the government's ability to borrow from the
PBOC to finance budget deficits. The PBOC would be granted greater independence
and would focus on maintaining price stability.

According to Chinese officials, a proposed commercial banking law, expected to be
adopted in 1994, will transform the existing state-owned specialized banks into com-
mercial banks responsible for their own profits and losses. The PBOC would super-
vise the commercial banks, but they would be free to make their own lending deci-
sions based on commercial considerations. Several new development banks wouldbe
established to provide long-term financing for key national investment projects. The
development banks would rely primarily on the issuance of bonds for their funding.
Other supporting measures would be adopted to promote regional commercial banks
and increase competition in the domestic banking industry.
2. Exchange Rate Policies

During 1993, China administered a managed official exchange rate which was
nominally linked to a trade-weighted basket of currencies. China issued foreign ex-
change certificates (FEC), a hard currency-backed scrip for domestic use by foreign-
ers. Its currency, the renminbi (RMB), was not not freely convertible.

The official exchange rate of the Chinese currency against the dollar has re-
mained relatively stable in the 5.6-5.8 RMB/$ range, despite large fluctuations in
the parallel rate. The price of foreign exchange at foreign exchange adjustment cen-
ters (commonly called "swap centers"), fell to almost RMB 11/$ following the June
Removal of swap center administrative price caps. In early July the People's Bank
of China intervened to support the RMB, but since that time authorities have large-
ly relied on administrative controls to stabilize the parallel rate. As of the end of
October 1993, the rate at the major swap centers was about 8.7, versus an official
rate of 5.77. On December 29, 1993, the Government of China announced that the
country's exchange rate would be unified beginning January 1, 1994.
3. Structural Policies

China's structural policies are in the midst of a major realignment. At the 14th
Communist Party Congress in the fall of 1992, the party endorsed the transition to
a "socialist market economy," in which free market principles would guide nearly
all economic activity. Public or socialist ownership will still predominate but would
be distinguished from management rights, and planned production is to be generally
phased out. Moreover, the central government more than ever is emphasizing great-
er openness of the national economy to foreign trade and investment, in marked
contrast to pre-reform policies of maximizing national economic self-sufficiency.

The country's state-owned industrial enterprises, about two-thirds of which are ei-
ther making no profits or actually losing money, are the crux of the structural re-
form program. While still shying away From any large-scale privatization of state-
owned industries, the state council in July 1992 issued regulations designed to give
these firms greater autonomy over their personnel, pricing, and investment deci-
sions to make them more responsive Lo market forces. In addition, the central gov-
ernment has permitted limited experiments in new forms of corporate ownership
(including issuance of stock, although government entities hold the majority of
shares in most cases). Concern about social and political unrest caused by unem-
ployed workers, however, has made the government reluctant to permit widespread
bankruptcies among large- and medium-sized state-owned firms.

4. Debt Management Policies
China's current external debt burden remains within acceptable limits. At the end

of 1992, the World Bank estimated China's external debt at $69.3 billion, or about
78 percent of China's 1992 exports of goods and services. China's 1992 debt service
to export ratio was about 10-12 percent. The Asian Development Bank, the World
Bank, and Japan are China's major creditors, providing approximately 60 percent
of all China's governmental and commercial loans. In June 1993, China's official for-
eign exchange reserves stood at $18.9 billion.
5. Significant Barriers to U.S. Exports

China continues to impose barriers to U.S. exports, despite its stated goal of re-
forming and liberalizing its trade regime. In addition to prohibitively high tariffs for
discouraged imports, China relies on multiple, overlapping non-tariff barriers, ad-
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ministered at the national and provincial levels by various bureaus or ministries,
to limit imports. These barriers have included absence of transparency in the trade
regime; import-licensing requirements; import quotas, restrictions and controls; and
standards and certification requirements.

On October 10, 1992, the United States and China signed a Memorandum of Un-
derstanding (MOU) on Market Access that commits China to dismantle almost 90
percent of its non-tariff import restrictions over five years and gradually open its
markets to U.S. exports. The actions China has committed to take are among those
that will be considered by members of the General Agreement on Tariffs an Trade
(GATT) in examining China's pending application for membership. The GATT Work-
ing Party on China's accession met three times in 1993, continuing a process begun
in 1985.

Until the signing of the MOU, many of China's trade laws and regulations were
considered "internal" documents not available to foreigners. In line with the require-
ments of the GAIT, the Chinese have committed to make their trade regime trans-
parent. As agreed in the MOU, China has: (1) begun publishing laws, regulations,
and decrees that govern trade, and made available some information of commercial
interest to U.S. companies; (2) established a central register, the Ministry of Foreign
Trade and Economic Cooperation "Gazette," for the publication of all trade regula-
tions; (3) published a State Council notice, intended to halt the use of restricted in-
ternal directives, stating that only trade laws that are published can be enforced;
and (4),begun identifying agencies involved in the import approval process.

China's import-licensing system covers 53 broad categories of goods or about half
of China's imports by value. The U.S.-China Market Access MOU commits China
to progressively phase out import barriers (including licensing requirements, quotas,
controls, and restrictions) in many key U.S. export sectors. China will eliminate the
flist set of licensing requirements by December 31, 1993. While time frames for lib-
eralization vary from product to product, approximately 75 percent of all import-li-
censing requirements, quotas, controls and restrictions will be completely eliminated
by the end of 1994 and 90 percent by the end of 1997. Export sectors affected by
the MOU which are of interest to U.S. firms include: autos, auto parts, computers,
telecommunications, electrical appliances, medical equipment, chemicals, agricul-
tural chemicals, pharmaceuticals, film and instant print film, instant cameras pho-
tocopiers, beer, wine, alcoholic beverages, mineral water, wood products, steef, and
a wide range of machinery.

Despite commitments in the market access agreement, China has not stopped
using unscientifically based standards and certification as barriers to trade. China's
phytosanitary and veterinary standards are often overly strict, unevenly applied,
and not backed by modern scientific practices. In the MOU, China committed to re-
solve questions about scientifically unjustified phytosanitary restrictions on citrus
fruits, stone fruits, apples, grapes, wheat, and tobacco, and to negotiate a veterinary
protocol regarding the import of animal breeding stock. The 12-month deadline on
these commitments has been extended until the end of 1993. As of October 1993,
U.S. concerns have been partly resolved only with regard to apples and bovine
semen. For manufactured goods, China has required quality licenses before granting
import approval, with testing based on standards and specifications often unknown
or unavailable to foreigners and not applied equally to domestic products. In the
MOU, China committed to apply the same standards and testing requirements to
non-agricultural products, whether foreign or domestic.

China also uses tariffs as a tool to protect its domestic industry and restrict im-
ports. Tariffs can run as high as 250 percent on goods such as automobiles. In addi-
tion, tariffs can vary for the same product, depending on whether the product is eli-
gible for an exemption from the published tariff. These variations, and the unpre-
dictability of tariff rates, make importing into the Chinese market difficult. China
announced in December 1992 that it had lowered tariffs by an average of 7.3 per-
cent on 3,371 items. The Chinese government also pledged in the market access
agreement to reduce significantly, by no later than December 31, 1993, tariffs on
edible fruits and nuts, vegetable oils, photographic and cinematographic goods, mis-
cellaneous chemical products, iron and steel products, machinery and mechanical
appliances, electrical machinery and parts, perfumes, cosmetic and toiletry prepara-
tions, and games.

Behind these various policies stood a fundamental philosophy of import substi-
tution. China has agreed to eliminate the use of import-substitution policies and
measures, and has promised that it will not subject any imported products to such
measures in the future, nor will it deny approval for imports because an equivalent
product is produced in China. Import-substitution lists have been publicly dis-
avowed.

76-160 0 - 94 - 3



46

In the psat two years, China made a number of unilateral reforms to improve its
trade regime. China adopted the harmonized system for customs classification and
statistics, effective January 1, 1992 and, in conjunction with its adoption reduced
tariffs on 225 items. China also eliminated import regulatory taxes on April 1, 1992.
The National People's Congress adopted an Unfair Competition Law, effective De-
cember 1, 1993, which deals with protection of trademarks and commercial secrets,
unfair practices by state monopolies and government departments, bribery, false or
misleading advertising, predatory pricing, collusion, and other unfair practices.

While the market access agreement, if fully implemented, will reduce or eliminate
many of the most serious barriers to the trade of goods, China has only recently
begun to reform the services sector. China has recently permitted "experiments" in
a number of service sectors by authorizing one or two foreign firms to establish joint
ventures in accounting, legal services, and insurance. In general, Chinese restric-
tions on certain foreign firm service activities (including insurance construction,
banking, accounting, and legal services) prevent US. firms from enjoying a recip-
rocal level of participation in China's service sector. U.S. and other foreign banks,
for example, are not allowed to engage in local currency business in China, while
the New York branch of the Bank of China has conducted all forms of branch bank-
ing activities since 1980. With the exception of one "experimental firm," U.S. insur-
ance firms are not allowed to participate in the direct insurance market in China.
U.S. lawyers and accountants must largely limit their activities to servicing foreign
firms that do business in China. Except for the "experimental firms," foreign law
firms cannot be registered as official representative offices, nor can accountants be
registered as CPA's. Following repeated U.S. Government requests for formal con-
sultations on trade in services issues, China has agreed to such consultations, to
commence in February 1994.

There are also significant barriers to investment which warrant further reform.
For example, Chinese regulations and policies place strong pressure on most foreign
investors to export. Encouraging localization (greater use of domestic versus import
components) is another central goal of Chinese investment policies. China also en-
courages the development of favored industries through tax incentives and tariff ex-
emptions. Depending on the locality, investments above $30-MO million require na-
tional as well as local approval. The law permits repatriation of profits, so long as
the venture has earned sufficient foreign exchange to cover the remitted amount.
Foreign equity participation is restricted in some industries (for instance, no foreign
equity is allowed in communications-related industries) but not in others, although
wholly foreign-owned ventures are still rare.

China does not provide national treatment to foreign investors. In some key areas,
such as input costs, foreign investors are often treated less favorably than Chinese
firms. Foreign investors may not own land in China. Chinese authorities are, how-
ever, approving long term land use deals for investors, some lasting up to 70 years.
Many joint ventures are highly dependent on China's state-owned sector for down-
stream services. Some investors have been permitted to set up their own marketing
and service organizations, but many have no choice but to rely on PRC channels
for support. Imports of audio and video recordings are hampered by strict quotas,
restrictions on foreign exchange availability, 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.
6. Export Subsidies Policies

China abolished direct subsidies for exports on January 1 1991. Nonetheless,
many of China's manufactured exports receive indirect subsidies through guaran-
teed provision of energy, raw materials or labor supplies. Other indirect subsidies
are also available such as bank loans that need not be repaid or that have lengthy
or preferential terms. Import/export companies also cross-subsidize unprofitable ex-
ports with earnings from more lucrative products, although efforts are underway to
define and assign enterprise responsibility. Tax rebates are available for exporters
as are duty exemptions on imported inputs for export production. China's swap mar-
kets allow exporters to exchange their foreign currency holdings at a rate higher
than the official rate.
7. Protection of U.S. Intellectual Property

China has made significant progress in recent years in the enactment of laws and
regulations to protect intellectual property. A copyright law, passed in 1990, went
into effect in June 1991, and a trade secrets law was passed and went into effect
in October 1993. China has acceded to a number of intellectual property conven-
tions, including the Paris Convention on the Protection of Industrial Property, the
Bern Convention for the Protection of Literary and Artistic Works, and the Madrid
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Agreement (trademarks), and has joined the World Intellectual Propery Organiza.
tion. Although not a member of the GATT, China has publicly declared its support
of the Uruguay Round "TRIP's" text on intellectual property protection.

Much of this progress followed the U.S. decision in April 1991 to identify China
as a priority foreign country" under the Special 301 provisions of the Trade Act for
its failure to provide adequate and effective protection of U.S. intellectual property.
Subsequent negotiations under the Special 301 investigation resulted in the signing
of a bilateral memorandum of understanding (MOU) on the protection of intellectual
property on January 17 1992. China has met most of its commitments under the
agreement, which included amending its patent law, joining the Bern Convention,
and enacting trade secrets legislation.

Although China has set in place a legal framework to provide adequate protection
for intellectual property, the lack of effective enforcement of intellectua property
laws remains a problem. In November 1993, China was moved up to the Special 301
"Priority Watch List," reflecting growing concern about weak enforcement. Copy
right infringement and piracy of patented products are still pervasive. Inadequa
protection of chemical and pharmaceutical products, software, books and video and
sound recordings in China reportedly costs U.S. manufacturers millions of dollars
every year in lost sales. For instance, U.S. industry associations estimate that Chi-
nese illegally copy U.S. software with a value of $150-300 million each year. Com-
peting bureaucratic interests and the lack of a reliable legal system for resolving
commercial disputes have also hampered the establishment of effective enforcement
mechanisms. In Guangzhou, local authorities have been unwilling to shut down 26
recently-established compact disc factories, already exporting pirated recordings to
southeast Asia and threatening progress on enforcement of intellectual property
rights made elsewhere in Asia. Chinese authorities also face great challenges in
educating the public on the value and importance of protecting intellectual property,
a concept hitherto foreign to the vast majority of Chinese.

China's new copyright law, which took effect June 1, 1991, was an important step
forward in the protection of intellectual property. While the law has a number of
very positive aspects, including protection of computer software as a literary work,
the lack of criminal penalties has diluted the law s deterrent effect. Moreover, pros-
ecution of infringers under the copyright law must be initiated by the injured par-
ties, not by the state. The National Copyrght Administration has been assigned to
enforce copyrights for published material and recorded works, but responsibility for
the enforcement of software copyright has yet to be assigned. Despite passage of the
law, pirating of books, tapes and computer software in China remains widespread.

The U.S.-China Intellectual Property MOU also committed China to bring about
important improvements in the protection of patented products. An amendment to
China's patent law, which took effect on January 1, 1993, extended patent protec-
tion to chemical, pharmaceutical and food products, materials which heretofore were
excluded from eligibility. The revision also extended the term of patent protection
from 15 to 20 years from the date of filing and gave the patent holder rights over
importation. The MOU also provided for administrative protection of certain U.S.
pharmaceutical and agricultural chemicals as of January 1, 1993. China agreed to
provide the administrative equivalent of full product patent protection for these
products if they were patented in the U.S. between 1986 and 1993 but not yet mar-
keted in China. Most other western countries have subsequently acquired these
same rotections. The Ministry of Chemical Industries is administering the regime.
The ministry's procedures will be monitored by the U.S. Government to assure their
fairness and impartiality.

China's trademark regime is generally consistent with international practice. Re.
visions providing for increased criminal penalties for infringement have significantly
strengthened the law's efficacy. However, pirating of trademarks is still widespread
and actions taken against infringers generally must be initiated by the injured
party. In addition, foreign patent holders are required to use one of five designated
patent agencies in bringing administrative enforcement actions, while domestic pat-
ent holders have a choice of more than 70 agencies.

In July 1993, China established two IPR courts in Beijing in an effort to facilitate
judicial action on IPR-related cases. Officers of these courts will specialize in IPR
law and under the rules of the courts, cases should be concluded within six months.
A number of U.S. industry associations expect to submit infringement cases to this
court in the near future.
8. Worker Rights

a. The Right of Association.-The PRC's 1982 constitution guarantees "freedom of
association, but the guarantee is heavily qualified by references to the interest of
the state and the leadership of the Communist Party. China's only union, the All
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China Federation of Trade Unions (ACFTU), while nominally an independent orga-
nization, is closely controlled by the Communist Party. There are no overtly operat-
ing idependent trade unions in the PRC. Union membership is voluntary for indi.
visual employees but it is compulsory for all state and urban collective enterprises
to have a union. V ftall all state sector workers and nearly 90 percent of all urban
workers belong to AC chapters. As enterprises outside the state industrial sec.
tor have proliferated under reform, union membership has not kept pace. Roughly
half of China's non-agricultural work force fall outside the ACFTU umbrella. 'he
moribund official union has shown little ability to organize workers in township and
village enterprises or in foreign-invested ventures. Despite recent calls to organize
these workers only about 20 percent of the work force in foreign-invested ventures
is unionized. If a worker is unemployed, he or she is not considered a union mem-
ber.

b. The Ri ht to Organize and Bargain Collectively.--Ccllective bargaining is offi-
cially sanctfoned in only a small number of private enterprises, but the 'Chinese
Ministry of Labor is reportedly drafting legisla ion that would broaden this, possibly
to include all foreign-invested enterprises. Hitherto, the ACFTU's role has been re-
stricted to a consultative one in the decision-making process over wages wage re.
forms and health and safety issues. Other than in a few cases where [aid off work-
ers' "living wages" were in jeopardy, trade unions have limited themselves to chan-
nelling workers' complaints to management or municipal labor bureaus. There is a
three-tiered dispute settlement procedure for workers or management to use. Work-
er congresses, organized in most Chinese enterprises, technically have the authority
to remove incompetent managers and approve major decisions affecting the enter-
prise (notably bonus/wage distribution systems). Worker congresses generally meet
only once a year, however, and appear to act primarily as rubber stamps on agree-
ments worked out between factory managers, party secretaries and union represent-
atives.

c. Prohibition of Forced or Compulsory Labor.--China has not ratified Inter-
national Labor Organization (ILO) Convention 105 on forced labor. China's long-
standing practice is that all prisoners, including political prisoners, work whether
sentenced by a court to reformm through labor or by an administrative or other
extra.-udicial proceeding to "re-education through labor." Chinese officials claim that
China sp risn population (officially numbered at 1.2 million) produces goods worth
RMB 2.6 billion annually, primarily for use within the prison system or for domestic
sale. In August 1992 the United States and China concluded a Memorandum of Un-
derstanding on Trade in Prison Labor Products, which facilitates information ex-
change to allow both sides to enforce their laws and regulations prohibiting trade
in prison labor goods. Under the MOU, U.S. officials have visitedthree suspected
facilities and received from Chinese authorities 32 requested investigation reports.

U.S. Customs recently lifted two detention orders against Chinese facilities after
thorough investigations revealed no evidence that the facilities were exprtIng pris-
on labor-produced goods to the United States. U.S. Customs also visited a fourth fa-
cility on January 20, 1994.

In an effort to improve cooperation under the MOU, the United States and China
concluded an exchange of letters outlining specific guidelines for investigation of
pending cases during Treasury Secretary Bentsen's January 1994 visit to China.
The standards:

-specify that China will promptly investigate suspect facilities, based upon U.S.
requests;

-establish a timetable for processing requests for site visits and set standards
for revisits to facilities; and

--ensure that the United States will promptly provide China with the results of
its visits to facilities suspected of utilizing prison labor to produce exports.

d. Minimum Age for Employment of Ch ildren.-Regulations promulgated in 1987
prohibit the employment of school-age children who have not completed the compul-
sory nine years of education. State Council regulations impose severe fines with-
drawal of business licenses, or jail for employers who hire children under the age
of 16. Recent surveys indicate increased dropout rates among lower secondary
schools in several southern provinces, suggesting the booming economy is luring
children aged 12 to 15 awa from their studies. In poorer, isolated areas child labor
in agriculture is widespread.

e. Acceptable Conditions of Work.--China does not have a unified labor code.
Rather, working conditions are governed by a patchwork of regulations promulgated
by various levels of government. The terms and conditions of employment, including
wages, are generally unilaterally determined through administrative regulation, al-
though increasing numbers of workers are legally permitted to individually bargain
on provisions in their labor contracts. National minimum wage legislation is being
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drafted, but some areas, particularly in southeast China, have issued provisional
local minimum wage regulations. While Chinese wages (averaging perhaps $35 per
month) are low, most workers receive at least as much in bonuses, food and trans-

rtation supplements, and enjoy highly subsidized rents. The maximum work week
r48 hour. With a mandated 24 hour rest period. Safety conditions are generally
very poor and the absence of a national labor code makes enforcement of safety reg-
ulations extremely difficult.

f. Rights in Sectors With U.S. Investment.-Worker rights practices do not appear
to vary substantially among sectors. In general, safety standards are higher in .5.-
invested companies. There are no confirmed reports of child labor in the special eco:
nonuc zones or foreign-invested sectors.

Like Chinese state and collective enterprises, joint ventures and foreign-owned
companies are required to allow unions and, if a union is formed, provide facilities
for union activities. The larger joint ventures which include most U.S. Firms, com-
monly have unions, but many small, wholly foreign-owned firms are not unionized.
In addition to the joint venture law of 1988, many coastal provinces and cities have
now passed regulations specifically requiring foreign ventures to allow unions.

Extent of U.S. Investment in Selected Industries.-U.S. Direct
Investment Position Abroad on an Historical Cost Basis-1992

[Millions of U.S. dollars]

Category Amount

Petroleum .............................................................................. 91
Total M anufacturing .............................................................. 260

Food & Kindred Products ................................................. 19
Chemicals and Allied Products ........................................ 61
Metals, Primary & Fabricated ......................................... -3
Machinery, except Electrical ............................................. -3
Electric & Electronic Equipment ..................................... 18
Transportation Equipment ................................................ (1)
Other M anufacturing ......................................................... (1)

Wholesale Trade .......................................................... .......... 94
B anking ................................................................................... (2)

Finance and Insurance .......................................................... 1
Services ................................................................................... (1)
Other Industries ..................................................................... (1)
TOTAL ALL INDUSTRIES ................................................... 469

1 Suppressed to avoid disclosing data of individual companies.
SLee. than $600,000.
Source: U.S. Department of Commerce, Bureau of Economic Analysis.

HONG KONG

Key Economic Indicators
[Millions of HK dollars unless otherwise noted]

11991 1992 ' 1993

Income, Production, and Employment:
Real GDP (1980 prices) ...................................... 273,524 287,941 303,202
Real GDP Growth (pct.) ..................................... 4.1 5.3 5.3
GDP (current price) ............................................ 643,728 747,432 857,561
GDP by Sector (pct. of total):

Agriculture ....................................................... 0.2 N/A N/A
Energy and Water ........................................... 2.2 N/A N/A
Manufacturing ................................................. 15.5 N/A N/A
Construction .................................................... 5.3 N/A N/A
Rents ............................................................... 3.6 N/A N/A
Finance4 .......................................................... 23.0 N/A N/A
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Key Economic Indicators-Continued
Miilions o HCK dollars unmes oterwise noted)

11991 '1992 81993

Other Services a ............................................... 35.1 N/A N/A
Government, Health and Education .............. 15.4 N/A N/A

Net Exports of Goods and Services (in current
prices)..........................b.. 19,128 12,774 17,935

Real Per Capita GDP (1980 prices) ................... 47,558 49,453 51,197
Labor Force (000's)S ........................................... 2,826 2,820 2,848
Unemployment Rate (pct.)7 ............ . . .. . . .. . . . .. . . .. . .  1.8 2.0 2.0

Money and Prices (pct. growth unless stated):
Money Supply (M-2)6 ........................................ 13.3 10.8 11.2
Base Interest Rate (pct.) s6............................... 8.5 6.5 6.5
Personal Sav. Rate (pct.) .9 . ................... 3.5 1.5 1.5
Consumer Price Index (A) 10o.............................. 114.5 125.2 138.4
Official Exchange Rate (HKD/US$) ................... 7.781 7.741 7.736

Trade and Balance of Payments:
Total Exports (FOB) ........................................... 765,886 924,952 1,067,394

Exports to US (FOB) ...................................... 173,672 213,099 241,867
Total Imports (CIF)..................778,982 958,462 1,103,189

Imports from US (CIF) .................................. 58,837 70,594 78,289
Aid from U S ....................................................... 0 0 0
Aid from Other Countries .................................. 0 0 0
External Public Debt (millions of US$) ............ 0 0 0
Annual Debt Service ........................................... 0 0 0
Foreign Exchange Reserves 11 ............... . . . .. . . . . . .. . 30,369 37,075 N/A
Trade Balance ..................................................... -13,096 -33,510 - 35,795

Balance with U.S ............................................. 114,835 142,505 3163,578
N/A-Not available.
'Revised August 1993 estimate.
2Revised August 1993 estimate.
sConsulate prqjection based on first three quarters statistics.
4Includes finance, insurance, real estate and business services
"Includes wholesale, retail, import/export trade, restaurants, hotels, transport, storage and communications.
@End of period.
'Average figures, seasonally adjusted.
&Prime lending rate.
'Savings deposit rate.
1Oct. 1989-Sept. 1990 equals 100; CPI (a) coven urban households with monthly expenditure of HKD

2,600-9,999 (approximately 50 percent of households).
"IlForeign currency assets of Exchange Fund (US$).

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

mercial decisions, low and predictable taxation, government spending increases
within the bounds of real economic growth, and competition subject to transparent
regulations and consistent application of the rule of law. Market forces determine
wages and prices in Hon, Kong, with price controls limited only to certain govern-
ment-sanctioned monopohes in the service sector. There are no restrictions on for-
eign ownership of capital (except for some limitations in the media sector) nor are
there export performance or local content requirements. Profits aty be freely repa-
triated. There are, however, some barriers to entry in certain sern £X sectors, in par-
ticular medicine, law, and telecommunications.

Hong Kong's generally free market, laissez-faire policies have spurred high rates
of real growth, low unemployment, rising wages, a steady increase in standard-of-
living, and one of the highest per-capita GDP levels in the world (US $16,400 in
1992). The constantly growing economy has produced additional tax revenues inde-
pendent of modest increases in excise, real estate and business profits taxes. Cur-
rently, the corporate profits tax stands at 17.5 percent, and personal income is taxed
at a maximum rate of 15 percent. Property is taxed; interest, royalties, dividends,
capital gains and sales are not taxed. As such, in spite of the growth of government
spending from approximately 14 percent of gross domestic product in the mid.1980s
to about 19 percent by the early 1990s, the Hong Kong government has still run
surpluses and amassed large fiscal reserves.
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The Hong Kong government maintains a strict link between the Hong Kong and
US. dollar at a ratio of 7.8 to 1. This forces Hong Kong monetary authorities to
track U.S. interest rates. In practical effect, because of Hong Kong's current 8.5per.
cent inflation rate, Hong Kongers faced negative real interest rates in 1993. This
in turn has led individuals to put their money in the stock and property markets,
driving up the values of each.

The-Hong Kong government levies no import tariffs. However, domestic consump-
tion taxes (sometimes referred to as duties in Hong Kong) are imposed on certain
goods, including tobacco, alcoholic beverages, methyl alcohol and some fuels, to the
detriment of exporters and sellers of thoseproducts (see under Barriers to Trade).

Hong Kong is an entrepot for Chinese and regional trade. One third of all of Chi-
na's exports flow through Hong Kong on their way elsewhere, and 25 percent of Chi-
na's imports come via Hong Kong. The opening of China, and especially the develop-
ment of Guangdong province as a low-cost manufacturing base, has encouraged
Hong Kong to shift from a manufacturing to a services-based economy; 80 percent
of Hong Kong's GDP now derives from the service sector.

Hong Kong is an active Contracting Party to the GATT and strongly supports an
opn multilateral trading system. Notwithstanding its status as a colony of the
United Kingdom, Hong Kong is a member of a number of other multilat~ra or am-
zations including the Asia Pacific Economic Cooperation (APEC) forum. On July 1,
1997, Hong Kong will revert to People's Republic of China sovereignty. However, as
guaranteed by the 1984 Sino-UK Joint Declaration and the 1990 PRC Basic Law,
Hong Kong will become a Special Administrative Region of the PRC; while China
will take over responsibility for foreign affairs and defense, Hong Kong will retain
authority to manage its economic, social, legal, budget and other internal systems.
Hong Kong will remain a separate customs territory with all of its current border
arrangements, and it will retain its independent membership in such economic orga-
nizations as the GATI'.
2. Exchange Rate Policies

As noted, the Hong Kong dollar is linked to the U.S. dollar at the rate of HK $7.8
= US $1. This link has existed since October 1983. The Hong Kong government re-
mains firmly committed to ensuring currency stability through the linked exchange
rate as the cornerstone of its monetary policy, despite some systemic inflation. Au-
thority for maintaining the exchange value of the Hong Kong dollar as well as the
stability and integrity of the financial and monetary systems rests with the Hong
Kong Monetary Authority, which was established in April 1993 through the consoli-
dation of the Office of the Exchange Fund and the Commissioner of Banking. 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 dol-
lar is influenced predominantly by the movement of the U.S. dollar against other
major currencies. The price competitiveness of U.S. exports is affected in part by the
value of the U.S. dollar in relation to third country currencies. While the proportion
of Hong Kong's imports from the U.S. has declined slightly as a percentage of its
total imports in recent years, Hong Kong still consumes more U.S. goods per capita
than almost any other economy. U.S. firms have increased exports to Hong Kong
by well over US $1 billion each year in the 1990s.

3. Structural Policies
Hong Kong is committed to free trade, free enterprise, and free markets. Its non-

interventionist policies have brought rising prosperity and low unemployment to the
colony and have created an attractive barrier-free market for U.S. oods exporters
and most services providers. There are virtually no controls on trade and industry
other than to meet international obligations associated with health, safety and secu-
rity. Procurement is conducted on an open basis; while in the past British firms
have seemed to enjoy an advantage in bidding for major contracts, U.S. firms have
more recently been quite successful in both the design and supply stages of major
projects. Other factors often cited for Hong Kong's dynamic economic success include
a simple, low-rate tax structure, a well-educated and industrious work force, and an
extremely efficient transportation and communications infrastructure.

The Hong Kong government takes justified pride in its port and airport efficiency,
but increasingly the airport at Kai Tak and Hong Kong's port system are under
strain. Major new infrastructure is being developed and U.S. contractors and suppli-
ers have already successfully competed for some contracts. However, both the re-
placement airport and the new container port projects risk being substantially de-
layed because they have been linked by China to progress in constitutional talks
with the United Kingdom.
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4. Debt Management Policies
The Hong Kong government has minuscule public debt. Prudent fiscal manage-

ment and strong fiscal reserves have obviated the need to borrow. To promote the
development of Hong Kong's debt market, the HKG in mid-1991 launched a short-
term government bond program through the issuance of two-year bonds. However,
the bonds are being phased out and replaced with two-year exchange fund notes.
The program was expanded in October 1993 to include notes of three-year maturity.
In March 1990, the monetary authorities began issuing exchange fund bills, which
carry maturities of up to 364 days. These provide an instrument for conducting
money market operations, not to finance government expenditures.

Infrastructure spending related to implementation of the port and airport develop-
ment strategy will result in the statutory corporations involved in the construction
of the airport and related projects incurring debt once the UK and PRC reach agree-
ment on a final financing plan for construction of a new airport. Construction is well
underway on those airport core projects that the HKG can fund itself.

5. Significant Barriers to U.S. Exports
High Alcohol Taxes: As noted, Hong Kong levies high taxes (both specific-and ad

valorem) on "Western-style" spirits and wines. While these taxes are levied equally
on local manufacturers and imports of, e.g., brandy, U.S. exporters of wine and dis-
tilled spirits argue that it is unfair that "Chinese-style" wine-actually a distilled
product-is taxed at a much lower rate. The Hong Kong government replies that
Chinese spirits are different products (although no distinction other than geographic
has yet been written into the tax codes) and that it. is equitable to charge less tax
on a product consumed principally by poorer individuals. The government also in-
sists it needs the tax revenue. However, U.S. exporters note that the increasing
taxes have led to decreased consumption and in fact lowered net tax revenues over
the last two years.-

Airport Aviation Services: At Hong Kong's present airport (Kai TakL mainte-
nance, cargo handling, catering and other aviation services are provided either by
a UK-affiliated monopoly or duopoly. This has prevented U.S. service providers from
competing, and has denied U.S. carriers adequate competitive choice. However, the
Provisional Airport Authorities of Hong Kong have committed to having multiple
service providers at the new, larger airport. Current plans are for two licenses for
base maintenance, three or four for catering, and two for cargo handling (one for
express cargo handling). Apart from the existing operators, three other groups have
applied for licenses for cargo handling, including a U.S. company.

Civil Aviation Agreement: The U.S.-Hong Kong civil aviation market is ruled by
the restrictive provisions of the U.S.-UK Bermuda II Agreement. Since this age-
ment will become invalid when sovereignty over Hong Kong shifts from the UK to
the PRC in 1997, U.S. and Hong Kong negotiators have met on several occasions
to strike an independent bilateral agreement. The U.S. continues to press for a sub-
stantially more open civil aviation market, including "fifth freedoms' for cargo and
more fifth freedoms and additional gateways for passenger traffic.

Telecommunications/Basic Voice: In late 1992 the Hong Kong government an-
nounced it would open local wired-voice telephone services to competingnetwork(s)
by July 1994. Data will be allowed immediately and voice in July 1995. The govern-
ment invited bids in September 1992 and there are now five local and foreign appli-
cants for the license(s) including U.S. firms. A UK-affiliated company will retain the
monopoly contract for international basic voice service until 2006. Cable Television:
A Hong Kong-based company has been granted an exclusive three year license to
distribute cable television in Hong Kong.

Professional Services: Physicians/Nurses--UK-trained physicians may practice in
Hong Kong with pro formal certification, and some Commonwealth nationals receive
expedited certification, but North American doctors are forbidden from practicing
without going through a lengthy retraining program. Discussions have been held
with the ong Kong government; there are indications the training period might be
shortened but not oneeaway-with. Lawyers-Since 1971 Hong Kong has permitted
foreign law firms to operate in the territory to advise on foreign law, but not on
local law; foreign law Firms have also been prevented from hiring local lawyers to
advise on local law. Draft legislation would liberalize the legal profession, but for-
eign law firms remain concerned that the draft bill grants too much regulatory over-
sight to the Hong Kong Law Society ("Bar" equivalent).

Puel Supply Policy: At present, the Hong Kong government grants a monopoly to
a local company to supply fuel to public housing estates. Recently the housing au-
thorities agreed to review the fuel supply policy and will consider seeking tenders
from multiple companies.
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6. Export Subsidies Policies
The government neither protects nor subsidizes manufacturers, although local leg-

islators have repeatedly called for more government support to local industries. The
quasi-governmental Hong Kong Trade Development Council engags in export and
import promotion activities with a budget of approximately US $122 million. Its
budget is financed by a tax on exports and imports of 0.05 percent. Starting in 1994,
the charge will be lowered to 0.03 percent.
7. Protection of U.S. Intellectual Property

Hong Kong has acceded to the Paris Convention for the Protection of Industrial
Property, the Berne Convention for the Protection of Literary and Artistic Works,
the Geneva Phonograms Convention and the Universal Copyright Convention. Hong
Kong has enacted laws covering trademarks, copyright for trade descriptions (in-
cluding counterfeiting), industrial designs and patents.

Hong Kong's patent law is currently dependent on the United Kingdom Patent
Law; patent protection is obtained by registering a UK or European patent with the
Hong Kong Registrar of Patents. The Hong Kong patent's life lasts as long as the
original patent in the UK.

In January 1993, the Patent Steering Committee released a report outlining an
independent patent system for Hong Kong (part of the mammoth "legal localization"
that must occur as Hong Kong shifts from British to Chinese sovereignty). The Com-
mittee proposed a-hew system which provides for the granting of independent pat-
ents in Hong Kong based on the patents granted by the European Patent Office in
the first phase and, in the second phase, by the Chinese Patent Office. The proposal
contains a "petty patent" concept-designed to be fast and easy but with a short
life-designed for products such as toys, watches and electronic products. In 1992
a total of 1,069 patents were registered in Hong Kong.

Unlike the Patent law, all trademark registrations in Hong Kong are original:
they are valid- for seven years and renewable for 14 year periods. Proprietors of
trademarks registered elsewhere must a pply anew and satisfy all requirements of
the Hong Kong Trademarks Ordinance, the provisions of which are similar to trade-
marks legislation in the United Kingdom. In March, 1992, the Trademark Ordi-
nance was enacted to include the registration of service marks. A total of 5,500
trademarks were registered in 1992, of which 1,355 were from U.S. corporations.

Copyright protection in Hong Kong derives from United Kingdom law extended
to Hong Kong and from the Hong Kong Copyright Ordinance. The Law Reform Com-
mission is conducting a review to "localize and to consider updating copyright pro-
tection. Protection under the Copyright Ordinance is automatic; no registration is
necessary.

In April 1993, a bill was drafted for the protection of layout-designs (topographies)
of integrated circuits. Most of the provisions of the bill are based on similar legisla-
tion in the UK and Australia. The Bill also meets standards set out in the Treaty
on Intellectual Property in Respect of Integrated Circuits (the 1989 Washington
Treaty) and the agreement on Trade Related Aspects of Intellectual Property Rights
in the GATT Uruguay Round.

Penalties: Patent violations carry civil penalties; trademark and copyright in-
fringements carry criminal penalties. Counterfeiting and trademark infringement
carry maximum penalties of US $13,000 and imprisonment for two years on sum-
mary offenses and US $65,000 and imprisonment for five years on indictable of-
fenses. Copyright infringement carries a penalty of US $130 for each copy and im-
prisonment for one year.

Enforcement: The Customs and Excise Department is responsible for enforcing
the criminal- aspects of intellectual property rights. The Department h.s a special
IPR unit with over 100 employees; in addition to conducting raids on local establish-
ments and street vendors, this unit works closely with the anti-smuggling task force
to combat suspected smuggling operations. In the first eight months of 1993, there
were 298 seizures of copyright infringing products with a total value of HKD 19 mail-
lion (US $2.5 million) and 614 seizures ofgoods violating trademarks and trade de-
scriptions with a total value of HKD 385 million (US $50 million).Most of the pirate manufacturers have been driven out of Hong Kong in the last
several years. However, many more have established operations across the border
in south China. Despite numerous seizures this year in Hong Kong and at the PRC-
Hong Kong border, Customs officials are fighting an uphill battle. Absent effective
enforcement at the point of manufacture in China, Hong Kong's market--and other
markets in Asia-will confront a growing number of pirated entertainment products
and counterfeit trademarked goods.
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8. Worker Rights
In general the protection afforded under Hong Kong ordinances extends to all

workers, both local and foreign, in all sectors. Injuries and occupational diseases
qualifying for compensation, while normally not specified by industry, cover injuries
resulting from use of industrial machinery as well as disease caused by exposure
to physical, biological or chemical agents.

a. The Right of Association.-The right of association and the right of workers toestabish, and join organizations of their own choosing are guaranteed under local
law. Unions are defined as corporate bodies and enjoy immunity from civil suits
arising from breaking of contingent contracts or interference with trade by work
stoppages on the part of their members. The Hong Kong government does not dis.
courage or impede union formation or discriminate against union members. Workers
who allege anti-union discrimination have the right to have their cases heard by a
government labor relations body.

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

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

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

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

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

Extent of U.S. Investment in Selected Industries.-U.S. Direct
Investment Position Abroad on an Historical Cost Basis-1992

[Millions of U.S. dollars]

Category Amount

Petroleum ............................................................................... 385
Total M anufacturing .............................................................. 2,243

Food & Kindred Products.......................... (1)
Chemicals and Allied Products ......................................... 153
Metals, Primary & Fabricated .......................................... (i)
LMachinery, except Electrical ........................................... 242
Electric & Electronic Equipment.................... 1,381
Transportation Equipment ................................................ (1)
Other Manufacturing ........................... 369

Wholesale Trade ...................................................................... 2,914
B anking ..................... ... ................. .. . ... .................................... 932
Finance and Insurance .......................................................... 1,291
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Extent of U.S. Investment in Selected Industries.-U.S. Direct
Investment Position Abroad on an Historical Cost Basis--1992-Continued

[Millions of U.S. dollars]

Category Amount

Services ................................................................................... 349
Other Industries ..................................................................... 430
TOTAL ALL INDUSTRIES................................................ ... 8,544

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

INDONESIA

Key Economic Indicators
[Billions of rupiah (RP) unless otherwise noted)

1991 11992 M1993

Income, Production, and Employment:
Real GDP (1983 rp) ............................................ 123,164 130,908 139,500
Real GDP Growth (pct.) .................................. 7.0 6.3 6.5
GDP (current prices) ......................................... 227,162 254,000 295,000
Real GDP by Sector.

Agriculture ....................................................... 22,657 24,003 25,498
Mining ............................................................. 19,341 19,064 18,757
Manufacturing ................................................. 24,481 26,856 29,494
Electricity, Gas, Water ................................... 843 928 1,023
Construction .................................................... 7,475 8,171 8,943
Retail Trade, Hotels ........................................ 19,572 21,029 22,646
Transport, Communications ........................... 6,869 7,595 8,400
Banking, Finance ............................................ 5,561 6,257 7,031
Real Estate ...................................................... 3,120 3,249 3,393
Government ..................................................... 9,052 9,320 9,617
Other Services ................................................. 4,192 4,433 4,702

Real Per Capita Income (000's of RP) ............... 676 703 740
Labor force (million) ........................................... 78.5 81.0 83.5
Unemployment Rate (pct.) ................................. 2.6 2.6 2.7

Money and Prices:
Money Supply (M2, pct. rise) ............................. 17.1 20.2 17.3
Interest Rates 3 ................................................... 15.2 12.0 9.8
National Savings (pct. GDP)................... .. .. 21.7 19.0 20.0
CPI (FY1988/89=I00)'4....................................129 135 148
CPI (pct. increase) .............................................. 9.5 5.0 9.8
WPI (1983=100)5 .......................................... .187 197 213
Exchange Rate (RP/$)5 ....................................... 1,950 2,030 2,1-00

Trade and Balance of Payments (millions of U.S.
dollars):

Exports FOB ........................................................ 29,635 33,796 38,000
Oil and Gas ...................................................... 11,455 10,496 10,000
Non-oil and Gas ............................................... 18,180 23,300 28,000

Exports to US. FOB ........................................... 3,238 4,332 4,800
Imports FOB ....................................................... 24,834 26,774 28,800

Oil and Gas ...................................................... 3,370 3,361 3,400
Non-oil and Gas ............................................... 21,464 23,413 25,400

Imports from U.S. CIF ....................................... 2,920 3,638 3,200
Services (net) ....................................................... -9,193 - 10,144 -12.000
Current Account.........................-4,392 -3,122 -2,800
Official Debt Service ........................................... 6,875 7,375 7,500
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Key Economic Indicator-Continued
[Biions of'rupiah (RP) unlms otherwise noted)

1991 11992 11993

Official Reserves ................................................. 9,868 11,610 12,700
U.S. Direct Investment ....................................... 3,458 3,600 3,750
Total Foreign Assistance •6.................................. 4,755 4,948 4,600

of which U.S .................................................... 174 153 94
'Preliminary.
"Estimated.
8Jntorbank fbnd ratea.
4'nd of period. Fiscal years are fr&n April 1 to March 31.
'Period averag..
e~scal year bauie total is amount pledged at the annual consultative group (CO) donors meeting (does not

include all special assistance and aid outside th CG contet).

1. Genera/lPolicy Framework
The Indonesian economy continues to shift from reliance on the off and gas sector

to a broader base. In 1992, non-oil manufacturing accounted for 17.5 percent of
gross domestic product (GDP), oil and gas production and refining for 13.0 percent,
agriculture for 16.7 percent, and trading, hotels and restaurants for 16.6 percent.
Real growth in GDP averaged 6.7 percent from 1987-92, with 7-percent-plus growth
In 1989, 1990, and 1991, and 6.3 percent in 1992. Growth in 1993 is expected to
be again in the area of 6.5 percent.

Faced with lower oil prices in the early 1980's and the need to create mere than
two million Jobs annually, the government of Indonesia in 1983 launched its ongoing
program of "deregulation and de-bureaucratization". The twin goals are to give freer
reign to the private sector and reduce dependence on petroleum as a source of ex-
port earnings and tax revenues.

The program began with a loosening of controls on the financial sector. Subse-
quent measures liberalized conditions/for foreign and domestic investment; reduced
tariffs and import-licensing restrictions; eased export requirements; revitalized cap-
ital markets and the banking system; and, reformed the domestic shipping regime.
Indonesia for some years has imposed no capital controls. In the most recent pack-
ages, released in June and October 1993, the government reduced duties on hun-
dieds of categories of imports and eased or eliminated trade barriers on a number
of other goods, including various iron and steel products and some classes of used
machinery and capital plant. The October 1993 package also contained a number
of measures designed to simplify investment procedures and make Indonesia mere
attractive to foreign investors. Although the deregulation packages have had far-
reaching effects, government agencies and state-owned enterprises continue to con.
trol production and imports of key commodities and a few other products.

The deregulation packages have been effective: economic growth has been robust;
the private sector plays a more prominent role in the economy, and, the economy
is becoming remarkably well diversified. The non-oil manufacturing sector has ex-
ploded at an average annual rate of about nine percent over thepast five years. Pri-
vate investment has also been vigorous, although 1992 levels or approved domestic
investment were substantially lower than the high 1991 levels and 1993 levels will
probably be lower still. Foreign investment approvals in the first seven months of
1993 indicate that the yearly figure will be slightly less than $10 billion; the decline
is due in large pArt to a massive slowdown in Japanese investment.

In 1990 and 1991 strong domestic demand, fueled by vigorous private and public
investment, strained limited infrastructure and pushed up inflation. In response the
government tightened monetary policy and established a Foreign commercial borrow.
ing review team to review projects with public sector participation which require
commercial financing. It also set ceilings for annual foreign commercial borrowing
by banks and public sector entities. Policy-makers remain concerned about the fu-
ture debt-servicing implications of sharply higher private sector foreign borrowing.
The appreciation of the yen has exacerbated the debt-service burden-.about 40 per-
cent orIndonesia's public debt is held in yen.

In 1993, interest rates continued to fall, from 22 percent for three-month time de-
posits in the fourth quarter of 1991 to below 17 percent in September 1992 and 11
percent in October 1993. Deposit rates dropped more rapidly than lending rates.

The governments fiscal tools are limited In that it is statutorily barred from run-
ning a-budget deficit or surplus. Foreign donors finance a major share of develop-
ment expenditures through bilateral or multilateral aid programs.
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2. Exchange Rate Policies
The government has maintained the convertibility of the rupiah since the late

1960s. There are no foreign exchange controls. The government follows a managed
float based on a basket of major trading currencies, including the dollar. Current
policy is to maintain the competitiveness of the rupiah through a gradual deprecia-
teiornvaiist the dollar. The exchange rate on November 1, 1993 was 2,097 rupiah
per do ar.
3. Structural Policies

In general the government allows the market to determine price levels. The v.
eminent enforces a system of floor and ceiling prices for certain `strategic ood
products such as rice. In some cases, business associations, with government sup-
port, establish prices for their products. In 1990 the government established a new
domestic clove trading system; until recently, the purchasing body's clove buying
had been supported with central bank liquidity credits. Under a recent agreement,
a lar clove cigarette firm has assumed most of the stockpile.

Direct government subsidies are confined to a few goods such as fertilizers and
certain refined petroleum products; the government is steadily lifting most direct
subsidies, however. The government is particularly committed to reducing subsidies
for agricultural inputs.

Individuals and businesses are subject to income taxes. The ma~dmum rate is 35
percent of annual earnings in excess of rp 50 million (about $25,000). In 1985, a
value-added tax (VAT) was introduced. Import duties are another important source
of government revenue. Companies can apply for an exemption from or a rebate of
import duties and VAT paid on inputs used to produce exports. A few products re-
main subject to export taxes. In October 1989 export taxes on sawn lumber were
raised to prohibitive levels; and in May 1992 a previous export ban on logs was re-
placed by high export taxes. According to government officials, total tax compliance
in Indonesia is about 55 percent.
4. Debt Management Policies

Indonesia's medium- and long-term foreign debt totals about $85 billion, with $51
billion owed by the state sector and $34 billion by the private sector. The apprecia-
tion of the yen has had the largest impact on service of the public debt, most of
the private sector debt is dollar-denominated, as are most exports. In 1993 Indo-
nesia will pay approximately 30 percent of total export earnings in principal and
interest payments on its foreign debt. The government is fully committed to meeting
its debt service obligations and has no plans to seek a debt rescheduling.

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

Import licenses: Since 1986, import licensing requirements have been relaxed in
a series of deregulation packages. Items stil[ subject to import licensing include
some agricultural commodities (rice, wheat, sorghum, sugar), alcoholic beverages,
and some iron and steel products. Remaining import licensing requirements may be
waived for companies importing goods to be incorporated into subsequent exports.
In June 1993, the government issued a deregulation package which included provi-
sions to allow the importation of completely built-up passenger vehicles, albeit with
import duties of 300 percent..This move is in line with a general trend toward re-
placing non-tariff barriers with tariffs and surcharges as the preferred method of
protecting certain domestically produced goods.

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

Foreign attorneys may serve as consultants and technical advisors. However, at-
torneys are admitted to the bar only if they have graduated from an Indonesian
legal Institution or from an institution recognized by the government as equivalent.
Foreign accountants may serve as consultants and technical advisors to local ac-
counting firms. Air express companies are not permitted to own equity in firms pro.ving courier services, although they may arrange with local firms to provide serv-
ices in their name and second expatriate staff to the local firms.

Indonesia imposes a quota on the number of foreign films which may be imported
in a given year. Films ma be imported and distributed only by fully Indonesian-
owned companies. Although the government passed a film law in April 1992 which
improves the climate for film and video, the government's failure to issue the rel.
evant implementing regulations has stymied the distribution of legally-produced and
procured videos and laser disks.

Standards, testing, labelling, and certification: Although there is some discussion
in Jakarta over food labeling, no labeling regulations now exist. The October 1993
deregulation package contained provisions which will significantly affect the phar-
maceutical industry, such as opening the market to imported drugs and greatly loos-
ening the provisions for registration of drugs which have already been approved in
other countries. Implementing regulations and full details of the changes have not
yet been issued, however, and the long-term effects on the industry remain unclear.
Previously, a foreign firm could register prescription pharmaceuticals only if they
both incorporated high technology and were products of the registering company's
own research. Foreign pharmaceutical firms have complained that copied products
sometimes become available on the local market before their products are reg-
istered.

Investment barriers: Although deregulation has reduced differential treatment be-
tween foreign and domestic investors, national treatment for foreign investments
still does not exist. Recent deregulation packages have opened a few areas to 100
percent foreign investment. The October 1993 package allows for 100-percent foreign
ownership of ventures with a value of $2 million or more which produce raw and
intermediate materials for Indonesian industry. The 1992 package allows complete
foreign ownership of projects worth $50 million or more; 100 percent foreign owner-
ship is also allowed for projects located in bonded or export zones and in certain
remote areas. The foreign owners must begin to divest to Indonesian ownership in
the 11th year of the project; by the end of the 20th year divestiture must reach be-
tween 20 and 51 percent, depending on the type of investment. Other foreign invest-
ment must be in the form of joint ventures, with a minimum Indonesian equity of
usually 15 percent. To date, the laws and regulations on divestiture have been en-
forced liberally. Although wholesale distribution of products manufactured by a joint
venture is-permitted, retailing and distribution are closed to foreign investors.

Most foreign investment must be approved by the Capital Investment Coordinat-
ing Board (BKPM). Line departments handle investment in the oil and gas, finan-
cial, and forest concession sectors. BKPM maintains a list of a few sectors closed
to further foreign and/or domestic investment. There are several provisions under
which foreigners may exploit or occupy land in Indonesia, but ownership is gen-
erally restricted to Indonesians. There are numerous restrictions on the employment
of expatriates by both domestic and foreign/joint venture firms, and obtaining expa-
triate work permits can be a problem.

Government procurement practices: Most large government contracts are financed
by bilateral or multilateral donors who specify procurement procedures. For large
projects funded by the government international competitive -bidding practices are
to be followed. Under a 1984 presidential instruction ("INPRES-8") on government-
financed projects, the government seeks concessional financing which meets the fol-
lowing criteria: 3.5 percent interest and a 25 year repayment period which includes
seven years' grace. Some projects proceed, however, on less concessional terms. For-
eign firms bidding on certain government-sponsored construction or procurement
projects may be asked to purchase and export an equivalent amount in selected In-
donesian products. Government departments and institutes and state and regional
government corporations are expected to utilize domestic goods and services to the
maximum extent feasible. (This is not mandatory for foreign aid-financed goods and
services procurement.) An October 1990 government regulation exempts state-owned
enterprises which have offered shares to the public through the stock exchange from
government procurement regulations; as of November 1993, only two such enter-
prises had made public offerings.
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6. Export Subsidies Policies
Indonesia has joined the GATT Subsidies Code and eliminated export loan inter-

est subsidies as of April 1, 1990. As part of its drive to increase industrial exports,
the government permits restitution of VAT paid by a producing exporter on pur-
chases of materials for use in manufacturing export products. Exemptions from or
drawbacks of import duties are available for goods incorporated into exports. Pro-
ducers have complained, however that the procedures for processing duty refunds
are extremely slow and unworkable.
7. Protection of U.S. Intellectual Property

Indonesia is a member of the World Intellectual Property Organization and is a
party to the Paris Convention for the Protection of Intellectual Property. It is not
a signatory. to the Berne Convention for the Protection of Literary and Artistic
Works, but is considering accession to it. Indonesia has made progress in intellec-
tual property protection, -but it remains on the U.S. Trade Representative's special
301 Uwatch list" due both to inadequate intellectual property rights legislation as
well as poor enforcement of existing legislation.

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

Trademarks: A new trademark act took effect on April 1, 1993. Under the new
law, trademark rights are determined by registration rather than first use. After
registration, the mark must actually be used in commerce. Well-known marks are
protected under the new law, though some previous registrations remain a problem;
cancellation actions must be lodged within five years of the trademark registration
date.

Copyrights: On August 1, 1989, a bilateral copyright agreement with the United
States went into effect, extending national treatment to copyrighted works of each
country. Enforcement of the ban on pirated audio and video cassettes and textbooks
has been vigorous, but software producers remain concerned about piracy of their
products. The government has demonstrated that it wants to stop copyright piracy
and that it is willing to work with copyright holders toward this end. Enforcement
to date has reduced some losses from pirating, but significant problems still exist.
To date, U.S. companies have not entered the video market because of concerns
about restrictions on distribution. The vacuum in the market has left an opening
for the resurgence of pirated video tapes and the illegal rental of smuggled laser
discs.

New technologies: Biotechnology and integrated circuits are not protected under
Indonesian intellectual propery laws. Indonesia has, however, participated in a
WIPO conference on the protection of integrated circuits and is considering introduc-
ing legislation.

Impact: It is not possible to estimate the extent of losses to U.S. industries due
to inadequate intellectual property protection, but losses are significant and U.S. in-
dustry has placed considerable importance on improvement of Indonesia's intellec-
tual property regime and access to its market.
8. Worker Rights

a. The Right of Association.-Private sector workers, including those in ex port-
processing zones, are free to form or join unions without prior authorization. How-
ever, in order to bargain on behalf of employees, a union must register as a social
organization with the Department of Home Affairs and meet the requirements for
recognition by the Department of Manpower. While there are no formal constraints
o0 the establishment of unions, the recognition requirements are a substantial bar-
ijer to recognition and the right to engage in collective bargaining. The one union
recognized by the department of manpower is the All Ind onesia Workers Union

/ (Serikat Pekerja Seluruh Indonesia, SPSI). Its membership is approximately
/ 994,500, or about 1.4 percent of the total work force. However, if agricultural work-

ers and others in categories such as self-employed and family workers who are not
normally union members are factored out, the percentage of union members rises
to approximately six percent. In September, 1993, SPSI began a transformation
from a unitary to a federated structure. By November, 12 of its 13 industrial sectors
were registered as independent unions. Finalization of this transformation will re-
quire modification of the SPSI constitution.

Civil servants are not permitted to join unions and must belong to Korpri, a non-
union association whose central development council is chaired by the Minister of
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Home Affairs. Teachers must belong to another government-sponsored association.
Though technically possessing the same rights as a union, it has not engaged in col-
lective bargaining.

All organized workers, with the exception of civil servants, have the right to
strike. In practice state enterprise employees and teachers rarely exercise this
right. Before a strike can occur in the private sector, the law requires intensive me-
diation by the department of manpower and prior notice of the intent to strike.
However, no approval is required.

In 1992 two petitions were filed tp remove GSP benefits from Indonesia for failure
to provide internationally recognized worker rights, one by the AFL-CIO and one
by Asia Watch. The review was extended for a limited period in the 1993-94 review
cycle to permit time for consideration of reforms in laws and regulations.

b. The Right to Organize and Bargain Collectively.-Collective bargaining is pro-
vided for by law, but only recognized trade unions may engage in it. Once notified
that 25 employees have joined a registered union, an employer is obligated to bar-
sain with them. Before a company can register or renew its company regulations
it must demonstrate that it consulted with the union or in its absence a committee
consisting or employer and employee representatives.

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

c. Prohibition of Forced or Compulsory Labor.-Forced labor is strictly forbidden.
Indonesia has ratified International Labor Organization (ILO) Convention 29 con-
cerningforced lr'jor.

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

e. Acceptable Conditions of Work.-Indonesian law establishes a seven hour work-
day and a 40-hour work week, with one 30 minute rest period for each four hours
of work. In the absence of a national minimum wage, minimum wages are estab-
lished for regions by area wage councils working under the supervision of the Na-
tional Wage Council. Ministerial regulations provide workers with a variety of other
benefits, such as social security, and workers in more modern facilities often receive
health benefits and free meals. However, enforcement of labor regulations is limited
and a number of employers do not pay the minimum wage or provide other required
benefits. The failure to implement government regulations has been a significant
cause of strikes.

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

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

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

Legislation regarding minimum wages, hours of work, overtime, fringe benefits,
healthand safety, etc. applies to all sectors. The best industrial and safety record
in Indonesia is found in the oil and gas sector.
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Extent of U.S. Investment in Selected Industries.-U.S. Direct
Investment Position Abroad on an Historical Cost Basis--1992

[Millis. of U.S. dollars)

CategeY Amount

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

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

Wholesale Trade .....................................................................
Banking ...................................................................................
Finance and Insurance ..........................................................
Services ...................................................................................
Other Industries .....................................................................
TOTAL ALL INDUSTRIES ...................................................

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

(1)
54
5

(1)
(1)

0
(1)

3,686
138

46
(1)
13
(1)

294
4,278

JAPAN

Key Economic Indicators
[Trillions of yen unless otherwise noted]

1991 1992 1993

Income, Production, and Employment:
Real GNPI .................... ...............
Real GNP Growth rate (pct.) .......................
Real GDP Growth rate (pct.) ..................
GDP (at current prices) ......................................
Real GNP by Sector:l

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

Per Capita GNP (US$ 000's)4 ............................
Labor Force (million) ..........................................
Unemployment Rate (pct.) .................................

Money and Prices:
Money Supply (M2+CD annual avg., pct.) ........
Commercial Interest Rates (10-yr. govt. bonds;

yr.-end) ..........................................................
Savings Rate (pct.)s ....... .......................
Investment Rate (pct.)9 ......................................
CPI (1990 equals 100) ..................
WPI (1985 equals 100) .......................................
Exchange Rate (yen/$) ........................................

418.1
4.1
4.0

450.8

9.5
132.8
36.0
14.0
57.4
24.7
40.1
59.5
26.9
65.1

2.1

3.6

5.38
15.0
32.1

103.3
99.4

134.5

424.3
1.5
1.3

464.8

N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
65.8
2.2

2424.4
3 -0.4
3 -0.5
2467.7

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

566.0
52.4

0.6 60.9

4.52
N/A
30.8

105.0
97.8

73.73
N/A

230.1
5106.3
695.4

126.7 6112.2
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Key Economic Indicatore-Continued
Trilions of yen unle.. otherwise noted)

lwl iou im

Trade and Balance of Payments: (billion US.
dollars):

Total Exports, (FOB) sees.......... 314.5 339.7 10268.6
Total to U.S., (FOB) ........ 91.5 97.2 1078.1

Total Imports, (CMF) . ............... ......... 236.7 233.0 10179.3
Total from US., (CIF) ..................................... 48.1 47.8 1035.9
Balance with US ............................................. 43.4 49.6 1042.2

Balance of Payments:
Current Account .................................................. 72.9 117.6 1188.3

Trade Account .................................................. 103.0 132.3 -1194.6
Service & Trans ............................................... -30.1 - 14.8 11 -6.2

Long-term Capital ............................................... 37.1 -28.5 12-38.4
Basic Balance ...................................................... 110.0 89.1 1247.9
Short-term Capital .............................................. -25.8 -7.0 12-6.9
Gold and FOREX Reserves (year-end) .............. 69.0 68.7 786.1

N/A-Not available.
'Total and sectors] real GNP figures in 1986 yen.
SJan.-June, SA.AJL.
sJan.-June, year-over.yar.
4World Bank estimate.
:Jan.-August average SA
*Jan..Septern;, average, N.S.A.
?End of September.
$Savings as percent of personal disposable income.
*(Public and private domestic fixed capital formation and inventory investmentYnominal GNP.
1OJan..September total, N.S.A.
11Jan..August total, S.A.
U2Jan..August total, N.S.A.

I. General Policy Framework
The world's second-largest economy, with 1992 GNP of yen 465 trillion ($3.7 tril-

lion), Japan remains mired in one of its deepest and longest postwar downturns.
Following a period of rapid domestic demand-led growth in the late 1980s restric-
tive fiscal and monetary policy succeeded in bursting the asset price "bubble" (land
prices doubled, stock prices tripled, 1985-89)-but at a price of large-scale asset de-
flation.

Asset price deflation, plus the fall-off from the late 1980s surge in private invest-
ment, have prolonged the current slump. Weak final demand, declining corporate
profits, and low utilization of existing capacity (reflecting the buildup of the late
1980s) have suppressed business investment. Similarly, consumer spending has
been dampened by fewer new hirings and by slowed income growth due to lower
wage settlements, reduction in overtime hours, and smaller bonuses.

ow growth has meant a general decline in imports since 1990, while exports
have continued to grow at five percent per year. Japan's current account surplus
has consequently risen since then to set a new record of $118 billion in 1992, or
3.2 percent of GNP. Widespread structural rigidities remain which either directly
impede imports or impair their price competitiveness (for instance, complex distribu-
tion channels). To address these problems, recent Government of Japan economic
stimulus initiatives have included among their objectives deregulation and pass-
through to consumers of import 'rice reductions due to yen appreciation.

The Government of Japan has taken both fiscal and monetary policy steps to at-
tempt to deal with the slack in the economy. Increased government investment in
the form of two major spending packages in August 1992 (yen 10.7 trillion) and
April 1993 (yen 13.2 trillion), has provided virtually the only boost to the economy.
In September 1993, the Japanese Government announced an additional yen 6.2 tri-
lion program which it estimated would increase nominal GNP by 1.3 percent over
the following twelve months. Since all these programs included elements which rep-
resented shifting of assets, as well as government lending which may simply replace
private lending--rather than creation of new contributions to final demand-the ac-
tual impact is thought to be considerably less .than the raw figures would indicate.

Overall, however, the fiscal stance of the Japanese Government may be said to
have remained relatively tight since 1982, when it began to take steps to constrain
the growth of government debt. The general government surplus (central and local
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governments plus social insurance) has been in surplus since 1987, even though tax
receifts have recently fallen off due to the recession. As of November 1993, a per-
sonal income tax cut was under discussion as both an economic stimulus and tax
reform measure (to redress the relatively high direct tax burden on salaried work-
ers). However, finance authorities remained opposed to any fiscal stimulus which in.
volved the use of deficit-financing bonds (government debt to finance non-invest-
ment spending).

Beginning in mid-1991, monetary easing has also been ap p lied. Six successive de-
creases in the Bank of Japan's official discount rate (ODR) brought that rate to 2.5
percent by February 1993. The seventh cut in the easing cycle, in September 1993,
brought the ODR to a record low of 1.75 percent. Lending rates have also fallen,
but corporate borrowing remains weak-partly due to lack of demand for funds in
a recession partly due to credit tightening by banks facing falling asset prices and
a large-scale overhang of bad debt. Money supply growth remains very moderate,
supported largely by Government disbursements through the fiscal packages men-
tioned above, but still represents improvement on the zero or negative figures for
growth in the M2 plus certificate of deposit (CD) aggregate which were recorded
from third quarter 1992 through first quarter 1993.
2. Exchange Rate Policies

Since 1990, the yen has been on an appreciating trend against the U.S. dollar,
reversing its movement in 1988-90. Yen appreciation was particularly rapid in Feb-
ruary-August 1993, when the nominal exchange rate went from Y120:$1 to almost
Y100:$1 in six months' time. Post-1990 yen appreciation has had the effect of ex-
panding Japan's exports and trade and current account surpluses in dollar terms.

In principle, Japan ended most foreign exchange controls in 1980, but numerous
controls remain in practice. Japan coordinates economic policies (including exchange
rate policy) with the United States and its other Group of Seven (G7) partners.
3. Structural Policies

The Japanese economy continues to undergo transition and structural change.
This has primarily been a market-driven response to the fundamental exchange-rate
realignment of the mid-to-late 1980s. Another central factor has been the focus on
deregulation of the economy, particularly the privatization of public telecommuni-
cations and railway companies and simplification of product standards. Despite
pro ss in this area, Japan's economy remains heavily regulated, effectively rein-
orcing business practices that restrict competition and keep prices high. Price con-

trols remain on certain agricultural products, and bureaucratic obstacles to the
entry of new firms into businesses like trucking, retail sales and telecommuni-
cations also have slowed the economy's structural aqustment. The need for com-
prehensive deregulation of the Japanese economy has been a key theme of the cur-
rent Hosokawa administration which has set up an Economic Reform Research
Council under the leadership of the Chairman of the Federation of Japanese Eco-
nomic Organizations (Keidanren). The final report of this Council (Hiraiwa Report)
was released on December 16 1993. Although it offered broad proposals for eco-
nomic reform, it was virtually devoid of specifics.

In the past, the United States addressed structural issues with Japan under the
Structural Impediments Initiative (SiI), launched in 1989. Progress was made in
some areas. For example, the Government of Japan deregulated portions of its dis-
tribution system, including reform of the Large-scale Retail Store Law, liberalizing
its foreign direct investment regime, improving disclosure rules that should help
make business practices more transparent, and strengthening anti-monopoly en-
forcement. In the area of land use, action was taken to eliminate tax preferences
for agricultural land in major urban areas. In the most recent report issued in 1992,
Japan made a number of new commitments in the areas of distribution, and exclu-
sionary business practices.

A Framework Agreement was announced on July 10, 1993 by President Clinton
and then-Prime Minister Miyazawa. The Framework provides for "an ongoing set
of consultations anchored in bi-annual meetings between the President and Prime
Minister." In addition to a joint global cooperation effort in such areas as the envi-
ronment and technology, the two nations have agreed to concentrate on five areas
or "baskets" initially in the Framework discussions: government procurement, regu-
latory reform and competitiveness, economic harmonization, implementation of ex-
isting agreements and other major sectors (autos and auto parts). Remaining issues
under the SII process are being discussed under the Framework. These discussions
will include, but not be limited to, such issues as enhanced comr tition policy, for-
eign direct investment, buyer/supplier relationships, reform of the regulatory proc-
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ems and more transparent administrative procedures, as well as continued efforts to
reform the distribution system, including import procedures.

Government spending policy has given an indirect boost to the competitiveness of
" a number of Japanese Fndustries. Ini the past, the Government directed considerable

public and private resources to targeted priority areas, but has been moving away
from such Industrial policy measures, partly in response to criticism of exprt-ori.
ented policies by Japan's trading partners. The Japanese Government continues to

omote high etechnsoog cooperation among firms and plays a direct role in organiz.
Ing thew efforts, ussng off.'udget resources and small amounts of appropriated
funds to contribute to investment projects and government-private sector efforts.
4. Debt Management Policies

Japan Is the world's largest net creditor. It is an active participant together with
the United States in International discussions of the developing country indebted.
ness issue In a variety of fora.
5. Significant Barriers to U.S. Exports

Over the past few years, the Government of Japan has removed most formal bar-
riers to the import of goods and services. Import licenses, which are still technically
required for allgoods, are granted on a pro forma basis with limited exceptions
(fish, leather good and some agricultural products). Japan's average industrial tar-
iff rate is one of the lowest In the world, at around two percent, and Japan has
made further tariff reduction offers in the Uruguay Round Market Access negotia-
tions. The successful conclusion of the Uruguay Round negotiations will further re-
duce trade barriers in a number of areas, such as agriculture (where Japan an-
nounced that it would lift its ban on rice imports), manufactured goods (where the
United States has proposed the mutual elimination of tariffs for major industrial
sectors), and the services sector.

U.S. and Japanese negotiators have concluded agreements over the past four
years to improve access to Japan's market in the areas of supercomputers, commer-
cial satellites, semiconductors, construction, wood products, paper, and government
computer procurement. In addition, the Government of Japan agreed to ease rules
on value-added telecommunications services, to strengthen copyright protection for
U.S. music recordings, and to resolve disputes involving amorphous metals and ma-
chine tools. Discussion of market barriers in the areas in which there are existing
bilateral arrangements continues under the Framework process. The Framework
Agreement identifies three priority areas (government procurement, insurance, and
autos and auto parts) for which there should be agreements on market access in
place by February, 1994.

Taris and quotas are not the greatest current obstacles to selling into the Japa.
nese market. Instead of tariffs and official discrimination against imports, American
exporters, in areas ranging from glass to auto parts face a number of less visible,
but nonetheless real, barriers that raise costs and inhibit access. These include gov-
ernment red tape, government toleration of collusive business practices, exclusion-
ary private business practices, an outdated and fragmented distribution system, and
insular attitudes by both government of#.c,:;.ls and private businessmen.

Services: Impediments to trade in r,.!rvices have becomeprominent on the U.S.-
Japan trade agenda in recent years. The United States and JIs an concluded accords
partially liberalizing access to the legal services market (198?), promoting free and
open procurement of construction services and goods (1988 and' 1991), and easing
restrictions on telecommunications services (International Value-Added Networks 1,
1988; Cellular phones, 1989; International Value ,dded Networks Ii, 1990). In re-
cent years, Japan has eased some restrictions on financial services, though there are
remaining barriers in a wide range of these services. These remaining barriers are
under discussion in the Framework. Foreign architectural design and construction
firms continue to encounter difficulties in competing for construction contracts set
by Japanese Government agencies. The 1988 Major Projects Arrangement estab-
lished leaner and more transparent procedures for foreign bidders. In 1991, the ar-
rangements were revised to improve the procedures. In reviews since that time, the
United States has made a number of concrete suggestions to improve the operation
of the MPA. Finally, in April 1993, USTR designated Japan under Title VI [for dis-
criindatory procurement practices in the public works procurement sector. Follow-
ing the announcement in October that the Government was committed to fundamen-
tal reform of the bidding, the deadline for U.S. sanctions against Japan was post-
poned until January 20, 1994. In addition, despite partial-liberalization of legal
services in 1987, Japan maintains major restrictions in that area including prohibi-
tion on employment of or partnership with Japanese lawyers. These difflcultics are
the subject of ongoing bilateral talks. In September 1992, the Government of Japan
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established a study commission on the issue to assess the degree to which the re.
strictions on foreign lawyers obstruct free and fair trade. ThM commission has is-
sued its report, which calls for minimal changes in the current system. It touches
slightly on the partnership issue, but supports the continued ban on a foreign law.
yer employing a Japanese lawyer. The US. and the rest of the foreign legal commu-
nity are now studying the commission's proposal.

Government procurement: Government procurement in Japan conforms to the let-
ter of the General Agreement on Tariffs and Trade (GATT) Procurement Code. In
November 1991, Japan agreed to implement procedural improvements unilaterally
that will increase opportunities for foreign U.S. suppliers. The United States will
continue to monitor Japanese government procurement to assure that U.S. firms are
given an opportunity to compete fairly and openly. Government procurement is a
priority area under the Framework, with the U.S. seeking specific agreements in the

telecommunications and medical technology sectors.
Standards: The Government of Japan-has simplified, harmonized and, in some

cases, eliminated restrictive standards in order to follow international practices in
many areas. For example, the 1985-87 Market Oriented Sector Selective (MOSS)
Talks resolved a host of standards problems and set in motion a continuing dialogue
through MOSS follow up meetings of experts. In some cases, advances in technology
make current standards outdated and restrictive; in other cases, Japanese indust7
supportsunique safety standards which have the effect of limiting competition. Fi-
113ly, bureaucratic inertia and desire to maintain power inhibits further simplifica-
tion of standards. Standards problems continue to hamper market access in Japan.

Foreign investment: As a result of a Japanese Government commitment in the
SI, foreign investment into Japan in most sectors is now subject to only ex post
notification to the Ministry of Finance (MOF). (Previously, all foreign investors were
required to notify MOF of their intention to invest 30 days before the investmenttoplace.) Japan continues to restrict foreign investment in certain sectors, includ-
ing aircraft, space development, atomic energy, agriculture, fisheries, forestry, oil
and gas production and distribution, leather and leather product manufacturing,
and tobacco manufacturing. In addition, foreign Investment in the banking and se-
curities industries is subject to a reciprocity requirement. Japan provides foreign in-
vestors national treatment after entry with limited exceptions notified to the Orga-
nization for Economic Cooperation and Development (OECD). The Japanese Govern-
ment does not employ local equity requirements, export performance requirements,
or local content requirements. The-Japanese Government has not forced foreign in-
dividuals or companies to divest themselves of investments. Japanese law allows
foreign landholding, and foreign investors may repatriate capital and profits readily.
At the same time, foreign direct investment in Japan is significantly lower than in
other major G-7 nations. There are a number of factors behind this situation, in-
cluding the legacy of many years of active Japanese government discouragement of
foreign investment. The major problem, however, is the high cost of doingbusiness
in Japan which makes the rate of return on investments here far lower than other
alternatives. The Government of Japan has taken some initial steps to provide in-
centives to foreign investors. This issue is also under discussion in the Framework.

The acquisition of existing Japanese companies is difficult due in part to cross-
holding of shares among allied companies, and a low percentage of publicly traded
common stock. The difficulty of acquisition of existing companies inhibits foreign in-
vestment.
6. Export Subsidies Policies

Japan adheres to the OECD Export Credit Arrangement, including the agreement
on the use of tied aid credit. The Government of Japan subsidizes exports as per-
mitted by the OECD arrangement, which allows softer terms for export financing
to developing nations. Of the roughly $15 billion that Japan has committed for offi-
cial development assistance in 1993, slightly more than halft has been earmarked
for loan aid. In this area, Japan has virtually eliminated Japan-tied aid credits and
now extends about 90percent of its loan aid officially under untied terms. But U.S.
exporters continue to face difficulties in competing due to (1) the use of Less Devel-
aped Country (LDC) untied aid, where bidding is only open to Japanese and LDC
firms; (2) tied feasibility studies (provided by grant aid) for untied (loan aid) projects
which result in project specifications more suited to Japanese than U.S. bidders; and
(3), perennial lack of transparency of ODA policies andprocedures. These programs
are the subject of continued discussions with the OE(D. Japan exempts exports
from the three percent VAT-like consumption tax initiated in April 1989. This provi-
sion does not appear to have any significant impact on a manufacturer's decision
to sell domestically or export.
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7. Protection of U.S. Intellectual Property R'hts
Japan is a party to the Bern, Paris an niversal Copyright Conventions and the

Patent Cooperation Treaty. Japan's Intellectual Property Rights (IPR) regime af.
fords national treatment to U.S. entities. Under the bilateral Framework Agree-
ment's intellectual property working group, the two governments are seeking agree-
ment by July 1994 on a range of patent, trademark, and trade secrets issues of-con-
cern to US. companies.

Patents: Average patent tendency in Japan is one of the longest. among developed
countries, averaging over five years from application to grant. Thie average patent
examination portion of the pendency period has been reduced from-about 37 muciths
to 30 months, with further efforts planned to reduce this period to a 24 month-maxi.
mum. Coupled with the practice of laying open all applications to public inspection
18 months after filing, the long patent pendency period results in a long period of
public access to the application without effective-legal protection. Many Japanese
firms use the patent system as a tool of corrate strategy, filing many applications
to cover slight variations in known technology, a practice facilitated by access to
previously laidon applications and the patent law's compulsory licensing provi-
sions for dependent patents. U.S. filers often find that their Japanese rights are
closely circumscribed by prior filing of applications for a very similar invention or
process. The need for individual responses to multiple patent oppositions often in-
creases delay and processing costs. Moreover, patent examiners and Japanese courts
interpret patent applications narrowly and the courts adjudicate cases slowly. Japa-
nese patent law lacks a doctrine of equivalence and civil procedure lacks a discovery
procedure to seek evidence of infringement.

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

Copyrights: The Agency for Cultural Affairs under the Japanese Ministry of Edu-
cation has convened a panel of experts tasked with recommending how copyright
protection now granted to computer software in Japan should be weakened to allow
decompilation and reverse engineering. A decompilation right would damage many
U.S. software companies by allowing Japanese companies to dissect U.S. software
and take some of the creative elements that are protected under U.S. law. U.S.
Trade Representative Kantor and Secretary of Commerce Brown have written to Ja-
pan's Ministers of Trade and Industry and Education expressing strong concern and
urging that no revisions be made to weaken Japan's copyright law.

The Japanese have cited as a reason for this study two 1992 U.S. court cases and
the EC Software Directive. The two U.S. cases allow decompilation only in very un-
usual circumstances and U.S. Government representatives have explained to Japa-
nese officials that these cases are very limited in scope and precedental effect. A
weakening of computer software protection in Japan would be likely to have an ad-
verse effect on U.S. software companies active in Japan and would not be accept-
able.

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

While Japan's new Trade Protection Law, enacted in 1990, is a step forward from
protection by ordinary contract, it is still very difficult to get an injunction against
a third party transfieve of-purloined trade secrets.
8. Worker Rights

a. The Right of Association.-The Right of Association as defined by the Inter-
national Labor Organization (ILO) is protected in Japan.

b. The Right to Organize and Bargain Collectively.-The right to organize, bargain
and act collectively is assured by the Japanese constitution. Approximately 25 per-
cent of the active work force belongs to labor unions. Unions are free of government
control and influence. The right to strike is implicitly assumed by the constitution,
and it is exercised frequently. Public employees, however, do not have the right to
strike, although they do have recourse to mediation and arbitration in order to re-
solve disputes. In exchange for a ban on their right to strike, government employees'
pay raises are determined by the Government,-based on a recommendation by the
Independent National Personnel Authority.
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c. Prohibition of Forced or Compulsory Labor.-The Labor Standards Law pro-
hibits the use of forced labor and the law is vigorously enforced.

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

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

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

Extent of U.S. Investment in Selected Industries.-U.S. Direct
Investment Position Abroad on an Historical Cost Basis-1992

[Millions or U.S. dollars]

Category Amount

Petroleum ............................................................................... 4,768
Total M anufacturing .............................................................. 11,920

Food & Kindred Products................................0 666
Chemicals and Allied Products ......................................... 2,790
Metals, Primary & Fabricated .......................................... 225
Machinery, except Electrical ............................................. 3,540
Electric & Electronic Equipment ...................................... 1,327
Transportation Equipment ................................................ 1,573
Other Manufacturing ......................................................... 1,799

W holesale Trade ..................................................................... 5,424
Banking ................................................................................... 200
Finance and Insurance .......................................................... 2,707
Services ................................................................................... 584
Other Industries ..................................................................... 609
TOTAL ALL INDUSTRIES .................... ............... 26,213

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

SOUTH KOREA

Key Economic Indicators
[Billions of Korean won unless otherwise noted]

1991 1992 11993

Income, Production, and Employment:
Real GDP (1985 prices)2......... .......... 142,633 149,463 156,488
Real GDP Growth (pct.) ........... ........... 8.5 4.8 4.7
GDP (at current prices)3.... .............. 208,201 231,727 256,058
By Sector.

Agriculture/Forestry/Fisheries .............. 16,566 17,682 N/A
Mining and Manufacturing.......59,503 64,021 N/A
Electricity/Gas/Water .................... 4,240 4,979 N/A
Construction ... ....................... 32,320 38,469 N/A
Financial/Real Estate/Business Services 32,320 38,469 N/A
Other Services......... ................ 47,208 52,510 N/A
Government Services ............................. 16,043 18,939 N/A
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Key Economic Indicators-Continued
[Billions of Kmoean won unless otherwise noted

1991 1992 1193

Net Exports of Goods and Services ................... -5,290 -2,401 N/A
Real Per Capita GDP (000's of won at 1985

prices) ............................................................... 3,300 3,422 3,555
Labor Force (000's) ............................................. 19,011 19,384 20,200
Unemployment Rate (pct.) ................................. 2.3 2.4 2.9

Money and Prices (annual percentage rate):
Money Supply (M2) ............................................. 18.6 18.4 19.0
Yield on Corp. Bonds (pct.)5 ..................... 18.9 16.2 12.9
Personal Saving Rate s ....................................... 28.2 26.9 N/A
Retail Inflation .............. ............................... 9.3 6.2 5.1
W holesale Inflation ............................................. 4.7 2.2 1.5
Consumer Price Index (1990 base) .................... 109.3 116.1 122.0
Average Exchange Rate (US$11,000 WON) ...... 1.363 1.280 1.245

Balance of Payments and Trade (millions of U.S.
dollars):

Total Exports (FOB) 4 ......................................... 71,870 76,632 82,800
Exports to U.S ................................................. 18,559 18,090 18,200

Total Imports (CIF)4 .......................................... 81,525 81,775 84,900
Imports from U.S ............................................ 18,525 18,287 17,500

Aid from U S ...................................................... 0 0 0
Aid from Other Countries .................................. 0 0 0
External Debt 5 .................................................... 39,100 42,800 45,000
Debt Service Payments ...................................... 5,060 5,500 6,000
Good and FOREX Reserves ............................... 13,733 17,154 20,000
Trade Balance4 (cust. basis) .............................. -9,655 - 5,143 - 2,100

Balance with U.S. (cust. basis) ...................... -335 -197 700
N/A-Not available.
11993 Figures are all estimates based on first half data.
SGDP at factor cost.
Figures are average annual interest rates.

4 Merchandise tradd
$Includes non.guaranteed private debt.

1. General Policy Framework
The South Korean government's economic policies have traditionally emphasized

rapid export-led development, protection of domestic industries, and the reduction
of the Republic of Korea's large external debt. Government intervention in the econ-
omy to promote these objectives has been pervasive throughout the post-Korean war
era. Restrictions on foreign participation in the economy through trade and invest-
ment have been common. In the latter part of the 1980s, removal of explicit import
prohibitions and steadily increasing domestic demand began to push Korea toward
a more mature stage of economic development. Some Korean policy-makers recog-
nize the need to deregulate and modernize, but are still influenced by the dirigism
ofpast governments.

KoreaT s economy is undergoing a difficult transition period characterized by
growth at comparatively low levels and policy uncertainty. After a disappointing rise
of 4.7 percent in 1992 real GNP in first half 1993 grew by a relatively meager 3.8
percent over the year before. Businesses are concerned that economic activity in the
second half will be weakened by the government's "real name" decree outlawing
alias bank accounts. That act, though conducive to long term efficiency, will squeeze
credit for small businesses unless they can rapidly shift to institutional borrowing.
Real GNP growth in 1993 will roughly match last year's level of 4.7 percent, and
is expected to be followed by a moderate acceleration to 6.3 percent in 1994. By con-
trast, Korea experienced double-digit real growth in the 1986-1991 period.

President Kim is hoping to jump-start economic growth. Stabiliation programs
enacted in early 1992 by ex-president Roh Tae Woo had lowered Korea's inflation
rate and narrowed the current account deficit by the time President Kim assumed
office in February 1993. Although several key advisors urged continued stabiliza-
tion, the new President, alarmedby sharp declines in investment spending, decided
to ease policy. His "100 days" plan lowered interest rates, increased credit lines for
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business and promised accelerated spending on public investment. The draft
FY1994 budget endorsed by the government in late-September 1993 proposes a 13.7
percent general sending increase over the previous year, with large expenditure in-
creases planned or public investment, research and development and small busi-
ness support. Although nominally balanced, revenue shortfalls will probably result
in a moderate deficit of about one percent of GNP, financed partly by bond sales
and partly by money creation. To promote growth, the Bank of Korea has permitted
the money supply to rise four to five percentage points beyond its original 1993 tar-
get of 17 percent.

Korea's current account deficit narrowed to about $1.0 billion in first half 1993
from $4.5 billion in first half 1992. This remarkable shrinkage was derived pri-
marily from trade flows, as capital goods imports fell due to weak domestic facility
investment and exports, aided by the depreciation of the won against the yen during
1993, held up. Korea has succeeded during the 1990s in diversifying away from slow
growth OECD markets in favor of China, the ASEAN nations and Latin America.
The current account deficit will fall to $770 million in 1993, and could shift into sur-
plus the following year. The general slowdown in the Korean economy is affecting
demand for U.S. products. U.S. exports to Korea declined in 1992 by $600 million,
and will decline another $787 million in 1993. The U.S. bilateral trade balance with
Korea, based on Korean customs data; is estimated to shift from a surplus of about
$200 million in 1992 to a $700 million deficit in 1993.

Korea has halved its inflation rate since the start of the decade, and consumer
prices in August 1993 rose only 4.4 percent over 1992 levels. The government is ap-
pealing to businesses to avoid price hikes in 1993 in order to share the pain of ad-
justment. Wage demands, which intensified 6ver the last few years with the eclipse
of authoritarian rule, began to moderate in 1993, supporting a forecast of contained
inflation. Government incomes policy for 1993 calls for a freeze on civil service sala-
ries and private sector wage increases of 4.7 to 8.9 percent depending on firm size.
In fact, according to the Korean Employers' Federation, wage increases at the na-
tion's top thirty conglomerates averaged just 3.71 percent at end August 1993, about
one percentage point below the guideline.

Much uncertainty surrounds President Kim's long range economic policies. The
government's five year plan released in early July 1993 foresees sustained annual
real GNP growth of seven percent, raising per capita incomes from $6,800 in 1992
to $14,000 by 1998, and promises a "new Korea" of liberalized domestic and inter-
national policies. The spirit and scope of the plan are ambitious and encouraging,
but details are lacking and its implementation schedule is back-loaded toward the
end of the period. The language of the plan suggests that certain markets, like for-
eign exchange, may be subject to regulation even after 1998. Also, the bureaucracy
can and often does frustrate efforts to implement change. While many of Korea's
leaders recognize that reform is essential for a nation that aspires to OECD mem-
bership in the mid-1990s, the ministries and the industrial and agrarian interests
which derive power and protection from the old system will undoubtedly fight de-
regulation.
2. Exchange Rate Policies

The won fell gradually against the dollar in 1993. Between January and Septem-
ber 1993 the won depreciated about 2.8 percent against the dollar, closing at 811.1
won per dollar on September 21. The real effective devaluation of the won during
the same period was about six percent. 6 n the plus side for U.S. exporters, the
sharp appreciation of the yen against the dollar should help U.S. capital goods sup-
pliers challenge Japan's position as the dominant equipment supplier to Korea.

The U.S. Treasury reported to the U.S. Congress in November 1993 that it found
no evidence of direct exchange rate manipulation by the Korean authorities to gain
competitive advantage. However, the Treasury noted that stringent foreign ex-
change and capital controls distort trade and investment flows and frustrate the
emergence of a truly market-determined exchange rate.
3. Structural Policies

South Korea's economy is based on private ownership of the means of production
and distribution. The government, however, has actively intervened in the South
Korean economy through low interest "policy loans," and discretionary enforcement
of regulatory policies. This has resulted in a high degree of concentration of capital
and industrial output in a small number of large business conglomerates, or
"chaebols." The most recent Korean government estimates indicate that the 30 larg-
est chaebols account for 45 percent of the total capital of the domestic financial sec-
tor, and 28 percent of totaf manufacturing capacty. The Korean government uqeR
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tax audits and a tight grip on the financial sector to maintain effective control overKorean industryHistorically dth import regime in Korea was structured to allow easy entry of raw

materials anA capital equipment needed by competitive export industries while
consumer imports were severely restricted. Since the mid-1980s the Republic of
Korea has eliminated most explicit import prohibitions outside of the agricultural
area. Many of the problems US. exporters now experience in South Korea are root-
ed in the maze of regulations which make up complicated licensing requirements,
rules for inspection and approval of importedgoods, country of origin marking re-
quirements, and other standards often inconsistent with international norms.

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

In June 1993, the undersecretary-level Economic Sub-Cabinet launched the Dia-
logue for Economic Cooperation (DEC), a year-long intensive effort to address sys-
temic issues of deregulation and economic cooperation. The DEC was endorsed by
Presidents Clinton and Kim during their July 1993 meetings in Seoul. The DEC has
agreed to establish counterpart groups to examine specific problems in the areas of
taxation, administrative procedures, import clearance, and investment. Other
groups may be formed later. These groups will report at the next Economic Sub-
cabinet meeting in June of 1994. Both governments expect that the DEC will result
in an easing of-regulatory barriers in the two economies and expanded business op-
portunities.
4. Debt Management Policies

Korea's gross foreign debt will reach an estimated $45 billion by the end of 1993,
while debt service as a share of goods and service exports remains in the com-
fortable six percent range. Net foreign debt, taking into account Korea's approxi-
mate $35 billion in overseas assets, was just under $10 billion at the end of June
1993.

In 1995 the Republic of Korea will graduate from its status as a World Bank loan
recipient. In September 1991 the government formally filed a graduation plan which
included a four-year phaseout period agreed upon with World Bank officials.
5. Significant Barriers to U.S. Exports

As formal barriers to imports have fallen, Korea has raised new, more subtle, sec-
ondary barriers that effectively prevent the widespread liberalization envisioned
under the major trade initiatives of the late 1980s. Korean tariff rates remain high-
er than the average rates of developing countries. After a one-year delay in 1990,.Seoul has continued its five-year tariff reduction plan. As of January 1994, Korean
tariff rates will average 7.9 percent. However, significant peaks will remain in the
agricultural area, particularly in products of major interest to the United States.

Korean safeguard regulations permit the government to impose special "emer-
gency tariffs" of up to 100 percent on imported goods to protect domestic industry.Seoul also uses "a~ustment tariffs" to cushion the impact of liberalization of import
restrictions. In 1993 Korea removed canned pork from the list of U.S. products af-
fected by emergency tariffs. Batteries and glass products remain on the list.

One of the most pervasive remaining formal barriers to U.S. exports to Korea is
the restriction on the ability to import on credit. Use of limited deferred payment
terms (generally 60-90 days) is restricted to items with a tariff of ten percent or
less, which are generally raw materials. Use of deferred payment terms for other
goods requires a license from the Foreign Exchange Bank and permission from the
Governor of the Bank of Korea; permission is rarely granted. U.S. firms estimate
that they could increase exports by up to one third if Korean firms were allowed
to buy on credit.

Licenses are required for all imports to Korea, but they are usually granted auto-
matically, except for prohibited or regulated goods. These goods now include around
150 mostly agricultural products. Under Korea's agreement to phase out its GATT'
balance of payments (BOP) restrictions, the government is committed progressively
to eliminate most of these import restrictions by 1997. To date, BOP liberalization
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of aadcultural products has been largely limited to products with little import po-
tential. The find tranche of products for liberalization will be announced hi Maich
1994.

Korea agreed in the Uugnay Round to eliminate balance of payments restrictions
on beef byDecember 31, 2000. A July 1993 US.-Korea bilateral beef agreement out.
lines minimum market access levels for 1993 through 1995. Under this agreement,
operation of the current "simultaneous-buy-sell-system" (SBS) portion of the market
will be greatly improved by the prohibition of the active involvement of the Korean
government. The number of SBS participants will also increase during the course
of the agreement to include non-tourist hotels, meat processors, and many super-
markets, as well as the tourist hotels and others who currently have access to the
system.

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

On January 1, 1993 a Prime Ministerial Decree took effect, outlining improved"procedures for standards and rule-making, Including a requirement for public notice,
minimum comment periods, and an a ustment period prior to implementation.
However, the decree does not have the force of law. Seoul has said that it plans to
introduce a full-fledged Administrative Procedures Act in 1995. Administrative pro-
cedures is one of the principal topics of discussion in the DEC. The United States
hopes to influence the plans for the Administrative Procedures Act and to have an
impact on intermediate regulations that are proposed and implemented between
now and 1995.

Investment in most professional services remains restricted for foreign firms in
Korea.

The significant barriers to U.S. investment in Korea are one of the key areas of
discussion in the DEC. Korea systematically targets favored industries for develop-
ment through the provision of low interest "policy loans." US. investments often do
not receive national treatment under Korean law or in practice. Also, foreign-in-
vested firms face other discriminatory lending practices by domestic financial insti-
tutions and restrictions on access to offshore funding, including offshore borrowing,
intra-company transfers, and inter-company loans. Foreign equity participation re-
quirements remain in some sectors. In some, only joint ventures are permitted, and
in others foreign equity participation is restricted to less than 50 percent. Land
ownership by foreign individuals and firms is restricted, although pending legisla-
tion would ease the problem somewhat. Although the Korean government is moving
to expand the number of sectors in which only notification of a foreign investment
is required, government approval of investment is still needed in many sectors.
These approvals often are time consuming to obtain, sometimes taking years. How-
ever, even in sectors in which notification is allowed, the government-reserves the
right to reject notification of a proposed investment. Downstream services by foreign
firms, including distribution, remain restricted.

The government has done little to educate a public accustomed to a closed domes-
tic market on the benefits of imports, particularly to consumers. Most Koreans have
been taught that imports are, by definition, luxury goods and somehow unpatriotic.
The government has encouraged regular "frugality cam ains against "over-con-
sumption' that hit consumer imports particularly hard. While the government has
privately pledged not to target imports, it has not publicly objected to rallies againstforeign cigarettes or promotion of unfounded imported food safety scares by govern-
ment.funded "consumer groups." Domestic industry often puts pressure on the gov-
ernment to use its authority against foreign companies. In 1993, foreign firms in
the recently-liberalized cosmetics sector simultaneously were undergoing customs
valuation audits and-investigation of their import procedures. Numerous press arti-
cles negatively highlighted the increase in sales of foreign cosmetics and the amount
of floor space devoted to their display by department stores. The Korean press fre-
quently airs reports that the office of national taxation will audit individuals who
travel excessively abroad or spend too much on so-called luxury goods.

The streamlining of Korea s complex import clearance procedures was an impor-
tant topic under the Presidents' Economic Initiative in 1992. Korea is now imple-
menting PEI recommendations for improvement of customs and import clearance
procedures and is building on them in the DEC. A new customs subgroup has been
established to deal with the long term implementation of improvements in the Ko-
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rman import clearance system. The subgroup will contribute to the final DEC report
scheduled for the spring of 1994.

Korea has agreed to join the new GAI'T Government Procurement Code. For
Korea, the Code will be effective January 1, 1997.
6. Export Subsidies Policies

Since the early 1960s, Korea has eliminated several indirect export subsidies, in-
cluding the special depreciation allowance fbr large exporting firms and overseas
construction firms. In 1988, Korea terminated the provision ofrexport loans to large
firms not affiliated with business conglomerates. However, in response to Korea s
growing trade deficits, the government resumed the provision of short-term export
loans to large exporting firms in April 1992.

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

In February 1993 Korea launched a new comprehensive plan to strengthen intel-
lectual property rights (IPR) protection and the enforcement of IPR laws. The so-
called special enforcement program was originally scheduled to run three months,
but was later extended to ten months. It includedthe establishment of an informa-
tion network on cases and twice-weekly raids on markets. Key trouble areas such
as the electronics markets in Seoul and Pusan, were targeted more often. Korean
authorities ave high priority to the prosecution of IPR-related cases. For the first
time, IPR offenders routinely spent time in jail and paid fines. The government also
announced plans to increase the penalties for copyright infringement and to amend
the customs law to strengthen IPR enforcement for imports and exports of copyright
and trademark goode.

As a result o/this concentrated push, the U.S. government elected not to upgrade
Korea to "priority foreign country" status in the April 1993 Special 301 review. How-
ever, Korea was retained on the "priority watch list" and scheduled for an out-of-
cycle review. The American business community, encouraged by the new signs of a
serious approach to IPR by the Korean government, supported the U.S. govern-
ment's decision. The out-of-cycle review was conducted in the Fall of 1993; Korea
remained on the "priority watch list."

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

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

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

Following the 1986 agreement, Korea had some immediate success in curbing
pirating activities particularly in the area of printed materials, through the use of
iax and trademark infringement laws. However, until the advent of the 1993 special
enforcement campaign, relatively little attention was given to the problem of piracy
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in the area of sound recordings. One of the chief successes of the new IPR regimehas been the establishment ot a mechanism for reviewing registration applications
that tracks the ownership of both pre- and post-1987 works. The continued effective
management of the registration system for these works-and follow.up in order to
destroy filegaly-produced or imported copies--will be key concerns in future evalua.
tions of Korea's IPR rme.

Software piracy continues to be widespread. The Korean authorities have con-
ducted raids on retailers and wholesalers, but have given relatively low priority to
large end-users. The few raids that have been conducted on training schools and
other end-users have sparked significant purchase orders to legitimate vendors.

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

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

New technologies: In November 1992, the National Assembly passed legislation to
extend IPR protection to semiconductor mask works. The legislation is currently
under review by the U.S..Government. If the Korean law is compatible with US.

law Korea could seek reciprocal protection for its chips under U.S. law, provided
it demonstrates that no "unauthorized duplication' is occurring. Preliminary re-
views indicated that the compulsory licensing provisions of the Korean law may pre-
vent reciprocal recognition.

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

Korea is a party to the Paris Convention for the Protection of Industrial Property,
the Patent Cooperation Treaty, the Universal Co right Convention, the Geneva
Phonograms Convention, and is a member of the World Intellectual Property Orga-
nization. In November 1992, the National Assembly ratified the United Ytates-
Korea Patent Secrecy Agreement signed in January 1992.
8. Worker Rights

a. The Right of Association.-The Constitution gives workers, with the exception
of most public service employees and teachers, the right to free association. There
are, however, blue collar public sector unions in railways, telecommunications, the
postal system, and the national medical center. The trade union law specifies that
onl•y one union is permitted at each place of work, and all unions are required to
notify the authorities when formed or dissolved.

In the past the government did not formally recognize labor federations which
were not part of, nor affiliated with the country's legally recognized labor confed-
eration-the Federation of Korean Trade Unions (FKTU). In 1993 however, the
Labor Ministry officially recognized independent white collar federations represent-
ing hospital workers, journalists, financial workers, and white collar employees in
construction companies and government research institutes. In practice, labor fed-
erations not formally recognized b the Labor Ministry existed and worked without
government interference, except irthe authorities considered their involvement in
[abor disputes harmful to the nation.

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

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

Since July 1991, South Korea has been suspended from US. Overseas Private In-
vestment Corporation (OPIC) insurance programs because of a lack of significant
progress in worker rights.

b. The Right to Organize and Bargain Collectively.-The Constitution and the
Trade Union Law guarantee the autonomous right of workers to enjoy collective bar-
gaining and collective action. Although the trade union law is ambiguous, the au-thorities, backed up by the courts have ruled that union members cannot reject col-
lective bargaining agreements (C&AS) signed by management and labor negotiators.
Nonetheless, union members continue to eject CBAS agreed to by labor and man-
agement negotiators. Extensive collective bargaining is practiced. Korea's labor laws
do not extend the right to bargain collectively to government employees, including
employees of state or public-run enterprises and defense industries.

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

U.S. executives sometimes complain that Korean law is biased toward labor, cit-
ing the government's reluctance to enforce management rights during a spate of
strikes at foreign-owned banks in the Summer and Fall of 1993. However, in early
November government arbitrators did rule in favor of a major U.S. bank, thereby
ending a prolonged strike.

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

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

e. Acceptable Conditions of Work.-Korea implemented a minimum wage law in
1988. The minimum wage level is reviewed annually. Companies with fewer than
ten employees are exempt from this law, and some still pagy elow-minimum wages.
The Labor Standards and Industrial Safety and Health Laws provide for a maxi-
mum 55-hour workweek. Amendments to the Labor Standards Law passed in March
1989 brought the maximum regular workweek down to 44 hours. According to the
Ministry of Labor, the average Korean worker worked 47.5 hours per week, includ-
ing overtime, in 1992.

The government sets health and safety standards, but South Korea suffers from
unusuarIly'high accident rates. The Ministry of Labor employs few inspectors, and
its standards are not effectively enforced.

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 to a lesser degree electric and electronic manufacturing. Work-
ers in these industrial sectors enjoy the same legal rights of association and collec-
tive bargaining as workers in other industries. Manpower shortages are forcing
labor-intensive industries to improve wages and working conditions, or move off-
shore. Working conditions at U.S.-owned plants are for the most part better than
at Korean plants.

Extent of U.S. Investment in Selected Industries.-U.S. Direct
Investment Position Abroad on an Historical Cost Basis-1992

(Millions of U.S. dollars

Category Amount

Pat ln ..m ...................................................................... 67
Total Manufacturing................................ 1,140
I



75
Extent of U.S. Investment in Selected Industries-U.S. Direct

Investment Position Abroad on an Historical Cost Basis-1992--Continued
Miions of US. do"laus)

Cateapy ' Amount

Food & Kindred Products .............. 240
Chemicals and Allied Products ......................................... 215
Metals, Primary & Fabricated ......................................... .33
Machinery, except Electrical ............................................. 38
Electric & Electronic Equipment ...................................... 176
Transportation Equipment ................................................ 53
Other Manufacturing............................*386

Wholesale Trade ................................................................:276
Banking ................................................................................... 1,122
Finance and Insurance .......................................................... 165
Services ................................................................................... 25
Other Industries. ..................................... -17
TOTAL ALL INDUSTRIES ................................................... 2,779

source: U.S. Department ot Commerce, Bureau or Economic AnalysiW

" MALAYSIA

Key Economic Indicators
[Millions of Malaysian ringgit unless otherwise noted]

1991 19 11993

Income, Production, and Employment:
GNP (Current prices) ......................................... 123,548 140,267 159,043
Real GNP Growth (pct.) ..................................... 11.5 13.5 13.4
Real GDP (1978 prices) ...................................... 86,332 93,071 100,475
Real GDP Growth (pct.) ..................................... 8.7 7.8 8.0
By Sector.

Agriculture..............14,795 15,432 15,895
Manufacturing ................................................. 24,307 26,859 30,216
Mining and Petroleum .................................... 7,952 8,088 7,991
Utilities ......................................................... 1,697 1,931 2,153
Construction .................................................... 3,250 3,615 4,013
Whole and retail trade .................................... 10,091 11,165 12,315
Financial Services ........................................... 8,733 9,607 10,664
Government Services ...................................... 8,964 9,466 9,892
Other Services ................................................. 1,831 1,977 2,125

Real Per Cap. GDP ("78 bps) .............................. 4,747 5,002 5,275
Labor Force (000s) .............................................. 7,247 7,441 7,646
Unemployment Rate (pct.).........*. .......... 4.3 4.1 3.0

Money and Price:
Money Supply (M2)2 .......................................... 96,092 114,481 122,316
Prime Rate (pct.)2............9.5 9.5 8.2
K1lbor (12 month)2 ............................................ 8.78 8.05 6.57
Nat. SavingW/GNP (pct.) .... ................. 28.0 32.6 35.4
Investment/GNP (pct.) ........................................ 25.3 34.2 22.8
Inflation (CPI)..................................................... 4.4 4.7 3.8
Exchange Rate (avg. MM) ................................ 2.75 2.55 2.57

Balance of Payments and Trade:
Merchandise Exports .......................................... 92,220 100,910 116,979

Exports to US. (FAS) a.......... ........ 16,780 20,984 23,400
Merchandise Imports .. ................... 90,771 92,311 103,752

Imports from US. (CV)s ............. ........ 10,725 11,122 14,700
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Key Economic Indicators.-Continued
[Millions of Malaysian ringgit unless otherwise noted)

1991 199 '1993

Services (Net) ...................................................... -13,058 -12,958 - 12,876
Current Account ............................................. -11,507 -4,200 511
Merchandise Trade Balance ............................... 1,449 8,599 13,227

Trade Balance With US ................................. 6,055 9,862 8,700
Aid from US ....................................................... 1.5 1.5 0
Foreign Debt ........................................................ 43,787 42,661 47,192
-Public Sector...........37,075 32,323 34,614
-Private Sector .................................................. 6,712 10,338 12,578
Debt Service Payments4 .................................... 7,166 4,742 4,541
Debt Service Ratio (pet.) .................................... 6.2 5.7 5.2
Official Net Reserves .......................................... 30,444 47,194 57,000

I Malaysian government estimates.
2 1993 Data to October only.
sEmbassy estimates based on DOC data.
4 Excluding prepayments.

I. General Policy Framework
Malaysia has a relatively open, market-oriented economy. Since independence in-

1957, the Malaysian economy has shown sustained growth and has diversified away
from the twin pillars of the colonial economy: tin and rubber. Real GDP growth
averaged six to eight percent from 1964-1984. In 1985-1986, the collapse of com-
modlit prices led to Malaysia's worst recession since Independence with real GDP
gmrowtha negative one percent and nominal GNP falling 11 percent. Since then, the
economy has rebounded, led by strong growth in both foreign and domestic invest-
ment and manufactured goods exports with real GDP growing at an average of over
eight percent. In 1994, real GDP growth is expected to be around 8.2 percent. Ma.
laysia's 1994 federal budget, tabled in Parliament October 29 1993 introduced a
number of significant tariff and fiscal policy changes, which took effect immediately.

The government plays a diminishing role in the Malaysian economy, both as a
producer of goods and services,-and as a regulator. The government or government-.
owned entities dominate a number of sectors, particularly plantations and financial
institutions. Through the National Equity Corporation, the government has equity
stakes (generally minority stakes) in a wide range of domestic companies. These en-
tities are rarely monopolies; instead, they are one (generally the largest) player
among several competitors in a given sector. Since 1986, the government has begun
privatization of many entities, including telecommunications, the national electricity
company, the national airline and the government shipping firm. The Penang Port,
the government Medical Stores and the government motor pool have already been
earmarked for privatization.

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

Fiscal Policy: The government operates a prudent and conservative fiscal policy,
with a surplus in its operating account. With the intention of improving the invest-
ment climate, the government reduced the corporate income tax by two percent from
34 percent to 32 percent In the 1994 budget.

This tax will be further reduced to 30 percent the following year. In addition, the
government extended and increased the rate of reinvestment allowance from 40 per-
cent to 50 percent for all companies for an indefinite period.Monetary: Polcy: Malaysian monetary policy is aimed at controlling price in-
creases while providing adequate liquidity to stimulate economic growth. Monetary
aggrqates are controlled by the Central Bank through its influence over interest
rates in the banking sector, open market operations and, occasionally, changes in
reserve requirements.
2. Exchange Rate Policy

Malaysia has a substantially open foreign exchange regime. The Malaysian cur.
rency, the ringgit (MR), floats against the U.S. dollar. ank Negara (the Central
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Bank) does not specifically peg the rlngglt, but does intervene in the foreign ex-
change market to smooth out fluctuations and discourage speculation In ringgit. It
generally tracks the ringgit's value against a trade-we'h ted basket of currencies in
which the US. dollar has a large weighting. Bank Negara's stated policy is to main-
tain a stable exchange rate which reflects the currency's true underlying value rath-
er than to manipulate the rate to boost exports. Following a three-year period when
the dollar-r t rate traded in a narrow range (MR2.70-MR2.75 per US$), the
ringgit rose rapidly during the first two months of 1992 to MR2.50 per US$, and
then again settled in a narrow range around 2.55.

Payments, including repatriation of capital and remittance of profits, are freely
permitted. Payments to countries outside Mlaysia may be made in any foreign cur-
rency other than the Israeli shekel. No permission is required for payments in for-
eign currency up to MR10,000 (approximately US$3,984). Individual foreign ex-
change transactions above RM10,000 require an exchange control license. For trans.
actions up to RM10 million (US$3.9 million), the license is obtained upon completion
of a simple reporting form. This form can be approved by any commercial bank
without reference to the controller of foreign exchange (part of Bank Negara) pro-
vided certain conditions are met. An individual transaction in excess of MR0lmil-
lion requires the approval of the controller.
3. Structural Policies

Pricing policies: Most prices in Malaysia's economy are market-determined but the
government controls prices of some key goods, notably fuel, public utilities, motor
vehicles, rice, flour, sugar and tobacco. Tariffs overall average about ten percent on
a trade weighted basis and import licenses are required only for a small range of
sensitive items. In 1993, the federal government lowered or eliminated tariffs on
over 600 items in an attempt to defuse domestic inflation, and will take similar ac-
tion for the same reason on over 500 items in 1994. In the agricultural sector, how-
ever, restrictive tariffs and non-tariff barriers distort trade to a certain extent. For
example, the government sets above-world-market farm gate prices for rice and to-
bacco to encourage domestic production and to boost depressed rural incomes. De-
spite this price incentive, the government must import large quantities of rice and
use the profits from reselling the cheaper imports to offset losses from the sale of
domestic rice at retail prices that are fixed below domestic farm prices. In the case
of tobacco, the government presses cigarette manufacturers to use a higher propor-
tion of locally grown tobacco. Imports of tobacco are restrained by high import du-
ties and controlled by the government via the issuance of import licenses.

Tax policies: Income taxes, both corporate and individual, are the largest single
source of revenue for the government accounting for 39.5 percent of government rev-
enue in 1993. Indirect taxes, comprising export and Import duties, excise taxes,
sales taxes, service taxes and other taxes accounted for 35 percent of government
revenue in 1993. The remainder of government revenue comes largely from profits
of state-owned enterprises and the petroleum tax. As of 1994, the government will
reduce the income tax rate on petroleum companies from 45 to 40 percent, and
lower the export tax on crude oil from 25 to 20 percent. Implementation of Malay-
sia's sales tax effectively discriminates against imported food products because it is
collected on all imported food at port of entry while competing domestic foods often
escape taxation. However, the government stepped up efforts in 1993 to fine domes-
tic producers that evade sales taxes.

Regulatory policies: The government encourages foreign and local private invest-
ment. Currently, a foreign investor can hold 100 percent of the equity of a Malay-
sian subsidiary if it exports at least half of its output, has at least 50 percent value-
added domestically (or, failing that, has MR50 million-about US$20 million-in
foreign-funded assets), and does not produce items that compete with those now
being made for the local market.

For companies exporting less than 50 percent of output, foreign equity is generally
limited to a 51 percent share. Since the mid-1980s foreign investors have been able
to buy a maximum of 30 percent equity in firms in the insurance and banking sec-
tors.
4. Debt Management Policies

Malaysia has one of the best foreign debt profiles in the non-industrial world. Ma-laysia's medium- and long-term foreign debt is expected to stand at MR47.2 billion(US$18.7 billion) at the end of 1993, about 28.3 percent of GDP. Malaysia's debt
service ratio declined from a peak of 18.9 percent of gross exports in 1986 to 5.7
percent in 1992 and is expected to decline to 5.2 percent by the end of 1993.

76-160 0 - 94 - 4
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5. Significant Barriers Tb U.S. Exports
High import tariffs on tobacco: To encourage greater use of local tobacco in ciga-

rettes and to maintain high domestic leaf prices, the government levies heavy im.
port tariffs. The present import duty for unmanufactured tobacco is MR50 (US$20)
per kilogram, plus five percent ad valorem. While this policy reduces significantly
leaf imports, the high tariffs appear to have the greatest impact on the cheaper,
lower quality leaf from suppliers other than the United States. Since the duty on
imported leaf tobacco does not vary by quality, it is more economical to import high-
grade U.S. leaf to blend with lower quality domestic tobacco. In 1992, the govern-
ment first proposed an import quota of 1.5 million kilograms for flue-cured tobacco.
The quota was subsequently raised to 2.5 million kilograms. In 1993, the govern-
ment appears to have relaxed its quota as cigarette manufacturers received ap-
proval or licenses to import all the tobacco they requested-about 2.92 million kilo.
grams. Cigarettes are taxed at a rate of MR162 ($64.8) per kilogram.

Heavy import duties on certain high value food products: Duties for processed and
high value products, such as canned fruit, snack foods, and many other processed
foods, range between 20 and 30 percent. In the 1994 budget, import duties on fresh
fruit and food items are reduced to between 10 and 30 percent.

High import duties on alcoholic beverages: The tariffs on all alcoholic beverages
remain unchanged in the 1994 budget (after sharp increases in the 1993 budget).
Duties of wine and beer remain at MR228 (US$91.2) per decaliter and MR74
(US$29.6) per decaliter respectively.

Discriminatory sales tax: Malaysia's sales tax is a single stage tax levied on lo-
cally produced goods ex-factory and on imported goods at the point of entry rather
than at the retail level as in the United States. Some foodstuffs are exempted.

Ban on imports of chicken parts: In 1983, the government effectively closed Penin-
sular Malaysia to imports of chicken parts by ceasing to issue veterinary importper-
mits. The ban was implemented because the European Economic Community alleg-
edly was dumping chicken parts into the Malaysian market. Until January of 1991,
the East Malaysian states of Sabah and Sarawak maintained separate import re-
gimes for poultry products which permitted the import of U.S. chicken. Now, how-
ever, similar bans have been implemented in those states as well. Since the imple-
mentation of the ban, a significant domestic poultry industry has developed and Ma-
laysia now exports relatively large quantities of live poultry and poultry meat to
countries such as Singapore and Japan.

Discriminatory rice import policy: Because subsidized local production satisfies
only part of domestic demand, the National Rice Authority (LPN) imports substan-
tial quantities of rice. LPN is also the sole legal importer of rice. Purchases gen-
erally are made on the government-to.government basis characteristic of some other
Asian countries, notably Thailand. This government-to-government transaction
structure places private U.S. suppliers at a considerable disadvantage. A proposal
to "corporatize" LPN is still being considered after years of debate.

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

Services barriers: Malaysia protects most service sectors. Foreign lawyers, archi-
tects, etc., are generally not allowed to practice in Malaysia. Television advertise-
ments must be largely produced in Malaysia with Malaysian performers unless an
exception is obtained. However, wholly-owned U.S. travel agencies, air courier serv-
ices, motion picture and record distribution companies are permitted.

Financial services: Banking, insurance and stockbroking are all subject to govern-
ment regulation which limits foreign participation. Local as well as foreign banks
are currently not permitted to open new branches or establish off-site automated
teller machines. Foreign-controlled companies are required to obtain 60 percent of
their local credit fromlocal banks. Despite these restrictions, foreign banks account
for more than 25 percent of commercial bank assets. No new insurance or banking
licenses are being granted. Foreign shareholdings in insurance companies are lim-
ited to 30 percent without government approval.However, the two largest insurance
companies are 100 percent foreign owned (one American) and dominate the life in-
surance market, but there are pressures on these firms to divest. The government
has announced that foreigners may hold up to 49 percent of the equity of a stock-
broking firm and said it would consider requests for majority foreign ownership.

Standards: Malaysia has extensive standards and labelling requirements, but
these appear to be implemented in an objective, nondiscriminatory fashion. Food
product labels must provide ingredients, expiration dates and, if imported, the name
of the importer. Electrical equipment must be approved by the Ministry of Inter-
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national Trade and Industry, telecommunications equipment must be "type ap-
proved" by the Department of Telecommunications. Pharmaceuticals must be reg.
istered with the Ministry of Health. In addition, the Standards and Industrial Re.
search Institute of Malaysia (SIRIM) provides quality and other standards approv.
als.

Government procurement: Malaysian government policy requires counter-trade
provisions on government tenders above MR1 million. Below MR1 million, counter.trade is welcomed and even encouraged, but not required. (Most government tenders
require that counter-trade be offered as an alternative.) Incentives exist for local
procurement. Many smaller civil construction projects (MR&O million or less) are re-
stricted to local firms.
6. Export Subsidy Policies

Malaysia offers several export subsidies. The most important is the Export Credit
Refinancing (ECR) scheme operated by the Central Bank. Under the ECR, commer-
cial banks and other lenders provide financing to exporters at an interest rate of
seven percent. The government offers low-cost subsidized) export credit schemes de-
signed for developing countries importing Malaysian palm oil. So far, only Pakistan
and Algeria have signed agreements for credit facilities of $150 million and $50 mil-
lion respectively.

Malaysia also provides tax incentives to exporters, including double deduction for
expenses for.

--overseas advertising and travel;
-supply of free samples abroad;
-promotion of exports-
-maintaining sales odfices overseas; and,
--export market research.

7. Protection of U.S. Intellectual Property
Malaysia is a member of the World Intellectual Property Organization and, as of

October 1, 1990, the Bern Convention for the Protection of Literary and Artistic
Works and the Paris Convention for the Protection of Industrial Property

The Trade Description Act of 1976, the Patent Act of 1983, the Copyright Act of
1987, and the Copyright (Amendment) Act of 1990 have greatly strengthened protec-
tion for intellectual property in Malaysia. Under the Copyright (Amendment) Act of
1990-and the accompanying accession to the Bern Conventon-Malaysia now pro-
vides copyright protection to all works (inter alia video tapes audio material, and
computer software) published in countries that are members of the Bern Convention
regardless of when the works are first published in Malaysia.

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

a. The Right of Association.-Unions may organize work places, bargain collec-
tively with an employer, form federations, and join international organizations. The
Trade Unions Act s definition of a trade union restricts it to representing workers
in a "particular trade, occupation, or industry or within any similar trades, occupa-
tions, or industries." The Director General of Trade Unions has considerable latitude
in deciding whether or not to register a trade union and the power to withdraw
the registration of a trade union. A trade union for which registration has been re-
fused, withdrawn or cancelled is considered an unlawful association. Strikes are
legal and relatively few (12 strikes in the first half of 1993). Government policy lim-
its the formation of unions in the electronics sector to in-house unions.

In 1993 the AFL-CIO filed a petition to remove GSP benefits from Malaysia. Is-
sues raised in the petition are being evaluated in light of information provided by
the Government of Malaysia in order to assess whether a full review is warranted.
As yet, no determination has been made on whether the petition will be accepted.

b. The Right to Organize and Bargain Collectively.-Collective bargaining is the
norm in Malaysian industries where workers are organized. Malaysia's system of
conciliation and arbitration seeks to promote negotiation and settlement of issues
without industrial action. Malaysian law, especially the Industrial Relations Act, ef-
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fectively restricts collective bargaining rights through compulsory arbitration. Enter-
prises granted "pioneer" status are protected from union demands for terms of em.
ployment exceeding those specified in the Employment Act of 1955 during the period
of their _pioneer status (normally five years). The restriction does not apply to wages
or benefits not covered by the Employment Act.

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

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

e. Acceptable Conditions of Work.-The Employment Act of 1955 sets working con-
ditions, most of which are at least on a par with standards in industrialized coun-
tries. Minimum standards of occupational health and safety are set by law and en.
forced by the Ministry of Human Resources. Other laws provide for retirement pro-
grams and disability and workman's compensation benefits. No comprehensive na-
tional minimum wage legislation exists, but certain classes of workers are covered
by minimum wage laws.By local standards, Malaysian wages and benefits provide
a decent standard of living for workers and their families. Plantation and construc-
tion work is increasingly being done by contract foreign workers. Working conditions
for contract workers ofen are significantly below those of direct hire workers. In
addition, many of the immigrant workers, particularly illegal ones, may not have
access to Malaysia's system of labor adjudication. The Malaysian government has
moved to legalize illegal immigrant workers in plantations, largely to prevent the
exploitation of these workers.

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

The second largest concentration of American investment in Malaysia is in the
electronics sector, especially the manufacture of components, such as semiconductor
chips and various discrete devices. (Electronic components are Malaysia's largest
single manufactured export.) Wages and benefits are among the best in Malaysian
manufacturing. Fifteen American electronic components manufacturers operate 19
plants in Malaysia, employing more than 37,000 Malaysian workers. None of the
American-owned electronics plants is unionized.

Although there is no legal prohibition against organizing unions in the electronics
industry, government policy effectively discouraged any unionization in this sector
until 1988. Malaysian trade union law limits a union to organizing workers in a sin-
gle industry or related industry. The Director General of Trade Unions ruled in the1970s that the Electrical Industry Workers Union (EIWU) could not organize work-
era in the electronics sector, as the two industries are different. Other attempts to
organize a national union for the electronics industry failed on similar grounds dur-ing the 19809.In September 1988, the government announced that it would permit in-house

unions to be organized in the electronics sector. A National Electronics Industry
Workers Union (NEIWU) was formed, but was denied registration on the grounds
that it sought to represent workers in both the electronics and electrical industries.
The government registered several in-house unions in the electronics sector during
the late 1980s and early 1990s. At present, workers at six non-American electronics
companies are represented by in-house unions.
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Extent of US. Investment in Selected Industries.-U.S. Direct
Investment Position Abroad on an Historical Cost Basis-1992

(Millions of U.S. dollars]

Category Amount

Petroleum ............................................................................... 513
Total M anufacturing ............................................................. 747

Food & Kindred Products .............................. 9
Chemicals and Allied Products ......................................... 77
Metals, Primary & Fabricated ........................................ 6
Machinery, except Electrical ............................................. - 125
Electric & Electronic Equipment.................... 654
Transportation Equipment ................................................ 0
Other M anufacturing ......................................................... 126

W holesale Trade ..................................................................... 106
Banking ................................................................................... 91
Finance and Insurance .......................................................... 233
Services ....................................................................... ............ 1
Other Industries ..................................................................... 23
TOTAL ALL INDUSTRIES ................................................... 1,714

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

NEW ZEALAND

Key Economic Indicators
[Millions of NZ dollars unless otherwise noted]

1991 1992 1993

Income, Production, and Employment:
Real GDP (1983 prices) ...................................... 35,615 34,893 35,372
Real GDP growth rate (percent) ........................ 0.2 -2.0 1.4

Agriculture .............................. 16.9 -5.1 0.0
Fishing/Hunting/Forestry/Mining .................. - 1.7 8.9 -0.4
Manufacturing ................................................. -5.0 -2.8 6.5
Electricity/Gas/Water ...................................... 1.0 1.8 -5.4
Construction .................................................... -6.8 -23.1 2.4
Trade/Restaurants/Hotels ............................... - 1.5 0.0 3.5
Owner-occupied Dwellings .............................. 2.2 1.7 1.5
Transport, Communications, and Business

and Personal Services ................................. 0.7 1.4 3.3
General Government Services ........................ - 1.8 1.6 0.0

Net Exports of Goods and Services ................... 272 2,110 1,649
Real Per Capita GDP (1983 NZ$) ..................... 10,419 10,100 10,123
Labor Force (000's) ........................................... 1,632 1,641 1,643
Unemployment Rate (percent)...................9.9 11.1 10.2

Money and Prices:'
Money Supply (M2) ............................................. 23,729 25,190 24,518
Base Lending Rate .................................o14.9 11.8 11.0
Personal Saving Rate 2 ...................................... 3.0 4.7 4.0
Investment Rate (gross fixed cap. formIGDP) . 27.0 23.1 24.1
Consumer Price Index (December 1988 equals

100)........... ....................... 113.1 114.0 115.1
Producer Price Index (final quarter 1982 =

100)............. ......... ............ 170.7 172.8 177.2
Exchange Rate (ann. avg. NZ$ per US$)0....... 1.68 1.78 1.88

Balance of Payments and Trade: 3
Total Exports FOB .............................................. 15,768 17,891 18,981
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Key Economic Indicators-Continued
[Milions ofNZ dollars unless othetwise noted)

1991 19lf '1I998

Exports to US ............................................... 2s047 2,295 2,252
Total Imports VFD4 ........................ .14,051 14,215 15,980

Imports from US ............................................ 2,413 2,597 2,966
Aid Receipts.............................. .. *......... 0 0 0
External Public Debt. ......................0 28,177 27,790 26,389
Interest on Ext. Public Debt .............................. 1,692 1,691 1,496
Gold and Forex Reserves .................................... 5,990 5,466 6,201
Trade Balance ..................................................... 1,717 3,676 3,001

Balance with US ............................................. -366 -302 -714
1Reporting year ending March 31 (In 1989, New Zealand moved from an end-March fiscal year to an end-

June fiacal year. The national income accounts, however, retained an end-March year.)
sEstimatee by N2.. Institute of Economic Remarch.
sPisal year ending June 30. 1993 data is provisional.
4'Value For Duty, equivalent to "Customs Value (cv) in U.A statistics.

1. General Policy Framework
Historically, the engine for growth in New Zealand was pastoral agriculture par-

ticularly the export oT lamb and mutton , wool and dairy products to the United
Kingdom. British entry into the European Economic Community in 1973 sharply
changed the external situation for New Zealand. The farming industry had to diver-
sify both its range of products and its export markets. In the late 1970's and early
1980's, the government sought to support this process through extensive subsidies.
While incomes and output were maintained, the fiscal costs became excessive and
the sector became divorced from market signals.

Manufacturing in New Zealand developed first in the processing of the primary
products of the rural sector. After World War II, the government sought to promote
a broad-based manufacturing sector through import substitution policies. Strong do-
mestic demand from the good performance in agriculture initially perttd this pol.
icy to function, but by the mid-1970's balance of payments problems led the govern-
ment to turn to export incentive schemes to boost manufacturing.

In general, the performance of the New Zealand economy was lackluster from the
mid-[950's until the mid-1980's. New Zealand fell from eighth in the world for per
capita GDP in 1955 to twenty-second in 1985. GDP per capita crew less than one
percent per annum on average for the 1965-87 period. While hi employment was
achieved, it was accompanied by high inflation, distortions in the allocation of re-
sources, and chronic balance of payments problems. In 1984, the newly-elected
Labour Party government embarked on a program of deregulation and structural
change aimed at unwinding the previous policies of protectionism and excessive gov-
ernment intervention. The program included selling off and privatizing NZ$9 billion
in state assets. In spite of voter opposition, the program began auspiciously. How-
ever, by 1988 opposition became so fierce that the-Labour Party leadership with-
drew support for the efforts of Finance Minister Roger Douglas, the main architect
of reform, leading to his departure at the end of the year. While some progress con-
tinued, internal divisions in the party led to two changes of leadership and to defeat
by the National Party in October 1990.

The change of direction introduced bythe Labour Party, however, was maintained
by the National Party government. After the November 6, 1993 general elections,
which the National Party won by a very slim majority, one of the driving forces in
the government's economic liberalization, FinanceMinister Richardson, was re-
placed in a cabinet reshuffle. Her departure may affect the pace of future economic
reform, but is not expected to alter the program's overall direction. To date, the
markets have reacted accordingly.

The Labour government reduced the fiscal deficit from 6.8 percent of GDP in
FY1984 to 1.2 percent in FY1990. However, at the time the National Party assumed
office, burgeoning welfare expenditures threatened to rapidly reverse this progress.
With no change in fiscal policy, the deficit was projected to grow to 4.9 percent of
GDP in FY1992 and to reach 6.3 percent of GDP in FY1994. fn December 1990, the
tivernment introduced an economic and social initiative as the first step in tacklingti8 problem. The main elements of that package were industrial relations legisla-
tion and measures to better target welfare assistance. The FY1992 budget intro-
duced in July 1991 extended that process to retirement benefits and introduced par-
tial user charges for health care and education. The FY1993 and FY1994 budgets
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introduced in July 1992 and 1993 continued to focus on expenditure control, but did
not introduce new policy initiatives. The result has been significant progress on the
expenditure side orthe budget, with total expenditure falling from nearly 43 percent
of GDP in FY1991 to about 37 percent of GDP in FY1993. A further reduction to
35 percent of GDP is expected by FY1996. While the deficit did not reach the high
levels projected before introduction of these measures, revenues were disappointing
due to weak economic performance until mid 1993 whentheybegan to improve sig-
nificantly. The deficit was around 3.5 percent of GD1P in FYI991 and FY1992, but
was 2.3 percent in FY1993 and is expected to decrease to 1.8 percent in FY1994
and 1.4 percent in FY1995, and to be eliminated by FY1996.

The Reserve Bank of New Zealand Act of 1989 instructs tbh Reservw- Bank to di-
rect monetary policy towards achieving and maintainin pnc.. .ability. The Act re-
quires the Reserve Bank Governor and the Minister ofJ inance to agree on policy
targets. The current agreement, reached in December 1992, set a goal of maintain-
ing a zero to two percent annual rise in the consumer price index (CPI). The CPI
for the last quarter of 1991 registered only one percent above 1990. This level of
CPI increase has been maintained through September 1993. Government and inde-
pendent forecasts suggest that there should be no difficulty maintaining the CPI
target. The Reserve Bank uses one day loans to banks of government receipts, daily
open market operations, and twice weekly Reserve Bank -bill tenders to implement
its monetary policy.

The structural reforms introduced brought strong productivity gains, but until
mid-1993, output gains were elusive. The resultant labor shedding" increased un-
employment to 11.1 percent in March 1992, the highest level since the 1930's. Since
then, unemployment has fallen back to 10.2 percent in March 1993. Unemployment
probably now has peaked, but reduction of the current high level will only be grad-
ual. GDP increased by 1.4 percent in the financial year ending March 1993. Recov-
ery began initially in the export sector, but now appears to be consolidating, with
recent improvements in domestic consumption, construction and business invest-
ment. Prospects for growth in the 2.5 percent to 3.5 percent range appear good over
the next few years.
2. Exchange Rate Policy

The New Zealand dollar was floated in March 1985 as part of a broad-based de-
regulation of financial markets. The Reserve Bank has not intervened in the foreignexchange market since the float. In mid-October 1993, the New Zealand dollar was
worth about ten percent less on a trade-weighted basis than at the time of the float.
However, the New Zealand dollar appreciated by about 20 percent against the U.S.
dollar during thisperiod. Even so, U.S. goods and services remain competitively
priced in the New Zealand market.

In pursuing the objective of price stability, the Reserve Bank uses the following
check list of indicators: exchange rates; leveland structure of interest rates;growth
of money and credit; inflation expectations; and trends in the real economy. The in-
terest rate yield gap and the trade weighted exchange rate are seen as the principal
indicators. While not attempting to run a fixed exchange rate band the Reserve
Bank does seek "comparative exchange rate stability." The Reserve Bank's control
of primary liquidity influences the exchange rate indirectly through its impact on
short-term interest rates.
3. Structural Policies

The then Labour Government's reform program begun in 1984 included deregulat-
ing financial markets; floating the New Zealand dollar; lifting wage, pnce and inter-
est rate controls; removing export and agricultural subsidies; reducing border pro-
tection; reorganizing public sector activities; and tax reform. The timing of these ac-
tions had a pronounced effect on the pattern of adjustment among sectors. The ab-
rupt removal of subsidies for agriculture, combined with the slower reduction in pro-
tection of import-competing manufacturers, resulted in a dramatic adjustment in ag-
riculture. Although efficiency improved, profitability and income were hard hit. Prof-
its are now improving, and investment in the sector is beginning to recover. Manu-
facturing has laced much more gradual change. Certain producers, primarily motor
vehicle assemblers and textile, carpet, footwear and apparel manufacturers, retain
high but decreasing effective rates of protection. In March 1991, a further program
was announced to cut most tariffs by one-third from 1993 to 1996. Liberalization
beyond 1996 will be determined by a review to be held in 1994, which of course will
be affected by the outcome of the GA7T Uruguay Round.

The major structural problems left unaddressed by the Labour Party government
were labor market rigidities and an overly generous welfare system. Both of these
problems adversely aZect labor mobility, and welfare expenditures must figure in
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any effort to control overall expenditure levels. The National Party government
moved promptl to extend the reform process to both of these areas after its election
in October 1W

In December 1990, the new National Party government introduced industrial rela-
tions reform legislation, and the Employment Contracts Act was passed on May 15,
1991. This law abolished compulsory unionism and the practice of nationwide occu-
ational awards. The removal of these restrictive practices has generated more flexi-

Cle work place arrangements with consequent improvements in productivity.
The December 1990 initiative also included immediate reductions in expenditures

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

Public debt in New Zealand is high when compared with that of most OECD
member countries. Gross public debt grew from 45 percent of GI)P in 1973 to a peak
of 77 percent of GDP in 1987. In June 1993, total public debt was NZD 47.3 billion,
equivalent to 60 percent of GDP. This improvement is largely due to the use of pro-ceeds from privatization to repay external debt, and to the improving economy. In
the fiscal year ending March 1988, debt service on the public debt reached nearly
NZI) 5 billion, or 8.4 percent of GI)P and 20 percent of government expenditure.
Public debt service dropped to NZD 3.7 billion in FY1993, or 4.7 percent of GDP
and 12.1 percent of expenditures.

External debt accounted for 42 percent of the total in mid 1993, down from 51
percent of total debt in 1987. Interest on public external debt in FY1993 equaled
6.3 percent of exports of goods and services.
5. Significant Barriers to U.S. Exports

New Zealand embarked on a unilateral tariff liberalization program in 1985 with
an announcement that tariffs on goods not produced in New Zealand would be re-
duced to zero. In 1988, the government reported that 93 percent of imports entered
duty free. In December 1987, a general tariff reduction plan was announced for
goods not covered by industry plans. (Five categories of goods were covered b in-
dustry plans: footwear, carpet, textiles, apparel, and motor vehicles.) Tariffs on
other goods were reduced in four stages between July 1988 and July 1992 from a
range of 30 to 40 percent to a range of between 16 to 19 percent. In 1991 it was
announced that tariff reductions would be continued between 1993 and 1996. A re-
view for the post-1996 period will be conducted in 1994.

Under separate treatment for goods covered by the former industry plans, current
relatively high tariffs for apparel, textiles, curtains, carpets, footwear, motor vehi-
cles and tires will be reduced in stages to July 1996 by about one-quarter to one-
third of the existing tariffs. However, even after the reductions, passenger vehicles
and original equipment tires will still face a tariff of 25 percent; replacement tires,
15 percent; and apparel, 30 percent, for example.

Thus, despite extensive reform, tariffs on goods competing with domestic products
remain relatively high. Items of particular export interest to the United States sub-
ject to high tariffs include printed matter for commercial use, plywood, aluminum
products and wine. Reductions in tariff levels in accordance with the aforementioned
plan should result in expanded commercial opportunities for U.S. exporters. The
United States is also pursuing further reductions on items of particular U.S. ex-
porter interest.

New Zealand has completed the dismantling of a highly restrictive import licens.
ing regime. The share of imports subject to licensing dropped from nearly 25 percent
in 1984 to about three percent in 1989. The remainin import license controls for
goods under the former industry plans were eliminate in 1992. This liberalization
has benefitted U.S. exporters.

At the inaugural meeting of the U.S. Trade and Investment Council, the U.S.
raised concerns that the New Zealand Apple and Pear Marketing Board, a producer
organization, has a monooly right to import apples and pears, except from Aus-
tralia. This partially shields domestic producers from competition and constrains im-
port growth. The Apple and Pear Marketing Act of 1971 was amended in 1993.
Deregualtion of the domestic market began January 1, 1994.

New Zealand welcomes and encourages foreign investment without discrimina-
tion. Approval by the Overseas Investment Commission (OIC) is required for foreign
investments over NZD ten million or investments of any size in specific sectors. The
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review of investments above NZD ten million applies to both acquisitions and"greenfield" investments. Specified sectors are commercial fishing and rural land.
Foreign investment in commercia! fishing is limited to a 24.9 percent holding un-
less an exemption is granted by the Ministry of Agriculture and Fisheries. Wile
the level of ownership is not restricted for rural land, foreign purchasers are re-
quired to demonstrate that the purchase is beneficial to New Zealand. In practice,
the OIC approves virtually all investment applications, and its approval reqire-
ments have not been an obstacle for U.S. investors. For example, the entire national
railroad system, including the only regular passenger, motor vehicle, and rail ferry
service connecting the two main islands, was sold to a majority U.S.-owned consor-
tium in 1993. No performance requirements are attached-to foreign direct invest-
ment. Full remittance of profits and capital is permitted through normal banking
channels.

The U.S. Government recognized the generally liberal trading environment in
New Zealand by signing a bilatral Trade and Investment Framework Agreement
(TIFA) in October 1992. The TIFA provides for periodic government to government
consultations on bilateral and multilateral trade and investment issues and con.
cerns. The first TIFA meeting was held in Washington in April 1993.
6. Export Subsidies Policies

New Zealand acceded to the GATT Subsidies Code in 1981. At that time, New
Zealand undertook to eliminate seven export subsidy programs that were inconsist-
ent with the code by March 1985. While five of the programs were eliminated on
schedule, two programs were extended through March 1987, leading the United
States to deny New Zealand imports use of the injury test in countervailing duty
cases. One of these programs, the export market development taxation incentive,
was extended a second time, but expired in 1990. The United States reinstated the
injury test for New Zealand once tax rebates under this last inconsistent program
were complete.
7. Protection of U.S. Intellectual Property

New Zealand is a member of the World Intellectual Property Organization, the
Paris Convention for the Protection of Industrial Property, the BWern Convention for
the Protection of Literary and Artistic Works and the Universal Copyright Conven-
tion. New Zealand has generally supported measures to enhance intellectual prop-
erty protection in multilateral organizations.

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

In 1992, New Zealand repealed Section 51 of the Patents Act, 1953, which con-
tained permissive rules for compulsory licensing of pharmaceutical products. While
these provisions had not been used for several years, in 1990 a number of applica-
tions were filed with the Commissioner of Patents, generating a great deal of con-
cern among international pharmaceutical companies. The repeal of Section 51
brought New Zealand's patent act into conformity with the intellectual property leg-
islation in other industrialized countries.

The government is engaged in a full review of its intellectual property rights re-
gime. In 1990 the Ministry of Commerce issued a two volume study on possible op-
tions for reform. Interested parties were invited to submit comments. The govern-
ment has issued recommendation papers and received comments from the public on
several issues. It is expected that reform legislation will be introduced in 1994 on
trademarks, patents, designs, and parallel imports.

8. Worker Rights
a. The Right of Association.-New Zealand workers have unrestricted rights to es-

tablish and join organizations of their own choosing and to affiliate those organiza-
tions with other unions and international organizations. The principal labor organi-
zation, the New Zealand Council of Trade Unions, is affiliated with the Inter-
national Confederation of Free Trade Unions. Unions are protected from inter-
ference, suspension, and dissolution by the Government and, in fact, influence legis-
lation and government policy. Unions have and freely exercise the right to strike.
Public sector unions, however, may not strike if work stoppages threaten public
safety. Legislation enacted in 1991 prohibits strikes designed to force an employer
to become a party to a multi-company contract.

b. The Right to Organize and Bargain Collectively. -The right of labor unions to
organize and bargain collectively is provided by law. Unions actively recruit mem-
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bers and engage in collective bargaining. The Employment Contracts Act of 1991
ended compulsory membership in labor unions, which now represent less than half
of all wage earners. As a consequence of the Act, unions no longer have an inherent
right to represent any particular group of workers. Employment relationships are
to be based on contracts negotiated either by the individual employees or their bar-
gaining agent, which may be a union, another voluntary association of workers, or
a private consultant.Mediation and arbitration procedures are carried out independently of govern.
ment control. The Employment Court hears cases arising from disputes over the in-
terpretation of labor laws. In addition, a less formal body, the Employment Tribu.
nai, is available to handle wage disputes and assist in maintaining effective labor
relations. There are no export processing zones.

c. Prohibition of Forced or "Compulsory Labor.-New Zealand laws prohibit forced
or compulsory labor. Inspection and legal penalties ensure respect for these provi-
sions.

d. Minimum Age for Employment of Children.--Children under the age of 15 may
not be employed without special government approval and must not work between
the hours of 10 p.m. and 6 a.m. Tie Department of Labour effectively enforces these
laws.

e. Acceptable Conditions of Work.-New Zealand law provides for a 40-hour work
week, with a minimum of three weeks' annual paid vacation and 11 paid public holi-
days. Under the Employment Contracts Act, however, employers and employees
may agree to longer hours than the 40-hour per week standard. There is a govern.
ment-mandated minimum wage for workers 20 years of age and older; most mini-
mum wage earners also receive a variety of welfare benefits. A majority of the work
force earns more than the minimum wage.

New Zealand has an extensive body of law and regulations governing health and
safety issues, including a new Health and Safety in Employment Act whichtook ef-
fect in April, 1993. Under this legislation, employers are obliged to provide a safe
and healthy work environment and employees are responsible for their own safety
and health, including the right to remove themselves from dangerous or hazardous
situations, as well as for ensuring that their actions do not harm others. Under the
Employment Contracts Act, workers have the legal right to strike over health and
safety issues. Unions and members of the genera puic may file safety complaints
on behalf of workers. Safety and health rules are enforced by Department of Labour
inspectors who have the power to shut down equipment if necessary.

..Rights in Sectors With U.S. Investment.-The conditions in sectors with U.S. in-
vestment do not differ from conditions in other sectors of the economy.

Extent of U.S. Investment in Selected Industries.-U.S. Direct
Investment Position Abroad on an Historical Cost Basis-1992

[Millions of U.S. dollars)

Category Amount

Petroleum ............................................................................... 397
Total M anufacturing .............................................................. 417

Food & Kindred Products .................................................. -12
Chemicals and Allied Products ......................................... 69
Metals, Primary & Fabricated .......................................... 10
Machinery, except Electrical ........................................... 3
Electric & Electronic Equipment ...................................... (1)
Transportation Equipment ................................................ (1)
Other M anufacturing ......................................................... 305

Wholesale Trade ..................................................................... 82
B anking ................................................................................... (1)
Finance and Insurance .......................................................... 195
Services ................................................................................... (1)
Other Industries ..................................................................... 1,925
TOTAL ALL INDUSTRIES .................................................. 3,008

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

Key Economic Indicators
(Billions or Pes. unless otherwise noted]

1991 1992 11993

Income, reduction and Employment:2
Real GDP (1985 prices) ...................................... 712 713 721
Real GDP Growth (percent) ............................... -0.7 0.1 1.2
GDP (at current prices) ...................................... 1,245 1,343 1,465
By Sector:

Agriculture ....................................................... 261 290 321
Energy and Water ........................................... 29 33 36
Manufacturing ................................................. 316 328 350
Construction ..................................................... 62 69 76
Ownership of Dwellings/Real Estate ............. 73 86 94
Financial Services ........................................... 49 53 58
Other Services (priv. and gov.) ....................... 437 468 512
Government Services ...................................... 90 92 100
Health and Educ. (private) ............................. 34 30 33

Net Exports of Goods and Services ................... -18 -62 - 100
Real Per Capita GNP ($U.S.) 3.......................... 730 N/A N/A
Labor Force (000's) ............................................. 25,631 26,290 26,990
Unemployment Rate (percent) ........................... 10.6 9.8 9.0

Money and Prices (annual percentage growth):
Money Supply (M2) 4 .......................................... 15.7 11.0 11.3
Ave. Loan Rate5 6 .............................................. 23.5 19.4 15.0
Ave. Saving Rate5 6 ........................................... 11.0 10.6 8.1
Retail Price Index (Metro Manila)4 .................. 18.8 5.1 2.1
Wholesale Price Index (Metro Manila)4 ........... 13.5 4.5 -1.3
Phil. Consumer Price Index 5 ........... . . .. . .. . . .. . . .. . ..  18.7 8.9 7.8
Exchange Rate (Pesos per $): 5 6

Official (interbank rate)......................27.48 25.51 27.35
Parallel ($ buying rate) ................................. 27.71 25.40 27.40

Balance of Payments and Trade (millions of U.S.
dollars):

Merchandise Exports (FOB)'4.................... 8,839 9,824 10,900
Exports to U.S. (U.S. data) ............................. 3,472 4,358 4,740

Merchandise Imports (FOB)4 ..........................* 12,052 14,520 17,000
Imports from U.S. (U.S. data) ........................ 2,265 2,753 3,230

Bilateral Aid, U.S. 4 ............................................ 375 417 305
Bilateral Aid, Other Countries .......................... 968 1,339 1,800
External Public Debt 3........................................ 24,116 24,511 27,215
Debt Service Payments ...................................... 2,992 3,113 3,750
Gold and FOREX ReservesIs.............................. 4,470 5,218 4,500
Trade Balance 4 ................................................... -3,213 -4,695 -6,100

Balance with U.S ............................................. 1,207 1,605 1,510
N/A-Not available.
For 1093, figures are full-year estimates based on partial data available as of October 1991.

2For 1993, figures estimated from six-month data.
'BERD estimate.
4For 1993, Figures estimated from seven.month data.
sFor 1993, figures estimated from nine-month data.
@Figures are actual rates, not changes in them.
Source: National Economic and Development Authority, Bangko Sentral ng Pilipinas, Department of Fi-

nance, EA/P Trade cable.

1. General Policy Framework
Assuming office in mid-1992, President Fidel Ramos pledged that the Philippines

would achieve Newly Industrialized Country status by the year 2000, based on an
open and competitive economy. In the first year of his administration he successfully
concentrated on establishing political stability, a prerequisite to economic reform.
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Economic takeoff, however, remains elusive, as implementation of the necessary pol.
Icy and legislative changes has been slow.

After two years of station, real growth resumed in 1993, although at rates
lower than the government initially expected. A large and growing fiscal- deficit has
severely Inhibited the government's ability to stimulate the economy or to introduce
programs to deal with deteriorating Infrastructure. The Philippine government bor.
rows heavily from the domestic market to finance its fiscal ga an in recent years,
domestic debt servicing has eaten up a larger share of the budet pe than has serv-
icing of foreign debt. Short-term maturities make up the bulko othe government's
domestic obligations, which officials are working to address in order to ease cash
flow difficulties. Year-to-year inflation, which has been in single digits since Feb-
rusay 1992, is being monitored closely by the government. In mid 1993, the peso
began to depreciate, at least in part due to speculative pressures. The Philippines
will continue to run a sizable overall trade deficit, but enjoys a surplus in bilateral
US.-Philippine trade.

The Mor tools for regulating monetary aggregates are reserve requirements and
open market operations. However, mounting financial losses have hampered the
Central Bank's ability to conduct open market operations effectively. As a result, the
reserve requirement imposed on the banking sector's deposit liabilities (currently 22
percent) remains high. As one element of its economic reform program, the govern-
ment has replaced the old Central Bank with a new entity, the B-angko Sentral ng
Pilipinas (BSP). To date, however, final decisions have not been made on the degree
of independence to be enjoyed by the BStP or on the total of old Central Bank liabil-
ities which it will assume. Decisions on both of these issues are central to an IMF
agreement.

The most visible constraint on overall economic growth is the continuing shortage
of electric power. Despite attempts by industry to schedule demand, "brown-outs"
(simple cutoffs of electricity to entire regions of the city or country) have occurred
on vitually every work day of 1993. The duration of the brown-outs, which peaked
at eight hours per day during the hot season, had decreased by the fall of 1993, in
part as a result of cooler weather, but also as a fast track" program for new gener-
ating facilities began to show results. However, the new plants are generally either
gas turbine or diesel, better suited to meet "peak" rather than "base" load require-
ments. More new plants and rehabilitation efforts should help to stabilize the power
situation by mid-1994, but full resolution remains at least two to three years away.
Inadequate infrastructure is also a constraint on growth, e.g. deficiencies in the tele-
communications and transportation networks.
2. Exchange Rate Policy

Historically, the Philippines has resisted significant depreciation of the pso be-
cause of concern with inflation, debt service costs on the country's more than $30
billion foreign debt stock, and the import-dependent nature of major export prod-
ucts. The exchange rate is determined through what is essentially a "managed
float," with monetary authorities acting through a combination of interest rate ad-
justments and direct intervention.

In 1992, the government liberalized and simplified exchange rules for trade and
non-trade transactions allowing immediate repatriation and remittance without
prior approval by the Bangko Sentral. Foreign exchange earners are now generally
free to buy and sell foreign exchange, maintain foreign currency accounts and trans-
fer foreign exchange out of the country for deposit or investment abroad. Off-floor
computerized inter-bank forex trading was intioduced at the same time. The BSP
continues to impose ceilings on individual banks' foreign exchange positions, requir-
ing excess forex holdings to be sold to the BSP or to other commercial banks. Re-strictions on foreign investments and foreign borrowings also remain.
3. Structural Policies

In recent years, trade policy changes have begun to open the relatively closed
Philippine economy, reversing 40 years of import-substitution approaches. Since
1986, the list of items subject to quantitative restrictions and/or pre-clearance has
shrunk considerably. The major exception to this liberalization is in the agricultural
sector where products which account for 70 percent of production (by value) areuro-
tected from import competition. The government is also attempting to rationaize
and simplify the tariff structure. (See Section 5.)

The foreign investment law which took effect in November 1991 allows full foreign
ownership of companies engaged in activities not covered by investment incentives.
A *negative list" of sectors reserved for Philippine companies remains.

In June 1993, President Ramos signed legislation extending the period foreign in-
vestors are allowed to lease land from 50 to 75 years.
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4. Debt Management Policies
Like its predecessor, the Ramos Administration has maintained a frin commit.

ment to servicing the country's foreign obligations, despite Congressional and other
political rhetoric supporting debt repudiation and/or debt service caps. Since 1986,
the government has sought debt service relief through rescheduling accords (four
thus far with Paris Club creditors) various debt reduction schemes such as buy-
backs and debt-to-equity swaps, and a gradual shift towards longer-term and more
concessional sources of financing.

In 1989 and 1990, monetary and fiscal policy slippages exacerbated by a spate of
natural calamities, several attempted coups and the Gulf crisis, threatened macro-
economic stability. In 1991, the government focused on a two-year economic sta-
bilization program, supported by an International Monetary Fund (IMF) standby ar.
rangement. The IMF program paved the way for the fourth debt rescheduling accord
with official bilateral creditors. Between 1990 and 1992, the government focused on
its foreign commercial obligations. It consummated two debt buy-back deals with
foreign creditor banks totaling $2.5 billion of face value debt. In December 1992, the
government and foreign commercial creditors also implemented a comprehensive
debt relief package, which paved the way for the Philippines' reentry into the vol-
untary capital market after nearly a decade's absence.

The country's foreign debt ballooned from $2.3 billion in 1970 to $26.2 billion in
1985, a compounded growth rate of 19 percent yearly. Since 1985, the pace of in-
crease has slowed markedly, but the total foreign debt level reached $30.9 billion
at the end of 1992. Initiatives pursued since the mid-1980s have reduced the ratio
of debt service payments to export receipts from a 1982 high of 38 percent to under
20 percent in 1992. As a percentage of gross national product (GNP), the foreign
debt fell from a peak of 96 percent in 1986 to 56 percent in 1992.

Both Paris Club and IMF arrangements ended in March 1993, with the Phil-
ippines generally in compliance with IMF performance targets. However, a new IMF
agreement is being delayed by disagreement over the Philippines' medium-term
macroeconomic program and concern over the government's inability to collect suffi-
cient revenue. The absence of a new IMF agreement has delayed negotiation of a
fifth Paris Club debt rescheduling accord, requiring full payment of maturing Paris
Club obligations since April 1993. Foreign assistance donors have also held off mak-
ing new pledges, pending a new IMF arrangement. Discussions with the IMF re-
sumed in January, 1994.
5. Significant Barriers to U.S. Exports

Tariffs and Other Import Charges: Under a 1981 World Bank Structural Adjust-
ment Program, the government initiated a trade liberalization program incorporat-
ing tariff reductions. As a result, the average nominal tariff fell from 42 percent in
1979 to 28 percent in 1991. On July 20, 1991, Executive Order 470 implemented
a further tariff reduction, restructuring, and simplification program to be completed
by 1995. The third phase of this program implemented on July 1, 1993, as sched-
uled, lowered the nominal average tariff to 23 51 percent. When fully implemented,
the new structure will have compressed the previous seven-tier tariff structure to
four tiers of three, ten, 20, and 30 percent and an average nominal tariff of 20 per-
cent.

About 208 products are exempt from the basic framework of E.O. 470 and remain
subject to 50 percent tariff. While representing only 3.74 percent of tariff lines, in-
cluded are rice, coconut oil, sugar, fruits, and luxury consumer goods such as liquor,
tobacco, candy, and leather goods.

For U.S. agricultural exports to the Philippines, the most serious trade impedi-
ment is the continued exclusion of any imports of some major commodities, cur-
rently through the "Magna Carta of Small Farmers." This Act states "importation
shall not be allowed on agricultural products that are produced locally in sufficient
quantity." Certified under this provision were corn and its substitutes for feed, poul-
try d ultry products, hogs and pork products, and meat and meat products ex-
cept beeand beef products. In another action, the tariff on high-grade boneless beef
was raised to 60 percent effective August 1992.

Import Licenses: Between 1981 and October 1992, licensing requirements were
lifted[on about 2,770 items representing nearly 96 percent of the 2,900 products
identified for liberalization over a twelve-year period. In the first ten months of
1992, the importation of about 280 items was deregulated, including (but not limited
to) fish and fish preparations, raw sugar, corn, most meat and meat products, farm
commodities, household appliances, and new buses and vans for the transport of
goods. However, actions under the "Magna Carta" nullified the impact on farm com-
modities such as corn, poultry and swine and their products.
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Commercial vehicles and parts, covered by the Board of Investments' (BOI) pro.
gressive industrial development program, still require a BOI 'authority to import".
Over 100 products will continue to be excluded for reasons of health, safety or na-
tional security.

Under the government's import liberalization program (ILP), prior clearance is no
longer needed to open letters of credit for most imports. However, clearance require-
ments for certain restricted or controlled items still apply. Commodity imprts ft-
nanced through foreign credits still require prior approval from the Bangko central.
The Philippines is a signatory to the GAT Import Licensing Code.

Services Bariers--Banking: Four foreign banks, establihed in the Philippines
prior to 1948, have been allowed to continue to operate. As of June 1993, they con-
trolled approximately 11 percent of total commercial bank assets. Additional foreign
bank branches have been denied entry since 1948. Foreign participation in existing
domestic banks is currently limited to 80 percent (40 percent with Presidential . p-
proval) of voting stock. However, pending legislation which is highly controversial,
would liberalize foreign participation in the sector by allowing the entry of addi-
tional foreign bank branches, the expansion of existing foreign banks, and an in-
crease in the maximum level of foreign participation in domestic banks. Foreign
banks may not obtain a "universal banking" license, which would allow investment
banking activities.

Insurance: The government opened the life and non-life insurance sectors to new
entrants in March 1992. To qualify, prospective entrants must be domestically incor-
porated and be no more than 40 percent foreign-owned. The entry of foreign firms
(defined in the Philippine Insurance code as companies organized under laws other
than the Philippines) remains suspended.

Securities: Membership in the Philippine Stock Exchange (formed by the merger
of the Makati and Manila Stock Exchanges) is open to any company (foreign ordo-
mestic) Incorporated in the Philippines. A foreign investor who wishes to purchase
shares of stock of a domestic corporation is limited by national ownership require-
ments under the Philippine Constitution.

Legal Services: Philippine citizenship, graduation from a Philippine Law School,
and membership in the Integrated Bar of the Philippines are required to practice
law.

Motion Pictures: More vigorous campaigns by concerned government agencies (e.g.
the Videogram Regulatory Board and the National Bureau of Investigation) have re-
duced the unauthorized commercial sale of copies of foreign-made films, but exces-
sive taxation and widespread piracy remain problems.

Standards, Testing, Labelling and Certification: The 'Generic Act" of 1988 is fully
in force. Department of Health (DOH) implementing regulations call for the generic
name of most drugs to appear above the brand name, in a slightly larger typeface,
and enclosed in a box, with contrasting backing. The guidelines also require DOH
approval for all new labels. Labelling changes caused by the generics legislation im-
posed substantial one-time costs on all pharmaceutical firms which were dispropor-
tionately borne by foreign-owned firms. The Philippines is a signatory to the GATT
Standards Code.

Investment Barriers: The Philippine government has taken important steps in re-
cent years to welcome foreign investment via foreign exchange liberalization and
more liberal foreign ownership regulations for enterprises not registered for incen-
tives with the Board of Investment (See Section 3). However, the Constitution and
specific laws continue to prohibit foreign ownership in a number of industries and
lmit it in others. Further, only enterprises with at least 60 percent Filipino equity
may own land. The exploration, development and utilization of natural resources
must be undertaken through production sharing or similar arrangements with the
Philippine government; As a general rule (oil exploration is an exception), entities
seeking to engage in such activities must be at least 60-percent Filipino-owned.

Under the Omnibus Investment Code of 1987, the Philippine government, through
the Board of Investment (BOI), offers incentives to registered investors in preferred
pioneer or non-pioneer activities. In general, to qualify for registration, the enter-
prise must be no more than 40-percent foreign-owned, unless the proposed activity
is classified as pioneer, or at least 70 percent of production is for export or the en-
terprise locates in areas classified by the government as less developed. However,
the enterprise must agree to divest to a maximum of 40 percent foreign ownership
within 30 years from registration with the BOI. Exempted from the divestment re-
quirement are enterprises which export 100 percent of production. Incentives are
also granted and more than 40-percent foreign ownership allowed for firms which
operate in any of the four government-run export processing zones (in which case
100 percent ofrproduction should be for export).
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As a general policy, the Department of Labor allows the employment of foreigners,
pmvided there are no qualified Philippine nationals for the position. However, the
employer must train Filipino replacements and report on such training pei.odcally.
For BOI-registered firms foreign nationals may retain the positions of President,
Treasurer and General Manager (or their equivalents) when a company is foreign.
owned.

Foreign partnerships and corporations (i.e., enterprises more than 40-percent for-
eign-owned) may engage in peso borrowings, but are subject to certain debt-to-eq-
uity ratios which must be maintained for the term of the debt. Firms engaged in
government-promoted activities (i.e. which receive incentives), are subject to a 60:40
ratio. Other manufacturing firms must not exceed a 65:45 ratio. The maximum
debt-to-equity ratio allowed non-manufacturing firms is 50:50.

The Philippines does not provide guarantees against losses due to non-convertibil-
ity of currency or damage caused by war. However, a full U.S. Overseas Private In-
vestment Corporation (OPIC) agreement is in effect, and U.S. investors may con-
tract that ageny for coverage.

Government Procurement Practices: Philippine government procurement policies
generally do not discriminate against foreign bidaers. However, if comparable in
quality, price and delivery terms, preferential treatment is to be given to locally-
manufactured iron and steel products in government projects. Preferential treat-
ment is given to Filipino firms in the purchase of medicines, and government offices
which rant a rice allowance to their employees must purchase the rice from a spec-
ified Filipino source. Philippine government agencies must procure their petroleum
products from government-owned sources.

Pre-qualification for bids on infrastructure projects requires the domestic corpora-
tion to be at least 75 percent Filipino-owned. Areas of interest to U.S. suppliers, in-
cluding power generation equipment, communications equipment, and computer
hardware, are not affected by significant restrictions. The Philippines is not a signa-
tory to the GATT Government Procurement Code.

Customs Procedures: The Bureau of Customs continues to utilize Home Consump-
tion Value (HCV) as the basis for customs valuation, despite persistent requests
from the Philippines' trading partners that this system be abandoned. Legislation
is pending before the Congress to replace the HCV system, but it is doubtful that
a change will be implemented before late 1.994, at best.

One element of the import liberalization program is a requirement that all ship-
ments valued at over $500 be inspected prior to shipment, to prevent misdeclaration
of good and tariff evasion. The I hilippines is not a signatory to the GATT Customs
Valuation Code.
6. Export Subsidies Policies

Enterprises which register with the BOI to obtain incentives are entitled to tax
and duty exemptions under the Philippine Omnibus and Investment Code of 1987.
These include income tax holidays, tax and duty exemptions for imported capital
equipment, as well as tax credits for purchases of domestically-sourced capital
equipment and raw materials. Export traders are entitled to tax credits for imported
raw materials required for packaging.

Exporters may avail themselves of foreign currency deposit unit (FCDU) loans
fromlocal commercial banks up to 100 percent of the letter of credit, purchase order
or sales contract without prior lBSP approval. The BSP will loan to exporters against
commercial paper at less than treasury bill rates. Export financing is available to
all Philippine exporters and there is no preferential rate for domestic companies.
The Philippines is a signatory to the GATTSubsidies Code.

An Export-Import Banking Proqrram of the Development Bank of the Philippines
was launched on May 17, 1993 primarily to address the needs of the exporting com-
munity. Export-oriented activities that are labor-intensive and which will utilize
local raw materials may benefit from this progmm which has an initial capital of
one billion pesos ($37 million lased on average May 1993 exchange rate).

7. Protection of U.S. Intellectual Property
The Philippines was moved from the U.S. Trade Representative's special 301 "pri.

ority watch list" to the "watch list" following a bilateral IPR agrement signed in
April 1993 by the two governments. The agreement commits the Philippine vern-
ment to strengthen significantly protection of intellectual property rights ([PR).

In February 1993, President Ramos created the Inter-agency Committee on Intel-
lectual Property Rights as the body charged with recommending and coordinating
enforcement oversight and program implementation. The Philippine Government is
a party to the Paris Convention for the Protection of Industrial Property, the Patent
Cooperation Treaty, the Bern Convention for the Protection of Literary and Artistic
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Works, and is a member of the World Irtellectual Property Organization. However,
the lack of adequate and effective protection for IPR remains a bilateral trade con.
cern. Current jail sentences and fines imposed for infringement and counterfeiting
ariD not real deterrents. Insufficient funding, due to budget constraints, hampers the
effective operation of agencies tasked with [PR enforcement. Joint government-pri-
vate sector efforts have improved administrative enforcement; but when IPR owners
must use the courts, enforcement is slower and less certain.

Patents: The main problem with the present la is a possibility of compulsory 1i.
censin g two years after registration with the l'atent, Trademark and Technology
Transfer Board, if the patented item is not being utilized in the Philippines on a
commercial scale or if domestic demand for the item is not being met to an "ade-
quate extent and on reasonable terms'. Compulsory licensing is even easier for
pharmaceutical and food products, where lack of use, inaiequate production for do.
mestic demand, etc. need not be established. In the bilateral 1PR agreement of April
1993, the government committed to submit to the Philippine Congress an amend-
ment which will allow importation to satisfy working requirements for patented
goods. Starting March 15, 1993. rules on royalty payments were relaxed somewhat,
granting automatic approval for royalty agreements not exceeding five percent of
net sales. Royalty rates higher than five percent may be allowed in meritorious
cases. Naturally occurring substances (plants or cells, for example) are not patent-
able.

Trademarks: Trademark counterfeiting is widespread and remains the most seri-
ous violation of intellectual proprty rights in the Philippines. Many well-known
international trademarks are copje(d, including denim jeans, designer shirts, and
personal beauty and health care products. Under the terms of the U.S.-.Philippine
113?agmreement, the government will seek amnendmients to the Philippine trademark
law to provide protection for internationally well-known marks.

Philippine law requires trademark owners to file an affidavit of use or justified
non-use with the Patents, Trademark and Technology Transifer Board every five
),ears to avoid cancellation of trademark registration. Non-use of a mark must be
for reasons totally beyond the control of a registrant. (Import bans, for example, con-
stitute justified non-use.) Current practice provides that internationally well-known
marks should not be denied protection because of non-registration or lack of use in
the Philippines P~ending legislation ,k-e'k- to incorixrate this practice into Philippine
law. Trademark protection is limited to the manufacturing or marketing of the spe-
cific class of goods applied for, and to products with a logical linkage to the pro-
tected mark.

Copyrights: Philippine law is overly broad in allowing tF,( reproduction, adapta-
tion or translation of published works without the authorization of the copyright
owner. A presidential decree permits educational authorities to authorize the reprint
of textbooks or other re-ference materials without the permission of the foreign copy-
right holder, if the material is certified by a school registrar as required by the cur-
riculum and the foreign list price converts to 250 pesos or above. This decree, espe-
cially for textbooks, is inconsistent with the appendix of the 1971 text or the Bern
Convention, However, the Philippine Government is expected, under the terms of
the bilateral IP agreement reached in April 1993, to correct these deficiencies
through accession to the Paris Act of the Bern Convention and through amendments
to its domestic legislation.

Video piracy is a serious problem, but the Motion Picture Export Association of
America reports continuing cooperation with the government's Videogram Regu-
latory Board (VRB). Copyright protection for sound recordings, currently set for 30
years, is shorter than the internationally accepted norm of 50 years. The govern-
ment, however, has committed to submitting amendments to the Philippine Con.
gress to bring the term of copyright protection into conformity with international
norms. Computer software is widely pirated, prompting software owners to organize
in order to protect their rights in the Philippines.

New Technologies: Many shops rent video laser discs purchased at retail stores
in the United States without payment of commercial rental fees to the producers.
More recent issues involve cop)yight infringement complaints against cable tele.
vision stations which re-transmit copyrighted works without authorization from or
payment to the copyright owners. The bilateral IPR agreement of April 1993 com-
mits the government to a number of actions designed to fully enforce the protections
aflorded to audio-visual works under Philippine laws and regulations.

8. Worker Rights
a. The Right of Association.-The right of workers, including public employees, to

join trade unions is assured by the Constitution and legislation. This right is freely
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practiced without government interference. About ten percent or the nation's em.
played work force (approximately 24 million) is organized into 5,757 trade unions.

Industrial peace continued to improve during the first nine months of 1993, with
the number of strikes declining, compared to 1992. Work stoppages were highest in
March (15 strikes) and lowest in July (five strikes). The manufacturing sector expe-
rienced the majority of work stoppages, with 64 percent of the strikes involving
25,446 workers.

Most strikes (74 percent) resulted from disputes over unfair labor practices; the
remaining labor disputes (26 percent) involved a breakdown in collective bargaining.

b. The Right to Organize and Bargain CollectivelY. -Labor's right to organize and
bargain collectively is provided for by law. These rights were expanded and
strengthened by the passage of the Labor Law Reform Act of 1989 (the Herrera
Bill), which balances the need for greater stability in labor relations with full re-
spect for worker rights. Since 1991, the number of collective bargaining agreements
in force has increased from 4,409 to 4,785. Labor legislation is applied uniformly
throughout the country, including in the export processing zones.

c. Prohibition of Forced or Compulsory Labor.-nThe government prohibits forced
labor, and there are no reports of it being practiced.

d. Minimum Age for Employment of Children.-The Labor Code of the Philippines
prohibits employment of children below age 15, except under the sole responsibility
of parents or guardians and then only if the work does not interfere with schooling.
However, legislation enacted in 1992, with the intent of providing greater protection
to children, apparently inadvertently allowed wider employment of children. The
new law stipulates that children below 15 years may be employed, in any establish-
ment, provided the employer shall a) secure for the child a work permit from the
Department of Labor and Employment; b) ensure the protection, health and safety,
and morals of the child; c) institute measures to prevent exploitation or discrimina-
tion, taking into account the system and level of remuneration, and the duration
and arrangement of working time; and d) formulate and implement a continuous
program for training and skill acquisition for the child.

The implementation of this law would put the Philippines out of conformity with
Convention 59 of the International Labor Organization. However, implementation
has been delayed and an amendment to the legislation is now pending. The p
posed amendment will incorporate the above stipulations on child labor, but willre-
strict the employment of children to operations run by their families or to participa-
tion in public entertainment.

e. Acceptable Conditions of Work.-The official minimum wage in the Manila re-
gion is $4.06 per day (118 pesos at 29 pesos per $). Outside Mfanila, the minimum
wage varies in each of the 12 government regions, ranging from $2.15 to $3.79 per
day. For agricultural workers on plantations, the minimum daily wage ranges from
$2.30 to $2.61, depending on the size of the agricultural establishment; $2.29 is the
minimum for non-plantation agricultural workers. Despite the minimum wage laws,
substantial numbers of workers (mostly laborers, janitors, messengers, drivers, and
clerk-typists) earn less than the law stipulates.

The Congress is currently considering various proposals for increasing the mini-
mum daily wage. The range of proposed increases is from 25 to 35 pesos per day
in the private sector and up to a doubling 9)f wages for government workers.

The standard work week is 48 hours. The law mandates a full day of rest per
week. Employees with more than one year on the job are entitled to five days of
paid leave. A comprehensive set of enforceable occupational safety and health stand-
ards is in effect, and the standards for protecting workers against hazards of the
work place and harmful substances are relatively advanced.

f. Rights in Sectors With U.S. Investment.--Worker rights conditions in goods-pro.
ducing sectors with U.S. investment tend to be better than those in Philippine in-
dustry taken as a whole. Firms with U.S. investment are extensively organized by
all of the unions within the broad spectrum-left to right-of local labor organiza-
tions. Nearly all of these firms have concluded collective bargaining agreements.
The labor relations scene in companies with U.S. capital is as active as that in in-
dustry generally. This is a result of workers' greater expectations regarding pay,
benefits, and fair play in dealing with U.S.-Philippine joint venture management.

Firms with U.S. investment have acquired a reputation for being responsible and
responsive in dealing with the workforce. Members of the American Chamber of
Commerce meet regularly in the organization's industrial relations committee to
consult and to coordinate labor-management relations activities. The prevailing low-
est wages in companies with U.S. capital are generally much higher than the legal
minimum wage. Employees in most of these fi:ns work a 40-hour week with pre-
mium pay for overtime. All of the largest firms with U.S. participation apply U.S.
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standards of worker safety and health, mainly because of the requirement of their
U.S. insurance carriers.

Extent of U.S. Investment in Selected Industries.-U.S. Direct
Investment Position Abroad on an Historical Cost Basis-1992

[Millions of U.S. dollars]

Catepuy Amount

Petroleum .............................................. (1)
Total Manufacturing........ .............................. 1,021

Food & Kindred Products .............. ................. 350
Chemicals and Allied Products ................................... 366
Metals, Primary & Fabricated...................... .24
Machinery, except Electrical ............................................. -5
Electric & Electronic Equipment ...................................... 179
Transportation Equipment ................................................ 0
Other M anufacturing ......................................................... 107

W holesale Trade ..................................................................... 126
B anking ................................................................................... 340
Finance and Insurance .......................................................... (1)
Services ................................................................................... (1)
Other Industries .......................................................... ........... 64
TOTAL ALL INDUSTRIES ................................................... 1,565

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

SINGAPORE

Key Economic Indicators
[Millionb ofSingapore dollars unless otherwise indicated)

1991 1992 '1993

Income, Production, and Employment:
Real GDP (1985 prices) ...................................... 60,884 64,416 69,569
Real GDP Growth (pct.) ..................................... 6.7 5.8 8.0
GDP (current prices) ........................................... 69,451 74,822 81,590
By Sector: (1985 prices)

Agriculture ....................................................... 161 162 156
Energy and Water ........................................... 1,370 1,430 1,487
Manufacturing ................................................. 17,458 17,868 19,343
Construction .................................................... 3,691 4,341 4,599
Commerce ........................................................ 10,677 11,034 11,621
Transport and Communications .................... 8,758 9,562 10,289
Financial Services ........................................... 15,771 16,625 18,161
Other Services ................................................. 6,280 6,597 6,883
Govt. Devmt. Exp. on Health and Education 507.3 724.3 743.0
Net Exports of Goods and Services ................ 6,641 5,822 4,829

Real Per Capita GDP (US$) ............................... 12,992 14,435 15,498
Labor Force (000's) ............................................. 1,554 1,576 1,641
Unemployment Rate (pct.) ................................. 1.9 2.7 2.5

Money and Prices:
Money Supply (M2) (pct. growth).................. 12 9 3.6
Base Lending Interest rate 2 .......... . . . . .. . . . . . .. . . .. . . .  7.1 5.6 5.4
Prime Personal Saving Rate .............................. 3.1 1.8 1.6
Retail Inflation (sales volume index, 1991-

100) ............. ........................ . ............... 100.0 109.7 114.4
Wholesale Inflation (1985-100)3 ....................... 86.3 82.5 81.1
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Key Economic Indicator*-.Continued
(Millions o••Sinppor. dollars unless otherwise indiatedj

1991 199 1998

CPI (1988-100) ........... 110.0 112.5 114.9
Exchange Rate S/USs Offmcial ......................... 1.73 1.63 1.61

Balance of Payment. and Trade (in million of
U.S. dollars):

Total Exports (FOB) ........................................... 56,739 61,531 68,200
Exports to U.S ................................................. 11,620 13,361 15,365

Total Imports (CIF)............................................ 60,861 66,428 74,730
Imports from U.S.......................................... 10,422 11,865 13,350

Aid from Other Countries .................................. 0 0 0
External Public Debt .......................................... 23.5 26 33.6
Debt Service Ratio4 ............................................ 0.1 0.1 0.1
Gold and FOREX Reserves ................................ 55,324 65,239 72,545
Trade Balance 5 ................................................... -4,122 -4,897 -6,530

Balance with U.S ............................................. 1,198 1,496 2,015
I Estimated.
'Refers to actual average interest rate quoted by 10 leading banks.
ORefers to manufactured products price index.
4 Percent of total exports of goods and serviceL
'Merchandise trade.
1 Source: Government of Singspore official publications.

1. General Policy Framework
Singapore is an island nation with only 3.2 million people and no natural re-

sources, except for a magnificent harbor and a skilled and hard-working labor force.
Trade and shipping have been its lifeblood since its founding as a British colony in1819. At independence in 1965, facing a dearth of physical resources and a small
domestic market, the Government of Singapore hadino realistic alternative but to
adopt an outward-looking, export-oriented economic policy that encourages two-way
flows of trade and investment. That policy has been a resounding success. Total
trade in 1992 was three times the country's gross domestic product (GDP), and
Singapore has become a me or center for electronics, oil refining and financial serv-
ices, acting as a hub for the growing southeast Asian market. Real GDP growth,
which averaged seven percent annually over the last decade, slipped to 6.7 percent
in 1991 and 5.8.percent in 1992. However, the economy has rebounded in 1993, with
growth expected to reach about eight percent.

Singapore's formula for success has been an open trade and investment environ-
ment; a corruption-free, pro-business regulatory framework; political stability;public
investment in infrastructure; high savings and prudent fiscal management; efficient,
and strike-free labor; and significant tax concessions to foreign investors. The gov-
ernment has run a budget surplus for most years since independence. The country's
considerable reserves are conservatively invested and well protected. Compulsory
savings in the form of employer and employee contributions to the central providentfund a form of social security) have formed the basis of a national savings rate ex-
ceeding46o percent of GDP.

The Monetary Authority of Singapore (MAS), the country's central bank, engages
in limited money market operations to influence interest rates and ensure adequate
liquidity in the banking system. There are no controls on capital movements, limit-
ing the scope for an independent monetary policy. In fact, the government does not
set targets for monetary aggregates. Money supply and domestic interest rates are
primary determined bY international rather than local, conditions. The exchange
rate is the MAS's most important tool (or controlling inflation.

Although inflation is moderate by international standards, an acute labor short-
age has induced a sharp run-up in wages. The MAS has kept inflation relatively
under control to date by maintaining a strong currency. This could erode the export
competitiveness of certain industries in the long run. The government is therefore
encouraging industry to move more labor-intensive operations offshore while pro-
moting services and high-technology industries at home. Despite the strong growth
figures for 1993, the government appears to have succeeded in engineering a grad-
ual slowdown to a more sustainable economic growth rate of five to seven percent.
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2. Exchange Rate Policies

The MAS uses currency swaps and direct purchases or sales of foreign exchange
(principally U.S. dollars) to keep the Singapore dollar within a desired trading range
with respect to an undisclosed trade-weighted basket of currencies. The U.S. dollar
Is the bnch mark currency. Exchange rates with other currencies are determined
by the daily cross rates in the international foreign exchange markets. The Singa-
pore dollar is freely convertible, and there are no multiple rates. Forward quotations
against the world s major currencies are available in the active local foreign ex-
change market.

The Singapore dollar has appreciated nearly 20 percent against the U.S. dollar
since 1988 due to the MAS' ability to restrain inflation in the face of rising wages.
This has made U.S. products more competitive in the Singapore market. In 1993,
the U.S. dollar hit an all-time low of S$f1.57, down from S$ 2.18 at the end of 1986.
There has been little apparent impact on Singapore's export performance to date.
Singapore lifted all restrictions on foreign exchange transactions and international
capital movements in 1978 and places no restrictions on reinvestment or repatri-
ation of earnings and capital.
3. Structural Policies

Singapore's prudent economic policies have allowed for steady economic growth
and a reliable market, to the benefit of U.S. exporters. Singapore was the I th-larg-
est U.S. export customer in 1992.

Prices for virtually all products are determined by the market. Singapore's tax
policy is designed to maintain its international competitive position. Foreign firms
are taxed on the same basis as local firms. As of 1993, the corporate tax is 27 per-
cent. There are no taxes on capital gains, turnover, or development. However, the
government will institute a new three percent value-added tax on goods and services
beginning in April 1994. The government maintains tariffs on a few products (nota-
bly automobiles) and levies excise taxes on cigarettes alcohol, petroleum products
and motor vehicles aimed at curbing socially 'wasteful" behavior and a burgeoning
vehicle population. There are no non-tariff barriers to foreign goods.

Many of Singapore's public policy measures pertaining to the economy, public fi-
nance, trade, industrial expansion, immigration and education are aimed at attract-
ing foreign investment and maintaining an environment that is conducive to their
operation and profitability. Investment policies are direct and designed to benefit
both parties. Although the government seeks to develop more high-tech industries,
it does not impose production standards, require purchases from local sources, or
specify a percentage of output for export.

This sound economic policy has attracted U.S. investment totalling over $6.6 bil-
lion (on an historical cost basis). Almost 900 U.S. companies have operations in
Singapore, and a significant share of U.S.-Singapore trade is accounted for by intra-
company transfers. Typically, U.S. firms ship components and capital ds to
plants in Singapore, and finished products are re-exported to the United States.
Overall, multinational firms account for nearly three-fourths of Singapore's export
production. Recognizing the link between investment and trade patterns and the

anger of relying excessively on a single market, Singapore has sought to diversify
its export markets in recent years by balancing its sources of foreign investment.
Yet the United States still accounts for one-fifth of Singapore's total trade and over
a quarter of Singapore's exports (excluding re-exports).

Over the last few years, the government has emphasized the importance of re.
structuring Singapore to maintain its competitiveness in the face of growing com-
petition of its lower cost neighbors, including the emerging economies of Vietnam
and China. The 1993 budget reflected this priority. Although the government allo.
cated additional funding-Tor educational and health care endowments (Edusave,
Medisave), the thrust of the new budget was on measures to increase savings, in-
vestment, and exports, notably the new three percent goods and services tax that
takes effect in April 1994 coupled with rebates and cuts in income taxes (from 33
to 30 percent for the top rate) for individuals. The government also reduced the cor-
porate tax to 27 percent and, as part of its "regionalization" drive, offered numerous
new tax incentives to frums that invest abroad.

In order to reduce reliance on foreign labor, the government maintains differing
recruiting limits and levy rates based on skill levels fnr industry. Levies can impose
a considerable financial burden, but are also a powerful incentive for low-technology,
labor-intensive activitiev to move to neighboring countries.
4. Debt Management Policies

Singapore's external public debt was a mere $24 million at the end of 1992, and
its debt service ratio is less than 0.1 percent of its total exports of goods and serv-
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ices. The country has run current account surpluses for most of the past decade and
thanks to steady inflows of investment capital, it has enjoyed overall balance oFpay-
ments surpluses for practically its entire independent history. Official foreign re-
serves have grown sharply in recent years, topping $41 billion in the first quarter
nf 1993-about $12,900 per capita. Singapore is now using a portion of those accu.
mulated reserves to expand its direct investments overseas, both within Southeast
Asia and farther afield in China, Europe and North America.
5. Barriers to U.S. Export&

Singapore maintains one of the world's most open trade policies. About 95 percent
of imports enter duty-free. Import licenses are not required, customs procedures are
minimal, the standards code is reasonable and the government actively encourages
foreign investment. All major government procurements are by international tender.

U.S. exports to Singapore rose sharply (19 percent) in 1992 to $11.9 billion. Im-
ports from Singapore, meanwhile, surged by 20 percent to $13.4 billion. After
shrinking to -$1.2 billion in 1991, the US. trade deficit with Singapore has grown
to -$1.5bbillion.

Singapore maintains some market access restrictions in the services sector. For
example, foreign investment in the financial, legal, insurance and stockbroking serv-
ices sectors is limited by regulation and administrative practice. Local retail bank-
ing is limited to those foreign banks with full licenses-the Monetary Authority of
Singapore has issued no new ones since 1970. Foreign banks are not allowed addi-
tional branches or off-premises automatic teller machines, restrictions which do not
apply to local banks.

Foreign legal firms are not allowed to hire or form partnerships with local law
firms. Insurance and stockoroking firms are required to apply for licenses; no new
insurance license has been granted for several years. Foreign participation is also
prohibited or limited in a number of sensitive sectors, such as arms manufacturing,
airlines, mass transit, broadcasting, public utilities, and property. Engineers and ar-
chitects have experienced problems in obtaining local certification of their profes-
sional qualifications.

The parastatal Singapore Telecom maintains a 15-year monopoly (beginning 1992)
on all "basic telecommunications services," except cellular services in which it has
a 5-year monopoly. Although the Telecommunications Authority of Singapore a new
regulatory body created in 1992, is expected to continue to restrict sale o? value-
added network services by broadly defining the scope of "basic services," gradual lib-
eralization of telecommunications policy is likely to continue. One example of a step
in that direction was the elimination in 1992 of volume-sensitive charges on the sale
of leased-line data services to third parties. Authorities began selling Singapore
Telecom shares to the public in November 1993 as part of a gradual privatization
of the company.

U.S. cigarette manufacturers note that the structure of import duties and excise
taxes on tobacco products effectively discriminates against imported cigarettes. The
duty on an imported cigarette is based on its full weight (including the paper and
filterr, whereas local cigarette manufacturers pay duty only on the tobacco. U.S. in-
dustry sources estimate this-puts them at a disadvantage of S$ 6.39 per kilogram,
roughly equivalent to a three percent tariff.

Singapore's Economic Development Board uses tax and other incentives to attract
investment in areas favored in its master development plan. But this does not ap-
pear to have had an adverse effect on U.S. trade or investment. In fact, a number
of U.S. firms have profited from the incentives.
6. Export Subsidies Policies

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

Singapore enacted strict, comprehensive copyright legislation in 1987, following
close consultations with the U.S. Government. The new law relaxed the burden o"
proof for copyright owners pressing charges, enacted stronger civil and criminal pen-
alties and made unauthorized possession of copyrighted material an offense in cer-
tain cases. The trademark law was similarly strengthened in January 1991, and the
government is reportedly considering legislation to improve patent protection as
well.
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U.S. manufacturers have set the pace in cracking down on copyright violations
under the new system, which relies heavily on copyright owners to combat infringe-
ment. Industries or individuals discovering pirating may seek civil remedies or
criminal prosecution. Some pirating operations have shut down, and in July 1993,
the government for the first time arrested suspected software pirates. However, con-
cerns remain with regard to the adequacy of enforcement particularly as computer
software piracy remains widespread.U.S. ph armaceutical manufacturers complainthat*a loophole in Singapore's patent law (Compulsory License Act) allows govern-
ment hospitals to buy copycati drugs when convenient, resulting in considerable
sales losses for patent holders. Official consultations are ongoing in the context of
the U.S.-Singapore bilateral trade and investment framework agreement on how to
improve Singapore's record on intellectual property rights protection.
8. Worker Rights

a. The Rig/t of Association.-Singapore's Constitution gives all citizens the right
to form associations (Article 14), including trade unions. Parliament may, however,
impose "such restrictions as it considers necessary or expedient in the interest of
the security of Singapore or any part thereof, public order or morality.* The right
of association is delimited by the Societies Act and labor and education laws and
regulations. In practice Communist labor unions are not permitted. The national
work force comprises about 1.6 Million workers, of which some 229,000 are orga-
nized into 83 trade unions. Some 74 of these, representing almost 99 percent of
unionized workers, are affiliated with an umbrella organization, theNational Trade
Union Congress (NTUC), which has a symbiotic relationship with the government.

b. The Right to Organize and Bargain Collectively.-The Trade Unions Act au-
thorizes the formation of unions with broad rights. Collective bargaining is a normal
part of management-labor relations in Singapore, particularly in the manufacturing
sector. On average, collective bargaining agreements are renewed every two to three
years.

c. Prohibition of Forced or Compulsory Labor.-Singapore law forbids the use of
forced or compulsory labor, and such labor is not found in Singapore.

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

e. Acceptable Conditions of Work.-The Singapore labor market offers relatively
high wage rates and working conditions consistent with accepted international
standards. However, Singapore has no minimum wage or unemployment compensa-
tion. Because of a continuing labor shortage, wages have generally stayed high. The
government enforces comprehensive occupational safety and health laws. Enforce-
ment procedures, coupled with the promotion of educational and training programs,
have reduced the frequency of job-related accidents by one-third over the past dec-
ade. The average severity of occupational accidents has also been reduced.

f. Rights in Sectors With U.S. Investment. -U.S. firms have substantial invest-
ments in several sectors of the economy, including petroleum, chemicals and related
products, electric and electronic equipment, transportation equipment, and other
manufacturing areas. Labor conditions in these sectors are the same as in other sec-
tors, except that the labor shortage induces employers in the electronics industry
to hire many unskilled foreign workers..The government controls the number of for-
eign workers through immigration regulations and through levies on firms hiringthem. Foreign workers face no legal wage discrimination, but they are in general
paid less than Singaporeans.

Extent of U.S. Investment in Selected Industries.-U.S. Direct
Investment Position Abroad on an Historical Cost Basis-1992

[Millicns of U.S. dollars]

Category Amount

Petroleum ............................................................................... 1,213
Total M anufacturing .............................................................. 3,460

Food & Kindred Products .................................................. (1)
Chemicals and Allied Products ......................................... 319
Metals, Primary & Fabricated ......................................... .29
Machinery, except Electrical ............................................. 1,400
Electric & Electronic Equipment ...................................... 1,440
Transportation Equipment ................................................ (1)
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Extent of U.S. Investment in Selected Industries.-U.S. Direct
Investment Position Abroad on an Historical Cost Basis-1992-Continued

[MilHons of U.S. dollars)

Categmoy Amount

Other Manufacturing ........................................................ 181
W holesale Trade ..................................................................... 892
Banking ................................................................................... 365
Finance and Insurance .......................................................... 369
Servicps.................. ..................... .276
Other Industries .......................................................... ........... 55
TOTAL ALL INDUSTRIES .......................................... ......... 6,631

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

TAIWAN

Key Economic Indicators
(Billions of new Taiwan dollars (NTD) unless otherwise noted]

EstimatedActuall1 Actual 992 199

Income, Production, and Employment:
Real GDP (at 1986 prices)....................
Real GDP Growth (pct.)......................
GDP (at current prices).....................
By Sector:

Agriculture .......................................................
Energy and Water.......................
Mining & Quarrying.......................
M anufacturing ...........................................
Construction ...................................................
Commercial Services.......................
Transport & Communications................
Financial Services........................
Govt. & Other Services....................

Net Exports of Goods and Services...............
Real Per Capita GDP (at 1986 prices) (NTD)
Labor Force (000's)........................
Unemployment Rate (pct.)....................

Money and Prices (Annual percentage growth):
Money Supply (M2)..............................
Base Interest Rate2 . ..................
Personal Savings Rate.......................
Retail Inflation ..............................................
Wholesale Inflation.............. ....
Consumer Price Index (1991 base)...............
Exchange Rate (US$/NTD): s

Offi cial ..............................................................
Unofficial .........................................................

Balance of Payments and Trade (billion U.S.
dollars unless noted):

Total Exports (FOB).4.......................
Exports to U.S .................................................

Total Imports (CIF)4........................
Imports from U.S ..........................

AID from U.S. ($ millions).5...................

4,164.6
7.2

4,704.1

173.9
131.5

18.6
1,618.8

229.1
742.9
269.7
886.1
613.6
237.8

203,600
8,569

1.5

19.3
9.5
1.5
3.6
0.2

100.00

4,437.3
6.5

5,198.5

183.2
148.4
27.5

1,707.9
270.0
847.8
326.7
999.1
688.0
128.9

214,832
8,765

1.5

16.6
8.2

-7.4
4.5
1.0

104.46

4,707.9
6.1

5,711.1

196.7
167.8
40.0

1,787.2
321.7
946.0
366.2

1,134.7
750.8
97.4

225,910
8,880

1.5

15.0
7.9

-0.5
3.5
2.2

108.12

0.03737 0.03975 0.03789
0.03730 0.03964 0.03777

76.2
22.3
62.9
14.1
46.2

81.5
23.6
72.0
15.8
39.3

86.3
23.7
78.3
16.8
35.5
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Key Economic Indicators-Continued
[Billions of new Taiwan dollars (NTD) unless otherwise noted)

Actual 1991 Actual 1992 Estimated

AID from other countries ................................... 0 0 0
External Public Debt .......................................... 0.7 0.5 0.3
Debt Service Payments (paid) ............................ 1.9 2.1 1.5
Gold and FOREX Reserves ................................ 88.3 88.3 88.4
Trade Balance ..................................................... 13.3 9.5 8.0

Trade Balance with U.S ................................. 8.2 7.8 6.9
"n Estimates are based on data from the Directorate General of Budget, Accounting and Statistics, or ex-

trapolated from data available as of October 1993.
SYearly average of the prime rate listed by the Bank of Taiwan.
:Average of figures at the end or the month.
'Taiwan Ministry of Finance figures for merchandise trade.
'Outstanding debts owed. AID disbursements stopped in 1908.

1. General Policy Framework
Taiwan's economy is in transition. Such labor-intensive industries as footwear, ap-

parel and umbrellas that fueled the island's earlier development have declined while
capital- and technology-intensive industries and services have grown. Personal sav-
ings rates, while still high, are lower than in the past. With per capita GDP exceed-
ing $10,000, the people on Taiwan can increasingly afford to emulate the lifestyles
of their counterparts in developed economies. Satisfying the needs of Taiwan's in-
creasingly affluent consumers offers a bright prospect for U.S. firms.

Taiwan's trade flows reflect this transition. The increase in the volume of capital-
intensive exports has offset the drop in labor-intensive exports. Due to large capital
outflows in 1992, Taiwan ran its first balance of payments (BOP) deficit ($0.6 bil-
lion) in 12 years. It also ran BOP deficits in the second and third quarters of 1993.
The United States remains Taiwan's largest trading partner, but the relative impor-
tance of the transshipment trade to mainland China via Hong Kong is increasing.
High tariffs and import barriers in several sectors impede U.S. exports to Taiwan.
In response to Taiwan's application to accede to the GATT as a separate customs
territory, a working party was established in September 1992. As of October 1993,
the GATT working party had met four times to discuss Taiwan's trade practices.

Efforts by the local authorities to revive Taiwan's economy through outlays on in-
frastructure have affected fiscal policy. In 1993, debt financing of the Six-Year
(1991-1996) National Development Plan approached statutory limits on bonded
debt. This prompted the authorities to scale down the Plan and, for the first time
in years, to reduce the size of the regular budget. This reduction in the contribution
to GNP by public sector investment led the Taiwan authorities to lower their p~re-
diction for economic growth from 7.0 to 6.2 percent for the second half of 1993. The
Taiwan authorities hope to make further spending possible by increasing the statu-
tory limits for bonded debt and by improving tax collection. Even the scaled-down,
six-year plan, however, contains a number of major projects that offer good pros-
pects for U.S. vendors and contractors.

Partly to mitigate fiscal problems anti partly in response to complaints by political
and business leaders about the worsening local investment climate, the Central
Bank of China (CBC) relaxed its monetary policy in 1993. In May 1993 the CBC
began releasing savings from the Postal Savings System at the rate of NTD 10 bil.
lion per month for one year. These funds are slated to promote domestic invest-
ments, particularly those connected with the Six-Year National Development Plan.
In September 1993, the CBC lowered reserve ratios for deposits at commercial
banks and announced its readiness to engage in open market operations to expand
the money supply. One consequence of the new CBC policy is that the Taiwan au-
thorities have also reduced somewhat restrictions on the inflow of foreign capital,
particularly that by foreign institutional investors.
2. Exchange Rate Policy

Taiwan has a floating exchange rate system in which bankers and their customers
independently set rates. The Taiwan authorities control the largest banks author-
ized to deal in foreign exchange, but the number of private domestic banks obtain-
ing permits for foreign exchange dealing is increasing. In July 1993, the Taiwan au-
thorities raised the ceiling for foreign institutional investment from $2.5 billion to
$5 billion. In September 1993, the authorities lifted the monopoly on the foreign ex-
change brokerage business. In October 1993, the authorities lifted the ban against
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converting foreign exchange capital raised by issuing corporate bonds and global de-
pository receipts abroad into NTD. The authorities have not internationalized the
NTD, however, and foreign exchange controls still exist in the form of restrictions
on the amount of non-trade-related capital flows, ceilings on the amount of foreign
exchange liabilities that banks can incur, and restrictions on the frequency ol repa-
triation of capital and earnings by foreign investors.

Between January and October of 1993 the NTD depreciated against the U.S. dol-
lar from NTD 25.4 to NTD 26.88 per dollar. During this period, the foreign exchange
reserves of the CBC leveled off at $83.7 billion. During 1993 the CBC occasionally
intervened in t'.o foreign exchange market by selling U-. dollars to slow the depre-
ciation of the NTD.
3. Structural Policies

In January 1992, the Taiwan authorities reduced tariffs on a wide range of prod-
ucts. As of October 1993, however, tariff levels in Taiwan are still higher than levels
that the authorities promised to reach under the Trade Action Ilan that they
launched in 1989. Taiwan's tariff and pricing structures on agricultural products in
particular pose obstacles for U.S. exports. Tariffs on many agricultural goods run
as high as 40 to 50 percent, and such products as rice, peanuts, small red beans,
sugar, chicken meat, duck parts, and some pork products face de facto bans. Fur-
ther a combination of high import duties, commodity taxes on diluted fruit and veg-
etable juices, protected agricultural production, and especially an inefficient dis-
tribution system characterized by layers of high mark-ups has generated retail food
prices higher than those that would prevail in a more liberalized market. The Tai-
wan Tobacco and Wine Monopoly Bureau (TTWMB), which has a monopoly on the
domestic production of cigarettes and alcoholic beverages, guarantees artificially
high prices for tobacco, rice, grapes, and other products.

Residents of Taiwan pay a tax rate that varies from 6 to 40 percent. Nonresidents
(i.e., residing in Taiwan for less than 183 days per year) pay a flat rate of 20 per-
cent. The maximum tax rate for profit seeking enterprises is 25 percent. Sales of
goods and services are subject to a five percent value added business tax, and the
average effective import duty was 5.12 percent in 1992. To promote research and
development and further automation, the Taiwan authorities implemented the Stat-
ute for the Promotion of Upgrading Industries in early 1991. The Statute provides
for investment tax credits and accelerated depreciation. The Taiwan authorities are
considering expanding the scope of the Statute to extend tax holidays to investment
in Taiwan.

The authorities have set up the Fair Trade Commission to thwart noncompetitive
pricing systems, but state-run firms can apply on a case-by-case basis to obtain five
year exemptions from that provision. Large state-run enterprises account for nearly
one-third of the economy: elect icitv, water, petroleum products, transportation,
sugar, steel and the domestic production of cigarettes and alcoholic beverages are
all either partly or entirely in the hands of state-owned firms.
4 Debt Management Policies

Taiwan is virtually free of foreign debt. By the end of June 1993, Taiwan's long-
term outstanding external public dfebt totaled $440 million, compared to its gold and
foreign exchange reserves in excess of $80 billion. These international reserves are
sufficient to meet Taiwan's capital requirements for 15 months of imports. Taiwan's
debt service payment in 1992 totaled $2 billion, accounting for only 2.3 percent of
its total exports of goods and services. With these huge international reserves, Tai-
wan's central authorities and state-owned enterprises see little need to incur foreign
debt, even with the spending anticipated for the Six-Year National Development
Plan. As of June 30, 1993 the outstanding external public debt accounted for only
three percent of the central authorities' total outstanding public debt. The difference
that exists between Taiwan's current foreign debt and the authorities' statutory ceil-
ing for such debt ($9.5 billion) represents a large pool of funds that could be used
to finance U.S. exports.

The Taiwan authorities have begun to supply credit to the world. Since its incep-
tion in 1988 as an aid agency, Taiwan's International Economic Cooperation Devel-
opment Fund has approved $242 million in foreign loans. In 1993, it offered low in-
terest loans for the Philippines to convert Suibic Bay into an industrial zone.
Through a re-lending arrangement, it provided low interest loans to Vietnam to
build highways and finance small businesses' imports from Taiwan. Taiwan has also
made contributions to the Inter-American Development Batik, the European Bank
for Reconstruction and Developrnt-,!', and the Central American Bank for Economic
Integration. In addition, Taiwan has permitted the Asian Development Bank to float
bonds in Taiwan.
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5. Significant Barriers To U.S. Exports
Import Licenses: Taiwan has continued to increase the number of items that are

exempt from import licenses. As of October 1993, 6,020 import items did not require
a license. Of the 2,971 items that did require some kind of licensing, 2,201 required
only pro formal import visas from commercial banks and 770 required import li-
censes from the Board of Foreign Trade (BOFT). Two hundred and twenty-three
items remain banned outright. Of the 770 BOFTI' items 78 require additional ap-
p roval by the Council of Agrculture and other agencies. "hen licenses are required,
the importer often faces the time-consuming task of obtaining additional approvals
from numerous concerned agencies.

Following passage of the Trade Act by Taiwan's legislature on February 14, 1993,
Taiwan's trade authorities are drafting regulations to implement a system of "nega.
tive lists' that would reduce the number of items subject to licensing from 2,971 to
no more than 800.

Financial and Legal Services: Foreign banks face discriminatory limits in terms
of branching and NTD deposit-taking. Funding limitations based on foreign banks'
local capitalization and ceilings on foreign exchange liabilities restrict foreign banks'
scope of business. Currently only U.S. insurance firms may establish branches in
Taiwan. A maximum of three life and three non-life firms may be approved each
year (unused quota from one category may be applied to the other). Approvals for
new products are lengthy and cumbersome. In the securities market, restrictions
exist as well. Foreign ownership of companies listed on the Taiwan Stock Exchange
(Taiex) is limited to ten percent (no more than five percent ownership is allowed
for each institutional investor), while foreign individuals are prohibited from acquir-
ing shares on the Taiex. Foreign law firms must be established as consulting firms
or in partnerships with local firms.

Motion Pictures: Taiwan restricts the import of non-Chinuse film prints to 14 per
title and the simultaneous showing of such films to 6 theaters per municipality.

Standards, Testing, Labelling, and Certification: Taiwan lacks an internationally
accepted set of pesticide tolerance levels for imported fruits and vegetables, which
sometimes impedes trade in these products. For example, stringent microbiological
and chemical testing of imported food products such as turkey pork and game meat
limits imports. Standards on preservatives for soft drinks preclude the import of cer-
tain beverages. Imported agricultural goods are routinely tested while local agricul-
tural products usually are not. The authorities determine the purity of imported
fruit juices using an amino nitrogen test, a purity standard that is uniquely strin-
gent.

Investment barriers: Foreign investment is widespread and generally welcome.
Foreign investment is prohibited in such industries as agriculture, petroleum refin-
ing, cable television, telecommunications, housing construction, and cigarette and
liquor manufacture. Equity participation is limited in several other industries, in-
cluding shipping, mining, and securities trading. Local content requirements,
phased out in most industries over the past several years, remain in place for the
automobile and motorcycle industries. Manufacturing firms in export-processing
zones may sell up to 50 percent of their production on the local market after paying
import duties. A ceiling of $5 billion exists for all foreign institutional investment,
with each individual institutional investor being limited to $100 million. A foreign
institutional investor can only remit capital three months after his funds have ar-
rived in Taiwan and can only remit earnings once a year.

Procurement Practices: In theory public procurement which exceeds NTD 50 mil-
lion ($1.87 million) must go through the state-owned Central Trust of China. How-
ever, numerous exceptions to this policy have created a situation in which most pro-
curement (by value) is not done by Central Trust of China. In addition, each agency
has its own set of procurement regulations and practices (often unwritten), making
the process confusing, cumbersome, and lacking in transparency. Furthermore, Tai-
wan commissioning agencies frequently impose unprofitable contract terms such as
lengthy warranties, unlimited potential damages and contingent liabilities, and ex-
pensive bond requirements. Short lead times on major tenders further tend to re-
strict foreign participation. In the form of Industrial Cooperaticn Programs (ICP),
the Taiwan authorities are extending the scope of offset provisions. The ICP require
foreign vendors to propose programs that transfer technology, procure locally, and
assist with marketing.

Customs Procedure: Taiwan has agreed to abide by the GATT Customs Valuation
Code. In order to simplify procedures, Taiwan's customs authorities have imple-
mented an automated clearance system for air cargo whereby firms and forwarder i
can process documents with Customs by computer link-up. The authorities hope to
implement a similar automated system for sea cargo in 1994. Importers who open
a deposit with Customs can clear merchandise first and pay tariffs later.
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6. Export Subsidies Policies
Exports of rice and sugar eýjoy indirect subsidies through guaranteed purchase

prices higher than world prices. Producers of some fruit, poultry, and livestock re.
ceive financial assistance with packasng, storage, and shipping via marketing co.
operatives and farmers' associations.-Rice exports are pAmarly humanitarian aid
and the small amount of sugar exported (produced 911e by a state-run company)
virtualy all goes to the United States to maintain the US. quota for Taiwan. The

W provides price supports for tobacco at prices four times higher than world
market levels.
7. Protection of U.S. Intellectual Property

Taiwan has taken several step in the past year to improve its protection of Intel-
lectual property rights (IPR). The American Institute on Taiwan-Coordination
Council for North American Affairs (AIT-CCNAA) Bilateral Copyright rment,
which Taiwan's legislature passed in April 1993, has greatly enhancd the protec.
tion of US. copyright holders. The Cable TV Law passed in July 1993, provides a
legal basis for regulation of the industry and for stronger enforcement actions
against stations which show copyrighted films without authorization, a long-time
problem in Taiwan. Improved enforcement efforts have sharply reduced the amount
of pirated and counterfeit goods available in the domestic market and have helped
decrease the amount of pirated software and compact discs illegally exported from
Taiwan. These improvements in IPR protection reflect efforts made by the Taiwan
authorities to implement the June 1992 AIT-CCNAA Memorandum of Understand-
ing (MOU) on the Protection of IPR. Because the authorities have not implemented
some aspects of the MOU such as passing a revised patent law, Taiwan remains
on the Special 301 "Priority Watch List. Taiwan is not a party to any international
IPR agreement but has stated its intention to conform to international IPR stand-
ards, including those in the Uruguay Round Agreement on the Trade Related As-
pects of Intellectual Property (TRIs).

Patent Issues: Taiwan and the US. reached an agreement in March 1993 on the
protection of pharmaceutical and agricultural chemical products patented in the
United States prior to the enactment of Taiwan's patent law in 1986. Taiwan's legis.
nature is currently considering a draft of the revised patent law. AIT has expressed
concern about changes made to the draft law in legislative committee, such as allow-
Ing parallel imports of patented goods that wouldlower patent protection.
Tademark issues: Counterfeiting of famous name products, while decreasing over

the past several years, remains a problem. Taiwan has asked for and received as-
sistance from the U.S. Customs Service in setting up a monitoring system to pre-
vent the export of counterfeit trademarked products. Taiwan's legislature adopted
a revised Trademark Law on November 19,1993. In general the new law is an im-
provement over the old one. However, it reduced the maximum criminal penalty for
trademark infringement from 5 years to 3 years, a change which concerns U.S. in-
dustry. With the passage of the law, Taiwan will discard its antiquated trademark
classification system and adopt the international system.

Copyrights: A coinouter software monitoring system, established in accordance
with the-June 1992 MOU on IPR, has helped to limit the export of pirated software
from Taiwan, once one of the world's primaiy sources of pirated computer programs.
Similarly, the establishment of an export licensing system for compact discs has le I
to a sharp reduction in illegal compact disc exports from Taiwan.

New technologies: The unauthorized retransmission of satellite signals by cable
TV stations remains a problem:. Taiwan courts have not yet taken a clear position
on the issue. Taiwan is expected to complete draft legislation in 1994 to protect inte-
grated circuit designs, industrial designs, and trade secrets.

The International Intellectual Property Alliance estimated that the piracy in Tai-
wan of software, movies, music recordings, and books cost US. companies $660 mil-
lion in 1992.
8. Worker Rights

a. The Right of Association.-Taiwan's Labor Union Law (LUL) permits all work-
ers to organize unions except for civil servants, education personnel, and defense in-
dustry workers. Biased enforcement by the authorities and antiunion measures
taken by employers limit this right. Furthermore, the LUL and the Civic Organiza-
tion Law require all civic organizations, including labor unions, to register. Most of
Taiwan's 3,656 officially re stered labor unions have close relations with manage-
ment and the ruling Kuornntang (KMT) Party. The LUL restricts the emergence
of competing labor unions and confederations by permitting only one confederation
to be established in any one administrative district. In 1993, the authorities denied
17 unions in Taiwan's banking sector permission to establish a national federation.
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Since the lifting of martial law in mid-1987, some workers have defied the LUL and
formed quasi-formal federations, such as the 'Taiwan Labor Front," the "Brother-
hood Alliance," and the "National Federation of Independent Labor Unions.* Lead-
ers of these unregistered unions can face a maximum two-year jail sentence.

b. The Right to Organize and Bargain Collectively.-According to the LUL, the
Collective Agreementr Law, and the Law Governing the Handling of Labor Dis.
putes, workers have the right to organize and bargain collectively. In practice, how-
ever, employers reportedly fire and lock out workers who try to exercise that right.
Legal restrictions on the right to strike and regulations stipulating involuntary me-
diation and arbitration further weaken workers' positions in collective bargaining.
To overcome these restrictions, workers occasionally resort to such technically illegal
measures as work-stoppages and mass leave-taking. As of June 1993, only 294 for-
mal collective agreements were in force. Since only large-scale enterprises make
such agreements and less than five percent of Taiwan's enterprises fall in this cat-
egory, the proportion of workers covered remains small.

c. Prohibition of Forced or Compulsory Labor.-Taiwan's Labor Standards Law
(LSL) prohibits forced or compulsory labor. Violation of the law is punishable by a
maximum jail sentence of five years. Th ere are reports of forced or compulsory labor
Involving prostitution.

d. Minimum Age for Employment of Children.-The LSL sets the minimum age
for employment at 15 (i.e., after compulsory education ends). As of May 1993, there
were reportedly about 9,000 child workers between the ages of 15 and 16 in manu-
facturing industries.

e. Acceptable Conditions of Work.-The LSL provides for a 48-hour work week
(eight hours per day, six days per week), leave, overtime pay, severance and retire-
ment pay, and a minimum wage. On August 16, 1993, the authorities raised the
minimum monthly wage 7.97 percent from NTD 12,365 ($461) to NTD 13,350
($498). In 1992, the average industrial monthly wage was NTD 29,736 ($1,110). In
addition to wages, employers often provide such fringe benefits as meal and trans-
portation allowances. The law requires employers to pay 70 percent of workers' it.-
surance premiums.

f. Rights in Sectors With U.S. Investment.-In terms of wages and other benefits,
U.S. firms generally provide model work conditions. Worker rights do not valy sig-
niflcantly by industrial sector. Working conditions, however, tend to be relatively
better in the textile and electronics Industries and relatively worse in the footwear
and sporting goods industries.

Extent of U.S. Investment in Selected Industries.-U.S. Direct
Investment Position Abroad on an Historical Cost Basis-1992

(Millions of U.S. dollars]

Category Amount

Petroleum ............................................................................... (1
Total M anufacturing .............................................................. 1,806

Food & Kindred Products .................................................. 66
Chemicals and Allied Products ....................................... 608
Metals, Primary & Fabricated .......................................... (1)
Machinery, except Electrical ............................................ .89
Electric & Electronic Equipment ...................................... 901
Transportation Equipment ................................................ (1)
Other M anufacturing ........................................................ .61

W holesale Trade ..................................................................... 469
B anking ................................................................................... 327
Finance and Insurance .......................................................... 158
Services ................................................................................... 59
Other Industries ..................................................................... (1)
TOTAL ALL INDUSTRIES ................................................... 2,870

'Suppressed to avoid disclosing data of individual companies.
Source: U.S. Department of Commerce, Bureau of Economic AnalysiL
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THAilAND

Key Koonomia Indicators
(Mllions ofUA dolm unwm obunrwie. noted

19l1 11902 2s1993

Income, Production, and EmploymenS"
Real GDP (1988 prices) ..................................... 82,602 88,976 96,047
Real GDP Growth Rate (pct.) ........................... 8.2 7.4 7.5
GDP at Current Prices ...................................... 98,315 110,236 123,320
By Sector.
Agriculture............................12,413 13,096 N/A
Energy and Water ........................................... 2,096 2,520 N/A
Manufacturing ................................................. 27,776 31,227 N/A
Construction .................................................... 6,478 7,342 N/A
Rents ... ............... ............. 2,805 3,007 N/A
Financial Services ........................................... 5,295 6,442 N/A
Other Services ................................................. 12,781 14,248 N/A
Government, Health and Education .............. 3,389 4,067 N/A

Net Exports of Goods and Services ................... -1,524 -1,850 N/A
Per Capita GDP (current $) ............................... 1,630 1,807 2,115
Labor Force (000s).........................31,790 32,390 33,000
Unemployment Rate (pct.) ................................. 3.1 3.1 3.3

Money and Prices (annual percentage growth):
Money Supply (M2) ............................................. 19.8 15.6 16.8
Base Interest Rate .............................................. 14.0 11.5 11.25
Personal Savings Rate ........................................ 12.6 N/A N/A
Wholesale Inflation ............................................. 6.9 0.2 31.1
Consumer Price Index ........................................ 5.7 4.1 3.2
Exchange Rates (B/US$ avg.):

Official .............................................................. 25.52 25.40 25.32
Parallel ............................................................. (4) (4) (4)

Balance of Payments and Trade:
Total Exports (FOB)Is...........28,233 32,102 19,858

Exports to US. . ......................... 6,046 7,000 2,965
Total Imports (CIF) 5.......................................... 37,923 40,181 25,833

Imports from US. S.....................*...* 3,988 4,000 2,257
Aid from U.S(FY) ............................................... 12 14 7
Aid from Other Countries (FY) .......................... 123 N/A N/A
External Public Debt (long term) ...................... 12,103 12,517 N/A
Debt Service Payments (paid) ............................ 3,578 4,382 N/A
Gold and FOREX Reserves ................................ 18,400 21,200 23,900
Trade Balance's ................................................... -9,690 -8,079 -5,975

Balance with US..I ......................................... 2,058 3,000 708
N/A-Not available.
szot/maeaselon data available in Octobe 199&
Spm. IMJanuary to June.
4Not capable.
$For IM, January to July.
ForI iM, January to Ma.

Sources Bank of T1haland; Ministry of Commrce National Esmmk and Sadal Development Board; U.S.
Department of Commerce; and Embuassy estmate.
1. General Policy Framework

Thailand's economic development policies are based on a competitive, export.ori.
ented, free market philosophy. Its economy is in transition, from an agricultural
economy to a more open and broadly based one with a large manufacturing sector.
Although the majority of the Thai labor force remains engaged in agricultural pro-
duction, this sector now accounts for only 12 percent of G6 P.Manufahturing, whole-
sale and retail trade, and service industries are the most rapidly growing sectors
and now account for almost two-hirds of Thailand's GDP.
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Real economic growth averaged over ten percent per annum from 1987 to 1991.
Economic growth and investment have slowed modestly since, and the events of
May 1992, which culminated in political violence, temporarily undermined domestic
andforeign investor confidence. However, the Thai economy remains fundamentally
strong. Net recorded flows of foreign direct investment topped $2 billion in 1992, up
slightly from the year before. Exports continued to expand during the first eight
months of 1993, up nine percent over the same period in 1992. Barring further do-
mestic or external shocks, Thailand should maintain solid economic growth in the
seven to eight percent range for the foreseeable future.

The Chuan government, which took office following free elections in September
1992, has maintained the general direction of economic liberalization, making mod-
est additions in some areas. It has also adressed imbalances created through rapid
Industrialization by emphasizing rural development and reducing disparities in the
distribution of income.

Rapid growth has had some drawbacks: infrastructure bottlenecks remain a prob-
lem, and environmental degradation has worsened considerably in recent years.
Thailand's infrastructure bottlenecks and shortages of skilled personnel will limit
the pace of future growth. Metropolitan Bangkok's public works (communications fa-
cilities, ports, roads and mass transit, and electricity grid) are already overtaxed
and will come under increasing pressure. A drought in northern provinces may also
force reductions in a1iculturaf output dependent on irrigation, and may affect
water supplies to the Bangkok metropolitan area in 1994. Wage gins continue sub-
stantially to outpace the growth of the consumer price index. The level of education
of the work force will have to be raised to maintain Thailand's development pace
and competitiveness with neighboring countries with lower wage rates.

For the past six years, Tbhiland has had a substantial government budget surplus
as revenues were fueled by growth and government investment expenditures for
major infrastructure projects lagged. For 1992 the government's overall surplus
reached $3 billion, or 13 percent of GDP.
2. Exchange Rate Policy

Since November 1984, the Thai baht has been pegged to a basket of currencies
of principal trading partners. The composition of the bTisket is a closely guarded se-
cret, but the U.S. dollar appears to represent well over half of the value of the bas-
ket. The exchange equalization fund, chaired by a deputy governor of the Bank of
Thailand, determines the exchange value of the baht each working day. There is no
parallel market in Thailand. Global currency realignments since 1985, and espe-
cially the recent appreciation of the Japanese yen, have tended to make U.S. exports
to Thailand more price competitive.

In May 1990, the Thai government announced a series of measures to signifi-
cantly liberalize the exchange control regime. It accepted the obligations of the
International Monetary Fund's Article VIII covering reduction of restrictions on
international transactions. Commercial banks were given permission to process all
foreign exchange transactions, and substantial increases were allowed in ceilings on
money transfers not requiring Bank of Thailand pre-approval and on spending by
Thai tourists and businessmen abroad. In April 1991 and May 1992, additional
rounds of foreign exchange liberalization substantially simplified foreign exchange
reporting requirements and allowed banks to offer foreign currency accounts to indi-
viduals and businesses. The central bank also raised limits on Thai capital transfers
abroad and allowed free repatriation (net of taxes) of investment funds, dividends,
profits and loan repayments. It allowed exports to be paid for in baht without prior
permission, and companies to transfer foreign exchange between subsidiaries with-
out having to change those funds into baht.
3. Structural Policies

The appointment of the first Anand administration in March 1991 set the stage
for a flurry of legislative and regulatory reforms. The Anand government reduced
market distortions, made tax policies more transparent and, in general, liberalized
the domestic market. Although the nation's trade and current account deficits are
large in relation to total GDP, the overall balance remains in surplus ciu¢ to large
inflows of foreign capital. This payments surplus and a substantial budgetary sur-
plus have allowed the Thai government to reduce customs duties and liberalize its
import regime. A wider reform of the import regime, reducing the number of tariff
rates and eliminating most tariffs above 30 percent, is being pursued. Thailand is
also planning broad tariff reductions over a 15.year period as part of the ASEAN
free trade area which began in January 1993. However, implementation has been
slower than planned. Thailand's trade relations have traditionally been oriented to-
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ward distant markets, particularly North America, Europe, and Japan, but the gov-
ernment hopes the ASEAN free trade area will increase intra-ASEAN trade as well.

The Thai government has largely implemented a major reform of its taxation sys.
tem. In 1992, the government increased personal income tax deductions and lowered
the top marginal tax rate to 37 percent, and the corporate income tax rate was uni-
fied at 30 percent. On January 1, 1992, Thailand implemented a value-added tax
(VAT) system replacing a multi-tiered business tax with a single rate of seven per-
cent on value added. US. transportation and shipping companies in Thailand are
at a competitive disadvantage vis-a-vis firms from third countries which "zero rate"
Thai companies under their own VAT systems. As the United States does not have
a VAT system U.S. firms are "exempt from the Thai system and unable to claim
rebates for taxes paid on inputs. Firms which are "zero-rated" are able to offset VAT
paid on inputs in paying their own taxes.

Thai financial authorities have taken additional steps to open up the commercial
banking system. As noted, foreign exchange controls have been liberalized, and the
government has lifted the ceiling on deposit rates. It is gradually reducing the
amount of government bonds that commercial banks are required to hold to satisfy
reserve and other requirements. In May 1992 the central bank authorized banks
and finance and security companies to engage in additional activities and banks are
now able to underwrite securities. In March 1992 the Finance Ministry licensed
seven new mutual fund companies, ending a 17-year monopoly. The Finance Min-
istry is considering allowing more foreign banks to establish branches, but no deci-
sions have been announced. Foreign banks are allowed to participate in the Bang-
kok International Banking Facility (BIBF), created to develop an offshore banking
industry in Thailand. Thai officials are considering allowing foreign banks partici-
pating in the BIBF additional access to the Thai banking market.
4. Debt Management Policies

Domestic credit is expanding, helping fuel some of the growth in consumption in
the economy. Domestic credit expanded 18 percent in 1992 and is expected to grow
by 20 percent this year. The prime rate has declined from 14 percent in 1991 to
12 per cent in 1992 and 11 percent in 1993. Rates for one-year fixed deposits have
declined from 10 percent to 8.5 percent over the same period. Due to the disparity
between relatively high domestic rates and declining international lending rates,
Thai private sector external borrowing has grown rapidly since 1990, when private
external debt was almost $14 billion, reaching $20 billion in 1991 and $24 billionin 1992. Net capital inflows, almost completely via the private sector, totalled $8
billion in 1992. Total public sector debt was about $13 billion in 1991 and 1992. The
total debt service ratio (including private and short-term debt) was ten percent in
1991 and 11 percent in 1992; the public sector debt service ratio is about four per-
cent.

5. Signifwant Barriers to U.S. Exports
Import duties of 30 to 60 percent ad valorem and/or specific taxes of an equivalent

or higher rate are currently assessed on most agricultural imports, especially proc-
essedfood products, and many manufactured goods, greatly limiting the market for
these goods. The Thai government is pursuing a broad reform of its import regime,
and customs duties overall will be significantly lower but it remains unclear how
agricultural products will be affected. Thailand has also offered to lower duties on
some agricultural products as part of the Uruguay Round.

Arbitrary customs-valuation procedures sometimes constitute a serious. import
banner. The Thai Customs Department keeps records of the highest declared prices
of products imported into Thailand from invoices of previous shipments. Those
prices can then be used as "check prices" for assessing tariffs on subsequent ship-
ments of similar products from the same country. Customs may disregard actual
invoiced values in favor of the check price for assessment purposes, a practice which
may particularly affect agricultural products with seasonally fluctuating prices. For
products shipped from other than the country of origin, the Customs-Department
reserves the option of using the check price of either the country of origin or the
country of shipment, whichever is higher. These rules are applied to imports from
all nations.

Food and pharmaceutical product importers are required to apply for import li-
censes from the Thai Food and Drug Administration. This licensing process can pose
an important barrier because of its cost, duration, and demand for proprietary infor-
mation. Licenses cost baht 15,000 (about $600) per item. Products imported in bulk
require laboratory analysis at a cost of baht 1,000 to 3,000 ($40 to $120) per item.
Products imported in sealed containers (consumer-ready packaged) require labora-
tory analysis at a cost of baht 5,000 ($200) per item. Some 39 items must be reg.
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istered as "specific controlled food items" at an additional cost of baht 5,000 ($200).
Although the Thai Food and Drug Administration has made efforts to streamline
the registration process, it usually requires three months or more to complete. All
items must be accompanied by a detailed list of ingredients and a description of the
manufacturing process. Some U.S. suppliers have declined to export to Thailand
rather than provide the proprietary information requested.

The Thai Ministry of Commerce requires import licenses on certain raw material
petroleum, industrial, textile, and agricultural products. These licenses can be used
to protect uncompetitive local industry, encourage greater domestic production,
maintain price stability in the domestic market and for phytosanitary reasons. Im-
port licensing is also used to protect intellectual property rights and to comply with
internationaY-obligations. Import licensing is required for some 37 categories of
items. In the food products area, licensing requirements remain for powdered skim
milk and fresh milk, potatoes, soybeans and soybean oil, refined sugar, and corn for
animal feed, among others.

Largely by restricting foreign bank entry, branching, and acquisition of Thai
banks, Thai authorities have limitited foreign banks to a roughly five percent share
of the Thai banking market (as measured by commercial bank assets). Although an
existing foreign bank license was bought in 1984, no new foreign bank licenses have
been issued since 1978. However, Thai authorities regularly approve representative
offices of well-established foreign banks. In aggregate, foreigners are limited to a
maximum 25-percent shareholding in any Thai bank. In addition, no person or
group of related persons, whether Thai or foreign, may hold more than five percent
of the shares of any Thai bank. The Thai government has indicated it is reviewing
its regulations on foreign bank activities and may allow new foreign bank branches
during the next three to seven years.

Foreign branches (except for certain grandfathered branches) are legally pre-
cluded from establishing subbranches in Thailand. Because Thai officials considered
offaite automatic teller machines (ATM's) equivalent to branches, foreign banks
were precluded from joining domestic Thai bank ATM systems or establishing their
own systems. However, Thai officials have said that these regulations are being re-
vised to allow foreign banks to join domestic ATM systems.

Thai law and regulations limit foreign equity in new local insurance firms to 25
percent or less. This denies new U.S. property/casualty and life insurers access to
the local market on terms equal to localinsurers. A long-established U.S. firm, how-
ever, controls a major share of the Thai life insurance market.

Under Thai law aliens, except Americans, are forbidden to engage in the broker-
age business. A 1979 law limits all foreign ownership of Thai finance and credit
foncder companies to 25 percent; however, a maximum of 40 percent participation
in firms already licensed when the law was enacted is permitted.
6. Export Subsidies

Thailand is not a signatory to the GATT Subsidies Code, and it maintains several
programs which benefit manufactured products or processed agricultural products
and may constitute export subsidies. These programs include: subsidized credit on
some government-to-government sales of Thai rice; preferential financing for export-
ers in the form of packing credits; and tax certificates for rebates of taxes and im-
port duties on inputs for products made for export. Thailand has established an ex-
port-import bank, which will take over some of these functions, particularly the
packing credit program, when it begins operations early next year. Thai officials say
that Thailand is considering acceding to the GATT Subsidies Code.
7. Protection of Intellectual Property

While improved protection for U.S. copyright, patent and trademark holders re-
mains one of the most prominent bilateral trade issues, Thailand has made signifi-
cant progress in intellectual property protection in the past year. Enforcement of ex-
isting copyright laws has been more vigorous, and the government has stated its
intention to bring its copyright regime into conformity with international standards
and to provide protection through administrative means for certain pharmaceutical
products not entitled to full patent protection under Thai law. In recognition of that
progress, Thailand's designation as a "priority foreign country" under the special
301 provisions of the 1988 amendments to the Trade Act of 1974 was revoked in
September 1993. However, Thailand remains on the "priority watch list."

Efforts on the part of the Thai Government to enforce existing copyright laws
have improved since 1991, when most enforcement activities against intellectual
proerty infringement were centralized. In December 1991, the U.S. formally con-
clu ded a section 301 investigation of Thailand's copyright enforcement in response
to a petition filed by three U.S. trade associations. Efforts to reduce copyright piracy
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increased significantly in early 1993, with raids by police expanding to cover com-
puter software and into the provinces. U.S. industry associations have been instru.
mental in securing more energetic enforcement. While significant improvements
have been made, especially during 1993, copyright piracy of audio and video tapes
and computer software remains extensive. The government of Prime Minister
Chuan Leekpai has publicly stated its commitment to continuing and vigorous en-
forcement.

There is concern that the current Thai copyright law does not specifically protect
computer software as a literary work, prnvides inadequate penalties and contains
overly broad exceptions for unauthorized use. The Thai government has pledged to
address these concerns in proposed legislation for a new copyright law, which the
parliament was considering in late 1993. The Thai Government has said that it
aims to bring its coprght regime into conformity with the international standards
of the draft text on ade Related Aspects of Intellectual Property Rights (TRIPs)
in the Uruguay Round and with the provisions of the Bern Convention (Paris Act).

Concerns remain that Thailand's legal procedures do not provide adequate deter-
rence against copyright and trademark infringement. The government has estab-
lished a special division in the courts to concentrate on intellectual property matters
and has proposed the creation of an entirely separate intellectual property court,
with judges trained in intellectual property matters. Thai officials expect that these
measures will speed up consideration of copyright cases and improve the efficiency
of the legal system in dealing with them.

Legislation extending patent protection to pharmaceutical products and agricul-
tural machinery and increasing the length of protection to 20 years became effective
September 30, 1992, and in October 1992, the U.S. formally concluded a section 301
investigation of Thailand's patent protection of pharmaceuticals in response to ape-
tition filed by the U.S. Pharmaceutical Manufacturers Association. Bilateral discus-
sions continue on ways to resolve remaining U.S. concerns over Thailand's patent
protection. Chief among these are finalizing measures to provide the transitional or"pipeline" protection lacking in Thai law.
8. Worker Rights

a. The Right of Association.-The Labor Relations Act of 1975, Thailand's basic
labor law, guarantees to workers in the private sector most internationally-recog-
nized worker rights, including freedom of association. Workers have the right to
form and join unions of their own choosing; to decide on their constitutions and
rules; and to formulate their policies without outside interference. Once a union is
established, the law protects members from discrimination, dissolution, suspension,
or termination because of union activities. In addition, unions have the right to
maintain relations with international labor organizations. In April 1991 the govern-
ment passed the State Enterprise Labor Relations Act (SELRA) which denied state
enterprise workers many of the labor association rights they had enjoyed under the
1975 law. The Chuan government, which came to office in 1992, promised to amend
the SELRA. In 1993, new legislation, drafted in consultation with state enterprise
labor leaders, was beingconsidered by the government.

In 1991 the AFL-CIO filed a petition to remove GSP benefits from Thailand for
failure to provide internationally recognized worker rights. The review was extended
while the Thai government undertook consideration of appropriate changes in labor
laws and regulations. A final decision will be made at the endof the 1993/94 review.

b. The Right to Organize and Bargain Collectively.--The 19,75 act grants Thai
workers the right to organize unions and employee associations without outside in-
terference and to bargain collectively over wages, benefits and working conditions.
There are about 600 private sector unions registered in Thailand. Unti[the SELRA
is amended state enterprise workers, like civil servants, may not form unions, but
are allowed membership in employee associations. The law currently denies the
right to strike to civil servants, state enterprise workers, snd workers in "essential"
services such as education, transportation and health care. In the private sector, col-
lective bargaining usually occurs in individual firms; industry-wide collective bar-
gaining is almost unknown.

c. Prohibition of Forced or Compulsory Labor.-The Thai constitution prohibits
forced or compulsory labor except in the case of national emergency, war, or martial
law. However, although the government has announced steps to put an end to
forced or compulsory prostitution, credible reports indicate this remains a problem.

d. Minimum Age for Employment of Children.-The minimum employment age in
Thailand is 13. Thailand restricts the employment of children between 13 and 15
"to light work" in non-hazardous jobs, and requires Department of Labor permission
before they can begin work. Employment of children at night is prohibited. The gov-
ernment has announced its intent to increase compulsory education from six to nine
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years in the next few years- this will make possible further raising of the minimum
employment age to 15. In the last three years, the government has also more than
doubled the size of the labor inspector corps concerned with child labor law to en-
hance enforcement of those laws.

e. Acceptable Conditions of Work.-Working conditions vary widely in Thailand.
Medium and large factories, including those of most multinational firms, generally
meet international health and safety standards-though a recent fire in a factory
producing toys for export in which nearly 200 workers were killed demonstrates sig-
nificant gaps in enforcement. The government has sought to address those gaps b-y
increasing the number of safety inspectors and by increasing the penalties for viola-
tions. Eight-hour days are the norm and wages and benefits in export industries
usually exceed the legal minimum. however, in Thailand's large informal sector,
wage 'health and safety standards are often ignored. Most industries have a legally
mandated 48-hour maximum work week. The major exception is commercial estab
lishments, where the maximum is 54 hours. Transportation workers are restricted
to no more than 48 hours per week.

f. Rights in Sectors With U.S. Investment.--1US. capital investment is substantial
in several sectors of the Thai economy, including petroleum (e..ploration, production,
refining, and marketing), electronic components assembly, and consumer products.
Workers in these sectors, especially those working for U.. and other western firms,
usually eNjoy labor conditions superior to those of the average Thai worker. the de-
gree ofunionization is greater. wages and benefits are higher; and health and safety
standards are better. Child labor is rare or nonexistent among multinational firms.

Extent of U.S. Investment in Selected Industries.-U.S. Direct
Investment Position Abroad on an Historical Cost Basis-1992

[Millions of U.S. dollars)

Category Amount

Petroleum ............................................................................... 774
Total M anufacturing .............................................................. 783

Food & Kindred Products ................................................. .63
Chemicals and Allied Products ......................................... 168
Metals, Primary & Fabricated .......................................... (1)
Machinery, except Electrical ............................................. (1)
Electric & Electronic Equipment......................213
Transportation Equipment ................................................ 0
Other Manufacturing ........................................................ .60

Wholesale Trade .......................................................... ........... 254
Banking .................................................................................... 230
Finance and Insurance .......................................................... (1)
Services ................................................................................... 47
Other Industries ..................................................................... (1)
TOTAL ALL INDUSTRIES ................................................... 2p,459

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



EUROPE AND NORTH AMERICA

THE EUROPEAN UNION

1. General Policy Framework
The European Union (EU) exercises supranational authority over some aspects of

economic policy of the twelve Member States (Belgium, Denmark, France, Germany,
Greece, IrelanItaly, Luxembourg, the Netherlands, Portugal, Spain, and the Unit-.
ed Kingdom). The EU has responsibility for non-military trade and agriculture pol-
icy, incuding tariffs, multilateral negotiations, and customs practices. It also has

competence In fisheries and nuclear energy, and, increasingly, in environment,
transportation telecommunications, and research and development. EU Member
States retain Independent authority for macroeconomic policies, although members
of the Exchange Rate Mechanism of the European Monetary System are limited in
their conduct of interest and exchange rate policies.

On November 1, 1993 the TreatT on European Union ("the Maastricht Treaty")
entered Into force. The Treaty sets Forth a blueprint for closer economic andpolitical
integration of the Member States and establishes a schedule and institutional
framework for slowly increasing EU competence in macroeconomic policy, national
security, and social issues.
2. Exchange Rate Policy

Under the Maastricht Treaty, the European Union (EU) intends to establish an
Economic and Monetary Union (EMU) with a common monetary and exchange rate
policy no later than 1999. During the second stage of EMU, which begins on Janu-
ary 1,1994 with the establishment of the European Monetary Institute (EMI), the
12 Member States will continue to coordinate their exchange rate policies throughthe European Monetary System (EMS) and, specifically, its-Exchange Rate Mecha-
nism (ERM). The EMI will facilitate and monitor implementation of these arrange-
ments. During the second stage of EMU, Member States will retain full authority
to set monetary policies.

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-
pation 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. Since the EMS was created in 1979, there have
been periods both of U.S. dollar strength combined with a U.S. trade deficit with
the EU and of dollar weakness combined with a U.S. trade surplus with Europe.
3. Structural Policies

Tax policy: Tax policy remains the prerogative of the Member States, who must
approve by unanimity any EU legislation in this domain. EU legislation to date in
this area has been aimed at eliminating tax-induced distortions of competition with-
in the Union. As such, it has focused on harmonizing value added and excise taxes;
eliminating double taxation of corporate profits, interest and dividends; and facili-
tating cross border mergers and asset transfers.

Regulatory Policies-Single Market Program
Overview: The European Union's "1992" Single Internal Market was officially in-

augurated on January 1, 1993 with the disappearance of most Intra-EU border con-
trols on movement of goods, services, capital and people. While the legislative pro-
gram is largely complete, gaps remain. Measures affecting certain specialized types
of trade, such as that in precious metals, CITES-listed plant and animal species,

(111)



112

as well as dual-use goods, have not yet been adopted. The Schengen Accord on re-
moving controls on people, agreed upon by nine member states, is expected to enter
into force in February 1994; passport controls will continue on entry into Denmark,
Ireland and the UK. Reconfiguration of European airports to allow lifting of pass.
port controls on intra-EU flights should be complete-by December 1993. Because
necessary standards are not yet in place for many product-related directives, they
will not immediately replace Member-State regulatfon. Other measures have long
grace periods before they come fully into effect. Transitional quotas are also still in
effect on certain kinds of intra-EU road transport. Nor are all directives in effect
Folly implemented by Member States; the average implementation rate stood at
about 80 percent in October 1993.

Goods, Capital and Services: For goods, capital and services, the net effect should
be freer movement, fewer Member-State regulations for products and service provid-
ers to meet and real consolidation of markets. Some aspects of the program raise
problems for US. exporters, including directives on procurement for utilities and on
television broadcasting, and conditions for negotiation of mutual recognition agree.
ments on testing and certification of regulated products (all discussed in Section 5
below).

Veterinary Regulations: In the area of veterinary regulation, the Union adopted
alarI e body of new legislation under the 1992 single market program that was de.signedto harmonize standards and complete the single market for live animals and
animal products. In some cases, such as meat inspection, this means that Member
State slaughterhouses are now subject to the same requirements as facilities in
third countries. However, in many other areas where EU legislation did not pre-
viously exist, new Union-wide requirements that could pose problems for imports
from third countries have been established. Notable among these is a set of new di-
rectives that will require every consignment of live animals or animal products en-
tering the Union from third countries to undergo documentary identity, and phys-
ical dlecks by veterinarians at designated frontier posts. The US. and other prin-

cipal third country suppliers of these products have entered into consultations with
the Commission on the entire package of veterinary legislation with the objective
of identifying areas where disruptions in trade can be avoided through the applica-
tion of equivalence.

Environmental Measures: Pending environmental measures may also affect the
trade and business climate. Among them, a proposal for a C021energy tax would
substantially raise energy costs for industry, although progress on the plan is slow.
Another draft directive could raise producer costs by mandatingextensive recycling
of packaging materials, possibly enforced by Member-State-fiscal and economic
measures.
4. Debt Management Policies

Debt Management Policies are determined by the individual Member States of the
EU.
5. Significant Barriers to U.S. Exports: Services Barriers

Broadcasting: The 'Television Without Frontiers" directive requires a majority of
television transmission time to be reserved for European programs where prac-
ticable. The United States believes this provision is contrary to the General Agree-
ment on Tariffs and Trade (GATT).

The United States and the European Union held intense negotiations within the
context of the Uruguay Round in an attempt to resolve the problem. A solution,
however, proved impossible to achieve by the December 15 deadline, and the U.S.
and EU, therefore, put aside the issue in order to enable the Round to proceed. The
U.S. remains committed to continued work to achieve our objectives with the EU
i.e., to promote more open trade in audiovisual services and to ensure freedom of
choice for consumers. The US. has preserved its ability to take Section 301 action
against the EU on the issue.

Telecommunications: US. exports of telecommunications services and supplies to
the EU are unfairly constrained by the method of implementation of a variety of
EU policies. The United States has requested that the Union ensure that non-EU
competitors have access to reserved services on an equal basis with EU competitors
once those services are liberalized (i.e. voice telephony). Two other impediments to
telecommunications goods and services are intellectual property rights protections
(European Telecommunications Standards Institute, or 7ETSl/Standards .and gov.
ernmental procurement practices. These issues are addressed later in tis report.

Standards, Testing,. Lbelling and Certification: The U...-EU dialogue on stand-
ards, testing and certification has, on balance, been positive. The.European stand-
ardization bodies have in general committed themselves to adopting international



113

standards, although this varies depending on the body and the need. However,
many non-European interests still find participation in European standardization
bodies difficult and/or frustrating (i.e. limited access to the European Committee for
Standardization/European Committee for Electro-technical Standardization through
Euroean industry associations, and limited voting power in ETS0). This frustration
can also be felt at the international level in the International Standards Organiza-
tion (ISO) and the International Electrical Committee, where the EU stills wields
12 votes and the U.S. only one.

Central to standardization policy in the Union is the harmonization of require-
ments for "regulated" products, including products as diverse as toys and earth mov-
ing equipment. In order to circulate freely in the Single Market, these products will
have to carry the CE Mark, denoting conformity to these harmonized requirements.
It is anticipated that fifty percent of U.S. exports to the EU will eventually be re-
quired to carrthis CE Mark. While the harmonization of these requirements and
the draft'ingroEuropean standards is supposed to facilitate market access, the over.
all CE Maricing program has fallen behfid schedule largely due to implementation
and standardization problems.

A number of these "regulated" or CE Marking products are also candidates for
Mutual Recognition Agreements (MRA's) between the U.S. and the EU. An MRA
would allow manufacturers in the U.S. to have their products tested and certified
to the EU requirements by recognized Notified Bodies in the U.S., and vice versa.
MRA'S would reduce conformity assessment costs and the time it takes to bring a
product to market. The U.S. and the EU met in October 1992, and then again in
June 1993, for preliminary discussions. The Commission expects to begin negotia-
tions with three countries per year. In November 1993, the EU selected the United
States as a priority country. The United States and the EU have subsequently
agreed that the negotiations, scheduled to start in 1994, will focus on the following
areas: pharmaceuticals, telecommunications, electrical products, and lawn mower
safety. Preparatory discussions will also take place pending adoption and implemen-
tation of EU directives on medical devices, pressure vessels, and recreational craft.

ETSI/IPR: A particularly disturbing development related to EU standards, EU in-
tellectual property policy and competition policy has occurred in ETSI. In March
1993, ETSI adopted an IPR and standardization policy that differs significantly from
those long considered the norm (ISO and International Telegraph and Telephone
Consultative Committee); additionally, it is considering measures which would expel
ETSI members from the organization for failing to sign the 'Undertaking" docu-
mentation confirming acceptance of this policy. According to industry, the IPR policy
includes a number of characteristics that will prevent U.S. entities from signing, in-
cluding: de facto compulsory licensing, extraterritoriality, binding arbitration and
royalty disclosure. The inability of U.S. industry to participate in the standards de.
velopment process in ETSI will seriously impact their market penetration in Eu-
rope. The U.S. Computer and Business Equipment Manufacturer's Association
(CBEMA) has lodged a complaint with the European Commission's Competition Di-
rectorate (DG IV) asserting that the ETSI policy contravenes Articles 89 and 86 of
the Treaty of Rome. The United States Government is consulting with U.S. business
to determine the most effective means of dealing with this critical issue.

Government Procurement Practices: On January 1, 1993, the European Union's
"Utilities Directive" came into force, liberalizing procurement by public bodies, and
private bodies operating on the basis of special or exclusive licenses, in tele-
communications, water, energy and transport. However, this Directive permits dis-
crimination against bids that do not meet a 50-percent EU-content requirement and
requires a 3-percent price preference for EU bids over equivalent third-country bids.
The U.S. announced that it would take retaliatory action under the Omnibus Trade
and Competitiveness Act of 1988 if the Directive went into effect without the exten-
sion of national treatment to U.S. products. This was partially averted when, on
May 25, 1993, USTR Kantor and Commissioner Brittan signed an agreement elimi-
nating discrimination between the United States and the EU in the area of elec-
trical utilities and granted each other national treatment on most central govern-
ment procurement including services and construction procurement. However, they
were unable to come to a similar agreement for telecommunications and EU dis-
crimination against the United States under the Utilities Directive continues in the
telecommunications sector. As a result, the U.S. retaliated against the EU, prevent-
ing EU firms from bidding at all on contracts not covered by the bilateral agreement
or the Government Procurement Code. The EU countered this move with mirror
image retaliation of its own against the United States.

In May 1993, the USTR and the EU signed a memorandum of understanding that
called for the parties to jointly fund a study of procurement opportunities that
would arise from their respective offers and requests in the GATT Code negotiations
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in order to facilitate the ongoing negotiating process. In October 1993 the U.S. ta.
bled a new offer that inclu dedsub..federal procurement entities. The EU, as agreed
in the May Memorandum of Understanding, removed telecommunications from the
negotiating package, but fleshed out an earlier offer by detailing over 12,000 na-
tional and1ocal entities that would be part of an eventual agreement.

Other Significant Barriers to U.S. Exports:
aLeghold Traps: A ban on imports and domestic sales of fur from animals caught

in leghold traps will come into force in 1995 unless agreement is reached on inter-
national standards for humane trapping. This will stop many US. fur exports to the
EC.

Animal Testing of Cosmetics: An amendment to the Cosmetics Directive will ban
sales in the EU of cosmetics whose ingredients were tested on animals from 1998,
unless the Commission determines at that time that there are still no feasible alter.
natives. If such a ban goes into effect, it would constitute a non-tariff trade barrier
for U.S. cosmetics exporters.

Data Privacy: The European Commission has proposed a broad package of legisla-
tion which would harmonize laws in the EU concerning "protection of individuals
in relation to the processing of certain personal data." Many U.S. companies are
concerned that this legislation could adversely affect them by restricting their oper-
ations in the EU or the transfer of data between the UnitedStates and the Union.
The latter case could even prevent intra-company data transfer. These concerns are
shared by EU industry. U.S. experts will continue to monitor this issue and consult
with EU omcials.

Wine Certification and Enological Practices: U.S. wine exports continue to face
uncertain market access into the European Union. The U.S. and EU have an agree.
ment whereby U.S. wine producers can use wine treatment practices which are not
approved in the Union, and US. wine exporters can use a simplified export certifi-
cate. The Union continues to link these access questions to the U.S. commitment
for greater legal protection for EU wine labels in the U.S. The U.S. has expressed
its willingness to discuss greater protection for Union wine labels within the rule
making process of the U.S. government. The current agreement will expire in April
1994. In its place, the U.S. seeks to substitute an agreement that makes permanent
both the certification system and the acceptance of U.S. wine treatment practices.

Whiskey: Under an agreement being negotiated with the EU, Bourbon and Ten-
nessee Whiskeys would benefit from improved product name protection throughout
the EU. In return, six EU products (Scotch Whiskey, Irish Whiskey, Cognac, Arma-
gnac, Calvados, and Brandy de Jerez) would receive strengthened product name pro-
tection in the U.S. market. The EU however, has not agreed to cover a third prod-
uct American Blended Whiskey (ABW) in the new agreement because the current
EU distilled spirits regulation maintains that ABW can not be lalbled a whiskey
product due to insufficient aging and presence of neutral spirits. ABW is effectively
barred from the EU market. The U.S. Government will continue to seek other ap-
propriate remedies to restore access for ABW into the EU market.

Corn Gluten Feed: The Blair House Accord includes a text addressing technical
problems related to the definition of corn gluten feed that had arisen from the EU's
interpretation of the original GATT zero binding on the product and the Union's im-
plementation of a subsequent Memorandum of-Understanding which laid down the
chemical parameters and analytical methods to be used by EU Customs officials in
their application of the zero binding. Although the Commission approved the Blair
House corn gluten feed text earlier this year, it has yet to take the steps necessary
to implement the agreement. Since August 1992, EU Customs officials have been
operating under instructions to suspend the collection of duties on all corn gluten
feed imports. Notwithstanding the unambiguous terms of this so-called cease-fire ar-
rangement, corn gluten feed imports have been reclassified under dutiable headings
by the Customs authorities of several EU member states. The Commission recently
signalled its intention to further postpone implementation of the Blair House text
when it adopted a proposal to extend the cease-fire until June 30 1994.

Malt Sprout Pellets: As part of the Blair House Accord, the RU agreed to create
a tariff rate quota for imports of malt sprout pellets in order to address a dispute
that had grown up over the correct classification of this product under a GATT zero
binding.

Third Country Meat Directive and Hormone Ban: A November 1992 exchange of
letters laid down the terms for an improved working relationship between the UIS.
and EU meat inspection services and paved the way for the approval earlier this
year of a number of US. slaughterhouses. Under the terms of the agreement, this
is seen as an interim stage in a process leading ultimately to certification by the
USDA that U.S. establishments meet EU standards.
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Despite the progress made toward resolving the dispute over meat inspection,
U.S. exports ofbeeT and beef products to the Union will continue to be severely lim-
ited as long as the EU's hormone ban remains in place. This ban took effect January
1, 1988. It applies to meats and meatproducts imported into the EU after January
1, 1989, with the exception for meats lor pet use. The ban has caused trade damage
to the U.S. estimated at $97 million a year. In response, the United States imposed
100-percent tariffs on imports of EU agricultural products valued at $97 million.
This level of retaliation was adjusted downward in July and December 1989 to re-
flect a partial resumption of U.S. exports of meats that are not treated with hor-
mones.

EU Ban on Bovine Somatotropin (BST): An EU moratorium on the use and mar-
keting of Bovine Somatotropin (BST), a synthetic protein that stimulates increased
milkproduction in cows, has been in effect since April 1990. In December 1993, the
EU Council of Minioters voted to extend this moratorium through December 31,
1994, in order to examine the implications of the ban, its consequences on trade,
and the experience of countries where the use of BST is authorized. The EU has
also taken the unusual step of barring individual Member State licensing of BST,
requirin; license approval at the Union level.

Scientific and technical study to date in both the U.S. and Europe has found no
health or other hazards in the use of BST, and the U.S. Food and Drug Administra-
tion has approved its use in the U.S. However, the Commission as well-as European
consumer groups, critics of biotechnology, and small farmers (who fear increased
supplies ofcheap milk) oppose its use. An important factor in the Commission's de-
cision is the impact increased milk production resulting from the use of BST will
have on the EU's budget for farm p rice supports. Because of the high costs of farm
subsidies under the CAP, the EU already has strict milk production quotas.

Given the fact that scientifically, the U.S. Food and Drug Administration review
has established that the drug does not pose a threat to human or animal health,
the U.S. has serious trade concerns with the EU's BST policy. These concerns are
based not only on the inability of U.S. firms to market BST in EU countries, but
also on how a BST ban would affect the export of U.S. dairy products to the EU.

Oilseeds: A central element of the Blair House Accord is the text on oilseeds
which establishes a ceiling on the area sown to subsidized oilseed crops in the
Union. In December 1993, the EU Council adopted legislation implementing the key
provisions of the agreement.

ShipbuildingSubsidies: Members of the EU provide subsidies and other forms of
assistance to their shipbuilding and repair industry. The European Commission sets
ceilings for subsidies annually. In 1993 for a second consecutive year, the ceiling
was nine percent of gross investment. This 9-percent subsidy ceiling has been re-
newed through the end of 1994. On June 8, 1989 the Shipbuilders Council of Amer-
ica (SCA) filed a Section 301 petition, seeking the elimination of subsidies and trade
distorting measures for the commercial shipbuilding and repair industry. In re-
sponse,6USTR undertook to negotiate a multilateral agreement in the OECD to
eliminate all subsidies for shipbuilding by the OECD member countries. Negotia-
tions were suspended in April 1992 but resumed in September 1993 on the basis
of a new compromise proposal. There are three riiajor outstanding issues that are
of concern to the United States: home credits, injurious pricing, and export credits.

Quota and Import Licensing for Bananas: On July 1, I993 the European Union
implemented an import quota regime for bananas that is admiia'sitered using import
licenses. The EU developed the new regime as part of its single market exercise.
U.S. companies have seen a significant erosion of their market share in Europe be-
cause the two million ton quota that applies to imports of bananas from Central and
Latin America is significantly smaller than recent import volumes. Moreover, the
licensing system includes elements that discriminate against third country import-
ers to the benefit of Union firms. The U.S. government is supporting Central and
Latin American banana exporting countries who have brought a GAWT panel case
against the EU banana regime. The panel is expected to issue its ruling in mid-Jan-
uary 1994. The United States is also working with the Commission to try to ensure
that the licensing system does not unfairly penalize U.S. exporters.

Tariffs: In general, EU tariffs are not considered to be a major barrier to U.S. in-
dustrial exports. EU variable levies, on the other hand, present considerable tariff-
like barriers to U.S. agricultural exports. There are exceptions in other areas as well
where EU tariffs do constitute significant barriers to U.S. trade interests: certain
paper products, some wood products, aluminum products, electronics products (in-
cluding semiconductors, computer parts, and scientific equipment), medical equip-
ment, tobacco and certain chemicals (includingsoda ash).

Coal Subsidies: Legal authority under the European Coal and Steel Community
Treaty for the continued payment of subsidies to Member States' coal industries will
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run out on January 1, 1994. The European Commission is currently trying to devise
new rules for coal subsidization, to go into effect on that date. Continuation of gen-
erous coal subsidies is both costly to the EU member states and an effective re-
straint on European imports of U.S. coal.

Based on press reports, it seems that the new EU coal subsidies regime that will
go into effect on January 1 1994 will contain a call for the gradual reduction of sub-
sidies from 1994 to 2002. ;he new draft pla" would allow EU member states to con-
tinue to offer subsidies to unprofitable coal enterprises, in order to cover the dif-
ference between production costs and the market price for coal. Under the EU plan,
these subsidies must not produce prices for EU coal lower than the world price.
Moreover, those member states intending to offer their coal enterprises subsidies be.
tween 1994 and 2002 will have to submit to the Commission plans for the mod-
ernization rationalization, and restructuring of the coal industry. The new subsidiessystem will also probably contain a stiff transparency requirement designed to re-
veal more clearly to EU taxpayers the extent or subsidization in the EU coal indus-
try.
6. Export Subsidy Policies

Agricultural Subsidies: Export subsidies (also known as export restitutions or re-
funds) are widely used by the EU to offset competitive disadvantage to EU agricul-
tural exports caused by -high EU internal support prices. Export subsidies enable
the EU to dispose of its surplus production at prices that match, and often
undersell, U.S. agricultural exports to foreign markets. The impact on U.S. agricul-
tural exports, particularly grain exports, runs on the order of billions of dollars. Ex-
port subsidies, however, were subject to disciplines as a result of the Uruguay
Round. The European Union is a signatory of the GATT Subsidies Code.
7. Protection of U.S. Intellectual Property

The European Commission is committed to securing a high level of protection for
intellectual property rights (IPR) in the EU. The Commission believes that comple-
tion of the Single Market requires harmonization of the scope of IPR protection so
that trade and investment within the Union will not be distorted based on dif-
ferences in the scope of intellectual property protection among the member states.
The Commission has proposed directives in certain areas where inadequate IPR pro-
tection is seen as hindering development of EU industry (biotechnology, data bases)
and has adopted directives covering software, pharmaceuticals, and semiconductor
topologies. Planned legislation will continue to harmonize IPR at the EU level, and
eventually Union patent, trademark, and industrial design regimes will exist.

In the copyright area, the EU Council has adopted directives establishing rental
and lending rights, harmonizing neighboring rights and the term of protection, and
creating a system for protecting works transmitted by satellite and cable
retransmission. It remains to be seen whether the directives will give full protection
to U.S. right-holders and whether U.S. film producers and the wor-ks-for-hire system
will be fully respected.

The EU adopted in May 1991 a directive requiring member states to protect soft-
ware as a literary work within the meaning of the Bern Convention. Member states
were required to implement the directive in national legislation no later than Janu-
ary 1, 1993, but a number had not completed action by that date. The directive dif-
fers from U.S. law by allowing decompilation carried out under certain cir-
cumstances for purposes of obtaining information necessary for inter-operability. Al-
though U.S. industry was satisfied with the final compromise reached by the Coun-
cil, the U.S. government will closely monitor implementation of the directive to en-
sure that U.S. right-holders are protected.

U.S. companies are concerned that policies adopted by the European Tele-
communications Standards Institute (ETSI) in March, 1993 jeopardize valuable in-
tellectual property rights. See discussion above in Section 5.

8. Worker Rights
Worker rights are discussed in the individual country sections of the report.

Extent of U.S. Investment in Selected Industries.-U.S. Direct
Investment Position Abroad on an Historical Cost Basis-1992

[Millions of U.S. dollars]

Category Amount

Petroleum ............................................................................... 199225
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Extent of U.S. Investment in Selected Industries.-U.S. Direct
Investment Position Abroad on an Historical Cost Basis-1992-Contlnued

(Millions of U.S. dollars]

Catqwry Amount

Total Manufacturing ..................................................... ......... 88,841
Food & Kindred Products .................................................. 7,746
Chemicals and Allied Products ......................................... 24,287
Metals, Primary & Fabricated .......................................... 4,162
Machinery, except Electrical ............................................. 16,568
Electric & Electronic Equipment.................... 5,836
Transportation Equipment ................................................ 10,511
Other Manufacturing ......................................................... 19,731

Wholesale Trade .... ............................... . 20,008
B anking ................................................................................... 6,929
Finance and Insurance .......................................................... 50,895
Services ................................................................................... 9,395
Other Industries ..................................................................... 5,242
TOTAL ALL INDUSTRIES ................................................... 200,535

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

ARMENIA

Key Economic Indicators
(Billions of Russian rubles unless otherwise noted)

1991 1992 19931

Income, Production and Employment:
Real GDP (1991 prices) ...................................... 15.920 7.593 4.973
Real GDP growth (pct.) ...................................... -8.8 -52.3 - 34.5
GDP (at current prices) ...................................... 15.920 59.068 329.27
By Sector (pct.):

Agriculture ....................................................... 19.7 31.8 49.2
Industry ........................................................... 34.8 37.6 22.3
Construction .................................................... 11.1 4.3 4.1
Transportation ................................................. 2.5 1.3 0.8
Trade and Catering ......................................... 3.9 3.3 1.5
Other ................................................................ 47 21.5 22.1

Real Per Capita GDP ('91 rubles) ...................... 44,070 20,605 13,314
Labor force (000s) ............................................... 2,054,4 2,194,5 2,080,0
Unemployment Rate (pct.) .............................. .N/A 3.4 5.8

Money and Prices (annual percentage growth):
Money Supply (M2) ............................................. N/A N/A N/A
Base Interest Rate .............................................. N/A 8-10 46.5
Personal Savings Rate ........................................ N/A 9-10 N/A
Retail Inflation .................................................... 274.1 728.7 930.0
Wholesale Inflation ............................................. N/A N/A 990.0
Consumer Price Index ........................................ 175 828.7 940
Exchange Rate (Rubles/$):

official I ............................... . . . .. . .. . .. . . .. . . .. . . . .. . . .. . .  N/A 400 2,020
parallel I1........................................................... N/A 400 2,050

Balance of Payments and Trade:
Total Exports FOB .............................................. 2.661 14.905 53.758

Exports to US ................................................. 0 0.206 0.318
Total imports CIF ............................................... 4.505 28.204 40.816

Imports from U.S.2 .......................................... 0 0.203 2.608
Aid from U.S. ($ million) .................................... N/A 346.1 493.2
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Key Economic Indicator*--Continued
[Billions of Russian rubles unless otherwise noted]

1991 1WJ 19961

Aid from Other Countries (million US. dol-
lar))...................................... N/A N/A112.5

External Public Debt (mil $) .............................. N/A N/A 220
Debt Service Payments (paid) ........................... WMA N/A 0
Gold and Foreign Exchange Reserves ($ mil-

lion) .................................................................. N/A 15,9 N/A
Trade Balance32 ........................... .. . .. .. . . .. . .. . .. .. .. . .. - 1.844 -13.299 12.941

Balance with US.. .......................................... 0 0.003 -2.290
N/A-Not available.
'Data for the first nine months of 1993.
2Grain and fuel imports not included.
8Other U.S. assistance was available through regional programs for which a country-by.country breakdown

is not available.
4Transportation costs not included.
Pigures are from the Armenian Ministry of Economy, the Armenian State Statistickl and Analysis Coin-

mitte., the Parliament Committee on Pinances, and from international financial institutions.

1. General Policy Framework
In 1993, Armenia continued its halting transition to a market economy. An eco.

nomic blockade by neighboring Azerbaian and Turkey and the frequent interruption
of energy and freight shipments passing through Georgia greatly hindered economic
development. A continuing stand-off on economic policy between the Armenian par.
liament and the government resulted in the enactment of only modest economic re-
form legislation in 1993. Parliament did manage to adopt an ambitious social and
economic development program, which increased government assistance to export-
capable industries attempted to aid the private sector, and attempted to stabilize
personal income. The program has been largely unsuccessful. As a result, Armenia's
economic crisis continued unabated in 1993. Shortages of electricity, fuel, raw mate.
rials, and expensive unreliable transport routes have brought many of the country's
factories to a virtual halt. Eighty to ninety percent of the labor force remains either
idle or under-employed. Gross Domestic Product continued its steep decline, to an
estimated one-third of its 1991 level, while the inflation wate, at an estimated 930-
990 percent per annum, remained stubbornly high.

The continued blockade has radically reduced-the importance of the industrial sec.
tors to Armenia's shrunken economy. An ambitious farmland privatization program
has helped propel agriculture to the economic forefront.

During the initial six months of 1993, Armenia remained part of the ruble zone.
In mid-17993, Ruisia withdrew all pre-1993 banknotes from circulation and refused
to include the other members of the CIS in the new ruble zone. With no currency
of its own, Armenia has found itself in a critical situation. In October, it signed a
new agreement with Russia on joint financial policies which calls for the eventual
harmonization of its fiscal and monetary policies with those of Russia and the other
members of the CIS.

The deficit is extremely high, by some estimates as much as fifty percent of Gross
Domestic Product. Until the Russian government introduced its "new" ruble in mid-
1993, the deficit appeared to be financed largely by the Russian government's prac-
tice of printing money and extending credits and loans. Ruble credits from the Ar-
menian Central Bank in 1993 are estimated at 290 billion rubles. In November, Par-
liament resolved to distribute the remaining 39 billion rubles of unused credits to
the areas of export promotion, construction of small hydroelectric power plants, and
transportation of agricultural products. Since the introduction by new Russian gov.
ernment of its "nevi" Russian rubles, runaway inflation, a precptous decline in eco-
nomic activity caused by the blockade and the break-up of the USSR, a virtual ab-
sence of fiscal discipline, and ineffective revenue generating and collecting mecha-
nisms have contributed to the size of the deficit.

The government is currently operating with 1961-1992 rubles inherited from the
Russian government. A decree issued at the end of October attempts to regulate
money supply by limiting the amount of rubles that can be brought into Arinenia.
The government does not- print Russian rubles and appears to have no other means
of controlling the money supply. The Central Bank exemises little influence over
monetary policy.
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2. Exchange Rate Policy
In 1993, the government ended the monopoly of its central bank on foreign cur.

rency exchange operations by granting exchange rights to a number of commercial
and state banks. In addition,-the vibrant currency black market that emerged in
1993 competes with the banks and appears to influence government exchange poli.
cies. The introduction of the "new" Russian ruble in Russia in 1993 increased specu.
native pressure on the "old" ruble in Armenia. At the end of October the government
declared the "old" ruble to be the only valid currency in Armenia. The government,
in joining the Russian new ruble zone in October, signed a number of agreements
that are intended to eventually harmonize the fiscal and monetary policies of all the
members of the CIS.

Armenian residents are currently permitted to take a maximum of $500 with
them when they leave the country. Permission to export foreign currency in excess
of $500 is granted only upon presentation of a document proving that the money
was purchased officially, or legally obtained.
3. Structural Policies

US. exports are more affected by the Azerbaijani and de facto Turkish blockade
and the conflict in Nagorno-Karabakh than by Armenia's tax and regulatory poli.
cies. Foreign businessmen exercise the same rights in owning businesses, and are
subject to the same taxes and regulations as Armenian resident businessmen.

Armenian taxes include a VAT, a tax on profit (12-60 percent), an excise tax (5-
70 percent), and a personal income tax. In 1993, the VAT was reduced from 28 per-
cent to 16.6-20 percent. A new law on property taxation is being discussed in par-
liament.
4. Debt Management Policies

In 1992, Russia assumed responsibility for managing Armenia's share of the
former USSR's external debt of $561.6 million. In 1993, Armenia incurred ruble and
hard currency external debt totalling $220 million. In 1993, the World Bank ap-
proved a $1.2 million loan to the energy industry, $12.0 million for institutional
building purposes, and continued financing for construction in the earthquake zone.
IBRD loans in 1993 comprised $55.1 million dollars.

Debt service payments will start in 1994 and are estimated by the government
to be $15 million for that year.
5. Significant Barriers to U.S. Exports

At present, foreign entities have a right to establish in Armenia all forms of busi-
nesses envisaged by Armenian laws for local businesses-sole proprietorships, part-
nerships, limited partnerships, and joint stock companies. The share of foreign as.
sets in an enterprise is unlimited. There is no restriction on repatriation of profits
out of Armenia. However, local and foreign businesses who receive their revenues
in hard currency are obliged to sell 50 percent of their hard currency profits to the
State for rubles at the official exchange rate.

No duties are imposed on the import of raw materials, goods and services to Ar-
menia. There is a strict licensing procedure for the export of raw materials and
some products from Armenia. The export customs fee is 0.15 percent of estimated
cost.

In 1993, the Armenian Parliament and U.S. Senate ratified a bilateral investment
treaty. An Overseas Private Investments Corporation (OPIC) incentive agreement,
which allows OPIC to offer political risk insurance and other programs to U.S. in-
vestors in Armenia, was concluded in 1992.
6. Export Subsidies Policies

In 1993, the Parliament adopted an economic and social development program,
which increased government assistance to export capable industries. As was the
case during the Soviet period, the government subsidizes state enterprises and pro-
vides resource discounts to producers in critical industries. In November, unused
credits were appropriated in order to promote export operations of state-owned en-
terprises.
7. Protection of U.S. Intellectual Property

An agreement on trade relations between Armenia and the U.S.A. signed in 1992
states that the parties shall ensure that domestic legislation provides for protection
and implementation of intellectual property rights, including copyright on literary,
scientific and artistic works including computer programs and data bases, patents
and other rights on inventions and industrial design -now-how, trade secrets, trade
marks and service marks, and protection against unfair competition.
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In August 1993, the Armenian parliament adopted a Law on Patents and the gov.
ernment established a Patent Administration. Patents are granted for a period of
20 years. Appropriate laws on Trademarks and Copyright are being considered by
the Parliament.

By the end of 1993 Armenia plans to join the Paris Convention for the Protection
of Industrial Property, the Madrid Agreement concerning international registration
of trademarks, and the Patent Cooperation Treaty (PCT).
8. Worker Rights

a. The Right ofAssociation.-The 1992 Law on Employment guarantees employ.
ees the right to form or join unions of their own choosing without previous author.
ization. At the same time, many large enterprises, factories, and organizations re-
main under state control and voluntary, direct negotiations between unions and em-
ployers without the participation of the government can not take place.

b. The Right to Organiie and Bargain Collect'wely.-The 1992 Law on Employ-
ment guarantees the right to organize and bargain collectively. Armenia's high un-
employment rate makes it difficult to gauge to what extent this right is exercised
in practice.

c. Prohibition of Forced or Compulsory Labor.-The 1992 Law on Employment
prohibits forced labor.

d. Minimum Age for Employment of Children.-The statutory minimum age for
employment is 16.

e. Acceptable Conditions of Work.-The minimum wage is set by governmental de-
cree and was increased periodically during 1993. Employees prod the minimum
wage cannot support either themselves or their families. The vast number of enter-
prises are either idle or operating at only a fraction of their capacity. Those still
on the payroll of idle enterprises continue to receive two-thirds ortheir base salary.
The overwhelming majority of Armenians are thought to live below the officially rec-ognized povert •cor evel.f. Rigts in VctorsWith U.S. Investment.-There is currently no appreciable U.S.

investment in Armenia.

AUSTRIA

Key Economic Indicators
[Billions of Austrian schillings (AS) unless otherwise noted]

1991 1992 19931

Income, Production, and Employment:
Real GDP (1985 prices) ...................................... 1,615.6 1,639.8 1,628.3
Real GDP Growth (pct.) ..................................... 3.0 1.5 -0.7
GDP (at current prices) ...................................... 1,914.8 2,028.6 2,098.0
By Sector:

Agriculture ....................................................... 53.0 50.1 54.0
Energy and Water ........................................... 52.3 55.6 58.1
Manufacturing/Mining .................................... 502.3 525.9 526.0
Construction ................................................... 140.3 153.6 161.4
Rents ................................................................ N/A N/A N/A
Financial Services ........................................... 321.5 350.4 370.0
Other Services ................................................. 511.7 546.4 568.2
Public Services ................................................. 269.2 286.8 292.5
Net Exports of Goods and Services ................ -789.7 -805.6 -814.1

Real Per Capita GDP (in AS, 1985 prices) ....... 206,460 207,990 205,000
Labor Force (000's) ............................................. 3,601 3,661 3,688
Unemployment Rate (pct.) ................................. 5.8 5.9 7.0

Money and Prices (annual percentage growth):
Money supply (M2) ............................................. 8.2 -3.6 -2.0
Secondary Bond Market Rate 2s.......................... 8.69 8.39 6.85
Personal Savings Rate 2 ..................................... 13.2 11.2 10.0
Wholesale inflation ............................................. 0.8 -0.2 -0.5
Consumer price index ......................................... 3.3 4.1 3.7
Exchange rate (AS/US$) ..................................... 11.68 10.99 11.60
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Key Economic Indicators--Continued
[Billions of Austrian schillings (AS) unless otherwise noted]

1991 1999 1993'a

Trad and Balance of Payments:
Total exports (FOB)3 .......................................... 479.0 487.6 459.4
Exports to U.S ..................................................... 13.5 12.9 15.4
Total Imports (CIF)3 .......................................... 591.9 593.9 567.4
Imports from U.S ............................................... 23.4 23.4 26.0
Aid from U.S ....................................................... N/A N/A N/A
Aid from Other Countries .................................. N/A N/A N/A
External Public Debt4 ........................................ 148.5 172.1 188.0
Debt Service Payments ...................................... 12.5 19.8 29.6
Gold and FOREX Res. (year-end) ...................... 148.3 178.3 N/A
Trade Balances ................................................... - 112.9 -106.3 - 108.0
Balance with U.S.3 .............................................. -9.9 -10.5 - 10.6

N/A-Not available.
IData as or October 1993 and economic forecastL3Actual, average annual rates, not changes in them.
*Merchandise trade only.
4Figures reflect the federal government's external debt.

1. General Policy Framework
Austria, a member of the European Free Trade Association (EFTA) and the

OECD, has a highly developed economy, with services, including the important tour-
ism sector, contributing 64 percent to total gross domestic product (GDP). Austria
is highly integrated into the international economy, with exports of goods and serv-
ices amounting to almost 40 percent of GDP. The state-owned sector has tradition-
ally played a significant role in the economy, but it has declined steadily in recent
years.

Formation of the European Union's single market and liberalization in Central
and Eastern Europe pose new challenges for Austria, and the economy is expected
to continue to undergo major restructuring. Following eleven consecutive years of
growth, Austria was hit by a recession in 1993 as a result of the weak international
economy, particularly in Germany, its major trading partner. Austria's real GDP is
expected to decline by about one percent in 1993. The recession has delayed
progress in the government's goal of reducing the budget deficit to 2.5 percent of
GDP by 1994. In 1992, the deficit was 3.3 percent of GDP.

Austria's Grand Coalition Government of Social Democrats and Conservatives has
taken measures to make the Austrian economy more liberal and open by introducing
a major tax reform, privatizing state-owned firms and liberalizing cross-border cap-
ital movements. To gain access to the European Union's (EU) internal market, Aus-
tria applied to join the EU in July 1989, and negotiations began on February 1,
1993. Austria will partici ate in the European Economic Area (EEA) a free trade
zone agreement between EU and EFTA, which Austria ratified on September 22,
1992. The Government prepared extensive new legislation in 1992 and 1993 to pre-
pare Austrian industry and business for the EEA and ultimately the EU.

Austria has significantly increased trade and investment activities in the Central
and Eastern Europe (CEE) since 1989, but has also faced stiffer competition from
the influx of low-priced Eastern products, and discrimination as a result of the EU's
free trade agreements with the CEE countries. Because of geographical proximity
and longstanding ties, Austria has been an important gateway for Western compa-
nies active in the region.

Austria is a member of the General Agreement on Tariffs and Trade (GATT) and
extends most favored nation status to other members, including the United States.
Austria reduced custom tariffs on about 1,800 items in 1990 as an advance conces-
sion in the Uruguay Round negotiations.
2. Exchange Rate Policy

The Austrian National Bank (ANB) maintains a "hard schilling policy" adjusting
money supply and interest rates to maintain the schilling/German mark exchange
rate at AS 7.04 to DM 1. In 1992, the schilling appreciated a ainst most other Euro-
pean currencies. In 1992/93, the ANB followed the German Bundesbank's lead, but
also cut interest rates further to stimulate the weakening economy. The value of the
U.S. dollar has dropped considerably vis-a-vis the schilling since 1990, but recovered
slightly in 1993.
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Since November 1991, Austria's foreign exchange regime is fully liberalized. On
January 1, 1992, Austria introduced a Capital Maret law on Public Securities
which deregulated and liberalized capital markets. U.S. isbzers of bonds and securi-
ties are free to place offerings in the Austrian capital market.
3. Structural Policies

The prospect of EU integraton has sparked economic reform measures during the
past two years. By participating in the EEA, Austria will adopt about 60 percent
of the EU's rules. In 1993, the Austrian Government published its first federal pro-
curement law, and new legislation on cartels, competition, and business law. The
Austrian Government has also taken steps to make its subsidy programs consistent
with EU regulations. The "Social Partnership", the system whereby the leaders ofAustria's labor, business, and agricultural institutions maintain an ongoing dialogue
and give their concurrence to new economic legislation, is an important feature of
the economy.

A comprehensive tax reform will become effective January 1, 1994. Aside from
modernizing the Austrian tax system, it will reduce personal income taxes and en-
courage investment and equity capital formation. The corporate tax will rise to a
uniform 34 percent; the abolition of the capital tax, however, will significantly re-
duce the total tax burden for corporations.

A more liberal Business Code became effective July 1, 1993 which makes obtain-
ing licenses in several business categories easier. A new Cartel Law implements reg.
ulations for merger control. The Austrian government has also passed legislation re-
quiring environmental impact assessments for many new projects that enters into
force in mid-1994.
4. Debt Management Policies

At the end of 1992, Austria's external federal government debt amounted to AS
172.1 billion or 17.4 percent of the Government's overall debt. Foreign debt was di-
vided between bonds (92.4 percent) and credits and loans (7.6 percent). Austria's for-
eign debt is denominated as follows: 40 percent in Swiss francs, 30 percent in Ger-
man marks, 27 percent in Japanese yen, and 3 percent in Dutch guilders.

Austria's public external debt amounted to 8.5 percent of GDP in 1992 and is ex-
pected to rise to 9.0 percent in 1993. Debt service on this debt amounted to AS 19.8
billion in 1992 and was thus equal to 1.0 percent of GDP and 2.5 percent of total
goods and services exports. The 1993 external federal debt service of about AS 29.6
billion is equivalent to 1.41m-erent of GDP and 3.6 percent of total exports. Republic
of Austria bonds are rated AAA. Austria is an active member of the IMF, World
Bank, and Paris Club, and follows debt issues closely, particularly in relation to
Eastern Europe and Russia.
5. Significant Barriers to U.S. Exports

Overall tariff levels in Austria are higher than in other OECD countries. If Aus-
tria becomes a full member of the EU, Austria will reduce overall custom duties vis-
a-via the United States, in particular for industrial products with a high degree of
processing. Still, there exist administrative and technical barriers such as import
declarations, quotas, and licensing, testing, and labelling requirements.

In some sectors competition is restricted, in particular in agriculture. High tariffs
combined with complicated licensing and quota systems limit agricultural imports.
Discretionary licenses are required for imports of some food products, including
dairy products, red meats, poultry, grains (except rice), fruits, vegetables, sugar,
brown coal, and some weapons. The Austrian Government imposed quotas on ce-
ment imports in 1991 and on fertilizers in April 1993 to control the influx of low-
priced products from Central and Eastern European countries.

Trade of cheese and beef between the U.S. and Austria is conducted under two
bilateral agreements. The first dating from 1980, gives the US. a 600.ton quota for
US. high quality beef (HQB) in Austria, and theU.S.granted Austria a duty free
quota of 71850 tons for cheese. The second accord, negotiated in 1992 under GATT
Article XVVIII as a result of trade concessions withdrawn by Austria on oilseeds
products, provides for an additional HQB quota of 400 tons for the U.S. In 1992,
Austrian imports of HQB into Austria totalled $12.5 million and Austrian exports
of cheese to the US. were $13 million. In the fall of 1993, the U.S. requested con-
sultations, claiming that Austria was in violation of the agreements because of
changes in the import mechanism, failure to release the full quota in a timely man-
ner, and substantial increases in levies.Foreign firms offering banking, insurance, and legal services are required to ob-
tain business licenses, as are Austrian firms. The new Banking Act, which poes into
effect on January 1, 1994 limits Ministry of Finance discretion and requires that
bank licenses be issued if basic requirements are met. Insurance companies wishing
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to operate in Austria must establish a branch office and have at least two managers
resident in Austria. Other providers of financial services, such as accountants, tax
consultants, and property consultants require specific proof of their qualifications,
such as university education or number of years of practice. Other service compa-
nies also require a business license, one of the preconditions of which is legal resi-
dence. As a result, US. service companies often must form a joint venture with an
Austrian firm. U.S. companies holding investments in several countries participat-
ing in the EEA might benefit from more liberal regulations with the entry into force
ofthe EEA.

Imports of foodstuffs, plant pesticides, pharmaceutical specialities, or electricalequipment are permitted only if the products pass standards set by the Austrian
Testing Institute or a government agency. Due to the sometimes broad and diverse
testingprocedures for pharmaceuticals, responses may take as long as three or four
years. The Austrian Consumer Protection Law and the Law Against Unfair Com-
petition require that textile products, apparel, household chemicals, soaps, toiletries,
and cosmetic preparations must be marked and labelled in German. A regulation
implemented in September 1992 requ iring that all imported tropical forest products
be identified and labelled was lifted in March 1993. All telecommunications equip-
ment, including customer premises equipment, private networks, cable TV networks
and value-added services is subject to approval by the Austrian Post and Telegraph
Administration (PTT). The Austrian approval policy for customer premises equip-
ment tends to be liberal.

The Austrian government generally welcomes all foreign direct investment, but
particularly investment which creates new jobs in high-technology sectors, improves
productivity, or restructures and strengthens traditional industries. One hundred
percent foreign ownership is permitted. Repatriation of earnings, interest payments,
and dividends is not restricted. However, investors must sometimes deal with com-
plicated administrative procedures to obtain approval for new operations. It is also
complicated for foreigners to purchase real estate due to the different environ-
mental regulations and land utilization plans of individual provinces. For example,
environmental and administrative approval of one recent large U.S. investment took
nearly two years.

Austria ratified and implemented the Multilateral Trade Negotiations Agreement
on Government Procurement. Provincial and municipal governments are not, how-
ever, required to comply with the rules. Austria does not have restrictive "buy-na-
tional" legislation and the principle of the best bidder is usually maintained. Bid
times are sufficiently long to allow foreign firms to submit bids. Federal agencies
publish public tender notices in English and German.

Austria published its first federal procurement law in mid-1993 in preparation for
participation in the EEA, adapting the ELI's Single Market lee2tlation on procureE
ment. the Austrian Government did not, however, implement Article 29 of the EU
Utilities Directive wlich mandates price preferences for EC firms. U.S. subsidiaries
based in EEA countries will now be able to bid for Austrian procurement contracts
which before were open only to Austrian companies. The GATT Government Pro-
curement Code will continue to apply for U.S.-based suppliers. In the military sec-
tor, the Austrian Government often requests offset arrangements; in early 1993 it
concluded such an agreement with the French Government for the purchase of Mis-
tral missiles.
6. Export Subsidies Policies

The Government provides export promotion loans and guarantees within the
framework of the OECD Export Credit Arrangement and the GATI' Subsidies Code.
In mid-1991, the Austrian Kontrollbank (AKB), Austria's export financing agency
revised its guarantee policy to set rates according to country risk rather than fixed
rates. In the past year, the extension of guarantees has become more restrictive.
The government assumes guarantees for credit transactions of the AKB if the pro-
ceeds of such transaction are used for financing exports and contribute to the AKB's
borrowing costs. The Export Fund provides export financing programs for small and
medium-sized companies with annual export sales of up to AS 100 million.
7. Protection of U.S. Intellectual Property

Laws are consistent with international standards. Austria is a member of the
World Intellectual Property Organization as well as of the Bern Convention for the
Protection of Literary and Artistic Works, the Paris Convention for the Protection
of Industrial Property, the Universal Copyright Convention, the Patent Cooperation
Treaty, the Geneva Phonograms Convention, and the Brussels Satellite Convention.
It has also signed the Budapest Treaty on International Recognition of the Deposit
of Microorganisms for the Purpose of Patent Procedure.
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Austria has a patent law, a trademark law, a law protecting industrial designs
and models, and since 1989, a law protecting the pattern design of semiconductors.
Austria's new copyright law of March 1993 -provides for the protection of computer
software. Austria is a member of the Paris Union International Convention for the
Protection of Industrial Propety, and patents on inventions are valid up to 18 years
after application. Austria is also a member of the Madrid Trademark Agreement.
Trademarks are protected for renewable ten-year periods. Protection for Industrial
designs and models has been extended to 15 years.

A levy on imports of home video cassettes and a compulsory license for cable
transmission is required under Austrian copyright law. The resulting revenues are
collected and distributed by marketing companies with 51 percent of the total going
to a special fund used for social and cultural projects. In 1993, the government was
reviewing a proposal to require compulsory licensing of videocassettes to tourist and
educational institutions. There are no estimates of losses to U.S. firms caused by
intellectual property infringements in Austria but they are believed to be negligible.
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," and
has a significant influence on economic policy.

b. The Right to Organize and Bargain Collectively.-Austrian unions enjoy the
right to organize and bargain collectively. The Austrian Trade Union Federation
(ATUF) iF exclusively responsible for collective bargaining. All workers except civil
servants are members of the Austrian Chambers of Labor which do research, pre-
pare legislative proposals, and provide legal services. ATUF and labor chamber lead-
erships are democratically elected. Workers are legally entitled to elect one-third of
the board of major companies. Employers in enterprises with more than five employ-
ees are legally obligated to prove that job dismissals are not motivated by antiunion
discrimination.

c. Prohibition of Forced or Compulsory Labor.-Forced or compulsory labor is pro-
hibited by law.

d. Minimum Age for Employment of Children.-The minimum legal working age
is 15. The law is effectively enforced by the Labor Inspectorate of the Ministry for
Social Affairs.

e. Acceptable Conditions of Work.-There is no legally-mandated minimum wage
in Austria. Instead, minimum wage scales are set in annual collective bargaining
agreements between employers and employee organizations. Workers whose incomes
fall below the poverty line are eligible for social welfare benefits. Over 50 percent
of the workforce works a maximum of either 38 or 38.5 hours per week, a result
of collective bargaining agreements. The Labor Inspectorate ensures the effective
protection of workers by requiring companies to meet Austria's extensive occupa-
tional health and safety standards.

f. Rights in Sectors With U.S. Investment.--Since labor laws practices are uniform
throughout Austria, worker rights in the 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 Selected Industries.-U.S. Direct
Investment Position Abroad on an Historical Cost Basis-1992

[Millions of U.S. dollars]

Category Amount

Petroleum ............................................................................... .(1)
Total M anufacturing .............................................................. 622

Food & Kindred Products ................................................. 14
Chemicals and Allied Products ..................... . 19
Metals, Primary & Fabricated ........................................ 2
Machinery, except Electrical ......................................... . 53
Electric & Electronic Equipment ...................................... 211
Transportation Equipment ................................................ (1)
Other M anufacturing ......................................................... (1)

W holesale Trade ..................................................................... 422
Banking .................................................................................. 42
Finance and Insurance .......................................................... (2)
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Extent of U.S. Investment in "'aleckd Industries.-U.S. Direct
Investment Position Abroad on an Historical Cost Basis-1992-Continued

['Minions of U.S. doMan

Cateory Amount

Services ................................................................................... ( )
Other Industries ..................................................................... (2)
TOTAL ALL INDUSTRIES ................................................... 1,365

'Suppreaed to avoid disclosing data of individual companies.SL~ess than *500,000.

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

AZERBAIJAN

Key Economic Indicators I
[Millions of Russian rubles unless otherwise noted

1991 1992 1993S

Income, Production, and Employment:
Real GDP Growth (percent) ...............................
GDP (at current prices) 3 ................ . . . . .. . .. . . .. . ......
By Sector:

Agriculture .......................................................
Energy and Water ...........................................
Manufacturing .................................................
Construction ....................................................
Rents ................................
Financial Services ...........................................
Other Services .................................................
Government, Health and Education ..............

Real Per Capita GDP (000's of rubles, at cur-
rent prices) .......................................................

Labor Force (000's) .............................................
Unemployment Rate (pct.) ..........................

Money and Prices (annual percentage growth):
Money Supply ......................................................
Base Interest Rate 5 ............................................
Personal Saving Rate .........................................
Retail Inflation ....................................................
Wholesale Inflation .............................................
Consumer Price Index ........................................
Exchange Rate (rubles per US$) Official ..........

Balance of Payments and Trade (1991-92 in
billions of rubles, 1993 in millions of US$):

Total Exportsa ....................................................
Exports to U.S .................................................

Total Imports ................................................
Imports from US ..........................

Aid from U.S .......................................................
Aid from Other Countries ..................................
External Public Debt ..........................................
Reserves ($ million) ............................................
Trade Balances ...................................................

Balance with US ..........................
N/A-Not available.

-0.7 -35.2
26,676 183,186

8,125
N/A

6,331
1,689
N/A
N/A

2,380
2,106

3,684
3,833

0.1

N/A
N/A
N/A

1,174.2
137.9
N/A

0.5571

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

49,460
N/A

83,350
13,556

N/A
N/A

8,610
N/A

2,498
3o849
0.16

N/A
N/A
N/A

1,066.6
463.4

N/A
140

1,162
67

446
22

N/A
N/A
N/A
N/A
716
46

lFi•ures are from official AerbaUard sources, which rely on data from state enterprise. The indicate or-
dew .t magitude only.

N/A
N/A

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

N/A
42.706

0.7

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

208.7
N/A
820

255
3.4
147
7.6

N/A
N/A
N/A
N/A
108

-4.2
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21993 Figures are estimates based on available data in October 1993.
S GDP at (actor cost.
4The labor force decrease in 1993.is due largely to war-related displacements and migrations.
sPigures are actual, average annual interest rates, not changes in them.
*Merchandise trade.

1. General Policy Framework
Azerbajan, a former Soviet republic of 7.4 million people with rich natural re-

sources, has significant potential as a trading and investment partner of the United
States. Exploitation of its enormous oil antclgas reserves in the Caspian Sea will
req~uireforeign capital and know-how, and Azerbaijan's government Is negotiating
with several U.S. firms. Azerbaijan has an array of heavy industries particularly
oil refining, petrochemicals, oil field equipment, and air conditioners, that also look
to foreign investment for renewal. Finally, Azerbaian is richly endowed with a di-
verse agricultural sector producing grapes, cotton, tobacco, silk, tea, and other fruits
for export.

Azerbaijan has yet to realize its potential largely because its governments have
been preoccupied with issues of survival and instability arising from the war in
Nagorno-Karabakh a break-away formerly autonomous province of Azerb4an in-
habited traditionally by ethnic Armenians. A military coup in June 1993 brought
to power Heydar Aliyev, a former member of the Soviet Union's politburo and
former Communist ruler of Azerbaijan in the 1970s. He was elected president of
Azerbaijan in October 1993. President Aliyev has announced his government's com-
mitment to democratic and market-based reforms though he favors a process of
gradual reforms rather than economic shock therapy. To date, there is no central
economic po~icy-making body in the government. Four deputy prime ministers in the
cabinet of ministers have responsibility for directing different economic ministries,
though all answer ultimately to President Aliyev.

The economy remains dominated by large state enterprises and, in the agricul-
tural sector by large state and cooperative farms, all producing in theory according
to state orders prepared by the government ministries. The Nat ional'Parliament
passed a sweeping but vague privatization law in January 1993, but no privatiza-
tion program has been implemented. Private business has begun to appear, how-
ever, primarily In the form of thousands of small retail shops in the mai a cities and
towns. In addition, many state enterprises are beginning to produce an-1 even mar-
ket their products independently of central government control.

The economy declined precipitously in the-first nine months of 1993, about 16 per-
cent from the first nine months of 1992. The government, continuing its subsidies
of key commodities, allowed budget deficits to increase from about five percent of
GDP in 1992 to about 14 percent of GDP in the first nine months of 1993. The gov-
ernment's plan for financing this deficit is not clear, but it may rely on the inflatiob-
ary policy of issuing more currency.

Azerbaijan introduced its own currency, the manat, beginning in August 1992_as
a means of meeting the shortfall in cash rubles to pay government salaries. The
emission of manat gradually increased so that the government was able to pull Rus-
sian rubles from circulation in August 1993. The manat remains pegged to the ruble
at the official rate of 10 rubles to one manat, though the finance ministry has plans
to let the manat float against the U.S. dollar and German mark. There are also
plans to introduce a foreign currency exchange to make the manat convertible.

Azerbaijan joined the Commonwealth of Independent States (CIS) in September
1993 and acceded to the economic union treaty of the CIS. It has not signed the
proposed new ruble zone agreement that six other 0IS nations have signed. Joining
the CIS eliminated tariff and other restrictions on Azerbaijan's critical trade with
Russia, Ukraine and other CIS countries, but the full ramifications on economic pol-
icy of Azerbaian's revived ties with CIS countries are not yet clear.
2. Exchange Rate Policy

The Azerbaijani manat is officially pegged to the Russian ruble at the rate of 10
rubles to one manat, though unofficially the manat's value varies between six to
eight rubles. The government imposes several controls on foreign exchange. Under
a surrender requirement export industries (including foreign-owned enterprises and
joint ventures) must exchange for manats at the national bank up to 90 percent of
their hard currency earnings. Another foreign exchange control is the limit on the
amount of foreign currency ($1,000) a private citizen of AzerbaUan may take out of
the country.
3. Structural Policies

Structural change is coming to Azerbaijan, albeit slowly and more as a result of
breakdown of the centrally p anned system rather than through a government re-
form plan.
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Pricing policies: The government removed price controls on nearly all consumer
goods In 1992, except for several key commodities, including bread, natural gas, and
gasoline. As a result, there are shortages of these controlled goods, and many oppor-
tunities for corruption as some are sold for higher prices on the black market. In
addition, nearly all goods are produced by state enterprise monopolies and the gov.
ernment continues to set prices for these enterprises by determining fixed cost-plus
formulas for selling their goods.

Tax policies: The government implemented a new tax system in 1992 through a
series of presidential decrees. This system is composed mainly of four taxes: a 28.
percent value added tax; an enterprise profit tax, with a standard 35-percent rate
and differential rates allowed on certain enterprises; excise taxes of up to 90 percent
of the price of the good (highest being on alcoholic beverages but including a 50 per-
cent tax on certain refined petroleum products); and a personal income tax, progres-
sive in nature but not strictly enforced. Other important sources of government rev-
enue are a royalty on crude oil production, and a ta on vehicle ownership.

Regulatory policies: the government regulates the export of "strategic commod-
ities'produced in Azerbaijan, which include the main hard currency earners includ-
ing refined oil products, cotton, and wine, through export licenses granted by the
Ministry of Foreign Economic Relations. Potential-buyers of such commodities must
gay this ministry for an export license or another ministry or state enterprise that

as obtained a general license for a certain commodity.
4. Debt Management Policies

Azerbaijan has yet to reach agreement with Russia concerning Azerbaian's share
of the former Soviet Union's external debt. The Azerbaijani position is that this
amount should net to zero if it were set against Russia's trade debt to Azerbaijan.
Azerbai*an's offer of a "zero variant" is not accepted by the Russian government.

The Azerbaliani budget deficit is growing at an alarming rate, and amounts to at
least 14 percent of gross domestic production. It is not clear how Azerbaijan plans
to finance this deficit. Russia partly financed Azerbaijani budget outlays in 1992
through ruble credits, but this appears to have stopped. Azerbaijani officials have
met with representatives from the IMF, World Bank, and the European Bank for
Reconstruction and Development, but have not yet established any borrowing pro-
grams from these institutions. Azerbaijan has no borrowing relationship with com-
mercial banks. In the short term, Azerbaijan will finance budget shortfalls through
printing (and importing from France) manat banknotes.
5. Significant Barriers to U.S. Exports

The most significant barrier to trade with the United States is the lack of hard
currency reserves. Azerbaijan pays for nearly all imports with barter goods, pri-
marily refined oil products, cotton, oil field equipment and other manufactured
goods, tobacco tea, and chemicals. Selling goods or services to Azerbaijan almost in-
variably entails receiving barter goods in exchange and attempting to resell the bar-
ter goods for cash.

Other barriers include the lack of laws and institutions to ensure fair play in
trade and investment, and the lack of infrastructure supporting trade. Azerbaijan
has no bankruptcy or commercial transactions laws. There is no foreign currency
exchange, and limited banking services. The customs service and airport officials
lack professional training and attitudes. Finally, telecommunications, office space,
and experience with western business practices are in very short supply.Standards and testing requirements: Azerbaijan produces oil fieldequipment, ma-
chine tools and other manufactured goods according to the "GOST" standards used
throughout the former Soviet Union, which are not compatible with American or Eu-
ropean industry standards.

Investment barriers: according to the Foreign Investment Law of 1992 the gov-
ernment's council of ministers must pre-approve all foreign investments. Mineral ex-
ploration and extraction rights are granted through concessionary agreements with
the approval of the council of ministers, and usually require parliamentary approval
as well. There are restrictions on the number of foreign personnel that an enterprise
mag hire. At present, both locals and foreigners may lease land but not own it out-rigt.

C, normalize its trade and investment relations with Azerbaijan, the United
States has proposed a network of four bilateral economic agreements. A bilateral
trade agreement, which would provide reciprocal most-favored-nation status, was
signed Fn April 1993 but hasyet to be ratified by the Azerbaijani parliament. An
Overseas Private Investment Corporation (OPIC) incentive agreement which would
allow OPIC to offer political risk insurance and other programs to U.S. investors
in Azerbai'an, was concluded in 1992, but it also has yet to be ratified by Azer-
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-baijan. The United States has proposed a bilateral investment protection treaty,
which would establish an open investment leal regime for investments between the
two countries, and a bilateral tax treaty, which would provide US. businesses relief
from double taxation. The AzerbaUan government has not yet accepted the U.S.
offer to negotiate these two treaties.
6. Export Subsidies Policies

The government continues to subsidize production at state enterprises with the
intent of maintaining production levels and employment. There is, however, no di.
rect government support for exports to countries outside the former Soviet Union.
7. Protection of U.S. Intellectual Property

Azerbaijan has yet to adopt adequate laws to protect intellectual property. The
committee on science and technology of the presidential apparatus dratd patent
and trademark laws, but the parliament has not passed them into law. A presi-
dential decree on patents provides some protection. There is no copyright law. Azer.
baijan has not adhered to any of the international conventions that protect intellec-
tual property. Trademarks may be registered with the Ministry of Foreign Economic
Relations, but there is widespread unauthorized use of corporate trademarks and
logos. There is also a small but growing market in Aze-bajan for pirated videos,
sound recordings, and computer software, with no government effort to stop it.

A privately-owned television channel's programming consists almost entirely of pi-
rate American films and television mini-series, which have been dubbed into Rus-
sian and marketed throughout the former Soviet Union. There is no evidence, how-
ever, that Azerbaijan produces such pirated works.

The lack of intellectual property protection is one of the factors inhibiting the de-
velopment of U.S. trade and investment, though its impact is difficult to assessgiven the low levels of trade and investment to date. The United States and Azer.
baUan signed a trade agreement in April 1993 which contains commitments on pro-
tection of intellectual property, but this agreement has not been ratified by the Az-
erbaUani parliament.
8. Worker Rights

a. The Right of Association.-AzerbaUani labor unions continued to be highly de-
pendent upon the government, but are free to form federations, and participate in
international bodies. Azerbaian is a member of the International Labor Organiza-
tion. There is a legal right to strike, and workers do from time to time strike at
certain factories.

b. The Right to Organize and Bargain Collectively.-Collective bargaining remains
at a rudimentary level. Wages are decreed by relevant government ministries for
organizations within the government budget. There are no export-processing zones.

c. Prohibition of Forced or Compulsory Labor.-Forced or compulsory labor is pro-
hibited by law and is not known to be practiced.

d. Minimum Age for Employment orChildren.-The minimum employment age is
16, though children of 14 are allowed to work during vacations with the consent of
their parents and certification of a physician. Children of 15 may work if the work
place's labor union does not objet.

e. Acceptable Conditions of Work.-A nationwide minimum wage is set by presi-
dential decree, and was raised numerous times in the past year to offset inflation.
Unemployment benefits (5000 rubles or about $4 per month) were granted to 21,567
people in the period September 1992 to August 1993, though state factories and en-
terprises temporarily laid ofi many more employees. The legal work week is 41
hours. Health and safety standards exist but are not enforced.

f. Rights in Sectors With U.S. Investment.-In the petroleum sector, the only sec-
tor with significant U.S. investment, worker rights do not generally differ from
those in other sectors of the economy, with one important exception. In the work
places in which U.S. petroleum companies have invested, the health and safety
standards are dramatically improved.

Extent of U.S. Investment in Selected Industries.-U.S. Direct
Investment Position Abroad on an Historical Cost Basis-1992

[Millions of U.S. dollars]

Category Amount

Petroleum ............................................................................... .( )
Total M anufacturing .............................................................. 0
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Extent of U.S. Investment in Selected Industries.-U.S. Direct
Investment Position Abroad on an Historical Cost Basis--1992-Continued

(Milons of U. dollars]

Catqesy Amount

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

W holesale Trade ..................................................................... 0
Banking ................................................................................... 0
Finance and Insurance .......................................................... 0
Services .................................................................... ............ 0
Other Industries ....................................................... ........... 0
TOTAL ALL INDUSTRIES .............................. ............ (1)

I Suppressed to avoid disclosing data ofrindividual companies.
Sour.: U.S. Department of'Commmece, Bureau of Economic Analysis unpublished data.

BELARUS

Key Economic Indicators
[Billions of Russian rubles unless otherwise noted)

1991 199 1993'

Income, Production, and Employment:
GDP (current prices) ........................................... 71.88 N/A N/A
Real GDP Growth (pct.) ..................................... -2 -12.2 -11
GNP (current prices) .......................................... N/A 780 N/A
GDP by Sector ..................................................... N/A N/A N/A
Labor Force (000's) ............................................. 5,019.7 4,831.2 5,000
Unemployment (pct.) .......................................... 0.04 0.30 0.40

Money and Pricem:
Money Supply (bill. Russ. rubles) ...................... N/A N/A 1,682.8
Base Interest Rate (pct.)2 .................................. 5.0 20.0 210.0
Personal Savings Stock Per Capita (in Russ.

rubles) .............................................................. 2,243 857 7,330
Retail Inflation (pct.) .......................................... 194.1 I,116 1,083
Wholesale inflation ............................................. 250.4 2,470 1,540
Consumer Price Index (actual) .......................... 687.9 957.0 1,052
Exchange Rate (avg.) (Belarus coupons per

US$) ..................................................................aNIA s3364 4852
Trade and Balance of Payments (in millions of

US. dollars):
Exports to US ..................................................... N/A 43 32.2
Imports from US•................................................ N/A 91 56.2
Trade balance with US ...................................... N/A -52 -24
Aid from US ....................................................... N/A 38.6 560
WA-Not available.
'Jan-Sept., 199
SNatiotnl bank base rate for loans to commercial banks as of 12/93.
lAveuge exhange rate July--De• 1991
4Av examange rate Jan.-June 1993.55m .. assistance was available through regional propams for which a country-by-counts breakdown

is net availab Figures should be considered as indicators of order of magnitude only. Most data was for-
nished by the Beaudan State Committee fhrForeign EconomickRelations.
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1. General Policy Framework
Belarus formally declared its independence on July 27, 1991. Together with Rus-

sia and Ukraine, Belarus was a founding member of the Commonwealth of Inde-
perndent States (CIS) in December, 1991. The de facto head of state is Supreme So-
viet Chairman Stanislav Shushkevich. The government is headed by Prime Minister
Kebich who, together with the Council of Ministers, directs economic policy.

Belarus has declared its intention to create a "socially-oriented market economy,"
!ut the pace of reform in Belarus has been slow. The delay in implementing a com-
prehensive program of economic reforms has been blame on the government fear
over possible social unrest caused by decreased living standards and unemployment.
Nevertheless the government continues to lower the levels of food and energy sub-
sidies. In November, in the face of increasing criticism over its handling of the econ-
omy, the government introduced a 75-point plan aimed at lifting the economy out
of crisis. Lie previous plans, the latest program calls for increased reliance on mar-
ket mechanisms, but it remains to be seen if and how the program will be carried
out in practice.

Belarus has a diversified economy which had generated one on the highest stand-
ards of living in the former USSR. Belarus can meet all of its own basic food needs
with the exception of feed grains, sugar, and vegetable oil. The ariculture sector
accounted for an estimated 23 percent of net material product (NMP) and is bal-
anced towards livestock which contributes about 60 percent of its NMP. The indus.
trial sector is biased toward heavy industry with concentration in machine building,
electronics, chemicals, defense-related production, and construction materials. Vir-
tually all enterprises are state-owned.

The industrial sector has experienced major supply, demand, and price shocks as
it relies on other CIS countries to supply about 70 percent of its raw materials and
to absorb 40 percent of Belarus' output. Despite initial efforts already undertaken,
the military complex requires vast restructuring which will require investment as
well as changes in operations and ownership.

The economy is energy-intensive because of traditionally low energy prices. More
than 90 percent of primary energy consumption is met by imports. At world prices,
the IMP estimates value of net energy imports for the first nine months of 1993 to
be over $2 billion. Belarus used almost two-thirds of a $98 million IMF STF Loan
in 1993 to pay for Russian oil.

Belarus also faces a number of environmental problems related to the Chernobyl
accident and its heavy industrial base. Agricultural activity is still restricted in
many areas damaged by Chernobyl.

Fiscal and monetary policies: the Government of Belarus allowed itself a deficit
of no more than 6 percent of government expenditures, but most analysts agree that
the deficit for 1993 is now considerably above that level. The government has
pledged to lower the deficit in 1994. The minimum wage rose several times over the
year, starting out at 3000 rubles per month in January, and ending with a final
jump in October when the Council of Ministers raised the minimum wage to 20,000
rubles.

In an attempt to gain more control over the money supply, Belarus limited the
circulation of the Russian ruble in 1993. Nevertheless, the volume of money in the
Belarusian economy increased dramatically last year. Credits to otherwise insolvent
enterprises totalled 152.5 billion rubles for the first six months of 1993.

The National Bank of Belarus (NBB) is a weak financial institution, hampered
by lack of technical and financial expertise as well as by political interference. Es-
tablishing monetary control is impeded by the practice of monetizing the fiscal defi-
cit and outright cancelling outstanding debts of state enterprises. The refinance rate
of the NBB serves as an indirect subsidy to state enterprises as the rate is lower
than commercial credit or the inflation rate.

Most of the specialized banks that make up the commercial banking sector are
Jargely owned bystate enterprises. Over twenty five private banks have been estab-
lishedlby small groups and enterprises but are lacking in resources.

Belarus joined the IMF, World Bank and the European Bank for Reconstruction
and Development (EBRD) in 1992. The World Bank anticipates lending Belarus sev-
eral hundred million dollars in the next one to two years for such things as essential
imports, institution building and private sector development in agriculture. The
EBRD has approved a $38 million telecommunication project. Belarus was granted
GATT observer status in 1992.
2. Exchange Rate Policy

Belarus is in the so-called ruble zone. Experiencing a shortage of Russian rubles
in 1992, the government issued coupons or 'Belarusian rubels" in an effort to sup-
plement the circulation of currency and to protect the Belarusian market. In 1993,
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the government mandated that all non-hard currency retail purchases made in state
stores must be paid for in "Belarusian rubels." (Note: following Russia's lead,
Belarus is currently considering forbidding retail trade in dollars.) The government
is using the "Belarusian rubel" to pay all wages and student grants.

On the basis of a treaty signed by Belarus and Russia on Soptember 8 (and subse.
quently ratified by the Belarusian Supreme Soviet in November), Belarus and Rus-sia agreed to merge their respective monetary systems. Belarusian officials stated
that the Russian ruble will be reintroduced as legal tender in 1994 and the
"Belarusian rubel" will be gradually_ withdrawn from circulation. In order for this
to occur, the agreement mandates that certain Belarusian economic laws must be
brought into line with the corresponding Russian legislation. (Note: The monetary
agreement has not yet been ratified by the Russian Legislature.)
3. Structural Policies

The government has stated that it is anxious to attract foreign investment and
has introduced a series of reforms to improve the investment climate. The Supreme
Soviet has passed legislation regulating bankruptcy, leasing, and enterprises, but
implementation remains problematic.

The Supreme Soviet adapted two privatization laws in 1993. In addition to 257
enterprises already privatized in 1991492, 165 others are to be turned into private
sector en terprises by the end of 1993. Small-scale privatization programs are under-
way in some Belarusian cities, notably in Molodechno and Brest. Privatization
vouchers are to be distributed to the population starting in April 1994.
4. Debt Management Policies

Be larus was a signatory to the G-7 agreement on the former Soviet Union (FSU);
its share was set at 4.13 percent. In a 1992 agreement signed with Russia, Russia
assumed all of Belarus FSU debt obligations, while Belarus gave up all rights to
FSU assets. Recently, Foreign Minister Kravchanka has hinted that he seeks to re-open negotiations on this issue.

5. Significant Barriers to U.S. Exports
Joint ventures with more than 30-percent foreign ownership are entitled to export

their products without a license and enjoy a thre-year tax holiday on profits com-mencing when the company earns its first profits if the product is manufactured by
a joint-venture in Belarus. If the company sells foods or services of third parties-
so-called "middleman activity--the tax holiday on profits does not apply. Har cur-rency earnings from the export of a 30-percent foreign-wned joint venture can be
disposed of by the enterprise after payment of appropriate taxes.

These taxes include: a) individual income tax; b) value-added tax (of 20 percent);c) excise tax, if the company produces specified goods, e.g. Cigarettes and alcohol;
d) real estate and land taxes; e) tax on the use of natural resources depending on
the volume of natural resources extracted and on polluting substances emitted or
disposed of into the environment; and, 1) fuel tax.

To date, there is no law on currency regulations in Belarus, although draft de-
crees on this subject are regularly adopted by the Supreme Soviet. At the end of
1992, the Supreme Soviet issued a decree entitled temporary rules for hard cur-
rency regulation and the conducting of operations with hard currency on the terri-
tory of the Republic of Belarus." Under this decree, hard currency earnings from theexport of products made by an enterprise with at least 30-percent foreign invest-
ment (previously 20 percent) remain at the disposal of the enterprise. All other en-
terprises must sell 20 percent of theInr hard currency earnings to the Government
of Belarus and pay a 10-percent hard currency revenue tax. (Note: the Government
of Belarus is currently considering changes which would liberalize these provisions.)

To normalize its trade and investment relations with Belarus, the Unted States
has proposed a new network of bilateral economic agreements. The U.S..Belarus
Trade agreement, which provides reciprocal most-favored-nation status, was con-
cluded and then ratified by the Belarus Pariament. The agreement came into force
in the spring of 1993.

A Ujo .B-venrs Bilateral Investment Treaty, which would establish a bilateral
legal framework to stimulate investment, is still under discussion. A bilateral taxtreaty, which would provide businesses relief from double taxation of income, is also
being considered by both governments. An Overseas Private Investment Corporation
(OPos) incentive agreement, which allows OPIC to offer political risk insurance and
other programs to US. investors in Belarus, has also been concludedtand is In force.
The uS. Export-Import Bank is open for short-term cover (maturities up to 360
days) in Belarus.
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6. Export Subsidies Policies
One of the legacies of a centrally-planned economy is government subsidies to

state-owned enterprises; however, these subsidies are aimed at maintaining produc-
tion and employment rather than being specifically targeted at supporting exports.
7. Protection of U.S. Intellectual Property

Belarus is not a member of the World Intellectual Propery Organization nor a
U toany international conventions on protection of intellectual property. The

US.-Belarus Trade Agreement includes some commitments on protect on of intellec-
tual property.
8. Worker Rights

The independent trade union movement is slowly developing. The largest trade
union in Belarus, the Federation of Trade Unions of Belarus, consisting of 5 million
members, is not considered an independent organ as it still follows government di-
rectives.

a. The Right of Association.-A Law on Trade Unions, passed by the lelarusian
Supreme Soviet in 1992, allows the formation of independent trade unions. How-
ever, workers are often automatically inducted into the government-aMliated Fed-
eration of Trade Unions. The Federation's active role in controlling social programs
such as pension funds will impede the growth of truly independent trade unions.

b. The Right to Organize and Bargain Collectively.-Existing legislation provides
the right to organize and bargain collectively and bars discrimination against trade
uniun organizers. In practice, however, there have been reported cases of dismissals
and threats of loss of employment against independent trade union members. The
Supreme Soviet passed a new law on labor disputes in 1992.

c. Prohibition of Forced or Compulsory Labor.-There is no explicit prohibition on
compulsory labor. Belarus has ratified one of the ILO's forced labor conventions.
Penal production in the production of manufactured goods exists.

d. Minimum Age for Employment of Children.-Existing law establishes 16 as the
minimum age for employment. Exceptions are made in certain cases where the pri-
mary wage earner is incapacitated.

e. Acceptable Conditions of Work.-The Supreme Soviet, along with the Council
of Ministers, has the responsibility to set a minimum wage which is increased peri-odically in response to inflation. The labor code limits the work week to 41 hours,
with a required 24 hour rest period. Many workers, however, find themselves under-
employed and are forced to take unpaid leave due to lack of demand for factory pro-
duction. The law establishes minimum conditions for work place safety and em-
ployee health. However enforcement of these standards is lax.

f. Rights in Sectors With U.S. Investment. -There is no significant U.S. invest-
ment In Belarus.

BELGIUM

Key Economic Indicators
[Billions of Belgizan francs (BF) unless otherwise noted (all figures end-of-year unless noted)]

1991 1992 19931

Income, Production, and Employment:
Real GNP (Billion 1985 francs) ......................... 5,785 5,884 5,978
Real GDP growth rate (pct.) .................... 1.9 0.8 - 1.5
GNP at current prices ........................................ 6,855 7,032 7,144
Real GDP by Sector.

Agriculture ....................................................... 131 N/A N/A
Industry ........................................................... 1,479 N/A N/A
Construction .................................................... 409 N/A N/A
Services ............................................................ 5,626 N/A N/A

Real Per Capita Income (BF) ............................. 673,074 701,656 712,831
Size of Labor Force (1,000s) ............................. . 4,210 4,236 4,261
Unemployment Rate (pet.) ................................. 7.5 8.2 9.5

Money and Prices:
Money Supply (M I) ............................................. 1,334 1,316 N/A
Tender Rate (pet.) ............................................... 9.0 9.2 9.6
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Key Economic Indicators-Continued
[Billion. of Belgian frt" (BF) unle odmwlse noted an fgum s .ndW.oyear unime noted)]

1i1 1i iii

3-month Tress. Bill Rate (pct.)................. 9.4 9.4 8.4
L-T Govt. Bond Yield (pct.) ............................... 9.3 8.8 8.4
Govt. Deficit as pct. of GNP ............................... -6.7 -6.9 -6.6
Savings Rate (pct. of GNP) ................................ 21.4 21.6 20.9
Investment Rate (pct.of GNP) ............................ 19.7 19.8 19.0
Consumer Price Index (pct.) .............................. 3.2 2.4 2.8
Wholesale Price Index (pct.) .............................. - 1.1 0.2 0.7
Exchange Rate BF/$ (avg.) ................................. 34.18 32.12 33.88

Balance of Payments and Trade:
Total Exports FOB .............................................. 4,023 3,967 4,030

Exports to US ................................................. 151 153 N/A
Total Imports CIF ............................................... 4,116 4,023 4,071

Imports from US ............................................ 197 176 N/A
Aid from U.S ....................................................... 0 0 0
External Public Debt .......................................... 1,107 1,010 1,022
Annual External Debt Service ........................... 244.7 193.5 189.3
Total Public Debt ................................................ 7,750.9 8,288.7 8,760.2
Overall Debt Service Payments ......................... 617.9 678.6 692.6
Gold and Forex Reserves .................................... 784.5 710.5 717.5
Current Account Surplus ................................... 156 210 165

Trade Balance with U.S ................................. -46 -23 N/A
N/A-Not available.
'Estimated.

I. General Policy Framework
Belgium, a highly developed market economy, belongs to the OECD group of lead-

ing industrialized democracies. With exports and imports each equivalent to about
60 percent of GDP, it depends heavily on world trade. Belgium ranked as the ninth-
largest trading nation in absolute terms in 1992. About 75 percent of its trade takes
place with other European Union (EU) members, and another 6 percent with Euro-
pean Free Trade Area (EFTA) countries. Belgium's service sector (including the pub-
lic sector) accounts for 65 percent of GDP, compared with 33 percent for industry
and two percent for agriculture. Belgium imports many basic or intermediate goods,
adds value, and then exports final products.

The country exports twice as much per capita as Germany and five times as much
as Japan. Belgium's trade advantages are derived from its central geographic loca-
tion and a highly skilled multi-lingual, and productive work force. Over the past
30 years Belgium enjoyed the second-highest average annual growth in productivity
for all OECD countries (ranking after Japan).

Belgium's major exports to the world are cars, electrical equipment, cut diamonds,
iron, plastics, organic chemical products and refined petroleum. The country's main
exports to the United States include diamonds, chemicals, refined petroleum prod-
ucts, bicycles, textiles, steel, and steel products. Main imports from the rest of the
world are organic chemical products, plastic, steel, rough diamonds, assembled cars
and electrical equipment. Major imports from the United States include petroleum
products, transportation equipment, diamonds, computers and related equipment
and services.

Belgium and the United States have strong reciprocal trade relations. Belgium re-
ceives about two percent of all U.S. exports, which gives it a rank of 12th place
worldwide as an importer of U.S. goods. Including U.S. exports which pass through
Belgium to other countries, Belgium is the United-States' 10th largest overseas mar-
ket. Belgium serves as an entry point for many American products on their way to
European and worldwide destinations. The United States generally maintains with
Belgtm one of our most favorable bilateral balances of trade in the world. In 1992,
the-United States exported $9.78 billion worth of goods to Belgium and imported
goods worth $4.48 billion from Belgium, for a merchandise trade surplus or $5.30
billion, according to the US. Department of Commerce.

Belgium's high dependency on exports to European trading partners with econo-
mies In recession, a reduction in domestic investment and consumption, and high
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domestic interest rates tied to German rates will lead to a contraction in GDP of
about 1.5 percent in 1993, according to the National Bank of Belgium

For 1994, prospects are slightly better. Growth could reach plus 1.0 percent, but
much depends on the economic results in Germany and other neighboring countries.
After falling significantly in most of the 1980s, Belgium's unemployment level has
grown steadily since the middle of 1989, but at a level consistently below the EU
average. By the EU's definition, Belgian unemployment reached 9.3 percent in Au-
gust 1993.

A focal point of economic policy for the Dehaene government, which took office in
March 1992, is to reach the Maastricht Treaty's annual public sector budget deficit
target of three percent of GDP by 1996. This target is proving difficult to reach. Bel-
gium ended 1992 with its annual budget deficit equalto 6.9 percent of GDP. Gov.ernment convergence plans called for the annual deficit to drop sharply in 1993, but
with the ongoing recession reducing tax revenues and raising social expenditures,
the 1993 annual deficit will probably end up little changed from the 1992 result.
This will make adjustment in 1994 and later years even more painful if the 1996
target is to be reached.

Not only is Belgium's annual public sector deficit a problem, so is its total level
of net outstanding public sector debt, which stood at 124 percent of GDP at the end
of 1992, the highest level in the OECD. Debt service payments account for 41 per-
cent of annual central government expenditures excluding most social programs. If
not managed properly, the debt service burden could lead to a "snowball effect" of
new deficits growing out of the requirement to finance old ones, and debt service
payments squeezing out other government expenditures over time. To attack this
problem, the government must progressively reduce the annual budget deficit pri-
marily by reducing expenditures rather than by raising taxes. The Belgian level of
overall taxation is already near the top of OECD countries, so there is little scope
for finding new revenues if the country, which depends heavily on international
trade, is to remain competitive. Spending for social programs accounts for about 70
percent of legally-required expenditures excluding debt service, arnd agreeing on the
needed level of cuts is proving difficult for the government.

Belgium offers many advantages to foreign investors, including a well-educated,
productive and generally prosperous population. Belgium's elaborate infrastructure
and extensive transportation, banking, and communications systems combine to
make the country a prime location for American firms seeking to establish an office
or facility abroad. More than 60 percent of the purchasing power in Western Europe
lies within 500 miles of Brussels.

In previous decades, Belgium's only major natural resource was coal, which was
used in extensive steelworks. Now all coal mines are closed, and the steel industry
has restructured. Today Belgium is mainly a "through-put" economy; i.e. the vast
majority of processed goods are imported as raw materials, then transformed and
mostly re-exported. The principal sectors of Belgium's industrial base include phar-
maceuticals, high technology, automobile assembly, textiles, steel products, chemi-
cals, refined petrochemicals, and petroleum products.

State-owned enterprises generate a minor percentage of the economic activity of
the country. The enterprises include primarily public services such as the post of-
fice, telephone company, railways and the national airline Sabena, as well as some
public sector banks. To raise money to reduce the public sector deficit, the govern-
ment has begun to privatize some state enterprises, so the contribution of state com-
panies to the economy will shrink further over time.
2. Exchange Rate Policy

Belgium participates in the EU's Exchange Rate Mechanism (ERM) in the Euro-
pean Monetary System (EMS), and the Belgian Franc (BF) makes up part of the
basket of European currencies from which the value of the ECU (European Cur-
rency Unit) is calculated. The Belgian Franc is equivalent at par with the Luxem-
bourg Franc; the two countries formed the Belgian-Luxembourg Economic Union, orBLEU, in 1921.

In March 1990, the Belgian government abolished its system of dual exchange
rates, whereby an official rate was used for capital transactions and a free or com-
mercial rate for commercial transactions. The move in the context of further EU
capital market liberalization did not disturb financial markets in Belgium because
the difference fitween the official and the market rate had averaged less than Gne
percent since 1982. Of greater consequence for the Belgian exchange rate outlook
was the decision by the Belgian authorities in May 1990 to link the Belgian Franc
much closer to the GermanMark (DM). The National Bank of Belgium targeted a
maximum divergence of 0.25 percent (versus 2.25 percent allowed) in the ERM.
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Belgium succeeded in maintaining this 0.25 percent divergence for three years
until market turbulence resulted in the widening of the permitted ERM currency

u.ctuation rent beginninAu 2 3. The Belgian Franc since has
fallen more than r percent below its DMpanty despite the Belgian government's
continued adherence to its "strong franc* policy (now defined by the government as
a divergence target of 2.25 percent against its DM parity).
3. Structural Policies

In practice, Belgium does not discriminate between foreign and domestic inves.
tors. There are basically no legal measures in force to protect local industry against
foreign competitors, except in the agricultural sector where the EU's external tariffs
and the quota structure of the Common Agricultural Policy (CAP) apply. Neverthe.
less, unwritten rules have favored national suppliers for public procurement con-
tracts and there have been occasional instances where individual private sector
projects have met resistance from established economic interests. The US. discount
chain Toys R Us, which has received two government permits to date to operate,
has other permit requests denied or still pending. In time, however, these cases are
typically resolved to the mutual satisfaction of the parties concerned.

Subsidies: On July 20, 1993, Belgium completed its process of constitutional
change and became a federal state. In this new system, the three regional govern-
ments of Flanders, Brussels, and Wallonia will assume responsibility for most state
aid programs under the guidance of the federal government and EU regulation.
State aids are substantial1-y based on two federal laws: (1) the Economic Expansion
Act of August 4, 1978 (for small companies), and (2) the Economic Expansion Act
of Decembier 30, 1970 (for large companies). Both laws provide financial and fiscal
incentives for investments in land, buildings, and tangible and intangible assets.
Belgian state aid programs at all levels of government seem likely to shrink in the
next several years as pressures to limit them from the EU Commission and from
declining national and regional budgets intensify. The EU Commission believes that
state aids distort the single market, impair structural change, and threaten EU con-
vergence and social and economic cohesion. Belgium has historically been near the
top of the EU in providing state aids, well above the Union average. In recent years
about five percent of total Belgian public sector spending has gone to state aids
about 64 percent of which went to particular industries, e.g. the railroads and coaf
mines. In the future, the remaining state aid programs will emphasize general mac-
roeconomic objectives such as promoting innovation, research and development, en-
ergy saving, exports, and most of all, employment.

Investment: U.S. direct investment in Belgium at the end of 1992 stood at $10.8
billion, the 13th-highest level in the world. No restrictions in Belgium apply specifi-
cally to foreign investors. Specific restrictions that apply to all investors in Belgium,
foreign and domestic, include the need to obtain special permission to open depart-
ment stores provide transportation produce and sell certain food items, cut and1pol

ish diamonds, and sell firearms and ammunition. During 1993 the American Cham-
ber of Commerce in Belgium complained publicly on behalf o? some of its members
about a deterioration in certain aspects of the previously excellent foreign invest-
ment climate in Belgium. The American Chamber specifically criticized the absence
of a unified government policy on foreign investment within Belgium resulting in
firms fimding themselves welcomed and turned away at the same time by different
government agencies. In addition, the Chamber complained of an inconsistent ap-
proach to environmentally sensitive investment projects, contradictory tax treat-
ment of expatriate cost remuneration, uncertainties concerning the legal status of
certain kinds of investments, and hardships for the families of expatriates occa-
sioned by Belgian tax, visa, and immigration policies.

Tax structure: Belgium's tax structure was substantially revised in 1989. The top
marginal rate on personal income is still 55 percent. Corporations are taxed on in-
come at a standard rate of 39 percent and a reduced rate ranging from 29 percent
to 37 percent. Branches of foreign offices are taxed on total profits at a rate of 43
percent, or at a lower rate in accordance with the provisions contained in the double
taxation treaty. Under the bilateral treaty between Belgium and the United States,
that rate is 39 percent. _

Despite the reforms of the past five years, the Belgian tax system is still charac-terized by relatively high marginal rates and a fairly narrow base resulting from
numerous fiscal loopholes. While indirect taxes are lower than elsewhere in the EU,
both in relation to GNP and as a share of total revenues, personal income taxation
and social security contributions are particularly heavy.

The United States-Belgium bilateral income tax treaty dates from 1970. A proto-
col to the 1970 treaty was concluded in December 1987 and approved by the Belgian
Parliament in April 1989. The instruments of ratification were exchanged by the
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U.S. and Belgian governments in July 1989, and the protocol went into effect retro-
active, to January 1, 1988. The protocol amends the existing treaty by providing for
a reciprocal reduction of the withholding rate on corporate dividends from 15 to 5
percent (a feature which was actively sought by the American business community).
4. Debt Management Policies

Belgium's public sector is a. net external debtor, but the net foreign assets of the
private sector probably push the country into a net creditor position. Only about 13
percent of the Belgian government's overall debt is owed to foreign creditors.
Moody'sAal rating of the country's bond issues in foreign currency fully reflects
Belgium's integrated position in the EU, its significant improvements in fiscal and
external balances over the past few years, its economic union with the financial
powerhouse of Luxembourg, as well as the slowdown in external debt growth. The
Belgian government does not experience any major problems in obtaining new loans
on the local credit market. Because of the reform of monetary policy In Janu
1991, as well as greater independence granted in 1993 to the National Bank of Be-
gium (NIB), direct financing in Belgian francs by the Treasury through the central

has become impossible. The Treasury retains only a BF 15 billion credit facil-
ity with the NBB for day-to-day cash management purposes. The contracting of for-
eign currency loans by the Belgian government has also been restricted. Such bor-
rowing is possible only in consultation with the NBB, which ensures that these
loans do not compromise the effectiveness of the exchange rate policy.

As a member of the G-10 group of leading financial nations, Belgium participates
actively in the IMF, the World Bank, the EBRD and the Paris Crub. Belgium is a
significant donor nation, and it closely follows development and debt issues, particu-
larly with respect to Zaire (where development aid flows are frozen) and some other
African nations.
5. Significant Barriers to U.S. Exports and Investment

With the beginning of the EU's single market, Belgium has implemented most,
but not all, of the trade and investment rules necessary to harmonize with the rules
of the 11 other EU member countries. Thus, the potential for U.S. exporters to take
advantage of the vastly expanded EU market through investments or sales in Bel-
gium has grown significantly.

Some Belgian barriers to services and commodity trade still exist, however, in-cluding:.-Miitary offset programs: Belgian military investment programs frequently con-

tain offset clauses, whereby a certain amount of the contract needs to be per-
formed in Belgium, either directly (i.e. direct compensation on the sale) or indi-
rectly (i.e. by giving Belgian subcontractors a share of unrelated contracts). The
offset programs are complicated because of the required regional breakdowns:
53 percent must go to Flanders 38 percent to Wallonia and 9 percent to Brus-
sels. As a consequence, many U.S. defense companies have steered clear of the
Belgian defense market. The number of military contracts is dwindling, how-
ever, as Belgian military spending declines.

-Telecommunications: Foreign suppliers of telecommunications equipment have
encountered difficulties in gaining access to the Belgian market, especially
when they do not have production facilities in the country. This attitude ap-
pears to be changing however. Belgacom, the Belgian state-controlled PTT com-
pany which received operating autonomy in 1991, has apparently concluded
that to be competitive in the international telecommunications market, and to
provide quality service to customers, it must find technologically-advanced for-
eign partners. The government has identified Belgacom as a potential firm for
privatization. Pactel has just been awarded a contract to upgrade Belgium's cel-
lular telephone system, and U.S. companies are considered competitive to win
contracts in other areas.

-Broadcasting and Motion Pictures: Belgium voted against the EU broadcasting
directive (which required high percentages of "domestic" programs) 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 Walloon
(French-speaking) community of Belgium have local content broadcasting re-
quirements for private television stations operating in those areas. The EU has
taken the Walloon and Flemish communities to the European Court of Justice
concerning these requirements, and in Flanders won a decision to force a for-
eign firm access to the cable television system. In 1993 the francophone region
led an effort to exclude the U.S. TNT cartoon channel from cable systems in
all three regions. A Brussels court subsequently required the broadcasting of
TNT in the Brussels region, but a legal appeal may be possible.
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-Barriers to Legal Services: Starting in the early 1970., Belgium applied a nu.
merical limit on the number of US. legal consultants that were allowed to ap ply
for a professional card and work in Beilium. With the increase in the number
of U.8. legal firms in Belgium to take advantage of the 1992 single market proc-
ess, the number of U.S. lawyers with a professional card was approaching the
limit until it was raised by t Belgian government in 1990. A government re-
view of the qualitative restricions on the activities of foreign legal consultants,
many of which are not applied, is being considered.

--Car Registration Tax: Ini June 1992, the Belgian government passed a car reg-
istration tax which had a potentially significant impact on the importation of
U.S. cars, four-wheel drive vehicles, and minivans into Belgium. In determining
how to set the new registration tax, Belgian government officials chose vehicles
with large engines, in particular those of 3.0 liters or greater. Since US. im-
ported vehicles tend to be of larger engine size, the new tax could reduce thenumber of American vehicles imported into Belgium but to date does not seem
to have done so. The overwhelming number of US. vehicles sold in Belgium are
produced by Ford and General Motors in Belgian facilities.

-Pharmaceutical Pricing: Drugs and Pharmaceuticals in Belgium are subject to
government price controls. Major American pharmaceutical-firms with invest-
ment in Belgium are increasingly concerned with this restrictive pricing policy.

6. Export Subsidies Policies
There are few direct export subsidies offered by the Government of Belgium to

industrial and commercial entities in the country, but the government does conduct
an active program of trade promotion. This trade promotion activity (subsidies for
participation in foreign fairs and the compilation of market research reports), to-
gother with a social expenditure break (a reduction of social security contributions
by employers, and generous rules for cyclical layoffs) are offered to both domestic
and foreign companies by the government, and they mar come-close to the definition
of a subsidy in the case of a company engaged in exporting.

Belgian government subsidies to its Airbus partners runs in the hundreds of mil-
lions of dollars for the period 1992-98. Central government Airbus subsidies may
be self-extinguishing, but regional government subsidies seem likely to rise in the
future despite commitments to control them.
7. Protection of U.S. Intellectual Property

The Government of Belgium is keenly interested in intellectual property protec-
tion and actively followed the subject in the Uruguay Round negotiations. Some Bel.
gian firms, especially textile capital equipment manufacturers, have seen their re-
search and development efforts pirated and are therefore eager to improve the
standards of protection. The Motion Picture Export Association 'of America (MPEAA)
has complained of a significant level of video piracy in Belgium.

Belgium is party to the major intellectual property agrements, includingsthe
Paris, Bern and Universal Copyright Conventions, and the Patent Cooperation Trea-ty.

The EU imposed a January 1 1993, deadline for implementation of the EU soft-
ware copyright directive into Belgian law. A still pending GOB copyright bill to ful-
fill the EU requirement provides for an eight percent levy on blank audio and video
tapes, as well as their recording devices,-plus an eight percent levy on the import
pRce of photocopiers as compensation for the copying of music and video recordings.

he current drtft legislation apparently does not contain any reciprocity clauses,
and may benefit U.T. authors, performing artists, and producers, since 70 percent
of the levy proceeds are earmarked for these groups. In addition, unauthorized copy-
ing wolb ealzd:hoiag wou penalized through fines and imprisonment. The bill still awaits •liParliamentary approval.

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, signed in Brussels in 1962,
established a joint process for the registration of trademarks for Belgium, Luxem-
bourg, and the Netherlands. Product trademarks are available from the Benelux
Trademark Office in The Hague. This trademark protection is valid for ten years,
renewable for successive ten-year periods. The Benelux Office of Designs and Models
will grant registration of industrial designs for 50 years of protection. International
deposit of industrial designs under the auspices of World Intellectual Property Orga-
nization (WIPO) is also available.
8. Worker Rights

a. The Right of Association.-With an estimated 66 percent of its labor force orga-
nized, Belgium is one of the most unionized countries in the world and has a long



138

tradition of democratic trade union elections. Belgian workers have the right to as.
sociate freely and to strike. In certain narrowly defined circumstances, however,
such as in the provision of essent'.i ublic services, public employees' right to strike
is not explicitly recognized. Unions striking or protesting government policies or ac-
tions are free from harassment and persecution. Significant strikes occurred in 1993
in the education, shipbuilding, and social welfare sectors.

Labor unions are strong and independent of the government but have important
informal links with and influence in many of the major political parties. Belgian
unions are affiliated with the major international bodies representing labor, suchas
the International Confederation of Free Trade Unions and the World Confederation
of Labor.

b. The Right to Organize and Bargain Collectivqey.-The right to organize and
bargain collectively is recognized and exercised freely. Management and unions ne-
gotiate every other year a nationwide collective bargaining agreement covering the
2.4 million private sector workers, which establishes the framework for negotiations
at plant and branch level for the subsequent two years.

The right to due process and judicial review are guaranteed for all protected activ-
ity. Effective mechanisms exist for adjudicating disputes between labor and manage-
ment. Belgium maintains a system of labor tribunals and regular courts which
hears disputes arising from labor contracts, collective bargaining agreements, and
other matters.

c. Prohibition of Forced or Compulsory Labor.-Forced or compulsory labor is ille-
gal and does not occur.

d. Minimum Age for Employment of Children.-The minimum age for employment
of children is 15, but there is compulsory schooling until the age of 18. The labor
courts effectively monitor compliance with national laws and standards. New legis-
lation further tightening conditions of child labor in entertainment and related occu-
pations was adopted in 1992.

e. Acceptable Conditions of Work.-Belgian working hours regulated by law as
well as through collective bargaining agreements, are among the shortest in Europe.
A maximum 40-hour workweek is mandated by law, although many collective bar-
gaining agreements call for workweeks of between 36 and 39 hours.

The minimum wage rates in the private sector are set in biannual nationwide ne-
gotiations between the leading trade unions and the Belgian Business Federation.
After agreement is reached, a formal collective bargaining agreement is signed bythe National Labor Council and is made mandatory upon the entire private sector
by Royal Decree. In the public sector, the minimum wage is determined in nelgotia-
tions between the government and the public service unions. The legal minimum
wage for full-time workers age 21 and above (currently about dollars 1,167 (BF
40,843) per month in the private sector and dollars 1,286 (BF 45,000) per month
for public sector workers) provides a comfortable standard of living. The Belgian
mimmum wage level is often cited as one reason for the country's high rate of unem-plo~yment.

Comprehensive health and safety legislation is supplemented by collective bar-
gaining agreements on safety issues. The Labor Ministry implements this legislation
through a team of inspectors and determines whether a worker qualifies for disabil-
ity and medical benefits. Health and safety committees are mandated by law in
companies with more than 50 employees and by works councils in companies with
more than 100 employees. Labor courts effectively monitor compliance with national
laws and standards.

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. Worker rights are practiced and observed uniformly throughout the country.

Extent of U.S. Investment in Selected Industries.-U.S. Direct
Investment Position Abroad on an Historical Cost Basis-1992

[Millions of U.S. dollars]

Category Amount

Petroleum ............................................................................... 291
Total M anufacturing .............................................................. 5,940

Food & Kindred Products .................................................. 440
Chemicals and Allied Products ......................................... 3,356
Metals, Primary & Fabricated .......................................... 234
Machinery, except Electrical ............................................. (1)
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Extent of U.S. Investment in Selected Industries.--U.S. Direct
Investment Position Abroad on an Historical Cost Basis--1992--Continued

(Millions r Uor dolAman

Catoe Amount

Electric & Electronlc Equipment................... 196
Transportation Equipment ................................................ (1)
Other Manufacturing ......................................................... 1,129

W holesale Trade ..................................................................... 1,811
Banking........ ........ ............................... (1)
Finance and Insurance .......................................................... 2,072
Services .............................................. 502
Other Industries ..................................................................... (1)
TOTAL ALL INDUSTRIES ................................................... 10,771

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

BOSNIA-HERZEGOVINA

Bosnla-Herzegovina remains a war zone and consequently has very little economic
activity beyond smuggling and distribution of humanitarian supplies. What little in.
dustrial activity exists has been directed entirely to supporting the war effort.
Where there were once world class resorts, there are now burnt-out villages and de-
stroyed factories. The Bosnian Serbs have conducted a policy of "ethnic cleansing"
to displace an entire sector of the population, namely the Muslims.

Bosnia-Herzegovina receives its natural gas from Russia via a pipeline that tran-
sits Serbia-Montenegro. Natural gas reaches Bosnia-Herzegovina at levels signifi-
cantly below those of the pre-war period, with diversion by the Serbian authorities
the general rule if gas flows at all.

The supply lines into Bosnia-Herzegovina are often interrupted by bad weather
or by fighting. Sarajevo, the capital of Bosnia-Herzegovina, remains under siege and
is currently experiencing shortages of everything, including food, water, electricity,

and fuel. Humanitarian aid has been intermittent and insufficient to meet full re-
quirements. In the winter months, when the need is greatest, supply routes become
impassable and airports often close.

The economic outlook for Bosnia-Herzegovina is bleak. Even if hostilities ended
at once, the infrastructure is heavily damaged and a large part of the most produc-
tive segment of society has been dislocated or eliminated. There are no financial re-
serves to begin reconstruction. It will be years before Bosnia-Herzegovina can re-
cover from the current crisis, and massive donor support will be needed to begin
the process.

BULGARIA

Key Economic Indicators
(Billions of 1992 Bulgarian lava unless otherwise noted

101 19992 1993

Income, Production, and Employment:
Real GDP3 a ........................... 222.5 210.0 205.0
GDP (at current prices)2 s3................................ 131.1 210.0 349.0
Real GDP Growth Rate (pdt.) 2.......................... -11.7 -5.6 -2.0
Real GDP by Sector. 23

Industry ............................. 99.3 86.1 80.1
Agriculture ....................................................... 23.4 20.2 17.5
Trade and Services .......................................... 98.1 88.6 93.0

Per Capita Income (US$)s 2 34....................... 1,420 1,330 1,270
Labor Force (O00's) 2 ........................................ 3,983 3,690 3,397
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Key Economic Indicators-Continued
[Billions of 1992 Bulgarian leva unless otherwise noted]

1991 19I9 19

Unemployment Rate (p ............................ 9.0 15.0 15.5
General Government Balance ............................ -8.4 -6.9 -8.4

Money and Prices:
Broad Money (M1, bil. leva) IM ...................... 24.8 41.1 45.2
Commerc. Int. Rate (pct.) 56............................. 56.2 61.1 55.6
Gross Domestic Savings Rate2 . .............. 2.08 2.1 N/A
Gross Domestic Investment Rate ...................... 2.27 2.25 N/A
Consumer Price Index2 3 (Dec. 1991 Equals

100) ............ .............0I..100 182 307
Wholesale Price Index ........................................ N/A N/A N/A
Exchange Rate (year-end):

Official7 ............................................................ 21.5 23.0 32.0
Parallel ............................................................. 22.5 24.0 33.2

Balance of Trade and Payments (million U.S.
dollars):2 a 1

Total Exports (FOB) ........................................... 3,740 3,500 3,200
Exports to U.S ................................................. 99 85 95

Total Imports (FOB) ........................................... 3,780 3,450 3,800
Imports from U.S ............................................ 85 79 150

Aid from U.S (U.S. FY basis) ............................. 88 40 46
Aid From Other Countries (Including Inter-

national Financial Institutions) ..................... 724 600 154
External Public Debt .......................................... 11,700 12,900 13,700
Annual Debt Service Paid ($ mil.) ..................... 4 194 890
Annual Debt Service Scheduled ........................ 2,444 2,918 2,211
Gold and FOREX Reserves ................................ 683 1,268 1,000

N/A-Not available.
11993 Figures are estimates for end-of-year.
2lntornational Financial Institutions Data.
2U.S. Embassy Estimate.
4Per capita incomes are calculated at the following exchange rates: 1991-18.0 leva:dollar; 1992-23.0

leva:dotlar, 1993--27.1 levadollar.
aGovernment of Buglria data.
sBNB basic (lombard) refinancing rate (period average).
TRate depreciated from 23:1 to 29.5:1 from January to October 1993.
a 1993 Figure is for first six months.

1. General Policy Framework
Following the fall of the Union of Democratic Forces (UDF) government led by

Fiip Dimitrov in October 1992, centrist economist Lyubin Berov formed a non-party
cabinet which, with some individual changes, governed throughout 1993. Berov
lacked a stable parliamentary majority, and was-forced to depend on the Bulgarian
Socialist Party, heir to the Bulgarian Communist Party structure, for much of his
support.

The Berov government generally continued the policies of its predecessor: restric-
tive fiscal and monetary policies and incremental structural reform. Combined with
the collapse of Bulgaria's COMECON trade (80 percent of the pre-1989 total), the
lbalrecession and United Nations sanctions, first against Iraq and later againsterbia, this ha; resulted in a prolonged economic downturn, which may have bot-

tomed out in 1993. Bulgaria's healthy 1992 trade surplus shrank dramatically in
1993.

The Central Bank (BNB) sought to bring inflation down from a 6.9-percent to a
3.0-percent monthly rate by year-end 1993, using a normal range of policy instru-
ments. Inflation continued to ease gradually, falling from an official rate of 79.5 per-
cent for 1992 to a projected 65 to 70 percent for 1993. After gradually reducing in-
terest rates during the year, the BNB sharply increased them in November to help
stabilize the depreciation of the lev, which had come under severe speculative pres-
sure. Despite stagnation in the standard of living over 1993, exports of US.
consumer goods have risen given the relative weakness of the dollar versus Euro-
pean cJnvertible currencies.
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During 1993, the government struggled with a growing budget deficit, reportedly
approaching 10 percent of GDP late in the year. The ballooning deficit resulted from
a sharp declne In revenues, especially receipts from the shrinking profits of state.
owned industrial enterprises, and higher state-sector salaries: It financed the deficit
through a combination of Central Bank borrowing and Treasury Bill sales. In June,
Bulgaria again halted service of current interest due on its $10 billion defaulted for.
eign-commercial (London Club) debt. In Novembe- Bulgaria agreed on a Brady-Plan-
type rescheduhng of its debt. On November 24, the Government of Bulgaria and the
Bank Advisory Committee heading the negotiations agreed in principle to a debt
deal. A term sheet is expected to be finalized on January 11, 1994.

Bulgaria rescheduled its 1992 maturities with the Paris Club (official creditors),
but failure to conclude one bilateral under the 1991 rescheduling and two bilaterals
under the 1992 rescheduling arement, as well as the need for a follow-on IMF
Standby Agreement blocked talks on 1993 maturities. Parliament gradually passed
elements of a comprehensive tax reform proposal, including a unitary 18 percent
VAT (to be implemented April 1, 1994), to replace an unwieldy system of turnover
taxes.

The transition to a market-oriented economy continued, albeit slowly and against
political and social resistance. Structural reforms necessary to underpin macro-
economic stabilization were not pursued vigorously. Restitution of urban shops and
houses put capital into the hands of many ordinary Bulgarians, helping fuel rapidly
growing service and consumer goods sectors. However, legal privatization of state-
owned Industry moved hardly at all, as did the breakup of state-organized collective
farms.

Parliament ratified Bulgaria's association agreement with the European Commu-
nity (EC), although implementation was delayed by an internal EC dispute over
safeguard rovisions. An agreement with the European Free Trade Association en-
tered into force.8A Bilateral Investment Treaty with the United States was ratified
by the U.S. Senate in November, 1993.
2. Exchange Rate Policies

From January to November 1993, the lev weakened in nominal terms (from 26.1
to 31.3 per dollar). In real terms (considering inflation), it continued the apprecia-
tion which started in April 1991 after the introduction of shock stabilization. The
BNB intervened in the currency market to stabilize the nominal 1ev depreciation.
In doing so the BNB significantly increased the country's convertible currency re-
serves to more than $1 billion by late 1993. During 1994, the lev is forecast to de-
preciate nominally at about the rate of inflation, i.e. 30 to 40 percent. The BNB sets
an indicative daily U.S. dollar rate for stat~qtical and customs purposes, but com-
mercial banks and others licensed to trade on the interbank market can set their
own rates. A parallel market operates openly, if illegally, offering about a four-per.
cent premium. For goods such as autos and some machine tools the United States
remains fully competitive with Western Europe and Japan.

Only some of the commercial banks are licensed to effect currency operations
abroad. Companies may freely buy foreign exchange for imports from the interbank
market. Individual Bulgarian citizens may legally buy only 10,000 leva worth of
hard currency per year without specific cause. Companies are required to repatriate,
but no longer to surrender, earned foreign exchange to the Central Bank. Bulgarian
citizens and foreign persons may also open foreign currency accounts with commer-
cial banks. Foreign investors may repatriate 100 percent of profits and other earn-
ings. Capital gains transfers appear to be protected under the revised Foreign In-
vestment Law; free and prompt transfers of capital gains are guaranteed in the Bi-
lateral Investment Treaty. A permit is required for hard currency payments to for-
eign persons, for direct and indirect investments, and for free transfers unconnected
with import of goods or services.
3. Structural Policies

Bulgaria's new market-oriented legal structure does not inhibit U.S. exports,
which are more affected by the government's tight monetary policy and Bulgaria's
isolation from trade financing. Further revisions in the Commercial Code (regarding
commercial activity and bankruptcy' and draft bankruptcy and security and ex-
change laws are mooted. Implementation of reforms is hindered by slow decision
making and bureaucratic red tape.

Privatization made little progress in 1993. Although Prime Minister Berov en-
tered office pledging his would be the "privatization government," only two signifi-
cant state enterprises have been privatized. In an effort to get the process moving,
Berov announced in May a mass privatization plan. A compromise proposal eventu-
ally was submitted to Parliament, where it remained under consideration in Octo-

76-160 0 - 94 -:6
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ber. Until privatization is well rooted, ane can expect a certain unpredictability incommercial dealings.
Another high government priority, a package of tax reform legislation, moved

slowly through parliament. Tax.administration and tax proceedings laws were
passedIn July and the value added tax (VAT) in October. Income tax and profits
a bills remained in committee and approval is expected in early 1994. The VAT

will be implemented April 1, 1994 while the revised income and profits taxes are
to take effect Januarylf, 1995. While average tax rates are relatively low according
to the IMF, marginal tax rates are too high to stimulate the economy, according to
US. experts. In 1993, most of the tax burden fell on corporate profits, which created
a significant drag on companies' ability to import capital goods and inputs..The gov-
ernment plans to offer new private firms substantial profit-tax relief for the first

three years, provided that they create jobs. There is no export tax.
4. Debt Management Policies

Bulgaria's former Communist regime more than- doubled the country's external
debt from 1985 to 1990. With more than $10 billion outstanding, the government
declared a debt service moratorium in March 1990. Bulgaria continued to service
three small convertible-currency bond issues. Of Bulgaria a current $13 billion debt,
more than 80 percent is owed to foreign commercial creditors; almost half of the
commercial debt is trade financing. The cut-off of trade financing by western banks
because of the moratorium remains the main barrier to imports from the U.S. and
elsewhere.

Debt service theoretically due in 1993 approximates 59 percent of exports. The
debt to GDP ratio is 181 percent. Bulgaria rescheduled its official ("Paris Club")
debt for 1991 and 1992. Negotiations on its 1993 maturities are delayed, pending
completion of three bilateral agreements that remain unsigned from 1991 and agree-
ment with the IMF on a third Standby Agreement. In late November 1993, Bulgaria
reached an agreement-in-principle with its commercial creditors ("London Club") on
a Brady-Plan-type rescheduling of its $10 billion debt. The parties hope to reach a
Brady-Plan-type agreement in early 1994.

Bulgaria is negotiating with the IMF its third one-year Standby Arrangement.
Bulgaria also is the recipient of a $250 million structural adjustment loan from the
World Bank, although release of the $100 million second tranche now hangs on suc-
cessful negotiation of the IMW Standby Arrangement.
5. Significant Barriers to U.S. Exports

Import licenses are required for a specific, limited list of goods. Among others, the
list includes radioactive elements, rare and precious metals and stones, ready phar-
maceutical products, and pesticides. Armaments and military-production technology
and components also figure on the list. (In March 1993, COCOM took the first steps
to ease export controls on selected technologies and products. Bulgaria was granted
"favorable consideration status," the same status enjoyed by Poland and the former
Czechoslovakia. Favorable consideration status means a presumption of approval for
COCOM applications and a shorter approval period.) The Bulgarian government has
declared that it grants licenses within three days of application, without fees, and
in a non-discriminatory manner. The U.S. embassy has no complaints on record
from U.S. exporters that the import-license regime has affected US. exports.

The Bulgarian government states that its system of standardization is in line with
internationally accepted principles and practices. Imported goods must conform to
minimal Bulgarian standards,ut in testing and procedures imported goods are ac-
corded treatment no less favorable than that for domestic products. Bulgaria accepts
test results, certificates or marks of conformity issued by the relevant authorities
of countries signatories to international and bilateral agreements to which Bulgaria
is a party. Al-imports of goods of plant or animal origin are subject to veterinary
and phytosanitary control, and relevant certificates should accompany such goods.

In 1993, Bulgaria repealed tax incentives (a five-year tax holiday,a profit-tax rate
25 percent less than Cat of domestic enterprises) nominally available to foreign
high technology investors. Foreign investors are now subject to the same 40 percent
Profits Tax as Bulgarian enterprises.

Under the January 1992 Foreign Investment Law, Bulgaria grants national treat-
ment unless otherwise provided-Tor by law or international agreement. Foreign in-
vestors may hold up to 100 percent of an investment. Foreigners may not own agri-
cultural liad, real estate or natural resources, but may lease for up to 70 years.
Foreign persons may freely repatriate earnings and other income from their invest-
ments at the market rate of exchange. Although capital gains are less clearly cov-
ered in the law Bulgaria committed itself to their f-ree repatriation in the U.S.-Bul-
garian Bilateral Investment Treaty signed in September 1992.
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Foreign investors are required to obtain a license to own or have controlling inter.
est in banking or insurance; in firms manufacturing arms ammunition, or military
equipment; in so-far unspecified geographic areas; and, In research, development
and extraction of natural resources.

There are no specific local content or export-performance requirements nor spe.
cific restrictions on hiring of expatriate personnel. Bulgaria committed itself in the
U.S..Bulgarian Bilateral Investment Treaty to international arbitration in the event
of expropriation, disinvestment, or compensation disputes.

There is no legal requirement for the Bulgarian government to procure only local
goods and services. Government procurement works mostly by competitively-bid
international tenders. There have been problems of lack of clarity in many tendering
procedures (e.g. the extension of the E-80 suprhighway from Plovdiv to the Turk-
Ish border). U.S. investors are also finding at in general neither the remaining
state enterprises nor private firms are used to competitive bidding to supply goods
and services within Bulgaria to these investors.

Bulgaria's new harmonized tariff schedule increased average tariffs, although a
15 percent import tax was eliminated. (The import tax remains on 10 agricultural
commodities.) The new schedule did reduce the overall range of tariff rates and
eliminated spikes. Customs duties are paid ad valorem according to the tariff sched-
ule. Imports from the United States are assessed at the most-favored-nation (MFN)
rate. A one-half percent customs clearance fee is assessed on all imports and ex-
ports. Bulgaria applies the single administrative document used by European Com-
munity members.
6. Export Subsidies Policies

The Bulgarian government does not subsidize exports.
7. Protection of U.S. Intellectual Property

During 1993, Bulgaria enacted new Patent and Copyright Laws which on paper
generally brought the counts IPR system up to international standards. Bul-
garia's third major piece of IPR legislation, the Trademark and Industrial Design
Law, is in need of updating but considered adequate overall. Production and trades retss are nominally protected under Art. 14 of the "Protection of Competition Act."

The most serious problem with current IPR legislation is the lack of retroactive
copyright protection for sound recordings, which are protected internationally by the
Rome and Geneva Conventions, to which Bulgaria is not a signatory. Until Bulgaria
does sign, sound recordings copyrighted prior to August 1, 1993 are not protected.Enforcement of the new laws is problematic. Authorities must establish a record
of vigorous enforcement to make the laws credible. But straitened resources and dif-
ficult economic times will test Bulgaria's ability and resolve to protect IPR. A major
U.S. pharmaceutical company notes continued problems with patent violations. A
major U.S. beverage company estimates that it is losing 15-20 percent of its sales
volume due to trademark infringement. Although this firm has successfully pros-
ecuted two cases of piracy, it does not regard the fines or the publicity given the
cases as sufficient to deter future infringement. In October 1993, a major U.S. mo-
tion picture association publicly threatened to file a Special 301 complaint against
Bulgaria because of an estimated $10 million in annual losses from video piracy.
For 1992, the International Intellectual Property Alliance estimated total trade
losses for the U.S. of $47 million due to piracy.
8. Worker Rights

a. The Right of Association.-The 1991 Constitution guarantees the right of all
workers to form or join trade unions of their own choice.-'Fiis right appears to have
been freely exercised in 1993. Estimates of the unionized share of the work force
range from 30 to 50 percent. Bulgaria has two large trade union confederations, the
ConTederation of Independent Trade Unions of Bulgaria (CITUB), and Podkrepa.
CITUB is the successor to the trade union controlled by the former Communist re-
gime, but now appears to operate as an independent entity. Podkrepa, the independ-
ent confederation created in 1989, was one of the earliest opposition forces, but is
no longer a member of the UDF. The two confederations cooperate on some tactical
issues, particularly in the country's tri-partite body, the National Social Council,
which includes employers and government. The Labor Code passed in December
1992 recognizes the.right to strikee when other means of conflict resolution have
been exhausted, but "political strikes" are forbidden. Military, police, energy produc-
tion and supply, and health sectors are defined as essential services, anda workers
in these sectors are restricted from striking.

b. The Right to Organiz-e and Bargain Collectively.-The Labor Code institutes
collective bargaining, which is practiced both nationally and on a local level. Only
Podkrepa an& CITUB are authorized to bargain collectively. This led to complaints
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by smaller unions, which may In Individual work places have more members thaneither of the two larger confederations. Smaller unions also complained that they
are excluded from the National Social Council.

c. Prohibition of Forced or Compulsory Labor.--Some observers suggested that the
practice of shunting minority and conscientious.objector military driftees Into work
units which sometimes carry out civilian construction could be considered a form of
forced labor.

d. Minimum Age for Emp ment of Children.-The Labor Code sets the minimum
age for employment of children is 16, and 18 for dangerous work. Employers and
the Ministry of Labor and Social Welfare are responsible for enforcing these provi-
sions.

e. Acceptable Conditions of Work.-The National Social Council adjusted the na-
tional monthly minimum wage on three occasions in 1993, most recently in Julywhen it was raised to 1,343 eva, approximately $49. Inflation in 1993, forecast as
65 percent, dramatically increased the cost of living. The Constitution stipulates the
riAhtto social security and welfare aid and assistance for the temporarily unem-
pl-oyed. The Labor Code provides for a standard workweek of 40 hours, with at least
one 24.hour rest period per week. Bulgaria has a national labor safety program with
standards established by the Labor Code. Conditions appear to be worsening owning
to budget austerity and the growing private sector, which has weaker links with the
labor inspection officials.

f. Rights in Sectors With U.S. Investment.-Overall U.S. investment is relatively
small as of late 1993. Of the nine sectors covered in the Trade Act Report, only the
"Food and Related Products," Electric and Electronic Equipment,* andc"Other Man-
ufacturing" sectors have an active U.S. presence as of late 1993. Conditions do not
significantly differ in these sectors from the rest of the economy.

CANADA

Key Economic Indicators
[Millions of Canadian dollar, unless otherwise noted]

1991 1992 1993

Income, Production, and Employment:
Real Gross Domestic Product (billions of 1986

C$) ........... .......................... 556.0 560.0 1570.5
GDP Growth Rate (pct.) ................................... -1.7 0.7 23.2
Real GDP at Factor Cost by Sector (millions

of 1986 C$):
Manufacturing ............................................... 87,851 88,047 191,413
Finance, Insurance, and Real Estate .......... 80,035 82,834 185,353
Trade .............................................................. 654,555 60,167 161,842
Community, Business, and Personal Serv.

ices .............................................................. 60,159 59,809 161,286
Transportation and Communications .......... 40,176 40,904 141,594
Construction .................................................. 31,090 29,034 1 27,913
M ining ............................................................ 19,711 19,938 121,833
Agriculture ............ ................. 11,595 11,025 112,035
Utilities .......................................................... 15,286 15,384 115,215
Logging and Forestry .................................... 2,718 2,946 13,219

Per Capita Personal Disposable Income ......... 18,275 18,343 1 18,203
Personal Savings Rate (pct.) ............................ 10.1 10.6 110.4
Total Labor Force (000's) ................................. 13,757 13,797 313,984
Unemployment Rate (pct.) ............................... 10.3 11.5 311.4

Money and/Prices--end of period:
Money Supply (M2) ........................................... 297,050 331,770 4335,713
Bank of Canada Rate (pct.) .............................. 7.67 5.69 54.90
Chartered Banks' Prime Rate (pct.)t........S..... 8.00 6.25 55.75
90-Day Commercial Paper (pct.) ................ 7.52 7.46 54.88
CPI (1986 = 100).........*.*..a............ 126.2 128.1 6 130.9
CPI Annual Percent Change ............................ 5.6 1.5 61.9
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Key Economic Indicators-Continue"
(Millions of Canadian dolar unless otherwise noted)

1991 1992 1993

Industrial Product Price Index (1986 = 100) 108.6 109.1 6112.9
IPPI Annual Percent Change .......................... -1.0 0.5 63.5
Exchange Rate (1 C$ = US cents) (average

annual noon rate) .......................................... 87.28 82.76 574.86
Trade and Balance of Payment&:

Merchandise Exports ........................................ 141,097 156,567 7174,264
of which, to the US ...................................... 106,722 121,164 7139,306

Merchandise Imports ........................................ 136,107 147,588 7162,044
of which, from the U.S .................................. 93,738 104,390 7117,466

Merchandise Trade Balance ............................. 4,990 8,979 712,220
Balance with US ........................................... 12,984 16,774 721,840

Current Account Balance ................................. - 29,035 -29,220 7-27,683
Balance with US ........................................... -5,277 -2,828 7 -1,158

Gold Holdings (million US$) ............................ 649.0 478.0 5351.0
Official Intl Reserves (million US$) ............... 16,901 11,909 511,081
Gross External Debt (billion C$) ..................... 368.1 404.0 N/A
Public Debt Charges: (Billion C$) ................... 841.2 939.5 1039.5

N/A- Not available.
1AYering. of first half 1993 (actual data), seasonally adjusted at an annual rate.
FiX~rtaft 1993 percent change annualized.

sThiri quarter average.
:MT + chartered banks non-peronal notice deposits +personal savings deposits, as of 9/30/93.'Third quarter end of period
'Embalsy estimate.
?First half of 1993 annualized.
OMPYgI-92.
OPY92-93.
1oFY93-94.
llPederal Govt. projection for FY1993-94. Canada's fiscal extends from April I to March 31.

1. General Policy Framework
Canada is the world's seventh-largest market economy. Production and services

are predominantly privately owned and operated. However, the federal and provin-
cial governments are significantly involved in the economy. They provide a broad
regulatory framework and engage in considerable redistribution of wealth from high
income individuals and regions to lower income persons and provinces. Also impor-
tant are government-owned Crown Corporations such as the Canadian Broadcasting
Corporation, the Canadian National Railway, the Canadian Wheat Board, and pro-
vincial electric utilities.

Canada is the most important trading partner of the United States. Although
Canada developed as an exporter of natural resources and related products, the
economy is now filly industrialized and produces highly sophisticated consumer
goods and capital equipment. As of August 1993, Canada's annualized merchandise
exports to the U.S. were US$111.8 billion, and annualized merchandise imports
from the US. were US$98.7 billion. Motor vehicles and parts account for approxi-
mately 20 percent of U.S. merchandise exports to Canada, followed by exports of
machinery and equipment and industrial equipment. The stock of total foreign di-
red investment in Canada in 1992 was US$113 billion, of which US$68.4 billion or
61 percent was U.S. foreign direct investment. Roughly 40 percent of the assets of
Canadian manufacturing companies are foreign-owned; of this total, about 75 per-
cent belong to US. firms.

Federal government economic policies since late 1984 have emphasized reduction
of public sector interference in the economy and promotion of private sector initia-
tive and competition. Both federal and provincial governments also undertook pri-
vatization of selected Crown Corporations.

The deficit and related expansion of government debt are the most pressing prob-
lems facing fiscal policy-makers at the federal and provincial level. The federal gov-
ernment's net debt in 1992 exceeded 60 percent of &ross Domestic Product. Govern-
ment options to reduce the deficit are constrained b, the high level of non-discre-
tionary spending in the federal budget. Statutory social transfers to individuals and
to provincial governments account for over 40 percent of the federal budget, and
public debt service payments account for about an additional 25 percent of spending.
Further reductions of subsidies for regional development and other remaining dis-
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cretionary programs such as defense agriculture and foreign aid would require the
government to make difficult political decisions.

The Bank of Canada is Canada's central bank. The governor of the Bank is re-
sponsible for conducting monetr licy. The Bank's main monetary policy tool is
management of cash balances with he chartered banks. Other tools used to control
the money supply include open market operations, such as purchase and resale
agreements with money market participants and the bank rate (the interest charge
on central bank advances), which is set 25 basis points above the average yield on
90-day Treasury bills at the weekly auction conducted by the Bank. The-Bank may
participate in the auction to influence its outcome.
2. Exchange Rate Policy

The Canadian dollar is a fully convertible currency, and exchange rates are deter.
mined by supply and demand conditions in the exchange market. There are no ex-
-change control requirements imposed on export receipts, capital receipts, or pay-
ments by residents or non-residents. The Banik of Canada operates in the exchange
market on almost a daily basis to try to maintain orderly trading conditions and
smooth rate movements.
3. Structural Policies

Prices for most goods and services are established by the market without govern.
ment involvement..-The most important exceptions to market pricing are government
services, services provided by regulated public service monopolies, most medical
services, and supply-managed agricultural products (eggs, poultry and dairy prod-
ucts).

The principal sources of federal tax revenue are corporate and personal income
taxes and the goods and services tax (GST), a multi-stage seven percent value-added
tax on consumption. Canadian federal personal and corporate income tax rates are
comparable to U.S. rates.

Federal government regulatory regimes affect foreign investment (see section 5
below) and also U.S. firms in the financial services sector. Although foreign-owned
bank subsidiaries are subject to federal restraints on their operations and growth,
U.S. banks have been exempted from most of these restrictions under the U.S.-Can-
ada Free Trade Agreement (FTA). However, the federal government still prohibits
the entry of direct branches of foreign banks. In mid-1992 further financial sector
reforms which largely eliminate the remaining barriers among banks, trust compa-
nies and insurance companies, were implemented.

Transportation policies: The pro-competitive National Transportation Act and its
companion legislation, the Motor Vehicle Transport Act entered into force in 1988.
Whi e underscoring the continuing need to maintain high safety standards, this leg-
islation introduced a greater degree of deregulation in the Canadian transportation
industry.

Transportation is not included in the FTA. Based on a mutual desire for a liberal-
ized North American market, in October 1990 the U.S. and Canada announced a
joint initiative to negotiate a new "open skies" agreement covering transborder air
services. The last round of negotiations was held in December 1992; no date has
been set for a resumption of the talks. While the United States remains ready to
move quickly toward adopting an "open skies" agreement, the Canadian side is tak-
ing a more cautious approach, based on securing safeguards for the continued viabil-
ity of its two major national airlines.

Telecommunications policies: Canada's long-awaited telecommunications legisla-
tion entered into force in 1993. Among its provisions, the new legislation limits for-
eign ownership of telecommunications firms to 20 percent. Carriers operating in
Canada prior to 1987 but not meeting the Canadian ownership requirements, are
grandfathered under Section 16 of the legislation.
4. Debt Management Policies

Canada's net public and private external indebtedness rose from US$89 billion (26
percent of GDP) in 1984 to US$218 billion (38 percent of GDP) in 1992, a relativelyhigh figure for an industrialized country. While foreigners have been receptive to
ho]din; Canadian securities and such purchases contribute to the strength of the
Canadian dollar, the sharp rise in external indebtedness has made the Canadian
dollar and economy increasingly vulnerable to shifts in international investor con-
fidence.
5. Significant Barriers to U.S. Exports

On January 1, 1989, Canada and the United States began to implement a free
trade agreement which will eliminate over a ten-year period virtually all tariff and
most non-tariff barriers to trade between the two countries. On January 1, 1994,
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the North American Free Trade Agreement (NAFTA) will add Mexico to the free
trade area. Nevertheless, a number of Canadian practices constitute barriers to U.S.
exports to Canada.

Canada applies various restrictions to imports of supply-managed commodities
fresh fruit and vegetables, potatoes, and processed horticultural products. All ot
these restrictions affect U.S. exports and the United States has pursued some of
these issues under the GA77 or the FTA.

Provincial legislation and Liquor Board policies regulate Canadian importation
and retail distribution of alcoholic beverages. The Free Trade Agreement addressed
a number of these policies (listing, distribution and pricing) and provides dispute
settlement procedures as they relate to wine and spirits. Provincial beer distribution
practices were grandfathered under the PTA but were challenged by the U.S. under
the General Agreement on Tariffs and Trade (GATT). The U.S. and Canada con-
cluded a Memorandum of Understanding in August 1993 which significantly im-
proves access to the Canadian market for U.S. beer. However, there continue to be
a number of issues (such as cost-of-service charges) which affect importation of3U.S.
wine.

Several problems exist in the area of standards and labelling. The FTA chapter
on technicid standards provides for the accreditation of U.S. certification organiza-
tions and testing laboratories in Canada. The Canadian accreditation agency, the
Standards Council of Canada, was slow in effecting the necessary regulatory
changes and reviewing U.S. applications, but in October 1992 it accredited two
major U.S. testing and certification bodies, Underwriters Laboratories and the
American Plywood Association.

Canadian customs regulations limit the temporary entry of specialized equipment
needed to perform short-term service contracts. Certain types of equipment are
granted duty-free or reduced-duty entry into Canada only if they are unavailable
from Canadian sources. NAFTA addresses this problem. Also, under the Canadian
Goods Abroad Program, Canadian goods sent to the United States for non-warranty
repairs, additions or transformations, are dutiable on the full value of the goods plus
the value of the services performed abroad if the work could have been done by a
Canadian firm within a "reasonable distance." Under NAFTA, only the value of
services performed in the United States is subject to duty.

Canada restricts the direct export of Pacific salmon and herring by requiring that
the Canadian catch be landed in Canada before being exported. An interim agree-
ment reached following FTA dispute settlement permits direct export (i.e. sale at
sea) of a portion of the catch by Canadian licensees. The level of direct exports how-
ever, has been disappointing. The U.S. is pursuing improved access in the mid-term
review of the agreement.

Canadian industries have used Canada's Special Import Measures Act (SIMA) to
restrict access to the Canadian market by U.S. companies. The past two years have
seen a marked increase in anti-dumping complaints filed against a wide range of
U.S. products, including carpets, steel, beer, lettuce, cauliflower, gypsum drywall, to-
mato paste, file folders, copper pipe fittings, fiberglass pipe insulation, and tooth-
picks. Dumping margins in successful cases constitute a significant barrier to U.S.
exports.

Canada denies Canadian enterprises tax deductions for the cost of advertising in
foreign broadcast media and publications when the advertising is directed primarily
at Canadians. Various restrictions on advertising aimed specifically at the Canadian
market restrict U.S. access to the Canadian market for publications and print media
advertising.

Since 1979 the Canada Post Corpration (CPC) has applied higher postal rates
to foreign publications printed outside Canada and mailect in Canada, and to foreign
publications printed and mailed in Canada, than to Canadian publications. In 1990
Canada announced plans to phase out postal subsidies and replace them with direct
subsidies to Canadian publishers. However, transitional postal rates adopted during
the phase-out period have increased the discrimination against foreign-owned publi-
cations printed in Canada.

Under the Investment Canada Act and Canadian policies in the energy, publish-
ing, telecommunications and transportation, broadcasting and cable television sec-
tors, Canada maintains laws and policies which interfere with new or expanded for-
eign investment. As well, foreign investment in the banking and financial services
sectors is restricted under the Bank Act and related statutes.

The Investment Canada Act (as amended by the FTA) requires the federal govern-
ment to review and approve foreign investment to ensure "net benefit to Canada."
The Act exempts from prior government approval foreign investments in all new
"green field'businesses, and acquisitions worth less than C$5 million (C$150 mil-
lion for U.S. investors-1992 dollars). The exemption excludes "culttirally sensitive
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sectors" such as book publishing and distribution, film and video, audio music re-
cordings and music in print or machine readable form. Also excluded as *culturally
sensitive" are foreign investments to establish new businesses or acquire existing
ones for the publication of magazines (including "split-run" editions), periodicals or
newspapers. foreign investment in these sectors is potentially subject to review re-
gardless of size or whether the investment is new or through direct or indirect ac-
quisition.

Further to the legal position on culture embodied in the Investment Canada Act,
Investment Canada enforces a federal book publishing policy known as the "Baie
Comeau Policy". Canada prohibits the majority acquisition of Canadian book pub-
lishing and distributing companies, and requires that foreign-owned subsidiaries in
Canada be divested to Canadians within two years if the ownership of the parent
changes hands. Some exceptions to the policy are permitted, subject to certain condi-
tions. Investment Canada also has specific policies regarding foreign investment in
the film distribution sector.

In the banking sector, the Bank Act of 1980 made chartering of foreign-owned
banking subsidiaries possible for the first time. However, foreign banks are still not
permitted to enter Canada as direct branches. Foreign banks are also unable to ac-
quire a domestic Canadian bank, since no single entity (person or corporal' ion) canh-ld more than 10 percent of a Canadian bank's capital. The FA eliminated other
discriminatory restrictions on U.S. bank subsidiaries in Canada.

In the trust and loan and insurance sectors, which are regulated by both the fed-
eral and provincial governments, foreign investors wishing to establish in either of
these two areas may do so, but acquisitions of provincial firms are subject to restric-
tions preventing foreign control.

Where GATT Government Procurement Cod6, FTA, and NAFTA requirements do
not apply, Canadian government entities follow preferential sourcing policies favor-
ing Canadian-based fIrms over foreign-based firms. In addition, Government Serv-
ices Canada, the major Federal procurement agency, maintains a supplier develop-
ment fund to promote new Canadian sources of supply. Canada's Federal and Pro-
vincial crown (government-owned) corporations also follow strong "buy national" or
"buy provincial" policies. Products affected include telecommunications, heavy elec-
trical and transportation-related products.

Canada pursues an "industrial benefits policy" which is administered through a
procurement review mechanism. The policy is intended to insure that major govern-
ment procurement projects not covered by Canada's international obligations pro-
vide long-term benefits for "the economic or social development of Canada" beyond
the immediate impact of the procurement expenditures. Frequently resulting in "off-
sets," this policy is one of Canada's most objectionable government procurement
practices. NAFTA requires that Canada not impose offset requirements on NAFTA-
covered goods and services procurements.
6. Export Subsidies

The Canadian government subsidizes rail transportation of western grown wheat,
barley, oats and many other agricultural commodities intended for export. The Free
Trade Agreement eliminated subsidies on agricultural products shipped to the Unit-
ed States through West Coast ports, but not on those shipped directly by rail or
through Great Lakes ports.

Under the terms of the FTA, Canada will terminate all export-based duty remis-
sion schemes by 1998. In the interim, Canada has excluded exports to the U.S. in
calculating the duty waived.

Canada s production-based duty remission program provides for the rebate of cus-
toms duties to qualifying foreign automobile firms on their imports of automobiles
and original equipment automotive parts into Canada. Under the program, duty re-
missions are granted in proportion to the amount of "Canadian value-added" gen-
erated by these firms in Canada. Under the provisions of the FTA, Canada has
agreed to terminate the program by 1996 and to limit application of the program
to the four companies with which agreements were already in place. NAFTA will
not change these provisions.

7. Protection of U.S. Intellectual Property
The Canadian government has long-standing legislation to protect intellectual

property rights, and these laws are effectively enforced.
The 1987 amendments to the Canadian Patents Act significantly improved protec-

tion for patented drugs and were a positive step in resolving some of the complaints
voiced by the U.S. pharmaceutical industry concerning alleged Canadian bias in
favor of generic drugs. In February 1993 the Canadian government amended the
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Patent Act to eliminate compulsory licensing for pharmaceuticals, thereby extending
patent protection to the standard 20 years.

In 1993 Canada proclaimed the Integrated Circuit Topography Act, a law protect.
ing semiconductor chip design.
8. Worker Rights

a. The Right of Association.-Except for members of the armed forcs, workers in
both the public and private sectors have the right to associate freely. These rights,
protected by both the federal labor code and provincial labor legislation, are freely
exercised.

b. The Right to OrGganize and Bargain Collectively.-Workers in both the public
and private sectors freely exercise their rights to organize and bargain collectively.
Some essential public sector employees have limited collective bargaining rights
which vary from province to province. Among Canada's non-agricultural work force,
approximately 38 percent is organized into trade unions.

c. Prohibition of Forced or Compulsory Labor.-There is no forced or compulsory
labor practiced in Canada.

d. Minimum Age for Employment of Children.-Generally, workers must be 17
years of age to work in an industry under federal jurisdiction. Provincial standards
(covering over 90 percent of the national work force) vary, but generally require pa-
rental consent for workers under 15 or 16 and prohibit young workers in dangerous
or nighttime work. In all jurisdictions, a person under 16 cannot be employed in a
designated trade, or, in other words, become an apprentice before that age.

e. Acceptable Conditions of Work.-Federal and provincial labor codes establish
labor standards governing maximum hours, minimum wages and safety standards.
Those standards are respected in practice.

f. Rights in Sectors With U.S. Jnvestments.-Worker rights are the same in all sec-
tors, including those with U.S. investment.

Extent of U.S. Investment in Selected Industries.-U.S. Direct
Investment Position Abroad on an Historical Cost Basis-1992

[Millions of U.S. dollars]

Category Amount

Petroleum............. .................................... 7,945
Total M anufacturing .............................................................. 33,306

Food & Kindred Products .................................................. 3,212
Chemicals and Allied Products ......................................... 5,389
Metals, Primary & Fabricated .......................................... 2,827
Machinery, except Electrical ............................................. 2,436
Electric & Electronic Equipment ...................................... 1,696
Transportation Equipment ................................................ 7,426
Other M anufacturing ......................................................... 10,320

W holesale Trade ..................................................................... 5,567
B anking ................................................................................... 888
Finance and Insurance .......................................................... 12,938
Services ................................................................................... 2,330
Other Industries ..................................................................... 5,457
TOTAL ALL INDUSTRIES ................................................... 68,432

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

CROATIA

The deterioration of Croatia's economy continues. One third of Croatia's territory,
including 400,000 hectares of arable land remains under occupation by Serb para-
military forces. Its GDP in 1992 was half the size it was in 1990; 25-30 percent
of its agricultural capacity has been destroyed. Industrial production is off 30-40
percent from 1992, largely a result of war and the disintegration of the old Yugoslav
federation. Monthly inflation rates-at times verging on hyperinflation-averaged
around 30 percent for most of 1993, and average per capita incomes are declining.
Even so, foreign exchange reserves were comfortably over $1 billion in the last quar-
ter of 1993.
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Occupation of territories by Serb paramilitary forces has cut a key railroad line
from the coast to the capital and the regionally-important Adria pipeline. Energy
production has also suffered, as key oil fields in Slavonia remain under Serb occupa-
tion. Tourism, a key source of hard currency, has been devastated by the war In
Croatia and Bosnia. Trade with Bosnia has ceased due to the continuing dis-
memberment of Bosnia's war-torn economy. Trade with Serbia is minimal due to
hostilities and international sanctions.

Croatia's economy also carries the burden of 800,000 refugees and displaced per-
sons from Bosnia and occupied Croat territories. It is estimated that some 80 per-
cent of refugees have found shelter with families in Croatia; this situation is unten-
able in the longer-term. The remainder are housed in refugee centers and hotels.
While the international community has provided the bulk of the food needed for the
refugees, medical care and utilities have been paid for by the Croatian Government.
Conditions in many refugee camps are inadequate; warm water is lacking, sanita-
tion and medical care are poor, there are no schools, and children lack milk and
vitamins. Refugees continue to flow in at an average rate of 300-500 a day, and
pressures are likely to mount as the winter and the war continue.

In October 1993, the government adopted an ambitious three-phase program in-
tended to stabilize the economy and lay the foundations for long-term growth. The

rogram targets fiscal stabilization, currency reform and accelerated privatization,
ut depends on cooperation with international financial organizations. This can not

be assured until peace comes to the region.
Croatia has joined the IMF, IBRD and EBRD as one of the successor states to

the former Yugoslavia. Following the outbreak of conflict in the former Yugoslavia,
the United States suspended all benefits to Yugoslavia under the Generalized Sys-
tern of Preferences (GSP). Benefits under this program were subsequently extended
on September 11, 1992 to all the republics of the former Yugoslavia except Serbia
and Montenegro. Despite the difficult economic situation, foreign investors continue
to identify opportunities in Croatia's relatively well-developed economy.

Extent of U.S. Investment in--eected Industries.-U.S. Direct
Investment Position Abroad on an Historical Cost Basis-1992

[Millions of-U.S. dollars]

Category Amount

Petroleum ............................................................................... 0
Total Manufacturing ........................................................... (1)

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

Wholesale Trade ..................................................................... 0
Banking ................................................................................... 0
Finance and Insurance ....................................................... 0
Services .................................................................................. 0
Other Industries ..................................................................... 0

TOTAL ALL INDUSTRIES ................................................... (1)

Leasi than $500,000.
Source: U.S. Department of Commerce, Bureau of Economic Analysis.

7
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CZECH REPUBLIC

Key Economic Indicators
[Billions of" Czech crowns unless otherwise noted]

19921 1993 1994s

Income, Production, and Employment:
Real GDP (1985 Prices)s .................................... 401.5 420.0 425.0
Real GDP Growth (pct.) ..................................... -7.1 0.5 1.0
GDP (at current prices)s3.................................... 738.8 850.0 900.0
GDP by Sector4 ................................................... N/A N/A N/A
Real Per Capita GDP (Crowns) ..................*39,194 40,000 41,000
Labor Force (000's) ....................................... .6,862 6,000 5,500
Unemployment Rate (Percent) ........................... 4.4 3.0 5.0

Money and Prices (annual percentage growth):
Money Supply (M2) ............................................. 698.2 748.0 800.0
Base Interest Rate 5............................................ 13.16 12.76 12.0
Personal Saving Rate ......................................... 8.0 6.2 6.0
Retail Inflation .................................................... 10.0 18.0 12.0
Wholesale Inflation (percent) ............................. 11.7 20.0 20.0
Consumer Price Index ........................................ 11.2 20.0 18.0
Exchange Rate (Kcs/$):

Offi cial .............................................................. 29.49 28.77 29.00
Parallel (Vienna Market) ................................ 32.28 29.85 30.00

Balance of Payments and Trade (million U.S.
dollars):

Total Exports FOB 6 ........................................... 8,110 9,200 10,000
Exports to U.S ................................................. 242 360 450

Total Imports CIF6e............................................. 8,920 10,600 12,000
Imports from U.S ............................................ 410 520 800

Aid from U.S ....................................................... 32 33 30
Aid from Other Countries .................................. 1,470 1,200 800
External Public Debt .......................................... 6,920 7,400 7,630
Debt Service Payment (paid).............. ......... 1,300 1,400 1.500
Gold and FOREX Reserves ................................ 1,900 3,100 4,200
Trade Balance e ................................................... -810 -11,400 -2,000

Balance with U.S ............................................. -172 - 160 -350
N/A-Not available.
11993 Figures are all estimates based on available monthly data in August 1993.
2Embassy estimate.
2 GDP at factor cost.
4Czech statistical authorities do not collect data on GDP by sector.
:Figures actual, average annual interest rates, not changes in them.s Merchandise traed.

1. General Policy Framework
The Czech Government has continued the tight, IMF-endorsed economic and fiscal

policies begun by the former Czechoslovak government in 1991, policies devised and
initiated by many of the current policy-makers in the Czech Republic. Similarly, it
has maintained the former government's program of broad privatization and whole-
sale legal reform in order to permit the continued operation of a viable market econ-
omy. However, during the second half of 1992 this process was temporarily delayed
by the division of the country into separate Czech and Slovak Republics.

The Czech government is still adjusting to the economic consequences of the split
while at the same time continuing down the road towards European economic inte-
gration. Despite some notable problems, such as restructuring newly privatized
firms, dealing with the possible effects of a new bankruptcy law, rectifyng a short-
age of domestic capital, and coping with a generally weak demand for Czech goods
in Western Europe, statistics indicate that the Czech economy as a whole seems to
have bottomed out in late 1992 and remained stable through 1993. The economy is
likely to remain at near current levels for the next several years before any signifi-
cant growth resumes.
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The government completed the first wave of privatization in early 1993, during
which approximately 1,500 formerly state-owned large enterprises were transferred
to the Private sector. This was acmplished through the process of "coupon privat-
ization whereby citizens over the age of 18 were allowed to acquire shares of enter:
rises through the purchase of vouchers. Approximately 80 percent of Czechs and
Slovaks eligible to participate in the voucher program did so, giving this country
perhaps the highest per capita number of stock holders in the world. In addition,
approximately 20,000 small businesses were transferred through direct sale. A sec-
ond wave of privatization is scheduled to commence in late 1993, during which
many of the remaining state enterprises will be sold. The private sector contribution
to GDP is estimated to be about 45 percent by the end of 1993 and, following the
second wave of privatization, should reach 70-75 percent by the end of 1994.

The 1992 budget for Czechoslovakia was in deficit by approximately $550 million,
or roughly 2 percent of GDP. This can be blamed chiefly on an overestimation of
the turnover tax revenues, an under-calculation of entitlement programs, and off-
budget expenditures needed to cover government loan guarantees. In 1993 the gov-
ernment of the Czech Republic is expected to balance its budget at $14.5 billion, and
as of August 1993 was running a surplus of slightly more than $100 million. The
government is likely to meet its target of a balanced budget in 1994, although the
budget will pay for some current expenditures with proceeds from the sale of state
enterprises.

The central bank, or Czech National Bank, remains an independent monetary au-
thority which has proven itself able to withstand political pressure. As the economy
in the Republic has stabilized, the central bank has eased direct and indirect con-
trols in an attempt to make credit generally more available for domestic markets.
As part of this effort, the bank abolished interest rate ceilings in March 1992, and
lowered reserve requirements from 9.5 to 8 percent in June 1993.
2. Exchange Rate Policy

The Czech government has followed a "hard crown" policy which has kept the
crown comparatively stable relative to the U.S. dollar since January 1991. The offi-
cial exchange rate has remained at the level of 28-30 crowns per U.S. dollar
throughout 1993 and will likely continue to do so in 1994. The composition of the
currency basket was changed in May 1993 from a mixture of five currencies to a
new basket of German marks (65 percent) and US. dollars (35 percent). The crown
is likely to become fully convertible within the next two years.

Under the Foreign Exchange Act of 1990, domestic or foreign companies in the
Czech Republic are guaranteed the right to freely exchange crowns for hard cur-
rency in business-related, current account transactions. Current account trans-
actions include the import of goods and services, royalties, interest payments and
dividend remittances. Repatriation of earnings from U.. investments is also guar-
anteed by the US.-Czechoslovak bilateral investment treaty which went into effect
in December 1992. However, there is currently a 25 percent tax on repatriation of
profits from the Czech Republic, and capital-account transactions still require a for-
eign exchange license. Companies are obligated to exchange any foreign convertible
currency they earn for crowns, but, in exceptional cases, the state bank may grant
permission to maintain a foreign-exchange account. Private persons do not need per-
mission to have a foreign-exchange account. Additionally, if requested, banks must
sell to foreign investors for Czech crowns foreign currency equal to revenue from in-
vestment. In this case, 'revenue from investment" means income from business prof-
its, interest, capital profits, securities, or intellectual property. Resident individuals
may not purchase more than KC 7,500 (about $270) annually of foreign exchange
to travel abroad.
3. Structural Policies

The recent division of the former federation, coupled with the continued shift
away from a centrally-planned economy and towards the free market, continues to
require adjustments thimughout the legal, financial, and political structure. Some of
the major changes are outlined below.

Taxes: A new tax system went into effect in January 1993 which provides uniform
rates and is better aligned with EC tax policies. The corporate income tax or profit
tax is 20 percent on income up to 200,000 Crowns and 43 percent on income over
200,000 Crowns. Ih addition, in 1993 the government implemented a 23 percent
value added tax (VAT) as well as a personal incomeWt-. A bilateral tax treaty be-
tween the United States and the Czech Republic was signed in September 1993 and
should go fully into effect in January 1994.

Prices: Over 95 percent of price controls were eliminated in 1991. As of late 1993
only the price of utilities, rents, sugar, gasoline, fuel oil, coal and various municipal

l|liimoon I
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services continue to be regulated. Remaining price controls are being gradually
eased over time.

Wages: Although the 1993 budget law set guidelines for state enterprises to follow
in granting wage increases, punitive wage taxes levied last year on increases above
the ceiling were abolished. The 1993 guidelines limit average public enterprise wage
increases to 5 percent real growth except in cases where productivity gains would
warrant larger increases. Partly due tothe elimination of the excess wage taxes and
to reductions in corporate tax rates that have left more funds at their disposal,
many enterprises ignored the guidelines and granted wage increases far above the
limit in the first haf of the year. Additionally, evidence indicates that management
in many of the enterprises raised wages in anticipation of bankruptcy in_ orer to
squeeze as much from their companies as possible before dissolution. For these rea-
sons average wages grew by more than the government had envisioned.

Alter repeated warnings against wage inflation, the government reimposed puni-
tive levies on excessive wage growth at the end of June 1993. For wa.e growth be-
tween 15 and 30 percent, companies unable to demonstrate productivity gains will
be taxed at 100 percent of the excess in wages. For wage increases of more than
30 percent, the tax will equal 200 percent of the excess increase which is not justi-
fled by productivity growth.

Privatization: The Czech government completed its first wave of privatization in
June-August 1993. Under this program, the majority of stock under large-scale pri-
vatization was sold through the voucher program, whereby citizens over the age of
18 were allowed to acquire shares of enterprises through the purchase of vouchers.
Approximately 80 percent of Czechs and Slovaks eligibleto participate in this pro-
gram did so. A second wave of privatization is scheduled to take place between Octo-
ber 1993 and mid-1994. During this period, the Czech government plans to sell
about 650 enterprises with a combined book value of approximately 145 billion
crowns, representing 25 to 30 percent of GDP production.
4. Debt Management Policies

The Czech Republic maintains one of the lowest foreign debts in Central and
Eastern Europe. As of July 1993, the gross foreign debt was approximately$7.9 bil-
lion, up from approximately $7.4 billion when the country divided in December
1993. Government debt represents approximately 17 percent of GDP, and current
government plans call for the level of debt to drop to only 10 percent by the year
2000. The Czechs believe they can reach this level by payment of interest combined
with general expansion of the economy. The current level of indebtedness is well
within the limits specified by the Republic's agreement with the IMF.

Due mainly to the lending policies of the former communist regime, the current
government is owed approximately $4.5 billion by various, chiefly socialist, govern-
ments around the world. First among them is Russia, which owes approximately $3
billion, then Syria, which owes approximately $750 million. It remains an open
question whether any of these debts will likely be collected. Many of the debtor
countries may refuse to acknowledge the Czech Republic's successor state rights to
the Czechoslovak debt and so attempt to escape payment of their obligations.
5. Significant Barriers to U.S. Exports

The government of the Czech Republic is determined to create and maintain a
free market, and has made the elimination of artificial trade barriers an important
element of its overall economic policy. Thus, there are currently no significant policy
barriers to U.S. exports to this country.

Some provisions of the new tax code which the Czech Republic implemented in
1993 have been criticized by U.S. and other foreign investors as inhibiting invest-
ment. In particular, the American Chamber of Commerce in Prague is concerned
that under the new tax code, foreign companies that provide services in the Czech
Republic are taxable in the Czech Re public if they continue for a stated period. Al-
though many other countries, including the United States, tax in such cases, the
tax is typically waived in tax treaties concluded under the guidelines recommended
by the Organization of Economic Cooperation and Development (OECD).

With a few limited exceptions, such as some defense-related industries, all sectors
of the Czech economy are open to U.S. investment. Until 1993 there had been offi-
cial monopolies in tobacco and film distribution, the film monopoly was officially
abolished in October 1993, however, and the tobacco monopoly is expected to be ter-
minated before the end of the year.

In late 1991, Czechoslovakia signed a Bilateral Investment Treaty (BIT) and an
agreement with the U.S. Overseas Private Investment Corporation topic) . The BIT
was ratified by Washington in August 1992, and similar ratification by the Czecho-
slovak parliament occurred in autumn of 1992.
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A bilateral tax treaty was signed with the Czech Republic In September 1993 and
is likely to enter fully to force in January 1994. The United States granted perma-
nent Most Favored Nation (MFN) status to Czechoslovakia in 1992 and to the Czech
Republic as a successor state in January 1993. The Czech Republic has given verbal
assurances that it will participate fully in GAIT to lower tariff rates over the next
ten years as economic conditions permit.
6. Export Subsidies Policy

A law on export promotion being considered by the Czech government will allow
the Export Guarantee and Insurance Company (EGAP) to provide export guarantees
and credits to Czech exporters at below-market rates. Additionally, the government
maintains a fund (the Fund for Market Regulation) through which it purchases do-
mestic agricultural surpluses for resale on international markets. For some commod.
ities, pricing is established at a level which includes a subsidy to local producers.
7. Protection of U.S. Intellectual Pprty

The government of the Czech Republic continues the obligations agreed to by the
former Czechoslovak government under the Bern, Paris, and Universal Copyright
Conventions and is working to ensure that laws for the protection of intellectual
property match those of Western Europe. However, enforcement of existing regula-
tions is still spotty.

Enforcement of video piracy laws is an ongoing concern for US. video and motion
picture exporters. While the level of awareness of the problem on the part of Czech
officials is rising, economic losses continue to threaten the viability of these exports.
There is no official estimate of losses, but the Czech Antipiracy Union has stated
that 40 to 50 percent of the local market for video cassettes is ost to illegally pro-
duced or illegally imported video products. The Union filed 450 video piracy court
cases in 1992, but enforcement remains lax and fines are low.

There have been similar concerns about software piracy. The U.S.-based Business
Software Alliance recently opened an affiliate office in Prague, and also is working
to raise the level of awareness on this and similar issues.

At least three disputes which date from the Communist era remain unresolved
concerning alleged patent and trademark violations by Czech firms against U.S. in-
terests.
8. Worker Rights

a. The Right of Association.-Workers in the Czech. Republic are provided the
right by law to form and join unions of their own choosing without prior authoriza-
tion. Currently, two-thirds of the workers are members of some labor organization,
although the overall number of union members has fallen somewhat since 1991.
Under the law, all workers are guaranteed the right to strike once mediation efforts
have been exhausted; exceptions are those workers (nuclear power plant operators,
military, police, etc.) in sensitive positions who are forbidden to strike.

b. The Right to Organize and Bargain Collectively.-Theoretically,-workers also
have the right to organize and bargain collectively, although the abolition of some
federal institutions which were involved in the process has resulted in an increasing
number of ad hoc bargaining arrangements. Wages are set by free negotiation.

c. Prohibition of Forced or Compulsory Labor.-Forced or compulsory labor was
expressly prohibited by the federal government's 1991 Declaration on Basic Rights
and Freedoms, and the Czech Republic has adopted the same stance. There is no
evidence or indication that such practices have occurred since the 1989 revolution.

d. Minimum Age for Employment of Children.-The basic minimum age for em-
ployed children is 16. Exceptions are made for 15 year-olds who have already fin-
ished elementary school and for 14 year-olds- who have completed courses at special
schools for the disabled.

e. Acceptable Conditions of Work.-The Ministry of Labor and Social Affairs has
set minimum wage standards to guarantee an adequate standard of living for a
worker and, with special allowances, for his family as well. A standard workweek
of 42.5 hours was mandated by law, but collective bargaining has brought closer to
40 the actual number of hours worked. Additionally, caps exist for overtime and
workers are assured at leas, 30 minutes of paid rest per work day, and annual leave
of three to four weeks per year.

f. Rights in Sectors With U.S. Investment.-As far as the U.S. Government is
aware, all of the above workers' rights are appied-to firms with U.S. investment
and do not differ from those in place in other sectors of the economy.
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Extent of US. Investment in Selected Industries.-U.S. Direct
Investment Position Abroad on an Historical Cost Basis--1992

(Millions of U.S. dollars)

Catepry Amount

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

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

Wholesale Trade ........ ............................. .............
Banking ..................... ...............
Finance and Insurance .....................................................
Services.................... . . ..........
Other Industries ...............................................................
TOTAL ALL INDUSTRIES .........................................

Note: Above figures are for the former Czechoslovakia. Disaggregated figures for the
not yet available.

I Suppressed to avoid disclosing data of individual companies.
XLess than $500,000.
Source: U.S. Department of Commerce, Bureau of Economic Analysis, unpublished data.

0(1)

(1)(1)

0
0
(1)

117
Czech Republic are

DENMARK

Key Economic Indicators
[Millions of Danish kroner (DKK) unless otherwise noted]

1991 1992 19931

Income, Production, and Employment:
Real GDP (1985 prices)2 ....................................
Real GDP growth (pct.) ......................................
GDP at current prices2 .. . . . . . . . . . . . . . .. .......
By Sector:

Agriculture ......................................................
Energy, Water, Heat.........................
M anufacturing .................................................
Construction ...................................................
Raw Materials, Mining.....................
Rents ........ ....................
Financial Services..........................
Other Services ...........................................
Government Services........................
Overlap Corrections.........................

Net Exports of Goods and Services...............
Real Per Capita GDP2 (DKK, 1985 prices) ......
Labor Force (000's)...........................
Unemployment Rate..........................

Money and Prices (annual percentage growth):
Money Supply (M2)3 .........................
Base Interest Rate (pct.).......................
Personal Saving Rate (pct.) ..........................
Consumer Price Index.........................
Wholesale Inflation .............................................
Exchange Rate ($ per DKK)...................

581,720
1.1

717,110

29,050
12,957

134,795
40,694

7,040
72,217
21,336

262,720
158,994

-22,693
52,991

112,861
2,903

10.6

4.3
11.4

5.1
2.4
1.0

0.1563

588,721
1.2

745,741

26,393
14,327

141,850
41,834

6,377
74,404
21,542

273,464
166,360

-22,810
65,551

113,842
2,910

11.4

1.8
11.6
4.9
2.1

-1.1
0.1657

590,000
0.2

754,500

30,000
15,000

140,000
41,000

7,000
75,000
21,500

275,000
170,000

-20,000
61,000

113,700
2,915

12.5

1.3
11.0
6.0
1.2

-0.8
0.1550
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Key Economic Indicatora.-Continued
(Millions of Danish kroner (DKK) unem otherwise noted)

1991 1992 19931

Balance of Payments and Trade:
Total Exports (FOB)4O......... 229,765 239,912 231,500

Exports to US•8 .................................... 10,576 11,584 10,300
Total Imports (CIF)4......... ............ 206.798 203,536 192,000

Imports from U.S.s .......................................... 13,045 11,473 9,000
Aid from US ....................................................... N/A N/A N/A
Aid from other countries .................................... N/A N/A N/A
External Debt ...................................................... 264,000 241,000 213,000
External Debt Service Net Interest Ppyments. 35,634 34,517 30,100
Gold and FOREX Reserves ................................ 44,563 44,964 60,000
Trade Balance4 ................................................... 22,967 36,376 39,500

Balance with U.S.5 .......................................... -2,469 111 1,300
N/A-Not available.
'1993 figures are all estimates, generally based on six to eight-month data available as of October 1993.
SODP at factor cost.
sM2 figures are not available. The money stock figure includes the private nonbank sector's share of mon-

eta7 bae plus short term (up to two years) bank deposit.
"Merchandise trade, excludes EU agricultural report subsidies.
S 1M and 1993 figures include Puerto Rico Effective January 1993, Danish trade statistics omit U..

products imported into Denmarl- via other EU countries. Tronsshipped products formerly accounted for about
one-third of Danish imports from the United States.

1. General Policy Framework
Denmark is a small, highly industrialized "value-added" country with a long tradi-

tion of foreign trade, free capital movements, political stability, an efficient and
well-educated labor force, and a modern infrastructure effectively linking Denmark
to the rest of Europe. Denmark's natural resources are concentrated in oil and gas
fields in the North Sea, which are increasingly meeting Denmark's energy needs.
They supplied two-thirds of Denmark's energy consumption in 1992. Because Den-
mar remains dependent on imported raw materials, semi-manufactures and coal,
ensuring adequate supplies has always been a major goal of Danish trade and in-
dustry policies. Denmark's active liberal trade policy in the EU, OECD, and GATT
often coincides with U.S. interests. Danish trade with EU and EFTA countries ac-
counts for more than three-quarters of total trade. The United States, Denmark's
largest non-European trading partner, supplied close to six percent of total Danish
imports in 1992, including aImost one-thiird of coal imports, and more than 90 per-
cent of aircraft imports.

Denmark's economy is now strong and well positioned to benefit from the EU sin-
gle market which began January 1, 1993. Danish voters reversed their earlier rejec-
tion of the far-reaching "European Union" (the Maastricht Treaty) in a nationwide
referendum on May 18, 1993, thus reinforcing Denmark's commitment to continued
EU cooperation and integration.

The turnaround of the Danish economy since the late 1980's resulted from the
former minority center-right coalition government's economic policies which in gen-
eral have been continued by the Social-Democratic Party-led majority coalition gov-
ernment which took power in January 1993. Tight fiscal policies, minimum in-
creases in public expenditures and monetary and exchange rate policies similar to
Germany's were major contributing factors in the turnaround. Nevertheless, a few
important problems such as high unemployment and increasing public sector budget
deficits remain.

Danish fiscal policy meets the conditions of the EU economic and monetary union
(EMU). For example, Denmark complies with the prohibition against monetization
of its central government deficits. Deficits are financed through the sale of govern-
ment bonds and treasury bills at market terms. Despite broad political agreement
on putting a lid on the public sector's size and costs, reduced tax revenues, increased
unemployment benefit and other transfer income costs, and the introduction of re-
cession response measures have led to growing budget deficits. The central govern-
ment budget deficit projection for 1993 initiadly DKK 33.9 Billion, has been in-
creased to DKK 54.5 Billion, or more than six percent of gross domestic product
(GDP). The budget deficit for 1994, now projected at DKK 85.6 Billion, is likely to
increase substantially. Nevertheless, in order to combat unemployment, the govern-
ment is easing its fiscal policy through public Investments and new job creation
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measures. An income tax reform passed in 1993 will reduce marginal Income tax
rates beginning in 1994, with the revenue loss being offset in part by anew five
percent labor contribution tax on gross incomes, and new environmentaltaxes.

Recently introduced foreign investment incentives include the establishment in
1992 of preferential "business zones' in high unemployment areas (as of October
1993 without any notable effect) and lenient income taxation of high-paid foreigners
working in Denmark. Since 1989, the government has spent about DKK 65 million
on promoting direct investment in Denmark by U.S. and Japanese high-tech compa-
nies, but so far this effort has borne limited fruit.

The Danish fixed exchange rate policy (see section 2), pursued since the early
1980s, requires a monetary policy which gives high priority to price stability. This
together with fully liberalized capital movements has meant limited room for pursu-
ing independent interest rate and liquidity policies. Danish interest rates are linked
closely to those of Germany. In order to tighten management of money-market rates
(without adjusting official interest rates), in April 1992 the Danish Central Bank,
which holds monetary policy authority, introduced a new liquidity management sys-
tem via weekly issuances of two-week deposit certificates and by providing liquidity
to commercial banks via re-purchases of both treasury bills anddeposit certificates.
Low inflation together with monetary and the exchange rate policies have produced
high real interest rates, which helped maintain a strong krone during the ERM cri-
sis in July. On the other hand, high real interest rates impede investment.
2. Exchange Rate Policy

Denmark is a member of the European Monetary System (EMS) and its exchange
rate mechanism (ERM). It supports the objectives of the EMU, but has the right
not to participate in its third phase (establishment of a single EU currency and re-
linquishment of national sovereignty over monetary policy). Since 1982, the govern-
ment has successfully resisted solving Denmark's economic problems through ex-
change rate adjustments and it continues this policy. In August 1993, the trade-
weighted value of the krone was almost two percent lower than in August 1992, due
mostly to the volatile developments in the ERM in July 1993, when the ERM fluc-
tuation bands were widened to plus or minus 15 percent. In comparison, the value
of the krone in March 1993 was up more than eight percent due to the devaluations
in 1992 of the British pound andXthe Swedish krone. Intervention by the Danish
Central Bank (and German Bundesbank) protected the krone's position in the ERM,
but drained foreign exchange reserves which in turn required new large government
borrowing abroad. As foreign exchange markets stabilize, Denmark expects return
flows of foreign exchange reserves and repayment of foreign debt.

The value of the krone against the U.S. dollar in August 1993 was almost 20 per-
cent lower than in August 1992. Although by October the krone had strengthened
by some four percent, deterioration in U.S. price competitiveness is likely to have
a negative impact on U.S. exports to Denmark.
3. Structural policies

Danish pricing policies are based on free market principles. Entities with the abil-
ity to fix prices because of their dominance in the market are regulated by a com-
petition council.

In spite of the tax reform passed in 1993, Danes generally concede that the tax
system needs further overhaul to improve incentives for work and investment, and
to reduce the "underground' economy, which today may equal as much as 10 per-
cent of GDP. However, beginning in 1994, the government is reducing high Danish
mainal income tax rates in order to bring the Danish income tax system closer
to those of other EU countries, which are structurally different from that of Den-
mark. Uniquely among EU countries, Danish employers pay virtually no non-wage
compensation. Most of employers' costs of sick leave and unemployment insurance
are paid by the government. Employees pay their part of unemployment insurance
out of wages. Another major concern is the high Danish value-added tax (VAT),
which, at 25 percent, is the highest in the EU. However, as VAT revenues constitute
more than one-qarter of the central government's total revenues, a reduction would
have severe budgetary consequences. The government therefore has no plans to re-
duce the VAT, but hopes that EU VAT rates, particularly those of Germany, will
gradually approach the Danish rate.

Despite success in resolving most of Denmark's former structural imbalances, a
number ofproblems remain, most notably high unemployment. Despite high unem-
ployment, labor mobility, both geographically and sectorally, remains low in Den-
mark. This is in part due to lenient requirements to qualify for unemployment bene-
fits and structural rigidity which prevents crossing craft lines. At present, about
two-thirds of the cost of unemployment benefits is paid from general revenues. The
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former government would have liked to see extensive labor market reform, Including
transferring a major part of the financing of the unemployment insurance system
to employers and employees. However, the present government's efforts concentrate
on new job-creation measures, including advancing public investment projects, some
of which may be open to foreign, including U.S., competition.
4. Debt Management Policies

Since 1963, recurring, large balance of payments (BOP) deficits produced a foreign
debt which in 1988 peaked at DKK 293 billion or 40 percent of GDP. However,
since 1990, the BOP has moved into surplus and is projected to reach DKK 28 bil-
lion in 1993. Consequently, foreign debt is expected to fall to about 24 percent of
GDP by the end of 1993. Despite BOP surpluses, net interest payments on the debt
continue to be a burden, accounting for some seven percent of total export earnings.
Standard and Poor's and Moody's Investors services rate Denmark AA and Aal, re-
spectively, reflecting the strong economy and the large BOP surplus. Denmark's
public sector is a net external debtor, while the private sector, including banks, is
a net creditor. At the end of 1992, the public sector's net foreign debt, including for-
eign exchange reserves, was the equivalent of DKK 292 billion, of which krone-de-
nominated government bonds accounted for about two-thirds.

The volatility of the dollar during the 1980s triggered a Danish government deci-
sion in early 1988 to reduce the dollar's share of the central government's debt de-
nominated in foreign currencies. In 1984, more than 50 percent of this debt was de-
nominated in dollars; in 1992 the ratio had dropped to one-third. The dollar debt
was mostly shifted into debt denominated in German marks, Swiss francs, and Eu-
ropean Currency Units (ECU).

Danish development assistance is large by International standards, accounting for
one percent of gross national product (GNP), or about DKK 9.0 billion. It is almost
equally distributed between bilateral and multilateral assistance. Bilateral assist-
ance is concentrated in about 14 countries with a per capita GNP of less than
$1,705 (1992). Denmark also supports the new democracies in East and Central Eu-
rope and in 1994 will spend about DKK 2.1 Billion for assistance (0.25 percent of
GNP). Finally, Denmarkplans to spend in 1994 DKK 4.1 billion for new multi-
national environmental and disaster programs, including *pre-asylum" refugee costs
in Denmark. Denmark actively participates in the IMF, the EBRD, the World Bank,
and the Paris Club.
5. Significant Barriers to U.S. Exports

Heavily dependent on foreign trade, Denmark maintains few restrictions on im-
ports of goods and services and on investment. Denmark adheres to all GATT codes
and, as a member of the EU, also to all EU legislation which impacts on trade and
investment. There are no special Danish import restrictions or licenses which pose
problems for U.S. industrial products exporters. Agricultural goods must compete
with domestic production, protected under the EU's common agricultural policy.
Denmark also has stringent phytosanitary requirements.

With the implementation of the EU single market on January 1, 1993, most in-
dustrial standards, testing, labelling and other requirements are being harmonized
within the EU. With respect to services, the Danish credit card act has, since 1987,
prevented credit card companies from operating in Denmark on international terms.
This legislation prohibits credit card companies from charging vendors for costs re-
lated to the use of cards held by Danes. As a consequence, American Express
stopped issuing credit cards to Danes for use in Denmark. However, other credit
card companies continued operations under the new requirements.

Denmark, like most other countries, requires an exam or experience in local law
in order to practice law. In addition, investment in stockbroker companies requires
that the managing director has at least three years of experience in securities trade.
However, experience in a U.S. stock exchange will probably not alone meet this re-
quirement.

Denmark provides national, and in most instances nondiscriminatory, treatment
to all foreign investment. Ownership restrictions are only applied in a few sectors:
hydrocarbon exploration (which in general requires limited government participa-
tion on a carried interest basis); arms production (a maximum of 40 percent of eq-
uity and 20 percent of voting rights may be held by foreigners); aircraft (third-coun-
try citizens or airlines may not directly own or exercise control over aircraft reg-
istered in Denmark); and, ships registered in the Danish International Ships Reg-
ister (a Danish legal entity or physical person must own a significant share and ex-
ercise a significant control (20-25 percent) over such ships).

.Denmark, as a general rule, applies a reciprocity test to foreign direct investment
in the financial sector, which, however, has not been an obstacle to U.S. investment.
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When established, an entity receives national treatment. The Danish telecommuni-
cations network remains a government-controlled monopoly, but is open to minorityportfolio investment. A second private cellular mobile telephone network (general
system mobile--GSM) with the US. Bellsouth participating, competes with the gov.
ernment-controlled network.

Denmark's government procurement practices meet the requirements of the GATT
Government Procurement Code and EU public procurement legislation. Denmark
implemented the EU "Utilities Directive" January 1, 1993, but indications are that
the voluntary "50-percent EU-origin requirement" will be interpreted liberally by
the Danish government. Countertrade or rather offset trade, is used by the Danish
government only in connection with military purchases which are not covered by the
GATT code. Denmark has no "buy Danish" laws.

There is no record of U.S. companies complaining about burdensome customs pro-
cedures. Denmark has an effective and modern customs administration which has
reduced processing time to a minimum.
6. Export Subsidies Policies

EU agricultural export restitutions (subsidies) in 1992 of DKK 5.4 billion were
equivalent to about one-third of the value of Danish agricultural exports to non-EU
destinations. Government support for agricultural export-promotion programs is in-
significant. Denmark has no direct subsidies for its nonagricultural exports except
for shipbuilding. There are no special programs to subsidize exports by small compa-
nies.

Indirectly, however, Denmark has programs to assist export promotion, research
and development, regional development, and a limited number of preferential fi-
nancing schemes aimed, inter alia, at increasing exports. In 1989, Denmark restruc-
tured its development assistance and abolished the distinction between untied and
tied bilateral assistance. However, the principle of using 50 percent of all bilateral
assistance for purchases from Danish companies was maintained. All these _pro-
grams, however, apply equally to foreign companies producing in and exporting from
Denmark.

A 1992 EU survey shows that Denmark has one of the lowest rates of state aids
to industry (about two percent of GDP) among EU countries. Shipbuilding support,
where Danish subsidization is within the ceiling set in the EU shipbuilding directive
(nine percent of the contract value), accounts for almost one-third of total Danish
state aids to industry. Denmark is an ally of the United States in the efforts to
phase out shipbuilding subsidies internationally.
7. Protection of U.S. Intellectual Property

Denmark is a party to, and effectively enforces, a large number of international
conventions and treaties concerning protection of intellectual property rights, and
therefore Denmark offers adequate protection of those rights.

Patents: Denmark is a member of the World Intellectual Property Organization
(WIPO). It adheres to the Paris Convention for the Protection of Industrial-Property,
the Patent Cooperation Treaty (PCT), the Strasbourg convention, and the Budapest
convention. Denmark has also ratified the European-Patent Convention and the EU
Patent Convention.

Trademarks: Denmark is a party to the 1957 Nice Arrangement and to the Ar-
rangement's 1967 revision. A new Danish Trademark Act entered into force January
1, 1992 which also implements the EU Trademark Directive harmonizing EU mem-
ber countries' trademark legislation. Denmark strongly supports efforts to establish
an EU-wide trademark system. In addition, Denmark has legislation implementing
EU regulations for the protection of the topography of semiconductor products which
also extends protection to legal U.S. persons.

Copyrights: Denmark is a party to the 1886 Bern Convention and its subsequent
revisions, the 1952 Universal Copyright Conventions and its 1971 revision, the 1961
International Convention for the Protection of Performers, etc., and the 1971 Con-
vention for the Producers of Phonograms, etc. There is little piracy in Denmark of
records or videocassettes. However, software piracy in Denmark is estimated at
about DKK 700 million annually. It is now on the decline due to sharply reduced
prices, improved protection of programs and efforts to combat such piracy by the
international software company-owned Ausiness Software Alliance. Piracy of other
items, including books, appears very limited. There are no indications that pirated
products are being imported to or exported from Denmark. One possible copyright
problem involves the imposition on January 1, 1993 of a Danish levy on bla nkaudio
and video tapes for home use. A large share of revenues from the levy will be passed
on to Danish artists and artists from countries having a comparable levy. Since the
United States does not impose a comparable levy, US. artists, who probably account
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for two-thirds of works being copied by Danish homes, would not benefit from the
embassy has no record of other complaints by U.S. organizations, exporters

or subsidiaries in Denmark regarding infringement of intellectual property rights or
unfair Danish practices in this field..Thus the impact on U.S. trade appears nomi-
nal. Denmark is neither named on the Special 301 Watch List nor on the Priority
Watch List. Nor is it identified as a priority foreign country.
8. Worker Rights

a. The Right of Association.-Workers in Denmark have the right to associate
freely, and all (except those in essential services and civil servants)!have the right
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. In 1992, 62,800 workdays were lost
due to labor conflicts (down from 101,000 in 1991). Greenland and the Faroe Islands
have the same respect for worker rights, including full freedom of association, as
Denmark.

b. The Right to Organize and Bargain Collectively.-Workers and employers ac-
knowledge each other's right to organize. Collective bargaining is widespread. Sala-
ries, benefits, and working conditions are agreed in bienniel negotiations between
the various employers' associations and their union counterparts. If negotiations
fail, a national conciliation board is tasked with mediating. Its proposal is voted on
by both management and labor. If the proposal is turned down, the government may
force a legislated solution (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. The decisions of the court are binding. The labor contracts which result from
collective bargaining, as a general rule, are also used by the nonunion sector.

Labor relations in non-EU parts of the Danish Realm (i.e. the Faroe Islands and
Greenland (a beneficiary of the U.S. Generalized System of Preferences), are gen-
erally conducted in the same manner as in Denmark proper.

c. Prohibition of Forced or Corpulsory Labor.-Forced or compulsory labor is pro-
hibited and does not exist in the Danish Realm.

d. Minimum Age for Employment of Children.-The minimum age for full-time
employment is 15 years. The law prescribes limitations on the employment of those
between 15 and 18 years of age, and it is enforced by the Labor Inspection Service,
an autonomous arm of the Ministry of Labor.

e. Acceptable Conditions of Work.-There is no legall mandated workweek nor
national minimum wage. However, the workweek setby Tabor contracts is 37 hours.
The lowest hourly wage in any national labor agreement is sufficient to provide a
worker with a decent standard of living. Danish jaw provides for five weeks of paid
vacation. Danish law also prescribes conditions of work, including safety and health-

"duties of employers, supervisors, and employees; work performance; rest periods and
days off; medical exanunations; and maternity leave. The Labor Inspection Service
ensures compliance with w~rk place legislation.

Similar conditions of work are found in Greenland and the Faroe Islands, except
that their workweek is 40 hours. Unemployment benefits 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 estab-
lished in August 1992, replacing former unemployment compensation covered by the
social security system. As in Denmark, sick pay and maternity pay fall under the
social security system.

f. Rights in Sectors With U.S. Investment.-Worker rights in those goods-produc-
ing sectors in which U.S. capital is invested do not differ from the conditions inthose other sectors where no U.S. investment is found.

Extent of U.S. Investment in Selected Industries.-U.S. Direct
Investment Position Abroad on an Historical Cost Basis-1992

[Millions of U.S. dollars]

Category Amount

Petroleum .............................................................................. . .(1)
Total M anufacturing .............................................................. 315

Food & Kindred Products .................................................. 137
Chemicals and Allied Products ......................................... (1)
Metals, Primary & Fabricated .......................................... 50
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Extent of U.S. Investment in Selected Industries.-U.S. Direct
Investment Position Abroad on an Histoical Cost Basis-1992-Continued

DMtllions of U& dollaris

Cat"p•y Amount

Machinery, except Electrical ............................................. (1)
Electric & Electronic Equipment ...................................... 21
Transportation Equipment ................................................ (2)
Other Manufacturing ............ ................ 85

W holesale Trade ..................................................................... 503
Banking ................................................................... ................ (1)
Finance and Insurance .......................................................... 351
Services................. . .... ................ .116
Other Industries ..................................................................... 13
TOTAL ALL INDUSTRIES ................................................... 1,707

1Eup2Vpceed to avoid disclosing data of individual companies.
hbm than *500,000.
Sour..: U.S. Department of& dmmerce, Bureau of Economic Analysis.

ESTONIA

Key Economic Indicators
[Millions of Estonian kroons unless otherwise noted)

1991 1999 1993

Income, Production, and Employment:
Real GDP ............................................................. N/A N/A N/A
Real GDP growth (pct.) I.................................... -13.6 -14.8 -6
GDP (current prices)' ........................................ 1,827.2 14,254.8 21,500
GDP by Sector (pdt.): 2

Agriculture ....................................................... 20 13 11
Energy and Water ........................................... 2 5 4
Manufacturing ................................................. 40 33 27
Construction .................................................... 7 5 6
Rents ................................................................ 2 3 4
Financial Services ........................................... 1 2 3
Other Services ................................................. 21 34 34
Government, Health and Education .............. 7 6 10

Labor Force (000's) ............................................. 812.3 810 N/A
Unemployment Rate ........................................... 0.1 1.7 2.2

Money and Prices:
Money Supply (broad money, pct chg.) N/A 68 21
Basic Interest Rates (pct. ann.) ......................... N/A 21.3 N/A
Personal Savings Rate (pct. ann.) ..................... N/A 15.5 N/A
Consumer Price Index (pct. chg.) ....................... 211 1,070 85
Exchange Rate (kroons per $):

Official (period avg.) ........................................ 831.75 11.7 13.2
Parallel (period avg.) ....................................... a 114 N/A NIA

Balance of Payment. and Trade (millions of US.
dollars):'I

Total Merchandise Exports (FOB) ..................... N/A 457 9,523.4
Exports to US. (FAS) .........................0N/A 12 187.7

Total Imports (FOB) ........................................... N/A 491 10,019.8
Imports from US. (S ust. val.) ........................ N/A 59 227.9

External Public Debt (mill. kr.) ......................... N/A 375 1,430
Gold and FOREX Res. (mill. kr.) ....................... N/A 2,502.4 4,585.4
Trade Balance ..................................................... N/A -34 -496.4
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Key Economic Indicators-Continued
[Millions of Estonian kroons unless otherwise noted)

1991 1992 1993

Trade Balance with US ................................. N/A -46 -40.2
N/A-Not available.
'Merchandise trade includes ruble zone. Source: For 1992, IMP and U.S. Department of Commerce figures

In U.S. dollars. For 1993, U.S. Embassy estimates in kroons; based on nine months of data.
s 1993 Estimates based on 6 months of data.
8199.1 Figure is USSWRumsian rubles per dollar.

1. General Policy Framework
Estonia continues to make remarkable progress in moving from a centrally.

planned to a market economy and increasingly is being touted as the mini-success
story of the former Soviet Union. Estonia left the ruble zone in June of 1992-and
its new currency, the kroon, has been a stable, hard currency which has been the
most critical factor in Estonia's successful economic transformation. Estonia's trade
with the west has grown over five-fold since 1991 and now accounts for approxi.
mately two-thirds of Estonia's total trade. Inflation is averaging about two to three
percent per month since the beginning of 1993 (a drastic decline from a monthly
average rate of 36 percent in the first half of 1992) and is expected to approach a
single-digit annual rate in 1994.

There has also been commendable progress in Estonia's privatization program
over the past year with approximately 70 percent of small-medium sized enterprises
now in private hands. Large scale privatization, well underway, has been handled
through a Treuhand-.tyle privatization scheme.

On the fiscal side, the government reported a balanced budget for 1992 and for
1993. However, significant budgetary pressures are evidenced by the fact that the
government has been forced to cut expenditures to keep them in line with revenues
available, and by the extensive arrears in payments to the government, especially
from public enterprises. These pressures are expected to become more acute In 1994
with growing unemployment, putting additional-pressure on budgetary outlays.

Other formidable challenges remain. While macroeconomic stability has been
achieved, structural adjstment is only in its preliminary stages. Personal incomes
remain low; Estonia's financial sector is stronger, but still troubled, and privatiza.
tion (particularly restitution) is far from complete. Growing protectionist sentiments
are being voiced by members of those sectors of the economy (particularly agn.

culture) which have been most adversely affected by the economic restructuring.
Nevertheless, the prognosis for Estonia is quite favorable with six percent GDP
growth predicted for 1994.
2. Exchange Rate Policies

Estonia introduced its own currency, the kroon, in June of 1992. The monetary
reform sought to increase sovereignty, achieve a stable and convertible currency, al-
leviate the cash shortage, and spur economic transformation. The psychological and
economic effect of the kroon has been enormous and has been the most important
factor in creating fertile conditions for economic restructuring and recovery. Since
the kroon's introduction, hard currency reserves have nearly tripled and are now ap-
proximately $350 million.

To enhance stability and currency convertibility, and to promote reorientation to.
wards European markets, the kroon was pegged to tb0.- German mark (within a
three percent band) at a level which initially makes many Estonian goods competi-
tive in western markets. The expectation was that inflation rates in Estonia would
continue, at least in the medium term, to exceed those of Germany and thus signifi-
cant slack was built into the value of the kroon. With the success of the kroon ap-

arent, the Bank of Estonia decided at the beginning of 1993 to liberalize domestic
oldings of foreign currency. Under amendments to the foreign currency law, Esto-

nian companies active in foreign trade and companies of "good standing" are now
permitted to open foreign currency accounts both in Estonian and foreign banks.

The exchange rate policy of Estonia is expected to remain conservative. With the
continued inflow of hard currency, devaluation of the kroon is not anticipated nor
is it permitted under Estonian law. Current policies should continue to exert down-
ward pressure on inflation which is expected to approach the single digits in 1994.
3. Structural Policies

Pricing policies: In January of 1992, the prices of 90 percent of goods became free
and the Government of Estonia has liberalized even further since then. The only
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prices still controlled directly by the government are electricity, precious stones and
metals, and energy inputs such as oil-shale. Some goods and services (telecommuni.
cations, passenger transport) are subject to price regulation.

T.,-,, policies: Although there are plans to prove the design and coverage ofsme
Individ-ual taxes, most elements of a modern tax system--such as corporate income,
personal income tayt value-added tax (VAT) are now in place. Property taxes were
introduced in 1993. The corporate income tax is 35 percent of profit. Losses can be
carried forward up to three years. Companies with at least 30 percent of foreign
capital (minimum $50,000) are eligible ior tax holidays of two years. The personal
income tax is progressive, varying from 16 to 33 percent. An 18 percent VAT is lev-
ied on most goods and services. The VAT is levied on imports as they enter Estonia;
the importing entity gets reimbursed for the amount of VAT on goods sold in Esto-
nia or re-exported. The government aims to reduce the tix '•,•den (personal and
corporate income tax) and abolish tax holidays for foreign coaitpanies starting in
1914. There are several pieces of tax legislation currently before the Parliament
which have not yet been adopted. The general trend in the legislation is to decrease
taxes associated with production of goods and increase taxes associated with con-
sumption.

Regulatory policy: Estonia's import and export regime is quite liberal. Excise duty
is levied on tobacco products, alcohol and gasoline. Import duties exist for fur and
goods made of fur (16 percent), cars, bicycles, launches, yachts (10 percent). The
only export duties are levied on rape oil (100 percent), values of culture, e.g. cars
from before 1950 (100 percent), metals, ferrous and non-ferrous waste and scrap (5
to 25 percent). There are some fields of economic activity which are subject to licens-
ing, such as the trading of metals and precious metals, and trading of alcohol and
tobacco products. Any legal entity registered in Estonia can apply for an operational
license.
4. Debt Management Policies

Estonia made a joint statement with Latvia and Lithuania in the Spring of 1992
in which they declared that the Baltic states are not the legal successors of the So-
viet Union and as such are not responsible for any amount of the Soviet Union's
external debt. Discussions are ongoing with Russia on debts between Estonia and
Russia, but Estonia has taken the position that its share of any debt is fully offset
by claims on Russia.

With respect to other external debt, Estonia has signed ten loan agreements with
foreign lenders, of which seven have enterd into force. The total value of the money
disbursed as of November 1, 1993 was $73.75 million. Total estimated disburse-
ments in 1993 will amount to some $110 million. An additional $15 million is in
the form of government credit guarantees.

On the basis of the current projections, the ratio of total external public debt to
GDP is envisaged to increase to a peak of about 18.5 percent in 1995-1996 before
declining to 12 percent in 2000. Debt service as a proportion of exports to non.FSU
countries is projected to remain in the range of about five to eight percent during
the period 1995 to 1999 before rising to just over ten percent in the year 2000.
5. Significant Barriers to U.S. Exports

Import licenses: With the elimination of import licenses on all products except al-
cohol, tobacco, pharmaceuticals and weapons, Tstonia is a very receptive market for
US. exports. The nest significant barrier to growth of U.S. exports is not legal or
regulatory, but rather stems from the limited purchasing power of the Estonian
consumer coupled with the small domestic market.

Investment barriers: According to the Law of Foreign Investment, foreign inves-
tors have the same rights and obligations as domestic individuals or companies.
However, in some sectors (mining, power engineering, gas and water supply, trans-
port, telecommunications) foreign investors require a Hcense. All property brought
into Estonia by foreign investors as an initial capital investment is exempt from cus-
toms duties, but is applicable to VAT. A foreign investor has the right to repatriate
profits after paying income tax or proceeds which it has received after the liquida-
tion of the enterprise.
6. Export Subsidies Policies

The government provides no subsidies to Estonian exports.
7. Protection of U.S. Intellectual Property

The development of a functioning system to protect intellectual property is Esto.
nia's primary aim before joining an multilateial intellectual property conventions
or organizations. The Trademark Law became effective on October 1, 1992; the
CopyrIght Law on December 12, 1992. The Patent Law is still under development.
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On August 26, 1992, the Estonian Parliament ratified Estonia's decision to join the
World Intellectual Property Organization (WIPO). Estonia plans to join the Paris In-
dustrial Property Convention and the Bern Copyright Convention as soon as the
requisite domestic legislation is in place.

Patents: The draft patent law envisions exclusive patents; certificates of author-
ship will not be issued.IThe number of objects exempt from protection has not been
determined.

Trademarks: Counterfeiting is not a significant problem at this time. The Trade-
mark Law stipulates what is protected bylaw and sets out a judicial proceeding.
There have been overjni e thousand app ications for trademark registration since
1992; about 75 percent of them are foreign companies, including some U.S. compa-
nies. The fee for a trademark registration is under $200.

Copyrights: The Cop* eight Law providesfrotection of software cable television,
publications, records, vdeos, broadcast satelite signals, etc. The dopyright Law ap-
plies to works, "which require protection in the Rpublic of Estonia by virtue of
international treaties to which the Republic of Estonia is a party". Until Estonia has
joined the Bern Copyright Convention, there is no legal protection of foreign intellec-
tual property.
8. Worker Rights

a. The Right of Association.-The Estonian Constitution guarantees the right to
form and join freely a union or employee association. The central organization of Es-
tonian trade unions (EAKL) came into being as a wholly voluntary and purely Esto-
nian organization in 1990 to replace the Estonian branch of the official Soviet Labor
Confederation (AUCCTU). Workers were given a choice as to whether or not they
wanted to join the EAKL. While in 1990 the Soviet Labor Confederation claimed to
represent 800,000 members in Estonia, in 1992 EAKL claimed to represent about
500,000 members, organized in 30 unions. In 1993 their membership dropped to
some 330,000 organized in 27 unions. EAKL explains the drop in membership by
the break up of large government enterprises and privatization. A new public serv-
ice workers union was organized which has a membership of some 40,000 (most of
whom are also EAKL members). In January 1992 Estonia rejoined the International
Labor Organization. There is a legal right to strike, and the unions are independent
of the government and political parties.b. The Right to Organize and Bargain Collectively.-While Estonian workers have
now the right to bargain collectively, collective bargaining is still in its infancy. The
government remains by far the biggest employer, with about 70 percent of the work
force. According to EAKL leaders, the distinction between management and labor
is not widely understood, and few collective agreements have been concluded be-
tween the management and workers of the specific enterprise. The EAKL has, how-
ever, concluded framework agreements with producers associations which it hopes
will provide the basis for specific labor agreements. The EAKL was also involved
with developing Estonia's new Labor Code covering employment contracts, vacation,
and occupational safety. The Labor Code prohibits antiunion discrimination, and the
employees have the right to go to court to enforce their rights. In 1993, a collective
bargaining law, a collective dispute resolution law, and a shop steward law were
adopted.

c. Prohibition of Forced or Compulsory Labor.-Forced or compulsory labor is pro-
hibited by the Constitution and is not known to occur.

d. Minimum Age for Employment of Children.-According to labor law prevailing
in Estonia, the statutory minimum age for employment is 16. Minors aged 13 to 15
may work with written permission of a parent or guardian and the local labor in-
spector, if working is not dangerous to the minor's health, considered immoral, or
inferences with studies, and provided that the type of work is included on a list the
government is expected to prepare. State authorities effectively enforce minimum
age laws through inspections.

e. Acceptable Conditions of Work.-The government, after consultations with the
EAKL and the Central Producers Union, sets the minimum wage and reviews it
monthly. However, the minimum wage is not sufficient to provide a worker and
family a decent standard of living. It has not been increased since October, 1992.
About three percent of the work force receive the minimum wage. Average wage is
about three times the minimum. Under Estonian law, the standard work week is
limited to 41 hours. The average work week is 40 hours for most white-collar work-
ers and 41 hours for most blue-collar workers. According to EAKL sources, legal oc-
cupational health and safety standards are satisfactory, but they are extremely dif-
ficult-to achieve in practice. The overriding concern of workers during the period of
transition to a market economy is to hold-on their jobs and receive adequate pay.
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f. Rqhs. in Sectors With U.S. Iueatment--Overall U.S. investment is relatively
very maill.

FINLAND

Key Economic Indicators
[Billions offlnnmarks (FIM) unles otherwise noted]

1991 1992 19931

Income, Production, and Employment:
Real GDP (1990 prices) ...................................... 416.2 401.3 393.3
Real GDP growth (pct.) ...................................... -7.0 -3.6 -2.0
GDP (at current prices) ...................................... 427.0 414.2 413.6
By Sector.

Agriculture ....................................................... 13.09 10.49 10.2
Other Primary Production .............................. 12.71 12.07 12.3
Energy and Water ........................................... 11.06 11.17 11.3
Manufacturing ................................................. 89.67 92.85 102.8
Construction .................................................... 36.96 26.01 18.0
Rents 2 .............................................................. 33.13 36.9S 38.0
Financial Services ........................................... 17.18 14.12 14.0
Other Services ................................................. 122.40 120.15 117.0
Government, Health and Education .............. 90.78 90.85 89.0
Net Exports of Goods and Services ................ -3.13 5.87 25.9

Real Per Capita GDP ('90 prices) ...................... 95,430 91,081 88,800
Labor Force (000s) .............................................. 2,533 2,502 2,483
Unemployment Rate (pct.) ................................. 7.6 13.1 18.0

Money and Prices:
Money Supply (M2) (annual percentage

growth) ............................................................. 3.3 -0.4 -1.1
Base Interest Rate (pct.) .................................... 8.5 9.5 36.0
Personal Saving Rate (pct.) ................................ 8.2 9.6 8.5
Retail Inflation (pct.) .......................................... -4.2 -7.3 -2.5
Wholesale Inflation (pct.) ................... . -15.7 -9.9 -3.0
Consumer Price Index (1990=100) .................... 104.3 107.4 110.0
Exchange Rate ($1.0 FIM) ............................... 4.05 4.48 5.7

Balance of Payments and Trade:
Total Exports FOB .............................................. 92.8 107.5 131.2

Exports to U. ................................................. 5.7 6.4 8.7
Total Imports CIF ............................................... 87.7 95.0 101.8
-Imports from U........................ .6.0 5.8 7.6

Aid from U S........................................................ 0 0 0
Aid from Other Countries .................................. 0 0 0
External Public Debt (central government) ...... 52.8 113.8 160.0
Foreign Debt Service Payments ........................ 18.7 24.9 31.0

of which by Central Government ................... 2.4 4.1 10.4
Gold and Foreign Exchange Reserves (year

end) ................................................................... 33.7 29.5 32.0
Trade Balance..........................5.1 12.5 30.0

Balance with US ............................................. 0.4 0.6 1.1
estimates and utrapolation from nine-month data.

2L=*&Un5 Woperating of dwelliqgs, ue of own'.oocupied dwelling.a i W uy 1s. 1993.

1. General Policy Framework
The Finnish economy is completing its third year of a recession during which GDP

has declined by a cumulative 13 percent. An economic recovery has yet to get under-
way, although sharply increased exports and much lower interest rates are exited
to elp spur a turnaround in 1994. The recession has resulted in a significant
shake-out of the Finnish economy, including corporate downsizing, increased com-
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petition, and cutbacks in government services. Also spurring structural change is
prospective implementation of the European Economic Area (EEA) agreement be-
tween the European Union (EU) and the European Free Trade Association (EFTA)
at the beginning of 1994 and possible membership in the EU in the years following.

An unemployment rate in the high teens and a sharp slowdown in consumer de-
mand and business investment have resulted in declining government revenues and
increases in counter-cyclical spending, producing large budget deficits. Also contrib-
uting is government assistance to the banking sector particularly to the savings
bank system. In 1993, the deficit will be about a third of total spending, the same
level as 1992. The deficit is financed by foreign and domestic borrowing through the
issuance of bonds-the balance has been roughly evenly divided between the two.
The large deficits have brought about rapid increases in overall debt levels. Finnish
government debt will increase from 35 percent of GDP at the end of 1992 to an esti-
mated 64 percent at the end of 1994 and debt service will account for some 11 per-
cent of government expenditures. Cuts in government social programs and aidto
municipalities are helping to keep the debt from rising still faster. Also contributing
are hirer income tax rates and increases in indirect taxation. Finland's tax ratio
will rise to an estimated 48 percent in 1994, a record.

Despite the high level of foreign debt servicing, Finland is experiencing a sharp
improvement in its balance of payments; the current account should move into
strong surplus in 1994 after years of deficits. The main contributing factor is a
sharp increase in export sales, spurred on by a depreciated finnmark and declining
real wages. Finnish international competitiveness has increased by about 40 percent
as compared to its long-term average in the past several years. Inflation has stayed
at a low level as wholesalers and retailers remain reluctant to pass along increased
import prices in the face of collapsing domestic demand. The money supply remains
constrained as well; domestic credit is tight as banks seek to regain profitability.
They remain conservative in their lending practices, particularly to new businesses.

Finnish economic policy is based to a large extent on theprospect of further inte-
gration with Western Europe. The requirements of the EEA, for example, have re-
suited in new competition legislation that is helping to reduce the cartel-like 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 for-
eign portfolio investment and hence has contributed to the internationalization of
large Finnish companies. The rise in stock market activity is also due to lower do-
mestic interest rates and a tax law, also new in 1993, which sets a uniform rate
of 25 percent on capital income taxation. -Foreign direct investment has been slower
to materialize, although Finland is hoping to capitalize on its location and expertise
to serve as a "gatewayll for foreign investors in the former Soviet Union.

Prospective EU membership and budgetary constraints have brought about some
reform in Finland's highly protected agricultural sector, although in the membership
negotiations Finland is trying to establish special support mechanisms which pro-
vide levels of support higher than the EU average. Membership negotiations may
be completed as soon as early 1994, after which Finland would hold a national advi-
sory referendum.
2. Exchange Rate Policy

The finnmark has been floating since the government and central bank broke its
fixed link with the European Currency Unit rECU) in September 1992 in the midst
of a currency crisis. Shortly after the float was inititiated, the parliament passed
new legislation allowing the float to continue indefinitely. It is unlikely that the gov-
ernment will attempt to establish a new currency linkage before Finland joins the
European Union, which may occur as early as 1995.

The finnmark has declined by about 50 percent in relation to the dollar and over
20 percent in relation to the ECU since the float was initiated. This has strongly
boosted Finland's international competitiveness and has dampened demand for im-
ports from all sources, including the United States. Conversely, exports have
boomed. The government has not regularly intervened in financial markets to influ-
ence the value of the finnmark. The government has encouraged lower interest rates
to boost domestic demand, and these have acted to keep the currency's value at a
fairly low level. Many analysts expect that in the medium term, the finnmark's
value will increase somewhat, casing Finland's external debt burden in finnmark
terms and dan:pening inflationary pressures.
3. Structural Policies

Finland plans to replace its turnover tax with a value added tax in June 1994.
While the change is expected to have little effect on overall revenues, several areas
not now taxed or taxed at a lower rate, including many corporate and consumer
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services and construction, will be subject to the new VAT in conformity with EU
practice. The government has tentatively decided to keep the basic VAT rate at the
same rate as the current turnover tax, which is 22 percent. Some goods and serv.
ices, including transportation services, accommodations, films, pharmaceuticals and
books, will be taxed at a 12 percent rate and other services, including health care
education, insurance, and rentals will not be subject to the VAT. Agricultural and
forestry products will continue to be subject to different forms of taxation outside
the VAT. At the beginning of 1993, a uniform rate of 25 percent taxation on capital
income took effect, Including dividends, capital gains, rental income, insurance, sav-
ings, forestry income, and corporate profits. The sole exception was bank interest,
where the tax rate will be increased from 20 to 25 percent at the beginning of 1994.

The change in capital taxation, along with a sharp decline in interest rates and
liberalization of foreign investment legislation, have resulted in a strong revival of
the Finnish stock market and greater corporate use of equity rather than debt fR.
nancing. These developments have also substantially increased the foreign owner-ship share of many of Finland's leading companies, and may become the vehicle for
the privatization or partial privatization or state-owned or dominated companies.
The government has moved slowly on privatization, but has recently announced
plans to reduce the government's stake in five state-dominated -companies. Cur-rently, four of Finland's 10Olargest companies are majority state-owned, and the gov-
ernment is heavily involved in several key industrial sectors, including energy, for-
estry products, mining and chemicals.

The volume of government subsidies provided to Finnish industry has increased
markedly as the Finnish economy has deteriorated. In real terms, industrial sub-
sidies have increased by about 80 percent since 1988 and now constitute about 1.2
percent of GDP. The government has announced that it is planning to reduce sub-
sidies in line with falling government revenue and the requirements of the Euro-
pean Economic Area agreement and possible EU membership. The government has
said that to a large extent direct subsidies would be replaced with more general
measures to improve the business climate.
4. Debt-Management Policies

Finland has rapidly accumulated external debt in order to finance recession-in-
duced budget deficits. Net foreign public sector debt increased from five percent of
GDP at the end of 1990 to 37 percent in mid-1993. Overall net foreign debt in-
creased from 27 to 57 percent of GDP during the same period. The government
projects that the overall foreign debt burden will sharply decrease over the next few
years, declining to 30 percent of GDP by 1997. Finnish corporations, formerly heavy
users of foreign capital, are now reducing their foreign obligations and public sector
foreign borrowing is leveling off. In response to the rapid increase in foreign borrow-
ing, Moody's lowered its rating on Finnish long-term government bonds from its sec-
ond to its fourth highest category (AA-) in March 199. Finnish debt issues continue
to sell easily in international financial markets, however.

Finland is an active participant in the Paris Club, the Group of 24 countries pro-
viding assistance to East and Central Europe, and in efforts to assist the former
Soviet Union. In response to budgetary problems, Finland has reduced foreign as-
sistance from approximately 0.7 to 0.4 percent of GDP in the past two years.
5. Significant Barriers to U.S. Exports

The agricultural sector remains the most heavily protected area of the Finnish
economy. In the past year, Finland has changed its basic system of protection from
an import licensing system to a system of variable levies similar to the EU. The
net effect is essentially the same, which is to protect domestic production from less
expensive foreign imports. Surpluses of agricultural products are usually disposed
of on world markets through government and producer-financed export subsidies.
The government intends to end direct government financing of export subsidies.
They would be replaced, however, by an agricultural marketing fund, much of whose
capital would come from the government through off-budget expenditure. Import li-
censes are no Ionger required-for any products, although some textile imports from
Far Eastern suppliers are covered by quotas.

The Finnish service sector is undergoing considerable liberalization in connection
with the EEA agreement and prospective EU membership. Legislation implement-
ing EU insurance directives will take effect when the EEA takes effect. Finland will
have exceptions in insurance covering medical and drug malpractice and nuclear
power supply. Restrictions placed on statutory labor pension funds, which are ad-
ministered by insurance companies, will in effect require that companies establish
an office in Finland. It is unclear whether such restrictions will cover workers' com-
pensation as well. Auto insurance companies will not be required to establish a rep-
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resentative office in Finland, but will have to have a claims representative there.
The government will open up long-distance telephone service within Finland to com.
petition at the beginning of 1994 and intends to open up international service some
time after as weI, although restrictions may be placed on foreign suppliers. The
government requires that the Finnish Broadcasting Company devote a sufficientt*
amount of broadcasting time to domestic production. Under the EEA agreement,
Finland will adopt the EU broadcast directive, which has a 50 percent European
programming target for non-news and sports programming. Finland does not intend
to impose specific quotas.

Finland is a GATT Standards Code signatoryand has largely completed the proc-
ess of harmonizing its technical standards to EU norms.

Finland removed most restrictions on foreign investment and ownership through
a law which took effect at the beginning of 1993. The new law abolishes various
restrictions placed on companies with foreign ownership and eliminates distinctions
between foreign and domestic shareholders. A large increase in foreign portfolio in.
vestment has occurred since the law took effect. The new law provides or a screen-
ing mechanism for proposed foreign acquisitions involving a third or more of the
stock of approximately 100 large companies. The provision will be in effect until the
end of 1995, but the government has pledged that only in extreme circumstances
would a foreign takeover of a Finnish company be prevented. New investments are
not affected by the monitorigprocedure. ATr 1995, only proposed investments in-
volving the manufacturing of defense equipment will be monitored. A requirement
to obtain the permission of local governments in order to purchase a vacation home
in Finland will also remain. EEA implementation will eliminate most sectoral in-
vestment restrictions. Foreign investors instead will have to meet the obligations re-
quired of Finnish investors.

Finland ii a signatory to the GATT Government Procurement Code and has-a
good record in enfIbrcing Code requirements in letter and spirit. In the excluded sec-
tors, particularly defense, 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. In connection with
the EEA agreement, Finland is irmplementing all EU procurement-related directives,
although it has pledged not to enforce the portion of the EU Utilities Directive
which would restrict procurement outside of the EEA.

Finland has a streamlined customs procedure, reflecting the importance of foreign
trade to its economy.
6. Export Subsidies Policy

The only significant Finnish direct export subsidies are for agricultural products,
including grain, meat, butter, cheese, and eggs as well as for some processed agri-
cultural products. Finland does not provide subsidies to promote shipbuilding ex-
ports, although a mechanism exists on paper to do so. Finland has advocated world-
wide elimination of shipbuilding subsidies through the OECD's Working Party 6.

Finland is a member of the GATT Subsidies Code.
7. Protection of U.S. Intellectual Property

Finland has a good record in passing effective laws to protect intellectual prop-
erty. With the exception of software, where unauthorized copying is widespread, en-
forcement is very good. Finland and the Nordic group of countries have taen a con-
structive position on intellectual property in the GATT Uruguay Round negotiations
and in other international discussions. Finland is a member of all principal multilat-
eral intellectual proe organizations.

Finland's copyright legislation has recently been modified to conform with EU
practice, as required by the EEA agreement. The EU software directive will be im-
plemented when the EEA takes effect. Finnish authorities expect that the directive
will make it easier to prosecute cases of unauthorized software copying. While pi-
racy of audio and video recordings is only a small problem in Finland, industry rep-
resentatives estimate that over 50 percent of software installed for business use has
been illegally copied. Finland will start granting product patent protection for phar-
maceuticals at the beginning of 1995; currently only process patent protection is
available.
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. Te right
to strike is guaranteed by law. These rights are honored in practice; trade unions
are among the most powerful political forces in Finland. About 85 percent of the
work force is unionized. Unions are free independent, democratic and associate in
three federations as well as internationally.
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b. The Right to Organize and Bar• In y.-The right to organize and

bargain collectively Is protected both in law andjin practice. Collective bargaining
is generally conducted according to national guidelines agreed among employers, the
three central trade union organizations, and the government. Once the national
guidelines are established, contracts are negotiated at the sectoral level between
unions and employer organizations. Workers are effectively protected against anti.
union discrimination which is prohibited by law.

c. Prohibition of Forced or Compulsory Labor.-Forced or compulsory labor is pro-
hibited by the constitution and is not practiced.

d. Minimum Age for Employment of Childe.--Si•teen is the minimum age for
full-time employment (eight hours per day). Children that are 15 years old-may
work up to six hours per day under certain restricted conditions. Finland has com-
pulsory education laws. Child labor laws am effectively enforced.

e. Acceptable Conditions of Work.-Fliland has no legislated minimum wage, but
non-union employers are required to meet the minimum wages established by collec-
tive bargaining for unionized workers in each sector. The maximum standard legal
work week is 40 hours; in practice most contracts call for standard work weeks of
37-38 hours. Finland's health and safety laws are among the strictest in the world.
They are enforced effectively by government inspectors and actively monitored by
the unions.

f. Rights in Sectors With U.S. Investment.-There is no difference in the applica-
tion of worker rights between sectors with U.S investment and those without.

Extent of U.S. Investment in Selected Industries.-U.S. Direct
Investment Position Abroad on ani Historical Cost Basis-1992

[Millions of"UA. dollars]

Category Amount

Petroleum...............................................(1)
Total Manufacturing. .............................. 91

Food & Kindred Products.......................... 1
Chemicals and All,-d Products .......................................... 14
Metals, Primary & Fabricated .......................................... 7
Machinery, except Electrical ........................................... (1)
Electric & Electronic Equipment................... 2
Transportation Equipment .................................................. 0
Other Manufacturing ........................................................ (1)

Wholesale Trade.......................................... 141-
Banking ............................................................................... (1)
Finance and Insurance.......................................1
Services.................... .. 6........ .... ..... 6
Other Industries................................ (1)
TOTAL ALL INDUSTRIES................................... 322

'Suppressed to avoid disclosing data o( individuals companies.
Source: U.S. Department or Commerce, Bureau of Economic Analysis.

FRANCE

Key Economic Indicators
(Billions of French francs unless otherwise noted]

1991 1992 1993

Income, Production, and Employment:
Real GDP (FF1980) ............................................ 3,571.8 3,621.5 13,586.1
Real GDP Growth (pct.) ..................................... 0.7 1.2 1-1.0
GDP (at current prices) ...................................... 6,746.9 6,998.8 17,086.8

of which:
Consumption ................................................ 4,043.9 4,210.8 N/A
Investment ................................................... 1,409.0 1,401.1 N/A
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Key Economic Indicators--Continued
[Billions of French france unless otherwise noted]

1991 19 93

of which corporate) ................................... 764.1 739.3 N/A
Government ................................................. 1,249.5 1,323.0 N/A
Exports ......................................................... 1,532.4 1,616.8 N/A
Imports ......... . ........ ... 1,511.4 1,524.8 N/A
Stocks ............................. 23.6 -28.0 N/A

GDP (at current prices) by Sector.
Agriculture ....................................................... 204.7 197.3 N/A
Industry ........................................................... 1,586.0 1,630.2 N/A

(of which manufacturing) ............................ 1,131.0 1,146.5 N/A
Construction .................................................... 349.2 367.5 N/A
Rents ................................................................ 559.6 608.7 N/A
Financial Services ........................................... 291.7 288.6 N/A
Retail Trade and Services excl. Financial ..... 2,425.5 2,504.0 N/A
Gvt. and Non-profit Serv ................................ 1,071.6 1,138.2 N/A
Value-Added Tax ............................................. 258.6 264.3 N/A

Real per capita GDP (FF1980) .......................... 62,663 63,202 N/A
Labor Force (000's) ............................................. 24,016 25,103 225,333
Unemployment Rate (pct.) ................................. 9.9 10.8 211.6

Money and Prices (annual percentage growth):
Money Supply (M3) ............................................. 2.5 5.3 N/A
Base Bank Lending Rate ................................... 10.36 10.0 s8.15
Household Savings Rate ..................................... 12.8 12.8 N/A
CPI (Year-end) .................................................... 3.1 1.8 12.4
Intermediate Goods PI (avg.) ............................. 1.8 0.1 N/A
Exchange Rate (FF/$) ......................................... 5.65 5.29 15.7

Balance of Payments and Trade:
Total Exports (FOB)4 ......................................... 1,221.4 1,248.8 2584.1

Exports to U.S (FOB)5 .................................... 76.6 80.0 240
Total Imports (FOB) 4 ......................................... 1,302.9 1,268.4 2546.5

Imports from U.S (CIF)5 ................................ 124.7 106.3 249.2
Gold and Foreign Exchange Reserves (FF mil-

lions) ........................................ . ........................ 326.6 294.2 N/A
Trade Balance (CIF/FOB) .................................. -81.4 19.5 237.6

Balance with U.S (CIF/FOB) ............... -48.1 -26.3 2-9.2
N/A-Not available.
1ForecsLt.
2Mid=year.
a(ctnjer 1993 data.
4 Merchandise trade.
slnterational Monetary Fund, "Direction of Trade Statistics Yearbook" (1993). Customs based, includes

trade with France's overseas terrtories.

1. General Policy Framework
France is the fourth-largest industrial economy, with a GDP of just under $1.3

trillion in 1992, or one-fifth the size of the U.S. economy. Industry accounted for
37.2 percent of output in 1992 while services and agriculture provided 56.2 percent
and 2.8 percent respectively.

Following a period of healthy expansion from 1988 to 1990, French economic
growth has slowed since 1991. French GDP may decline in 1993 by one percent
during this, its worst post-war recession. Unemployment continues to rise and
reached nearly" 12 percent in mid-1993. The only bright spot in 1992 was in the non-
financial services sector where job creation continued, albeit at a slow pace. In the
face of weak demand, corporate investment has declined. In 1992, corporations in-
vested less than they saved for the first time in 30 years.

By contrast inflation remains low, and is considerably below both OrgEnization
of Economic Cooperation and Development (OECD) and European Union (EU) aver-
ages. The 1.8 percent increase in consumer prices between December 1991 and De-
cember 1992 was the lowest 12-month increase since 1956. This trend will probably
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continue in 1993. Low inflation rates have helped French producers remain competi-
tive.

In 1992 the merchandise trade surplus (customs basis, fob/fob) was a record FF31
billion a large swing from the 1991 FF30 billion deficit. Trade in industrial goods,
including military equipment, showed the largest change, registering a FF7 billion
surplus compared to a FF32 billion deficit in 1991. For the first time since 1986,
the manufacturing sector ran a trade surplus. France posted a FF17 billion surplus
with EU countries, a reversal from the 1991 FF8 billion deficit. With non-EU OECD
countries, France reduced its deficit from FF71 billion to FF60 billion, primarily due
to a decrease in the trade deficit with the United States from FF38 billion in 1991
to FF27 billion in 1992. France reversed a 1991 FF17 billion deficit with non-OECD
countries to a FF8 billion surplus in 1992. France should have a large merchandise
trade surplus in 1993. However, much of this surplus is due to weak domestic de-
mand, and in particular, to declining corpukate investment which has decreased im-
ports of capital-goods.

Due primarily to the merchandise trade surplus and a record FF59 billion surplus
in net tourism receipts, in 1992 France ran a current account surplus of FF19 bil-
lion, compared to a 1991 FF35 billion deficit. Despite the overall increase, the deficit
on net investment income rose to FF41 billion in 1992 from FF29 billion in 1991
due to larger net interest payments to foreigners as a result of the continued inflow
of foreign portfolio investment and to higher interest rates relative to those in other
industrialized countries.

As an EU member, imports into France are subject to the Eli's common external
tariff and to the restrictions of the Union's Agricultural Policy. In addition, as the
EU implements its "Single Market" program to remove all barriers to the free inter-
nal circulation of goods, services, capital and labor beginning in 1993, jurisdiction
for a growing number of economic areas, including certain aspects of tax and invest-
ment policy, will transfer to the EU.

The French government had succeeded in progressively cutting the budget deficit
from 1985 to 1991. Since then, the sharp drop in economic activity has led to a dra-
matic decline in revenues. This, coupled-with increased spending on unemployment,
retirement, health care and interest payments, has pushed the deficit upwards. The
central government budget deficit as a percentage of GDProse from 1.8 percent in
1991 to 3.3 percent in 1992 and is expected to be close to five percent in 1993. The
general government budget deficit, which includes federal, local, and social security
budgets, rose from 2.1 percent of GDP in 1991 to 3.8 percent in 1992, and is ex-
pected to be over 5.5 percent in 1993.

During most of 1992, French money supply (M3) grew slightly more than the
Bank of-France's targeted annual rate of four to six percent..Much of this growth
was due to the popularity of money market funds offering high interest rates.

After double-digit growth in 1989-1990 credit growth slowed considerably from
1991 to the present. Businesses have cut back on their borrowing due to decreased
investment fn the face of weak demand and high real interest rates. Banks have
become more cautious in their lending as unemployment and corporate bankruptcies
increased in 1992 and 1993. Some banks are also burdened with the legacy of poor
real estate loans. The government, compelled by growing deficits, was the only sec-
tor to increase its borrowing. I

Throughout much of 1992 and the first half of 1993, the Bank of France was
forced by high German interest rates and a series of exchange rate crises to main-
tain high short term interest rates to keep the franc within its Exchange Rate
Mechanism (ERM) bands. Even after the bands were widened irn August 1993, the
Bank maintained high rates while it replenished the FF350 billion in foreign ex.
change reserves it spent in July to defend the franc. It is expected to lower interest
rates only very gradually during late 1993 and early 1994 , keeping them broadly
in line with German rates to prevent further serious pressures on the franc.

Despite high short-term rates, the average interest rate on long-term government
bonds has declined from over 10.5 percent in September 1990 to less than six per-
cent in October 1993 due in part to declining inflation. From late March, when the
Balladur government came to power, until October, the average yield on long-term
government bonds has fallen over 150 basis points.
2. Exchange Rate Policies

Within the established limits of the ERM, whose bands were significantly" widened
in Augu•st 1993, the value of the French franc is set by market forces. It is also in-
fluenced by macroeconomic policy actions or central bank interventions. These ac-
tions are usually coordinated with those of other governments, both within the EMS
and as part of broader international economic policy coordination efforts among in-
dustrialized countries, including the United States.
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The Balladur government has continued the "franc fort" (strong franc) policy of
its predecessors. This policy lowers the costs of imports and keeps inflation and
wage increases low, thereby improving French competitiveness. It is also seen as a
way to build France's reputation for sound economic policies and as the necessary
step to ensure further progress In European Economic and Monetary Union (EMU).
The franc appreciated 4.4 percent in nominal terms against other EU currencies be-
tween September 1992 and September 1993. Factoring in France's relatively low in-
flation rate, however lowers appreciation to 3.1 percent in real terms. Furthermore,
the franc depreciated 2.2 percent in real terms against all OECD currencies during
this time. Compared to the dollar, the franc depreciated by 15 percent in real terms
from September 1992 to September 1993, mainly due to the narrowing of the dif-
ferences between interest rates in France and the United States.
3. Structural Policies

France has a centuries-old tradition of highly centralized administrative and gov-
ernmental control of its essentially market economy. However, over the last decade,
the government, both Socialist and Center-Right, has accepted that reducing govern-
ment involvement is the best way to spur economic growth and reduce the-high un-
employment rate. This process continues under the Center-Right coalition which
came to power in March 1993 under Prime Minister Balladur, a former Economics
Minister. His government has begun a program to privatize 21 state-owned enter-
prises, including some of France's largest, such as Rhone-Poulenc and Elf-Aquitaine.
Shares in the first of these, Banque Nationale de Paris, went on sale in October
1993.

The Balladur government's first budget measures for 1993, designed to reduce the
deficit, had a restrictive effect on the economy. Subsequent 1993 supplements have
by and large reversed this trend and may have a mild stimulative effect overall.
These supplements include additional funding for training, unemployment, public
infrastructure and capital infusion in state-owned enterprises. To tackle unemploy-
ment, the government is keeping the minimum wage increase as low as possible,
and has reduced payroll taxes For businesses employing low-paid workers. It has
given management and workers more flexibility in setting work hours and has in-
creased subsidies for firms which temporarily reduce work hours instead of laying
off employees. The Balladur government has followed up on campaign promises to
reduce the burden of the welfare state on business. The fiscal measures taken so
far represent a significant transfer from households to businesses.

In its proposal for the 1994 central government budget, the government seeks to
limit increases in nominal government spending in 1994 to 1.1 percent and appears
to be relyin on privatization revenues, admittedly a one time revenue source, to
keep the deficit from rising. The budget proposal also seeks to increase household
consumption, as it would reduce personal income taxes by FF14 billion. However,
the decrease in income taxes only partially offsets the 1993 increase in excise taxes
and the general social contribution, a supplemental tax on all earned and unearned
income. As a result the French government expects taxes as a percentage of GDP
to rise from 43.6 percent in 1993 to 44.4 percent in 1994, one of the highest among
OECD countries.

Taken together, the fiscal changes implemented in 1993 and proposed for 1994 are
expected to reduce economic growth. However, the French government has little
room to maneuver as it attempts to meet the Maastricht Treat criteria of budget
deficits of no greater than three percent of GDP and a debt to GUP ratio of no more
than 60 percent. To meet these goals, the French government has adopted a five-
year deficit reduction plan which would cut real non-interest spending by about one
percent a year during 1995-1997.
4. Debt Management Policies

The budget deficit is financed by issuing government bonds at weekly and month-
ly 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 development issues, par-
ticularly with its former colonies in North and West Africa.
5. Significant Barriers to U.S. Exports

U.S. companies sometimes complain of France's complex technical standards and
of unduly ong testing procedures. Testing requirements (which must usually be
done in France) and standards sometimes appear to exceed reasonable requirement
levels needed to assure proper performance and safety. Most of the complaints have
involved electronics telecommunications equipment, medical/veterinary equipment/
products and agriculture phytosanitary standards.
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The 1989 EU Broadcast Directive requiring a "majority proportion" of program-
ming to be of European origin was Incorporated into French legislation on January
21,1992. France, however, specifies a percentage of European programming (60 per-
cent) and French programming (40 percent). These broadcast quotas were approved
by the EU Commission and became effective on July 1, 1992. They are less stringent
than France's previous quota provision& which required that 60 percent of all broad-
casts be of EU origin and that 50 percent be originally produced in French. The new
60 percent European/40 percent French quotas are applicable throughout the day,
as well as during prime time slots. The prime time rules go beyond the require-
ments of the EU Broadcast Directive and will limit the access of U.S. programs to
the French market. Nevertheless, the market share of U.S. films and telesiaion
shows remains high.

The French government has recently revised its legal services system. Non-EU
lawyers may no longer practice as legal consultants and are required to qualify as
"Uavocats", on the basis of full-fledged membership in the French bar. Under the new
implementing legislation which went into effect on January 29, 1993, this means
that non-EUlawyers will have to pass either a "short-form" exam or the full French
bar exam. Non-EU lawyers will qualify for a "short-form" exam provided they are
able to prove that the foreign state or territorial unit in which they practice allows
French lawyers to practice law "under the same conditions". Failing that, they will
have to take the fill French bar exam. Due to EU regulations, France is required
to recognize law degrees for EU nationals but not third country nationals. Neverthe-
less, non-French EU lawyers, who are also required to qualify as "avocats", may do
so Via exams less stringent than those for non-EU lawyers. Meaningful access will
now hinge on how implementing regulations are administered, including the inter-
pretation of what is meant by granting access on a "reciprocal basis* and the nature
of the exam to be imposed on non-EU lawyers.

Although French foreign investment procedures have been streamlined in recent
years, French regulations distinguish among EU and non-EU firms with sales over
$100 million or seeking to make acquisitions valued at over $10 million. Non-EU
entities (publicly traded firms in which non-EU nationals own more than 20 percent
of the equity or non-publicly traded firms in which non-EU nationals own more than
33.3 percent of the equity) are subject to an extendable one month prior review pe-
riod. The acquisition can be denied or delayed for reasons of "national interest".
Most large EU firms are only required to make an after-the-fact notification and for
all EU firms, investments may only be blocked if they affect public health, public
order or national security. No proposed U.S. investment has been denied authoriza-
tion since 1990.

The recently passed privatization law prevents the government from selling more
than 20 percent of a firm's state-owned capital to non-EU investors at the time of
the government's sale. This limit does not apply to shares already held by non-EU
investors, or to transfers after a firm's initial privatization. Exceptions are granted
only in the case of a government-approved partnership with a French company. The
law also gives the government the right to hold so called "Golden Shares". These
"shares", or retained lejal rights, allow the government to 1) require that investors
obtain prior authorization from the Ministry of Economics; 2) name up to two non-
voting members of the firm's board of directors; and, 3) block the sale of any asset
to protect national interests.
6. Export Subsidy Policies

France is a party to the OECD guidelines on the arrangement for export credits,
which includes provisions regarding concessionality of foreign aid. The government
has begun examining ways to concentrate the benefits of its export promotion efforts
more on small and medium-sized businesses.

7. Protection of U.S. Intellectual Property
France is a strong defender of intellectual property rights and an advocate of im-

proving protection. It is a party to the Bern Convention on Copyright the Paris

Convention on Patents, the Universal Copyright Convention, the Patent cooperation
Treaty, and the Madrid Convention on Trademarks.

Since 1984, French law has permitted judges to grant injunctive relief in patent
infringement disputes in cases where the patent holder manufactures the product
in France. The French patent law permits a judge to grant a compulsory license in
cases where a patent is not worked in France and where the patent holder has re-
fused to license it in France. In practice, French courts have been strict in their in-
terpretation of this statute, and compulsory licenses have been granted in very few
cases. A 1985 amendment to the French copyright law extended protection to com-

76-160 0 - 94 - 7
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r software, although It limited protection to 25 years. It also improved the pro-teton of video recording.

8. Worker Rights
The French Constitution guarantees the right of workers to form unions. Although

union membership has declined to ten percent of the work force, the institutional
role of organized labor is far greater than its numerical strength might indicate. The
French government regularly consults labor leaders on economic and social issues,
and Joint works councils play a role even in industries only marginally unionized.
The principle of free collective bargaining was re-established after World War II and
subsequent amendments in labor laws encourage collective bargaining at the na-
tional, regional, local and plant levels. French law prohibits antiunion discrimina-
tion and forced or compulsory labor.

With a few minor exceptions for those enrolled in recognized apprenticeship pro.
grams, children under the age of 16 may not be employed. France has a minimum
wage slightly over $6.00 an-hour. The standard work week is 39 hours, and over-
time is controlled. In general terms, French labor legislation and practice, including
that pertaining to occupational safety and health, are fully comparable to those In
other industrialized maret economies. France has 3 small export processing zones,
where regular French labor legislation and wage scales apply. Labor law and prac-
tice are uniform throughout all industries of the private sector.

Extent of U.S. Investment in Selected Industries.-U.S. Direct
Investment Position Abroad on an Historical Cost Basis-1992

[Millions or U.S. dollars]

Category Amount

Petroleum ............................................................................... (1
Total M anufacturing .............................................................. 13,975

Food & Kindred Products .................................................. 1,246
Chemicals and Allied Products ......................................... 4,347
Metals, Primary & Fabricated ................6 . . ... 510
Machinery, except Electrical ............................................. 3,197
Electric & Electronic Equipment ...................................... 499
Transportation Equipment ................................................ 720

Other M anufacturing ............................................................. 3,456
W holesale Trade ... ............ .............. ............. . 6000M... 3,750
B anking .................................................................................. 337
Finance and Insurance .......................................................... 2,363
Services ................................................................................... 1,075
Other Industries................................... .(1)
TOTAL ALL INDUSTRIES ................................................... 23,257

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

REPUBLIC OF GEORGIA

Key Economic Indicators
(Billions of Russian rubles unless otherwise noted]

1991 1992 1993

Income, Production, and Employment:
Real NMP (1985 prices) ..................................... 11.9 11.5 N/A
Real NMP Growth (pct.)......................N/A -4 N/A
NMP (at current prices) .................................. 19.1 113.6 N/A
By Sector:.
Agriculture..............................5.1 N/A N/A
Energy and Water.........................5.1 N/A N/A
Manufacturing and Construction ................... 1.5 N/A N/A
Rents..................................N/A N/A N/A
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Key Economic Indicator--Continued
[Billions of Russian rubles unless otherwise noted)

1191 19 1993

Financial Services ........................................... 0.03 N/A N/A
Other Services ................................................. N/A N/A N/A
Government, Health, and Education ............. 2.2 N/A N/A

Net Exports of Goods and Services ................... 5.3 N/A N/A
Real Per Capita GDP (at current prices) .......... 2.2 N/A N/A
Labor Force (millions) ........................................ 3.2 3.2 3.2
Unemployment Rate (pct.) ................................. 0.05 0.7 4.4

Money and Prces:
Money Supply (M2) ............................................. N/A N/A N/A
Money Supply Growth ........................................ N/A N/A N/A
Base Interest Rate .............................................. N/A N/A N/A
Personal Savings Rat ......................................... N/A N/A N/A
Retail Inflation (pct.) .......................................... 175.3 868 1,426
Wholesale Inflation ............................................. N/A N/A N/A
Consumer Price Index ........................................ N/A 846 2,695
Exchange Rate (ruble/$) ..................................... N/A 4.14 913.7
Exchange Rate (Ct$) ........................................... N/A N/A 40,000

Balance of Payments and Trade:
Total Exports ....................................................... 5.3 15.4 N/A

Exports to U.S ................................................. N/A N/A N/A
Total Imports ...................................................... 53.7 26.0 N/A

Imports from U.S. (mill rub.) ......................... 0.5 0.4 N/A
Aid from U.S ....................................................... N/A N/A N/A
Aid from Other Countries .................................. N/A N/A N/A
External Public Debt .......................................... N/A N/A N/A
Debt Service Payments (paid) ............................ N/A 13.2 12.6
Gold and FOREX Reserves ................................ N/A N/A N/A
Trade Balance (mill rub.) ................................... -0.04 -9.5 -25.4

Balance with U.S ............................................. -0.5 -0.4 0.18
N/A-Not available.

1. General Policy Framework
In 1993 Georgia continued a sharp three-year economic decline precipitated by -

the end of the former Soviet Union's (FSU) command-administrative system and the
resulting dissolution of traditional trade links with other FSU countries. These
countries had provided Georgia with the bulk of its industrial raw materials, includ-ing cotton timber and metals, as well as 80-85 percent of its energy supplies. Price
rises for these products led to a sharp deterioration in Georgia's terms of trade, the
effects of which continued to be felt in 1993. Russia's decision to end remittance pro-
visions for Georgian enterprises through its banks compounded Georgia's inability
to obtain needed inputs. The crisis was further aggravated by civil wars in Abkhazia
and in the western Mengrelia region, which shut down industry in affected areas
and blocked key railways and roads.

Following a 60 percent drop in net material production (NMP) in 1991-1992, the
rate of decline in NMP hardly appeared to be slowing in 1993, despite Georgia's
vastly reduced economic base. For example, in the first six months of 1993, indus-
trial output dropped 29 percent compared to the same period the year before, and
by the latter part of the year, most enterprises were functioning at less than 20 per-
cent of capacity. Metallurgy, machine building and energy were among the harest
hit sectors. Official agrcultural output was reportedly wn a full64 percent in the
first nine months, although this figure probably did not take account of private pro-
duction, which by the beginning of November occupied 42 percent of agricultural
land. Livestock herds were being drastically reduced due mainly to shortages of
grain feed.

The Russian Central Bank's reluctance to provide Georgia with requested cash ru-
bles during the first three months of 1993 prompted the Geoigian government in
April 1993 to introduce a parallel currency the coupon, in order to alleviate result-
ing shortages of cash. In July 1993, after Lussa removed pre-1993 rubles from cir-
culation, Georgia banned the ruble and made the coupon the sole legal tender. The
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fall of 1993 was marked by a dramatic weakening of the coupon, due to Georgia's
expansive monetary policies and high rates of inflation. For example while in April
the coupon had started out at roughly 1,000 coupons to the US. dollar, by mid.No.
vember it was trading at around 40,000/dollar Georgia's decision in late 1993 to re.
join the Common~wealth of Independent States left open the possibility of a return
to the ruble zone.

The introduction of the coupon did little to alleviate Georgia's fiscal and monetary
difficulties. During 1993, the Georgian National Bank undertook a massive expan-
sion in credits, in part to allow state enterprises to import needed raw materials.
Credits were also provided to the government to cover its deficit and to purchase
foodstuffs. Between December 1992 and March 1993 70 billion rubles were created
on account (compared to stock outstanding of 100 billion rubles at the beginning of
November 1992), and after introduction of the coupon, an unknown amount of cou-
pons, but certainly in the trillions, were emitted. National Bank lending rates were
also virtually nominal, making commercial banks dependent on these loans, rather
than on private deposits, and this contributed to stagnation in the banking sector.
Credit emissions led to a significant increase in inflation, which at the end of 1993
was estimated at a minimum of 30-40 percent a month. In October 1993, a new
National Bank chairman indicated he would reverse previous policies by instituting
sharp restrictions on credit emissions and by raising interbank lending rates.

The Georgian government's budget deficit for 1993 was projected at 66 percent of
GDP in November of that year, up from 35 percent at the end of 1992. The increase
was fueled mostly by large wage increases in September and November, costly rises
in subsidies for bread and electricity-which make up a quarter of total expendi-
tures-and the reduction of the economic base. With no other significant financing
recourse than drawing credits from the Georgian National Bank, the deficit contrib-
uted to the unprecedented burgeoning of the money supply.
2. Exchange Rate Policy

Upon introducing the coupon in early April, the Georgian National Bank estab-
lished a fixed exchange rate mechanism with the ruble which was adjusted several
times to reflect the declining value of the coupon. However, after Russia removed
pre-1993 rubles from circulation, the Bank of Georgia abandoned this system in
favor of a floatingexchange rate. Under this system, the National Bank publishes
every week an official exchange rate of the coupon against major currencies, and
undertakes no action to shore up the value of the coupon. The most important for-
eign exchange controls date to late March, when the National Bank promulgated a
series of decrees designed to curtail speculation in foreign exchange trading. These
measures include a prohibition on exchanging cash foreign currency for non-cash
coupons, a requirement that foreign exchange purchased locally must be resold lo-
cally and not used to buy goods, and a prohibition against selling foreign exchange
at more than a ten percent mark-up on the purchase price.

Neither Georgia's foreign exchange system nor exchange controls have any impact
on the price competitiveness of US. exports.
3. Structural Policies

Little structural change took place in the Georgian economy in 1993, following
wide-scale reforms a year earlier. Political instability and civil war in Western parts
of the country were the focus of policy-makers' attention and this prevented initia-
tives in the economic area.

Most prices were freed in February 1992. The only exceptions include those for
bread utilities and transportation, which remain heavily subsidized. In mid-Novem-
ber, eorgian authorities increased bread prices from 70 coupons (less than one
cent) per kilogram to 700 coupons, and allowed ten percent of state bread supplies
to be sold at the production price of 7,000 coupons per kilogram.

In March 1992, Georgia accomplished its transition to a new tax structure by
abolishing the old turnover tax and adopting a system which relies heavily on a 14
percent VAT tax, a variable enterprise profit tax and excise taxes levied especially
on wine products. Toward the end of 1993, the Georgian government was con-
templating only minor adjustments to the system, including an initiative to exclude
exports and include imports in the coverage of VAT taxes, as well as to establish
a more transparent division of rates for the enterprise profit tax.

Beginning in early 1992, tie Georgian government began the free distribution of
small Iplots of land to both rural and city residents. By late 1993, more than 40 per-
cent of cultivated land had been turned over to private hands. An industrial privat-
ization program begun in March 1993 had led to the selling off of less than one per-
cent of state property by the end of October. More extensive privatization was being
held up by delays in distributing investment vouchers to the population. Neverthe-
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less, private business was growing, and towards the latter part of 1993, it accounted
for an estimated seven to eight percent of employment in the country.
4. Debt Management Policies

Towards the latter part of 1993, Georgia was contending with levels of debt with
other countries of the FSU that appeared unmanageable-qven Georgia's minimal
export capacity-and raised the specter of resource cutoffs.This was especially the
case with energy imports, for which Georgia owes considerable sums. It is estimated
that Georgia owes Turkmenistan between $80 and $100 million for natural gas de-
liveries, and another $15 million to Azerbaijan, Russia, Kazakhstan and Uzbekistan
for natural gas transit fees. Georgia's electricity debt to Russia, Turkey and Azer-
bafian is $37 million dollars.

Discussions with Russia were at the center of Georgia's debt management policies
in 1993. The Georgians agreed to Russia's "zero option," under which Russia as.
sumed Georgia's share of the debt owed by the old USSR in exchange for Georgia
releasing all claims against Russia for all-Union property. Problems continued with
regard to an undetermined amount of cash credits owed by GeorIa to Russia ac-
cording.to clearing house arements, which Georgian enterprise fully utilized but
which ussian enterprises did not. It is estimated that Georgia owes Russia 25 bil-
lion rubles for unutilized credits from 1992. Georgia has signed only one agreement
recognizing its debt to another CIS state, Azerbaijan, for three billion rubles.

Georgia's level of debt to countries outside the CIS grew in 1993. In 1993, the
country assumed trade credits worth $10 million dollars from the EC, and $50 mil-
lion from Turkey. In addition, in late 1993, Tbilisi was also expecting to receive 40
million ECU from the EC, 40 million DM from Germany and about 5 million from
China. Georgia has received no loans from multilateral organizations, aside from
humanitarian aid donations.
5. Significant Barriers to U.S. Exports

Georgia's policy of encouraging imports has meant few established barriers to U.S.
products. Georgia maintains import licenses on a number of goods whose unre-
stricted sale and use could be considered dangerous. These items include medicines,
medical equipment, chemicals, industrial vestiges, drugs, weapons and ammunition.
However, obtaining the necessary license does not appear to pose substantial dif-
ficulties. The effect of any Georgian barrier on U.S. trade and investment is mini-
mal. A U.S.-Georgia tre agreement providing for reciprocal most-favored-nation
status was signed and entered into force during 1993.
6. Export Subsidies Policies

Georgia does not provide any type of significant export subsidy. In fact, govern-
ment policy in 1993 was to discourage exports, mostly through licensing require-
ments that are not required for imports. Furthermore, it is importers, not exporters
who receive preferential financing. At most, a small number of exporters may re-
ceive discounts in purchases of imported raw materials such as cotton from govern-
ment reserves, but this does not seem to be a systematic practice. Georgia is not
a GA77 contracting party.
7. Protection of U.S. Intellectual Property

Laws on patent and trademark protection are adequate, but copyright protection
is nonexistent. In accordance with decrees issued in March 1992, a Patent office
under the Committee of Science and New Technologies administers and app roves
patents and trademarks, utilizing the classic system of patent inspection eorgia
is a member of the Patent Cooperation Treaty and the Madrid Agreement of 1929
on Trademarks. There is currently no law on copyrights in effect and the Georgian
go vernment, while working on one, does not expect to issue it before May 1994. The
Union of Writers regulates disputes regarding book authorship and honoraria, but
its decisions are legally unenforceable. Georgia is not listed on any Special 301
Watch Lists, nor is it identified as a Priority Foreign Country.

Patent and trademark protection do not appear to pose special problems. We are
not aware of any systematic cases of patent infringement, but brand counterfeiting
is known to have taken place, although not on a large scale. Patent terms are for
the standard twenty years, although after four years there is compulsory licensing
to domestic firms of rights held by foreigners..No important sector is excluded from
the availability of a patent. Registering a trademark costs only $520 and this can
be renewed every five years. There are no procedural barriers to obtaining a trade-
mark, although Georgia operates on the "first come, first serve system," where the
first to register the trademark in Georgia obtains the right, unless the trademark
is internationally known, or registered under the Madrid Agreement.
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The absence of any legal protection on copyrights has allowed for some pirating

of U.S. motion pictures, although not on a large scale. Due to the very low levels
of U.S. trade and investment with Georgia, we assess the impact of any of Georgia's
intellectual property practices on U.S. trade and investment as minimal.
8. Worker Rights

Georgia relies on Soviet-era legislation which guarantees most major labor rights
although efforts to refine these laws were underway in late 1993. Resources devoted
to investigation and enforcement of complaints, centered in the Labor Ministry, are
slim. In 1993 there was little interest in labor activism, due to the profound eco-
nomic crisis Georgia was undergoing.

a. The Right of'Association.-.The Soviet-era Labor Code allows workers to freely
form unions and associations. These associations must be registered with the Min-
istry of Justice. In late 1993, the Georgian government was looking to implement
specific legislation that would allow for strikes and prohibit management retribution
against striking workers. A single confederation of-trade unions, made up of about
30 sector organizations, is active in Georgia, and was steadily losing membership
throughout 1993.

b. The Right to Organize and Bargain Collectivuey.-The Labor Code also grants
the right to workers to organize and bargain collectively and this right is freely
practiced in the country. Anti-union discrimination is prohibited.

c. Prohibition of Forced or Compulsory Labor.-Forced or compulsory labor is pro.
hibited under the Labor Code. Instances of this practice are rare.

d. Minimum Age for Employment of Children.-According to the Labor Code, the
minimum age for employment of children is 14 years and those between 14 and 16
years are allowed to work at most 30 hours per week. The minimum age is widely
respected, and officials know of no sectors where the rule is systematically violated.

e. Acceptable Conditions of Work.-Acceptable conditions for work generally follow
the old Soviet pattern. A nationally mandated minimum wage applies to the govern-
ment sector. In November 1993, it was revised to 23,000 coupons a month. The labor
week is 41 hours, although the government was considering adopting a standard 40-
hour week. The Labor Code permits higher wages for hazardous work and allows
a worker to refuse to perform if the work could become a danger to his life, but oth-
erwise has insufficient safeguards for worker well-being.

f. Rights in Sectors With U.S. Investment.-Conditions in sectors where there is
U.S. Investment do not differ from those in other sectors of the economy.

GERMANY

Key Economic Indicators
(Billions of DM unless otherwise noted)

All Germany

1991 1992 19931

Income, Production, and Employment:
Real GDP2 (1985 prices).......................
Real GDP Growth Rate 2.....................
GDP by Sector (1991 prices):

Agric., Forestry, Fishing....................
Manufacturing, Mining, and Construction ...
Trade and Transportation...................
Services ...........................................................
General Government/Households..............

Real GDP Per Capita2 ... . . . . . . . . . . . . .. ......
Civilian Labor Force (Mil.)2 ..........................
Unemployment Rate2 3 (annual average pet.)

Money and Prices:
Money Supply (M3) 4.....................................
Commercial Interest rate....................
Personal Savings Rate2 .......................
Retail Inflation (1985 = 100)2 ......................
CPI, (1985 = 100)2.........................

2,635.0 2,676.0 2,622.5
4.5 1.6 -2.0

33.8
1,005.8

376.8
791.2
335.7

41,124
30.7

5.7

1,597.7
11.31

14.5
107.1
110.7

36.4
1,002.1

376.9
826.6
342.5

41,255
30.9

5.9

1,718.7
12.0
13.9

109.8
115.1

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

39,916
31.2

7.3

1,739.9
10.0
13.3

112.0
119.7
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Key Economic Indicator&-Continued
(Billions of DM unim otherwise noted)

All Gemany

1991 199 1993

WPI, (1985 = 100) ....................1 96.7 96.8 95.7
Exchange Rate (ann. avg. DM4) ....... 1.6612 1.5595 1.65

Trade and Balance of Payment.:
Total Exports (FOB) ........................................... 665.8 671.2 590.0

Total Exports to US ....................................... 41.7 42.6 N/A
Total Imports (CIF) ............................................ 643.9 637.5 545.0

Total Imports from US .................................. 42.2 42.4 N/A
Gold and FOREX Reserves4 .............................. 69.1 99.5 84.2
Trade Balance ..................................................... 21.9 33.7 45.0

Balance with US ............................................. -0.5 0.2 N/A
N/A-Not available.
3lstimates based on latest available data.
Western Germany only; all German GDP data are incomplete.
sPercent of civilian labor force.
41993: latest available data.
8Bundeabank definition.

1. General Policy Framework
German fiscal policy continues to be driven by the financial demands of reunifica-

tion. Following unification the German government extended its generous social
welfare system to eastern Germany and committed itself to quickly raise eastern
German production potential via public investment and subsidies for private invest-
ment. The budget cost of these policies was increased by the decision to rapidly raise
eastern German wages to western German levels, which raised unemployment lev-
els, increased the costs of unemployment compensation and of labor costs in govern-
ment-owned firms being prepared for privatization, and necessitated more generous
subsidies to attract investment in the east. As a result, western Germany-has had
to transfer vast sums to eastern Germany, estimated at about DM 152 billion annu-
ally or 5.0 percent of all-German GDP in 1992. These transfers accounted for the
dramatic ballooning of public sector borrowing.

The current recession in Germany has further contributed to the widening fiscal
deficit as tax revenues weakened and anti-cyclical expenditures rose. Despite the re-
cession the German government has sought to narrow the federal budget deficit
through a variety of tax and fee increases, public spending restraint, and more re-
cently, cuts in certain social benefit levels. Nonetheless, inflated by the sluggish
economy, the overall public sector borrowing requirement (including all levels of
government and major "off-budget" funds and-agencies) was DM 170 billion in 1992
and is expected to be about DM 230 billion in 1993.

Unification also fueled inflation as eastern German demand, financed by transfers
from the west and by conversion of east German currency into DM at a highly favor-
able rate of exchange for easterners, strained western production capacities. High
wage increases in Grmany in 1991 and 1992 added to inflationary pressures. Infla-
tion was particularly pronounced in services, less so in manufactured goods, which
could be imported from other countries with slowing economies and spare capacity.
The German central bank (Bundesbank) responded to rising inflation by hiking
short-term interest rates, which peaked in July 1992 at post-war highs. Partly in
response to external pressures and strains in the European Exchange Rate Mecha-
nism (ERM), the Bundesbank started upon a course of gradual and cautious easing
in September.1992. Since then short-term official rates have declined by 3.0 percent.
age points, with the most recent cut in October 1993. However, pressure continued
on thge European Monetary System's exchange rate mechanism in the absence of ap-
propriate realignment of the exchange rate parities. As certain other ERM cur-
rencies fell through the lower limits permitted by the existin& fluctuation bands
linking the ERM currencies, some EU governments were forced remove their cur-
rencies from the system and EMS governments eventually opted to widen the fluc-
tuation bands.

The Bundesbank places overriding importance on price stability. Recent relatively
high rates of inflation (the CPI rose 4.0 percent in 1992) and money growth, as well
as concern over wage developments and fiscal deficits, led it to ease interest rates
less rapidly than desired by other ERM countries, in particular France. It is widely
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accepted that given the lack of a fundamental exchange rate realignment, the
Bundesbank's reluctance to ease more quickly has contributed to the current reces-
sion in other European countries. Even though inflation in other ERM countries is
subdued and they regard lower short-term interest rate cuts as appropriate for their
economies, they were constrained to follow the Bundesbank lead to protect their cur-
rencies.

The Bundesbank follows policies it judges appropriate for the German economy,
denying a role as "central bank for Europe" even though the discipline of the EMS/
ERM meant that the Bundesbank effectively sets interest rates for other ERM coun-
tries. The widening of the fluctuation bands has provided increased exchange rate
flexibility for EMSIERM members but most have opted to pursue monetary easing
only very cautiously. Consumer price inflation and monetary growth in Germany
have moderated somewhat in recent months and are widely expected to continue to
do so in the near future. Therefore it is expected that the Bundesbank will continue
its reductions of interest rates, contributing to an eventual easing of monetary con.
ditions and renewed growth in Europe.

The government's public sector deficits are financed primarily through sales of
government bonds, the maximum maturity of which is ten years. Bundesbank mone-
tary policy tools include minimum reserve requirements and two official interest
rates, the Discount rate (as of October 21 at 5.75 percent) and the Lombard rate
(as of October 21 at 6.75 percent). It also steers short-term interest rates through
providing liquidity to the banking system, primarily via repurchase operations.
2. Exchange Rate Policies

The Deutsche mark is a freely convertible currency, and the government does not
maintain exchange controls. Germany participates in the exchange rate mechanism
of the European Monetary System.
3. Structural Policies

The coming into effect of the single European market, January 1, 1993, failed to
propel the economy out of its current recession. Rather, the EU-mandated increase
in tihe value-added-tax (VAT) from 14 percent to 15 percent, only helped fuel infla-
tion. On the other hand, German government efforts to improve competitiveness
have led to plans for structural changes in the telecommunications and energy sec-
tors. The federal government announced its intention to privatize the state-owned
telephone company, DBP Telekom. The German anti-trust agency is also actively
trying to break up existing monopolies in the energy sector and has recently taken
legal action against several German electricity and natural gas suppliers to void
contracts it considers anti-competitive.

Liberalization and deregulation efforts have opened up German markets to U.S.
firms in these sectors for the first time. For example, cost pressure on DBP Telekom
resulting from its heavy investment commitments both in east and in west Germany
have forced it to become more competitive in its tendering procedures. U.S. firms
have benefitted from this new openness. U.S. suppliers of telecommunication goods
and services have also successfully entered the mobile telephone sector, both as
equipment providers and investors. Further liberalization in the telecommunications
sector is likely to continue as the EU has mandated that all telephone monopolies
be eliminated by 1998.

While Health Minister Seehofer's 1992 health reform is considered to have suc-
cessfully curtailed health care expenditures, it has had a negative impact on the
health care industry. The reform, which includes a freeze of the statutory health in-
surance companies'drug budgets at the 1991 level, has dealt an especially hard
blow to the pharmaceutical industry. However, while the demand for new drugs de-
clined by up to 30 percent, the demand for generics increased dramatically. The re-
form is sure to lead to structural changes within the pharmaceutical industry.

The Treuhand's privatization effort Is slowly coming to an end. Of the 13,260 busi-
nesses that were in the Treuhand's portfolio, only 401 businesses are left as of Octo-
ber 18. American companies have been among the most active foreign investors in
east Germany, with more than 200 currently doing business in the new federal
states. These firms have made an investment commitment of some DM 7 billion and
have created or preserved more than 42,000 jobs. GM-Opel and Esso AG have made
substantial green-field investments. The pending purchase, of the power generation/
coal mining conglomerate MIBRAG, by a U.SJU.. consortium,_which is currently
in its final stage, would boost overall US. investment by nearly DM 1 billion. These
U.S. investments in the east may provide additional opportunities for U.S. firms ex-
porting to Germany.

A new U.S.-FRG civil aviation agreement is neari'n signature and should provide
further opportunities for U.S. airlines to expand I this market.
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4. Debt Management Policies
Due to large current account surpluses from the 1970's to 1990, Germany is a net

foreign creditor.
5. Significant Barriers to U.S. Exports

Germany is one of the world's strongest economics, and-refreshingly--one which
poses virtually no formal barriers to U.S. trade or investment interests. It is pos.
sible to identify some pitfalls especially for the newcomer to the German market,
but on the whole the Federal Republic of Germany is an excellent place for U.S.
companies to do business.

Import licenses: The FRG makes virtually no demands for import licenses, having
abolished almost all national import quotas. Germany is subject, however, to the im.

rt-license requirements imposed on some products by the European Community.
n example is the recent imposition of a quota for "dollar" bananas under the EMUs

banana import regime.
Services Barriers: Conditions of access vary considerably, but the Embassy has

heard very few complaints. Progress appears to have been made in participation of
foreign companies in banking and other financial services, although the insurance
market is still a tough one to crack. Telecommunications services are being increas-
inly deregulated. This is not always the case in transport services.

reandaras, Testing, Labeling, and Certification: Germany's regulations and bu-
reaucratic procedures can prove a baffling maze, blunting the enthusiasm of U.S.exporters. While not "protectionist" in the classic sense, government regulation does
ofer degree of protection to German suppliers. Safety standards, not normally dis-
criminatory but sometimes zealously applied, and exemplified by the testing and li-
censing procedures of the Technischer Ueberwachungsverein e.V. (TUV, or technical
inspcion association), complicate access to the market for many U.S. products.

Government Procurement Practices: Selling to German government entities is not
always an easy process. As a broad statement, German government procurement is
non-discriminatory and appears to comply with the General Agreement on Tariffs
and Trade (GATT) Agreement on Government Procurement as well as the terms of
the U.S.-FRG Treaty of Friendship, Commerce and Navigation. That said, it is un-
deniably difficult to compete head to head with major German suppliers who have
long-term ties to German government purchasing entities. Those areas which fall
outside of GATT agreement coverage, such as some military procurement, purchases
by the Transport Ministry, or procurement of services, are the most susceptible to
these problems.

Investment Barriers: The German investment climate is very open, but some of
the concerns mentioned above, such as access to services markets and standards
and procurement questions, also apply to investment. In addition, there is a lack
of transparency in negotiating contracts for privatization of firms formerly belonging
to the communist regime of the GDR.

Customs Procedures: To the best of our knowledge, customs procedures at Ger-
man ports-of-entry are relatively innocuous.
6. Export Subsidy Policy

Germany does not directly subsidize exports outside the EU framework of export
subsidies for agricultural goods. Government or quasi-government entities do pro-
vide export finance, but Germany subscribes to the OECD guidelines that restrict
the terms and conditions of export finance. An earlier policy that provided exchange
rate guarantees to the German Airbus partner has been terminated, largely as a
result of U.S. pressure and a GATT finding against this program.
7. Protection of U.S. Intellectual Property

Germany is a member of the World Intellectual Property Organization and arty
to the Bern Convention for the Protection of Literary and Artistic Works, the I-aris
Convention for the Protection of Industrial Property, the Universal Copyright Con.
vention, the Geneva Phonograms Convention, the Patent Cooperation Treaty, and
the Brussels Satellite Convention.

Intellectual property is generally well protected in Germany. The German Patent
Bureau, Verwertungsgesellschaft (which handles printed material) and GEMA (the
German rough-equivalent to the American Society of Composers, Authors and Pub-
lishers) are the agencies responsible for intellectual property protection. U.S. citi-
zens and firms are entitled to national treatment in Germany. U.S. audio-visual
companies are concerned, however, that national treatment does not extend to the
distribution of funds raised through levies on blank recording tapes and rentals.

Legislation to transpose the EU'software copyright directive into national law was
passed in June 1993. It is expected that this new law will meet U.S. concerns about
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intellectual property rights protection for computer software by lowering the stand.
ards of originality which had undermined the level of protection for many business
application programs.

Under the Seehofer reform (see section 3), a reference price scheme for pharma.
ceuticals sets a maximum reimbursement price for statutory health funds and man.
dates that patients pay the difference for drugs that exceed this price. This has led
to a de facto price regime for medication and will eventually place 70 to 80 percent
of all drugs on the German market into three categories, two of which can include
patent protected drugs. The pharmaceutical industry is concerned that this will lead
to an erosion of patent protection for drugs. According to current provisions, all new
and innovative drugs are excluded from the reference price system. However, if a
group of patent protected drugs have comparable therapeutic substances or com-
parable therapeutic effects they will only be exempted from the reference price sys.
trn as long as all of the original patents are in effect. Thus, once the first patent
in a group expires, all other drugs in the group will be subject to the reference price
system regardless of whether or not they are still under patent protection.
8. Workers' Rights

a. The Right of Association.-The constitution guarantees full freedom of associa.
tion (Article 9). The workers' rights to strike and the lock-out are also legally pro-
tected activities. These rights have been developed further by jurisdiction.

b. The Right to Organize and Bargain Collectively.-The German industrial rela.
tions system consists of a series of statutory mechanisms for sharing power over cer-
tain activities within firms, coupled and overlapping with an autonomous private
collective bargaining system developed between the unions and employers organiza-
tions. The system of co-determination and worker participation (Mitbestimmung) is
regulated at different levels by various laws enacted between 1951 and 1989. They
cover two basic spheres: day-to-day social, personnel, and economic matters, which
are handled by elected works councils; and basic business decisions at the enterprise
level, made by supervisory or management boards, which include members elected
by the workers. Wages, salaries and working conditions are determined either by
collective bargaining agreements or individual contracts. Collective bargaining
agreements are legally binding and can be enforced through the courts. Under cer-
tain circumstances, a collective bargaining agreement can be declared "generally
binding" by the Government which means that all employers in the industry covered
by the agreement must abide by its provisions, regardless of whether or not they
are members of the association that signed the agreement.

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.

d. Minimum Age for Employment of Children.--German legislation in general bars
child labor under age 15. There are limited exemptions for children employed in
family farms, delivering newspapers or magazines, or involved in theater or sporting
events.

e. Acceptable Conditions of Work.-German labor and social legislation is com.
prehensive and, in general, imposes strict occupational safety and health standards.

e legislation and regulations may be supplemented by collective agreements
which cover entire industries or regions. The resulting standards are widely consid-
ered to be among the very highest in the European Union, and thus the world.
There is also a mandatory occupational accident and health insurance system for
all employed persons.

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.

Extent of U.S. Investment in Selected Industries.-U.S. Direct
Investment Position Abroad on an Historical Cost Basis-1992

[Millions of U.S. dollars)

Caterry Amount

Petroleum ............................................................................... 2,111
Total M anufacturing .............................................................. 20,951

Food & Kindred Products........................... 1,686
Chemicals and Allied Products.................................o 4,020
Metals, Primary & Fabricated.......................... . 995
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Extent of U.S. Investment in Selected Industries.-U.S. Direct
Investment Position Abroad on an Historical Cost Basis--1992-Continued

(Millions ot U.8. dollars)

Category Amount

Machinery, except Electrical..................... 4,960
Electric & Electronic Equipment ...................................... 1,084
Transportation Equipment ................................................ 5,065
Other Manufacturing ......................................................... 3,142

Wholesale Trade ..................................................................... 3,328
Banking ................................................................................... 2,001
Finance and Insurance .......................................................... 4,666
Services ................................................................................... 790
Other Industries ..................................................................... 1,545
TOTAL ALL INDUSTRIES ................................................... 35,393

Source: U.S. Department of Commerce. Bureau of Economic AnalysiL

GREECE

Key Economic Indicators
[Billions of drachmas unless otherwise noted]

1991 1992 1993'

Income, Production, and Employment:
Real GDP (1970 prices)2 .............................. 504.2 508.8 513.7
Real GDP Growth (pct.) ............................... 3.4 0.9 1.0
GDP (at current prices)2 ............. .. . .. . . .. . . . .. . . .  11,058.7 12,595.8 14,359.2
By Sector:

Agriculture ................................................. 1,838.7 1,880.8 N/A
Energy and Water ..................................... 292.0 338.5 N/A
Mining ........................................................ 157.0 162.2 N/A
Manufacturing ........................................... 1,736.4 1,940.8 N/A
Construction .............................................. 785.1 849.2 N/A
Rents...............771.7 946.1 N/A
Financial Services ..................................... 349.7 457.3 N/A
Other Services ........................................... 3,035.1 3,621.0 N/A
Government, Health and Education ........ 2,092.9 2,399.9 N/A

Net Exports of Goods and Services ............. - 1,347.9 - 1,459.8 - 1,674.4
Real Per Capita GDP (constant 1991 thou-

sand drachma prices) ................................ 1,084.0 1,085.0 1,087.0
Labor Force (000's) ....................................... 3,933.3 4,083.0 4,083.0
Unemployment Rate (percent) ..................... 8.5 9.0 9.5

Money and Prices (annual percentage
growth):

Money Supply (M2) (end period) ................. 1,742.9 1,989.5 N/A
Base Interest Rate3 ...................................... 28.0 29.0 26.0
Personal Saving Rate ................................... 18.0 18-19 17.0
Retail Inflation .............................................. 19.5 15.8 14.5
Wholesale Inflation ....................................... 16.7 11.3 11.0
Consumer price index ................................... 19.5 15.8 14.5
Exchange rate (DRS/$):

Official ........................................................ 182.3 190.7 230.0
Parallel ....................................................... N/A N/A N/A

Balance of Payments and Trade (millions of
dollars):

Total Exports (FOB)4 ................................... 6,797.1 6.008.8 5,400.0
Exports to U.S5 ......................................... 495.0 382.6 148.7
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Key Economic Indicator*-Contiuued
(Bilious ad dcbwassunim othuwW enoal)

1991 1992 9'

Total Imports (CIF)4 .................................... 19,104.6 19,902.0 18.000.0
Imports from US 6 .................................... 923.5 848.9 340.3

Aid from US ................................................. N/A N/A N/A
Aid from Other Countries ........................ N/A N/A N/A
External Public Debt....................23,914.0 23,069.0 24,100.0
Debt Service Payments (paid) ...................... 5,786.1 8,038.2 7,800.0
Gold and Foreign Exchange Reserves ......... 6,096.0 5,588.0 6,500.0
Trade Balane84 ............................................. -12,307.5 - 13,893.0 -12,600.0

Balance with US .................................... -428.5 -466.0 - 191.6
N/A-Not available.
'1993 71g'Pii are all eatimatee based on available monthly data in October 1993.
2GDP at factor coat.
SPigures are actual av annual interest rates, not chanf in m.
4 Merchandise Trade, Bank of Grom Data, Transactin basic.

sCustms Data (National Stastaicl Service of Greece). 199 ure• ower Januarty-May period.

1. Geneml Poliy Framework
Greece has been a member of the European Community (now the European

Union) since 1981 and enjoys a relatively open, free-market economy. The public
sector constitutes 60 to 60 percent of gross domestic product (GDP), a substantial
portion of the total official economy. It has a population of 10.3 million and a work
force of about four million. In 1992, the official per capita GDP was $7,573. Esti-
mates put the unrecorded economy at 30 percent of GDP. Services, including gov-
ernment services, are responsible for 59 percent of economic output. Agriculture con.
stitutes 15 percent of GDP. Manufacturing and mining account for the remainder.
The moderate level of development of Greece's basic infrastructure-road, rail, tele-
communications-reflects its middle-income status. Greece exports primarily light
manufactures and agricultural products, and imports more sophisticated manufac-
tured goods. Tourism receipts, emigrant remittances, shipping, and, increasingly,
transfers from the EU form the core of invisibles earn NetEU inflows are run-
ning at $4 to $5 billion a year, five to seven percent of GDP.

Current government economic policies have the objective of meeting the targets
of the Maastricht Treaty for EU Economic and Monetary Union (EMU) and the pro-
visionR of the 1992 Single Market. The new government that took office on October
13, 1993 has pledged that it will continue efforts to lower inflation to a single digit
and to reduce the public sector deficit, which is estimated at about 15.5 percent of
GDP in 1993. It also intends to sell minority share holdings of certain state enter-
prises and organizations. The ambitious privatization program initiated by the pre-
vious government has been scaled back substantially. The new government will con-
centrate its efforts on the continuation of fiscal restraint with an incomes policy
aimed at protecting the real income of workers and maintaining growth.

Greece's huge government deficit stems from past debts anda bloated public sec-
tor which has many more civil servants than an economy the size of Greece's can
support. Greece's social security program has also been a major drain on public
spending. Finally, the state owns a number of loss-generating companies. The gov-
ernment passed in September 1992 a new bill on social security intended to equalize
expenditures with receipts. Deficits are financed primarily rough treasury bills.
Presently banks must put 16 percent of their deposits into Treasury Bills; this re-
quirement will be phased out by January 1, 1994.

New tax laws were passed on June 18 1992 which introduced substantial fiscal
reforms to enable Greece to implement EU taxation directives. Changes included a
lower tax rate for middle and higher income brackets, a uniform and generally lower
tax rate for businesses, and legislation to broaden the tax base and-fight tax eva-
sion. Indirect tax measures in August 1992 significantly increased tax revenue and
put government finances on a much stronger footing. A new investment incentives
law introduced in July 1990, redefines the types of "productive investment* that
qualify for incentives. The law puts greater emphasis on tax breaks and reduces
grants and loan-interest subsidies.

Monetary y poli Is implemented by the Bank of Greece. The Bank uses the dis-
count and other Interest rates in its transactions with commercial banks as tools
to control the money supply. Reserve requirements are being gradually reduced. The
Bank's policy includes a more active intervention in the secondary money market
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and a phasing out of the direct financing of the State. Treasury bills are issued by
the Ministry of Finance but they are expected to fall within the monetary program
prepared by the Bank of Greece.
2. Exchange Rate Policy

Greece has followed a relatively "strong drachma" policy during 1993 as a means
of holding down inflation. Although the Bank of Greece rnanages a gradual deprecia-
tion of the drachma, the rate of depreciation has been close to the differential be.
tween Greek inflation and the rates of Greece's principal trading partners. The
Greek drachma does not yet belong to the EU's Exchange Rate Mechanism.

Foreign exchange controls have been progressively relaxed since 1985. Medium.
and long-term capital movements for EU and non-EU countries have been fully lib-
eralized. Operations in securities by Greek residents in non.EU countries remain re-stricted. Controls still remain on short-term capital operations (with a maturity of
less than a year) with all countries. The controls are scheduled to be lifted on June
30, 1994.
3. Structural Policies

Greece's structural policies are largely dictated by the need to comply with the
provisions of the EU 1992 Single Market and the Maastricht Treaty on Economic
and Monetary Union.

Pricing Policies: The only remaining price controls are on pharmaceuticals and
some rents. However, about one quarter of the goods and services included in the
consumer price index are produced by state-controlled companies, and the govern-
ment retains considerable indirect control. Government-set prices and subsidies,
e.g., public transport prices, distort the economy, but they are not barriers to U.S.
expors.Tax policies: New tax legislation passed in June 1992:

-Lowered the corporate tax rate to 35 percent, from a range of 35 to 46 percent.
Corporate income taxes are levied on profits before the distribution of dividends.
The new tax law abolished the dividend tax.

-Lowered the top personal income tax rate to 40 percent from 50 percent.
-- Set two principal value added tax (VAT) rates. The lower rate of eight percent

is applicable to basic commodities (mainly food products) and certain services;
the higher rate of 18 percent is applicable to items not included in the lower
rate. A former 36 percent rate for luxury goods was abolished to conform to EU
requirements. (A four percent VAT applies to periodicals and books.)

Tax laws do not discriminate against foreign or U.S. products.

4. External Debt Management Policies
Greece's public sector debt was recorded at 116 percent of GDP in 1992. However,

when central government debt guarantees and military debt are included, total
state indebtedness is probably closer to 125 percent of GDP, of which nearly one
third is owed to foreigners (about $30 billion at the end of` 1992). In spite of this
large foreign exposure, however, Greece's credit rating is, and is expected to remain,
sound. Foreign debt does not affect Greece's ability to import U.S. products.

Servicing of external debt in 1992 (interest and amortization) was equal to 133.8
percent of exports and 10.3 percent of GDP. With no new net borrowing, Greece's
external debt service will be around $7.8 billion in 1993. About two-thirds of the
external debt is denominated in currencies other than the dollar.

Greece has regularly serviced its debts and has generally good relations with com-
mercial banks and international financial institutions. It has not had an adjustment
program with the IMF or the World Bank. In 1985, and again in 1991, Greece bor-
rowed from the EU.

5. Significant Barriers to U.S. Exports
Most barriers to U.S. exports are imposed by the EU. Many trade barriers to U.S.

products have disappeared over the past three years, but several Greek-specific bar-
riers exist in services in such areas as law, accounting, aviation, tourism, and mo-
tion pictures:

-Greece maintains nationality restrictions on a number of professional and busi-
ness services, including legal advice. These restrictions have been recently lifted
for EU citizens.

-Barriers also exist in accounting for non-EU citizens. U.S. accounting firms in
Greece circumvent this barrier by employing EU-country nationals as auditors
(as of June 1992, citizens of EU countries have been allowed to perform audit-
ing in Greece).
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-Foreign air carriers may not ell ground services for aircraft to other airlines.

This will soon change at least for EU airlines. The Greek flag carrier, Olympic,
has a partial monopoly to provide ground services to other airlines.

-Greek residents are limited on the amount of foreign exchange they may spend
on personal travel to 2,000 ECUs per trip ($2,300).

-- Greek film production is subsidized by a 12 percent admissions tax on all mo-
tion pictures. The government sets a maximum price (currently $20,000) for the
purchase or a film.

Investment barriers:
-Both local content and export performance are elements which are seriously

taken into consideration by Greek authorities in evaluating applications for tax
and investment incentives. However, they are not legally mandatory pre-
requisites for approving investments.

-Greek tax authorities also continue in some cases to withhold refunds on royal-
ties, despite the U.S.-Greek bilateral tax treaty and despite streamlined proce.
dures put into place January 1, 1990. In some cases Greek tax authorities have
ruled that a U.S. company-has a permanent establishment in Greece, thereby
making the question of royalty refunds moot. The tax authorities then apply the
withheld royalties against tax liabilities arising from being declared a Greek es-
tablishment. Such action can only be overcome by waging a protracted (up to
six to eight years) court battle to prove non-residency. Consequently, some US.
firms write off the 25 percent withholding on royalties as noncollectible and
take the deduction against their US. taxes. In some recent cases, refunds have
been made.

-U.S. and other non-EU investors receive less advantageous treatment than do.
mestic or other EU investors in (1) the mineral sector, where restrictions con-
tinue to apply to non-EU investors; (2) banking, where only 40 percent of the
shares of Greek state banks is open to non-EU residents; and, (3) land pur-
chases in border regions.

Greek laws and regulations concerning government procurement nominally guar-
antee nondiscriminator treatment for foreign suppliers. Officially, Greece adheres
to EU procurement policies, and Greece has also recently joined the GATT' Govern-
ment Procurement Code. Greek willingness to join the (ATT Government Procure.
ment Code is a positive step and reflects the improvement in the procurement situa-
tion. As a result of the new Greek attitude, U.S. companies are finding it easier to
participate in tenders and a number of them are winning sizable contracts.

Some problems, however, still exist. Included are occasional sole sourcing (ex.
planned as extensions of previous contracts) loosely written specifications which are
subject to varying interpretations, and allegiance of tender evaluators to tech-
nologies offered by longtime, traditional suppliers. The real impact of Greece's buy
national policy is felt in the government's offset policy (mostly for purchases of de-
fense items) where local content, joint ventures, and other technology transfers are
stressed.
6. Export Subsidies Policies

The Greek government does not use any form of subsidies to support exports.
Some aricultural products receive subsidies from the EU. Greece, as an EU mem-
ber, is aIso a member of the GAIT Subsidies Code.
7. Protection of U.S. Intellectual Property

Greece is a member of the Paris Convention for the Protection of Industrial Prop-
erty, the European Patent Organization, the World Intellectual Property Organiza-
tion, and the Berne Copyright Convention. As a member of the EU, the government
intends to harmonize fully its laws with EU standards. Current Greek law extends
equal protection for patents and trademarks to foreign and Greek nationals.

While intellectual property appears to be adequately protected in the field of pat-
ents and trademarks, the same is not true for copyrights. Piracy of copyrighted
products is currently widespread in Greece. Industry estimates are that 65 percent
of video cassette rental transactions involve pirated product. Over 80 licensed and
unlicensed television stations frequently broadcast American movies and television
progams without authorization or payment of royalties.

Greeece took a major step toward addressing this problem by enacting a new copy-
right law in February 1993. This law offers a high standard of protection for all
copyrighted works. Its greatly increased penalties should serve as a deterrent, if
properly enforced. Greece now has a powerful tool that the government can use to
substantially reduce copyit violations. The U.S. and Greece have agreed to an
ambitious enforcement of the new law. The new law relies heavily upon a new intel-
lectual property office (OPI) to supervise implementation. This new office has not
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et been established. How effective the law is will depend directly upon how well
PI functions. Due to the piracy situation, Greece was placed on the USTR's "Watch

List' under the "Special 301" provision of the 1988 Trade Act.
8. Worker Rights

a. The Right of Association.-AII Greek workers except the military and police
may form or join unions of their choosing. The right of association is set out in the
constitution and in specific legislation passed in 1978 and amended in 1982. Unions
are highly politicized, with competing unions linked to political parties, but they are
not controlled by the parties or the government in their day to day operations.
There are no constraints on serving as a union official, and Greek unions are not
restricted with regard to making-isaternational contacts or joining international
trade union organizations. Greek labor law prohibits laying off of more than two
percent of total-persozinel employed by a firm per month. This rigidity restricts the
flexibility of firms and the mobilit of Greek labor.

b. The Right to Organize and Bargain Collectively.-The right to organize and
bargain collectively was embodied in legislation passed in 1955 and amended in
February 1990 to provide for mediation and reconciliation services as steps prior to
compulsory arbitration. Antiunion discrimination is prohibited, and complaints of
discrimination against union members or organizers may be referred to the labor
inspectoratc or to the courts. However, litigation is lengthy and expensive, and pen.
alties to employers are seldom severe. There are no restrictions on collective bar.
gaining for private workers. Social security benefits are legislated by parliament
and are not won through bargaining. Although civil servants have no formal system
of collective bargaining, they negotiate their demands with the Ministry to the
Prime Minister.

c. Prohibition of Forced or Compulsory La.or.-Forced or compulsory labor is
strictly prohibited by the Greek constitution and is not practi-ed.

d. Minimum Age for 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 Conf'ederation 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 accidents in Greece. Inadequate in.
spection, outdatedin ustrialIplants and equipment, and poor safety training of em-
plyees 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 more 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-1992

[Millions or U.S. dollars

Category Amount

Petroleum ............................................................................... .('
Total M anufacturing .............................................................. 129

Food & Kindred Products .................................................. (1)
Chemicals and Allied Products ......................................... 63
Metals, Primary & Fabricated ........................................ 0
M achinery, except Electrical ............................................ . 0
Electric & Electronic Equipment ...................................... (1)
Transportation Equipment ................................................ 0
Other M anufacturing ........................................................ .28

Wholesale Trade ..................................................................... 65
B anking ................................................................................... (1)
Finance and Insurance .......................................................... (1)
Services ................................................................................... (1)
Other Industries ..................................................................... 0
TOTAL ALL INDUSTRIES ................................................... 429

1 Suppressed to avoid disclosing data or individual companies.
Source: U.S. Department o( Commerce. Bureaus of Economic Analysis.
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HUNGARY

Key Economic Indicators

1901 1993 19931

Income, Production, and Employment:
Nominal GDP ($billion) ...................................... 30.6 31.3 NIA
Real GDP Growth (pct.) ................................... -11.9 -4.5 0to -3
GDP Per Capita, nominal ($) ........................ 2,982 3,431 N/A
By sector (bil. current forint):

Agriculture ....................................................... 205 208 N/A
Mining............................................................. .71 66 N/A
Manufacturing ............................................. ,, 493 587 N/A
Energy ............................................................ ..0 93 122 N/A
Construction .................................................... 117 149 N/A
Trade ................................................................ 335 361 N/A
Hotels, Restaurants ........................................ 64 84 N/A
Transport, Communications ........................... 190 205 N/A
Financial Services ........................................... 44 66 N/A
Real Estate ...................................................... 134 174 N/A
Education ......................................................... 89 112 N/A
Health, Social Work ........................................ 83 102 N/A
Other Community Services .......................... 160 216 N/A
Taxes on Products .......................................... 269 354 N/A
Total ................................................................. 2,346 2,805 N/A

Industrial Output (pct. chg.) .............................. -19 -19 N/A
Labor Force (000's) ............................................. 6,400 6,400 N/A
Unemployment (year-end, pct.) ......................... 7.5 12.3 12-13

Money and Prices:
Broad Money (bil. forint) .................................... 1,170 1,487 N/A
Gross Savings (pct. of GDP) ............................... 18.1 18.5 N/A
Gross Investment (pct. of GDP) ......................... 20.8 19.0 N/A
Consumer Price Index (pct. chg.) ....................... 35 23 20-22
Avg. Exch. Rate (forints per $)u ........................ 74.8 79.0 N/A
Govt. Spending (pct. GDP) ................................. 57.0 60.1 N/A

Trade and Balance of Payments millionss of U.S.
dollars unless otherwise noted):

Hard currency account:
Total Exports ................................................... 9,971 10,710 N/A

Exports to U.S ........................... 392 347 N/A
Total Imports ................................................... 11,066 11,082 N/A

Imports from U.S ......................................... 310 282 N/A
Overall Trade Balance .................... -1,095 -372 N/A

U.S. trade balance ...................................... 82 65 N/A
Current account balance ................................. 267 324 N/A

Total For. Investment ......................................... 3,100 4,850 6,000
Gross Debt ........................................................... 22,700 21,400 N/A
Net Debt ................................ 14,600 13.300 N/A
Debt Service Ratio (pct.) .................................... 40.4 29.0 32
FOREX Reserves Excl. Gold .............................. 3,900 4,000 5-6,000

N/A-Not available.
'Estimates based on data available in October 1993.
2The forint is pegged to a half.JM, half-US$ baskeL

i. General Policy Framework
Hungary's democratic government began its four year term in May 1990. Its am-

bitious economic reform plan is replacing central planning with private ownership
and free markets. The record to date is mixed: the economy has been stabilized and
inflation tamed, but economic growth expected in 1992 is now not foreseen until
1994 at the earliest.
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On the plus side Hungary's receptive investment climate has attracted over halt
the foreign direct investment in Eastern Europe. The private sector now produces
some 40 percent of GDP. Three-fourths of trade is with OECD -ountries, and trade
accords with the EUro an Community (EC), European Free Trade Association
(EFTA), and "Visegrad partners (Poland, the Czech Republic and the Slovak Re.
public) will further boost trade. Foreign exchange reserves have risen sharply and
are now healthy. A high foreign debt burden has been met assiduously. The forint
is convertible for business purposes. Interest rates and inflation are well below their
1991 peaks. Hungary has over haif a million private entrepreneurs and some 15,000

joint ventures.
On the minus side, few benefits of reform are yet visible to the average Hungar.

ian individual and firm. The number of those living below the official subsistence
level has doubled since 1989, to 1.6 million. Industrial output at the end of 1992
had plunged to its 1975 level. Inflation appears stuck at around 20 percent. Due
to lower culturall exports, exports are off this year after three years ofstrong
increase. The current account surpluses of the past three years may become a $1.4-
1.7 billion deficit in 1993. Joblessness jumped by two-thirds in 1992, topping 20 per-
cent in hardest-hit regions, and could rise from the mid-1993's level o 13 percent.
Hungary still has Europe's highest per capita convertible currency debt .,urden.
Firms face 63 percent payroll taxes, 30-40 percent interest rates, and a banking
system loath to lend to risky private ventures. The farm sector is in crisis. A high
budget deficit reveals a fiscal system still in need of basic overhaul, plagued by
chronic revenue shortfalls and overly generous social benefits.

More vigorous implementation of reform measures is difficult in the run-up to the
spring 1994 national elections. Partly as a result, the economy is not expected to
turn up in 1993, and only modest growth at best is like', in 1994.
2. Exchange Rate Policies

The forint could be fully convertible by the end of 1994; it already is for most
trade purposes. Foreigners may freely repatriate cash capital and profits (the Na-
tional Bank requires that an equivalent amount in forints be on deposit with a Hun-
garian bank). Firms may convert forint profits (but not take out forint loans) to buy
hard currency imports. As of July 1992, foreigners can open forint bank accounts
in Hungary and use forints to buy Hungarian goods and services. The hard currency
limit for Hungarian tourists was raised in 1992 from $50 to $350 a year. Hungarian
firms can take foreign loans with the central bank's approval; banks may do so
without prior permission. Joint ventures must open a forint-denominated business
account at a Hungarian bank (which may be a joint venture bank, but not an off-
shore one). A joint venture must return its hard currency income to Hungary and
hold it in forints in its commercial account, exposing it to inflation and devaluation
risks. As a sign of the forint's strength, the official and black market rates are now
almost equal.

In December 1991, the forint's exchange rate was pegged to a basket consisting
half each of the European currency unit (ECU) and the U.S. dollar. In August 1993,
events in Europe's currency markets led the central bank to substitute the German
mark for the ECU. The forint has appreciated in real terms, as devaluations have
lagged behind the inflation rate. For 1993 through October the central bank de-
valued the forint five times by just under 15 percent, less than inflation of 20-22
percent. An appreciating forint makes imports cheaper and cools inflation, but
makes it harder for exporters to sell abroad. The central bank sets the exchange
rate daily and can adjust it by up to five percent without government approval. As
of July 1992, commercial banks no longer must sell their foreign currency to the
central bank and a limited interbank foreign exchange market has been in oper-
ation.
3. Structural Policies

Hungary introduced value-added (VAT) and personal income (PIT) taxes in 1988.
PIT rates range from 12 to 44 percent. In August 1993, the three VAT rates of zero,
six and 25 percent were replaced with two of 10 and 25 percent. Medicines will not
be subject to VAT taxes until the end of 1994. Excise taxes are levied on gasoline,
alcohol and tobacco. The 63 percent total payroll taxes for social benefits, split 51
and 12 between employer and employee, are among the world's highest. The United
States has a tax treaty with Hungary.

Joint ventures with capital above Forint 50 million ($515,000), over 30 percent
foreign participation, and at least half of revenues from manufacturing or hotel con.
struction and management can receive tax breaks of 60 and 40 percent their first
and second five years of operation. (The standard corporate tax rate is 38 percent.)
These rise to 100 and 60 percent for priority export sectors: machinery and machine
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tools, packaging, the environment, electronics tourism, telecommunicationsphar-
maceuticals, agribusiness, and vehicle parts. These incentives will expire on Decem-
ber 31, 1993 (existing benefits will be grandfathered); their extension is under con-
sideration. Thee government is also thinking of ending joint ventures' exemption
from import duties on production equipment. These changes reflect domestic lfrms'
complaints of discrimination and a feeling in the government that tax incentives ag-
gravate the budget deficit without attracting significant foreign investment.

Over 90 percent of prices are set by the market; the government still sets prices
for electricity, gas, pharmaceuticals, water supply and public transport. State sub-
sidies fell from 11.8 percent of GDP in 1989 to 5.9 percent in 1992. Liberalized
prices and subsidy cutbacks pushed inflation to 35 percent in 1991, but tight mone-rary policies and wage restrictions cooled this to 23 percent in 1992. Consumer
prices have risen much more than producer prices as consumer subsidies have been

halted. For 1993, consumer price inflation is projected at 20-22 percent.
4. Debt Management Policies

Hungary's mid-1993 gross foreign debt of $21.3 billion makes it the world's tenth
most-indebted country, with the -highest per capita debt in Europe. Hungary has
met all debt service requirements on schedule and has vowed to continue that pol-
cy. Its responsible debt management has assured it continuous access to credit mar-

kets. (U.S. rating agencies have assigned Hungary Bal/BB+ ratings. Standard and
Poor also maintains a "positive" rating outlook.) Most of Hungary's debt is held by
German and Japanese banks, not by governments. In 1992, principal and interest
on external debt equalled 12.4 percent of GDP. In 1989, the ratio of0debt repayment
to convertible currency proceeds was over 75 percent; in 1992, it was only 26-27
percent.

Four-fifths of Hungary's external debt is in medium- and short-term loans; less
than 10 percent is long-term. Mid-1993 hard currency reserves of $5.3 billion and
over $5 billion in foreign investment enable Hungary to service its external debt.
Of greater concern is the domestic debt. State spending has been held in check, but
unexpectedly sharp drops in GDP and a tax administration unable to capture reve-
nues from a rising private sector have continued to depress tax revenues. The 1991
deficit tars.et of ?Ornnt 79 billion ended up at forint 114 billion, and 1992's goal of
forint 70 billion came in at forint 197 billion. In July 1993, Parliament passed a sup-
plementary budget raising 1993'sprojected deficit from forint 185 billion to forint
215 billion (6.8 percent of GDP). As part of the conditions for reaching agreement
with the IMF for a new Standby Arrangement, the deficit in 1994 will need to be
cut to 5.5 percent. The budget problem will persist without better tax collection and
a restructuring of generous social benefits, the latter difficult in an election year.
5. Significant Barriers to U.S. Exports

Import licensing: Imports have been greatly liberalized to spur domestic competi-
tion and let profitable firms obtain materials to restructure or produce exports. Over
93 percent of imported goods need no import license, the main exceptions (on a
"positive list") being energy and fuels, precious metals, military goods, certain phar-
maceuticals, textiles, leather goods, some chemicals and mineral products, food
products and telecommunications equipment. Import licenses are not needed when
a joint venture imports goods using hard currency contributed by the foreign part-
ner to the firm's incorporation capital. Hungary has a $750 million global quota on
consumer goods in 1993, and may set quota ceilings for other individual product
groups, importers and countries (there are semi-annual quotas for automobile im-
ports). In 1991 and 1992 the quotas were filled, restricting some firms' access to the
Hungarian market. Hungary's Association Agreement wit the EC entitles the EC
to an increasing share of the quota; in 1993, it received half of the allotments in
a majority of the quota categories. An import license may be denied on grounds of
national security, to comply with international obligations or to ensure the supply
of basic necessities. General licenses are no longer issued, and all applications must
by law be processed in 15 days. Licenses are normally valid for 12 months.

Standards, testing, labelling and certification: Hungary is a signatory to the
GATT Agreement on Technical Barriers to Trade (Standards Code). National stand-
ards conform to international norms and are set by the Hungarian Standardization
Office and the Trade Quality Control Institute (KERMI). They are binding and su-
persede any sectoral standards issued by ministries or other government agencies.
The main labelling requirement is that basic data be indicated in Hungarian; spe-
cific rules apply to products containing alcohol or vitamins, cosmetics, and human
and animal pharmaceuticals. New consumer goods, including imports, can only be
introduced into Hungary if they meet national health, safety and consumer protec-
tion regulations. Domestic and foreign pharmaceuticals must be registered with the
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National Hungarian Institute for Pharmacy (OGYI) and have Ministry of Health as-
proval for merchandising. Veterinary drugs must also be regstered and may only
be imported by designated importers. Imports of animals and animal products re.
quire veterinary•permission from the Ministry of Agriculture. As of October 1, 1993,
a "quality" certificate from KERMI is required for imported consumer goods, report-
edly to stem the entry of low quality" and counterfeit goods; nearly one-fourth of
all goods sold at retail will be affected by this rule.

Investment barriers Because of the importance of foreign capital in Hungary's re-
structuring plans, neither investments nor services face major restrictions. Poor
telecommunications and transport infrastructure and an undeveloped banking sys.
tern are the main barriers to US. investment. Major tax incentives are available
to foreign investors but these are scheduled to expire at the end of 1993. In 1992,
the government announced a campaign to encourage more " ".en-fleld" operations,
in part by strengthening its Investment Promotion Fund, which helps joint ventures
develop infrastructure around their investments. Joint ventures are guaranteed na-
tional treatment and protection against expropriation. There have been no cases of
seizure of foreign assets in Hungar since the early 1950s, and in 1973 Hungary
settled all outstanding debts for U.S. assets expropriated in the early days of com-
munist rule. Service firms may operate freely in Hungary although banks and in-
surance companies continue to need special licenses, and banks cannot be licensed
for all banking activities.

The 1990 securities law lets foreign firms participate in stock and bond markets.
Representation and service officeR no longer need official permission to open and
now simply register their establishment as does any Hungarian company. lirms
with foreign ownership may buy property, as may foreign individuals with Ministry
of Finance permission. Property can be mortgaged, leased, sold, or developed, sub-
ject to zoning and building codes. Long.term usage rights to state property may be
obtained if actual ownership is denied. Property may not be acquired for speculative
purposes.

Customs procedures: Customs laws themselves pose no significant barriers, but
local U.S. firms have complained of inadequate customs facilities and customs offi-
cials' ignorance of regulations. Another barrier to U.S. exports is Hungarian firms'
hesitancy to disrupt their strong ties with West European suppliers.

Government procurement practices: The government discourages countertrade,
but lets individual firms decide whether to conduct it. The phase-out of import li-
censing has resulted in a drop in countertrade. There are no specific legal provisions
for government procurement, and Hungary has no local content requirements. In
1992, Parliament mandated government ownership levels in certain "strategic" in-
dustries. The law codified Hungarian percentage ownership interest in a variety of
firms and was enacted in response to criticism that an inordinate number of Hun-
garian companies were being sold to foreign investors. Hungary has signed, and in-
corporated into its legal system, the GAW Antidumping Code; to date, it has not
taken antidumping actions.
6. Export Subsidies Policies

Hungary is not a signatory to the GAIT Subsidies Code. In 1980, Hungary de-
clared that, except in agriculture, it did not provide any export subsidies. The value
added tax is refunded on exports. The Export Development Program (EDP) was es-
tablished in 1985 to spur exports to hard currency markets, particularly in engi-
neering, chemicals, food, metallurgy and light industry. Hungary also offers export
credit insurance to cover economic political and exchange rate risks. A Trade Pro-
motion Fund (TPF) also support hard currency exports with loans (to 75 percent
of incurred costs) or grants (to 50 percent). The General Intervention Funda(GIF)
has been used to support agricultural exports and ensure the supply of basic food-
stuffs, but its export support function has been cut back.
7. Protection of U.S. Intellectual Property

Hungary provides protection for a wide variety of intellectual property rights in-
cluding patents, trademarks, copyrights, and inventions. It is a member of the
World Intellectual Property Organization and a signatory of important agreements
such as the Paris Convention for the Protection of Industrial Property the Nice
Agreement on the Classification and Registration of Trademarks, the Madrid Agree-
ment Concerning the Registration and Classification of Trademarks, the Patent Co-
operation Treaty the Universal Copyright Convention, and the Bern Convention for
the Protection of Literary and Artistic-Works. A 1992 law protects the topography
(layout design) of semiconductor chips.

U.S. industry has long complainedthat Hungary offers inadequate IPR protection;
specifically, it provides patent protection for processes but not products. Compulsory
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licensing and Inadequate protection against video and tape piracy have also been
problems. On August 2, 1993 the U.S. Trade Representative announced Hungary's
removal from the Special 301 "Priority Watch List" after it concluded a comprehen-
sive IP- agreement with U.S. negotiators. The United States is negotiating a Busi.
ness and Economic Treaty with Hungary to provide further safeguards for US. in-
vestment.
8. Worker Rights

a. The Right of Association.-Legislation passed in 1992 recognizes the right of
unions to organize and bargain collectively and permits trade union pluralism. Ex-
cluding judicial and military personnel and police, workers have the right to associ-
ate freely, choose representatives, publish journals, openly promote members' inter-
ests and views, and go on strike. A number of trade union formations have emerged.
A 1992 law allows public sector workers to negotiate working conditions, but the
final decision on increasing salaries rests with Pirliament.

b. The Right to Organize and Bargain Collectively.--The right to bargain collec-
tively exists in law, although minimum wage levels are centrally negotiated in a tri-
partite interest reconciliation council (IRC) to control inflation. The 1992 labor code
permits collective bargaining at the enterprise and industry level. Trade union
views are expressed in the IRC. July 1993 legislation prohibits employers from dis-
criminating against unions and their organizers. There are no export processing
zones.

c. Prohibition of Forced or Compulsory Labor.-Forced or compulsory labor is pro-
hibited by law, which is enforced by the Ministry of Labor.

d. Minimum Age for Employment of Children.-Labor Courts enforce the mini-
mum employment age of 16 years, with exceptions for apprentice programs, which
may begin at 15. There does not appear to be any significant abuse oF this statute.

e. Acceptable Conditions of Work.--The legal minimum wage is set by the IRC and
implemented by Ministry of Labor decree. To maintain a decent standard of living
in the face of failing real wages, many Hungarians supplement their income with
second jobs. The 1992 labor code specifies various conditions of employment includ-
ing termination procedures, severance pay, maternity leave trade union consulta-tion rights in some management decisions, annual and sick leave entitlements, and
labor conflict resolution procedures. Labor Courts and the Ministry of Labor enforce
occupational safety standards set by the government, but specific safety conditions
are not always up to internationally accepted standards.

f. Rights in Sectors With U.S. Investment.-Labor conditions in sectors with U.S.
investment do not differ significantly from those in Hungarian firms.

Extent of U.S. Investment in Selected Industries.-U.S. Direct
Investment Position Abroad on an Historical Cost Basis-1992

[Millions of U.S. dollars)

Category Amount

Petroleum ............................................................................... 0
Total M anufacturing .............................................................. 182

Food & Kindred Products .................................................. 5
Chemicals and Allied Products ......................................... (1)
Metals, Primary & Fabricated .......................................... (1)
Machinery, except Electrical ............................................. 0
Electric & Electronic Equipment ...................................... 0
Transportation Equipment ................................................ 8
Other M anufacturing ......................................................... (1)

Wholesale Trade ..................................................................... 52
B anking ................................................................................... (1)
Finance and Insurance ......................................................... 0
Services .................................................................................. 0
Other Industries ..................................................................... (1)
TOTAL ALL INDUSTRIES ................................................... 336

1 Suppressed to avoid disclosing data of individual companies.
Source: U.S. Department of Commerce, Bureau of Economic Analysis.
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Key Economic Indicators
(Mifionm of Irish pounds unless otherwise noted

1991 1992 19931

Income, Prroducdm, and Employment:Real GDPS .......... . . .. ........................ 00 oo*.............

Real GDP Growth Rate (pet) .............................
GDP at Current Prices' by Sector.

Agriculture, Forestry and Fishing .................
Industry .......................................
Distribution, Transport and Communication
Public Administration and Defense ...............
Other Domestic.....................
Adjustment for Financial Services..............

GDP at Factor Cost...........................
Plus Taxes on Expenditure....................
Less Subsidies ............................................

GDP at Market Prices........................
Exports of Goods and Services..................
Real Per Capita GDP.........................
Labor Force (000's)s ...........................................
Unemployment Rate (Standardized rate) ...

Money and Prices:
Money Supply (MU) Year-End..................
Associated Banks' Prime Lending Rate ............
Commercial Interest Rates (Over I Year-Up to

3 Years) .....................................................
Savings Interest Rate (Investment Share Ac-

counts) .............................................................
Investment Rate:

1-Year to Maturity........................
8-Year to Maturity........................

Consumer Price Index (Base Mid-Nov. '89 as
100) ................. ................

Retail Sales Index (Base 1980 As 100) .............
Wholesale Price Index (Base 1985 As 100) .......
Exchange Rate ($ per IP) (3d quarter) ..............
Exchange Rate (ECU per IP)..................

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

Exports to U.S.1 ............................
Total Imports (CIF)..........................

Imports from U.S.1 .........................
International Fund for Ireland (IFI):

Aid from U.8s (000') ........................
Aid from other Countries:

Canada (000's)..............................................
New Zealand (000's) .......................
European Community (000's)................

FEOGRA (Agriculture) Intervention/Export
Refunds.

Grants to Farmers, Headage Schemes,
Drainage, Etc..............................

European Social Fund.......................
European Region. Devel. Fund................

Gross Public Sector Foreign Debt (External
Gov. Debt) ..................................................

25,072 26,313
1.5 4.9

2,313
9,266
4,836
1,477
8,425

-1,145
25,072
4,514

-1,821
27,765
16,893
7,163
1,338

15.0

3,196
11.25

2,512
9,876
4,457
1,593
9,064

-1,189
26,313
4,784

-1,650
29,448
18,673
7,518
1,356

16.0

27,880
2.6

N/A
N/A
N/A
N/A
N/A
NIA
N/A
N/A
N/A

31,038
20,304
7,966
1,377

17.0

3,228 33,382
19.00 4 7.35-7.5

12.5-.75 15-15.5 59.5-11.5

5.0-7.25 6.5-10.75 50.75-4.0

10.36
9.12

105.0
197.0
106.4

1.61
1.30

14,675
1,309

12,688
1,925

13,534

321
0

11,408

1,334

143
371
342

8,848

13.13
10.40

108.2
206.8
107.3

1.71
1.31

16,384
1,368

13,022
1,869

55.87
57.23

6110.2
7210.0

N/A
1.41

81.23

17,887
N/A

14,241
N/A

9,171 14,184

0
95

10,675

1,114

144
277
445

N/A
N/A

16,189

1,114

129
299
474

9,128 118,721
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Key Economic Indicators-Continued
[Millions of Irish pounds unless otherwise noted)

1991 1992 19931

Debt Service Cost ................................................ 2,336 2,319 N/A
Gold and FOREX Reserves ................................ 3,266 2,113 114,256
Trade Balance ..................................................... +2,167 +3,434 +3,646
Balance with U.S . .. ...... s.s .- 616 -501 N/A

N/A-Not available.
I Estimated.
AGDP at factor cot.
SAnnual average.41JAut.).

eMid.Aug).
(2nd1 qt).

o se trade.
lODue to the abolition of customs procedures within the EU in January IM and the introduction of the

INTRASTAT reporting system throughout the EU, monthly trade statistics or 1993 will not be available
until later in the year.

"U(June).
SourceE: Central Bank of Ireland (CBD; Central Statistics Office (CSO); .Economic and Social Research In.

stitute (ESRD; Irish Trade Board (ITBM), apartment of Enterprise and Employment (DEE).

1. General Policy Framework
Ireland has a small open economy which is very dependent on international trade.

Exports of goods and services in 1992 were equivalent to 71 percent of GNP, while
imports were equivalent to 60 percent of GNP. Government policies are generally
formulated to facilitate trade and inward direct investment. Ireland has a market
economy, which is based primarily on private ownership. Government ownership
and control of compames generally occur In those sectors which are considered by
the government to be netural monopolies, those in which the state has stepped in
to assist failing firms, or those of special importance to the economy. In the majority
of cases, .overnment-owned firms are operated on a commercial basis, and may be
in competition with privately owned firms in the same sector. In recent years the
government has taken steps to reduce its share holding in a number of companies
which are considered viable. The government's domestic policy is heavily influenced
by the chronic high unemployment (16.7 percent seasonally adjusted in August
1993). A young and growing work force will continue to put pressure on the libor
market in Ireland through the end of the century and will likely continue to emi-
grate in significant numbers.

Fiscal Policy: In 1992, Ireland's government debt was approximately IP 27.0 b;f-
lion, of which about IP 10.9 billion was denominated in foreign currencies. The de4tt
has generally been financed by the sale of government securities. The vast majority
of the debt was accumulated in the 1970's and early 1980's, partly as a result of
oil price shocks, but more generally as a result of expanding social welfare programs
and high government employment. The debt grew rapidly in the late 1970'a and
early 1980Ws due to increased interest rates and-large government deficits. However,
successive governments have made considerable progress during the past six years
in reducing-budget deficits and containing the growth of total debt.

There has been general cooperation by major political parties, labor and employ-
ers in government fiscal austerity programs since 1987. A major element of the gov-
ernment's success in fostering economic growth was the continuation of the national
economic program, which succeeded the previous three-year program. The three.
year national economic pact, known as the Program for Economic and Social
Progress (PESP) was negotiated in early 1991. It contained similar provisions to the
previousprogram for moderate wage increases and improvements in government fi-
nances. The present national economic program expires at the end of 1993. Govern-
ment budget deficits fell dramatically while exports, investment and consumer
spending showed strong growth. However, there has been a disappointing increase
in unemployment, by some 58,000_over the last three years, despite a reduction of
20,000 inthe years 1988 to 1990. Projections for 1993 indicate that government bor-
rowig will be about 2.9 percent of GNP.

Irish tax policies have a major effect on personal consumption and demand for im-
ported goods. Personal income tax rates are high in Ireland. Over the last few years,in conjunction with the massive reduction in public borrowing which was achieved,
the government made substantial progress in relation to income tax and has re-
duced the standard and higher rates by six points respectively. Income tax rates did

. I I III low
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not change in the 1993 budget and remain at 27 and 48 percent. Sixty-two percent
of Irish tax payers are in the 27 percent standard rate bracket. A one percent in-
come levy was introduced in the 1993 budget (supposedly as a temporarymeasure)
to fund employment and social services programs. Irish value-added tax (VAT) rates
are among the highest in the European Union (EU) and were streamlined in the
1993 budget. The standard corporate income tax rate in Ireland is 40 percent. Man-
ufacturing firms and many exporting firms pay only 10 percent on corporate income
under special arrangements designed to boost industrial development.

Monetary Policy:.ireland's monetary policies are aimed primarily at maintaining
exchange rate stability within the European Monetary System (EMS), which Ireland
joined in 1979. Interest rates are the predominate tool used by the Central Bank
to affect monetary variables.
2. Exchange Rate Policies

Until 1979, the Irish pound was pegged to the pound sterling. In March 1979, Ire-
land joined the Exchange Rate Mechanism (ERM) of the EMS and broke its link
to the British currency. It has, however, endeavored to maintain a stable competi-
tive exchange rate against sterling due to the large amount of trade carried on be-
tween Ireland and the U.K. Following changes to the ERM in August, 1993, mem-
bership in the ERM now involves a commitment to maintain the Irish currency
within a band plus or minus 15 percent of its central parity rate in the ERM. The
Irish pound has been adjusted downward three times since Ireland joined the EMS,
January 1993 being the most recent. Adjustments were 3.5 percent in 1983 8 per-
cent in 1986 and 10 percent in 1993. As part of the Common Agriculturai Policy
(CAP) of the EU, Ireland has maintained multiple exchange rates (known as green
currency exchange rates) on agricultural goods subject to the CAP. Devaluation of
thebe rates usually mirror those of the Irish currency.

In accordance with Ireland's EU obligations the removal of all remaining existing
exchange controls took place in December, 1992, bringing to an end the Irish Ex-
change Controls Act of 1954-1990. New legislation was introduced in order to en-
sure, among other things, that the government can continue to Impose financial
sanctions (i.e. on Iraq and former Yugoslavia) under its international obligations.

Ireland is a signatory to Article VIII of the International Monetary Fund Agree-
ment, regarding freedom of current payments (including payments for goods and
services imported) between residents and non-residents. In addition, Ireland sub-
scribes to the Code of Liberalization of Capital Movements and the Code of Liberal-
ization of Current Invisible Operations of the OECD.

3. Structural Policies
In October 1991, the Irish government adopted a new Competition Act. The legis-

lation marks a shift from the previous system of restrictive practices orders and ad-
ministrative control, to a system which allows claims of anticompetitive behavior to
be pursued in the courts. As a result, the government has revoked price controls
on petroleum products and all other restrictive practice orders. Controls on below
cost selling of grocery and food items do exist.

Tax Policies: The Irish tax system for cororations favors manufacturing and ex-
porting companies. Those companies pay a business income tax of only 10 percent,
compared to the normal rate of 40 percent. This gap encourages the development
of export and manufacturing industries, and discourages growth in other Industries.
The 10 percent corporate tax rate has been extended by the government to the year
2010. Personal income tax rates are relatively high, encouraging tax avoidance by
people at all income levels, which has led to the creation of a "black economy" esti-
mated at between IP two to three billion. To address the problem, the government
introduced a "tax amnesty" bill in June 1993 to provide those who failed to meet
their tax obligations in the past with a final opportunity to regularize their affairs.

The standard rate of tax, 27 percent, is assessed on single workers earning more
than IP 3,600 ($5,076) and on married workers earning more than IP 7,200
($10,152). The top rate for personal income tax is 48 percent and applies to single
workers earning mere than IP 11,275 ($15,897) and married workers earning more
than IP 22,550 ($31,795). Many pay an additional 8.75 percent of their earnings for
a variety of social security programs, including a one percent income levy which was
introduced in the 1993 budget (supposedly as a temporary measure) to fund employ-
ment and- social services programs. Value added tax (VAT) rates are among the
highest in the European Union (EU) and were streamlined in the 1993 budget. Most
goods and services will now be taxed at either a 12.5 or 21 percent rate. A zero or
2.5 percent rate however, will apply to certain items. VAT rates and many excise
taxes are the subject of harmonization in the EU. The completion of the Single Mar-
ket has eased the movement of products between EU member states and has, since
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January 1, 1993, eliminated many customs controls in Ireland for items of EU ori-
gin.

Regulatory Policies: Government investment incentives are weighted toward high
technology, export-oriented companies. Capital grants by the Irish Industrial Devel-
opment Authority (IDA) reportedly have tended to favor capital intensive invest-
ments over labor intensive ones.
4. Debt Management Policies

Ireland's total exchequer debt amounted to about IP 27.0 billion, or about 103 per-
cent of estimated 1992 GNP. While the debt has continued to grow in nominal
terms, it has fallen as a percentage of GNP since 1987, when it was 117 percent
of GNP. The foreign portion of the debt is IP 10.9 billion. As of June 1993, 12.6 per-
cent of Ireland's foreign debt was denominated in dollars, 36.0 percent was in Ger-
man marks, 22.0 percent was in Swiss francs 10.3 percent in Japanese yen, 5.5 per-
cent in European currency units (ECU), and lesser amounts in Dutch guilders, Brit-
ish sterling, Belgian francs, and Austrian schillings. Debt service costs in 1992 were
IP 2.3 billion ($3.9 billion), about 12.2 percent of estimated Irish exports of goods
and services and about 8.7 percent of GNP. In 1991 the government created an
independent agency to manage the debt, the National Treasury Management Agen-cy (NTMA).

5. Significant Barriers to U.S. Exports
Ireland maintains a limited number of barriers to U.S. services trade. Airlines

serving Ireland may provide their own ground handling services, but are prohibited
from providing ground handling services to other airlines.

The Irish banking and insurance sectors are slowly becoming deregulated. Full
deregulation in insurance will not occur until 1998. However, an immediate oppor.
tunit for U.S. companies exists in the Dublin International Financial Services Cen-
ter (ISC). This center offers U.S. companies the opportunity to establish an EU fi-
nancial base. The IFSC is attracting international financialservices such as asset
financing, captive insurance, fund and investment management, and corporate
treasury measurement. Qualified financial services companies have a maximum tax
of 10 percent through the year 2005. There are approximately 240 projects ap-
proved. The United States has the second largest representation with approximately
46 projects.

Exchange controls on foreign travel by Irish citizens. have been eliminated. Al-
though they have been liberalized in recent years, Ireland still maintains some of
the strictest animal and plant health imprt restrictions in the EU. These, together
with EU import duties, effectively exclude many meat-based foods, fresh vegetables
and other a cultural products.

The EU directive on broadcasting activities was adopted on October 3, 1989. The
primary purpose of the directive is to promote the free flow of broadcasting services
across national boundaries. Separately, the Council of Europe agreed to a conven-
tion on transfrontier broadcasting which is largely the same as the EU directive.
The main components of the directive are (a) general provisions which require mem-
ber states to ensure freedom of reception of broadcasts from other member states;
(b) provisions for the promotion of distribution and production of television pro.
grams- (c) provisions for advertising, sponsorship, the protection of minors, and right
of reply. Many of the provisions of the directive have been transposed into law
under the broadcasting Act, 1990. In short, cable and multichannel microwave dis-
tribution system (MMDS) operators will no longer require approval in advance of
relaying a service. In 1991, Ireland implemented EU regulations which require
broadcasters to reserve a majority of broadcasting time for European works and to
reserve at least 10 percent of transmission time or budget for independently pro-
duced European programs.
6. Export Subsidies Policies

Export sales relief (ESR) was discontinued in April 1990 in line with Ireland's EU
obligations. Companies manufacturing goods in Ireland benefit from a reduced rate
of corporation tax of 10 percent on their profits. Stockholders of companies eligible
for this program paid income tax of only 10 percent on dividends received from the
company, rather than the normal tax rate (27-48 percent). This program will expire
at the end of the year 2010. There are no tax or duty exemptions on imported inputs
except for those companies located in the Shannon Duty Free processing zone and
Ringaskiddy Port. Ringaskiddy is Ireland's major deep water port located in the
Cork harbor complex. The Shannon Duty Free processing zone benefits from the re-
duced rate of corporation tax of 10 percent, while Ringaskiddy does not. No duties
are levied at Shannon Free Zone on goods destined for non-EU countries.

I
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The Irish Trade Board (Bord Trachtala) provides a single, integrated range of
marketing support services for companies selling in Ireland and developing export
sales. As of January 1, 1992, the government provides export credit insurance for
political risk and medium-term commercial risk in accordance with OECD guide.
lines. Export credit insurance for short-term commercial risk is available from the
private insurance sector. As a participant in the Common Agricultural Policy (CAP)
of the EU the Irish Department of Agriculture and Food administers CAP export
refund anA exchange rate programs on behalf of the EU Commission.
7. Protection of U.S. Intellectual Property

Ireland supports strong protection for intellectual property rights. The govern-
ment encourages foreign investment, especially in high-tech industries. Con.
sequently, protection of intellectual property rights has been an important part of
the government's business policy. Protection is generally on a par with other devel-
ope.d countries in Europe, and the government is responsive to problems which
arise.

Patents: Following the enactment in February, 1992 of the Patents Act, 1992, Ire-
land ratified the European Patent Convention and the Patent Cooperation Treaty.
The Convention and the Treaty entered into force, as did the 1992 Patents Act, on
August 1, 1992. The Act updates national law in a number of important respects
and the substantive law is in line with that of other European countries who have
harmonized their laws on the basis of the European Patent Convention. The new
legislation will also facilitate speedier processing ofpatent application; it providesor a patent term of 20 years and contains provision for the grant of short-term pat-
ents (half the duration of the normal patent) in the interest of small/medium
innovators. The amendment of the Constitution approved by the referendum held
in June 1992 has cleared the way for Ireland's ratification of the agreement relating
to Community patents.

Trademarks: Existing trademark legislation in Ireland does not specifically cover
service industry trademarks, although some court cases have extended protection to
trademarks in service industries. The government is considering the need for new
legislation to make protection explicit.

Copyrights: Copyright protection in Ireland is generally considered to be good.
However, industry sources have indicated that penalties for infringement of copy-
rights on video tapes are not sufficiently severe to curb pirating. A review of Irish
copyright legislation will be undertaken as a result, inter alia, of developments in
the EU. In that context, the government may consider strengthened penalties for
copyright infringement.
8. Worker Rights

a. The R1ght of Association.-Irish workers have the right to associate freely and
to strike. The right to join a union is guaranteed by law, as is the right to refrain
from joining. The Industrial Relations Act of 1990 provides members and officials
of unions immunities for industrial actions taken with regard to terms or conditions
of employment. The Act contains some limitations on picketing. A code of practice,
drawn up by the Labor Relations Commission, was introduced by the government
in June, 1993 It Iays down guidelines of duties and responsibilities of employee rep-
resentatives and the protection and facilities to be granted to them by employers.

About 48 percent of all private sector workers and 52 percent of all public sector
workers are trade union members. Police and military personnel are prohibited from
joining unions or striking, but they may form associations to represent them in mat-
ters o pay, working conditions, and general 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 both the
Republic and Northern Ireland, has 70 member unions with 678,827 members.
Mergers have steadily reduced the number of unions affiliated to the ICTU in recent
years but union membership numbers are up by 20,000 since 1987. Both the ICTU
and tie unaffiliated unions are independent of the government and of the political
parties. The ICTU is affiliated with the European Trade Union Confederation.

b. The Right to Organize and Bargain Collectively. -Labor unions have full free-
dom to organize andto engage in free collective bargaining. Legislation prohibits
antiunion discrimination. Most terms and conditions of employment in Ireland are
determined through collective bargaining, which took place in 1991 in the context
of a national economic pact (Program for Economic and Social Progress or PESP)
negotiated by representatives of Irish unions, employers, farmers and the govern-
ment. The PESP included an agreement between the Irish Congress of Trade
Unions and the Irish Business and Employers Confederation (IBEC) establishing
standard pay increases for the three year period of the PESP. The agreement pro.
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vided for increases of three percent in 1992 and 3.75 percent in 1993. The present
PESP agreement expires in December 1993. Talks have taken place between govern.
ment and the ICTU and between government and the IBECon the possibility of
a new PESP.

The Industrial Relations Act of 1990 established the Labor Relations Commission
which provides advice and conciliation services in industrial disputes. The Commis-
sion may refer unresolved disputes to the Labor Court. The Labor Court, consisting
of an employer representative, a trade union representative, and an independent
chairman, may investigate trade union disputes, recommend the terms of settle.
ment, engage in conciliation and arbitration, and set up joint committees to regulate
conditions of employment and minimum rates of pay for workers in a given trade
or industry.

c. Prohibition of Forced or Compulsory Labor.-Forced or compulsory labor is pro-
hibited by law and does not exist in Ireland. However, portions of the 1894 Mer-
chant Shipping Act are considered by the International Labor Organization (ILO)
to be inconsistent with the prohibition on forced or compulsory labor.

d. Minimum Age for Employment of Children.-The minimum age for employment
of children is 15 years. Children over 14 years are permitted to carry out light, non.
industrial work during school holidays with the written permission of the parents.
Irish laws limit the working hours in any week for young persons aged between 15
and 16 years to eight hours per day up to a maximum of 40 hours in any week.
The normal working hours are 37.5 hours a week. Young persons aged between 16
and 18 years may work a normal day of eight hours and-a maximum of nine hours
in any day. The normal work week is 40 hours, with a maximum of 45 hours. These
provisions are effectively enforced by the Minister for Enterprise and Employment.

e. Acceptable Conditions of Work.-There is no general minimum wage legislation.
However, some workers are covered by minimum wage laws applicable to specific
industrial sectors, mainly those in which wages tend to be below the average. A re-
cent government submission to an EC Commission white paper on "Growth, Com-
petitiveness and Employment" suggested that a minimum wage policy could hinder
job creation and recommended that the EU assess the potential effects on employ-
ment, of any such proposal to regulate the labor market. In 1992 the average weekly
wage was $406 (in 1992 IP 1.00 was equiv..lent to $1.71) for production and trans-
port workers. Working hours in the industrial sector are limited to nine hours per
day and 48 hours per week. Overtime is limited to two hours per day, 12 hours per
week, and 240 hours in a year. As part of the national economic pact adopted in
1991, the standard work week is being gradually reduced to 39 hours. The Depart-
ment of Enterprise and Employment enforces four basic laws dealing with occupa-
tional safety that provide adequate and comprehensive coverage.

f. Rights in Sectors With U.S. Inuestment.--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. Investment in Selected Industries.-U.S. Direct
Investment Position Abroad on an Historical Cost Basis-1992

[Millions of U.S. dollars)

Category Amount

Petroleum ............................................................................... 119
Total M anufacturing .............................................................. 4,505

Food & Kindred Products .................................................. (1)
Chemicals and Allied Products ......................................... 1,699
Metals, Primary & Fabricated .......................................... 188
Machinery, except Electrical ............................................. 163
Electric & Electronic Equipment ...................................... 858
Transportation Equipment ................................................ (1)
Other M anufacturing ......................................................... 1,258

W holesale Trade ..................................................................... 117
Banking ................................................................................... 9
Finance and Insurance .......................................................... 1,947
Services ................................................................................... (1)
Other Industries ..................................................................... (1)
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Extent of U.S, Investment in Selected Industries.-U.S. Diret
Investment Position Abroad on an Historical Cost Basis--1992--Continued

Millions of U.S. d&lan]

Cator Amount

TOTAL ALL INDUSTRIES ................................................... 7,229
1 Suppremed to avoid disclosng data 4f individual companies.
Source- U.S. Department of Cummerce, Bureau or Economic AnalysiL

ITALY
Key Economic Indicators

(Billions of Italian lire unless otherwise noted]

1991 1992 1993

Income, Production, and Employment:
Real GDP (1985 prices) ...................................... 953,181 963,037 961,817
Real GDP Growth (pct.) ..................................... 1.3 0.9 0.0
GDP (at current prices) (trillion lire) ................ 1,427 1,507 1,558
By Sector (billion lire):

Agriculture ....................................................... 52,780 51,699 N/A
Industry ........................................................... 413,542 424,173 N/A

of which Energy ........................................... 33,494 35,992 N/A
of which Construction ................................. 83,601 87,915 N/A

Services.................. .... ......... 699,880 764,884 N/A
Non-market Services ....................................... 198,068 209,018 N/A

of which Government.........168,868 183,481 N/A
Net Exports of Goods and Services ................... -21,439 -26,555 -13,717
Real GDP per capita (000's) (1985 prices) ........ 16,492 16,656 16,656
Labor Force (000's) ............................................. 24,244 24,189 23,694
Unemployment Rate (pct.) ................................. 10.9 11.5 13.4

Money and Prices:
Money Supply (M2) ............................................. 820,521 857,342 2890,565

(annual percentage growth) ............................ 9.1 4.5 28.8
Base Interest Rates ............................................ 13.9 15.8 212.8
Personal Savings Rate ........................................ 19.1 17.8 N/A
Retail Inflation (COL) ........................................ 6.4 5.4 34.3
Wholesale Inflation (PPI) ................................... 3.3 1.9 44.4
Exchange Rate (lire/$--average) ....................... 1,241 1,233 a 1,550

Trade and Balance of Payments:
Total Exports (FOB) ........................................... 209,747 219,427 5168,910

Exports to US ............................................... 14,445 15,281 512,738
Total Imports (CIF) ............................................ 225,770 232,108 15150,003

Imports from US ............................................ 12,618 12,141 68,429
External Public Debt (billions of lire, year end) 54,800 64,700 674,500
Debt Service Payments ...................................... 5,000 6,200 153,400
Gold and FOREX Reserves (end-period) ........... 70,517 66,517 273,457
Trade Balance ..................................................... -16,023 -12,681 518,908
- Balance with US ............................ 1,827 3,140 64,309

N/A-Not available.
11993 data areestimates by Italian Government or embassy ecept where data are followed by a month

indicating actual data through that period.
$As of September, 1993.
$As of October, 1993.
4Aa of August. 1993.
Jan.-August, 1903.



200

1. General Policy Framework
The Italian economy is the industrialized world's fifth largest, having undergone

a dramatic transformation into an industrial power in the post-war period. A mem-
ber of theGroup of Seven (G-7), the OECD, the GATT, the IMF and the European
Union (EU), Italy maintains a relatively open economy.

The state plays an active role in the economy, not only in the formulation of mac-
roeconomic policy and regulations but also through control of industrial parastatals
and major financial institutions. The state sector accounts for about 40 percent of
economic activity. The government announced a comprehensive privatization pro.
gram in late 1992, but few companies have been sold to date, as the preparations
have been slower than the government expected. Nonetheless, the Italian private
sector is large and dynamic. A few large conglomerates have extensive overseas op-
erations. There are a huge number of small and medium-size firms that compete
effectively in foreign markets. Italy has a number of ma*or population centers, in-
cluding Rome, Milan, and Naples. The northern half of the country is more devel.
o ped and enjoys higher per capita income than the southern half. This divergence
of wealth is also reflected in higher unemployment in the south, which forms one
of Italy's major economic and social problems.

Italy's large public sector deficit and growing public debt constitute its most press-
ing economic problems. The stock of debt exceeds the value of the gross domestic
product (GDP). It is currently estimated to be 119 percent of GDP. The budget defi-
cit was 10.8 percent of GDP in 1992 and is expected to be about 10 percent in 1993.
In 1992-93, the government implemented a serious deficit reductionpolicy designed
to alter the underlying trend deficit. The government cut the 1993 deficit by about
106 trillion lire (roughly $70 billion) through two budget packages and a combina-
tion of increased tax receipts (some were one-time, extraordinary tax measures) and
spending cuts in such areas as pensions, health care, public sector salaries, and
local finances.

The government hopes to reduce the 1994 deficit to 8.7 percent of GDP. The 1994
budget reduction package is estimated at 2.3 percent of GDP. The bulk of the deficit
reduction (1.7 percent of GDP) is to be achieved through cuts in spending on health,
social security, education, and public works. An additional 0.2 percent of GDP is to
come from increases in VAT rates and other indirect taxes. The Italian Government
projects a further 0.4/0.5 percent of GDP in savings on interest payments on the
public debt due to reductions in interest rates. Interest payments are expected to
fall from over 11 percent of GDP in 1992 and 1993 to 10.5/10.6 percent ofrGDP in
1994.

Monetary policy is subordinated to fiscal policy in that the primary objective of
the former is to finance the budget deficit in the least inflationary manner. The
overall monetary policy objective is to hold the increase in both M-2 (currency plus
all bank deposits) and credit to the non-state sector to the expected level of increase
of nominal GDP growth.

Within this policy framework, the Bank of Italy has moved away from direct mon-
etary controls in favor of indirect instruments. This is seen as essential in light of
the integration of European capital markets. The principal monetary policy tool of
the Bank of Italy is open market operations exercised through repurchase agree-
ments with the commercial banks. The central bank discount window is seldom
opened. The discount rate has been reduced from 15 percent in September 1992 to
eight percent in October 1993.
2. Exchange Rate Policy

In January 1990, Italy moved the lira into the narrow band of the ERM (Euro-
pean Rate Mechanism). Thus, the lira could fluctuate no more than 2.25 percent up
or down from its central rate vis-a-vis other participating currencies. In May 1990,
Italy eliminated its remaining foreign exchange controls in order to align its policies
with the EU's directive on liberalization of short-term capital movements. Since May
1990, Italian residents have been completely free to engage in all types of foreign
financial transactions, so that the Italian economy is now in a position to participate
fully in the international integration underway in financial markets.

Due to severe pressures in foreign exchange markets the Italian Government de-
valued the lira by seven percent against the other EIRM currencies on September
13, 1992. Due to persistent pressures, Italy withdrew from the ERM of the Euro-
pean Monetary System (EMS) on September 17, 1992. Italy took this step because
it no longer had sufficient foreign exchange reserves or the credibility to maintain
the parity of the lira with respect to other EU currencies within the ERM and the
intervention of other EU member states' central banks was becoming too expensive.

Even though the lira is out of the ERM the Bank of Italy continues to monitor
exchange rates and wants the lira to stabilize against other EU currencies, and es-
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peclally the deutschemark, in order to avoid tensions with other EU countries (such
"a France) regarding the question of competitive devaluations. The Bank of Italy is
rebuilding reserves and generally does not intervene in the markets to defend the
lira.

The Bank of Italy has been lowering interest rates cautiously, keeping an eye on
German interest rates and the lira/German mark exchange rate. Italian rates rose
rapidly in the summer of 1992 in defense of the lira. The discount rate went fronr
12 percent in June 1992 to 15 percent in September 1992. Then the rate came down
to a more normall, or "pre-crisis* level by December, 12 percent. The discount rate
was eight percent in October 1993.)
3. Structural Policies

Structural rigidities have hindered Italy's economic growth. Rigid hiring and fir-
ing rules downward wage stiffness and high unemployment benefits for redundant
industrial workers have created a resourcediistortin# labor market and have had a
negative impact on job creation. On the positive side, two labor cost agreements
have reduced the cost of labor to less than annual increases in inflation which has
resulted in increased Italian competitiveness in international markets. Poor and in-
efficient infrastructure and public services also hinder growth and add to the cost
of doing business in Italy. The state railway, communications, and postal systems
are particularly notorious in this regard. A third major area of structural rigidity
is financial markets, particularly the banking sector which traditionally have been
heavily regulated and slow to respond to market needs.

The Italian stock market has been characterized by low prices, few listings and
a meager volume of transactions. This has discouraged many businesses from using
it for raising new capital. Italy's stock market is in a state of transition. The ap.
proval of the Security Intermediation law in 1991 signalled an effort to make the
Italian stock market more modem, efficient, and transparent. The law established
a new type of stock brokerage company, the Security Intermediation Company,
known by its Italian acronym, SIM. As oflJanuary 1992, SIMs had replaced individ.
ual stockbrokers as the primary stock market intermediaries. Representatives of the
U.S. and other countries have objected to a provision of the law which requires that
all securities firms wishing to do business in Italy or with Italian clients establish
aSIM in Italy. Due to the high cost of establishing a SIM, the law has adversely
affected the operations of US. financial institutions in Italian capital markets. The
SIMs law violates the basic tenets of the OECD Code of Liberalization and has been
challenged by the EU Commission because it also violates the Treaty of Rome.

Government financial support of economic activity, often through state ownership,
also limits flexibility in the economy. The above, and other structural problems,
have prevented stronger Italian economic growth and limited Italian demand for
US. exports from reaching its potential. Much of the progress in eliminating struc-
tural barriers to higher growth has resulted from movement toward a unified Euro.
pean market. The elimination of foreign exchange controls is one example. Legisla-
tion to reform the banking system, which takes effect on January 1, 1994, is an-
other.

Government procurement and pricing practices are not completely guided by free
market principles. Government procurement, at least in some areas, is heavily di.
reacted toward Italy-based suppliers, e.g. heavy electrical equipment, telecommuni-
cations, and military hardware. Moreover, procurement procedures are not fully
transparent. Except for agricultural products, taxes and customs duties do not
present serious obstacles to US. exports, other than the usual level of bureaucratic
red tape which marks all transactions in Italy. While Italy remains relatively open
to foreign investment, direct foreign investment can become a political issue. The
1990 anti-trust law gives the government the authority to block mergers over a cer-
taIn size involving Foreign companies under certain conditions. Thus far, however,
the anti-trust authority has not acted against foreign investment, concentrating in-
stead on promoting Increased competition in Italian markets. The',. are no impedi-
ments to foreign investment participation in the privatization process.

Italian structural policies are increasingly being made within the framework of
the unification of the European Common Market in 1993. The degree to which these
policies affect demand for U.. exports will to a large extent be determined by the
orientation of the unified raarket after 1993. Despite its severe financial problems,
Italy is committed to participating in economic and monetary union. As a founding
member of the EU, Italy wants to move forward with the first group of countries
in economic and monetary union. Nonetheless, due to the continuing recession and
to the high costs of the convergence measures, there is strong political opposition
to the economic policies necessary for Italy to achieve economic convergence with
other members orethe EU.
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4. Debt Management Policy
Although Italy has not had external debt or serious balance of payments dimcul.

ties since the mid.1970's, its domestic public debt is extremely large. It is financed
principally through domestic capital markets, with various securities ranging in ma-
turity from three months to ten years. Italy also has a large external debt, though
very little of this represents obligations of the Republic of Italy. While Italy's foreign
assets are substantial, it had a net negative investment position of $138.3 billion
at the end of 1992. Italy's banking system had claims on the so-called debtor coun-
tries amounting to $6.9 billion at end.June 1993. Italy's banking system is consider-
ably less exposed to the debtor countries than those in other G-7 countries.

US. and other foreign banks have complained about the handling of the liquida.
tion of EFIM, a large state holding company. Over a year after the liquidation was
announced in July f992, foreign banks and creditors still have not been paid.
5. Significant Barriers to U.S. Exports

Governmentprocurement is fragmented, under-publicized and almost impossible
to access by U.S. exporters without a good Italian representative. In May 1991, Italy
was singled out for early review under the 1988 Trade Act's Title VII procedure.
Through its ownershilpof holding companies, the Italian Government directly or in-
directly controls hundreds of enterprises-including the electrical, water and gas
utilities, and telephone companies. None of these is required to adhere to the terms
of the GAT'I' Government Procurement Code. Tendering procedures do not usually
give su.., factory deadlines. Tenders, other than those also published by the EU, are
only in Italian, and bids must be in Italian. Although not officially stated, there is
strong "Buy Italy" pressure from the electronics industry to increase the percentage
of Italian-made electronic and comguter equipment in the central government mod.
ernization plan. It appears, according to American business sources, that on large
automation contracts awarded by government entities, there have been tenders in
which awards have been made to vendors which have been both high in price and
not the most technically qualified.

Recent scandals involving public works projects throughout Italy have drawn at.
tention to the corruption and kickbacks that have occurred between contractors/ven.
dors, public officials and politicians. As a result, there has been a media and general
public outcry for a more transparent bid and tender process. As of October 1993,
the Parliament is considering legislation which, if implemented, may make govern.
ment procurement more transparent, enabling foreign contractors to hope for great-
er opportunity in this area.

U.S. agricultural exports to Italy compete with products covered under the EU's
Common Agricultural Policy (CAP). For this reason, U.S. products continue to be
subject to quantitative restrictions such as seasonal limitations enforced through li-
censes. Agricultural imports also face sanitary and phytosanitary barriers that re.
suit in the exclusion or restriction of certain U.S. products including beef, some
seeds for planting, and citrus fruit (other than grapefruit). Finally, qualitative re.
strictions also hamper U.S. bull semen imports into Italy.

Telecommunications service.. are still tightly regulated by the state, which main-
tains a monopoly on voice telephony and the telecommunications infrastructure, in-
cluding all switching. Enhanced services must be offered over the public switched
network or through dedicated leased circuits. Resale of leased line capacity remains
prohibited until Italy implements EU directives on telecommunications services.
Multi-user networks are officially outlawed, but are sometimes tolerated where need
is demonstrated. Mobilephone services are at present the monopoly of the state.
owned telephone utility, SIP. As of October 1993, the granting of a second operating
license had been scheduled for April 1994, although the process for awarding a li-
cense had not been set.

The Parliament ir August 1990 passed a law which requires beginning in 1994
that a majority of .V broadcast time for feature films be reserved for EU-origin
films, in keeping with the 1989 EU Broadcast Directive. Another bill approved by
the lower chamber, and now awaiting action in the Senate, proposes progressive tax
rebates, ranging from 25 to 50 percent of the box-office tax, for theater owners that
show Italian films at least 25 percent of the time. A 1965 law already mandates
a 25 day-per-quarter screen quota, but is widely ignored.

In the areas of standards and standards setting, Italy has been slow in accepting
test data from foreign sources, but will be expected to adopt EU standards in this
area. In sectors such as pollution control, the uniformity in application of standards
may vary according to region, thus complicating certification requirements for U.S.
business.
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Some professional categories (e.g. engineers, architects, lawyers, and accountants)
face restrictions that limt their ability to practice in Italy without either possessing
Italian nationality or having received an Italian university degree.

Rulings by individual local customs authorities can be arbitrary or incorrect, re-
suiting in denial or delays of entry of U.S. exports into the country. Considerable
progress has been made in correctinL, these deficiencies, but problems do arise on
a case-by-case basis.

Since 1990, the United States/Italy civil aviation relationship has undergone some
liberalization, including the entry ofrnew U.. carriers in 1991 and 1992. However,
U.S. carriers have expressed concern over a range of doing-business issues, a num-
ber of which relate to the services monopolies at international airports.

While official Italian policy is to encourage foreign investment, industrial projects
require a multitude of approvals and permits from the many-layered Italian bu.
reaucracy, and foreign investments often receive close scrutiny. These lenqthy proce.
dures can, in and of-themselves, present extensive difficulties for the uninitiated for-
eign investor. There are several industry sectors which are either closely regulated
or prohibited outright to foreign investors, including domestic air transport, aircraft
manufacturing, and the state monopolies (e.g., railways, tobacco manufacturing and
electrical power).

Until 1992, meaningful privatization of Italian government parastatals was
thought to be unlikely to take place. However, on August 7, 1992 legislation was
enacted which began the process of converting major groups such as IRI (the indus.
trial state holding company) and ENI (the state energy company) into joint-stock
companies. As of October, 1993, however, very few companies had been sold. A large
bank was scheduled for privatization in December 1993. Privatization of other sub-
sidiaries, including banks, industrial and energy companies, the state insurance
company, and telecommunications companies, is still in the planning stage. Italian
interests may well have the inside track in acquiring the more attractive subsidi-
aries and the government may retain some control over the board of directors.

The expansion of modern distribution units, such as chain stores, department
stores, supermarkets, hypermarkets, and franchises, is severely restricted by local
practice and national legislation which subjects applications for large retail units to
a lengthy and cumbersome authorization process. This favors the small traditional
shops.

Italy provides a number of investment incentives consisting of tax breaks, sub-
sidies and other measures to attract industrial investment to depressed areas, espe-
cially in the south of Italy.

In September 1990 the Italian Parliament approved an anti-trust law. The law
gives the government the right to review mergers and acquisitions over a certainthreshold. The government has the authority to block mergers involving foreign
firms for "reasons essential in the national economy' if the home government of the
foreign firm does not have a similar anti-trust law or applies discriminatory meas-
ures against Italian firms. A similar provision in the law applies to purchases by
foreign entities of five or more percent of an Italian credit institution's equity.

6. Export Subsidies Policies
Italy subscribes to EU directives and Organization for Economic Cooperation and

Development (OECD) agreements on export subsidies. Through the EU, it is a sig-
natory of the GATT Subsidies Code. Italy also provides its farmers extensive export
refunds under the Common Agricultural Policy (CAP), which as of October 1993 are
being scrutinized under CAP reform and the GAIT! negotiations. Italy has an exten-
sive array of export promotion programs. Grants range from funding of travel for
trade fair participation to funding of export consortia and market penetration pro-
grams. Many programs are aimed at assisting small- to medium-size firms. Italy
provides direct assistance to industry and business firms to improve their inter-
national competitiveness. This assistance includes export insurance through SACE,
the state export credit insurance body, as well as direct export credits. With respect
to export-promoting subsidies, U.S. industries have recently expressed particular
concern over Italian Government subsidies to the steel and shipbuilding industries.

7. Protection of U.S. Intellectual Property
The Italian Government is a member of the World Intellectual Property Organiza-

tion, and a party to the Berne and Universal Copyright conventions, the Paris In-
dustrial Property and Brussels Satellites conventions, the Patent Cooperation Trea-
ty, and the Madrid Agreement on International Registration of Trademarks.

Italy since 1989 has been on the intellectual property rights "watch list" under
the Special 301 provision of the 1988 trade law, reflecting widespread problems with
protection of copyrights for computer software and film videos. Over the past year,
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Italian authorities have shown a much greater sensitivity to the need for action in
these areas, mind considerable progress has been made. Enactment in December
1992 of the EU software directive making software copyright violations a criminal
offense was a major step forward. Simultaneously, the Italian Government has sub.
stantially increased enforcement actions against both video and software pirates. A
May 1993 decree by Prime Minister Ciampi established a permanent anti-piracy
committee to coordinate and mobilize government activity in this area. Other relat-
ed activity has included a series of specialized training courses organized by the
Ministry of Interior for Italy's three law enforcement agencies, and a two-day sym-
posium to sensitize judges throughout Italy to the need for stricter application of
the law.

Application of the new software law appears to be making a significant dent In
the longstanding software piracy problem. Prior to enactment of the law, U.S. indus-
try estimated a piracy rate of as high as 80 percent, with consequent losses to U.S.
companies in the neighborhood of $300 million. A major problem has been wide-
spread duplication of software internally by Italian companies. Following stepped-
up enforcement measures early this year, U.S. industry representatives reported
that U.S. personal computer software sales in the second quarter of 1993 (the most
recent data available) soared by 160 percent versus previousyear figures, as the pi-
racy rate declined and Italian companies moved to legalize software holdings.

Film video piracy is also a major problem. U.S. motion picture distributors esti-
mate that some 40 percent of the video market consists of pirated material, with
losses to U.S. firms in the range of $ 240 million. According to these sources, the
television piracy rate is about eight percent and unauthorized film screenings ac-
count for 15-20 percent of all showings. Light sentences handed down by Italian
courts for these offenses have been a major problem. U.S. industry has actively en-
gaged Italian authorities on this issue, and has noted a significant increase in raids
and confiscations of illegal cassettes and equipment. A recent court decision extend-
ing copyright protection from 50 to 62 years fbr pre-war films should address a long-
standing issue about protection for older classics. Another recent ruling provides
support for sequestration of plant and materials used for piracy.

8. Worker Rights
a. The Right of Assoiation.-The Workers' Statute of 1970 provides for the right

to establish a trade union, to join a union and to carry out union activities in the
workplace. Trade unions are not government controlled, and the Constitution fully
protects their right to strike, which is frequently exercised. In practice, the three
major labor confederations have strong ideological ties to the three major political
parties and administer certain social welfare services for the Government, which
compensates them accordingly. Moreover, the Workers' Statute favors the three con-
federations to the extent that it is difficult for small unions, including the so-called
"base committees" (COJIAS), to obtain recognition. In 1990, however, one of the
"base committees", the Locomotive Engineers (COMU), finally was recognized and
seated at the bargaining table. A new tripartite (labor/managementlgovernment) na-
tional agreement signed on July 23, 1993 includes a new structure for plant rep-
resentation bodies (RSU) to replace the now defunct works councils. Once imple-
mented, this may provide more recognition to small unions through election of their
representatives to the RSUs.

The number of hours lost due to strikes in 1992 decreased by seven percent com-
pared to 1991 (19,510 down from 20,895 the year before) as workers tried to pre-
serve job security in the last quarter of 1992. Strikes in 1993 have exceeded 1991
and 1992 levels for the first six months and are expected to surIass annual levels
as well. Italian unions engage freely and actively in international trade union orga-
nizations.

b. The Right to Organize and Bargain Collectively.--The right of workers to orga-
nize and bargain collectively is protected by the Constitution and is freely practiced
throughout the country. Labor-management relations are governed by legislation,
custom, collective bargaining agreements, and labor contracts. A key element of
labor-management-government cooperation affecting the industrial relations climate
was the 1946 agreement on indexing wages (scala mobile) to the cost of living every
three n. inths. This agreement was nullified in December 1991 by a tripartite agree-
ment (labor/management/government). On July 31, 1992, another tripartite agree-
ment permanently abolished the cost-of-living adjustment system. A new system
was negotiated in July 1993. It provides for wage increases to be limited to pro-
grammed inflation in the first two years of four year contracts with a reopener
clause after the second year to adjust wages in accordance with actual inflation. It
also permits plant level bargaining to take place according to schedules established
in national sectoral contracts.
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National collective bargaining agreements in fact apply to all workers regardless
of union membership. The July 23 accord calls for this to be guaranteed by law. Col-lective bargaining at the national level (involving the three confederations, the pub.
lic and private employers' organizations and, where appropriate, the Government)
occurs irregularly and deals with issues of universal concern. As a result of the July
1993 accord, sectoral negotiations, involving national-level industrial unions and
employers' organizations, will now occur at four year intervals and cover all aspects
of labor relations; they also apply to all workers, whether unionized or not. Vol-
untary, non-binding mediation is provided by the Ministry of Labor and is often ef-
fective in bringing labor and management together.

Italy enacted legislation in 1992 to bring it into compliance with the EU Directive
on transfer of ownership. The law provides that the unions of both the former owner
and the new owner's respective companies must be consulted in advance of the sale
and that no worker's benefits will be lost as a result of the transfer of ownership.
Unions have the right to bargain with the employers in case of restructuring proc.
esses and laid off workers are entitled to receive their wages from the earnings com-
pensation fund (financed by employers and the state).

There are no areas of the country, such as export processing zones, where union
organizations and collective bargaining are impeded or discouraged. The law pro-
hibits anti-union discrimination by employers against union members and organiz-
ers. A 1990 law encourages workers in small enterprises (i.e., fewer than 16 employ-
ees) to join unions and requires "just cause" for dismissals from employment.

c. Prohibition of Forced or Compulsory Labor.-Forced or compulsory labor, which
is prohibited by law, does not exist in practice.

d. Minimum Age for Employment of Children.-Under current legislation no child
under 15 years of age may be employed (with some specified exceptions). Whe Min-
istry of Labor may, as an exception, authorize the employment on specific jobs of
children under 15 years of age, for example in artistic presentations or film making,
which are not dangerous orbharmful to the child's morality and health and do not
take place after midnight. The child must have at least 14 consecutive hours of rest
between performances. The minimum age is 16 for youth employed in dangerous,
fatiguing, and unsanitary work, and 18 for youth employed in a number of occupa-
tions including mines, tunnels without mechanical vehicles, and sulfur ovens in Sic-
ily. No worker under 18 years may be employed in driving and pulling trucks and
carriages, or in jobs involving explosives. Minimum age and compulsory education
laws (currently through age 14, but due to be raised to age 16) are effectively en-
forced.

In 1992 Italy annulled ILO Convention 89 which prohibits female bright work and
a new draft law is under review. At present, there is no new legislation under dis-
cussion. Law 903/1977 (on equal opportunities in employment) prevents discrimina.
tion on the ground of sex and reiu atcs prohibition of female night work, defining
as night work only that performed between midnight and six a.m. This law permits
women to performs night work if labor and management have agreed. However,
many small firms have no union representation.

e. Acceptable Conditions of Work.-Minimum work and safety standards are es-
tablished by law and buttressed and extended in collective labor contracts. The
Basic Law of 1923 provides for a maximum workweek of 48 hours-no more than
six days per week and eight hours per day. The eight-hour day ma be exceeded
for some special categories. Most collective labor agreements provide or a 36- to 38-
hour week. Overtime may not exceed 2 hours per day or an average of 12 hours
per week.

There is no minimum wage set under Italian law; basic wages and salaries are
set forth in collective bargaining agreements. National collective bargaining agree-
ments contain minimum standards to which individual employment agreements
must conform. In the absence of agreement between the parties, the courts may ste
in to determine fair wages on the basis of practice in related activities or relates
collective bargaining agreements.

Basic health and safety standards and guidelines for compensation for on-the-job
injury are set forth in an extensive body of law and regulations. In most cases these
standards are exceeded in collective bargaining agreements. A number of EU direc-
tives on safety and health are due to be implemented by December 1993. Enforce-
ment of health and safety regulations is entrusted to labor inspectors, who are em-
ployees of local health units and have the same status as judicial police officers. In-
spectors make periodic visits to companies to ensure observance of safety regula-
tions. Violators may be fined or even imprisoned. Trade unions also play an impor-
tant role in reporting safety violations to inspectors. In 1992 the number of work-
related deaths in industry increased by more than 100 coilpared to 1991 (1,729
compared to 1,568 the year before). In agriculture there were 437 (10 more than in

76-160 0 - 94 - 8
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1991). Part of the problem is an inadequate number of inspectors. Due to high un.
employment there is also pressure on workers to accept unsafe conditions as a nec.
essary evil it they need Jobs. There are many substandard workplaces in Italy, espe.ciallyifn the south.

f. Rights In Sectora With U.S. Inueatment•--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-1992

(Millions of U.S. dollars]

Catqpry Amount

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

Food & Kindred Products .......................... 06-6
Chemicals and Allied Products .........................
Metals, Primary & Fabricated ..................................
Machinery, except Electrical ...........................
Electric & Electronic Equipment ...............
Transportation Equipment .........................
Other Manufacturing ................. .....

Wholesale Trade ............................................
Banking ...................................
Finance and Insurance ............ ...... ..................
Services ...................... .......................... .......
Other Industries ........ ....................
TOTAL ALL INDUSTRIES................... ...........

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

374
2,655
229

3,066
483
205

1,809

416
8,821

2,063
160

1,589
363
193

13,605

KAZAKHSTAN

Key Economic Indicators
(Millions of rubles unless otherwise noted]

1991 1992 1993

Income, Production, and Employment:
Real GDP Growth (pct.)l ...................................
GDP (current prices) I ........................................
By Sector:

Agriculture (incl. pvt .....................................
Communication and Transport ......................
Manufacturing . ................
Construction ................... ...........................
H ousing .................. . ..............................
Trade ............... ...........
Financial Services ...................................
Government, Health and Education ..............
Other ..................................

Net export of Goods and Services (92/93 mil.
US$) .................................................

Per Capita GNP (US$)2 ........... .................
Labor Force (0 0s)1 ...........................................
Unemployment Rate (percent)s .........................
Industrial Output (pct. change) .........................

Money and Prices (annual percentage growth un-
less noted):

Money Supply (M2)' ..........................................
Base Interest Rate (pct ....................................

-5.3 - 13.2 - 15.3
80,983 1,213,616 1,369,700

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

1,620
2,470
9,331
0.05

-13.8

210.7
N/A

159,688
80,716

771,568
75,539
14,899
23,431
9,032

53,575
25,177

1,399
1,690
9,368

0.45
-12.1

N/A
N/A
N/A
N/A
N/A
N/A
N/A
NIA
N/A

1,099
N/A
N/A
0.50
N/A

552.9 4714.2
60 180
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Key Economic Indicators--Continued
(Millions orrublm unles othewise noted)

1991 1992 1993

Personal Savings (MRS Jan-Jul 93) ................. N/A N/A 69,023
CPJ (1991=100)3so*..............................................4100 1,480 '9,851
Exchange Rate: s

Official:
Rubles per $ ................................................. 1.75 193.2 N/A
Tenge per $ .................................................. N/A N/A 5.7

Parallel: Tenge per $*....................................... N/A N/A 7.5
Balance of Payment. and Trade (million of US.

dollars unless noted):
Total non-FSU Exports (FOB)s............... 1,620 1,489 1,002

Exports to U.S.' ............................................... N/A 94 117.6
Total non-FSU Imports (CIF) 1 .................... .N/A 469 254.1

Imports from US.S a...................................... N/A 6 13.3
Aid from U.S.7 ..................................................... N/A N/A 42.4
Aid from other Countries (million Rubles) ....... N/A 1,824.0 N/A
External Debt (pct. of GDP)3.......... ......... N/A N/A 81.6
Gold and FOREX Reserves I .............................. N/A N/A 722.9
Total Trade Balance s3......................................... -3,160 -1,670 4 -488

Non-FSU Trade Bal ........................................ N/A 1,020 748.1
Balance with U.S.1 '4...................................... N/A 88 104.3

N/A-Not available.
'Source: Kazakhstan State Committee for Statistics (GOSKOMSTAT). 1993 figures are for 9 months, ac-

tual where available, otherwise GOSKOMSTAT estimates. GOSKOMSTAT continues to revise its methodol-¶ ~to incorporate international practice.
?ERD estimates.
SIMP Economic Review and embassy estimates.
4National Bank of Kazakhstan. Report to Supreme Soviet I102B/93.
'April 1993.
*GOSKOMSTAT official trade data considers ruble zone trade separately. Much of ruble zone trade is re-

=port. Some U.S. trade falls into this category, but no firm data is available. Total imports CIF in 1992 is
about $800 million according to IMP estimates.

?U.S. Agency for International Development. Includes USAID expenditure for all years.

1. General Policy Framework
Kazakhstoin continues to suffer a severe economic crisis, but is beginning to ex-

pand development of its great natural wealth, principally by means of foreign trade
and Investment. Kazakhstan is a multiethnic nation of 17 million people, vast terri-
tory, and enormously valuable resources, located in the center of Asia.Wlth its econ-
omy still very much in transition, Kazakhstan is beginning to privatize part of its
economy and is rapidly establishing relations with major economic powers and inter-
national companies. With political stability and economic reform, and with adequate
access to markets via fair transit, Kazakhstan can become an important trade and
economic partner.

The decline in GDP continued, falling 15 percent in the first nine months of the
year, reflecting drops in agricultural and industrial production.

The potential of Kazakhstan is based mainly in three sectors, hydrocarbons, other
minerals, and agriculture. Kazakhstan could become one of the world's major oil and
gas exporters by early in the next century. Although current oil production, rel.
atively stable at approximately 500,000 barrels per day, is only about half again as
much as consumption, exploitation of oil reserves counted in the tens of billions of
barrels could dramatically increase production and export, depending on the avail-
ability of export pipelines and transit rights. Kazakhstan is one of the richest min-
eral storehouses in the world. As with hydrocarbons, it has begun to open its mines
to foreign technology and investment, but state ownership of mineral deposits is a
drawback to attracting desperately needed forign joint ventures. There are major
deposits of coal, chromites, copper, bauxites, phosphorites, Iron, rare earths, silver
and gold.

Kazakhstan is the only grain exporter, principally of wheat, among the former So-
viet republics. A record harvest in 1992 (32 million tons) provided as much as 10
million tons for export, but a smaller harvest in 1993 (25 million tons) severely re-
duced exports. Leaving aside weather variables, yields are not likely to Improve
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much without the privatization of agriculture, and elimination of the stifling "state
orders" system. Extensive pasturage-hel sustain a livestock industry.

Two years after its formal iTndepenrence Kazakhstan attained monetary inde-
pendence in November 1993, when it issued its own currency, the tenge., following
the collapse of the ruble zone. Through October, Kazakhstan attempted to remain
in some kinrd of ruble zone and signed a number of agreements with Russia which
were never implemented. The initial issuance of the tenge, over November 15-22,
was relatively smooth, although the tenge still has not been allowed to float freely.

The immediate period leading up to the issuance of the new currency was accom-
panied by severe economic dislocation, and near hyper-inflation. Prices rose some
35-50 percent per month in the latter part of the year. A near tripling of the money
supply in the last months of the ruble zone was exacerbated by massive unofficial
flows of "old rubles" into Kazakhstan. Along with imported hyper-inflation in the
initial months of the year, these flows brought inflation over 1993 to approximately
2,000 percent. The movement of prices toward world levels reduced distortions.
Reces in Almaty rose to among the highest in the former Soviet Union.

Wages and, especially, pensions did not keep pace, however, putting the bulk of
the population in increasingly difficult straits. According to some estimates, mini-
mum wage and social benefits fell to about one-fourth of 1991 levels; as much as
20 percent of the population could be in serious poverty. For these people, prices
of most medicines were out of reach, quality of diet further deteriorated, and social
services were severely curtailed.

As 1993 wore on, Kazakhstan increased the pace of economic reform and privat-
ization, although implementation was slow. The Supreme Soviet adopted a good
Constitution and a number of improved laws, but the legal environment for business
remains mixed. Lack of legal certainty deterred some investors, but others moved
forward on the basis of positive decisions by the government, sometimes backed by
Presidential or Council of Ministers' Decrees. Offcials acknowledged that many eco.
nomic laws were transitional and would be further revised to reflect the move to
a more privatized, market-oriented economy. In the absence of an adequate oil and
gas law, some international oil agreements signed by the government included
clauses affirming their validity, notwithstanding existing legislation.

A USAID/Worid Bank funded program of privatization began in July 1993. Under
its terms, the State Property Committee (GKI) oversees the disposal of enterprises.
Small-scale enterprises (less than 200 employees) including shops and transport.are
being sold at auction. "Mass Privatization" included the issuance of coupons to citi-
zens, who would invest them in holding companies, which in turn would purchase
shares of most medium-scale enterprises (200-5,000 employees). Large-scale enter-
prises would be privatized on a case-by-case basis. The Almaty Tobacco Factory is
being sold to the Philip Morris Corporation in the largest privatization with foreign
investment in the former Soviet Union. In general, government policy continued to
feature majority state ownership of large or key enterprises. Some policy-makers
have indicated that the government would over time reduce its stake. Private own.
ership of housing, already widespread, continues to broaden through a voucher
scheme.

The still dominant state sector remained characterized by inefficiency, price dis-
tortion, and overstaflIng. State-owned enterprises were forced, by reduction of sub-
sidies and heavily subsidized credits (with inflation, these carry sharply negative
real interest), to behave more like commercial entities. Some, as in the non-ferrous
metals industry, did relatively well, mostly by exporting. Most enterprises, however,
faced severe problems and some had to cease production. A special problem is get-
ting paid for goods shipped, especially from customers in the other former Soviet
republics. This particularly hurt manufacturing, dependent on inputs from other
former republics. Governments have sought agreement on methods, including bank-
ing arrangements, to ameliorate the payments problem, but a satisfactory system
had not been implemented by the end of 1993.

The nascent domestic private sector, based primarily in wholesale and retail
trade, has flourished. It began to accumulate capital which it appeared to invest
as well as consume. Local entrepreneurs, particularly in trade and to a lesser extent
in small-scale manufacturing, were often creative and energetic. Some prospered
through links to government officials and bribery. Along with the economic crisis
and ethnic anxieties, growing corruption is a severe problem facing the young na-
tion.

The banking system has evolved considerably as Kazakhstani bankers began to
gain experience in trade and foreign transactions and developed relations with for-
eign banks. Foreign and joint venture banks emerged. The domestic banking system
as a whole remained undeveloped, and depended heavily on subsidized credits from
the National (Central) Bank.
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Kazakhstan firmly established its links with international business in 1993, when
it signed major agreements with Chevron for oil production; with the largest-ever
international oil consortium including Mobil, for the preliminary exploration of the
Caspian Shelf; and with Philip Morris. Each agreement is the largest of its kind in
the former Soviet Union. Most of the other major international oil companies, and
several oil independents, as well as leading firms in other industries pursued oppor.
tunities. Important trade prospects include infrastructure development, oil and gas
and mining equipment and services, and passenger aircraft. From mid-1992 to the
end of 1993, permanent U.S. business presence In Kazakhstan grew from a single
office to more than flfty establishments, some of them small businesses.

One result is the fall in the share of Kazakhstan's trade with Russia and the
other republics from over 90 percent to approximately 70 percent of total trade.
China, which continued to upgrade its passenger and freight rail connection, has be-
come a leading source of consumer goods. Other countries, including the United
States, have increased their trade with Kazakhstan.

Structure of economic policy making: Economic policy-making is complicated and
changing. Authority flows from the President through the Prime Minister to the
Council ofrMinistries. Macroeconomic policy is under a First Deputy Prime Minister.
Separate Deputy Prime Ministers, at least nominally, oversee foreign trade, indus.
try, and agic1ture. In reality, most ministries are increasingly autonomous, as
central but contributions to them have declined sharply in real terms. Principal
economic ministries include the Ministry of Economy, which oversees planning and
foreign debt; the Ministry of Finance, which has primarily budgetary and tax re-
sponsibilities; and the Ministry for Foreign Economic Relations which controls ex-
port licenses. Both the Ministry of Energy and the Ministry of ideology are involved
in oil and gas agreements. The National Bank issues money and credit. There is
also a National Age ncy for Foreign Investment within the Ministry of the Economy.

In practice, muc policy is determined by individuals, or by temporary groupings.
The issuance of the national currency was carried out under a committee headed
by the Prime Minister, with guidance from President Nazarbayev. Most economic
policy was designed by a small group of economic reformers, which has the support
of the President on most issues.

Fiscal policy: The Kazakhstan government has distinguished itself by its fiscal re-
straint. The 1993 deficit is estimated at approximately six percent of rDP, less than
in 1992, and within IMF Systematic Transformation Facility targets. Military
spending remained low, with many defense activities in Kazakhstan financed by
Xussia for its own purposes. The move toward market prices has increased the
budgetary impact of food and energy subsidies. For 1992, the IMF estimated that
halirthe deficit was financed by domestic resources, principally credit emissions.

Monetary policy: The end ofrthe ruble zone and the issuance of its own currency
resulted in great variation of monetary policy during 1993. Limitations on the trans-
fer of ruble balances in mid-1992 meant that Kazakhstan exercised some monetary
authority throughout 1993. Inflation and the extensive issuance of credits to cover
enterprise arrears contributed to a steady and significant increase in the non-cash
money supply. The country was plagued by cash shortages throughout the first
seven months of 1993.

Russia's move to a new ruble and the subsequent movement of huge amounts of
old rubles into Kazakhstan saw the money supply grow from a trillion rubles in Sep-
tember to between 3.5 And 4.5 trillion in November. At the time it issued the tenge,
Kazakhstan claimed reserves of approximately $720 million, some $230 million of
which was in gold. With the issuance of the new currency, the government sharply
restricted the money supply. Hundreds of billions of rubles were frozen in accounts
for up to six months, while government commissions ruled on the legitimacy of their

Kazakhstan is a member of the IMF, the World Bank, the European Bank for Re-

construction and Development (EBRD), and the Asian Development Bank (ADB).
Kazakhstan reached agreement on a Systemic Transformation Facility with the IMF
in July 1993 and drew its first tranche of $83.5 million. After meeting IMF targets,
it planned to draw the second tranche at the end of 1993. In December, in Almaty,

IF managing director Camdessus reviewed a letter of intent for a Standby Agree-
ment, which the government has submitted to the IMF. If approved by the IMF
Board, Kazakhstan could receive an additional $167 million in 1994 (up to its full
IMF quota).

The World Bank coordinates assistance efforts for Kazakhstan. The World Bank
signed a rehabilitation loan for $180 million, and is negotiating additional credits.
In consultation with the IBRD Kazakhstan is also seeking additional donor support.
Kazakhstan is an observer of the GATT, and has been awarded favorable consider-
ation treatment by COCOM.
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. Exchange Rate Policy
When it issued its own currency, Kazakhstan gained responsibility for managing

ts exchange rate. At the time it clamped down on what had evolved into a relatively
free and floating unomcial foreign exchange market for the ruble. The government
promised a floating rate for the tenge, but initially supported it at an implicit peg
to the Russian ruble. The initial rate for the tenge was 4.7 to the dollar, which
many observers viewed as unrealistic. By mid-December 1993, the official rate for
the tenge was 5.7 to the dollar. The street price for the tenge rose to about 7.5-
8 tenge to the dollar. IMP and U.S. officials have urged Kazakhstan to let the new
currency float freely and Kazakhstani authorities have promised to do so. By the
end of 1993, a growing number of money exchange points had opened, and the tran-
sition to a floating exchange system appeared to be In the works.
3. Structural Policies

Kazakhstan has freed most internal prices, but continued to subsidize housing,
public transport, energy, and some food prices. The wasteful state order system is
In decline, but still plays an important role, such as in agriculture. Freeing of prices
has resulted in gasoline (retail) and wheat prices (to the farmer) at levels approach-
ing world market prices. Subsidies continue, but at a reduced rate. Approximately
50 percent of the retail bread price is subsidized, but that price significantly in-
creased in line with the higher prices for grain. The State Anti-Monopoly Committee
has some authority to review prices.

Steep real price increases accompanied the issuance of the new currency. At the
same time, howeverthe government issued a list of price controls for essential com-
modities. Many of these prices were at new, higher levels. Barter trade continues,
but is shrinking with the increasing monetization of the economy.

Tax policies: Sound fiscal management has reduced pressure for revenue enhance-
ment. Revenues are derived primarily from income taxes, a value-added tax, and ex-
port duties. Social spending accounted for the most significant portion of expendi-
tures in 1992, followed by financing of the economy. Tax officials indicate that, rath-
er than impose new taxes, they can enhance revenues by better enforcement. At the
end of the year the government announced a series of tax increases and enforcement
upgrades, but it is unclear how these will be implemented. In October 1993,
Kazakhstan signed a treaty with the U.S. on the avoidance of double taxation. A
branch of the private U.S.-based tax foundation opened in 1993 in Almaty.

Regulatory policies: Government regulation is extensive, conflicting, and suffocat-
ing. Itis also a major source of corruption. Application of regulations is often un-
even, as many can be negotiated, or are more honored in the breach than the ob-
servance. Firms often complain that it is difficult to export because licenses are re-
cuired from three or more ministries in Almaty, and sometimes from local authori-
ties as well. With the appearance of the tenge in November, the government intensi-
fied its effort to manage the economy.
4. Debt Management Policies

Kazakhstan accepted joint and several liability for all the debts of the former So-
viet Union, and was assigned a proportionate share of 3.86 percent of total debt,
equal to approximately.$2.5 billion. While acknowledging its formal obligations,
Kazakhstan negotiated the "zero option," with Russia, under which Russia would ac-
cept full responsibility for FSU debt in return for all foreign assets of the FSU.
Kazakhstan initially agreed, but as the agreement must be accepted by all successor
states, it has not yet gone into effect. Kazakhstan has paid neither its 1992 nor
1993 obligations under the existing debt. Kazakhstan has paid short-term obliga-
tions including a $100 million loan from Oman. Commercial creditors have experi-
enced some delays. As part of its financial divorce from Russia, Kazakhstan in-
curred its first inter-governmental debt to the Russian republic. One estimate indi-
cates that debt could already total $1.5 billion, depending on enterprise arrears.

Trade credits: Kazakhstan also began to receive supplier or trade credits from a
number of countries. Germany, Austria, France, Japan, Hungary, and Turkey are
among the countries that have authorized significant credits totalling over $100
million in each case. The US. Eximbank indicated it was willing to provide up to
$238 million in short-term credit insurance. By the end of 1993, however, EXIM had
not yet agreed to offer medium-term credits.
5. Significant Barriers to U.S. Exports

U.S. exports to Kazakhstan appeared to be limited more by the ability of US.
firms to service the Kazakhstan market and the availability of credit than by any
specific barrier established by the Kazakhstan government. Structural barriers in-
clude a still weak system of business law, including the absence of effective bank-
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ruptcy procedures,_and the shortage of domestic capital to pay for US. intermediate
and capital goods. The government appeared to have adopted a strategy of relatively
low import barriers, paid for mainly by developing exports of raw materials.

U.S.-made products were increasingly in evidence in Kazakhstan. The U.S. has
a small share of the private automobile market. U.S. consumer goods were popular.
Kazakhstan became a market for US. capital goods, especially for the key oil and
gas, minerals, and agriculture sectors. Kazakhstan has engaged in discussions for
the purchase of U.S. commercial aircraft. Several hundred UfS. businesses have vis-
itedKazakhstan to explore its markets.

The government maintained no legal barriers to imports of goods in general, or
specifically to U.S. imports. No import licenses were required, as of the end of 1993.
There were, however, a variety of restrictions on imports of services. For example,
the insurance business is closed .to foreign companies. Several U.S. Firms offering
accounting and legal services am currently operating in Kazakhstan, and foreign
airlines appear welcome. Officials have indicated that as part of the tightening of
control over the economy with the introduction of the new currency, the government
would take steps to limit imports, including the possible introduction of import li.
censes. The government proposed restrictions on import of non-essential goods by
means of protective tariffs and duties as well as quotas, beginning January 1994.
Standards and labeling requirements are in practice nonexistent, and at present do
not constitute a constraint.

Kazakhstan has proven to be deeply interested in foreign investment, and has at-
tracted investors from all over the world. Joint ventures have opened not only for
the exploitation of natural resources, but also for the assembly of photocopiers, for
assembly and manufacture of mining and agricultural equipment, and for ollfield
supplies. During 1993, the first international equity issue for a Kazakhstan venture,
the Bakyrchik gold mine, raised over $120 million on the London financial markets.

Formally, there is no equity or participation limit on foreign investment, although
in practice most foreign investment is through joint ventures. There are no export
performance requirements, local content requirements, restrictions on foreign per-
sonnel (other than taxes), or restrictions on repatriation of capital. In practice, repa-
triation of capital or profits may be limited by foreign exchange availability, but this
problem will disappear if a freely floating exchange rate regime is adopted. Many
investors and traders receive payment in commodities. Foreign firms are permitted
in downstream operations and are allowed to function as intermediaries, a role they
frequently fulfill for Kazakhstan government-owned entities.

Government procurement practices are not limited by formal "buy Kazakhstan"
regulations, although there is a clear preference to buy local if possible. There is
a growing preference to buy from a foreign supplier rather than from the former
Soviet Union.

Kazakhstan has a customs agreement with Russia, amounting to a de facto cus-toms union. It still uses customs procedures from the former Soviet Union, which
can be cumbersome. Most goods transit other new independent states, unless they
arrive by air or via China. Foreign firms can import items for their own use duty
free.

Kazakhstan attained most-favored-nation status with the U.S. in 1993 following
the entry into force of an Agreement on Bilateral Trade. A Treaty on the Avoidance
of Double Taxation was signed by Secretary of State Christopher during his October
1993 visit. During his December 1993 visit to Almaty, Vice President Gore presided
over the exchange of instruments of ratification which brought into force a Treaty
concerning the Mutual Encouragement and Protection of Investment. Also in De-
cember, the Overseas Private Investment Corporation (OPIC) signed the first insur-
ance and finance agreements for projects under its agreement to operate in
Kazakhstan.
6. Export Subsidies Policies

Strapped for resources, the government has sharply reduced budgetary subsidiza-
tion of state enterprises. Many enterprises received subsidized state credits, at in-
terest rates so low they were, in practice, gifts. These subsidies, targeted at main-
taining production and employment rather than exports, tend to be directed less at
exporters which are already receiving revenues than at domestic producers, or the
rapidly declining defense industry. Rather than target subsidies at its exports
Kazakhstan does the reverse and taxes them. The precise rate of export taxes vanes
according to the product and can range up to 30 percent. Kazakhstan has protested
as unfair restrictions on its exports (mostly metals) imposed by the U.S. and the
E.U. under the antidumping laws. The U.S. Department of Commerce reached a
consent decree with Kazakhstan in 1992 limiting uranium exports, imposed a 104
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pe ntganti-dumping duty on ferro-silicon, and is investigating Kazakhstani exportso titanium sponge. Europe imposed duties on aluminum exports.
The government moved in 1993 to further limit and increase controls on exports,

imposing an additional burden on the economy and further increasing opportunities
for corruption. Responding in part to capital flight caused by enterprise managers,
the government ordered that beginning January 1, 1994, enterprises would lose
their authority to export directly, and instead be required to channel all exports of
18 critical products through approximately 10 state trading organizations controlled
by the Ministry of Foreign E6onomic Relations. The list includes: oil and gas, coal
and coke, ore and concentrates, ferrous and non-ferrous metals, alumina, precious
metals and stones, products of organic and non-organic chemicals, radioactive chem-
ical elements, grain, cotton, and caviar. These goods also would be subject to export
quota. The regulations include a 100-percent surrender requirement for export pro-
ceeds, although this may be reduced to 50 percent.
7. Protection of U.S. Intellectual Property.

The civil code of Kazakhstan protects, in principle, intellectual property. However,
the absence of criminal sanctions and lax enforcement have meant in practice that
intellectual property rights are unprotected. In 1992, Kazakhstan acceded to the Ge-
neva Convention on the Protection of Intellectual Property and joined the World In-
tellectual Property Organization. In late 1993, the government submitted to the Su-
preme Soviet a draft of a copyright law. If passed, legal sanctions against copyright
violators could be implemented and Kazakhstan would accede to the Berne Conven-
tion. The U.S.-Kazakhstan Biateral Trade Agreement, which came into force in
1993, obligates Kazakhstan to protect intellectual property.

In 1992, Kazakhstan established a National Copyright Agency with jurisdiction
over copyrights in arts, music, science and software, and a National Patent Depart.
meant which registers and regulates patents and trademarks. Registration or trade-
marks began in July 1992. Trademark violation is a crime, and courts are empow-
ered to arbitrate trademark infringement cases, but enforcement is rare.

Patent legislation guarantees the right of inventors to the "name" of their product,
but financial rights of patent holders do not appear to be protected.

Pirated video recordings routinely appear on Kazakhstan television, but are ap-
parently not mass produced in Kazakhstan. Sales of pirated counterfeit goods such
as video and audio recordings result in some loss to U.S. industry, but the domestic
capacity to pay is small. There is no indication that such items are exported. Theat-
rical showings of motion pictures are licensed. Consumer goods with pirated trade-
marks, particularly clothes, were sold in Kazakhstan but usually made elsewhere.
Pirated computer software can be purchased. Software development and manufac.
ture take place elsewhere in part because of limited local capability to produce ad-
vanced product.
8. Worker Rights

a. The Right of Association.-Kazakhstan joined the International Labor Organi-
zation in 1993. The Supreme Soviet adopted a new Labor Code in 1993 which, along
with the Constitution, guarantees basic workers' rights, including the right to orga-
nize, the right to strike, and the right to join a union of the workers' choice. It does
not protect workers from threats or harassment from unions or enterprise manage-
ment. Several strikes occurred in 1993, including one in solidarity with a local
media figure who lost his job.

Many workers remain members of the communist-origin, state-sponsored trade
unions. These unions continued to deduct automatically one percent of worker pay-
checks for dues, and control the 30 percent of the workers salary deducted for pen-
sion fund, and an additional 7.3 per cent for disability and the use of vacation re-
treats. The state-run unions often use their power to enforce labor discipline and
to discourage workers from joining independent unions.

Workers can form and join independent trade unions and apply to have the man-
datory dues deduction transferred. There have been numerous cases of state-spon-
sored unions or local and other government authorities interfering with the right
to form free trade unions. Independent unions are members of a National Independ-
ent Trade Union Center, but only coal miners have obtained international affili-
ation. The government is particularly worried about labor unrest in the Karaganda
area, especially among coal miners working in the large, but inefficient underground
mine system.b. The Right to Organize and Bargain Collectively.-There are significant limits

to the right to organize and bargain collectively. Independent unions have been or.
ganized In some industries, but the process is difficult and often arbitrary. Both
independent and state-sponsored unions have negotiated contracts. If a union's de-
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mands are not acceptable to management they may be presented to an arbitration
commission comprised of management, the union, and independent technical ex-
perts.

c. Prohibition of Forced or Compulsory Labor.-Forced labor is prohibited under
normal circumstances. Nonetheless, students and others traditionally have been
obliged to help with the harvest, with little or no compensation. Prisoners are also
required to work, but they receive some compensation or their labor.d. Minimum Age for Employment of Children.-Minimum age for child labor is 16.
Some children work in Harvest, or on family plots, but the abuse of child labor does
not appear to be a problem.

e. Acceptable Conditions of Work.-Most workers have suffered a decline in their
standard of living due to the economic crisis and severe inflation. By the end of
1993, the minimum wage was insufficient to cover the purchase of even necessities
working conditions are often substandard, with shortages or absence of safety or
protective equipment. The many unhealthy work places are part legacy of the Soviet
disregard for the environment. Exposure of Agricultural workers to unhealthful
amounts of agricultural chemicals may have dlmined due to disruptions of supply.

f. Rights in Sectors With U.S. lnvestment.-Rights and conditions in sectors with
U.S. investment do not differ substantially from other sectors. However, work places
or enterprises with U.S. investment have much better conditions of work than the
norm. U.S. companies have already improved conditions at some job sites.

Extent of U.S. Investment in Selected Industries.-U.S. Direct
Investment Position Abroad on an Historical Cost Basis-1992

(Millions of U.S. dollars

Category Amount

Petroleum .............................................................................. . .(1)
Total Manufacturing .............................................................. 0

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

Wholesale Trade................ ............................... 0
Banking ................................................................................... 0
Finance and Insurance ......................................................... 0
Services .................................................................................. 0
Other Industries ..................................................................... 0
TOTAL ALL INDUSTRIES ................................................... (1)

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

THE KYRGYZ REPUBLIC

Key Economic Indicators
[Millions of Russian rubles unless otherwise noted)l1

1991 1992 19932

Income, Production, and Employment:
Real GDP (1990 prices) ...................................... 7,619 N/A 14.0
Real GDP Growth Rates (pet.) ........................... -5.2 -19 - 18.7
GDP at current prices ........................................ 15,170 106,190 860.6
By Sector:

Agriculture ....................................................... 5,461 N/A 262.3
Energy, Water and Manufacturing ................ 6,826 N/A 445.8
Construction .................................................... 1,214 N/A 34.9
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Key Economic Indicatow-Continued
(Miflions or RnIatami u .b u alulswW no ed]I

M191 im19 I96S

Services and Others ........................................ 1,669 N/A 117.3
Net Exports of Goods and Services ................... 2499 1,673 460.3
Labor Force (000's) ............................................. 1,546 1,525 1,500
Unemployment Rate (pct.) ................................. 1.5 0.17 0.29

Money and Prices:
Money Supply (M) ............................................. 949 15,329 MA
Base Interest Rates ..................... . . . . .. . .. . . .. . .. . .. . .. .  N/A 6 N/A
Personal Saving Rate ......................................... 12.3 4.7 - 11.5
Retail Inflation (pct.) .......................................... 181 1,391 1,464
Wholesale Inflation (pct.) ................................... 259.6 1,754 1,106
Consumer Price Index ........................................ 190.1 1,079 1,495
Exchange Rate:

Ruble/$:
Official .......................................................... 1.75 350 ................
Parallel ......................................................... 145 350 ................

SOm/$ (October 93):
Official ............................................ 7.65
Parallel .......................................... 8.85

Balance of Payments and :rade:
Total Exports (FOB) ........................................... 6,546 52%762 460.3

Exports to U.. ($ millions) ............................ 9.1 N/A 2
Total Imports (CIF) ............................................ 6,884 70,571 617.6

Imports from U.. ($ millions) ....................... 0 8.9 15.7
Aid from U.S. ($ millions) .................................. N/A 18.8 83.6
Aid from Other Countries .................................. N/A 75.0 N/A
External Public Debt ($ millions ....................... 0 43.0 365
Debt Service Payments (paid) ............................ 0 0 2.2
Gold and FOREX Reserves ................................ N/A N/A N/A
Trade Balance ..................................................... -1,744 -17,809 -157

Balance with US. ($ millions) ....................... N/A N/A -13.7
N/A-Not available.
sAil figures uued are fmom 1,yrwz government nmurew
2 Mix.m=th data in millions of Kyrgys sm unlme otherwise noted. Rubflmm o averuimon are done at the

rate of W00 rubles 1 sore.
$Avemqge annual interest rate for 1993 was not available. The base interest rat. en October 10. 199I was
0 percent.

1. General Policy Framework
On August 31, 1991, the Kyrgyz Republic (Ky urstman) declared its independence

as the Soviet Union disintegrated. Since that day, thb country has been struggling
to define its own institutions, laws, and foreign relationshis. To this end, a new
constitution was adopted on May 5, 1993 by an overwhelming vote of the Jogorku
Kenesh (the parliament). The constitution defines the K Republic as a demo.
cratic republic founded on secular principles. It provides fbr a government with
three branches (legislative, executive, and judicial) presided over by a president who
is the head of state.

The Kyrgyz Republic made significant progress in 1993 toward reforming the po-
litical and economic structures created during the soviet piod. In addition to
adopting a new constitution, the K Republic introduced its own national cur-rency, te som. However, like all the 'newly independent states (NIS), Kyrgyzetan
continued to face problems in instituting its economic reform.

The nation's economy continued to deteriorate in 1993 as industrial production de-
clined further while prices rose as subsidies were removed and inflationary pres-
sures continued. The Introduction of the national currency, while giving the nation
an opportunity to escape the higher inflation levels of the ruble zone, also exposed
the economy to pressures from some of its neighbors and created an additional com-
plicating factor in its trade with the rest of the NIS.

The Government of Kyrzy an remains firmly committed to the development of
a market economy. With favorable laws on privatization, joint ventures, foreign
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trade and investment, free economic zones and concessions to foreign investors, the
government has aggressively pursued economic reform and courted foreign invest-
ment.

With the introduction of the som control of monetary policy in Kyrgyzstan trans.
ferred from the Central Bank of the Russian Federation to the National Bank of
Kyrgyzstan (NBK) in Bishkek. The emission rate of the som in May and June was
0.7 and 0.5 Percent, respectively, of the total money supply, compared to a 41 per-
cent emission rate in April with the ruble. In July the discount rate offered by the
NBK to banks and state organizations was doubled to 100 percent.

In an attempt to further control inflation, the government has been pursuing a
restrictive budget policy aimed at reducing Its growing budget deficit. On August
16, the government declared an emergency budget for the second half of 1993. The
declaration stated that budget revenues for the first six months of 1993 were far
below projected levels, with shortfalls in the collection of the value-added tax (VAT),
the tax on profits, the industrial property tax, and especially the excise tax. In addi-
tion, mid-year increases in wages, pensions and other allowances added to the gov-
ernment's difficulties in balancing the budget.

The government introduced a variety of austerity measures to close the gap, in-
cluding a 10-percent reduction in the size of the staff at the Ministries of Education,
Health, and Culture as well as a five percent turnover tax (from which ag'lture,
energy, coal-mining and bread industry are exempt). Nevertheless, in the third
quarter of 1993, budget expenditures exceeded revenues by 36 percent. The govern-
ment's ability to successfully implement its austerity plan and generate additional
revenues was in large part undermined by the continued contraction of the country's
economy. Budget revenues for the second half of 1993 were projected to be 497 mil-
lion soma while outlays were projected to be 657 million soms.

Kyrgyzstan is the first NIS for which the IMF approved an Upper Credit Tranche
Standby Arrangement and also the first to have access to the Systemic Trans-
formation Facility, with potential purchases amounting to about-$85 million (92 per-
cent of quota). This was followed by the approval of a $60 million import rehabi ita-
tion credit from the World Bank on IDA terms. The World Bank continues to coordi-
nate international assistance efforts to Kyrqzstan and in May held a consultative
group meeting to discuss Kyrgzstan's technical assistance needs and priorities. The
Bank also intends to lend to Kyrgyzstan $80 million worth of fast-distursing loans
in the coming year. The Bank will focus in particular on the financial sector, enter-
prise restructuring; new business development and support; the creation of a social
safety net; and, the promotion of the agricultural sector. Kyrgyzstan is also a mem-
ber of the European Bank for Reconstruction and Development and the Asian Devel-
opment Bank.
2. Exchange Rate Policy

Beginning in May 1993, the National Bank started supplying the inter-bank for-
eign exchange market through weekly foreign exchange auctions. Kyrgyzstan's for-
eign exchange market is segmented into official and black markets, and is tightly
regulated by the National Bank, which limits the amount of currency that can be
traded at the weekly auctions. The initial auction rate in May was four soms per
dollar. By November 5 the rate had fallen to 7.70 soms per dollar.

The rates at state commercial banks and on the black market were higher than
the rate fixed by the National Bank. At the beginning of November, they ranged
from 8.5 To 9.2 Sorms to the dollar.
3. Structural Policy

In 1993 Kyrgyzstan continued its privatization program. To date, 4,036 small and
medium-size enterprises, constituting 27.5 percent of all state property, have been
privatized. The rate of privatization is highest in the service sector (92.4 percent of
value), followed by trade and public catering (71.1 percent), and the construction
sector (55.3 Percent). In contrast, the share of privatized assets is much lower in
industry (40.1 percent) and Agriculture (33.7 percent) and even less in the transpor-
tation and wholesale sector.

Pricing policies: Price liberalization continued in 1993. The list of goods and serv-
ices whose prices continued to be regulated was limited to energy, natural gas, coal,
oil products, nonferrous metals and strategic raw materials. Only bread and bread
products were still directly subsidized by the government, although at decreasing
rates, and prices for bread increased five-fold from January to October 1993. Prices
on dairy products were liberalized in February 1993 while prices for housing, trans-
portation and communications had their subsidies removed, but remain regulated.
The government also maintained a limit on the increase retailers can charge over
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the wholesale price of a domestically produced product. Imports are exempt from
this control.

Tax policies: The major source of revenue for the government Is the value-added
tax (20 percent) and enterprise profit taxes (35 percent). Imported raw materials
and components labeled for foreign investment production are exempt from customs
duties.

Foreign Investment: Under Kyrgyzstan's foreign Investment law, "the legal status
and conditions of foreign investment will never be less favorable than the status and
conditions of investment by Juridical persons and citizens of the Kyrgyz republic.*
In May 1993, Kyrgyzstan's parliament adopted several amendments to the Law on
Foreign Investment of February 1992. The new version of the law extends tax ex-
empt status to foreign investors in all sectors with the following grace periods: five
years in manufacturing and construction; three years in mining, agriculture, trans-
portation and communications; and, two years in trade tourism banking, and in-
surance. After expiration of the initial tax-free period the taxes imposed on profits
will be reduced as follows: by 50 percent on profits reinvested in Kysgyzstan; by 25
percent, If not less than 50 percent of the enUrprise's products and services are ex-
ported; by 25 percent, if not less than 50 percent of production is derived from im-
ported raw materials and components; and 25 percent, if no less than 20 percent
of the profit is spent on professional training. The law also guarantees the right of
foreign investors to repatriate their profits. In 1993, a Special Commission on For.
eign Investment (Goskominvest) was created under the government with respon.
sibflity for registering and assisting foreign investors.
4. Debt Management Policies

In a July 1992 bilateral agreement, the Russian federation took over responsibil-
ity for Kyrizstan's share or the former Soviet Union's external debt in return for
Kv stan i share of the former Soviet Union's external assets.

"EWiternal public debt to the other NIS reached 166.6 billion rubles in 1993. Loans
from non-NIS countries and international financial organizations amounted to
$-170.6 million, of which $13.6 million (interest payments) were to be paid in 1993.
Thus as a percentage of GDP, the external debt increased from 4 percent In 1992
to 60 percent in 1993.
5. Significant Barriers to U.S. Exports

Kyrgyzstan lacks hard currency and, despite liberalized foreign exchange laws, re.
patigaTion of earnings is difficult. Kyrgyzstan's abillty to import goods and tech.
nologies which require payment in har currency is therefore severely limited. In
addition inadequate telecommunications and banking facilities, as well as ex-
tremely high transportation costs, add further practical barriers to exporters.

To normalize its trade and investment relations with the Kyrgyz Republic, the
United States has proposed a new network of bilateral economic agreements. The
US..Kyrgyz Trade Agreement, which provides reciprocal most-favored-nation status,
was concluded and entered into force in August 1992.

The same year, the trade agreement was followed by the conclusion of an Over-
seas Private Investment Corporation (OPIC) incentive agrement offering political
risk insurance and other programs to US. companies interested in investing- in
Kyrgyzstan. In January 1993, a US.-Kyrgyz Bilateral Investment Treaty (BIT) was
signed establishing a bilateral legal framework to stimulate mutual investment. In
December 1993, the US.-Kyrgyz Bilateral Investment Treaty came into effect, es-
tablishing a bilateral legal framework to stimulate mutual investment. Further dis-
cussions are needed on the bilateral tax treaty, which would provide businesses re-
lief from double taxation.
6. Export Subsidies Policies

Kyrgyzstan inherited the Soviet legacy of subsidization of state enterprises, but
these subsidies are aimed at maintaining employment and production, and not spe-
cifically at making eorts more competitive.

In 1992, the US. Department of Commerce made a preliminary finding that ura-
nium from Kyrgyzstan was being dumped in the United States. In October 1992,
the Department of Commerce signed an agreement with Kyrgyzstan to suspend the
dumping investigation.
7. Protection of U.S. Intellectual Property

A package of laws on intellectual property rights has been introduced in
Krgyzstan s pariament and is to be discussed during its December session in 1993.

e-new laws will provide for international obligations In the area of intellectual
property rights. The US.-Kyrgyz Trade Agreement includes commitments on protec-
tion of intellectual property.
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8. Worker Rights
a. The Right of Association.-In February 1992, the government adopted a com.

prehensive law which included provisions protecting the rights of all workers to
orm and belong to trade unions. The law requires a minimum of five workers to

form a union. There is no evidence that government policy sought to obstruct the
formation of independent unions. Unions are legally permitted to form and Join fed.
rations and to a Mliate with international trade union bodies.

b. The Right to Organize and Bargain Collectively.-The law recognizes the right
of unions to negotiate for better wages and conditions. In most sectors of the econ-
omy, wage levels continued to be set-by government decree. Union members are pro-
tectedby the law from antiunion discrim-ination.

c. Prohibition of Forced or Compulsory Labor.-Forced or compulsory labor is for-
bidden and does not occur.

d. Minimum Age for Employment of Children.-The minimum age of employment
is 18. Students are allowed to work up to six hours per day in summer or in part.
time jobs from the age of 16. Restrictions on the use of child labor are largely ob.
served.

e. Acceptable Conditions of Work.-The standard work week is 41 hours, usually
within a five-day week. Safety and health conditions in factories are far behind
western standards. An April 1992 law established occupational health and safety
standards as well as enforcement procedures.

f. Rights in Sectors With U.S. Investment. -There is no significant U.S. invest-
ment in the Kyrgyz Republic.

LATVIA

Key Economic Indicators
[Millions or current lats unless otherwise noted)

19911 19921 19932

Income, Production, and Employment:
Real GDP (1990 prices)3 ................ . .. . . .. . .. . . .. . . .. . .  57.3 37.9 22.7
Real GDP growth (pct.)3 .................................... -8.3 -32.9 -22.0
GDP (at current prices)3 ................. . . . .. . .. . .. . . .. . .. .  143.3 1,004.6 970.4
By Sector:

Agriculture, Forestry ...................................... 27.02 163.36 159.89
Manufacturing ................................................. 58.33 302.65 257.92
Construction .................................................... 8.02 50.10 39.00
Mining and Quarrying .................................... 0.27 1.47 1.19
Fishing ............................................................. 1.60 3.68 4.40
Energy and Water ........................................... 2.92 16.20 15.19
Services ............................................................ 45.10 467.08 492.94

Net Exports of Goods and Services ................... N/A 572.7 527.5.
Real Per Capita GDP (lats at 1990 priccs)3 ..... 21.51 14.41 8.8
Labor Force (000's) ............................................. 1,527 1,502 1,483
Unemployment Rate (pct.) ................................. N/A 42.3 55.5

Money and Prices (annual percentage growth):
Money Supply (M2) ............................................. N/A 151.0 N/A
Base Interest Rate (pct.)......................... N/A 120.0 27.0
Retail Inflation (pct. chg.) .................................. 124 951 13.6
Wholesale Inflation ............................................. 124 N/A 32.1
Exchange Rate ($ per lat):'I

Official .............................................................. N/A N/A N/A
M arket .............................................................. N/A 1.12 1.64

Balance of Payments and Trade 6 (millions of
U.S. dollars unless noted):

Total Merchandise Exports (FOB) ..................... 6,357 831 527.5
Exports to U.S .................................................. N/A 11 1.8

Total Merchandise Imports (FOB) .............. . 5,186 1,017 413.5
Imports from U.S ............................................ N/A 55 6.1

Aid from U.S ....................................................... 4.7 6.0 9.0
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Key Economic Indicators-Continued
[Willios Oofrmu t lati unlm o i notwd)

External Public Debt4 ........................................ 10.0 58.3 5184.8
Debt Service (paid; mill. lats) MA 17.55 7.57
Gold and FOREX Res. (mill. lats) ..................).. 0 77.5 7336.2
Trade Balance ..................................................... N/A 1,171 114.0

Balance with uLI ............................................. N/A -44 -4.3
N/A-Not available.
I Since Latvia's ourfuney, the lat. did nmt bein cbWUra~ lMah 19,the Sparesgiven enpresa the

uschange rat. for Latvian rubles (in 1992)M (di~' ul~.at wWWt I enen uiarate..
2Janu-ary-Setlambe, 1993.
sGDP estimates are for the state sector only; the pdvate sector is believed to amount for about 25 percent

of Latvian economic activity in I9. Due to high inflation in 1991-2, rels GDP data (or 1992-93 based on
1990 I pe are ansntaw1meaningless indicatr.

41nd.of.year total for 1992.
dAs of November 1, 1993.
Merchandise trade includes ruble sone.Source:Por i1land 1992, IMP and U.S. Dqmrtment of Commerce

figares inU.S. dollarsm.or 1993. U.S. Embasy estimates in milllonhtt&
?As or tober 1,19i.

1. General Policy Framework
Since independence was restored in August 1991, Latvia has made steady

9ogmesstoward replacing the centrally-planned, socialist system imposed during
e Soviet period with a structure based on free-market principles.The country is

one of the first post-Soviet economies to achieve macroeconomic stability, having
lowered inflation to an annual rate of 7.6 percent in the second and third quarters
of 1993 and recorded a balance of trade surplus for the first half of 1993.

As amended on October 28, 1993, the Latvian state budget for 1993 foresees a
deficit of 30.2 million lats, or 1.8 percent of GDP, which is anticipated to be financed
by borrowing from the Bank of Latvia and by the sale of short-term bills. Latvia
is the only post-Soviet economy to have introduced a freely-convertible national cur-
rency, the [at, while relying on market forces to determine the exchange rate. Its
laissez faire policies with respect to foreign exchange have contributed to Riga's
emerging as a financial center for the former USSR.Structural reform has proceeded most rapidly in agriculture and in the privatiza-
tion of small enterprises. Over 53,800 private farms have been established and most
remaining collective farms transformed into private joint stock companies. However,
many of atvia's new farmers are operating at subsistence levels ue to lack of fi-
nancial resources and credit. Control over urban and rural property is being re-
turned to former owners; the legal right to urban property has not been established
and mechanisms for title registration, sale and mortgaging of real property are not
yet fully developed. The pace of privatization of large enterprises has been slow, as
only about a dozen of Latvia's last industrial enterprises have been privatized.
Privatization of industry has lagged in part because large enterprises are perceived
by potential investors as outdated, inefficient dinosaurs with doubtful or limited fu-
tures.

Latvia's economic transition has been hurt by the collapse of industrial and agri-
cultural exports to Russia and the NIS due to rapid inflation of the ruble and Nif
currencies and by the failure of state-to-state mechanisms for settling payments.
Foreign investment in Latvia remains modest and is expected to amount to only $50
million in 1993. Latvia's growing private sector is estimated to account for as much
as 25 percent of the country's GDP. That gowth and Riga's emerging role as a re-
gional financial and commercial center is beginning to offset the onoin shrinkage
of the state sector. Latvia probably experienced a 10-12 percent decline inreal GnP
in the first half of 1993 and is expecting flat growth in the second half of the year.
Latvia is forecast to experience real growth in the one to five percent range in 1994.
The rapid deceleration of inflationary pressures in 1993 has helped to stabilize liv-
ing conditions. However, rapid inflation at the end of the Soviet period wiped out
most personal savings, adding to the hardship of pensioners on fixed, subsistence-
level incomes.
2. Exchange Rate Policy

The exchange rate of the lat is determined by market forces with limited interven-
tion by the Bank of Latvia. In 1993, Bank of Latvia intervention was aimed at pre.
venting the lat from appreciating too rapidly. Latvia does not restrict the import,
export, exchange or use of foreign currencies inside the country. The Bank of Latvia
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has foreign reserves roughly double the value of all lats in circulation; based on
these reserves, the Bank of Latvia guarantees the full convertibility of the lat. The
Bank of Latvia is exercising a policy of monetary restraint consistent with Inter-
national Monetary Fund guidelines.

Between January and September 1993, the lat appreciated 44 percent against the
U.S. dollar and 41 percent against the German mark. The lat, which was worth
$1.65 on November 1, 1993, is-believed to still be undervalued against the main con.
vertible currencies by perhaps as much as 50 percent on purchasing power parity
basis. Convertibility of Latva's currency has created a small, but dynamic market
for western consumer goods. Export opportunities for capital goods are largely de.
pendent on the availability of multilateral bank or other foreign financing.
3. Structural Policies

The Latvian government's overriding economic goal is to manage a smooth transi.
tion to a market economy. It has accepted the challenge of adopting measures to
control inflation, limit the growth of the state budget deficit, promote foreign invest-
ment, move forward with privatization, and build a legal and regulatory infrastruc-
ture comparable to those in advanced industrialized countries. While Latvia passed
bankruptcy legislation in 1991, administrative mechanisms and procedures are not
yet functioning well in that the law does not establish criteria for initiating bank-
ruptcy procedures or provide a mechanism for rehabilitating enterprises on the
brink of bankruptcy.

Price policies:The Latvian government almost completely decontrolled farm pro-
curement and retail food prices in December 1991 and removed restrictions on the
pricing of industrial goods in January 1992. To safeguard producers, support prices
were maintained for the procurement of cereals, sugar beets, flax, meat, milk, and
poultry. Less than eight percent of goods and services remained subject to control,
including energy, telecommunications, rents and other public services.

Tax policies: Latvia is in the process of implementing a modern tax structure,
which will include a value-added tax (vat), a profit tax, a graduated personal income
tax, excise and property taxes, customs duties, land and natural resource taxes, and
a social security tax. Until a true vat is implemented, the government is collecting
an 18 percent turnover tax on most goods and services; the turnover tax rate for
agricultural products is 10 percent. The profit tax is applied to annual net profits
at rates of 25-45 percent. The law on foreign investment provides for tax reductions
for up to five years for qualifying foreign investments. The social security tax is col-
lected on all wages, fees, royalties and rewards for work; the general social security
tax rate is 37 percent for employers and one percent for employees. A general ir.
port duty of 15 percent applies to imports from countries with most-favored-nation
IMFN) agreements with Latvia. Imports of raw materials, spare parts, fuel, grain,
cooking oil and a few other basic consumption goods are exempt from import duties.
Latvia collects an export duty on timber, metals, leather, paper and a few other
products.

Privatization: In March 1992, Parliament adopted framework privatization legis-
lation and, in October 1992 approved, in principle, privatization by voucher. Al-
though their role is still unclear, the vouchers apparently will be used to buy land,
apartments and shares of stock in joint stock or limited liability companies. The gov-
ernment elected in June 1993 intends to streamline industrial/privatization by cen-
tralizing responsibility in a single privatization agency. In a related action, the new
government has abolished or trimmed back branch industrial ministries and plans
to consolidate state-owned industries in a state property fund pending privatization.

Regulatory policies: Latvia is only beginning to create a modem system to regu-
late economic activity. The Bank of Latvia is responsible for regulating the banking
industry and has started to create a supervisory structure. An anti-monopoly law
was adopted in December 1991 and the monopoly and competition department was
established to monitor anti-competitive practices. In February 1993, Latvia estab-
lished a price and tariff council to oversee price determination for goods and services
provided by monopolies or subject to direct state control.
4. Debt Management Policies

Latvia declared in 1992 that it is not a legal successor to the Soviet Union and
therefore is not responsible for any part of the Soviet Union's foreign debt. Latvia
and Russia have not agreed on the settlement of obligations arising during Latvia's
illegal annexation by the Soviet Union.

Through November 1, 1993, the Government of Latvia has borrowed $184.8 mil.
lion from foreign creditors. Foreign credits and official credit guarantees amounting
to $316.8 million for Latvia have been approved, including an SDR 54.9 million
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Stndby Arrangement with the International Monetary Fund. On October 1, 1993,
Latva's omcial foreign exchange and gold reserves were valued at $336.2 million.

5. Significant Barriers to U.S. Exports
The main barriers to U.S. exports to Latvia are structural. While remarkable ir-

provement has taken place over the last year, Latvia's business, banking and legal
infrastructures are not developed to western standards. Notwithstanding the rapid
appreciation of the lat in 1993, Latvia's currency remains undervalued, constraining
the limited purhasing power of the Latvian consumer.

Under the 1991 Investment Law the laws of the Republic of Latvia apply equally
to domestic and foreign investors. The investment law applies some limits to foreign
investment. Acquisition of controlling shares in a Latvian enterprise with assets ex-
ceeding $1 million must be-approved_ by the cabinet of ministers. Foreign investor
may engage in but not obtain control over, enterprises involved in activities related
to national defense; the manufacture and sale of narcotics, weapons and explosives,
securities, banknotes, coins and stamps; the mass media; national education; acqui-
sition of renewable and non-renewable national resources; internal fisheries- hunt-
ing; and port management. Latvia does not restrict the repatriation of profits. On
July 1, 1993, the government of Latvia began to apply the turnover tax to articles
being imported by foreign investors.
6. Export Subsidies Policies

The Latvian government does not currently provide export subsidies. However,
the government is reportedly planning to establish a sugar production promotion
fund that may be use d, inter ala, to provide an export subsidy to Latvian confection
producers. The fund would supported by transfers of the turnover tax collected on
the sale of refined sugar, the administration of the fund and the proposed subsidy
have not been defined.
7. Protection of U.S. Intellectual Property

The government of Latvia is committed to attaining a level of protection for intel-
lectual property rights comparable to that provided under international conventions.
Pursuant to that commitment, the Latvian Parliament in 1993 passed legislation to
protect copyrights trademarks and patents.

While the legal basis for intellectual property rights has been established, Latvian
law has not defined penalties for violation of these rights nor established a judicial
or administrative mechanism through which foreign owners may seek effective re-
dress for violation of their intellectual property rights. Latvia has been a member
of the World Intellectual Property Organization since 1992 and intends to join the
Bern Convention and possibly the Geneva Convention. Unauthorized reproductions
of copyrighted video recordings imported from Russia are widely distributed in Lat-
via. To halt the use of pirated films imported from Russia by private Latvian tele-
vision stations, the Latvian radio and television board on October 27, 1992, adopted
a ruling under which the license of any domestic television company would be re-
voked if it is unable to show that it has legally acquired the rights to the films it
broadcasts. The board does not apply this ruling to signals from the Russian tele-
vision stations Ostankino and RTR that are re.broadcast directly by Latvian tele-
vision.

Latvia's intellectual property practices have not had a serious impact on U.S.
trade outside the film and video industry.
8. Worker Rights

a. The Right of Association.-Latvia's Law on Trade Unions mandates that work-
ers, except for uniformed military, have the right to form and join labor unions of
their own choosing. As of fall 1993, about 50 percent of the work force belonged to
unions; union membership is falling as workers leave Soviet-era unions that include
management or are laid off as Soviet-style factories fail. The Free Trade Unions
Federation of Latvia, the only significant labor union confederation in Latvia, is
non-partisan, though some leaders ran as candidates for various smaller parties
that failed to enter Parliament. Unions are free to affiliate internationally and are
developing contacts with European labor unions and international labor union orga-
nizations.

The law does not limit the right to strike. Latvia saw almost no strikes in 1992.
Although many state-owned factories are on the verge of bankruptcy and seriously
behind in wage payments, workers fear dismissal if they strike and non-citizens fear
striking may affect their residency status. While the law bans such dismissals, the
government's ability to enforce these laws is weak.

b. The Right to Organize and Bargain Collectively.-Large unions have the right

to bargain collectively and are largely free of government interference in their nego-
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tiations with employers. The law prohibits discrimination against union members
and organizers. Some emerging private sector businesses, however, threatened to
fire union members; these businesses usually paid better salaries and benefits than
were available elsewhere. No export processing zones exist in Latvia.

c. Prohibition of Forced or Compulsory Labor.-Forced or compulsory labor is
banned and is not practiced.

d._Minimum Age for Employment of Children.-The statutory minimum age for
employment of children is 15, though 13-year-olds can work in certain jobs outside
school hours. Children are required to attend school for nine years. Child labor and
school attendance laws are enforced by state authorities through inspections. The
law restricts employment of those under 18, such as by banning night shift or over-
time work.

e. Acceptable Conditions of Work.-The labor code provides for a mandatory 40-
hour maximum work week with at least one 24-hour period of rest, four weeks of
annual vacation, and a program of assistance to working mothers with small chil-
dren. As of September 1993, the minimum monthly wage was set at 15 lats (about
$24); the poverty line is estimated by Latvian authorities to be 45 lats ($72) per
month. Many Soviet-style factories are on the verge of bankruptcy and are seriously
behind in wage payments or have put workers on reduced hours. Latvian laws es-
tablish minimum occupational health and safety standards for the work place, but
these standards seem to be frequently ignored.

f. Rights in Sectors With U.S. Investment. -Latvian employees working for U.S.
investors enjoy rights equitably under Latvian law and these rights are in line with
western standards.

LITHUANIA

Key Economic Indicators
[Millions of litas unless otherwise noted])1

1991 1992 19932

Income, Production, and Employment:
Real GDP (1992 prices)3 .................................... 5.247 3,269 2,710
Real GDP Growth (pct.) ..................................... -13.4 -35.0 -17.1
GDP (at current prices)4 .................................... 39,105 3,269 11,189
By Sector:

Agriculture ....................................................... N/A 546 2,048
Energy and Water ........................................... N/A 125 470
M anufacturing ................................................. N/A 2,525 7,764
Construction .................................................... N/A 225 582
Other Services ................................................. N/A 282 1,074
Government ..................................................... N/A 811 2,030

Net Exports of Goods and Services ................... +38 +306 - 159
Real Per Capita GDP ('92 BPS) ......................... 1,418 884 732
Labor Force (000's) ............................................. 1,835 1,848 1,793
Unemployment Rate (pct.) ................................. 0.01 1.0 2.0

Money and Prices (annual percent growth):
Money Supply (mill. litas)5 ................................ 412 351 160
Base Interest Rate (pct.)6.................................. 10 120 95
Consumer/Retail Prices ...................................... 225 1,021 160
Exchange Rate (litas per $):

Official (period avg.) ........................................ 7 1.75 3.79 4.50
Parallel (period avg.) ....................................... 7 114 3.79 4.50

Balance of Payments and Trades (millions of
U.S. dollars unless noted):

Total Merchandise Exports (FOB) ..................... 6,783 1,145 4,524
Exports to U.S. (FAS) ..................................... N/A 5 27

Total Merchandise Imports (FOB) .................... 4,937 1,084 4,683
Imports from U.S. (Customs) ......................... N/A 44 222

External Public Debt ($ mill.) ............................ 0 40 357
Debt Service ($ million paid) ............................. 0 5 25
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Key Economic Indicators-Continued
[Millions of litas unless otherwise noted)i1

1991 I9 1993a

Gold and FOREX Reserves ($ mill.) .................. 107 232 253
Trade Balance ..................................................... - 1,806 61 -159

Balance with US ............................................. N/A -39 -195
N/A-Not available.
'The istes was introduced on June 20. 1993. and replaced the then temporary currency, the talonas, at a

conversion rate d one lita. per 100 talonas.
SEstimated.
SIrnreo for 1991 are converted into litas (rom rubles that were then actually in us.
4GFP at actorr cost; 1991 figure is in USSR/Rusian rubles.
dln *brood money* as defined by the IMP.
dPjiurae are actual, average interest rates.
'Pigure Is 1991 avg. rate (or USSWRRuasian ruble per dollar.
IMerchandise trade Includes ruble zone. Source: For 1992, IMP and U.S. Department of Commerce figures

in U.S. dollra. For 1993, U.S. Embassy estimates in Lites.

1. General Policy Framework
Since declaring independence in 1990, the Lithuanians have been largely pre-

occupied with the political climate in their emerging nation. It is only since the fall
of 1991 that attention has been focused on economic issues facing the country. Lith-
uania has been experiencing a sharp economic downturn and a decline in real in-
come levels. However, with the assistance of the IMF and other international insti-
tutions, Lithuania has brought its soaring inflation under control and hopes to sta-
bilize its economy in 1994.

Lithuania is developing a market economy and eliminating vestiges of the cen-
trally planned Soviet system as quickly as possible. The government is eager to en-
courage foreign investments and open new trade ties, particularly with the West.
Trade ties with the former Soviet Union are expected to continue, although at a re-
duced rate.

Lithuania has embarked on a series of price liberalizations and most price con-
trols have been abolished. The government-has established a central bank for regu.
latory purposes. Lithuania has abandoned the Soviet ruble in favor of its own cur-
rency, the litas. Many businesses have been privatized and private citizens are al-
lowed to own land for the first time. Lithuania is seeking to further liberalize its
foreign Investment laws.

The Lithuanian government is following a cautious, but optimistic program of eco-
nomic reform in banking and monetary policies, price structure, tax [aws, land own-
ership laws, fiscal reform and foreign trade reform.
2. Exchange Rate Policies

On June 20, 1993, Lithuania introduced its own national currency, the litas. It
is convertible at floating market rates of exchange. The litas rate against the dollar
has been fluctuating from 4.5 to 3.8.
3. Structural Policies

Patterns of industrial ownership: Lithuania is implementing a privatization pro-
gram which includes large and small scale enterprises, agricultural land and hous-
Mnq* units. The program is based on distributing investment vouchers to all citizens.
Private ownership of land is permitted only for Lithuanian citizens. Most large man-
ufacturing enterprises are still state-owned. The government has published a lim-
ited list of companies which are open to foreign investment.

Price reform: The Lithuanian government has dismantled most of the centralized
price controls formerly imposed by Moscow. Prices on most foodstuffs and manufac-
tured goods have been liberalized. However, due to market monopolies and oligopol-
fes in several sectors, the Lithuanian government has imposed measures to control
anti-competition price fixing.

Tax policies: Lithuania has begun to reform its entire tax system. There is a new
value added tax of 18 percent. The law on taxes on profits of legal entities of Lithua-
nia, adopted July 31, 1990, established the taxable entities and regulations for tax-
able profits, tax rates and tax deductions, taxes due and payment rules, and the li-
ability for proper taxation and payment of taxes. The tax rate for legal entitles is
29 percent of the taxable profit.

ofit taxes of joint ventures are determined by the amount of foreign investment
in the authorized capital and its type of activity (industrial and commercial activ-
ity). The minimum rate of profit taxes is 20 percent and the maximum is 35 percent.
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Foreign investment: The law on foreign investments was adopted on December 29,
1990. This law allowed for three forms of foreign investment: ownership interests
in a joint venture- firms with foreign capital; and, other securities. The intent was
to encourage foreign investment mainly through joint ventures with Lithuaniancompanies.Jomltaventures are exempt from profit tax for a term of three years from the date

of the receipt of the profit. Dividends to foreign investors received in Lithuania are
exempt from taxes. income received legally by foreign investors and upon which a
profit tax has been paid may be repatriatedwithout additional tax.

The law on prohibited and limitid spheres for foreign investment adopted on May
2, 1991, determines the areas of economic activities where foreign investment is pro.
hibited or limited. Foreign investment is prohibited in areas of defense and security.
Foreign investment is also prohibited in state enterprises holding a monopoly in the
Lithuanian market. These are defined as enterprises producing more than 50 per.
cent of their goods in the Lithuanian market. Enterprises which exploit existing
communications, electricity delivery, gas, oil and water supply, heating and sewage
systems are also considered to be monopolistic.

The law also provides for the right to seek international arbitration and permits
100 percent foreign ownership. Foreign representalions are not legal persons and
thus not foreign investors. The law gives foreign investors the right to lease land
for 99 years but bars foreigners from owning [and. The Lithuanian government is
working to liberalize the laws affecting foreign investment and has sought guidance
from the international donors including those from the United States.
4. Debt Management Policies

Lithuania has acknowledged only that portion of the Soviet debt incurred by Lith-
uanian entities for uses in Lithuania. Negotiations on this matter are in progress.
5. Significant Barriers to U.S. Exports

The objective of Lithuanian trade policy is to move toward European and world
markets but without sacrificing access to markets in the former Soviet republics.
The current task is to reorient some exports to the West by raising the quality and
competitiveness of Lithuanian goods and services. There are few direct barriers to
Western imports.

Lithuania has high overall levels of trade, which is a result of the centralized
planning process which led to extreme specialization. A factor of overriding impor-
tance has been the economic dependence of Lithuania on the then Soviet Union. Due
to existing quality differentials between Lithuanian consumer goods and world class
products, as well as transport costs and market familiarity factorsthe natural mar-
ket initially will remain in the countries of the Commonwealth of Independent
States (CIS).

A significant barrier to U.S. exports is the decline of Lithuania's domestic econ-
omy since 1991. This has resulted in lower effective demand for commercial imports
including potential imports from the United States. Noncommercial imports funded
by aid donors are expected to increase. Another barrier is the absence of a solid in-
frastructure for trade, such as telecommunications and banking facilities.
6. Export Subsidies Policies

Lithuania has become concerned about maintaining sufficient scarce goods. There-
fore, the government has exercised controls on certain exports. There are no export
subsidies.
7. Protection of U.S. Intellectual Property

Upon regaining its independence, Lithuania declined to assume formally any
binding international legal obligations undertaken for Lithuania by the former So-
viet Union. In the area of intellectual property protection, Lithuanian policy has
been to observe international standards and to consider subscribing to international
conventions beyond those accepted by the independent Lithuanian _governments be.
fore World War II. In 1990 Lithuania joined the World Intellectual Property Organi-
zation (WIPO) and there are plans to join the Paris Convention for the protection
of industrial property.
8. Worker Rights

While under Soviet control there were no Western style trade unions operating
in Lithuania. There was little interest in the creation of safe and clean working con-
ditions.

a. The Right of Association.-Prior to the August 1991 coup attempt, Lithuanian
workers remained largely subject to Soviet labor law which did not permit the right
to associate freely in practice. Since the failed coup, Lithuania has adopted legisla-
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tion reconfirming the rights of workers to form independent unions and, with cer-
tain restrictions, to strike. Lithuania has been readmitted to the International
Labor Organization.

b. The Right to Organize and Bargain Collectively.-Lithuanian legislation, passed
since its independence, confirms the right to organize and bargain collectively. The
Lithuanian branch of the USSR's all union Central Council of Trade Unions has re-
named itself the Confederation of Free Trade Unions and it continues to function
unhindered. A genuinely free trade union called the Lithuanian Workers Union
(LDS) emerged fn 1990 and by 1992 it claimed a dues-paying membership of 50,000.
A separate white collar Association of Professional Workers has been established.
During 1992 there were scattered strikes by hairdressers, photo studio operators
and teamsters. But as production declines, the fear of losing jobs limits the inclina-
tion for wage demands or other agitation.

c. Prohibition of Forced or Compulsory Labor.-A regime of paid labor is a stand.
ard feature of some Lithuanian prisons. Maximum security prisons generally do not
have compulsory labor.

d. Minimum Age for Employment of Children.-The minimum age for employment
of children is 16. Twelve years of schooling is compulsory. These requirements are
enforced through a system of inspections.

e. Acceptable Conditions of Work.-By law, white collar workers have a 40 hour
workweek. Blue collar staff have a 48 hour workweek with premium pay for over-
time. There are minimum legal health and safety standards for the work place.
However, worker complaints indicate that these standards frequently appear to be
ignored.

f. Rights in Sectors With U.S. Investments.-There is only a minimal level of U.S.
investment in any one sector. Worker rights are a applied uniformly throughout the
economy and there are no known differences in conditions among individual sectors.

MACEDONIA*

The former Yugoslav Republic of Macedonia proclaimed its statehood in 1991. Al-
though recognized by several states including China, by November 1993 it had not
been recognized by the United States. The term "Macedonia" is used informally in
this report for convenience; its use is not intended to have international, legal, or
diplomatic significance.

Macedonia s economy has suffered a severe shock on account of the conflict in the
former Yugoslavia, which has caused a flood of refugees (now estimated at 15,000),
a breakdown of trade and capital flows and the loss of infrastructure. Compliance
with the UN sanctions against Serbia bas improved significantly since September
1993 at a severe cost to the Macedonian economy. The risk of a breakdown in Mac-
edonian sanctions enforcement remains a threat to the effectiveness of the inter-
national sanctions regime.

Macedonian GDP, which has suffered a 50 percent decline from pre-war levels,
dropped an additional 17 percent in 1993. Industrial production in 1993 fell by
about 20 percent and only about 40 percent of the country's industrial capacity was
in use at the year's end. Official unemployment stood at approximately 30 percent
of the labor force. Some 30 percent of those nominally employed were additionally
classified as "surplus labor" and placed in a "forced vacation" status in which they
received minimal wages often several months delayed. The average monthly salary
was $126 in September-less than the cost of food for the average family--but sub-
stantially higher than the average monthly salary in Serbia/Montenegro.

Industry and mining are the largest sectors of the economy, together contributing
about 40 percent of GDP. Agriculture normally contributes about 15 percent of GDP,
but a drought has reduced -1993 harvests and increased consumer prices of agicul-
tural products. Most of Macedonia's agricultural sector is in private hands, while the
industrial base is largely under state control. The existing private sector, which is
small but growing and service-oriented, has also suffered. Retail sales were down
45 percent in the first half of 1993 compared with the same period in the previous
year. Tourism virtually disappeared as a result of the Yugoslav conflict. The trans-
port sector, which is heavily geared toward north-south transit from Greece to Ser-
bia, was severely disrupted.

*Macedonia has proclaimed independent statehood but has not been formally recognized by
the United States as a state.
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There has been a dispute regarding the name under which it should be recog.
nized. We use 'Macedonla' in this report informally for convenience; its use is not
intended to have international or diplomatic significance.

In spite of a harsh economic climate, the Macedonian government has taken steps
to transform its centrally planned economy to a market-based economy. Inflation,
which exceeded 1,600 percent in 1992, dropped to single figures for the first nine
months of 1993 before rising to a monthly rate of 12 percent in October 1993. In
June, the Macedonian government adopted a privatization law. Reacting to the
worsening economic situation, Macedonia also imposed restrictions on the amount
of foreign currency leaving the country. In October, the government created a Steer.
ing Colmmittee for the Ajency for Economic Transformation, which will oversee the
pivatization of over 400 Macedonian companies. Macedonia is a member of the IMF
and hopes to receive a substantial influx of development assistance from the inter-
national financial institutions after clearing arrears to the World Bank, which it in.
herited from the former Yugoslavia.

MOLDOVA

Key Economic Indicators
(Millions of rubles unless otherwise noted)

1991 1992 1993

Income, Production, and Employment:
Real GDP ............................................................. N/A N/A N/A
Real GDP Growth (pct.).........-18 -21 -15
GDP (at current prices)........................ 24,800 226,700 N/A
By Sector (pct. GNP):

Agriculture ....................................................... 41.7 47.2 N/A
Energy and Water ........................................... N/A N/A N/A
Manufacturing ................................................. N/A N/A N/A
Construction .................................................... N/A N/A N/A
Rents...............N/A N/A N/A
Financial Services .......................................... N/A N/A NIA
Other Services...... ..................... N/A N/A N/A
Government, Health and Education .............. 14.7 25.8 N/A

Net Exports of Goods and Services........... .....N/A N/A N/A
Real per capita GNP (US$). ........... 2,170 1,260 N/A
Labor Force (000's) ............................................. 2,463 2,460 N/A
Unemployment Rate (pct.) I............................... N/A 10 11

Money and Prices (annual percentage growth):
Money Supply (M2) ............................................. N/A N/A N/A
Base Interest Rate .............................................. N/A N/A N/A
Personal Saving Rate ......................................... N/A N/A N/A
Retail Inflation (pct.)2 .................. . . .. . . .. . .. . . . . .. .. . . .  162 1,300 2N/A
Wholesale Price Inflation ................................... N/A N/A N/A
Consumer Price Index ........................................ N/A N/A N/A
Exchange Rate rubleble:

Official .............................................................. 1:1.8 N/A N/A
Parallel ............................................................. N/A N/A N/A

Balance of Payment. and Trade (million U.S.
dollars):

Total Exports (FOB)s3......................................... 155.1 118.8 108.0
Exports to US.s...................G... .. 8.7 0.1 0.8

Total Imports (CIF)'3.......................................... 603.5 163.7 145.4
Imports from US.. .......................................... N/A 29.9 11.5

Aid from U.S ....................................................... N/A 20.0 10.0
Aid from Other Countries .................................. 10.0 40.3 87.0
External Public Debt .......................................... N/A N/A N/A
Debt Service Payments (owed)4 ........................ N/A 3,300 N/A
Gold and FOREX Reserves ................................ N/A -2.4 -31.6
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Key Economic Indicators-Continued
(Millions ofrubles unless otherwise noted]

1991 1991 1993

Trade Balance ' ................................................... 3.5 -36.9 -218.8
Balance with US ............................................. N/A N/A N/A

N/A-Not available.
'Registered unemployment Is very low (below one pecent of the labor force), but growing numbers of In.

dutrial workers are on unpaid leave or working just a few hours per week.
sPigures are actual, avereg.e annual inflation rates, not changes in them. Retail inflation averaged 25 per.

sent per month for the first six months of 1993, but subsequently was higher.
F10g, Figures are for first three quarters.

4Debt is owed but none was paid.
sin millions of rubles for 1991. Figures for 1914-93 are current account deficit as percent or gdpi

1. General Policy Framework
Moldova is a former Soviet Union republic that now has a transitional economy.

Since the break-up of the former Soviet Union, Moldova has suffered a sharp decline
in its terms of trade. Moldova does not have any domestic sources of fossil fuels,
and must now purchase its fuel at prices that approach world levels. This will result
in a financing gap of an estimated $150 million in the coming year. The World Bank
estimates that GDP per capita has declined more than 35 percent since 1990 to
$1,260 in 1992.

the Moldovan government has developed a strong consensus in support of market
economic reform, and has taken the steps necessary to secure an IMF Systemic
Transformation Facility (approved September 16, 1993) and World Bank rehabilita-
tion loan (approved October 25, 1993), with good prospects for an IMF Standby Ar.
rangement before the end of 1993. In 1993, Moldova began small-scale privatization,
limited its government deficit by reducing subsidies and ending non-budgetary gov-
ernment credits, and introduced a national currency (the leuY. (Note: the leu will
be introduced before December 31, 1993.) The National Bank of Moldova was cre-
ated on June 11, 1991. By statute it is subordinate to parliament and has an exten-
sive set of monetary policy instruments.

The budget deficit for 1992 was 21 percent of GDP financed largely by the central
bank. In 1993 the budget adopted by parliament called for the deficit to be limited
to six percent of GDP, and issuance of the Moldovan coupon has been restrained.
Social transfers (including education and child benefits) and the government's in-
volvement in production place a considerable strain on the budget.
2. Exchange Rate Policy

In September 1992, Moldova adopted a unified market exchange rate for the ruble
and reduced the surrender requirements for hard currency earnings from 50 to 35
percent. In principle, a foreign exchange auction was introduced at the same time,
but lack of sufficient hard currency to offer has kept it from operating regularly.
Moldova also adopted the inter-bank interest rates set on the Moscow inter-bank
credit market.

Since July 1993 when the Central Bank of Russia recalled Soviet rubles, the
Moldovan ruble (coupon, issued since June 1992) has been distinct from the Russian
ruble. Official currency transfers via banks in Moscow have been very difficult, with
the Moldovan ruble steeply discounted and Moscow banks holding the funds for
months while the Russian banks lend the money and its value depreciates. In prac-
tice, large sums of Moldovan currency cannot be converted into hard currency.
3. Structural Policies

Remaining government price controls and subsidies were lifted on September 1,
with the exception only of some types of bread and dairy products when sold in state
stores. Some items continue to be purchased from enterprises by the state at "con-
tract prices", when the goods might otherwise be unsalable. As energy prices rise,
Moldovan products are pricing themselves out of their old former Soviet markets.
Prices for competing goods are freely set by the market. Moldovans have found im-
ports from the United States to be very competitive because they are a better value
than similar European products.

Tax policies are burdensome and a disincentive to production in Moldova. The ef-
fective tax rate on profits can exceed 100 percent depending on what order taxes
are applied in. Legislative changes are needed in the tax regime, but these are not
expected to be possible until after new parliamentary elections scheduled for Feb-
ruary 27, 1993.
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4. Debt Management Policies
Moldova in October 1993 signed the zero option agreement with Russia renounc-

ing both its claim to a share of Soviet Union assets and its liability for any Soviet
do t. Because of its lack of foreign exchange income with which to service new debt,
Moldova has not contracted much, but has a growing liability to Russia for energy
supplies. Current energy credits from Russia are on much less favorable terms than
previously, with unliquidated barter balances slated to convert to dollar-denomi-
nated debt. A 27 million ECU credit from the EC is on very unfavorable terms.
5. Significant Barriers to U.S. Exports

The most sign"hcant barrier to U.S. exports is that Moldova has not accumulated
sufficient hard currency to pay for them. Moldova has few products that can be com-
petitive on western markets because cf low quality and poor packaging, and in the
near term much of its trade must be oriented toward the former Soviet Union. The
Moldovan government currently has several large commercial arrearages to U.S.
firms.

Moldova has signed a Bilateral Investment Treaty with the United States, which
awaits ratification by the Moldovan Parliament. Moldova is begInning a privatiza-
tion program, and some properties are being auctioned for cash. Most state property
will be auctioned to the population using non-transferrable vouchers, but the stocks
in privatized enterprises obtained in this way will be immediately tradeable on a
stock exchange. Moldova is planning to have its stock exchange in operation by the
beginning of 1994. By the end of 1994, 35 percent of the value of state assets is
tobe privatized. Investment barriers exist in the territory on the left bank of the
Dniester river, which is not under the effective control of the Moldovan government.
Separatist leaders in that area restrict access to existing enterprises, and require
the enterprises to clear contacts with westerners through the separatist leaders. The
U.S. Embassy is not able to offer normal business facilitation services in this area
of Moldova.

Export taxes were abolished and a new low fairly uniform import tariff schedule
and a value-added tax (VAT) for non-formerWSoviet-Union imports were adopted in
September 1993. The legal status of services barriers is unclear, but Moldova in
practice has declined to accept branches of foreign banks in Moldova. Moldova is un-
able to transfer dollar receipts for any travel or ticketing services out of the country
so no local vendors are authorized to sell tickets on behalf of western firms.
6. Export Subsidies Policies

Moldova does not explicitly subsidize exports. Energy costs to producers are
charged at the cost of the energy to the Moldovan government.
7. Protection of U.S. Intellectual Property

Laws are those of the former Soviet Union, which commit Moldova to some protec-
tion of intellectual property rights. Enforcement is poor because Moldova never had
its own enforcement capability. Because Moldova is a very small country, the overall
level of infringement is relatively low.
8. Worker Rights

a. The Right of Association.-The 1990 Soviet Law on Trade Unions which was
endorsed by Moldova's then Supreme Soviet and is still in effect, provides for inde-
pendent trade unions. Moldovan parliamentary decisions in 1989 and 1991, which
give citizens the right to form all kinds of social organizations, also provide a legal
basis for the formation of independent unions. However, there have been no known
attempts to establish alternate trade union structures independent of the successor
to the previously existing official organizations which were part of the Soviet trade
union system.

The successor organization, which at the republic level is called the Federation
of Independent Trade Unions of Moldova (FITU) broke with the Moscow-based Gen-
eral Confederation of Trade Unions in 1992. FITU's continuing role in managing the
state insurance system and its retention of previously existing official union head-
quarters and tourist facilities provide an inherent advantage over any Pewcomers
who might wish to form a union outside its structure. However, its industrial, or
branch unions are developing as more independent entities, maintaining that their
membership in FITU is voluntary and that they can withdraw if they wish. Several
threatened to withdraw in 1992 to block the election of a former Communist Party
secretary to its presidency; th succeeded.

FITU'has insisted on the riht to have union representatives involved in the nego-
tiations to set the minimum wage. FITU has opposed government measures to raise
prices before back salaries were paid. In these matters, it has begun to leave behind



228

its role as accessory of the Communist Party and to work on securing better treat-
ment for workers.

Unions may affiliate and maintain contacts with international organizations.
Moldova is a member of the ILO.

b. The Right to Organize and Bargain Collectively.-Moldovan labor law, which
is still basel on former Soviet legislation, provides tor collective bargaining rights,
but collective bargaining is just beginning in practice. There are no known cases of
mqor strikes or collective bargaining agreements in 1993.

There were no reports of actions taken against union members for union activi-
ties. The 1990 Soviet Law on Trade Unions provides that union leaders may not be
fired from their jobs while in leadership positions or for a period after they leave
those positions. This law has not been tested in Moldova.

C. Prohibition of Forced or Compulsory Labor.-Forced or compulsory labor is not
specifically prohibited; there were no such cases reported.

d. Minimum Age for Employment of Children.-The minimum age for employment
under unrestricted conditions is 18. Employment of those aged 16 to 18 is permitted
under special conditions, including shorter workdays, no night shifts, and longer va.
cations. The Ministry of Labor and Social Protection is primarily responsible for en-
forcing these restrictions, and the Ministry of Health also has a role. In the country-
side, children assist in farm work.

e. Acceptable Conditions of Work.-The minimum wage did not keep pace with in-
flation in 1993 and does not provide a decent standard of living for a worker and
family. The minimum wage was raised in 1993 from 3000 rubles per month to 7,500
rubles per month (equivalent in September to about $3.75.)

The state is required to set and check safety standards in the work place. The
unions within the FITU also have inspection personnel who have a right to stop
work in the factory or fine the enterprise if safety standards are not met. In prac-
tice, however, the declining economic situation has led enterprises to economize on
safety equipment ahd generally to show less concern for worker safety issues.

f. Rights in Sectors With U.S. Investment.-To date there is no U.S. direct invest-
ment in Moldova.

THE NETHERLANDS

Key Economic Indicators
[Millions or Guilders unless otherwise noted]

1991 1992 19931

Income, Production, and Employment:
Real GDP (1980 prices)2 ................. . .. . . .. . . .. . .. . .. . .  411,831 418,421 418,421
Real GDP Growth Rate (pet.) ............................ 2.1 1.6 0.0
GDP (current prices)2 ........................................ 543,560 563,220 573,300
By Sector: 3

Agriculture ....................................................... 20,890 21,070 21,439
Energy and W ater ........................................... 9,040 9,090 9,249
M anufacturing ................................................. 202,770 201,780 205,311
Construction .................................................... 26,820 27,490 27,971
Rents ................................................................ 46,710 48,150 48,993
Financial Services ........................................... 23,320 23,400 23,809
Other Services ................................................. 396,410 407,760 414,896
Government, Health and Education .............. 54,800 55,180 56,146

Net Exports of Goods And Services .................. 25,350 25,150 27,500
Real Per Capita GDP ........................................ 27,273 27,528 27,348
Labor Force (000's) ......................... 6,860 6,932 6,988
Unemployment Rate (pet.) ................................. 7.2 6.9 7.9

Money and Prices (annual percentage growth):
Money Supply (M2) .......................... 4.7 6.6 6.6
Base Interest Rate4 ............ .............. 8.7 8.1 6.5
Personal Savings Rate ........................ 8.6 9.2 8.0
Retail Inflation ................................................... 2.0 2.0 1.3
Wholesale Inflation ............................................ 0.5 -0.9. -1.2
Consumer Price Index ........................................ 107.7 111.7 114.5
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Key Economic Indicators-Continued
[Miimons ofGulvders unless otherwise noted)

1991 1993 19931

Exchange Rate (guilders•$): Official .................. 1.87 1.76 1.89
Balance of Payments and Trade:

Total Exports (FOB)s5......................................... 248,809 245,861 244,631
Exports to US ................................................. 9,569 9,983 10,415

Total Imports (CIF)s......................q 234,609 236,159 232,617
Imports from US .......................................... 18,350 18,322 20,154

Aid from U S ....................................................... 0 0 0
Aid from Other Countries .................................. 0 0 0
External Public Debt .......................................... 0 0 0
Debt Service Payments (paid) ............................ 25,261 26,804 28,328
Gold and FOREX Reserves ................................ 55,973 65,330 62,531
Trade Balance 5................................................... 19,200 9,702 12,014

Balance With US ............................................ -8,781 -8,339 -9,739
1993 figures ae all estimates based a nsix-month data.

sGDP at-market prices.
IMDP at factor costa.
'Figure are actual, average annual interest rate.' Merchandise trade

1. General Policy Framework
The Netherlands is one of the most prosperous economies in Europe. The economy

depends heavily on foreign trade and is characterized by: stable industrial relations
fostered through consultations among industry, unions and government; a large sur-
plus in external balances from trade and overseas investments; natural gas exports
which make Holland a net exporter of a fuel increasingly in demand; and, a geo-
graphic location as a European transportation hub with the world's largest port,
Rotterdam a prime production site and distribution center for foreign firms seeking
access to Europe.

In an effort to reverse a dramatic rise in unemployment, the coalition government
in its last term of office has made job creation its top priority. Substantial invest-
ment in education and infrastructure will continue, as will subsidies for research
and development of cutting-edge technologies. Aggressive and innovative export
credit financing is available. European Union (EU) programs supplement Dutch de-
velopment and restructuring. The government has contained the growth of labor
costs through consultation among the "social partners" (government, labor and em-
ployers). Wage restraint and a reduction of the individual burden of taxes and social
security contributions are seen as key to boosting employment and improving the
Dutch competitive position. The OECD regularly criticizes the Netherlands in its
annual reports for its restrictive incomes policy which contributes to a large current
account surplus.

Stable labor relations are aided by generous unemployment, disability and sick-
ness benefits. This has created over 81 benefit recipients (including pensioners and
those on disability) for ever 100 productive workers in 1992. The government
claims that, at a ratio of 86:100, maintaining the social welfare system becomes a
threat to economic growth, so it is determined to cut social security programs. There
are plans to streamline current systems in favor of "mini-systems., characterized by
less government intervention and maximum individual responsibility.

The Netherlands is one of the world's premier overseas investors and trading na-
tions. Dutch trade and investment policy is among the most open in the world. Nev-
ertheless, the state dominates the energy sector, and plays a large role in transport,
chemicals, aviation, telecommunications and steel. The government has reduced its
role in the economy since the early eighties, but calls for a national industrial policy
have been revived.

Restrictive fiscal policy aims to reduce a large budget deficit. The government has
gradually cut the deficit from more than 10 percent of Gross Domestic Product
(GDP) in 1983, to 3.4 percent in 1993. Although further deficit reduction will take
a back seat to employment growth, the government continues on an austere course.
However, with current slow GDP growth, further deficit cuts are increasingly dif-
ficult. Weaker growth and sharply rising unemployment put the deficit target of 3.3
percent of GDP for 1993 out of reach. The deficit in 1993 and 1994 is expected to
stick at 3.4 percent of GDP. Nonetheless, the new target will allow the Netherlands
to meet the EMU target of three percent of GDP by 1999. The Dutch would there-
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fore fulfill two of the three main EMU convergence criteria (budget deficit and infla-
tion).

The deficit is largely funded by government bonds. As of Janu1ary1 1994 financ.
Ing will also be covered by issuing Dutch Treasury Certificates (DT6). DTC's will
replace a standing credit facility for short-term deficit financing with the Nether.
lands Central Bank which, under the Maastricht Treaty, will be abolished in 1994.
2. Exchange Rate Policies

Since the introduction of the European Monetary System (EMS) in 1979 the
Netherlands Central Bank (NB) has aimed monetary policy towards maintaining
the stability of the exchange rate between the guilder and the German mark, using
interest rate policy to maintain this link. The guilder is currently the strongest cur-
rency in Europe. When the EMS fluctuation bands were widened to 15 percentage
points in August 1993 In agreement with Germany the guilder was kept within the
original 2.25 point EMS fluctuation band.

The NB exerts control over money market rates by adjusting short-term rates and
by varying the terms of the banking community's access to NB financing. The NB's
open market policy provides the Bank with a tool to signal the market which way
it wants it to develop. For #his purpose the NB uses a three billion guilder portfolio
of treasury issues from which it can sell or buy.

Because Germany is the Netherlands' main trading partner, the link with the
mark is expected to remain virtually unchanged. The strong guilder is expected to
have a positive impact on Dutch imports from the United States. A strong guilder
also minimizes exchange rate risks to U.S. investors in the Netherlands. There are
no multiple exchange rate mechanisms.

There are no exchange controls, although Netherlands residents must obtain an
exchange license for certain large international financial transactions.
3. Structural Policies

Investment incentives have been a well-publicized tool of Dutch economic policy
and are used to facilitate economic restructuring and to promote energy conserva-
tion, regional development, environmental protection, and other national goals. Sub-
sidies and incentives are available to foreign and domestic firms alike ani are
spelled out in detailed regulations. Subsidies are in the form of tax credits which
are usually disbursed through corporate tax rebates, or direct cash payments in the
event of no tax liability.

The investment premium regulation ([PR), the only major investment incentive
still available to investors, seeks to encourage investments in parts of the country
with high unemployment by giving an investment subsidy for new investments (in-
dustrial-buildings and fixed assets). The IPR subsidy applies to investments, of
which at least 25 percent is investment of the investor's own capital. Grants range
from 10 to 20 percent of the investment in buildings and equipment, and sometimes
land. A 20 percent grant is available for new branch and restructuring projects, and
15 percent for expansion projects. Full details are available from the Netherlands
Foreign Investment Agency. Local subsidies are also available.

In another effort to attract investment, in 1993 the government established an of-
rice to give binding tax rulings to foreign companies in advance of investment. While
normal taxes are not relaxed, compnames have the ability to clarify, often favorably,
tax situations subject to various interpretations.

In November 1993, the government set up a 900 million guilder (about $470 mil-
lion) industrial fund to finance restructuring projects by medium and large Dutch
enterprises. The money will come from the government, commercial banks, insur-
ance companies, pension funds, and the National Investment Bank. Financing for
new projects will be provided up to a ceiling of 50 million guilders per project. The
government hopes the fund will help improve the structure and competitiveness of
the economy. Biased on applications so far, the fund should have enough money for
at least twelve months.

4. Debt Management Policies
With a surplus on the balance of payments current account of more than two per-

cent of GDP in 1992 and no external debt (all public debt is denominated in Dutch
guilders), the Netherlands is a major creditor nation. However, since the early
eighties, the gross public debt ratio of the public sector (EMU criterion) has grown
sharply, to 79.7 percent of GDP in 1992. Debt servicing and debt rollover have risen
in step to near ten percent of GDP. All of the government's financing needs (budget
deficit and debt servicing) are covered on the Dutch domestic capital market. The
Dutch encounter no difficulties in tapping the domestic capital market for loans.
Government bond issues are usually oversubscribed, and public financing require-
ments have recently been met long before the end of a fiscal year. Since the late
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eighties, the Dutch have come a long way in improving their fiscal balance. The
Netherlands is a participant in and a strong supporter of the IMF, IBRD, and other
multilateral international financial institutions.
5. 8otglcont Barriers toU.S. Exprt.

Dutch merchandise and services exports have grown to represent more than 50
percent of GDP. This makes the Dutch ecopomy one of the most internationally ori.
ented in the world. The Netherlands is the ninth-largest U.S. export market, as well
as the one with which the United States has its largest bilateral trade surplus, close
to $9 billion in 1992. Total U.S. exports to the Netherlands in 1992 were uj two
percent over 1991. The Netherlands isthe third largest direct investor in the United
States, behind the United Kingdom and Japan. Dutch accumulated investment in
the United States in 1992 rose by three percent over 1991 to over $61 billion. U.S.
direct investment in the Netherlands fell slightly to about $19 billion, a drop of
three percent over 1991.

Most trade barriers that do exist result from common EU policies. Some areas of
potential concern for US. exporters to the Netherlands follow:

Offsets for defense sector contracts: The Ministry of Defense has a policy that re-
quires all foreign contractors to provide at least 100-percent offset compensation as
a condition for defense purchases over five million Dutch guilders. Under this re-
quirement, the seller must arrange for the purchase of Dutch goods or permit theNetherlands to produce in-count certain components or sub-systems of a weapons
sYstem it is buying from a US. ?or other foreign) supplier. In a recent decision on

the purchase helicopters for the Dutch military, it was alleged that a non-US.
bid was accepted which contained offsets of civil aviation procurement in conflict
with relevant GATT and US.-EU agreements. The Dutch have denied this charge.

Broadcasting and Media Legislation: Amendments to the Dutch Media Act relat-
ing to public broadcasting which liberalized the law by admitting for the firrt time
local and foreign commercial broadcasting stations into the Dutch cable network
took effect in 1992. Dutch compliance with the EU broadcasting directive and the
50-percent-EU-content requirement is not primarily a United States-Dutch issue,
but one between the United States and the EU. In any case, U.S. television pro-
grams are highly popular and readily available in the Netherlands.

Although the export sector of the Dutch economy is open and free of competition
restraints, cartels bid rigging and price fixing exist in the domestic sector of the
economy. Cartels have been legal in the Netherlands if accepted for registration by
the government. Cartel arrangements include price fixing both by product area and
from distributor to retailer, as well as restrictions against market entry, restrictions
on sales territories and sales quotas. Cartels are not necessarily limited to Dutch
companies. In order to comply with EU requirements and to curtail cartel activities,
the government in 1993 introduced legislation which bans horizontal price-fixing ac-
tivities. Nevertheless, the government is under EU pressure to do more, and-the
Trade Minister's promise to solve the problem by mid-1993 has not materialized.
Thus cartels are a potential threat to foreign firms seeking to do business in the
Netherlands. However, the Embassy is not aware of any complaints by U.S. busi-
nesses of having been negatively impacted by the cartels in the Netherlands.

Central governmentpublic procurement is generally opn and transparent and in
compliance with the EU Procurement Directive and the ATT' Government Procure.
ment Code. However transparency and enforcement in this area can be deficient,
especially with regard to public notification of tenders by local authorities, and off-
set or local content requirements.

In this regard, the EU Utilities Directive is one example which could be of concern
because of its provisions allowing preferences for high EU-content bids in the tele-
communications and energy sectors, including the large market for goods and serv-
ices to the Dutch oil and gas sector. Up to now, only Dutch entities have been al-
lowed to compete with the Dutch PIT for a second national network.

Dutch compliance with the Utilities Directive warrants close scrutiny. The direc-
tive may have a positive effect by forcing more public notification and ending the
virtual monopoly of two Dutch companies in public utility construction which is
done by local authorities. Much will depend on how the Dutch-interpret the direc-
tive.
6. Export Subsidies Policies

The Netherlands has almost no preferential or discriminatory export or import
policies with the exception of those which result from its membership in the Euro-
pean Union. The EU is a signatory to the GATT Subsidies Code, making The Neth-
erlands subject to the provisions of7 this code.
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Under the export matching facility, the Dutch government provides interest sub-
sidles for Dutch export contracts competingwith government-subsidized export
transactions in third countries. Subsidies under the "-atching Fund" seek to bridge
the interest cost gap between a Dutch and foreign export contract which has bene-
flted from foreign interest subsidies. Under the Dutch scheme, the government pro.
vides up to 10 million guilders of interest subsidies pr export contract up to a maxi-
mum of 35 percent per export transaction. To qualify, the export transaction must
have a Dutch content of at least 60 percent. For defense aircraft and construction
transactions, the minimum Dutch content is one-third of the export portion of a con.
tract.

The Dutch have a local content requirement of 70 percent for exporters seeking
to insure their export transactions through the Netherlands Export Insurance Com-
pany (NCM).

In the aerospace industry, the Dutch government has indirectly supported Fokker,
the Dutch aircraft manufacturer, with-loans and loan guarantees as well as with
direct support for development programs. The recently-concluded Deutsche Aero-
space (DASA) purchase ofa majority interest in Fokker should allow the Dutch gov-
ernment (which had owned 31.8 percent of the company) to reduce support of
Fokker to a minimum.

There are some subsidies for shipping. Under strict circumstances, Dutch ship-
owners ordering 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 overfive years. Subsidies or shipbuilding have been gradually reduced since 1980. The
present guideline is the seventh EU Directive which allows a maximum aid level
of nine percent for shipbuilding after consideration of tax allowances. In conformity
with the OECD Understanding, the government grants interest rate subsidies (max-
imum two percent) to Dutch shipbuilders up to 80 percent of a vessel's cost with
a maximum repayment period of 8.5 years. This subsidy is only available when it
will be "matching" similar offers by non-EU shipyards. The government may also
guarantee loans to Dutch shipping companies for investment purposes.
7. Protection of U.S. Intellectual Property

The Netherlands has a generally good record on IPR problems, with the exception
of the enforcement of anti-piracy laws (see below). It belongs to the World Intellec-
tual Property Organization (WIPO), is a signatory of the Paris Convention for the
Protection of Industrial Property, 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 aplica-
tion is made through a Dutch patent lawyer within one year of the originalafling
date. Patents are valid for 20 years. Legal procedures exist for compulsory licensing
if the patent is determined to be inadequately used after a period of three years,
but these procedures have rarely been invoked. Since the Netherlands and the Unit-
ed States are both parties to the Patent Cooperation Treaty (PCT) of 1970, patent
rights in the Netherlands may be obtained if 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-
fringement proceedings remain within the jurisdiction of the national courts, which
could result in divergent interpretations detrimental to U.S. investors and exporters.

The enforcement of anti-piracy laws remains a concern to U.S. producers of soft-
ware, audio and video tapes, and textbooks. The Dutch government has recognized
the problems in protecting intellectual property. Legislation is slated for enactment
at the end of 1993 to explicitly include computer software as intellectual property
under the copyright statutes.

In 1993 a dispute arose between a government-owned company and U.S. firm over
a non-disclosure agreement covering the U.S. company's intellectual property. The
Dutch company has denied wrongdoing and has taken the U.S. company to court
in the Netherlands for slander.
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. Unions are
entirely free of government and political party control and participate in political
life. They maintain relations with recognized international bodies and form domestic
federations. All union members, except most civil servants, have the legal right to
strike. Even Dutch military personnel are free to join unions. Measures are pending
which would grant the right to strike to civil servants not involved in "life-essential
activities; meanwhile, disputes involving this sector are subject to arbitration.
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b. The Right to Organize and Bargain Collectively.-The right to organize and
bargain collectively is recognized and well-established. There are no union shop re-
.quirements. Discrimination against union membership does not exist. Dutch society
has developed a social partnership among government, private employers, and trade
unions. This tripartite system involves all three participants in negotiating guide.
lines for collective bargaining agreements which, once reached in a sector, are ex-
tended by law to cover the entire sector. Such agreements cover about 75 percent
of 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 emIloyent of young people is 16. Even at that age
youths may work fill 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 8 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, The Netherlands 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. There is no legally.mandated work week; It is set by
collective bargaining. The average workweek for adults is 38 hours. The legally-
mandated minimum wage is subject to semiannual living cost adjustment.

f. Rights in Sectors With U.S Investments.-The above described workers rights
hold equally for goods-producing 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-1992

[Millions of U.S. dollars]

Catuory Amount

Petroleum ............................................................................... 1,465
Total M anufacturing .............................................................. 7,216

Food & Kindred Products .................................................. 652
Chemicals and Allied Products .................... 3,511
Metals, Primary & Fabricated .......................................... 433
Machinery, except Electrical ............................................. 987
Electric & Electronic Equipment ...................................... 408
Transportation Equipment ............................................... 78
Other M anufacturing ......................................................... 1,148

Wholesale Trade .................................................................... 3,043
B anking ................................................................................... 133
Finance and Insurance .......................................................... 4,931
Services ................................................................................... 1,600
Other Industries ..................................................................... 726
TOTAL ALL INDUSTRIES ................................................... 19,114

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

NORWAY

Key Economic Indicators
[Millions of Norwegian Krone unless otherwise stated]

1991 1992 19931

Income, Production and Employment:
Real GDP (1991 prices) ...................................... 686,683 709,316 718,537
Real GDP Growth (pct.) ..................................... 1.6 3.3 1.3
GDP (at current prices) ...................................... 686,683 701,650 754,800
By Sector (1991 prices):2

Agriculture & Fisheries .................................. 20,052 19,702 19,500
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Key Economic Indicators-Continued
[Millions of Nmwegian Krone unless otherwise stated)

1991 193 199)3

Energy, Water & Shipping ..................... 149,300 162,440 167,200
Manufacturing & Mining ........................... 94,293 96,004 96,100
Construction ............................ 24,705 24,471 24,570
Rents ...... .............. 33,811 33,968 34,050
Financial Services........................27,897 27,318 27,000
Other Services .......................... 224,715 229,432 232,117
Government, Health and Education ............ 111,910 115,975 118,000

Net Exports of Goods and Services.............60,428 51,277 65,000
Real Per Capita GDP (91 BPS)..................... 160,966 165,342 168,402
Labor Force (000'.)..........................2,130 2,131 2,134
Unemployment Rate (pct.)........................ 5.5 5.9 6.1

Money and Prices (annual percentage growth):
Money Supply (M2)..........................10.60 7.30 5.00
Base Interest Rates ...................................- 10.00 12.60 7.00
Personal Savings Rate (pct.).........................2.6 5.0 5.4
Retail Inflation........... ........................ 3.4 2.3 2.3
Wholesale Inflation............................ ..... 2.5 0.1 -0.1
Consumer Price Index ...................................... .3.4 2.3 2.3
Exchange Rate (NK/$) ........................................ 6.48 6.21 7.00

Trade and Balance of Payments:
Total Exports (FOB)........................223,420 219,687 224,953

Exports to U.S.4 ............................................... 10,275 11,260 14,900
Total Imports (CIF) ............................................ 170,305 166,387 172,067

Imports from U.S.4 .......................................... 12,857 13,821 13,000
Aid from U.S ....................................................... 0 0 0
Aid from other Countries ................................... 0 0 0
External Public Debt .......................................... 25,953 55,335 92,223
Debt Service Payments (paid)5 ......................... 5,780 2,739 3,112
Gold and Foreign Exchange Reserves ............... 80,411 84,496 110,000
Merchandise Trade Balance ............................... 53,115 53,300 52,886

Balance with U.S.4 .......................................... - 2,582 - 2,561 1,900
'FPiures are estimates based on October 1993 data.
20FY, available at constant 1991 prices.
sCentral Bank overnight lending rate- not annual percentage growth.4Norwegian foreign trade statistics. xports exclude Norwegian oil shipped to

nals.
•Principal paymentL

1. General Policy Framework

the U.S. from U.K termi.

Oil, gas, and hydroelectric energy dominate Norway's resource base, with no
major changes expected in the next two decades. On the Norwegian continental
she-f, the country has crude oil reserves sufficient to last over 20 years and enough
natural gas to last nearly 100 years. On the mainland, the availability of abundant
hydropower supports energy intensiveindustries such as metals and fertilizers.

Norway's population is relatively small. A highly centralized collective bargaining
process and a restrictive immigration policy limit its flexibility in increasing indus-
trial competitiveness.

The petroleum sector and associated service industries will likely remain the en-
1ine of economic growth for the next several decades. Energy-intensive manufactur-
ing industries will also remain prominent. Several inefficient sectors, including agri-
culture, survive largely through generous subsidies and protection from externalcompetition. These will likely experience a painful period of adjustment in the years
ahead as the government adapts to the emerging EU single market, regardless of
its final decision on EU membership.

Norway and the other EFTA countries have negotiated an economic cooperation
agreement with the EU under the _fra-mework nf the European Economic Area
(EEA). The Norwegian government submitted an application for EU membership on
November 25, 1992. EU membership will be decided by a referendum, if Norwegian
demands (e.g., exemptions in the fisheries and oil sectors) are met in membership
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negotiations. Meanwhile, opinion polls continue to suggest that Norwegians are
deeply divided over the issue.

State intervention in the economy is significant. The two dominant industrial
groups--Statoil and Norsk Hydro-are state-controlled. Moreover, restrictions re.
main on foreign ownership of Norwegian industry, including financial institutions.
Looking ahead to the 1990's, the EEA accord requires that Norway grant national
treatment, to EEA member states. Policies vis-a-vis countries outside the EEA will
likely continue to be governed by reciprocity, and by bilateral or multilateral agree.
ment.

The government's dependence on petroleum revenue has increased substantially
over the past decade. On the expenditure side, the most significant development has
been a rise in subsidies and social programs, financed by petroleum revenues. In
1986 budgetary pressures increased because of slumping oil prices, and the subse-
quent recession prompted stimulatory fscal policy. Despite the rebound In world oil
prices, the budget deficit increased significantly between 1986 and 1992.

No general tax incentives exist to promote investment, although tax credits and
government grants are offered to encourage investment in northern Norway. Accel.
erated depreciation allowances and subsidized power are available to industry.

Norway controls the growth of the money supply through reserve requirements
imposed on banks, open market operations, and variations in the Central Bank
overnight lending rate. The government strives to maintain a stable exchange rate,
thereby limiting its ability to use the money supply as an independent policy instru-
ment.
2. Exchange Rate Policy

On December 10, 1992, Norway unpegged the krone from the ECU and let the
Norwegian currency float. Since then, the-krone has depreciated over 10 percent via.
a-vis the dollar. Norway plans to return to a "fixed" exchange rate regime at a fu-
ture date.

Norway strives to maintain a stable exchange rate. Norway is not a member of
the European Monetary System but in 1990 the Norwegian krone (NK) was pegged
to the European Currency Unit (ECU). Prior to this move, the NK was pegged to
a trade-weighted basket of currencies in which th ,weight of the U.S. dollar ac.
counted for-41 percent. The ECU peg broke the direct~'hnk between the NK and the
U.S. dollar. Under the ECU peg, Norwegian interest rates and inflation tended to
move toward EU levels.

Norway dismantled most remaining foreign exchange controls in 1990. U.S. com-
panies operating here have never reported problems to the Embassy in remitting
payments.
3. Structural Policies

Norway remains highly dependent on its offshore oil and gas sector. Many parts
of the mainland economy are protected and inefficient. Some structural reforms
have been implemented in the past five years. Quantitative restrictions on credit
flow from private financial institutions were abolished in 1987 and 1988 and, as
noted above, most foreign exchange controls were dismantled in 1990.

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. Despite progress, the Norwegan bank-
ing industry continues to struggle with bad loan portfolios and overstafling which
w likely require further corrective action.

Over the past four years, limited income tax reform has lowered personal income
tax rates and broadened the tax base. Although modest progress has been made in
reducing subsidies to Norwegian industry, Norway's farm sector remains the most
subsidized in the OECD. Norwegian subsidies and non-tariff barriers (e.g., quotas)
adversely affect U.S. farm exports.

Some steps have been taken to deregulate the service sector. However, large parts
of the transportation and telecommunications markets remain subject to restrictive
reKlations, including statutory barriers to entry. Looking ahead, the Government
of orway remains committed to an ambitious structural reform program which
may gradually improve US. market access, but progress will be slow-for political
reasons.
4. Debt Management Policies

Norway has embraced a cautious foreign debt policy to limit the state's exposure
in foreign markets. At the end of 1992, the external debt (foreign liabilities) of the
government stood at about US$ eight billion. The government's stated policy is that
the domestic private sector should-cover the bulk of financing requirements related
to Norway's external deficits.
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Since 1990, the government has allowed the private sector increased access to
long-term foreign capital markets to facilitate improvements in the term structure
of its foreign debt. Following the floating of the Norwegian krone, foreign capital
inflows contributed to fallingNorwegian interest rates.
5. Significant Barriers to U.S. Exports

Norway supports the principles of free trade and is quick to condemn protectionist
measures of other countries. In general, U.S. exporters experience few problems
doing business in Norway but some areas of tension exist. Whie Norway is in the
process of reforming its a cultural support regime, quantitative import restrictions
and producer subsidy aversely affect U.S. farm exports, as noted earlier. Due to
the substantial Norwegian government ownership of major Norwegian companies
and government organization of business groups, American companies that have a
Norwegian subsidiary or agent/distributor are able to operate in this market much
more effectively.

In the area of public procurement, the U.S. has won a GATT panel determination
showing that Norway had acted in a manner inconsistent with its GATT obligations
in discriminating against a U.S. company in the procurement of an electronic toll
ring system around the west coast town of Trondheim. The U.S. won a similar
GATT case in 1990 involving a toll ring around Oslo.

The U.S. would like Norway to liberalize its procedures for regulating tele-
communications terminal equipment. The Norwegian Telecommunications Regu-
latory Authority (a separate regulatory body under the auspices of the Ministry of
Transportation and Communications) has said it has improved the speed and effi-
ciency with which it approves telecommunications devices used in Norway. Amer-
ican companies without European production facilities, however, report that it still
takes up to six months and significant fees to a Norwegian agent to certify tele.
communications equipment not used in large-scale Norwegian government pur.
chases.

Norway is in the process of liberalizing its telecommunications industry to make
it compatible with EC integration, and is actually much more open to purchasing
American telecommunications equipment and services than most other European
countries outside of the U.K. Norwegian government control of this field, however,
is still maintained by majority Norwegian ownership as detailed below.

Recent deregulation of financial markets appears to have eliminated many of the
barriers facing U.S. financial Institutions which seek to operate in the Norwegian
market. Norway's ongoing efforts to bring its laws into compliance with EU direc-
tives are being carried out on a non-discriminatory basis. This means that in many
cases, U.S. financial institutions can look forward to continuing liberalization in the
Norwegian market.Norway maintains reservations to the OECD Code of Liberalization of Capital
Movements with regard to inward direct investment. Foreign ownership in Nor-
wegian corporations cannot exceed to 33 percent of equity unless a concession is
granted. Moreover, a single foreign investor cannot acquire more than a 20 percent
stake in a Norwegian corporation without a concession. The ownership of seagoing
vessels and real estate is even more restricted. Norway can expect to gradually lib-
eralize these regulations as it brings its national laws into compliance with the
EEA.
6. Export Subsidy Policies

As a general rule the government of Norway does not subsidize exports, although
some heavily subsidized products may be exported. Dairy products fall into this cat-
egory. Indirectly, the government supports the export of chemicals and metals by
subsidizing the electricity costs of manufacturers. In addition, the government pro-
vides funds to Norwegian companies for export promotion purposes.
7. Protection of U.S. Intellectual Property

The impact of Norway's intellectual property rights (IPR) practices on U.S. trade
is negligible. Norway is a signatory of the main IPR accords, including the Bern
Copyright and Universal Copyright Conventions, the Paris Convention for the Pro-
tection of Industrial Property, and the Patent Cooperation Treaty.

Norwegian officials believe that counterfeiting and piracy are the most important
aspects of IPR protection. They complain of the unauthorized reproduction of fur-
niture 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.
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8. Worker Rights

a. The Right of Associati~o.-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.-AII 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.

c. Prohibition of Forced or Compulsory Labor.-Forced labor is prohibited by law
and does not exist.

d. Minimum Age for Employment of Children.--Children are not permitted to
work full time before age 15. Minimum age rules are observed in practice.

e. Acceptable Conditions of Work.-Ordinary working hours do not exceed 37.5
hours per week and 25 working days of paid leave are granted per year (31 for
those over 60). There is no minimum wage in 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-1992

[Millions or U.S. dollars)

Category Amount

Petroleum ............................................................................... 3,251
Total M anufacturing .............................................................. 291

Food & Kindred Products .................................................. (1)
Chemicals and Allied Products ......................................... I1
Metals, Primary & Fabricated ........................................ 2
Machinery, except Electrical ............................................. 11
Electric & Electronic Equipment ...................................... (1)
Transportation Equipment ................................................ 0
Other Manufacturing ........................................................ .415

W holesale Trade ..................................................................... 171
Banking ......................................................................... .......... 68
Finance and Insurance .......................................................... 123
Services ........................................................................ ........... 16
Other Industries ..................................................................... 126
TOTAL ALL INDUSTRIES ................................................... 4,047

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

POLAND

Key Economic Indicators
[Billions of zlotys unless otherwise notedl

1991 1992 1993

Income, Production, and Employment:
Real GDP (1990 prices) ...................................... 530,583 538,609 557,000
Real GDP Growth (pct.) ..................................... -7 1.5 4
GDP (at current prices) ...................................... 824,329 1,142,429 1,188,126
GDP by Sector (pct.):I

Agriculture ....................................................... 6.2 7.3 7.0
Energy and Water ........................................... N/A N/A N/A
Manufacturing ................................................. 40.2 39.6 40.2
Construction .................................................... 10.2 11.2 11.3

76-160 0 - 94 - 9
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Key Economic Indicators-Continued
(Billions of zlotys unless otherwise noted)

1991 1992 1998

Rents ................................................................ N/A N/A N/A
Financial Services ........................................... N/A N/A N/A
Other Services ................................................. WMA N/A N/A
Government, Health and Education .............. N/A N/A N/A

Net Exports of Goods and Services ................... N/A N/A N/A
Real Per Capita GDP (000 Zlotys) .............. 13,876 14,039 14,551
Labor Force (000's) ............................................. 18,300 18,400 18,000
Unemployment Rate (pct.) ................................. 11.8 13.6 16.0

Money and Prices (annual percentage growth):
Money supply (M2) ............................................. 44.5 56.5 37.0
Base Interest Rate .............................................. (2) 38 29
Personal Saving Rate ......................................... 10.4 22.4 20.7
Wholesale Inflation ............................................. 48 37 38
Consumer Price Index ........................................ 70 43 38
Exchange rate (000's PZU$):

Official .............................................................. 13.0 15.5 8919.8
Parallel ............................................................. 13.5 15.8 320.1

Balance of Payments and Trade (millions of
U.S. dollars):

Total Exports (FOB) ........................................... 14,903 13,187 N/A
Exports to U.S ................................................. 351 374 N/A

Total Imports (CIF) ............................................ 15,756 15,913 N/A
Imports from US.......................................... .441 637 N/A

Aid from US.4 ..................................................... 115 179 N/A
Aid from other countries 5 .................................. 440 270 300
External public debt ........................................... 46,500 47,044 47,700
Debt service payments (paid) ............................. 11,702 2,393 2,509
Gold and foreign exchange Reserves (end-of-

year) ................................................................. 3,800 4,280 33,720
Trade balance ...................................................... -853 -2,726 N/A

Balance with U.S ............................................. -90 -262 N/A
N/A-Not available.
'In some cases the statistical systems and methods applied in Poland differ from those used In U.S. The

GDP by sectors Is presented in Polish statistical publications as follows
1991 1992 1993

Industry ........................................................................................... 40.2 39.6 40.2
Agriculture.................... 6.2 7.3 7.0
Construction.................. 10.2 11.2 11.3
TransportatonWCommuniections .................................................... 6.6 3.5 3.5
Trade ............................................................................................... 13.1 15.0 15.0

2In 1991 and 1992 the base interest rate was the refinance credit rate while In 1993 the rediscount credit
rate. In February 1991, the refinance credit rate was raised from 66 percent to 72 percent, and lowered to 59
percent In May and then to 50 percent in July, 44 percent in August, and 40 percent in September. Because of
the success of Poland's anti-fnflationay policies, the rate was stable in 1992. In July 1992. it was reduced from
40 percent to 38 percent. In February 1993, the refinance credit rate was lowered to 36 percent and remained at
that leveL For 1993 the rediscount credit rate has been accepted as the base interest rate and has been set at 20
percent.

sEnd-Soptember 1993.
4Aid from U.S. consists of 3D funding and food assistance only.
sAid from other countries mainly consists of EEC grants, the British Know.How Fund and the French assist-

ance program.
1. General Policy FNamework

The year 1993 was a year of accelerating economic recovery and growing impa-
tience with the cost of reform in Poland..While the economy grew four percent (fol.
lowing one percent growth in 1992),public perception was increasingly that reforms
had Sailed to restore prosperity to Pland (notwithstanding soaring sales of many
types of consumer goods) and should be changed. This negative sentiment cul-
minated in the September 19 elections, which produced a majority for two left wing
parties.
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After two years of steep decline the economy began to recover in 1992. Even
though the worst drought on record cut one percent off of GDP, GDP still grew by
over one percent. This performance was followed by four percent growth in 199W,
making Poland the fastest growing economy in Europe. The strongest sector, leading
the recovery, has been industrial production..Although at the start of the recovery
in early 1992 Poland was running a substantial trade surplus, giving the impression
that exports were leading growth, since the fourth quarter of 1992 there has been
a large trade deficit indicating that demand is rising even faster than output. While
much of the trade deficit is the result of imports of capital goods minded by foreign
investment and represents the modernization of the Polish economy, there are also
large imports of consumer goods which may put unsustainable pressure on the bal-
ance of payments. The size of the trade deficit has led to increased pressure from
Polish farmers and manufacturers for protection from foreign competition, as well
as demands from exporters for competitive devaluation, subsidized export credits
and other support for Polish exports. In August, 1993, the National Banik of Poland
(NBP-the central bank) responded with an eight percent devaluation of the zloty.

Parliamentary elections held in September, 1993 gave nearly two-thirds of the
seats in the Sejm (the dominant lower house of Parliament) to two leftist parties,
the SLD (descended from the Polish communist party) and the PSL (formerly the
Communists' fellow traveller peasant party). These parties have formed a coalition,
which has stated its intention of continuing economic reform, but also faces many
demands from different groups for benefits to moderate the harsher effects of re-
form. The PSL's agrarian constituency is particularly interested in higher support
prices for farm products, and also variable levies and export credit guarantees.

The fiscal deficit appears to be a long term problem for the Polish government.
After persuading the IMf to accept 1993 deficit targets of ZL 81 trillion (five per-
cent of GDP) it appears Poland will actually run a deficit in 1993 of ZL 55-60 tril-
lion, in part because the government has been unable to sell sufficient numbers of
its bonds to the banking system. With the new government facing increasing pres-
sure to assist the unemployed and others hardest hit by the recession, and a weak
tax collection system unable to fully enforce taxes, it appears the deficit will be a
chronic problem.

Monetary and credit restraint aimed at controllin inflation and making the mar-
ket allocate credit efficiently has made positive rea¶ interest rates the rule for the
last four years. Credit policy has become increasingly contentious as businesses
argue that interest rates are too high, building in inflationa, y expectations and sti-
fling business growth. Banks, on the other hand, argue that present interest rates
are justified by high commercial default risk and large government borrowing to fi-
nance the budget deficit.

Polish trade policy has undergone a number of rapid changes since 1990..Cur-
rently, it appears aimed at securing improved preferential access to export markets
for Polish goods,'while protecting Polish producers in their home market. Even be-
fore the elections the Ministi•' of Foreign Economic Relations (MFERS) had pre-
pared a plan for export credit guarantees and other export promotion measures
aimed at restoring Polish exports to the former Soviet Union. The Ministry of Agri-
culture had also prepared a plan for a variable levy to protect farm price supports.
Both these projects have been included in early policy statements by the new gov-
ernment.

In 1990, Poland established a trade regime which could be described as the most
open in Europe. After the zloty became internally convertible in January 1990, im-
ports grew rapidly. In mid-1990 the government suspended (completely or partially)
tariffs on the majority of Polish imports as both an anti-inflationary and anti-mo-
nopoly policy tool.

While suspended tariffs helped lower Inflation and provided competition for do-
mestic monopolies, they also fueled rapid growth of imports. With state enterprises
already battered by the recession and the loss of the Soviet market, this led to rising
pressures for protection. After a series of stopgap measures in the first half of 1991,
on August 1, 1991 the Polish government adopted cn three days' notice a new tariff
schedule with an average duty of 14 percent. Tariffs were increased further in Janu-
ary 1992 when tariffs were raised on consumer luxuries (tobacco products, elec-
tronics, computers, and automobiles). -Yet another new tariff schedule was intro-
duced on July 5, 1993. While it incorporated only minor changes in tariff rates, it
did introduce new elements, like seasonal tariffs on agricultural produce and in-
creased use of tariff rate quotas. It was accompanied by a number of tariff suspen-
sions, which MFERS sayslowered the average applied tariff toII percent.

Although Poland's association agreement with the EC has not been ratified, its
trade provisions were brought into effect by a transitional agreement in March
1992. This agreement gives both Poland and the EU preferential access to each oth-
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her's markets. Resulting tariff preferences for EU products have given them a com-
petitive advantage over products from the United States and other countries.

Because the association agreement has been followed by large deficits in Poland's
trade with the EU, it has generally been viewed in Poland as favoring the EU and

giving Poland in"eate preference in the EU market, despite the EL's insistence
that the benefits in the agreement do favor Poland and that the trade deficit Is the
result of Poland's need to import goode to modernize its economy. The association
agreement probably helped galvanize sectoral representatives who felt sold out by
the concessions given to the EU into organizing more effective lobbying of the gov-
ernment.
2. Exchange Rate Pblicy

The zloty has been internally convertible for all current transactions (merchandise
and services)_since January 1, 1990. Since October 1991 the National Bank of Po-
land (NBP-the central bank) has managed the exchange rate through a crawling
peg mechanism. This is intended to devalue the zloty by small, daily increments to
ofMset domestic inflation and keep Polish exports competitive. On August 27, 1993
the NBP responded to the deteriorating current account with a one-time devaluation
of eight percent. At the same time, the NBP slowed the rate of the crawling peg
devaluation from 1.8 percent per month to 1.6 percent per month. The exchange
rate is set against a basket of reserve currencies, currently the dollar (45 percent)
the D-mark (35 percent), sterling (10 percent), the French franc (five percent), and
the Swiss franc (five percent). Zloty rates against individual currencies in the basket
fluctuate in accordance with changes in cross rates.

Capital transactions remain controlled. A license from the NBP is required to
grant or receive foreign credits.
3. Structural Policies

Prices: Almost all subsidies and controls on the prices of consumer goods have
been eliminated. Subsidies remain on a few items, including preferential credit for
pesticides and fertilizers. Prices of fuel, public transportation, and rents for govern.
ment and state enterprise-owned housing (the bulk of the rental housing stock) are
set administratively. Housing rents are set well below the cost of maintaining the
buildings. The government has an anti-monopoly policy to prevent domestic produc-
ers from taking unfair advantage of their monopoly positions in the Polish market.

Taxes: On July 5, 1993, Poland introduced a value added tax (VAT), replacing the
turnover tax, a complicated and non-transparent tax on output formerly used by
communist governments. Indirect taxes (VAT and excise taxes) are the Polish gov-
ernment's largest source of income, producing about 40 percent of revenues. The
personal income tax (introduced only in January 1992) is the second-largest source,
producing about 25 percent of revenues. The corporate income tax produces about
15 percent of revenues, and customs duties nine percent.

Regulatory policies: Poland has eliminated the former state monopoly on foreign
trade. The foreign trade organizations which conducted all trade under communist
rule now compete with private traders. Any person or firm registered as a business
may engage in foreign trade. This has put severe pressure on Poland's outmoded
customs service.

No restrictions are imposed on foreign trade, except on items in strategic areas.
All quantitative restrictions on imports purchased with convertible currency were
eliminated on January 1,1990. Import licenses are required only for radioactive ma-
terials and military goods, fuel, wine and hard liquor, cigarettes, and, new in 1993,
for whole poultry. Imports of some high proof spirits and cars over 10 years old are
banned.

Export licenses are required for products in the following areas:
-petroleum products: petroleum fuels for engines (other than aircraft); fuel for

self ignition engines; fuel oil;
-metals: non-ferrous scrap; lead; and aluminum;
-soil products: nitrogenous fertilizers; peat and peat products; phosphatic fer-

tilizers;.and potash fertilizers;
-plastics: polyethylene; polypropylene; and copolymer ethylene propylene;
-polyvinyl chloride-
--synthetic rubber Lnd synthetic fiber,
--chip-boards; wood cellulose-and waste paper,
-preserved and half-tanned hides.
The law does not distinguish between foreign and domestic investors for purposes

of foreign trade.
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4. Debt Management Policies
Poland is a heavily indebted country. Its hard currency debt was about $48 billion

at the end of August 1993. Debt to foreign government creditors is to be reduced
by a minimum of 50 percent (calculated according to net present value) through a
two-stage process worked out by Poland's Paris Club creditors in March 1991. Debt
relief of 30 percent is provided during 1991-1994; and an additional 20 percent is
available after April 1994, contingent upon Poland's remaining in compliance with
an IMP agreement. Poland ispursuing comparable treatment from its commercial
bank creditors. Creditor countries doe this by reducing the principal; reducing inter-
est payments; or through a mixture of lower interest payments and new credits. The
U.S. made a further 10 percent reduction and agdto Poland's using another 10
percent for an environmental fund. This reduced Poland's debt to the US. by 70
percent, from $3.8 billion to $1.14 billion. Following Poland's conclusion of a Stand-
by Agreement with the IMF in March 1993, talks with Poland's London Club com-
mercial bank creditors have resumed. Negotiations are ongoing about settling mu-
tual indebtedness between Poland and the former Soviet Union.
5. Significant Barriers to U.S. Exports

U.S. exports to Poland are disadvantaged by Poland's Association Agreement with
the EU. Although the Association Agreement has not yet been ratified, its trade pro-
visions were brought into effect in March 1992. This reduced or eliminated tariffs
on about one-quarter of Poland's imports from the EU. These tariff preferences give
EU exporters a competitive advantage over their rivals from the United-States and
other countries. Remedies are being sought in the course of negotiations for Poland's

- re-accession to the GATT.
While Poland is in the process of developing its own export controls for strategic

Items, it remains subject to COCOM controls. Therefore, certain high technology ex-
ports to Poland still require a U.S. export license. A Polish import certificate is nec-
essary to support the US. export license.

Standards for testing, labelling, and certification in most cases have not presented
significant barriers to-U.S. exports, although in some cases they are more specific
and rigid than equivalent regulations found in Western countries. Existing regula-
tions are being revised to reflect Poland's new open trade regime and to con form
to EU standards. Standards enforcement remains in need of improvement. The Min-
istry of Health's Central Inspectorate of Sanitation (SANEPID) inspects and tests
food and cosmetics imports to ensure that they meet acceptable health standards.
Since 1990, SANEPID has been overwhelmed by increases in food imports, resulting
in delayed certifications and much food entering the Polish market without inspec.
tion. Some U.S. exporters have complained that particular SANEPID offices have
levied unnecessary quarantine requirements on them. New legislation on sanitary
standards is being drafted by SANEPID. U.S. firms have not encountered difficul-
ties getting approval to sell pharmaceuticals in Poland, providing the products have
been approved for sale in developed countries.

Services barriers: Legally, foreign banks are permitted to establish themselves in
Poland, either as joint ventures with Poles or as wholly foreign owned ventures.
However, in an effort to get foreign banks to invest in financially troubled Polish
banks, the NBP has said it will suspend the issuance of permits necessary for for-
eign banks to establish themselves in Poland. Minimum capital requirements for es-
tablishing new banks are $6 million for foreign banks and $2 million for domestic
banks. Foreign banks may also open representative offices. Five banks with foreign
ownership are operating. Since July 1990 foreign insurance firms have been able to
enter the Polish market. Foreign companies are playing a wing role in the tourist
industry, but entry is still regulated by the Ministry of Industry and Trade.

Investment barriers: The law on foreign investment effective from July 4, 1991
represents a significant change from previous Polish law insofar as it substitutes
the removal of restrictions for the granting of incentives. Most of the incentives in-
cluded in the old law have been repealed.

Under the new law, the old Foreign Investment Agency, which had important reg-
ulatory functions controlling the inflow of foreign investment, has been transformed
into an investment promotion agency, now called the State Foreign Investment
Agency (SFIA). The SFIA reports to the Minister of Privatization. Most of the regu-latory functions of the old agency have been dropped.

One-hundred-percent foreign ownership is permitted. No registration of foreign in-
vestment with the government or approval by the government is required, nor is
any screening applied, except for the following cases:

-Real Estate: foreign acquisition of real estate, either by purchase or long term
lease, or foreign acquisition of 49 percent or more of a Polish enterprise which
owns real estate, must be approved by the Interior Ministry.
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-Strategic industries: a permit from the Minister of Privatization is required for
foreign Investment In:

operation of seaports or airports;
real estate agency transactions;
defense industries;
wholesale trade in consumer goods; and
performance of legal services.

A permit can only bi denied if a proposed investment would threaten the eco-
nomic interests of the state or state security.

A permit from the Minister of Privatization is required for acquisition of a state
owned enterprise or contribution by a state entity of the whole or part of a separate
enterprise to a company with foreign participation.

Foreigners are no longer subject to requirements for a minimum Investment
amount or minimum share of ownership, other than those imposed on all companies
by the commercial code. These are Initial capitalization of ZL one billion for joint
stock companies, and ZL 40 million for limited liability companies.

Most investment incentives contained in the previous Polish law were repealed by
the 1991 law. A foreign investor may apply to the Ministry of Finance for a tax holi-
day from corporate income tax if the foreign investor's equity exceeds ECU two mil-
lion and one of the following conditions is met:

The company will operate in regions of high structural unemployment;
The company will ensure the introduction of new technologies;
The company will export at least 20 percent of output.
The value of the tax holiday may not exceed the value of the foreign investor's

equity.
Companies which were established under the previous foreign investment law

continue to enjoy the exemptions from income taxes and customs duties specified
in their permits until those exemptions expire.

Poland is eli.ble for Overseas Private Insurance Corporation (OPIC) credit guar-
antees and political risk insurance for U.S. Investors, and for EXIM Bank loan guar-
antees and direct lending to finance U.S. exports.

The Business and Economic Treat signed between the United States and Poland
has never come into force, but the 1991 Foreign Investment Law actually provides
stronger protection to foreign investors than those contained in the treaty.

Government procurement practices: As Poland moves toward a western oriented
market economy, improving procedures for government procurement has been a de-
clared governmental priority. The current procedure is to submit procureme t
projects for tender. Questions still arise about how a particular bidder was selected,
but there has been improvement in procedures since 1991. The Polish government
has received OECD and World Bank assistance in this area. Poland is not a signa-
tory of the GATT procurement code because of inconsistencies with its legislation.
Poland may sign the Code in the future, after adoption of new legislation.

Customs procedures: Since July 1993, Poland's MFN duties have averaged 14 per-
sent, although a number of these tariffs have been suspended to lower levels, so that
the applied rate averages 11 percent. Since December 1992! a six percent customs
surcharge has been applied on top of the scheduled duty. This is a temporary meas-
ure designed to help close the budget deficit and protect Poland's balance of pay-
ments, and is to be phased out by the end of 1995. It is applied to all Polish imports,
including those from the EU. Imports are also subject to VAT (also applied to do-
mestic goods), which has a basic rate of 22 percent. Customs requirements do not
seem to burden most US. exporters, but some have complained about the service
provided by over-worked customs officials. Businessmen also note difficulties result-
ing from slow communications between Warsaw and customs posts on the border.
Poland accepted the GATT customs valuation code in 1989. It is still pending ratifi-
cation, but the substance has already been incorporated into Polish customs law.
Since 1991, the Customs Office has used minimum import values for some products,
because of the difficulty of imposing transparent valuation practices on thousands
of new traders entering the market.
6. Export Subsidy Policies

Poland is a signatory of the GAI'I' export subsidies code, but has not ratified it.
Present plans call for postponing ratification until completion of a new Code in the
Uruguay Round, to avoid duplication of effort on enactment of implementing legisla-
tion. The government has eliminated most of its past practices of tax incentives for
exporters,-but still provides limited tax holidays for foreign investors who establish
export oriented firms. As Poland moves its energy prices to world levels, past im-
plfcit subsidies are vanishing.
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7. Protection of U.S. Intellectual Property Rights
Intellectual property is an area of some concern, particularly in copyright matters.

The Polish government in theory subscribes to most international standards for pro-
tection of intellectual property. Poland is a member of the World Intellectual Piop-
erty Organization (WIPO), and a party to the 1888 Berne Convention on Protection
of Uterary and Artistic Works, and the 1971 Paris Convention on Copyrights. How.
ever, some legal holdovers from the Communist period create problems for western
businessmen and disincentives to trade and investment. A 1987 law specifically ex-
tends protection to video cassettes, but sound recordings are not protected. In the
March 1990, Business and Economic Treaty, Poland undertook to adopt adequate
legislation in all areas of intellectual property rights, but the Polish government is
still in the process of enacting this legislation. In the meantime, violations of U.S.
copyrights, notably of sound recordings, video cassettes, and computer software
have become increasingly troublesome to U.S. copyright holders. As a result, Poland
was placed on the Special 301 Watch List in 1992 and 1993. In 1993, the Inter-
national Intellectual Property Association filed a petition to remove GSP benefits
from Poland for failure to provide an effective level of intellectual property rights
protection. The petition was accepted for review. A final decision is expected by mid-
1994.
8. Worker Rights

a. The Right of Association.-The Polish government has ratified ILO Convention
Number 87. Key laws concerning employment, trade unions, and collective bargain-
ing that were revised in early 1991 are once again under revision. Currently, all
workers, including the police and frontier guards, have the right to establish and
to 'oin trade unions of their choice, have the right to join labor federations and con-
federations, and have the right to affiliate with international labor organizations.
Inter-branch national unions and national inter-branch federations must register
with the provincis courtt in Warsaw.

Regarding the right to strike, the Trade Union Law passed in 1991 is less restric-
tive than the 1982 version passed soon after the imposition of Martial Law, but still
prescribes a lengthy process before a strike may be launched. If strictly adhered to,
the law provides several opportunities to challenge a strike including the threat of
legal action. An employer (no distinction between state and private firms) must
start negotiations the moment a dispute begins.

Negotiations end with either an agreement or a protocol elaborating divergences
between the parties involved. If negotiations fail, a mandatory mediation process
takes effect- the mediator is appointed jointly by the disputing parties or, lacking
agreement irom them, by the Minister of Labor and Social Policy. If mediation fails,
the trade union may launch a warning strike for a period of two hours or seek arbi-
tration of the dispute. Starting after negotiations fail, the so-called mediation efforts
more closely resemble arbitration in practice. Most importantly, both employers and
employees have frequently questioned the impartiality and credibility of the medi-
ators. A full-fledged strike may not be launched until 14 days after the dispute is
announced (strikes are prohibited entirely in the Office of State Protection, police,
fire brigades military, prison services, and frontier guards). A strike may be pro-
claimed by the trade union after approval by the majority of voting workers and
should be announced at least five days before its commencement. If the strike is or-
ganized in accordance with the provisions of the Act, the worker retains his right
to social insurance benefits but not pay. If a strike is "organized contrary to the pro-
visions of the law', the workers may lose social insurance benefits; organizers are
liable for damages and may face civil-charges and fines.

b. The Right to Organize and Bargain Collectively.-Poland has ratified ILO Con-
vention Number 98, the Right to Organize and Bargain Collectively. The May 1991
Law on Trade Unions and Collective Bargaining provides for legal sanctions for
anti-union discrimination and generally creates a favorable environment to conduct
trade union activity through provisions for time off with pay, as well as facilities
and technical equipment in the enterprise. A notable weakness in the law, given Po-
land's ongoing economic transition, is the lack of specific provisions to ensure that
the union has continued rights of representation when a state firm undergoes pri-
vatization, bankruptcy, or sale.

Wages are set in achoc negotiations at the enterprise level between unions, man-
agement, and workers councils. Polish law does not require that wage agreements
be registered with the government. Formal collective agreements have been reached
in the hard coal, soft coal, and transportation sectors. In the coal mining sectors,
agreements have since been ignored and overtaken by enterprise level disputes
which rippled through those industries in July and August 1992.
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Throughout 1992-93, the government has continued to impose a ceiling on wages
in state enterprises through a penalty tax, the so-called Popiwek, in an effort to linik
wages to increases in productivity and reduce inflationary pressures in the state sec.
tor. The penalty tax is charged on any state company that increases its average
wage in excess of a government set *inflation coefficient.' Legislation lifting the
Popiwek tax on firms exporting 40 percent of their production was introduced Fn the
September 1992 session of Parliament. Current government policy aims to liberalize
investment procedures for both domestic and foreign firms rather than seeking to
promote special incentives programs. Special duty-free zones exist In or have been
contemplated for some 15 locations throughout Poland, but with the exception of one
zone in Poznan have not thus far attracted much attention. Thus traditional export
processing zones which relax legal gu arantees do not, at this time, constitute a
threat to workers rights to organize or bargain collectively.

c. Prohibition of Forced or Compulsory Labor._Poland has ratified ILO Conven-
tions Numbers 29 and 105 on forced labor. Compulsory labor does not exist in Po-
land, except for prisoners convicted of criminal offenses. Forced labor-is prohibited
by Polish law.

d. Minimum Age for Employment of Children. -Poland has ratified ILO Conven-
tion Number 138 on child labor. The Polish labor code forbids the employment of
persons under the age of 15. The employment of persons aged 15 to 18 is permitted
only if that person has completed basic schooling and if the proposed employment
constitutes vocational training. The age floor is raised to 18 if a specific job poses
a health risk. The government enforces legal protection of minors,.but its inability
to monitor the growing private sector leaves officials less certain that the problem
does not exist.

e. Acceptable Conditions of Work.-Minimum wages, negotiated every three
months by the Ministry of Labor and the trade unions, are ZL 1,650,000 per month
(or roughly $85 at the exchange rate of ZI 19,500/Dollar) as of October 1, 1993. The
average monthly wage is roughly ZI 3,845,000 ($197).

The Polish legal code defines minimum conditions for the protection of workers'
health and safety; a new draft of that code has been approved by the parliament.
Enforcement is a growing problem because an increasing portion of Polish economic
activity is in private hands and outside the purview of the State Labor Inspectorate,
which is only prepared to monitor state firms. In addition it is unclear which gov-
ernment or legislative body has the responsibility for enforcing the law. Working
conditions in Poland are poor; standards for chemicals, dust, andnoise are routinely
exceeded. There were about 116,000 work related accidents in 1991, resulting in 781
deaths and 4,925 cases of dismemberment.

f. Rights in Sectors With U.S. Investment.-As with the rest of the Polish private
sector, it is impossible to comment authoritatively on workers rights in sectors of
U.S. investment because of inadequate government monitoring.

Extent of U.S. Investment in Selected Industries.-U.S. Direct
Investment Position Abroad on an Historical Cost Basis-1992

(Millions of U.S. dollars]

Category Amount

Petroleum ............................................................................... 0
Total M anufacturing .............................................................. 264

Food & Kindred Products .................................................. 60
Chemicals and Allied Products ....................................... 0
Metals, Primary & Fabricated .......................................... 0
M achinery, except Electrical ............................................. (1)
Electric & Electronic Equipment ...................................... 0
Transportation Equipment .............................................. 0
Other M anufacturing ......................................................... (1)

Wholesale Trade .................................................................... 0
B anking ................................................................................... (1)
Finance and Insurance ......................................... (1)
Services ................................................................................... 2
Other Industries .................................................................... 0
TOTAL ALL INDUSTRIES ................................................... 285

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

Key Economic Indicators
[Millions of dollars unless otherwise noted)

1991 1992 19931

Income, Production, and Employment:
Real GDP (1985 prices)2......... ......... 23,912 24,127 24,127
Real GDP growth (pct.). ...................... 2.5 1.1 0.0
GDP (at current prices)'2.................................... 68,788 80,300 80,300
By Sector:.

Agriculture ...................................................... 4,058 4,576 4,118
Energy and Water ........................................... 2,682 3,212 3,212
Manufacturing ................................................. 19,260 21,990 21,990
Construction .................................................... 4,540 5,620 5,920
Services ................. ............ 38,521 45,770 45,928

Net Exports of Goods and Services ................... -742 - 156 N/A
Real Per Capita GDP ($,'92BPS) .................... 2,440 2,483 2,483
Labor Force (000's) ........ ...................... 4,787 4,340 4,274
Unemployment Rate (percent)....................4.1 4.5 7.0

Money and Prices (annual percentage growth): -

Money Supply (M2) ............................................. 20.1 16.0 14.0
Base Interest Rate 3 ............................................ 17.8 16.0 11.5
Personal Savings Rate ........................................ 16.2 15.0 13.9
Retail Inflation .................................................... 8.1 7.4 6.0
Consumer Price Index ........................................ 11.4 8.9 7.0
Exchange Rate ($/PE): Official .......................... 144.5 135.0 160.3

Balance of Payments and Trade:
Total Exports (FOB)4 ......................................... 16,242 18,206 17,500

Exports to U.S ................................................. 617 590 N/A
Total Imports (CIF)4 .......................................... 24,001 27,714 28,000

Imports from US ............................................ 884 916 N/A
Aid from other countries .................................... 2,134 3,163 3,300
External Public Debt .......................................... 17,260 18,673 20,000
Debt Service Payments (Paid) ........................... 3,575 3,570 3,450
Gold and FOREX Reserves ................................ 26,100 24,461 22,500
Merchandise Trade balance ............................... -7,855 -9,508 -10,500

Balance with U.S ............................................. -267 - 326 N/A
N/A-Not available.
'Estimated.
21993 Figures are all estimates based on available monthly data in October 1993.
sGDP at factor cost.
4Figures are actual, average annual ipterest retes, not changes in them.

1. General Policy Framework
The government's fundamental economic goal is to modernize Portugal's markets,

industry, infrastructure, and work force in order to match the productivity and in-
come levels of.the more advanced European Union (EU) partners. With 1992 per
capita income equaling-only 57 percent of the EU average, Portugal's catching up
is a long-term process.

The government's medium-term economic objective is to be in the first tier of EU
countries eligible to join the Economic and Monetary Union (EMU) as early as 1997.
Portugal's inflation rate, five points above the EU average at the end of 1992, is
the key impediment to attaining this goal. As a result, economic policy in 1993 fo-
cuses on reducing inflationary pressures by lowering the fiscal deficit maintaining
a stable escudo, moderating wape increases, and encouraging increased competition.
Policymakers appear to be willing to accept slower growth rates and higher unem-
ployment levels as the price for membership in the EMU. The official 1993 inflation
target range is five to seven percent. Many private observers expect actual results
wil-be about seven percent.

The crisis in the European Monetary System that erupted in September 1992 had
a negative impact on Portugal's balance of payments position and forced two devalu.
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ations of the escudo. International reserves, large by EU standards, fell by $1.5 bil.-
lion in 1992. At the end of 1992, all barriers to capital movements were eliminated.

For the second consecutive year, the rate of growth of the Portuguese economy
slowed. During 1992, real GDP growth reached only an estimated 1.1 percent real
growth rate, down from an average 4.5 percent growth in the fast-paced 1986-1990
period. The recession in the EU, which accounts for 75 percent of Portugal's inter-
national trade, is the key factor explaining recent economic performance. The cycli-
cal downturn has been accentuatedby structural adjustment problems in traditional
industries. There is a growing evidence that the economy will register little or no
growth in 1993.

Prime Minister Cavaco Silva and the Social Democratic Party (PSD) won a re-
newed absolute Parliamentary majority in 1991. With this four year mandate, the
government has continued its p.roram of wholesale restructuring of the economy
through privatization of the public sector, encouragement of private sector mod-
ernization, and opening the domestic economy to increased external competition.
2. Exchange Rate Policy

In April 1992, the government formally adhered the escudo to the six percent-
wide band of the Exchange Rate Mechanism (ERM) of the European Monetary Sys-
tem. Until the ERM crisis erupted in September 1992, the escudo had been one of
the strongest currencies in the grid, usually trading at the upper end of the band.

When Portugal did not accompany the Spanish peseta's first devaluation in Sep-
tember 1992, speculation against the escudo intensified. The Bank of Portugal inter-
vened heavily to support the escudo and hiked short-term interest rates. In Novem-
ber 1992, however, the escudo was forced to devalue in line with the peseta and
again, albeit partially, in May 1993. In August 1993, all currencies in theERM were
allowed to fluctuate within a band plus or minus 15 percent of their central parity
rates. In spite of the instability in the ERM, the government maintains its commit-
ment to exchange rate stability as a key element in its plans for economic restruc-
turing, investment, and combatting inflation.
3. Structural Policies

The Portuguese government continues to liberalize economic structures to stimu-
late growth and bring the country more in line with EU standards. EU assistance
programs aimed at reducing structural imbalances in Portuguese agriculture, indus-
As, commerce and regiona[ development will approach 3.7 percent of GDP in 1993.
As a result of decisions at the December 1992 Edinburgh Summit, Portugal expects
to double, in real terms, EU financial assistance flows in the 1993 to 1999 period.
As these programs require significant Portuguese Government counterpart funding,
the government's budget cutting options are limited.

The privatization program, begun in 1989, accelerated in 1992. The government
received 214 billion escudos ($1.6 billion) in privatization revenues in 1992, by far
the most important year in the privatization program.

There is no uniform procedure for privatization operations. One of the govern-
ment's concerns has been to assure that Portuguese groups are not overwhelmed in
the bidding by European or other investors with substantially deeper pockets. Maxi-
mum foreign ownership percentages are normally set on a case-by-case basis. The
government may retain a substantial voice in management of selected firms.

4. Debt Management Policies
Total external debt stood at $18.6 billion at the end of 1992 or equal to 23 per-

cent of GDP. As recently as 1989, the external debt represented 39 percent of GDP.
Portugal's debt is well structured and can be comfortably serviced. Large inter-
national reserves, and the ability to raise resources in the international capital mar-
kets on favorable terms, will enable Portugal to manage its balance of pants def-
icit. In May 1993, a leading international-credit rating service upgraded Portugal's
credit rating from A to AA. Potugal is an aid donor nation and closely follows devel-
opment issues in its former African colonies.
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 EUpartners were eliminated. Most barriers to U.. exports,
therefore, are common to al EU member states.

Policymakers see foreign investment as a crucial pillar in building a more com-
petitive economy. The government offers a very generous pack of incentives to
investors (including to 100-percent, foreign-owned subsidiaries). The package of in-
centives can range from 25 to 70 percent of the total investment. However, private
and foreign part cipation is restricted or excluded in some sectors, including sewage
treatment, postal, transportation and water.
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Portugal follows EU directives for standards, testing, labeling and certification.
The Portuguese Quality Institute establishes nationa[standards and Implements
EU directives. The Portuguese Telecommunications Institute sets standards for tele-
communication products, and the National Laboratory Civil Engineering sets Con-
struction Standards.

Low voltage electrical and electronic equipment must meet the requirements of
EU 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.

Government procurement legislation makes no distinction as to country of origin.
Portugal's list of entities covered by the Government Procurement Code was accept-
edby -the GATT in July 1993.

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 from certain countries.
6. Export Subsidies Program

Portugal has no programs designed to directly subsidize its exports. However, EU
grants to modernize Portuguese-industry and agriculture may Indirectly subsidizePortuguese exports. Also, government support to public firms, primarily designed to
make them more attractive for eventual privatizations, also may be considered an
indirect subsidy.
7. Protection of U.S. Intellectual Property

Portuguese laws for the protection of intellectual property are adequate. The gov-
ernment is improving enforcement, but small-scale copying remains fairly common.
Portugal is a member of the World Intellectual Property Organization and is party
to the Berne and Universal Copyright Conventions and the Paris Industrial Prop-
erty Convention.

Trademarks are granted for 10 years and are renewable. Duration of copyright
is life of the author plus 50 years. Computer programs are not explicitly protected
under copyright. Enforcement action against unauthorized copying of software and
audio and video cassettes is common.

Patents are granted for 15 years and are not renewable. Enforcement is some-
times weak, but enforcement agencies are being strengthened. In 1991, Portugal en-
acted patent protection for chemical products, pharmaceuticals, and food products.
Portugal's patent law also contains compulsory license provisions for insufficient
use.
8. Worker Rights

a. The Right of Association.-Workers in both the private and public sectors have
the right to associate freely and to establish committees in the workplace to defend
their interests. Unions may be established by profession or industries. Strikes are
permitted for any reason, including political causes. They are common and are gen-
erally resolved through direct negotiations between management and the unions in-
volved. There are two principal labor confederations. The General Confederation of
Portuguese Workers Intersindical (CGTP-IN) is linked to the Communist party. It
was expected to make its entry into the European Trade Union Confederation
(ETUC) in 1993, but this did not occur, partly as a result of conflicts within the
CGTP itself. The General Union of Workers (UGT) is a pluralist, democratic federa-
tion affiliated with the International Confederation of Free Trade Unions and the
ETUC.

b. The Right to Organize and Bargain Collectively.-Unions are free to organize
without government or employer interference. Collective bargaining is guaranteed
by the Constitution and practiced extensively in the public and private sectors.hen collective bargaining disputes lead to prolonged strike action in key sectors,
the government is empowered to order the workers back to work for a specific pe-
riod.

c. Prohibition of Forced or Compulsory Labor.-Forced labor does not exist. This
prohibition is enforced by the General Labor Inspectorate.

d. Minimum Age for Employment of Children.--The minimum employment age is
15 years. It will be raised to 16 when the period for nine years of compulsory school-
ing takes effect on January 1, 1997. The UGT and CGTP-IN have charged that a
number of "clandestine" companies in the textile, shoe and construction industries
in northern Portugal exploit child labor. The General Labor Inspectorate is respon-
sible for enforcement of child labor laws but suffers from a lack of money and an
inadequate number of inspectors.

e. Acceptable Conditions of Work.-The national monthly minimum wage was last
adjusted on January 1, 1993, and is generally enforced but legallK does not apply
to workers below the age of 18. Current legislation limits regular hours of work to
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8 hours per day and 44 per week, but the workweek will be reduced to 40 hours
by 1995. Overtime is limited to two hours per day up to 200 hours annually. Work.
en are guaranteed 30 days of paid annual leave. Employers are legally responsible
for accid-ento at work and are required to carry accident insurance. Accidents aver-
age between 70,000 and 75,000 per quarter. These figures have focused government
attention on improving worker safety in the construction sector. There Is also con-
siderable concern about the environmental controls in the textile industry.

f. Rights in Sectors With U.S. Inwetments.-Legally, worker rights apply equally
to all sectors of the economy. As noted above, child labor and worker safety are
problems in the textile and construction sectors.

Extent of U.S. Investment in Selected Industries.-U.S. Direct
Investment Position Abroad on an Historical Cost Basis-1992

(Millions of U.S. dollars]

Cateaory Amount

Petroleum ............................................................................... .(1
Total M anufacturing ............................................................. 379

Food & Kindred Products ................................................. 129
Chemicals and Allied Products ......................................... 149
Metals, Primary & Fabricated .......................................... (1)
Machinery, except Electrical ............................................. 2
Electric & Electronic Equipment ..................................... 62
Transportation Equipment ............................................... -8
Other M anufacturing ......................................................... (1)

W holesale Trade ..................................................................... 318
B anking .................... .............................................................. 207
Finance and Insurance ................................ ........................ (1)
Services ................................................................................... 177
Other Industries ..................................................................... (2) (2)
TOTAL ALL INDUSTRIES ................................................... 1,160

1 Suppreued to avoid disclosing data or individual companies
Bless than $500,000.
Source: U.S. Department o( Commerce, Bureau or Economic Analysis

ROMANIA

Key Economic Indicators
(Billions of Romanian lei unless otherwise noted]

1991 1992 19931

Income, Production, and Employment:
Real GDP (1985 prices) 2  . . . . . . . . . . . . . . . . . .  . 632 531 520
Real GDP Growth (pct.) --13.7 -15.4 -2.1
GDP (current prices) 2 ................... . . .. . . . . .. . .. . . .. . . ..  2,110 5,982 17,739
By Sector.

Agriculture ...................................................... 385 1,130 3,351
Manufacturing ................................................. 920 2,674 7,929
Construction .................................................... 105 261 774
Financial Services ........................................... 49 312 924
Trade ................................................................ 179 790 2,343
Transport and Telecommunications ............. 96 383 1,134
Research and Data Processing ....................... 66 105 311
Social and Cultural Services .......................... 123 271 802
Communal Services ......................................... 71 151 448
Administration and Defense ........................... 79 195 579

Net Exports of Goods and Services (mill. US$) -1,184 - 1,463 - 1,296
Real Per Capita GDP (current .US$, World

Bank est.) ........................................ 1 ............... 19208 1,370 N/A



249

Key Economic Indicators--Continued
[BHIiom of Romanian Md unless otherwise noted]

1991 1993 19931

Labor Force (O00's) ............................................. 10,840 10,919 10,458
Unemployment Rate (pct.) ................................. 3.4 8.4 9.5

Money and Prices (annual percent growth unless
noted):

Money Supply (M2, bill. lei) ............................... 1,025 1,856 3,625
Base Interest Rates ............................................ 12 52 80
Personal Saving Rate ......................................... 10 40 70
Retail Inflation ................................................... 223 210 250
Industrial Wholesale Inflation ........................... 584 417 205
Consumer Price Index ............................ ............. 266 200 248
Exchange Rate ($/lei):.

Official (avg.) ................................................... 60 325 761
Inter-bank Auction (avg.) ............................... 198 325 761
Private Exchange House (avg.) ...................... 270 410 853

Balance of Payments and Trade (millions of U.S.
dollars unless noted):

Total Exports (FOB): 4
Ruble Zone (mill. ruble) .................................. 829 89 12
Hard Currency ................................................. 3,520 4,286 4,280

of which to U.S ............................................ 121 84 39
Total Imports CIF:'4

Ruble Zone (mill. ruble) .................................. 575 147 10
Hard Currency ................................................. 5,146 5,886 5,874

of which from U.S ........................................ 184 223 202
Trade Balance: 4

Total Ruble Zone (mill. ruble) ........................ 254 -58 -2
Total Hard Currency ....................................... - 1,626 - 1,601 - 1,594

Balance with U.S ......................................... -63 -139 -163
Aid from U.S............................. 16 20 21
Aid from Other Countries .................................. 126 156 180
External Public Debt ..................... 2,344 4,621 5,245
Debt Service Payments (paid) ............................ 30 186 369
Gold and FOREX Reserves (net) ....................... 270 -55 -68

N/A-Not available.
11993 Pires are estimates based on monthly data available in October 1993.
2GDP at factor cost.
figures are average annual nominal interest rates offered by financial institutions.
4 Merchandise trade.

I. General Policy Framework
With a population of 23 million, a highly educated work force, and substantial ex-

ploitable natural wealth, Romania offers a potentially lucrative market for U.S.
trade and investment. For the near term, however, Romania's purchasing power will
remain constrained by such factors as the disruptive effects of economic reform, the
impact of worldwide recession, the scarcity of hard currency, and relatively weak do.
mestic economic performance. Romania is one of the poorest countries in Europe,
and its economy has been declining over most of the post-December 1989 period.
Since mid-1993, there have been signs that the decline has been arrested. However,
growth is expected to be uneven into 1994, and the possibility of occasional setbacks
cannot be excluded. Much will depend on export performance the inflow of develop-
ment assistance from international financial institutions, and the level of direct for-
eign investment.

Although state ownership of most means of production continues four years after
the overthrow of communism, Romania is committed to creating a market economy.
Steady (if slow) progress has been made toward that end. Eighty percent of the
county's arable land has been returned to private farmers (although actual land ti-
tling has lagged behind), and a 30 percent nominal ownership stake in some 6,000
Industrial enterprises has been transferred to all adult citizens via the distribution
of shares in each of five private ownership funds. Ambitious plans exist for the pri-
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vatization of these 6,000 state-owned firms, although fewer than 300 had been
privatized by the end of October 1993. Greater progress has been made in auction.
nsg off stand-alone "assets" of larger enterprises.

Progress has been more visible in the non-state sector which now is believed to
contribute 15 to 25 percent of GDP. Some 275,000 private commercial businesses
(25,000 involving foreign capital) and 213,000 sole proprietorships and family busi.
nesses have been formed since mid 1990. These are concentrated in the services sec-
tor and, in the case of the commercial businesses, typically employ fewer than 10
persons.

The reintegration of Romania into world markets is a central feature of Romanian
foreign economic policy. Romania now is an associate member of the European
Union (EU) and of the European Free Trade Association (EFTA). However special
emphasis has been placed on shoring up bilateral economic relations with te Unit.
ed States. As a result of the restoration of Most-Favored-Nation (MFN) tariff status
with the United States in November 1993 the signing of a Bilateral Investment
Treaty, and the return to Romania of the U.S. Export-Import Bank and Overseas
Private Investment Corporation (OPIC) in 1992, prospects for expanded bilateral
trade and investment have improved markedly. .

Subsidies to industry, the high cost of energy imports, and increasing demands
for social programs to mitigate the pain associated with restructuring the economy
have made it difficult for the government to hold the budget deficit within the target
of 5 percent of GDP, a central element in discussions with the IMF on a 1993 Stand-
by Agreement. The deficit target for 1994 is 4 percent of GDP. An 18 percent value
added tax (introduced in July 1993) and a salary tax presently provide 48 percent
of central government revenues. The government plans to rely increasingly on secu-
rities issuance to cover the deficit. Monetary policy is driven by commitments ac-
cepted in return for assistance from the IMF and World Bank and can be character-
ized as cautious to restrictive. Tools used by the central bank to control the money
supply include a ceiling on credits, adjustment of the discount rate (via the inter-
bank auction), and the volume of treasury bills.
2. Exchange Rate Policies

Since November 1991, the National Bank of Romania (the central bank) has
sought, with varying degrees of success, to institute a system of limited internal con-
vertibility. Under the present regime, there is a unitary rate (pegged to the U.S.
dollar), which is determined via a closed daily inter-bank 'auction . While the rate
currently could not be classified as a clearing rate, authorities have indicated to
IMF officials that the exchange regime will be fully liberalized in early 1994. In the
interim, efforts will be made to introduce greater transparency into the system.

Juridical persons are required to carry out all exchange transactions through the
commercial banking system. The law allows for capital transfers; however, in prac-
tice, the supply of hard currency is scarcely adequate to cover essential current ac-
count transactions. During some periods in 1991 and 1992, exporters were required
to exchange all or a portion of their hard currency earnings for local currency. How-
ever, this practice was abandoned in May 1992, and government officials repeatedly
have stated that it will not be reimposed. Physical persons may conduct exchange
transactions through private exchange houses, legalized in 1991. However, restric-
tioris exist on the size and intended purpose of such transactions.
3. Structural Policies

Economic reform has required new laws in virtually every field: commerce, privat-
ization, copyright, trademark, patent, banking, labor, foreign investment, environ-
ment, taxation, and social security. Laws reforming most sectors have been promul-
gated already or exist in draft status. Romania opened negotiations for a new proto-
col of accession to the General Agreement on Tariffs and Trade (GATT) in 1992.
Where relevant, the government has sought to accommodate the obligations of
GATT membership in drafting new trade and tax laws. Several gaps remain in the
legal framework for reform. Chief among these are a modern bankruptcy code, a
competition law, legislation on ownership of properties nationalized during the com-
munist era, and clarification of the real property ownership rights of foreign juridi-
cal persons. A modern copyright law, developed in close consultation with Western
experts was introduced intoiParliament in November 1993, and passage was ex-
pected 6y year's end.

Pricing and tax policies generally are favorable to trade. Except for some pharma-
ceuticals, some forms of public transportation, and residential heat and energy,
consumer price subsidies were eliminated in May 1993. Likewise, few prices remain
subject to government control. Romania's Foreign Investment Law (April 1991) pro-
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vides incentives for foreign investment and a US.-Romania Bilateral Investment
Treaty (effective January 1, 1994) provides protection for US. investments.

As noted above, the major sources of central government revenue are the value
added tax, a tax on salaries (not income), and a profits tax. As a result of several
unique exemptions and incentives, firms may be better off splitting into smaller sub.
sidiary units to minimize the burden of the progressive, multi-bracketed profits tax.
Individuals may fare better by earning more non-salary income to reduce their U-
ability under the progressive personal income tax. Customs duties range from two
percent to 100 percent; the weighted average is 30 percent. A 30 percent surcharge
is applied to luxury imports (i.e., tobacco, alcohol, cosmetics, automobiles, and
consumer electronics with the exception of color television receivers). Adjustments
to the structure of the tariff schedule will be required to bring Romania into har-
mony with the European Union. As a result, differential rates will favor imports
from the EU. However, Romanian officials contend that tariffs are low to nonexist-
ent in areas in which U.S. suppliers already enjoy a competitive advantage, such
as high-technology products and agricultural raw materials.
4. Debt Management Policies

In an effort to reduce foreign influence, during the 1980's, former dictator Nicolae
Ceausescu directed the liquidation of all foreign debt via accelerated payments and
forced exports. As a consequence, by April 1989, the country's debt was virtually
zero. After December 1989, foreign borrowing was resumed, and by the end of 1993
loan commitments totaled approximately $5.2 billion. Disbursements amounted to
$3.2 billion.

Romania signed a Standby Agreement with the IMF in May 1991, which provided
for $500 million in balance of payments assistance plus up to an additional $400
million in contingency and compensatory assistance. This program was terminated
in February 1992 by mutual agreement when, as a result of the build-up of debt
among state-owned enterprises (essentially soft supplier credits), it became evident
that Romania would be unable to meet the target on monetary growth. Another
Standby Agreement was negotiated in May 1992, providing for assistance totaling
$440 million. This program also was terminated by mutual agreement before the
final tranche of assistance had been drawn. Negotiations for a third program began
in March 1993 and still were in progress at the end of November 1993. Assuming
successful conclusion of the negotiations, implementation of the third-standby would
likely begin in the spring of 1994.

Since July 1 J91, the World Bank has approved loans totaling $950 million, includ-
ing a $400 million Structural Adjustment Loan. Since December 1989, the Groupof 24 (G-24)-countries have pledged $4.5 billion in loans (17 percent of the total)
and grants for development assistance. Of this amount, $750 million has been for
balance of payments support. Disbursements did not begin until 1992. Support lev-
els have continued to increase, but at a declining rate of growth.

Seventy-two percent of the official (i.e., noncommercial) loans to Romania since
December 1989 were contracted directly by the state. The remaining 28 percent are
guaranteed by the state. Commercial lending to Romania has been small, and no
instances of bank credit rescheduling are known to the Embassy. Roughly half of
Romania's export earnings in 1993 were used to finance current energy imports.
Debt service amounted to 8.6 percent of exports and 1.7 percent of GDP in 1993.
The debt service burden will increase in 1994 as payments come due on Romania's
first IMF Standby Agreement.
5. Significant Barriers to U.S. Exports

Traditionally defined trade and investment barriers are not a significant problem
in Romania. There are no known laws that directly prejudice foreign trade or busi-
ness operations, although the Embassy has been made aware of one incident in
which procurement regulations apparently were intentionally drafted in such a
manner as to effectively exclude a major U.S. pharmaceuticals company from the
market for one product line. The government generally makes a good faith effort to
assist, where appropriate, in the resolution of occasional trade disputes involving
U.S. and Romanian firms. However, the process tends to drag on, as illustrated by
the experience of one U.S. firm which so far has failed in two years to resolve a
payment dispute in which the government concedes the U.S. firm appears to be in
the right.

More commonly, impediments to bilateral trade and investment arise from cul-
tural differences or the transitional nature of the reform process, or are rooted in
attitudes and practices carried over from the days when Romania operated as a cen-
trally planned economy. Chief concerns include:
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Difficulty in concluding contracts: Lack of experience in western business meth-

ods; rapidly changing laws and a dearth of legal specialists to interpret their com-
merciaT implications; frequent shuffling of persons of authority in both government
and industry hierarchies; and the slow demise of the old custom of smoothing the
path through personal contacts--or offer of gratuities-have frustrated U.S. export-
ers and investors in concluding contracts. U.S. companies have commented fre-
quently that Romania requires extensive documentation for the creation of a joint
venture.

Limited purchasing ability: Romania's hard currency reserves are near nil, under-
mining the country's ability to purchase needed goods and services. Countertrade,
although no longer the virtual requirement for transactions it was under the
Ceausescu regime, still plays an important role in Romania's trade strategy.

High cost of doing business: For a country with relatively low living standards,
the costs associated with setting up a foreign business operation are unexpectedly
high. Office rentals, transportation costs, telecommunications bills, and the need to
import most office supplies all make doing business in Romania a costly venture.
According to a Swiss study, Bucharest will be one of the ten most expensive Euro-
pean cities by the year 2000.

Lack of support services: Measurable improvements have been made over the past
two years in the availability of telecommunications equipment, office equipment,
and computer hardware and software. However, the provision of more mundane
goods, including foodstuffs, tends to be irregular, and western concepts of service are
not yet fully rooted. Most equipment has to be imported, and maintenance costs are
high. Many traders and investors report that the absence of a modern banking sys-
tem impedes the conduct of business, and many express concern that medical care
available to the expatriate business community is below western standards.

Investment barriers in Romania are few. The foreign investment law allows up
to 100 percent foreign ownership of an investment project (excluding land), and
there are no legal restrictions on the repatriation of profits and equity capital. Gov-
ernment approval of a joint venture is required, but to date this has not impeded
the formation of such ventures. Although Romania lacks a one stop investment serv-
ice, assistance in matching potential foreign investors with Romanian partners is
provided by the Romanian Development Agency.

The Romanian constitution prohibits foreign ownership of land. However, the gov-
ernment has sought (so far unsuccessfully) an amendment allowing foreign investors
to own land purchased for investment projects. Some observers have argued that
since joint ventures are, by law, registered as "Romanian" companies, and since no
property ownership restrictions apply to "Romanian" firms, the prohibition on for-
eign ownership may be moot so far as doint ventures are concerned. This interpreta-
tion has not been tested in a court of law. In any event, foreigners are entitled to
lease property, and the Romanian partner of a joint venture may own land in the
name of the venture.

Since 1990, Romania has registered 24,849 commercial companies with foreign
capital participation, but the total value of the foreign investment is comparatively
small-$1.3 billion. The overwhelming majority of the investments are small-scale-
99.7 percent of the foreign investors together account for only 30 percent of the totaf
capital investment. U.S. company investments run the gamut from multi-million
dollars to a few hundred dollars, but are increasing in both volume and value terms.
As of October 1993, U.S. investments ranked third (after Italy and France) in value
terms (about $75 million), while in number of joint ventures (1,401), the United
States ranked sixth. The largest U.S. investors are Coca-Cola, Amoco, Colgate-
Palmolive, Pepsi, and MBH Furniture Industries.
6. Export Subsidies Policies

The Romanian system does not provide outright export subsidies but does attempt
to make exporting attractive to Romanian companies. For example, in December
1991, the government passed a decree, effective January 1, 1992, providing for the
total or partial refund of import duties for goods that are processed for export or
are incorporated in exported products. There is no preferential financing for local
exporters, no export promotion funds are disbursed by the government, and there
is no targeting of benefits for small businesses.

Generally, there is no licensing requirement for exports, but Romania does pro-
hibit or control the export of certain strategic goods and technologies. For example,
on occasion the government has banned the export of various foodstuffs due to do-
mestic shortages. Export controls on imported or indigenously produced goods of
proliferation concern also exist.

Romania is not a signatory to the GATT subsidies code or government procure-
ment code, but has indicated its intention to subscribe to both codes.
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7. Protection of U.S. Intellectual Property
During the communist era, property rights were reserved to the state. Neverthe-

less Romania was a member of the World Intellectual Property Organization
(WIRO), and Romanian experts are knowledgeable about the western concept of
property. As part of the reform process, all laws relating to patents, trademarks,
and copyrights have been, or are being, rewritten. The Patent Law has been promul-
gated. The Trademark Law and the Copyright Law are in draft and expected to be
enacted in 1993. All laws have been modeled after international standards and
norms and have been reviewed by international experts. It is expected that Romania
will have a modern set of intellectual property laws in place in 1994.

Due to the lack of legal protection and enforcement, some U.S. firms, especially
computer software firms, have been reluctant to license products in Romania. Pirat-
ed copies of audio and video cassette recordings are openly marketed. Many are ap-
parently locally produced, but most appear to be imported. The Embassy is not
aware of pirated goods being produced in Romania for export.
8. Worker Rights

a. The Right of Asgociation.--Current labor legislation guarantees the right of
workers to organize and join labor unions and to engage in collective bargaining.
The right to strike is specifically guaranteed, although some courts have increas-
ingly ruled against striking unions.The primary exceptions are employees in certain
critical industries involving the public interest, such as defense, health care, trans-
portation, and telecommunications, where there are restrictions on the right to
strike.

In addition to dissatisfaction with recent court rulings on strikes, some unions
continue to complain that legislative requirements calling for submission of griev-
ances to government-sponsored conciliation efforts prior to a strike interfere with
their freedom of action. An International Labor Organization (ILO) Committee of
Experts also registered concern in a 1992 report that current laws fall short of ILO
Convention standards in several areas, including the free election of union rep-
resentatives, binding arbitration, and financial liability of strike organizers. The Ro-
manian government has not yet acted on the ILO recommendations.

Current legislation stipulates that labor unions are independent bodies, free from
government or political party control, with the right to be consulted on labor issues.
No worker can be forced to join or withdraw from a union, and union officials who
resign from elected positions and return to the regular work force are accorded pro-
tection against employer retaliation. In practice, the government does not seem to
exert any influence over labor union activities.

The overwhelming majority of Romania's approximately 11 million working people
are members of about 18 nationwide trade union confederations and smaller inde-
cenndent trade unions. The largest is the National Confederation of Free Tradenions-Fratia (CNSLR-Fratia). Virtually all unions concentrate on economic issues
to protect their members' standard of living, which is declining amid steep increases
in consumer prices and continued uncertainty caused by the transition to a market
economy. In 1993, several smaller confederations merged into larger organizations,
increasing their clout and economic vitality.

The government does not impede the right of labor unions to affiliate internation-
ally, and representatives of foreign and international organizations freely visit and
advise Romanian-trade unionists. Two major confederations, ALFA Cartel and
Fratia, are affiliated with the World Confederation of Labor (WCL) and the Inter-
national Confederation of Free Trade Unions (ICFTU), respectively. Following
CNSLR'S merger with Fratia in June, the former sought affiliation with ICFTU.

At its 80th session in Geneva in June, the ILO received a report from its Commit-
tee of Experts concerning Romanian compliance with ILO conventions. Although the
Committee generally was satisfied with Romanian compliance, it underscored the
need to increase measures to ensure a discrimination-free work place for the coun-
try's ethnic minorities, particularly for gypsies, and sought additional information
on the status of women in the work place.

b. The Right to Orqanize and Bargain Collectively.-Current legislation permits
workers to organize into unions and to bargain collectively. However, the absence
of effective employer groups, because of continued state control over most industrial
resources, complicates collective bargainig efforts.

c. Prohibition of Forced or Computsory labor.-There is no statutory law prohibit-
ing forced or compulsory labor. The constitution prohibits such labor, but excludes
members of the military convicts, and those working during declared national emer-
gencies from the definition of forced labor. There were no reports of individuals en-
gaged in forced or compulsory labor in 1993.
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d. Minimum Age for Employment of Children.-The minimum age for employment
is 16, although children as young as 14 or 15 may work with the consent of their
parents or guardians and only "according to their physical development, aptitude,
and knowledge." Working children under 16 have the right to continue their edu-
cation, and employers are obliged to assist in this regard. The Ministry of Labor and
Social Protection (MOLSP) has the authority to impose fines and close sections of
factories to enforce compliance with the law. No violations of this policy were docu.
mented by the media or the Ministry in 1993, and child labor did not appear to be
a problem.

e. Acceptable Conditions of Work.-Most wage scales are established through col-
lective bargaining. Minimum wage rates are generally observed and enforced, al-
though employers financial difficulties often result in nonpayment of wages or post-
ponement of payment.

The labor code provides for a work week of 40 hours or five days, with overtime
to be paid for weekend or holiday work or work in excess of 40 hours. Paid holidays
range from 15 to 24 days annually depending mainly on the employee's length of
service. Employers are required by law to pay additional benefits and allowances
to workers engaged in particularly dangerous or difficult occupations.

Draft legislation regarding occupational health and safety is pending in par-
liament. The MOLSPhas established safety standards for most industries and is
responsible for enforcing them. Enforcement is not good, however. The MOLSP lacks
sufficient, trained personnel for inspection and enforcement, and employers gen-
erally ignore their recommendations. Some labor organizations have pressed for
healthier, safer working conditions on behalf of their members. In general, however,
workers are not committed to occupational safety and health and appear to value
increased pay over a safe and healthful work environment. Neither the government
nor industry, which remains mostly state-owned, has the resources necessary to
achieve significant improvements in health and safety conditions in the work place.

f. Rights in Sectors With U.S. Investment.-The Embassy has no information to
suggest that conditions differ in goods-producing sectors in which U.S. capital is in-
vested with respect to application of the five worker rights discussed in a through
e above.

Extent of U.S. Investment in Selected Industries.-U.S. Direct
Investment Position Abroad on an Historical Cost Basis-1992

[Millions of U.S. dollars]

Category Amount

Petroleum .............................................................................. 0
Total Manufacturing ............................................................ (1

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

Wholesale Trade ..................................................................... 0
B anking ................................................................................... (1)
Finance and Insurance .......................................................... 0
Services ................................................................................... 0
Other Industries .................................................................... 0
TOTAL ALL INDUSTRIES ................................................... 19

'Suppressed to avoid disclosing data ot individual companies.
Source: U.S. Department of Comme, ,e, Bureau of Economic Analysis.
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RUSSIA
Key Economic Indicators

[Blons of rabso unls s fi noted

1991 193 19931

Income, Production, and Employment:
Real GDP (1990 prices) c).................................... 5 22  459  40 9

Real GDP Growth (pct.) ..................................... -12.9 -18.5 -11
GDP (at current prices)s .................................... 1,300 19,992 165,000

Production of Goods ........................................ 1,074 18,887 N/A
Production of Services ..................................... 226 1,105 N/A

Market Services ........................................... 116 309 N/A
Non-market Services ................................... 110 796 N/A

GNP Per Capita (US$, IBRD est.) ..................... 3,220 N/A N/A
Labor Force (000's) ............................................. 73,809 72,300 N/A
Unemployment Rate (pct.) ................................. 0.1 0.8 N/A

Money and Prices (annual percentage growth):
Money Supply ...................................................... N/A 649.9 '251.6
Central Discount Rate (pct ............................ 20 80 210
Personal Savings Rate ........................................ N/A N/A N/A
Retail Inflation (pct.) .......................................... 277.0 2,539.0 4643
Wholesale Inflation:

Industrial ......................................................... 238.0 2,049.0 4975
Agricultural ..................................................... 156.0 931.0 4851.0

Consumer Price Inflation ................................... 260.0 2,609.0 4625.0
Exchange Rate (Rubles per $)3.......................... 1.67 414.5 '1,186.0

Balance of Payments and Trade (millions of U.S.
dollars):

Total Exports (FOB)5.....................50,911.1 39,967.4 40,000.0
Exports to U.S............................N/A 639.9 1,338.2

Total Imports (CIF) 5 .......................................... 44,473.0 34,981.3 18,000.0
Imports from U.S ............................................ N/A 2,883.7 1,343.4

Aid from U.S ....................................................... N/A 358.4 467.1
Aid froin Other Countries .................................. N/A 1,500.6 1,952.9
External Public Debt .......................................... N/A 70,000.0 72,000.0
Debt Service Payments (paid) ............................ N/A 1,815.0 2,000.0
Gold and FOREX Reserves ................................ N/A 3,518.0 6,000.0
Trade Balance 5 .................................. i................. N/A 4,986.1 22,000.0

Balance with U.S ........................................... N/A -2,189.8 -5.2
N/A-Not available.
1Pi'rno ar from State Statistical Committee and embassy estimates; 1993 figures are estimates based on

available monthly data in October 1993.
2ODP at factor cost; 1990 GDP was 644 billion rubles.
FPigures are actual, end of period.
'Money supply is through 8?93; other figures through I0193.
S Merchandise trade.

1. General Policy Framework
The Russian Federation (Russia) is the largest of the republics of the former So-

viet Union and also the wealthiest, with oil, timber, natural gas, minerals, and fer-
tile soil. After the collapse of the Soviet Union in October 1991, however, Russia was
left with serious economic problems stemming from decades of a planned economy
and the disruption of its traditional commercial and industrial ties. GDP fell by 13
percent in 1991, 19 percent in 1992, and a further 11 percent in 1993, for a cumu-
lative decline of 37 percent, greater than that experienced by the United States dur-
in the great depression.

Industrial production dropped dramatically in 1992 and 1993 as Soviet-era supply
lines across new national borders were disrupted, defense orders plummeted, and
low import duties exposed Russian products to foreign competition particularly
among consumer goods. Largely becatise of the efforts of Minister of £'inance Boris
Fedorov, the government made progress in controlling the amount of state credit
made available to state enterprise in 1993. However, as in 1992, enterprises contin-
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ued to lend to each other, thus maintaining output and employment while accumu-
lating a large amount of inter-enterprise arrears, since ultimately much of the pro-
duction went unsold.

The year 1993 also saw the final dissolution of the "ruble zone.' Following the
July 26 Central Bank decision to withdraw old ruble notes from circulation, other
republics of the Commonwealth of Independent States (CIS) moved to establish
their own currencies. The collapse of the CIS ruble zone helped bring the currency
under Central Bank control, and reduced inflationary pressures from other repub-
lice. Still to be solved, though was the question of establishing a payments mecha-
nism that would facilitate rather than hinder market-based trade between the new
CIS states. An Interstate Bank was established in December 1993 to tackle this
problem.

By the beginning of 1993 Russia had freed prices on 85 percent of wholesale and
retail goods, and remaining controls on energy, housing, transportation and some
other products were eliminated during the course of the year. The often dramatic
increases in formerly controlled prices and the continuing inflationary impulse of do-
mestic credit expansion made inflation reduction a top government priority. Under
pressure from the Ministry of Finance, the Central Bank raised its discount rate
in several stages to 210 percent in 1993 from the 1992 level of 125 percent, and
tightened issuance of discounted credits. By the end of 1993 Inflation was down to
a monthly level of 15 percent.

To cut the budget deficit, the government in 1992 slashed expenditures on defense
procurement, investment, and industrial and consumer subsidies, while introducing
a 28-percent value-added tax, which was lowered to 20 percent in 1993. Export
taxes and licensing fees, intended to offset the differential between low domestic
prices and world market prices for energy and other raw materials, also yielded rev-
enue. The budget deficit for 1993 was 10 trillion rubles despite extensive cuts in
subsidies. A significant amount of taxable income goes unreported. The government
in late 1993 announced plans to limit monetary financing of the budget deficit by
creating a domestic market for government paper and bonds.

The government's privatization program, initiated in August 1992, continued to
expand in 1993. Roughly half of Russia's medium and large state enterprises and
67 percent of small enterprises were privatized by the end of 1993; a growing num-
ber of large enterprises were being auctioned. The two-step process places the cap-
ital of a state enterprises on a share basis and then privatizes part or all of the
ownership. The enterprise's managers and employees can receive 25 percent of the
shares free and purchase up to an additional 15 percent. More frequently they elect
instead to purchase a full 51 percent at discounted prices. The local state property
committee, and in some cases the central government, typically retains a 20-30 per-
cent stake; the remaining shares are auctioned publicly for vouchers or cash. One-
third of the investment vouchers distributed to Russian citizens in October 1992
have been invested; the vouchers are currently valid to July 1994. Foreign investors
have access to the public shares through investment funds or can purchase vouchers
directly. A September 1993 land decree permitted the sale of agricultural land
among Russian citizens. High percentages of urban residential units have been
privatized and can be sold on the market. In Moscow 90 percent of residential prop-
ert was rivatized by the end of 1993. Foreigners still cannot purchase real estate
in Russiabut can lease it for 50 years and sometimes longer.

A bankruptcy law passed in March 1993 provided the basis for several test cases
in the courts. In December 1993 President Yeltsin signed a decree outlining criteria
and procedures for reorganizing and eliminating unprofitable state enterprises
through mandatory bankruptcy proceedings. To avoid bankruptcy proceedings, such
enterprises must prove they have state orders, subsidies or private financing. This
step represents a significant implementation of the new bankrptcy law. An initial
list of 100 enterprises slated for bankruptcy was being prepared at the end of 1993.

U.S. direct foreign investment commitments in Russia totalled $500 million in
1992, 14 percent of total foreign investment in Russia. Other leading investors were
Germany, Italy, Austria and France. U.S. direct foreign investment in 1993 is esti-
mated at $1 billion, comprising 15-20 percent of worldwide direct investment in
Russia. The U.S.-Russian bilateral tax treaty, which goes into effect from January
1994, eliminates double taxation of U.S. citizens and firms, while the bilateral in-
vestment treaty signed in June 1992 awaits ratification by the Russian legislature.

Russian exports concentrated in raw materials, totalled $40 billion in 1992 and
again in 1993, although with falling commodity prices export volumes increased in
1993. As a result of the massive decline in GDP, imports fell from $35 billion in
1992 to $18 billion in 1993, increasing Russia's trade surplus from $5 billion to $22
billion. Germany ranked first as Russia's leading non-CIS trading partner in 1993,



257

followed by China, the United States, France, Japan and Britain. Trade with former
allies in Eastern Europe continued to fall.

Russia became a member of the International Monetary Fund in June 1992 and
made a first credit tmnche drawing of $1 billion in December. In July 1993, Russia
borrowed a further $1.5 billion from the IMF under the new Systemic Trans-
formation Facility. The borrowing was intended to support a program of tighter lim.
its on credit expansion and a reduced budget deficit. However, Rlussia was unable
to meet its third quarter targets as a result of credits issued for the harvest and
for winter provisioning of the Russian northern territories. Renewed stabilization
policies were implemented during the fall, opening the way for a second $1.5 billion
STF drawing envisioned for earIy 1994 to be fol owed by a $4 billion upper credit
tranche standby program-

In 1993 the WorldBank approved a $610 million loan for oil sector rehabilitation,
which became effective in November. A $90 million loan for privatization assistance,
approved in 1992, became effective in December 1993. The World Bank has also pro-
posed an additional $70 million loan for federal employment assistance. Disburse-
ments in 1993 on a previously approved import rehabilitation loan totalled $350 mil-
lion.

The international program of technical and humanitarian assistance, begun in
1992, became increasingly active in 1993. The United States is the largest source
of technical assistance and funding. The Group of Seven in 1993 established a sup-
port implementation group (SIG) in Moscow and will open its office in 1994. The
IM9,World Bank and European Bank for Reconstruction and Development (EBRD),
which opened offices in Moscow in 1992, have active technical assistance programs
and provide funding in various areas. The International Financial Corporation has
focused its assistance activities on the privatization program. The European Com-
munity has begun to mobilize an assistance program, and individual countries have
established bilateral programs.

Differences in income distribution have widened steadily in the uneven transition
to a market economy. On the one hand, a class of wealthy entrepreneurs has begun
to emerge- on the other, many have experienced a decline in living standards, al-
though official unemployment levels have remained below one percent.

Much unemployment and under-employment remains hidden. Enterprises have
increasingly reduced the work week and compelled employees to take annual leave.
Some employees have acquired second jobs to supplement reduced real wages. The
government has sought to keep social welfare support in line with the cost of living,
but many pensioners have slipped below the poverty line. Welfare responsibilities
jettisoned b enterprises in the course of privatization have usually devolved upon
regional and local governments.
2. Exchange Rate Policy

Russia has a unified exchange rate which floats based upon a daily Moscow inter-
bank currency exchange auction where the central bank intervenes to smooth fluc-
tuations. After declining rapidly in nominal terms through mid-June the ruble held
steady at about 1000/dollar until the siege of the parliament. The ensuing political
turmoil caused a sharp downward correction of about 20 percent, after which the
rate again stabilized. In practice, the central bank exerts considerable influence on
the rate due to the continuing large reserve accumulation resulting from surpluses
in Russia's trade accounts. The ruble is convertible within Russia and CIS countries
which remain in the ruble zone. Capital flight remains a problem. Exporters are re-
quired to convert into rubles 50 percent of export earnings at the free market rate.
From January 1994 commercial banks will be responsible for monitoring the repa-
triation of export earnings.

Without special permission it is illegal for Russian companies or citizens to main-
tain bank accounts outside of Russia for purposes other than operating expenses.
Licenses are required for offshore accounts and can be difficult to obtain. Non-resi-
dents can open individual ruble accounts and commercial ruble accounts for servic-
ing import/exports operations and for investment. Both citizens and non-residents
can maintain domestic hard currency accounts.
3. Structural Policies

The Russian legal system is in a state of flux but continues to make progress to-
ward a market economy having transparent pricing, tax and regulatory policies.

Legal Framework: Russia's rudimentary antitrust law was supplemented in De-
cember by a new tax and anti-monopoly law passed by presidential decree. A similar
November 1993 decree implementing the law on protection of shareholders requires
larger companies to establish stock registries to record ownership in the company.
Al in preparation are a brokerage law facilitating trading of stocks through bro-
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kers rather than through the company. The government is working on a commercial
code. One-third of Russian commercial banks have substantial government owner.
ship and the largest banks are still government-owned. Russia still lacks a
corporatization law.

Pricing policies: Despite the continuing privatization of larger enterprises key
sectors such as energy and transport remain in state hands. Tie Ministry of Econ-
omy, formerly GOSPLAN, retains some of its former managerial functions for cer-
tain sectors of the economy. Centralized imports and import subsidies were elimi-
nated in 1993 on all items except a handful of products, and the remainder are ex-
pected to be phased out in 1994. In late 1993 the government reduced export duties
and curtailedthe number of exports subject to quotas and licensing. State procure.
ment plays a limited and declining role for non-defense industries, and production
subsidies have been abolished in most sectors, including foodstuffs. Energy and rail
transportation prices were decontrolled in 1993 and have risen sharply.

Tax Policies: Russia's tax system, established in December 1991, has been ren-
dered obsolescent by the de facto transfer of substantial federal responsibilities to
the regions, expected to be codified in a new tax law in 1994. All major taxes are
collected by a single federal agency and redistributed among the regions through an
ad hoc bargaining process which attempts to accommodate this transfer of respon-
sibiities. A new tax law in preparation is intended to reflect the increased regional
responsibilities by making their collections independent of the center. The value-
added tax is imposed on Russian and foreign firms conducting commercial activities
in Russia. Placed on a sliding scale ranging between 25 and 35 percent by region
in 1992, the tax was reduced to a uniform 20 percent in 1993. Corporate profits are
taxed at a rate of 32 percent. A December 1993 presidential decree raised personal
income tax rates for 1994; income below five million rubles per year will be taxed
at 12 percent, income between five and ten million rubles/year at 20 percent, and
income over ten million rubles/year at 30 percent.

Regulatory Policies: All enterprises above 100 million rubles capitalization
($85,000 as of 12/93) must be registered with the government, which can involve ex-
tensive delays. Exports of energy and several other raw materials require a license,
for which foreign investors are permitted to bid. The government has only recently
begun to introduce- auction tenders for official procurements. Noncompetitive bid-
ding is sometimes used to award contracts for very large government projects in-
volving natural resources. Cases exist of tenders awarded to U.S. companies being
subsequently revoked by the government in the interests of domestic competitors.
An established and transparent set of regulations regarding bidding is lacking, but
a law on concessions for development of raw reserves is in preparation.

4. Debt Management Policies
Russia and the other former republics of the USSR agreed in October 1991 to be-

come "jointly and severally" liable for the Soviet foreign debt. Russia's share of the
debt was set at 61 percent. Russia subsequently reached agreement with the other
republics to manage or assume liability for their respective share of the Soviet debt
in exchange for their relinquishing their respective claims on Soviet assets.

Russia has succeeded in gaining significant temporary relief from its debt burden
during the transition to a market economy. An April 1993 agreement with govern-
ment creditors (Paris club) rescheduled virtually alof Russia s official bilateral debt
arrears and maturities falling due in 1993. By December 1993 Russia had reached
bilateral agreements with most major creditor governments to implement the April
1993 accord. The April accord requires that Russia obtain comparable debt relief
from its other main groups of creditors. Negotiations with London Club creditors to
reschedule commercial bank credits resulted in agreement in principle but stalled
in late 1993 over the issue of Russia's refusal to waive sovereign immunity. Pending
conclusion of an agreement, the Russian government is setting aside money in the
budget for debt servicing payments to the banks. Russia also has proposed forma-
tion of a creditors club for rescheduling uninsured supplier credits.

The total external debt is estimated to be approximately $72 billion dollars. Serv-
icing of the debt in 1993, after rescheduling, was about $3 billion. In order to ensure
control of contracting for new foreign lending, the Russian government has formed
an inter-ministerial committee to limit the amount of borrowing.

5. Significant Barriers to U.S. Exports
The 1992 U.S.-Russia Trade-Agreement provides mutual most-favored-nation sta-

tus. Russia remains subject to the Jackson-Vanik Amendment which conditions ex-
tension of MFN status upon conclusion of a bilateral commercial agreement and
compliance with, or waiver of, freedom of emigration requirements found in the law.
In 1993 President Clinton continued a waiver for Russia from the freedom of emi-
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gration requirements of Jackson-Vanik, which has been continued annually since
first being issued for the Soviet Union in 1990.

Russia is negotiating or has concluded limited free-trade agreements with CIS
states and former East European satellites. Some of these involve barter or guaran-
teed delivery of specified commodities. The U.S. Russia Business Development Com-
mittee and its working commissions, established in June 1992, provide a mechanism
for resolving particular trade problems on both sides. Russia and the European
Union have been involved in the negotiation of a Partnership and Cooperation
Agrement which would liberalize trade between them.

The June 1993 Customs Code, which offers 15 alternative regimes for handling
external trade, standardizes Russian customs procedures in accordance with inter-
national norms. The Tariff Law promulgated in July 1993 establishes types of duties
and provides for establishing preferential tariffs on a reciprocal basis. Implementa-
tion of the new customs regime has occurred gradually and unevenly, and is still
subject to arbitrary decisions. In December 1993 the United States and Russia im-
plemented a 1990 Mutual Customs Assistne Agreement. The government plans to
raise import duties across the board in 1994; although many duties will be below
ten percent, the expected weighted tariff will be 13-14 percent, with some exceeding
25 percent.

Iinherited Soviet-era qualitative restrictions on imports were initially limited to se-
curity and health requirements, but Russia's July 1993 Consumer rtection Law
stipulated official certification (by Gosstandart) of imported products for conformity
to Russian technical, safety and quality standards. Certification is based on a com-
bination of international and Russian standards. US. companies have complained
of costly procedures and arbitrary certification requirements. A joint Russian-U.S.
communique of December 1993 pledges cooperation on. proving and simplifying
certification, testing and quality assurance of U.S. and Russian products in each
other's markets. Russia is establishing reciprocal standardization with the US. and
other countries and acceptance of foreign certification by accredited institutions. Im-
port licenses are required on the normal range of dangerous and harmful materials
and goods

A November 1993 presidential decree freezing registered foreign bank activity and
barring new entry of foreign banks with less than 30 percent Russia ownership ap-
pears to conflict with a September 1993 decree sheltering foreign investors from ad-
verse changes for three years and contradicts the foreign banking law. Under cur-
rent law on~ly 12 percent of the total capital in the banking system can be forign-
owned. The Russian insurance industry is lobbying for similar protection, and the
government recently circulated proposed regulations prohibiting foreign attorneys
from counseling clients on Russian legal matters.
6. Export Subsidies Policies

From July 1992 exports of oil, gas, precious metals and other strategic raw mate-
rials were conducted by enterprises specially licensed by the Russian government.
In 1993 a quarter of these exports were re-centralized through government-con-
trolled foreign trade organizations and involved domestic purchase below w6rld
prices and exemption from export taxes.

Antidumping duties imposed by the U.S. Department of Commerce on Russian
uranium in early 1992 were suspended in October 1992 in return for export re-
straints. U.S. antidumping duties remain in place on imports of Russian ferrosiicon,
titanium sponge, and urea. A request for information under Section 406(d) of the
1974 Trade Act has also been sent to Russia regarding the production and export
of potash. A surge of Russian aluminum exports to western markets contributed to
record low real aluminum prices and was the subject of multilateral talks.

7. Protection of U.S. Intellectual Property
In 1992-93 Russia enacted laws strengthening the protection of patents, trade-

marks and appellations of origins, semiconductors, computer programs, literary, ar-
tistic and scientific works, an& audio/visual recordings

The Patent Law, which accords with the norms ofthe World Intellectual Property
Organization, includes a grace period, procedures for deferred examination, protec-
tion for chemical and pharmaceutical products, and national treatment for foreign
patent holders. Inventions are protected for 20 years, industrial designs for ten
years, and utility models for five years. One must wait four years before applying
or a compulsory license.

The Law onrTrademarks and Appellatibn of Origins introduces for the first time
in Russia protection of appellation of origins and provides for automatic recognition
of Soviet trademarks upon presentation of the Soviet certificate of registration. The
Law on Copyright and Neighboring Rights, enacted in August 1993, protects all
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forms of artistic creation, including audio/visual recordings and computer programs
as literary works for the lifetime of the author plus 50 years and is compatible with
the Bern Convention. The September 1992 Act on Topology of Integrated
Microcircuits protects semiconductor topographies for ten years from the date of reg-
istration.

Russia has acceded to obligations of the former Soviet Union toward the Universal
Copyright Convention, the Paris Convention, the Patent Cooperation Treaty, and
the Madrid Agreement. Further, under the unratified U.S.-Russian Bilateral Invest-
ment Treaty Russia has undertaken to protect investors' intellectual property
rights, and the bilateral trade agreement obligates protection of the normal range
olniterary, scientific and artistic works through legislation and enforcement. Russia
does not belong to the Rome convention and protects only sound recordings first pro-
duced in Russia. Still ahead are a comprehensive revision of the Russian criminal
and civil codes and of administrative regulations pertaining to intellectual property
rights; strengthened penalties; the establishment of specialized courts,.particularly
a patent court, with trained and experienced judges and attorneys, and trained po-
lice and customs officers. So far legal enforcement of property rights has been a low
priority of the Russian government, as is evident in the widespread marketing of
pirated U.S. video-cassettes, recordings, books, computer software, clothes and toys.

The Russian Intellectual Property Agency, established in 1992 with direct ac-
countability to the Russian president, was given responsibility to develop and co-
ordinate state IPR policy, promote copyright protection, and collect and distributeroyalties. It was replaced in October 1993 by the revived Russian Authors Organiza-
tion, a semi-official agency combining the inherited supervisory functions with advo-
cacy of author's commercial interests.
8. Worker Rights

a. The Right of Association.-The Russian Labor Code guarantees the right to join
trade unions. The Federation of Independent Trade Unions of Russia (FNPR), suc-
cessor to the Soviet All-Union Central Council of Trade Unions (AUCCTU), enjoyed
a privileged position until a September 1993 presidential decree transferred control
of the Social Insurance Fund from the FNPR to the government, thereby neutraliz-
ing the key economic factor deterring workers from joining other unions. Unions
may form federations and participate in international bodies, and are independent
of political parties.

The Russian Labor Code qualifies the right to strike with several restrictions. It
requires first exhausting other means of dispute resolution, prohibits strikes for po-
litical reasons and bars them altogether in the transportation, communications, en-
ergy and defense industries, and allows suppression of strikes deemed threatening
public health or having severe social or economic consequences.

The government does little to protect workers actively from retribution. FNPR of-
ficials generally collaborate with enterprise management, while free union leaders
and members face threats, intimidation and occasionally physical abuse, often with
the acquiescence of FNPR officials and local politicians. In the past year, free union
officials have scored moderate success in pursuing mc. a aggressive judicial defense
of their rights.

b. The Right to Organize and Bargain Collectively.-Unions remain concentrated
in the state sector, where previously membership was mandatory. Because of the
collaborative tradition of Soviet labor unions, collective bargaining is still largely
misunderstood on both sides. Recently Russian courts have begun compelling man.
agement compliance with labor contracts.

c. Prohibition of Forced or Compulsory Labor. -Prohibited by the Russian Labor
Code but largely unenforced or ineffective.

d. Minimum Age for Employment of Children.-Regular employment of children
under age 16 is prohibited, although younger children may work in intern or ap-
prenticeship programs. The Labor Code bars dangerous, nighttime and overtime
work for children under 18.

e. Acceptable Conditions of Work. -Parliament sets the minimum wage, but given
current inflation and budget deficits, most workers receive less than the minimum
pension level. The standard work week is forty hours and the calendar week must
contain one 24-hour rest period. Premium pay is required for overtime and holiday
"work. Minimum legal safety and health requirements continue to be widely ignored
with impunity. Industrial death and injury rates are very high, especially in heavyindustn.'ssc mining.

f.~h~stis sc as m ii h U.S. Inuestment.-In the petroleum, food and tele-
f.Rg~ n SectorsWihL .S.Ivstet

communications industries where U.S.,jnvestment is significant, observance of
worker rights does not differ significant* from other sectors. The petroleum indus-
try is highly unionized but the official union remains predominant. U.S. joint ven-
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tures in the telecommunications and food industries are less unionized but tend in
some cases to enjoy better working conditions.

Extent of U.S. Investment in Selected Industries-U.S. Direct
Investment Position Abroad on an Historical Cost Basis-1992

DMilions o UA. dollar]

Catsply Amount

Petroleum .................... ......................... 0
Total Manufacturing ............................................ (1)

Food & Kindred Products .......... ............... 0
Chemicals and Allied Products .................... 0
Metals, Primary & Fabricated .......................................... 0
Machinery, except Electrical ............................................. (2)

Electric & Electronic Equipment ...................................... 0
Transportation Equipment ................................................ 0
Other M anufacturing .................................................... .()

W holesale Trade .................................................................... .2
Banking ....................................................................... ........... 0
Finance and Insurance ......................................................... 0
Services ................................................................................. . 3
Other Industries .................................................................... 0
TOTAL ALL INDUSTRIES ................................................... 16

:Supprssd to avoid disclosing data of individual companies.Dsso than 6000,000.

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

SERBIA AND MONTENEGRO*

The United Nations imposed comprehensive economic sanctions on Serbia and
Montenegro in May 1992 because of its support for. aggression in Bosnia-
Herzegovina. These sanctions have accelerated the econonmc decline already under-
way in the former Yugoslav republics. As a result, the economic crisis faced by the
country is worsening steadily.

The war in Bosnia-Herzegovina is being financed largely by the Serbian govern-
ment in Belgrade. This-plus unrestricted monetary expansion by the National
Bank of Yugoslavia-is a major contributor to the hyennlation now ravaging Ser-
bia and Montenegro. The dinar had all but lost value as a means of exchange by
the end of 1993, with the first dinar redenomination (six zeros were dropped in
early autumn) unable to stem hyperinflation. The German mark had largely re-
placed the dinar by the end of 1993 as the primary means of exchange. An emer-
gency government stabilization program also failed to stem hyperinflation, which
had accelerated to approximately 120,000 percent by the end of December 1993, for
an annual level in the quadrillions.

United Nations sanctions imposed against Serbia and Montenegro have created
severe raw materials shortages for the manufacturing sector. Shutdowns and slow.
downs are commonplace. Workers on forced leave are receiving unemployment com-
pensation from the government, which is increasingly unable to meet even basic
government costs. Food prices have increased to the point that most families find
it difficult to buy basic necessities; increasingly, support of endangered segments
(refugees, pensioners) of the population is required. The financial instability caused
by th1e sanctions has effectively shut down banking operations. Although Serbia pro-
duces about one-third of its domestic oil needs, energy is not reaching the civilian
sector in sufficient quantities to provide for adequate heating in winter. Industry
limps along on domestic coal and electric power, but production is barely above min-
imum levels. While Serbia is largelJy self-sufficient in food production, energy short-

apf re now disrupting food distribution networks.
poorest region governed from Belgrade is Kosovo. The population of Kosovo

is 90 percent ethnic Albanian, and the region has the highest Infant mortality rate

SsrbWa and Montenegro have asserted the fomation of a jint independent state, but this
entity has not been formally recognized as a state by the United st.tm

.. __ . , - k
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in Europe and the highest rate of infectious disease-both symptoms of a poor, un.
derdeveloped economy. Serbia in the best of times did not supply Kosovo with fuel
and raw materials as well as it did the rest of its territory.

The economic forecast for Serbia-Montenegre is bleak. The cost of the war effort
and entitlement programs continues to rise while GDP plummets and hard currency
reserves are petedl. Even if the crisis ends and sanctions are lifted, the rebuilding
of the run-down infrastructure will be a lengthy and expensive process, eaerbated
by the recent emigration of young Serbian and Montenegrin professionals and work.
ers. Loss of export markets will also help prolong economic misery faced by Serbia
and Montenegro well into the future.

Extent of U.S. Investment in Selected Industries.-U.S. Direct
Investment Position Abroad on an Historical Cost Basis--1992

[Millions of U.S. dollars)

Category Amount

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

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

Wholesale Trade ......... ., ........................ .......
Banking .. .............. .. . . ....... .. .... ..-......................
Finance an---Insurance ....... . ..............................
Services ........ ..........................................
Other Industries ....... ............ .......
TOTAL ALL INDUSTRIES ....................................

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

0
(1)

0(1)

0
0
0
0
0

0
0
0

(1)
(1)
(1)

THE SLOVAK REPUBLIC

Key Economic Indicators
[Billions of Slovak crowns (SK) unless otherwise noted)

1991 1992 1993'

Income, Production, and Employment:
Real GDP (1984 prices)2 3 ................................
Real GDP Growth (pct.) .....................................
GDP (at current prices) 2 ................ .. . . .. . . .. . . .. . .....
By Sector: 4

Agriculture e........ ...............................
Industry ...........................................................
Services ............................................................

Net Exports of Goods and Services .............
Real Per Capita GDP (crowns) ..........................
Labor Force (000's) .......................
Unemployment Rate (percent) ...........................

Money and Prices: 5
Money Supply (M2) .............................................
Base Interest Rate (pct. .............. .. . . . .. . . . .. . .......
Personal Saving Rate (pct.) ................................
Retail Inflation (pet.) ..........................................
Wholesale Inflation (pct.) ....................

191.3
-11.2
282.3

16.0
168.7
97.6

120.1
36,165
2,850

4.1

698.2
13.16k
8.00
61.2
68.9

177.9
-7.0

270.0

16.3
151.3
103.4

N/A
33,516

2,764
10.4

223.6
13.38
6.58
10.0
5.3

190.0
-7.0

322.0

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

35,849
2,347

14.0

255.2
14.71
7.88
25.0
19.0
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Key Economic Indicatoa.-Continued
(Bilie ot Noak amw (8NO unlesm oiwism noted]

1901 Im IMIm

Consumer Price Inde ............................... N/A N/A N/A
Exchange Rate (SK per $):

Official ..................................................... 20.57 28.26 82.09
Parallel 3 ............................................................ 832 30.50 33.00

Balance of Payments and Trade (million U.S.
dollars):

Total Exports (FOB)B ......................................... 3,438 3,624 4,725
Exports to US ................................................. 28 47 44

Total Imports (CIF) 7 .......................................... 3,597 3,564 4,750
Imports from U.S ............................................ 41 58 68

Aid from U.S ....................................................... 19.29 28.51 N/A
Aid from Other Countries DN/A ............. . MN/A N/A
External Public Debt .......................................... N/A 2,322 2,800
Debt Service Payment (paid) ............................. N/A N/A 242
Gold and FOREX Reserves ................................ N/A 790 1,170
Trade Balance 7 ................................................. -159 60 -25

Balance with U. ............................................. -13 -11 -24
N/A-Not available.
S1993 Fipgres are all estimates based on available monthly data in Octlber 199&

SGDP at &ctor cost; 1991 and 192 fire estimated.
8 In 1993 ISA method of measring (GDF mrpaed MPS method.
41n Slovak practice, Industry Includes men, manu aeturlng and construction; services include rents, ft.

Sandal services and plovne tseics
'1991 Figures are o. C ntservies
6Fipares are actual, average annual Interest rates, notdanges in thim.
?Merchandim trade.

1. General Policy Framework
On January 1, 1993, the Slovak Republic formally began its existence, following

the breakup of the Czech and Slovak Federative Republic (CSFR). The economic
structure of the new Slovak state resembles that of the former state in many re.
spects; assets and liabilities were divided between the two republics generally on a
two.to-one basis and on a territorial basis where applicable. A monetary union be.

_ tween the two republics collapsed after less than two months, but a customs union
providing for free movement of goods and services and prohibiting tariff barriers
within the former CSFR remains in existence.

In addition to the ongoing difficulties of converting a centrally-planned economy
which had specialized in heavy industry to a modern market economy able to com-
pete in Europe, Slovakia also faced thi strain of creating new government institu-
tions (e.g., a central bank) with few trained and experienced personnel. Data collec-
tion and analysis are sometimes insufficient due to both resource and conceptual dif.
faculties. Mostof the competitive industry in the CSFR was located in the Czech Re-
public, as was most of the foreign investment and financial expertise. In con-
.seqence, unemployment is quite high in Slovakia. The once-poweirll armaments
industry now produces at less than ten percent of its 1988 level.

Slovakia has made clear its desire for EC membership at the earliest opportunity,
and signed an EC association agreement in October 1993 (ratified the same month
by the-European Parliament and awaiting ratification from EC member states). The
government adheres to EC standards wherever possible in modernizing infrastruc-
ture and legislation. Slovakia emphasizes its central location, skilled and low-cost
labor force, industrial tradition, and familiarity with its eastern neighbors in adver-
tising itself as a bridge between East and West for business.

The central government budget deficit was the 'subject of negotiation with the
IMF; the government's deficit target was 16 billion Slovak crowns (SK), or seven
percent of GDP in 1993. By November it appeared that this target would be
reached, although off-budget items might increase the total by several billion SK.
The deficit was caused both by insufficient tax revenues due to the creation of a
new tax system, and by high levels of social spending judged to be a necessary re-
sponse to the dislocations caused by the process of economic transformation. Still,
the government has been trying to reduce the generous levels of social payments
such as unemployment compensation. A new insurance system was established in
January 1993, intended to become self-financing (and off-budget) in 1994; flaws in
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the system contributed substantially to the budget deficit in the first half of 1993.
The deficit was primarily financed by domestic banking sources, leading to a severe
shortage of credit available to private sector borrowers. Borrowing from the IMF,
World Bank, EBRD, and other international lenders was also significant.

Monetary policy was restrictive and aimed successfully at conserving foreign ex.
change resources and limiting inflation. The central bank (National Bank of Slo-
vakia, or NBS) maintained a tight refinancing policy. The NBS tended to use the
same instruments as had the federal central bank in 1992, mostly indirect controls.
Reserve requirements remained stable; open market operations and currency swaps
are little used, being at an undeveloped level. Banks themselves (16 are active in
Slovakia) tended to purchase government securities as their liquidity increased, dry-
ing up credit available to private borrowers. The central bank intended to raise
credit availability cautiously late in 1993.

2. Exchange Rate Policy
After the division of Czechoslovakia, the two successor republics hoped to main-

tain a monetary union for at least six months. This proved impossible and the two
currencies separated on February 8. Czechoslovak banknotes with Slovak stamps re-
mained vaid- until the phased-in introduction of newly-printed notes, which began
in August. The Slovak crown is pegged to a basket of five international currencies
under the supervision of the National Bank of Slovakia. The crown was devalued
by ten percent on July 9; since that time it has remained stable at approximately
32 crowns to the dollar.

With respect to current account transactions, the crown is internally convertible
for enterprises and may move toward full convertibility in the next year. Individuals
may maintain hard currency accounts and are entitled to purchase 7,500 crowns'
worth of hard currency a year for travel abroad. Companies registered in Slovakia
may earn hard currency but must deposit it in crown accounts; they may purchase
hard currency for business reasons, subject to some limitations (see section 5). In-
vestors may keep their initial investment in hard currency and may repatriate 100
percent of their profits in hard currency.

3. Structural Policies
Restitution: The CSFR passed laws during 1990-92 governing return of private

property seized by the government after February 1948. Deadlines for filing claims
have expired, except in the case of religious community property, for which new leg-
islation will take effect in January 1994. The new legislation includes provisions for
restitution claims on Jewish community properties seized after November 2, 1938.
The government also amended laws on agricultural restitution, permitting claims of
up to 250 hectares of land (150 hectares for arable land). By the ena of 1992,
107,842 restitution claims covering 144,976 hectares of land had been filed. Of this
total, about two-thirds had been awarded to claimants by the end of 1992.

Privatization: Small-scale privatization began in 1991 and is nearly complete in
Slovakia. Approximately 10,000 small enterprises, including 6,500 retail shops, have
been privatized; privatization of urban housing was to follow in late 1993. The first
wave of large-scale privatization began in 1991 and by September 1993, 703 enter-
priss valued at $5.3 billion had been privatized. Political and conceptual changes
within the Slovak government, along with bureaucratic bottlenecks and difficulties
in establishing ownership, have led to numerous delays in the second wave. The sec-
ond wave, involving 635 enterprises valued at $6.3 billion, technically began in 1992
but will begin in earnest in 1994. The current government is pursuing a mixed ap-
proach to privatization which includes standard methods (direct sale, public auction,
and public tender), and the voucher method, but on a smaller scale than in past
years. The government is giving priority to attracting foreign investment, and has
recently succeeded in increasing the pace of privatization. Establishment of land
ownership has proved very complicated; most land was state-owned and is now ad-
ministered by the Slovak Land Fund, and at present can be rented but not pur-
chased. The contribution of the private sector to GDP was estimated at 28 percent
at the end of 1993.

Commercial Code: The Code adopted in Czechoslovakia in 1992 remains valid in
Slovakia. Key points for U.S. investors include a low level of government screening
of foreign investment, other than for privatization of certain state enterprises; equal
treatment with Slovak citizens for conducting business; and elimination of most re-
strictions on foreign investment. The United States-Czechoslovakia Bilateral In-
vestment Treaty (BIT) of 1992 remains in force in Slovakia.

Taxes: Slovakia introduced a new tax system in January 1993 with modifications
later in the year. Taxes are measured by the calendar year ana consist of a Value
Added Tax (VAT) of 25 percent on most items and six percent on basic foodstuffs
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and essentials; an excise tax; personal income tax of 15 to 47 percent and corporate
income tax of 45 percent; and taxes on real estate, auto r tration, inheritance,
gifts, etc. Measures were also taken to improve collection and increase penalties for
evasion. Significant tax incentives exist for companies (especially banks) founded in
Slovakia after December 31 1992, depending on the koction and level of foreign
capital invested. The United States and Slovakia signed a dual-taxation treaty in
October 1993 which will enter into force upon ratification by both countries.

Price liberalization: Nearly all (96 percent) price controls have been removed; con-
trols on food, fuels, energy, heat, etc. remain but will be phased out by December
1995, with periodic administered price increases during the next two years to bring
prices to market levels. Government-grnted monopoly ioghts no longer exist.

Bankruptcy: Slovakia adopted the 1991 federal law on bankru ptcy with additional
amendments in June 1993. Under the law, a board of creditors formed by court rec.
commendation may take control of enterprises in bankruptcy proceedings; the board
has three months to work out a recovery program before Ilhiuidation occurs. At the
end of 1992 unresolved claims of Slovak companies totaled 87 billion SK ($2.7 bfl-
lion). About 12 percent of this amount had been settled by November 1993 via a
new mandatory clearing system for enterprise debt (focused on -companies in "sec-
ondary insolvency", i.e. those who could operate successfully if their debtors paid
them). The problem of secondary insolvency has been an important hindrance toeconomic reform, complicating efforts to distinguish efficient companies from Ineffi-
cient ones; the former find it difficult to operate or attract investment due to their
unresolved claims, while the latter continue to receive government subsidies.
4. Debt Management Policies

Slovakia has a low level of foreign debt, about four-fifths of which is medium- and
long-term. As of July 1993 gross foreign debt was $2.8 billion (roughly 28 percent
of GDP), up from $2.3 billion in December 1992. Of this, about 40 percent rep-
resented debt incurred by domestic banks and enterprises and government obliga-
tions from former federal institutions accounted for the remainder. This is slightly
above program targets set by the IMF. Slovakia inherited about 27 percent of the
federation s external debt. Debt service payments are about 5.5 percent of exports.
Slovakia holds claims of $1.6 billion on various countries around the world, but all
bilateral repayment agreements were canceled prior to the dissolution of the federa-
tion. The former Soviet Union is by far the largest debtor, owing nearly $750 million
(in non-convertible currency). Claims in convertible currency total $305 million. Pay-
ments to and from the Czech Republic are handled through an ECU clearing sys-
tem.

Bad debts: Lack of data makes it difficult to quantify the serious problem posed
by bad debts of the Slovak banking system. Much of the problem dates back several
years to the Communist era. In 1991 Czechoslovakia established a Consolidation
Bank to centralize debts and liabilities of the banking system, and subsequently the
federal National Property Fund issued bonds to aid debt write-downs and bank re.
capitalization. Passage of the amended bankruptcy law in June 1993 should in-
crease the transparency of the debt problem, along with the institution of a clearing
system for inter-enterprise debt in October 1993.

Loan guarantees: Slovakia has significantly reduced its outlays on government
loan guarantees, primarily for infrastructure projects; as a share of the budget these
fell to 15 percent in 1993 down from 23 percent in 1992. The government hopes
that commercial banks wilt be able to play a more active role in providing loan guar-
antees in 1994.

Adjustment Programs: In July 1993, the IMP approved a Systemic Trans-
formation Facility (STF) of approximately $180 million, to be disbursed in two equal
tranches for Slovakia. An IMF advisor is resident in Bratislava. The STF is de-signed to facilitate Slovakia's adjustment to the fiscal and external imbalance re-
sulting largely from the end of fiscal transfers from the federal government in
Prague, and to accelerate structural reform. The IMF is negotiating a $100 million
Standby Arrangement for Slovakia. In November 1993, the World Bank approved
a $80 million Economic Recovery Loan (ERL) which would act as a balance of pay-
ments stabilization fund. The Japanese intend to match that amount to provide bal-
ance of payments support and assist in the reform of the social safety net. The
World Bimk, the EBRD and the Slovaks have approved a $180 million telecommuni-
cations sector program, and the World Bank is considering additional loans for the
financial, forestry, and energy sectors.
5. Significant Barriers to U.S. Exports

The principal impediment for exporters to Slovakia in 1993 was the existence of
temporary financial regulations governing payments to foreign suppliers for prod-



266

ucts and services. The regulations, designed to check the outflow of scarce foreign
exchange, permitted only a 15 percent initial payment and required.a 90-day delay
forpayments over one million SK (roughly $31,00). Capital goods require supplier
credits of one year or more. The regulations reportedly were eliminated at the end
of 1993.

Im rt licenses: Import licenses are governed by the 1991 decree of the former
Czechoslovak Ministry of Foreign Trade, which remains valid under Slovak law. The
decree divides commodity items into "general" and "specific" categories for the pur-
pose of licensing. For most of the approximately 100 groups of items in the "general"
category, obtaining a license is a formality. In the remaining ton percent of cases
(in whichE ai favorable decision of the Ministry of Economy is required) obtaining a
license may be more difficult, for reasons related to environmental concerns, exist-
ing quotas, etc.

Items in the "specific" category fall into three groups: pharmaceuticals, weapons,
and COCOM items. In these cases a favorable decision from the Ministry of Econ-
omy is required. Among its criteria for decision the Ministry includes consideration
of environmental and health factors as well as the impact on domestic producers.

Services: Permission from the National Bank of Slovakia (NBS) is required to
offer banking services. Insurance companies must obtain a license from the Ministry
of Finance. Permission from the Minfstry of Finance is requ red for stock exchange
services. Foreign entities are welcome to join existing stoc and options exchanges,
but no provisions exist under the 1992 law for establishing new exchanges. A license
from the Chamber of Commercial Lawyers is required in order to provide legal serv-
ices. Licenses may be granted to individuals and general partnerships, but not to
limited liability companies: No special permission is required to offer travel or ticket
services or air courier services.

Standards, testing, labelling, and certification: The Slovak Office of Standards,
Metrology and Testing is the responsible office for reviewing a wide range of prod-
ucts. Both compulsory and voluntary testing are done at 16 testing centers under
the direction of this office. Testing is compulsory for products in the "regulated"
sphere, defined as those which may pose threats to health, life, safety, and the envi-
ronment. This sphere consists mainly of foodstuffs, kitchen devices, medicines, elec-
trical equipment, engineering products, agricultural machinery, plastics, paints,
polishes, cosmetics, and sporting goods. Voluntary testing may be done at the re-
quest of the producer or importer wishing to obtain a certificate. Slovakia intends
to introduce its own system of labelling by the end of 1993, replacing the old Czech-
oslovak system.

Investment: To date Slovakia has taken a very positive stance toward foreign In-
vestment, though procedural barriers exist. Foreign citizens may not own land in
Slovakia, but may form legal entities in Slovakia which in turn are permitted to
purchase land. There are no significant barriers to participation of foreign equity
or personnel, repatriation of profits or capital, restrictions on downstream services,
or lack of national treatment. The government has made clear that certain sectors
(e.g., some telecommunications services) will not be privatized in the short run. It
is too early to say with certainty whether considerations of employment or develop-
ment of favored industries will adversely affect the interests of foreign investors.

Government procurement practices: No "buy Slovak" law exists, but the govern-
ment is sensitive to the concerns of local producers whose existence is threatened
by the pace of economic reform and the emergence of efficient competitors. The gov-
ernment has stated that in certain instances, the potential for local job creation will
weigh heavily in judging bids for newly-privatized enterprises.

Customs procedures: Procedures are not intrinsically complicated or burdensome.
The basic form required is the "Unified Customs Declaration" which conforms to EC
standards. Occasional problems have arisen in individual cases, usually due to the
unfamiliarity of one or more parties with the new procedures.

The Slovak Republic succeeded to Czechoslovakia's membership in GATT, and
bases its foreign trade policy on GATT principles, including the GATT subsidies
code. Slovakia is a participant in Uruguay Round discussions and in the following
agreements: Multi-fiber Arrangement, Technical Barriers to Trade Agreement, Li-
censing Procedures Agreement, and Agreements on GATT Articles VI and VII.

6. Export Subsidies Policies
Slovakia is a member of the GATT subsidies code. The tariff schedule is inherited

from the federation; rates are low and average about six percent. Imports from de-
veloping countries enjoy GSP preference. There are currently no direct subsidies for
Slovak exports, though indirect subsidies exist in areas such as housing, agriculture
and energy. A proposal to impose an import surcharge of 20 percent was considered
but not implemented in 1993.
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7. Protection of U.S. Intellectual Property
The Slovak Republic Is a signatory to the same conventions as the former Czecho-

slovakia, e.g. the Bern, Paris, Stockholm, Madrid, Nice, Lisbon, Locarno, Washing.
ton Strasbourg, and Budapest conventions. Slovak laws and regulations on intellec-
tual property are identical to those of the former Czechoslovakfi, as the Slovak Re.
public in early 1993 passed legislation adopting all former federal laws. Slovak laws
in this area are compatible with Western European legislation. A new law on ad-
ministrative fees was passed in 1993; a law on trademarks is expected in 1994. Slo.
vakia is a successor to Czechoslovak membership in the World Intellectual Property
Organization (WIPO). The US. Embassy is not aware of disputes involving US. in-
terests in the area of intellectual property protection.
8. Worker Rights

a. The Right of Association.-There are no government restrictions on the con-
stitutional right of workers to form or join unions in Slovakia, except that the armed
forces are excluded from this right. Unions are independent of the government and
political parties; at present roughly 70 percent of the labor force is organized. All
workers enjoy the right to strike, except those in sensitive positions such as judges,
prosecutors, members of the armed forces, police, and fire-fighters.

b. The Right to Organize and Baýgain Collectivel .--Collective bargaining is pro-
tected by law and freely practiced throughout Slovakia. Wages are set by free nego-
tiation.

c. Prohibition of Forced or Compulsory Labor.-Forced or compulsory labor is pro-
hibited by law. There is no evidence that violations have occurred.

d. Minimum Age for Employment of Children.-The labor code forbids employ-
ment of children under the age of 16. Exceptions are made for 15-year-olds who
have completed elementary school and for 14-year-olds who have completed courses
at special schools for the disabled.

e. Acceptable Conditions of Work.-The Office of Labor Security issues standards
on security, and the Office of Hygiene issues standards on health at the work place.
On October 18, 1993 the minimum monthly wage was raised to 2450 SK. The law
mandates a standard workweek of 42.5 hours, which may be modified by collective
bargaining. Caps exist on overtime and workers are assured of at least 30 minutes'
paid rest per work day, and annual leave of three to four weeks per year.

f. Rights in Sectors With U.S. Investment.-Workers' rights m sectors with U.S.
investment are the same a i in other enterprises in Slovakia.

Extent of U.S. Investment in Selected Industries.-U.S. Direct
Investment Position Abroad on an Historical Cost Basis--1992

(Millions of U.8. dollars]

Category Amount

Petroleum ............................................................................... 0
Total M anufacturing .............................................................. .(1)

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

W holesale Trade ..................................................................... .(1)
Banking ................................................................................... .(1)
Finance and Insurance ......................................................... 0
Services .................................................................................. 0
Other Industries ..................................................................... (1)
TOTAL ALL INDUSTRIES ................................................... 11f7

Note: Above figures are for the former Czaechoslovakia. Disamggrted figures for the Slovak Republics are
not yet available.

'Suppressed to avoid disclosing data of individual companies.
2Less than 5W00,00.
Source: U.S. Department of Commerce, Bureau of Economic Anmlysa
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SLOVENIA

Slovenia, the most developed republic of the former Yugoslavia, pined its inde-
pendence in 1991. It had the highest per capital GDP (over $6,000) in Eastern Eu-
rope for 1992. After four years of steep decline in both industrial production and
GDP, the economy is expected to level out in 1993. GDP in 1993 is projected to fall
by two percent, and unemployment will stay at about 15 percent. The painful transi-
tion to a market based economy has been exacerbated by the disruption of intra-
Yugoslav trade.

Sovenia has successfully reoriented much of its trade from its former Yugoslav
neighbors towards Western Europe. The 1992 imposition of United Nations trade
sanctions against Serbia cut off Slovenia's largest market. In 1990, 30 percent of
Slovenia's exports went to other former Yugoslav republics. In contrast, Slovenia
sent 55 percent of its exports to the European Union in 1992, and only about 20
percent to Croatia and the other former Yugoslav states. Slovenia reported a $540
million trade surplus in 1992 and a $135 million trade deficit for the first six
months of 1993.

The European Union (EU) signed a cooperation agreement with Slovenia in April
1993, which provided for greater access to the EU market. Negotiations on an Asso-
ciation Agreement began in December 1993. Also, Slovenia in 1993 entered into
trade agreements with Hungary, the Czech Republic and Slovakia that provide for
gradual-elimination of most trade barriers.

The Bank of Slovenia's tight control of monetary policy has brought inflation
under control, and this has -helped the Slovenian currency, the tolar, to hold its
value since its introduction in October 1991. Hard currency reserves rose to nearly
$1.5 billion in 1993. Unsettled issues relating to the division of the former Yugo-
ilavia debt has caused disbursements by official creditors to drop by two-thirds since
1991. Slovenia and the U.S. Export-Import Bank have not resolved the issue of ar-
rearages on the Krsko plant financing.

Slovenia has liberalized p prices and implemented many economic reforms. A pri-
vatization law was passed in November 1992. Legislation on bankruptcy, company
structure reform and public sector reform is still needed. The banking system car-
ries a large amount of non-performing assets, and needs recapitalization. In 1992,
about 85 percent of employees worked for socially owned enterprises, while less than
five percent worked for privately owned firms. The government plans to privatize
some of those socially owned enterprises. Slovenia remains relatively attractive to
German and other foreign investors but U.S. investment is very low.

Slovenia is now a member of the IMF, but does not have a Standby Arrangement.
It is a member of the World Bank, and obtained an $80 million loan for financial
rehabilitation. Slovenia obtained a $50 million loan from the EBRD for the railway
sector. Slovenia, currently an observer at the GATT, began accession negotiations
in 1993.

SPAIN

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

1991 1992 I9932

Income, Production, and Employment:
Real GDP(1986 prices)3  ............... .. . .. . . .. . .. . .. . .. . . .  382.7 393.2 318.2
Real GDP Growth (Pct.) ..................................... 2.2 0.8 -1.0
GDP (at current prices)3 .................................... 526.6 576.3 481.9
By Sector:

Agriculture ....................................................... 21.4 20.3 17.0
Industry ........................................................... 129.1 133.8 110.0
Construction .................................................... 49.1 49.5 40.0
Services ............................................................ 294.3 334.9 288.0

Net exports of Goods and Services .................... 90.4 101.4 90.0
Labor Force (000's) ............................................. 15,125 15,193 15,300
Unemployment Rate (percent) ........................... 17.0 20.1 23.0

Money and Prices (annual percentage growth):
Money Supply (M 2) ............................................. 12.9 -0.3 -1.2

!
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Key Economic Indicators--Continued
[Billions of U.S. dollars unless otherwise noted]1

1991 199 1993

Base Interest Rate 4 ............................................ 14.0 13.5 10.0
Personal Saving Rate (pct.) ................................ 21.4 19.6 19.0
Retail In'lation (pct.) .......................................... 5.9 5.9 4.5
Wholesale Inflation (pct.) ................................... 1.5 1.4 1.7
Consumer Price Index ................ 94.8 100.4 104.2
Exchange Rate (Pta/US$): Official .................... 104.1 102.1 125.0

Balance of Payments and Trade:
Total Exports FOB" ........................................... 59.8 64.7 72.8

Exports to US ................................................. 2.9 3.1 3.3
Total Imports CIF6 ............................................. 92.9 99.9 95.2

Imports from US . ..................... 7.4 7.4 6.8
External public debt ........................................... 58.0 79.8 90.0
Debt service payments (paid) ............................. 81.2 214.1 NI

A
Gold and FOREX Reserves ................................ 66.3 50.5 50.0
Trade Balances ................................................... -33.1 -35.2 -22.4

Balance with U.S ................. ......... -4.5 -4.3 -3.5
N/A-Not available.
I Exchange rate:

1991-104.10 pta/Dols 1.00
1992--102.12 pta/Dols 1.00
1993-125.00 pta/Dols 1.00

S1993 Figures are all estimates based on available monthly data in October 1993.
BGDP at factor cost.
4Figures are actual, average annual interest rates, not changes in them.
a Merchandise trade

1. General Policy Framework
Following the economic boom of 1986-1990, the Spanish economy has slowed

along with that of other EU member state economies. Real GDP barely grew in
1992, and is likely to decline by close to one percent in 1993. Unemployment has
mushroomed to nearly 23 percent of the work force, contributing (along with collaps-
Ing business investment) to a decline in domestic demand. Devaluation of the peseta
since September 1992 has made Spanish exports more competitive, but an export-
led recovery in 1994 will depend largely on economic recovery in Spain's major mar-
ket--the rest of the EU. A solid recovery will also require apprpriate domestic pol-
icy actions, including control of the budget deficit, labor market reform and wage
moderation, and possibly some additionalloosening of monetary policy.

Spain s accession to the EC (now known as the EU) in 1986 established the frame-
work for its subsequent economic performance. EU membership has required Spain
to open its economy- modernize its industrial base; improve infrastructure- and re-
vise economic legislation to conform to EU guidelines. Furthermore, the EU's
Maastricht Treaty, calling for eventual Economic and Monetary Union (EMU)
among the 12 EU member states, later established specific criteria for economic per-
formance which now serve as official objectives for the Spanish government. In par-
ticular, these criteria call for reduced government deficits, lower inflation and for-
eign exchange stability. Foreign investors, principally from other EU countries, have
invested over $60 billion in Spain since 1986.

Inflation continues to be a problem despite the recession, with the underlying rate
of inflation unlikely to fall much below five percent for 1993. The main source of
inflationary pressure is the fiscal deficit, which may exceed seven percent of GDP
(for the entire public sector) in 1993. During the period 1986-90, Spain was able
to increase both social and public infrastructure spending, due to a rapidly expand-
ing tax ban following the introduction of a value-added tax. Starting in mid 1991,
the rate of growth of public works spending was sharply curtailed because of the
need to cut the deficit in face of growing social program coverage and expenditures.
Social spending and transfer payments exploded during the 1993 recession. The
budget prop for 1994 reverses this emphasis, seeking to dampen the growth of
social expenditures but increase public investment to five percent of GDP (partly
with the support of funds transferred from the EU).

76-160 0 - 94 - 10
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2. Exwc•age Rate Policy
Spain joined the European Monetary System (EMS) in mid 1989, and was given

a "wide band' of plus or minus six percent around the peseta's central peg to the
ECU. The peseta played a role in the turmoil disrupting the EMS beginning in Sep.
tember 1992 and resulting in expansion of EMS %ans to 15 percent in August
1993. Since August 1992, the seta has declined by 18 percent against the ECU
and 25 percent Asainst the D . This has contributed to a recovery of Spanish com-
petitiveness vs. other EU countries. Many local economists believe the peseta is now
at a realistic value with regard to other EMS currencies, and the government is
likely to attempt to maintain the peseta mere or less at its current value within
the EMS.

From mid 1989 through December 1992, the Bank of Spain maintained a high In-
terest rate policy as the principal measure to combat inflation. While the policy had
some success in reducing inflation, the high yields attracted foreign capital which
pushed the peseta near the top of its allowed band. During the 1992193 series of
crises in the EMS, Spain was able to reduce benchmark Interest rates from a De-
cember 1992 peak of 13.75 percent to 9.5 percent currently.

The Government of Spain removed the few remaining capital controls on February
1, 1992. The controls were temporarily reimposed in the wake of the September
1992 EMS crisis, but rescinded shortly thereafter.
3. Structural Policies

Joining the EU in January 1986 required S ain to open its economy. By Decem.
ber 1992, Spanish tariffs were phased out for impoits from other EU countries, and
lowered to the EU's common external tariff level ]'or imports from non-EU countries.
Many non-tariff barriers also had to be reduced or eliminated. While areas of dis.
pute remain (see section 5), the trend is strongly toward a more open economy. The
EU program to establish a si.,gle market has accelerated Spain's integration into
the EU.

Spain's membership in the EU also required liberalization of Its foreign invest-
ment regulations and the foreign exchange regime. In July 1989, a securities market
reform went into effect. The reform has provided for more open and transparent
stock markets, as well as for licensing of investment banking services. The reform
also liberalized conditions for obtaining a stock brokerage license. A new foreign in-
vestment law passed in June 1992 removed many of the administrative require-
ments for foreign investments. Investments from EU resident companies are free
from almost all restrictions, while non-EU resident investors must obtain authoriza-
tion from the authorities to invest in broadcasting, gaming, air transport, or de.
fense.

Faced with the loss of the Spanish 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 establishes a 2.3 million ton annual quota for Spanish im-
ports of corn, specified nongrain feed ingredients and sorghum from non-EU coun.
tries during a four year period. Since the United States and the EU could not agree
on permanent compensation when the Agreement was to expire in 1990, additional
one year extensions were negotiated for 1991 and 1992. The US. and the EU agreed
upon a 1993 extension. The United States remains interested in maintaining access
to the Spanish feed grain market and will continue to press the EU on this issue.
U.S. exports of corn and sorghum, valued at about $200 million annually, are an
important part of the U.S. trade with Spain.

Spain was obliged under its EU accession agreement to establish a formal system
of import licenses and quotas to replace the structure of formal and informal import
restrictions for industrial products existing prior to EU membership. The United
States objected that the new import regime for non-EU products was illegal under
the GAT. In response to U.S. concerns, in October 1988, Spain initiated an auto-
matic computerized licensing system for Spanish imports of the affected U.. prod-
ucts. §ince the system became effective, no US. exporters have reported market ac-
cess impediments to their products covered under the automatic approval system.
4. Debt Management Policies

Spain's external debt is expected to total $90 billion by the end of 1993. Inter-
national reserves peaked at $72.3 billion in July 1992, but fell to $50.5 billion by
the end of that- year, as the Bank of Spain used extensive reserves in attempts tosupport the peseta. Moodys rates debt of the Kingdom of Spain as AA2. Given
Spain's membership in the EU and the relatively high level of reserves, Spain
should have no difficulty in meeting its obligations.

Spain is also a significant creditor (over $10 billion) to high debt developing coun-
tries. Spain has woired within the Paris Club to reschedule debt.
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5. Significant Barriers to 1.8. Exports
Import Restrictions: Under the EU's Common Agricultural Policy (CP), 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 and variable levies (as much as 200 percent for some
commodities) that effectively keep lower priced imports from entering the domestic
market to compete with domestic production.

In addition to these mechanisms, the EU employs a variety of strict animal and
plant health standards which act as barriers to trade. These regulations end up se-
verely restricting or prohibiting Spanish imports of certain plant and livestock prod-
ucts. One of the most glaring examples of these policies is the EU ban on imports
of hormone treated beef, imposed with the stated objective of protecting consumer
health. Despite a growing and widespread use of illegal hormones in Spanish beef
production, the EU continues to ban US. beef originating from feedlots where
growth promotants have been used safely and under strict regulation for many
years.

One important aspect of Spain's EU membership is how EU wide phytosanitary
regulations, and regulations that govern food ingredients, labeling and packaging
will imp act the Spanish market for imports of U.S. agricultural products. The ma-
jority of these regulations took effect on January 1, 1993 when EU "single market"
legislation became fully implemented in Spain, and now agricultural and food prod-
uct imAorts 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 will impose additional
import requirements. For example, Spain will now require any foodstuff that has
been treated with ionizing radiation to carry an advisory label. In addition, a lot
marking is now required for any packaged food items. Spain, in adhering to EU-
wide standards, continues to impose strict requirements on product labeling, com-
position, and Ingredients. Like the rest of the EU, Spain prohibits imports which
do not meet a variety of unusually strict product standards. Food producers must
conform to these standards, and importers of these products must register with gov-
ernment health authorities prior to importation.

Telecommunications: Spain's telecommunications services policy is set out in the
1987 Telecommunications Law and subsequent amendments to bring Spain in line
with EU liberalization requirements, and a 30 year contract between the telephone
company (Telefonica) and the Spanish Ministry of Public Works and Transport
(signed in 1991). In essence, the new contract providing for a gradual reduction in
Telefonica's monopoly also implies that the company will lose its monopoly in voice
telephony by 2003. The contract also provides for the gradual liberalization of data
transmission (beginning in 1993), mobile telephony (a second license in 1994), and
value-added services. Despite this gradual liberalization, a proposed Spanish
amendment to the Telecommunications Law would limit foreign ownership of firms
offering final or carrier services to 25 percent of equity capital unless cabinet ap-
proval is granted. There are, however, special caveats that wili permit differentia-
tion between Spanish and foreign companies.

British Telecom and Banco Santander opened the battle for data communications
September 15 when they announced an alliance to compete with Telefonica in this
segment of the market. The new alliance will have to use circuits owned by
Telefonica. Their decision has forced Telefonica to accelerate its own plans for the
sector, announcing an alliance with La Caixa savings bank to capitalize on the fi-
nancial institution s large data transmission network, and plans to spend up to 46.5
million pesetas on a fiber optic network for corporate data transmission.

The equipment segment of the Spanish market is generally open. Purchases of
customer premise equipment have been liberalized, and Telefonica is a major buyer
of U.S. transmission and switching equipment. Product certification requirements,
however, can still be a problem for some types of equipment.

Banking Services: Spain's transposition of the EU Second Banking Directive in
March 1993, placed U.S. banks with branches in S ain at a competitive disadvan-
tage with respect to branches of EU banks in Spain. Whe latter are now exempt from
Spanish dotation capital requirements as well as extensive reporting requirements.
There are ongoing negotiations to find an acceptable solution.

Government Procurement: During the May 1992 GATT Government Procurement
Code Committee meeting, sign atones agreed to extend code benefits to Spain by
July 22, 1992. This required Spain to fully implement the corresponding EU direc-
tives. As a result, American suppliers having contracts with Spanish government
entities covered by the GATT Code are protected with respect to discrimination,
transparency, and appeal procedures.
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Offset requirements are common in defense contracts and some large non-defense
related and public sector purchases (e.g. commercial aircraft and satellites). Recent
large commercial contracts have contained offset provisions in the 30 to 60 percent
range.

Television Broadcasting Stations: The government has not transposed the EU
broadcast directive which imposes restrictions on the share of non-EU p jamming
shown on TV. Nor has the government introduced draft legislation to regulate cable
T.V. Private stations, which heavily program U.S. movies and sitcoms, are con-
cerned that the Spanish government may introduce and later enforce draft legisla-
tion which would require 60 percent EU program content. Given the strong public
preference for U.S. programs, quota restrictions would limit sales opportunities. In
addition Spanish legislation Imposes restrictions on foreign ownership of the three
private TV concessions allowed. These restrictions are aimed at developing the local
Spanish program industry and encouraging Spanish language productions.

Motion Picture Dubbing Licenses and Screen Quotas: Spain requires issuance of
a license for dubbing non-EU films into Spanish for distribution in Spain. During
1993, the Spanish government drafted new legislation that could significantly in-
crease the burden on distributors of US. films. Spain is attempting to pass this leg-
islation by "decree law", allowing the new legislation to be "grandfathered" under
the Uruguay Round. The US. Government is strongly opposed to Spain's attempt
to pass this legislation and wants Spain to remove this trade barrier altogether.
Dubbed movies are commercially more successful than subtitled original language
films in the Spanish market. Currently, to obtain a license, distributors must con.
tract to distribute a Spanish film. Spain continues to enforce screen quotas requir-
ing cinemas to show one day of EU films for every two days of non-EU films.

Product Standards and Certification Requirements: While product certification re-
quirements (homologation) have been liberalized considerably since Spain's entry
into EU, problems remain for US. exporters in three areas. First, cumbersome cer.
tification requirements remain for some telecommunications products, terminal
equipment certain computer peripherals, and some building materials. Second,
there is a jack of transparency and consistency in the application of certification re-
quirements. There are no published norms for the documentary evidence needed to
establish that an item has met certification requirements of another EU government
and that a product is in "free circulation" in an EU market. Third, the-local inter-
pretation and application of some EU directives and regulations have caused disrup-
tion in trade with the US. In a recent example, Spanish enforcement of rules for
pleasure boat imports delayed American imports until the corresponding certifi-
cation requirements were clarified.

The Spanish government generally maintains that it does not use product certify.
cation procedures to hinder trade. It has been cooperative in resolving specific trade
problems brought to its attention. The United States has encouraged Spain to sim.
plify its certification procedures and to make them more transparent. In this regard
at the EU level mutual recognition of product standards and testing laboratory re-
suits is being pursued.
6. Exports Subsidies Policies

In order to promote exports, particularly in Latin America, Spain uses "tied aid'
credits. Such credits are consistent with the OECD arrangement on officially sup-
ported export credits.

As a member of the EU, Spain benefits from EU export subsidies which are ap-
plied to many agricultural products when exported to destinations outside the Com-
munity. Total EU subsidies of Spanish agricultural exports amounted to $518 mil.
lion in 1992. Spanish exports of grains, wine, sugar, dairy products, beef, and fruits
and vegetables benefitted most from these subsidies in 1992.

Credits for pre-financing of exports made to third countries on a consignment
basis are available at unsubsidized commercial rates, which currently range from
11 to 12 percent per annum. Exporters also make use of a government-subsidized
export payment insurance program which offers a wide scope of coverage. It applies
to total or partial failure to collect debts. The program is administered bya govern-
ment corporation, CESCE.
7. Protection of U.S. Intellectual Property

Spain adopted new patent, copyright, and trademark laws as agreed at the time
of its EU accession. It enacted a new patent law in March 1986, a new copyright
law in November 1987, and a new trademark law in November 1988. All approxi-
mate or exceed EU levels of intellectual property protection. Spain is a party to the
Paris, Bern, and Universal copyright conventions and the Madrid Accord on Trade.
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marks. Spanish government officials have said that their laws reflect genuine con.
cern to protect intellectual property.

The patent law gmatly increased the protection accorded patent holders. In Octo.
ber of1992, hrmaceutical process patent protection regime expired and
product protection effect. Industry sources say that the impact of the new prod.
uct protection law will not be felt until early in the next century when new pharma-
ceutical products patents applied for after October 1992 enter the market after the
10 to 12 years research and development period normally associated with the intro-
duction of a new product into the market. U.S. makers of chemical and pharma-
ceutical products complain that this provides effective patent protection for approxi.
mately eight years. Thie U.S. pharmaceutical industry would like to see some length.
ening of the tent term.

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 ior law. In 1991, judicial sanctions for
violations increased significantly again. The law provides a clear legal framework
for copyright protection. The new copyright law has been useful in alleviating
abuses of authors' rights. For example, the home video industry trade association
reports a much improved ability to secure court orders since the copyright law was
enacted.

Nevertheless, U.S. software producers complain of losses from business software
piracy and are taking legal action under the new intellectual property law to correct
this. The Spanish government has responded to concerns over software piracy by
sending instructions to prosecutors calling for rigorous enforcement of the law and
urging private industry to pursue pirates aggressively through the courts. In late
October 1993, the government submitted to the Parliament draft legislation that
would transpose the EU software directive. The draft includes provisions that allow
for unannounced searches in civil lawsuits. U.S. industry wouldlike to see a speedy
approval of the legislation.

In 1991, continuing Spanish government enforcement efforts sharply reduced
video and audio cassette piracy. Operators of small neighborhood cable networks,
called "Community Video," broadcast video programs without broadcast rights, but
the Spanish government has prohibited them from running cables across public
ways and is attempting to phase them out. The copyright law has clearly estab-
lished that no motion picture can be publicly exhibited without the authorization
of the copyright holder and that "Community Video' is to be considered as public
exhibition.

The trademark law is intended to facilitate improved enforcement. It incorporates
by reference the enforcement procedures of the patent law, clefines trademark in-
fringements as unfair competition, and creates civil and criminal penalties for viola-
tions. Aggressive Spanish enforcement efforts since 1991 have resulted in numerous
civil and-criminal actions; however, the infringement of trademark rights in Spain
is still a problem, particularly in the textile and leather goods sector.

In 1993 Spain was placed for the fourth year on the Special 301 Watch List, pri-
marily because of inadequate protection for computer programs and growing con-
cerns about reported plans to tighten up on the motion picture licensing regime. An
out-of-cycle review of Spain under Special 301 is scheduled for January 1994.
8. Worker Rights

a. The Right of Association.-AI! 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. The only requisites for forming a union
are a group of more than two persons and registration with the Ministry of Labor
and Social Security. 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. About 11 percent of the
Spanish work force belongs to a trade union. While no official data are available
on the percentage of union affiliation in Spain's free trade zones, a trade union offi-
cial has stated that union membership in these zones is higher than average
throughout the economy..

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 bagainina in 1989 was
broadened to include salaries and employment levels. Collective bargaining is wide-
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spread in both the private and public sectors. Sixty percent of the working popu-
lation is covered by collective bargaining agreements though only a minority are ac.
tually union members. Labor regulations in free trade zones and export processing
zones are the same as in the rest of the country. There are no restrictions on the
right to organize or on collective bargaining in such areas.

c. Prohibition of Forced or Compulsory Labor.-Forced or compulsory labor is out-
lawed and is not practiced. Legislation in effectively enforced.

d. Minimum Age for Employment of Children.-The legal minimum age for em.
ployment as established by the Workers Statute is 16. The Ministry of Labor and
Social 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 age at night, for overtime
work, or in sectors considered hazardous by the Ministry of Labor and Social Secu.
rity and the unions.

e. Acceptable Conditions of Work.-Workers in general have substantial, well de-
fined rights. A 40 hour work week is established bylaw. 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. Based on a 1992 average exchange rate of 102 pesetas to the US. dol-
lar and full days and years of work, the legal minimum wage for workers over 18
is $19.12 per day or $573.82 per month. For those 16 to 18 it is $12.63 per day or
$380 per month. The minimum wage is revised every year in accordance with the
consumer price index. Government mechanisms exist for enforcing working condi-
tions and occupational health and safety conditions, but bureaucratic procedures are
cumbersome. Safety and health legislation is being revised to conform to EC direc-
tives.

f. Rights in Sectors With U.S. Jnvestment.-U., capital is invested primarily in
the following sectors: petroleum, automotive, food and related products, chemicals
and related products, primary and fabricated metals, non-electrical machinery, elec-
tric and electronics equipment, and other manufacturing. Workers in those sectors
enjoy all the rights guaranteed under the Spanish constitution and law, and condi-
tions in these sectors do not differ from those in other sectors of the economy.

Extent of U.S. Investment in Selected Industries.- -U.S. Direct
Investment Position Abroad on an Historical Cost Basis-1992

[Millions of U.S. dollars)

Category Amount

Petroleum ............................................................................... 149
Total M anufacturing ............................................................. 5,430

Food & Kindred Products .................................................. 499
Chemicals and Allied Products ......................................... 810
Metals, Primary & Fabricated .......................................... 196
Machinery, except Electrical ............................................. 607
Electric & Electronic Equipment ...................................... 208
Transportation Equipment ................................................ 2,113
Other M anufacturing ........................................................ 996

W holesale Trade ..................................................................... 1,089
B anking ................................................................................... 1,022
Finance and Insurance .......................................................... 166
Services ................................................................................... 4 10
Other Industries .....................................................................- 101
TOTAL ALL INDUSTRIES ................................................... 8,165

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

Key Economic Indicators
(Billions of 8wedish kronor (SEK) unless otherwise noted)

1991 1993 19931

Income, Production, and Employment:
Real GDP (1985 prices) ...................................... 954.1 938.0 912.1
Real GDP Growth (pct.) ..................................... - 1.7 -1.7 -2.8
GDP (current prices) ........................................... 1,438.2 1,436.5 1,431.7
GDP by Sector (value added, 1985 prices):

Agriculture & Fishing ..................................... 14.8 13.9 14.9
Forestry ............................................................ 14.1 14.7 14.7
Energy & Water .............................................. 25.4 25.2 25.2
Mining & Manufacturing ................... 194.3 188.5 190.4
Construction .... ......................... 57.0 52.6 48.4
Bank & Insurance Services ............................ 41.8 41.7 39.8
Other Services .............................................. 327.5 325.3 313.8
Net Exports of Goods & Services ................... -3.5 -0.5 31.1

Real Per Capita GDP (SEK) .............................. 110,700 108,200 104,700
Labor Force (000's) ........................ .................. 4,516 4,429 4,305
Unemployment Rate (pct.) ................................. 2.9 5.3 8.0

Money and Prices:
Money Supply (M3)2 .......................................... 661.8 682.8 673.6
Base Interest Rate (3-month STIBOR) ............. 13.69 11.87 7.95
Personal Saving Rate (pct.) .......................... 3.4 8.1 9.9
Producer Prices (pct. chg.) .................................. 4.5 1.0 2.2
Consumer Prices (pct. chg.) ................................ 9.4 2.3 4.6
Exchange Rate (SEK/$1.00) ............................... 6.05 5.81 7.75

Balance of Payments and Trade:
Total Exports (FOB) ......................................... 332.8 326.0 380.9

Exports to U.S.3 ............................................... 30.9 29.2 30.3
Total Imports (CIF) ............................................ 300.9 290.4 321.0

Imports from U.S.3 .......................................... 25.9 28.0 30.2
Aid from U .S ....................................................... 0 0 0
Aid from Other Countries .................................. 0 0 0
External Public Debt2 ........................................ 59.0 243.5 359.2
Debt Service Payments4 .................................... 22.1 17.5 55.4
Gold & FOREX Reserves2 ................................. 99.7 163.6 177.2
Balance on Current Account .............................. -20.3 -29.0 0.0

I Estimated.
sYear.end and 09f30/93.
3Annualized 1993 figure based on first half-year data.
41nterest and amortizations on central government external funded debt. For 1993. first half year.

1. General Policy Framework
Sweden is an advanced, industrialized country with a high standard of living, ex-

tensive social services, a modem distribution system, excellent internal and external
communications, plus a skilled and educated work force. The traditional resource
base of the economy lies in timber and hydroelectric power, but the economy is now
based increasingly on high-technology goods and services. Between one-quarter and
one-third of GDP is exported; consequently Sweden is a strong supporter of liberal
trading practices. Sweden applied for membership in the European Union (FU) in
1991. Until it becomes a member of the Community, which the government hopes
can occur in 1995, Sweden's relations with the EU will be governed by an interim
arrangement the European Economic Area (EEA) agreement, when ratified by all
signatories. Most Swedish regulations have already been modified to harmonize
with EU practices.

Instruments used to achieve economic policy goals are the traditional monetary
and fiscal ones, including an active labor market retraining policy. The Swedish
Central Bank exercises considerable autonomy in the realm of monetary policy,
chiefly by adjusting the overnight lending rate it charges commercial banks in order
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to influence levels of liquidity in the economy. On the fiscal policy side, a determina-
tion to lower tax rates, combined with the maintenance of expensive government so-
cial programs, has led to a swelling of the government budget deficit. Some of this
is financed by foreign loans, but the bulk is covered by government bonds, treasury
notes, a national savings scheme and so forth.

As 1993 came to a close, Sweden was just beginning to pull out of the worst and
most protracted recession experienced since the 1930's (GDP declined by some 6 per-
cent in the three-year period 1991-93). The government estimates that open unem-
ployment in 1993 will be eight percent of the work force, an unprecedented high
level for Sweden. "Hidden" unemployed, like those in government training and work
programs, add another three to four percent to that igure. Interest rates remained
very high in the wake of general unrest in European financial markets, hastening
bankruptcies and hampering investment, but have since fallen back to levels slight-
ly above those of Germany.This development helped ease the ongoing financial cri-
sis somewhat. Although Sweden defended the krona's fixed exchange rate through
several waves of speculation in late 1992, the government was forced to allow the
krona to float freely against European currencies as of November 19 of that year.

Although the immediate future for the non-exporting part of the economy is bleak,
the ground has been prepared for improving the general business climate and at-
tracting foreign investment. This process was begun by the former Social Demo-
cratic government, which deregulated the credit market; removed foreign exchange
controls; introduced a broad tax reform; won consensus on nuclear power policy;
abolished foreign investment barriers; applied for EU membership; and pegged the
krona to the European Currency Unit. The right-center coalition government which
came to power after the 1991 elections is moving rapidly down the path of European
integration staked out by the Social Democrats. The new government has also
achieved some tax reduction, begun the privatization of government-owned corpora-
tions, stepped up investment in infrastructure, and increased investment in edu-
cation and research, and changes are under way to improve the business climate
for small and medium-sized firms.

Budgetary constraints are governing the speed with and extent to which some of
the government's programs can be implemented. Until the economy again begir.,. to
pick up momentum, the watchwords are fiscal restraint and continued public sector
austerity. In the fall of 1992, the government and opposition Social Democrats
reached two broad compromise packages which postpoijed tax reductions and re-
duced social benefits. Despite the very shaky condition of the economy, it does not
seem that any further broad political compromises can be reached before the general
elections scheduled for September 1994.

2. Exchange Rate Policies
Between 1977 and 1991, the Swedish krona was pegged to a trade-weighted "bas-

ket" of foreign currencies in which the U.S. dollar was accorded double weight. Dur-
ing that period there were, nonetheless, two devaluations of the krona in the early
1980s, of 10 and 16 percent. As a step on the road to eventual membership in the
EU, Sweden unhooked from the dollar-heavy "basket" and pegged the krona unilat-
erally to the European Currency Unit (ECU) in mid-1991.

After defending the krona during turbulence on European foreign exchange mar-
kets in late 1992, which for a brief period sent overnight interest rates rocketing
into three digits, the government was eventually forced to float the krona. The cur-
rency has since depreciated by around 30 percent of its value against the U.S. dol-
lar, the deutschmark, and the pound sterling, and by more than 50 percent against
the yen.

The stated monetary policy of the Central Bank is to see that the depreciation
of the krona does not result in an increase in the underlying inflation rate (i.e.,
when the effects of changes in indirect taxes and the depreciation are excluded). In-
flation is to be held close to 2 percent beginning in 1995, once the immediate effects
of the float plus various indirect tax increases have worked through the system.

Sweden applied a battery of foreign exchange controls until the international de-
regulation process, particularly that occurring in the EU, forced it to follow suit in
the latter half of the 1980s. The only remaining restriction of this legacy compnses
routine Central Bank screening for statistical purposes of both incoming and out-
going direct investment.
3. Structural Policies

The Swedish tax burden is the heaviest in the OECD, equivalent to around 50
percent of GDP. Current central government expenditure during the severe reces-
sion is running at almost 75 percent of GDP, versus an average for OECD Europe
of under 50 percent. The stated policy of the government is to lower tax rates to
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bring them in closer harmony with levels in the EU, but economic constraints are
hampering such a move. A broad tax reform in 1990-91 reduced the marginal in-
come tax rate on individuals to a maximum of around 50 percent. On the corporate
side, effective taxes are comparatively low and depreciation allowances on plant and
equipment are generous, though social security contributions for the work force add
a further one-third or so to employers' wage bills. Swedish value-added tax is two.
tiered, with a general rate standing in late 1993 at an effective 25 percent of retail
price and a lower rate at 21 percent for food, domestic transportation, and tourist-
related services.

Trade in industrial products between Sweden, the EU and EPTA partners is not
subject to customs duty, nor is a significant proportion of Sweden's imports from de-
veloping countries. Import duties are among the lowest in the world, averaging less
than five percent ad valorem on finished goods and around three percent on semi.
manufactures. (Swedish tariffs, on average, would increase slightly were the country
to become a member of the EU.) Most raw materials are imported duty free. There
is very little regulation of exports apart from control of arms exports and a law gov-
erning the export and reexport of certain high technology products.

Sweden implemented a new food and agricultural policy in mid-1991 aimed at de-
regulating its complicated postwar system of agricultural price regulation. Shortly
thereafter however, Sweden applied for EU membership, which will mean that the
country, it and when membership is achieved, will have to adhere to the EU's Com-
mon Agricultural Policy and apply its regulations.
4. Debt Management Policies

Sweden's traditional external debt policy, dating back to the mid-1980s, was to
incur no net foreign borrowing by central government for the purpose of financing
budget deficits. When the policy was introduced, central government external debt
amounted to roughly one-quarter of the national debt. However, a heavy drain on
foreign exchange reserves in conjunction with the turbulence in European financial
markets in the fall of 1992 ended the policy. The Central Bank and National Debt
Office have since borrowed heavily in foreign currencies, increasing the central gov-
ernment's external debt fivefold virtually overnight to the equivalent of approaching
one-third of the national debt. The new guidelines for central government borrowing
in foreign currencies state that the lion's share of the national debt should continue
to be in Swedish kronor, that the borrowing should be predictable in the short term
yet flexible in the medium term; that the government shall direct the extent of the
borrowing; and that it shall report each year on developments to the Parliament.
Management of the increased debt level is as yet posing no problems to the country,
but interest payments on the burgeoning national debt as a whole are growing rap-
idly.
5. Significant Barriers to U.S. Exports and Investment

To help ensure free Swedish access to foreign markets, Sweden has opened its
own markets to imports and foreign investments, and campaigns vigorously for free
trade in GATT and elsewhere. Import licenses are not required in Sweden, except
for items such as munitions, hazardous substances, certain agricultural commod-
ities, fiberboard, farroalloys, some semi-manufactures of iron and steel, etc. Sweden
enjoys licensing benefits under Section 5 (k) of the U.S. Export Administration Act.Sweden makes wide use of EU and international standards, labeling, and customs
documents, in order to facilitate its own exports.

Having adjusted its laws and regulations to EU practices in preparation for even-
tual membership of the Community, the country is now open to virtually all foreign
investment and allows 100-percent foreign ownership except in areas of air trans-
portation, maritime transportation, and the manufacture of war material. In recent
years the Swedish government has done away with laws governing foreign acquisi-
tions of firms and has relinquished all controls over foreign purchases of real estate
for business purposes. Any shares listed on the Stockholm Stock Exchange may now
be acquired bySwedes and foreigners alike. However, corporate shares in Sweden
can still have differing 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-sponsored incentives to business.

Government procurement is usually open to foreign suppliers, and the Swedish
government has no official policy of imposing countertrade requirements. Sweden
participates in all relevant GATT codes concerned with government procurement,
standards, etc.

Public procurement regulations have been harmonized to EU directives in light
of Swedish obligations under the EEA Agreement. The new regulations, which apply
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to central and local government purchases in excess of ECU 400,000, now cover pro-
curement by entities in previously excluded sectors i.e., the water, energy, transpor-
tation and telecommunications sectors. When the KEA Agreement eventually enters
Into effect Sweden will be required to publish all government procurement opportu-
nities in tie European Union Official Journal.
6. Export Subsidies Policies

The Swedish government provides basic export promotion support through its ft.
nancing, jointly with Swedish industry, of the Swedish Trade Council. The-Swedish
government and Swedish industry also jointly finance the Swedish Export Credit
Corporation, which grants medium and long-term credits to finance exports of cap-
ital goods and large-scale service projects.-Working with the Swedish Agency lor
Technical and Economic Cooperation, the Export Credit Corporation also provides
developing countries with concessionary trade financing.

At year end 1993, Swedish farmers were still receiving government support for
exports of surplus grain and meat production although these subsidies are being
phased out. The government recently instituted new export subsidies for some proc.
essed foods, among them hard cheeses. If and when Sweden becomes a member of
the EU, its agricultural support policies will have to be adjusted to comply with the
EU's Common Agricultural Policy, including intervention buying, production quotas,
and increased export subsidies.

In Sweden there are no tax or duty exemptions on imported inputs; no resource
discounts to producers; and no preferential exchange rate schemes. Sweden is a sig-
natory to the GATT Subsidies Code.
7. Protection of U.S. Intellectual Property

Sweden strongly protects intellectual property rights having to do with patents,
trademarks, copyrights, and new technologies. The [aws are adequate and clear, en-
forcement is good, and the courts are efficient and honest. Sweden supports efforts
to strengthen international protection of intellectual property rights, often sharing
U.S. positions on these questions. Sweden is a member of the'World Intellectual
Property Organization aid is a party to the Bern Copyright and Universal Copy-
right Conventions and to the Pans Convention for the Protection of Industrial Prop-
erty, as well as to the Patent Cooperation Treaty. As a signatory to the EEA Agree-
ment, Sweden has undertaken to adhere to a series of other multilateral conven-
tions dealing with intellectual property rights. Swedish intellectual property prac-
tices have no adverse impact on U.S. trade.
8. Worker Rights

a. The Right of Association.--Swedish workers have the right to associate freely
and to strike. Unions conduct their activities with complete independence from the
government and political parties, although the Confederation of Labor Unions, the
airgest federation, has been allied for many years with the Social Democratic Party.

Swedish trade unions are free to affiliate internationally and are active in a broad
range of international trade union organizations.

b. The Right to Organize and Bargain Collectively. -Workers are free to organize
and bargain collectively. Collective bargaining is carried out in the form of national
framework agrements between central organizations of workers and employers, fol-
lowed by industry and plant-level agreements on details. In 1993, after a two-year
wage stabilization agreement expired, a new national agreement with small wage
increases was signed for the manufacturing industry. As structured, the settlement
represents a step toward the decentralization of the wage formation process favored
by business.

Swedish law fully protects workers from anti-union discrimination and provides
sophisticated and effective mechanisms for resolving disputes and complaints.

c. Prohibition of Forced or Compulsory Labor.-F-orced or compulsory labor is pro-
hibited by law and does not exist.

d. Minimum Age for Employment of Children.--Compulsory nine-year education
ends at age 16, and full employment is normally permitted at that age under super-
vision of local municipal or community authorities. Those under age 18 may work
only during daytime and under a foreman's supervision. Violations are few, and en-
forcement-by police and public prosecutors, with the assistance of the unions-is
considered good.

e. Acceptable Conditions of Work.-There is no national minimum wage law.
Wages are set by collective bargaining contracts, which typically have been observed
even at nonunion establishments. There is substantial assistance available from so-
cial welfare entitlements to supplement those with low wages.

The standard legal work week is 40 hours or less. The amount of permissible
overtime is also regulated, as are rest periods. Since 1991, Sweden's vacation law
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guarantees all employees a minimum of 5 weeks plus 2 days of paid annual leave,
and many labor contracts provide more. During 1993, however, it was made possible
to reduce the minimum leave by two days through negotiations with the unions.

Occupational health and safety rules, set by the government-appointed National
Board of Occupational Health and Safety in consultation with employer and union
representatives, are closely observed. Trained trade union stewards and/or safety
ombudsmen monitor observance of regulations governing working conditions. Safety
ombudsmen have the authority to stop life-threatening activity immediately and to
call for a labor inspector. The courts have upheld this authority.

f. Rights in Sectors With U.S. Investment.-The five worker-right conditions ad-
dressed above obtain in all firms, Swedish or foreign, throughout all sectors of the
Swedish economy.

Extent of U.S. Investment in Selected Industries.-U.S. Direct
Investment Position Abroad on an Historical Cost Basis-1992

[Millions or U.S. dollars]

Category Amount

Petroleum..........................................38
Total M manufacturing .............................................................. 1,289

Food & Kindred Products .................................................. (1)
Chemicals and Allied Products ......................................... 90
Metals, Primary & Fabricated......................... 22
Machinery, except Electrical......... ....... .......... 861
Electric & Electronic Equipment ...................................... 30
Transportation Equipment ............................................... (1)
Other Manufacturing.............................. .228

Wholesale Trade...............................................450
B anking . . ......................................................................... (1)
Finance and Insurance ................................................... 136
Services........................................................89
Other Industries .. o ............................................... (1)
TOTAL ALL INDUSTRIES............................................ 2,033

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

SWITZERLAND

Key Economic Indicators
[Millions ofSwiss francs unless otherwise noted]

1991 1992 1993

Income, Production, and Employment:
Real GDP (1980 Prices)I1.....................209,335 209,210 102,405
Real GDP Growth (pct.) 1. ..................... 0.0 -0.1 -1.0
Real Per Capita GDP_................................ 31,603 31,145 N/A
GDP (at current prices)1I ...o............................... 331,075 339,470 170,260
Labor Force (000's)2 ......................................... 3,560.3 3,480.5 3,370.6

-- of which foreigners3 ............... . . .. . . . .. . .. . . . .. . .. .  929.7 942.3 929.9
Unemployment Rate 4 ......................................... 1.1 2.5 4.8

Money and Prices:
Central Bank Money (pct. growth) ................... 3.5 - 1.0 53.2
Money Supply MI (pct. growth) ........................ 1.3 0.1 610.1
Base Interest Rate (pct.) .................................... 7.0 6.0 55.0
Personal Saving Rate ......................................... 13.0 13.1 N/A
Consumer Price Index (pct.) .............................. 5.9 4.0 43.4
Wholesale Price Index (pct.) .............................. 0.4 0.1 7 -0.1
Exchange Rate ($/Sfr) ......................................... 0.697 0.712 50.668
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Key Economic Indicators-Continued
ifl~as owt 8wt fane unlaw othawie notw)

!1991 1g90 1995

Balwnce of Payments and Trade:
Total Exports ....................................................... 82,021 86,148 142,767

Exports to US ................................................. 6,406 7,002 13,539
Total Imports ...................................................... 88,681 86,739 141,875

Imports from US .......................................... 6,096 5,137 12,393
Trade Balance ..................................................... -6,660 -591 1892
Gold & FOREX Reserves ................................... 34,439 37,463 541,150

N/A--Not available.
'Pirut half of 1993.
'Pirst quarter 1993.
8 Situation at end of April.
48eptamber 1993 figure, annualized.
:Auguat 1 M figur.

Ave fora Afirst months o 1993.
'May 1193,5 figure, annualiaed.

1. General Economic Framework
Switzerland has an internationally-oriented, open economy characterized by a de-

veloped manufacturing sector a highly skilled work force, a large services sector,
a high savings rate and a hikidy protected agricultural sector. Alter economic pros-
perity in the 1980s the Swiss economy stopped growing in 1991 and declined in
1992 and 1993. Unlike previous recessions, the period oT stagnation has been ex-
tremely long while the decline in GDP has been small. There is little hope that GDP
will grow at a fast pace in 1994, but at least, analysts agree that theSwiss economy
will grow again in 1994. In contrast to past recessions, it appears that the currentrecession is mainly home-made, caused by the strong decline in investments and
private consumption (while exports continued to grow in 1992).

No systematic use is made of fiscal policy to stimulate the economy. However, the
Swiss government agreed to spend SfOOO million on an investment bonus in spring
1993. The program was designed to allow cantons, communes and private inclivid-
uals to finish projects within six months of completion with the help of credits at
very favorable terms. The investment bonus was a short-term temporary measure
and was not repeated by the government. In March 1993, the Swiss voted in favor
of an increased gasoline tax that should generate additional tax revenues exceeding
Sfr one billion per year. In November 1993, Swiss voters approved a shift from the
turnover tax to a value-added tax (VAT), effective in 1995. The approved 6.6 percent
VAT will be applied in most of the service sector, broadening the Swiss tax base.

The Swiss National Bank (SNB) is independent from the Finance Ministry and
has the main objective to maintain price stability. Monetary policy is conducted
through open market operations. The discount rate has only symbolicc value and is
used by the SNB as a signal to the public. The SNB is also independent from foreign
central banks, although the small size of the country and the free movement of cap-
ital make Switzerland highly vulnerable to events in Europe and other world finan-
cial centers.
2. Exchange Rate Policies

In the mid and long term, the SNB does not follow any exchange rate policy, and
the Swiss franc is not d to any foreign currency. However, in cases where the
Swiss currency would be elkely to appreciate considerably over a short period, the
SNB takes measures to prevent further appreciation.
3. Structural Policies.

Government agencies use competitive bids for procurement. The Defense Ministry
and the PII (a public corporation within the government) have some restrictions
on foreign purchases (small arms, clothing and boots, telecommunications equip-
ment). The 7PTT requires foreign vendors to have local representatives and service
facilities. Except for telecommunications, the impact of Swiss structural policies on
U.S. exports is insignificant.

The domestic economy is characterized by a wide variety of cartel-like agreements
which are not prohibited under current Swiss law. Many cantonal laws and prac-
tices protect local small business from competitors outside the cantonal borders. But
recent efforts to revitalize the Swiss economy have started to dismantle some of the
barriers.
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Agriculture is the most protected sector in Switzerland and highly subsidized by
the government either through guaranteed prices or direct payments. Farmers re-
ceive guaranteed prices for grains, sugar beets, milk, and' other basic products.
Prices of agricultural imports are raised to domestic levels by variable import duties
and by requiring importers to buy domestic products at high prices as a condition
of importing. Agricultural products like tobacco, cotton and bananas that are not
produced in Switzerland can be imported without restrictions.
4. Debt Management Policies

As a net international creditor, debt management policies are not relevant to
Switzerland. The country participates in the Paris Club for Debt Rescheduling and
is an active member of the OECD. Switzerland joined the International Monetary
Fund and the World Bank in 1992 and holds a seat on the Executive Board.
5. Significant Barriers to U.S. Exports

Import Licenses: Except for agricultural products, Swiss licensing procedures do
not hinder imports from the United States. Switzerland issues a general import li-
cense which, in the case of manufactured goods, is granted freely and is used pri-
marily for statistical puoses.

Services Barriers: Under a new law that came into force January 1993, annual
quotas on imported films have been abrogated. Film distributors still have to be of
Swiss nationality or, in case of a company, the headquarters have to be located in
Switzerland. If a distributor controls more than a quarter of the market, Swiss au-
thorities can cancel their authorization. The same rules apply for owners of movie
theaters.

Barriers still exist in the area of telecommunications. The public network and
basic services are still under the control of the Swiss PTT. Value added services and
equipment such as telephone or fax machines have been liberalized. However, the
equipment has to be approved by the Federal Office of Telecommunications. Since
voice transmission is still a state monopoly, fast growing markets like mobile com-
munications remain in the hands of PTT.

Foreign banks wishing to set up business in Switzerland must obtain prior ap-
proval from the Swiss Banking Commission. This is granted if the following condi-
tions are met: reciprocity on the part of the foreign state; the foreign bank's name
must not give the impression that the bank is a Swiss one; the bank must adhere
to Swiss monetary and credit policy; and a majority of the bank's management must
have their permanent residence in Switzerland. Otherwise, foreign banks are sub-
ject to the same regulatory requirements as domestic banks. The Swiss stock ex-
change has had foreign members for many years. However, personal licenses to rep-
resent professional securities traders and to trade on the floor are available only to
Swiss nationals.

Insurance is subject to an ordinance which requires the placement of all risks
physically situated in Switzerland with companies located in the country. Therefore,
it is necessary for foreign insurers wishing to do business in Switzerland to estab-
lish a subsidiary or a branch locally. Government regulations do not call for any spe-
cial restrictions on foreign insurers established in Switzerland. However, Swiss in-
surance companies are allowed to impose restrictions on the transfer of their reg-
istered shares to block unwelcome takeovers.

Strict regulations govern the admission of foreigners seeking to enter the Swiss
labor market. Nevertheless, the foreign labor force represents more than a quarter
of the total Swiss work force. Sectors like construction, tourism and farming have
a high proportion of low-paid, unskilled, seasonal workers. In high-tech sectors like
electrical engineering, companies have problems finding qualified people. The Swiss
government is therefore considering the granting of better access to qualified work-
ers from European Economic Area (EEA) countries.

Attorneys and lawyers, like members of other professions which require certifi-
cation (physicians, pharmacists, therapists, engineers, and architects), must pass a
federal, or in some cases a cantonal, examination and obtain appropriate certifi-
cation before they may set up a business of their own.

Standards, Testing, Labelling, and Certification: A large number of standards and
technical regulations in force in Switzerland are based on international norms. How-
ever, household electrical appliances must be tested and approved by the Swiss
Electrotechnical Associatien, a semi-official body. All drugs (prescrip tion and over-
the-counter) must be approved and registered by the Inter-cantonal Drug Agency.
Labels are required to be in German, French and Italian.

Investment Barriers: The Swiss generally welcome foreign investment and accord
it national treatment. Legislation affecting foreign investment is confined to the fol-
lowing areas: ownership of real estate by foreigners; limits on the number of foreign
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workers; licensing of foreign banks and insurance companies; and restrictions con.
cerning the number oa foreign directors on the boards of corporations registered in
Switzerland. There are legal restrictions on foreign participation in the hydro-elec-
tric and nuclear.power sectors, operation of oil pipelines, transportation of explosive
materials, television and radio broadcasting, operation of Swiss airlines, and mari.
time navigation.

According to Article 711 of the Code of Obligations, the Board of Directors of a
joint stock company (with the exception of holding companies) must consist of a ma-
jority of members permanently residing in Switzerland and having Swiss national-
ity. Swiss corporate shares are issued as registered shares (in the name of the hold-
er) or bearer shares. In the past, Swiss corporations often imposed restrictions on
the transfer of registered shares to limit foreign ownership. But new legislation in-
troduced in July 1992 and the increased reliance of public companies on the inter-
national capitaImarkets forced Swiss companies to open their shares to foreign in-
vestors. At present, to prevent or hinder a takeover by an outsider, public corpora.
tions must cite significant reasons relevant to their survival or the conduct and pur-
pose of their business. Public corporations may limit the number of registered
shares that can be held by any one shareholder to a certain percentage of the issued
registered stocks. As practice has shown, most corporations limit the number of
shares to between two and five percent of the relevant stock.

Under Swiss law, the purchase of property by foreign nationals or companies is
subject to authorization by cantonal governments. For the acquisition of secondary
residences by foreign nationals, there exists a system of quotas. However, foreigners
are not allowed to engage in real estate business.

Government Procurement Practices: In general, Swiss authorities comply with
GATT rules regarding procurement by government entities. Certain restrictions
exist for defense related items, railroads, and telecommunications. At the cantonal
level, a process of liberalizing public procurement has been initiated by Geneva and
Friburg.

Customs Procedures: Although Switzerland may still be the only country which
applies customs duties on weight rather than value, customs procedures are not
burdensome. If expressed in ad valorem terms, tariff levels on industrial products
are among the lowest in the OECD, ranging for most imported items between two
and 10 percent.

Switzerland has a highly subsidized agricultural sector that is protected by a vari-
ety of import restrictions (licensing, quotas, supplementary import charges, variable
levies, conditional import rules, import calendars, etc.) According to the OECD, 75
percent of Swiss farm income is attributable to subsidies, import restrictions, or
other government measures. On national security grounds, the Swiss government
seeks a high level of self-sufficiency in domestic food production.
6. Export Subsidies

Except for agricultural products, the Swiss government does not finance or sub-
sidize Swiss exports. The granting of export credits is the sole responsibility of the
private sector. Non-commercial risks are covered by the Export Risk Guarantee
(ERG) program. Risks covered include foreign exchange difficulties, payment mora-
toriums, insolvency and political risk including revolution, civil strife, and national-
ization. The ERG is a financially independent government institution.

In agriculture, the federal government subsidizes exports of dairy products (pri.
marily cheese), processed food products (chocolate products, grain-based bakery
products, etc.) and temporary surpluses of domestic products like beef or con-
centrated apple juice.
7. Protection of U.S. Intellectual Property

Switzerland provides a very high standard of intellectual property rights (IPR)
protection, comparable to that available in the United States. It is a member of the
World Intellectual Proerty Organization (WIPO), the Paris Convention for the Pro-
tection of Industrial Property, the Bern Convention for the Protection of Literary
and Artistic Works, and the Patent Cooperation Treaty. In the context of the GAr
negotiations, Switzerland is working to strengthen intellectual property rights
worldwide.

Patents: If filed in Switzerland, a patent application must be made in one of the
country's three official languages (German, French, Italian) and must be accom-
panied by detailed specifications and, if necessary, technical drawings. The patent
term is 20 years. Renewal fees are payable annually on an ascending scale.

According to the Swiss Patent Law of 1954, as amended, the following items can-
not be covered by patent protection: surgical, therapeutic, and diagnostic processes
for application on humans and animals; and, inventions liable to disturb law and
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order and offend "good morals." Nor are patents granted for species of plants and
animals and biological rocesses for their breeding. The issue of providing patent
protection in the old of gene technology is subject to a controversial public debate.
Drugs, foodstuffs, and alloys are not excluded from patent protection.

Trademarks: Foreign individuals or companies engaged in trade or manufacture
in Switzerland may apply for the registration of trademarks, regardless of whether
their trademarks are entitled to protection in their own country. Trademarks are
protected for a period of 10 years and may be renewed.

Copyrights: A revised copyright law, in force since July 1993, explicitly treats
computer programs as literary works (as defined in the Bern Convention) and intro-
duces tougher measures against illegal copying of software. The revision closed an
important gap in Swiss legislation on copyrights and should help to reduce the wide-
spread copying of software.

Layout Designs of Integrated Circuits: Provisions for protecting mask works are
made under a new law that came into force July 1993. The protection ends after
a period of ten years.

The most significant area where Switzerland's intellectual property practices af-
fect trade with the United States is in the field of computer software. Experts esti.
mate that annual losses to copyright owners amount to several hundred million
Swiss francs.
8. Worker Rights

a. The Right of Association.-All workers, including foreign workers in Switzer-
land, have freedom to associate freely, to join unions of their choice, and to select
their own representatives. Unions can publicize their views and determine their own
policies to represent members' interests without government interference. Union
may join federations or affiliate with international bodies. There are no limits on
the right to strike. An agreement between unions and employers in the 1930's has
meant fewer than 20 strikes on average per year since 1975. There were no signifi-
cant strikes in 1993.

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.

c. Prohibition of Forced or Compulsory Labor.-There is no forced or compulsory
labor, although there is no specific statute or constitutional ban on it.

d. Minimum Age for Employment of Children.-The minimum age for employment
of children is 15 years. Children over 13 may be employed in light duties (e.g. help-
ing in retail stores ) for no more than nine hours a week during the school year
and fifteen hours otherwise. Youths between 15 and 20 may not work at night, on
Sundays, or under hazardous or dangerous conditions.

e. Acceptable Conditions of Work.-There is no minimum wage. Salaries and
wages are negotiated between employers and employees. In industry, wages are in
most cases determined by agreements between major labor unions and employers'
association. The Federal Labor Act and the Swiss Code of Obligations regulate sev-
eral important conditions of work. There is a maximum 45-hour workweek for blue
and white collar workers in industry, offices, and retail trade, and a 50-hour work-
week for all others. In practice, the workweek averages between 40 to 43 hours. Fe-
male workers may not be employed in dangerous work or, in industry, at night or
on Sundays. Women are also legally forbidden to work two months after giving
birth, although their employers' obligation to pay them sick leave during this time
will depend on their length of employment. The employer must rehire women when
their pregnancy leave ends. Swiss federal law also sets minimum requirements in
several areas, such as annual leave, length of notice for termination of employment
by either worker or employer, sick leave, and other fringe benefits. It also covers
occupational health and safety regulations, as well as special regulations for protec-
tion in work places involving hazardous activities or substances, e.g. chemicals.

f. Rights in Sectors With U.S. Investments.-U.S. capital in Switzerland is gen-
erally not invested in labor-intensive sectors. 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 any other 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 US. Investment in Selected Industries.-U.S. Direct
Investment Position Abroad on an Historical Cost Basis-1992

(Mi~fio. C ofU.S. dollars

cat"y Amount

Petroleum ............................................................................... 333
Total Manufacturing .............................................................. 1,508

Food & Kindred Products .................................................. (1)
Chemicals and Allied Products ......................................... 208
Metals, Primary & Fabricated .......................................... 122
Machinery, except Electrical ............................................. 171
Electric & Electronic Equipment.................... 216
Transportation Equipment ............................................... . 8
Other M anufacturing ......................................................... (1)

W holesale Trade ..................................................................... 8,305
B anking ................................................................................... 1,747
Finance and Insurance .......................................................... 15,917
Services ................................................................................... 797
Other Industries ..................................................................... 55
TOTAL ALL INDUSTRIES ................................................... 28,662

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

TAJIKSTAN

KEY ECONOMIC INDICATORS

Reliable income, production and employment, money supply and balance of trade
data are not available. International Monetary Fund and World Bank financial and
economic profiles, including the country economic memorandum, will be published
in summer 1994.
1. General Policy Framework

Following the breakup of the Soviet Union, Tajikistan has experienced a drastic
fall in economic activity. Successive declines in productivity, sped by the dissolution
of inter-CIS trade ties, loss of union subsidies, subsequent civil war, and a series
of natural disasters, has culminated in a contraction of the economy to 50% of its
1988 level. Capital investment and capital goods imports have declined precipitously
in favor of the importation of consumption goods, particularly wheat. A trend evi'-
dent before the civil war but intensified in the last year has been the growing eco-
nomic autonomy of Tajikistan's richest region, Leninabad. Government decrees and
legislation passed by the Supreme Soviet are implemented only selectively by re-
gional and district authorities.

Tajikistan has been hesitant to adopt macroeconomic reforms. Legislation passed
in 1991 and 1992 on property, privatization, foreign investment, banking activities,
foreign trade, and taxes is largely inoperative due to a lack of regulation, absence
of appropriate implementing mechanisms or legal bases, and political opposition
from entrenched bureaucrats representing communist-era institutions.. Approxi-
mately 95% of the economy falls under state control. In several areas, the govern-
ment has reinstated stricter controls over the market, increasing state orders for
cotton and produce and establishing a state monopoly over all foreign trade. Due
to the disruption of inter-CIS trade payments, a majority of foreign trade is con-
ducted on a barter or counter-trade basis.

The government continues to finance insolvent state enterprises and extensive so-
cial subsidies and has increased military outlays in response to attacks along the
Tajik-Afghan border and pockets of opposition resistance in the interior. The spiral-
ling national debt, expected ti equal 100% of GDP by the beginning of 1994, is fi-
nanced entirely through the National Bank. The subsequent high inflation has

rompted a vicious cycle of increases in state subsidies, debt financing and more in-
Ration. Virtually no credit is available to private organizations or individuals and
the government continues to direct credits on a noncommercial basis. Very low in-
terest rates, relative to Russia, reduce the accumulation of sMvings and prompt the
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flight of capital. Tajikistan has committed to the new ruble zone but until im le-
mentation of the accord continues to use old Soviet banknotes. The government tas
no plans to introduce a national or internediary currency.

Tajikistan receives significant amounts of international humanitarian aid, but lit.
tle development assistance or concessional financing. The government is dependent
upon Russia ror 70 percent or its foreign trade and approximately 50 percent of its
national budget. Most of Tajikistan's external assistance has been in the form of
short-term, high interest loans. The World Bank has allocated $20 million in recon-
struction loans, which will become available in 1994, and has prepared technical as-
sistance projects valued at $90 million which will be evaluated by potential donors
at a February 1994 pre-consultative group conference. Foreign investment is ex-
tremely limited, with only a handful of model textile industries attracting foreign
monies.
2. Exchange Rate Policy

Until the Russian central bank introduced the Russian ruble, exchange rates for
Soviet rubles in Talikistan were pegged to the Russian central bank's rates and ad-
justed biweekly. The exchange rate policy has complicated significantly with the
new Russian banknote. According to the National Bank of Tajikistan, inter-republic
payments with Russia use the formula of 10 Russian rubles for 6.7 Soviet rubles.
However, the commercial and National Banks' exchange rates parallel, at a slightly
lew-r level, the much higher black market rates in Tajikistan and are adjusted
wet.ikly.

On November 23, Tajikistan effectively declared its re-entry into the Russian
ruble zone by. signing a new monetary union agreement with Russia. The agreement
requires Tajikistan to withdraw all Soviet rubles from circulation and replace them
with Russian rubles. However, disagreement over Russian conditions for
Tajikistan's re-entry into the ruble zone have so far delayed implementation of the
agreement.

A separate exchange rate is stipulated for the sale of hard currency to the govern-
ment's foreign currency fund. Depending upon the export product, exporters are
technically required to sell between 30 and 68 percent of their hard currency earn-
ings at the artificial rate of 800:1 Soviet rubleldollar.
3. Structural Policies

The economy of Tajikistan was developed in the Soviet period as a producer of
raw materials, primarily cotton, aluminum, fruits and vegetables, very little of
which is processed domestically. Consequently, Tajikistan is heavily dependent on
imports of consumer goods, petroleum products, grain, medicines, machinery and
equipment. Nascent reform efforts designed to address the economy's imbalance
were derailed by the political instability and ultimate civil conflict which took place
in 1992 and resulted in over 500 billion Soviet rubles in damage according to state
figures.

In October 1993, the government announced a new foreign trade regime which
concentrates all export activity under eight government ministries, known as gen-
eral contractors. Only general contractors have the right to issue export licenses and
collect the hard currency revenues. The exporting firm is recompensed in rubles or
in the equivalent value of state inputs, while the government retains all hard cur-
rency earnings. Joint ventures with significant foreign capital investment are ex-
empted from this regime. It is unclear that the legislation is being enforced. Prior
stipulations regarding hard currency sales to the government have been ignored or
circumvented. However, the new foreign trade regulations sharply curtail permis-
sible foreign trade activity by individual enterprises. U.S. firms seeking to export
to Tajikistan must win government support for hard currency expenses and face a
highly bureaucratized and factionalized system.

Inresponse to the sharply deteriorating economy, the government of Tajikistan
has identified priority investment projects which include the agricultural, energy,
mining, and textile sectors. Technical and commercial credits and limited govern-
ment allocations have been focused in these sectors. Special incentives are offered
to foreign investors, includingwaiver of export licenses, two-year tax relief, and sub-
sequent favorable tax rates. Additional financial incentives for foreign investors are
negotiated on a case by case basis.
4. Debt Management Policies

The government of Tajikistan has agreed to, but not yet signed, the zero-optior
accord with the Russian Federation, whereby Tajikistan's less than one percen
share ($787 million) of the former US.S.R.'s public debt will be paid by Russia in
exchange for Tajikistan's claim to a portion of the former Soviet Union's assets.
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The government has begun to amass a relatively significant external debt at gen-
erally unfavorable terms. Russia remains Tajikistan s primary creditor. In 1993,
Russia granted two sets of technical credits: the first,49 billion in Soviet rubles,
at existing exchange rates was valued at $80 million; the second, 60 billion Russian
rubles, was valued at $20 million. Both loans carry interest rates of libor plus 0.5
percent. Other external debt includes $66 million in European Community food
credits (at 10.4 percent interest), $24 million in U.S. P.L 480 concessional food cred-
its, $50 million in Turkish commercial credits $5 million each in Chinese and In-
dian commercial credits and a small number of credits from other CIS states.

The civil war delayed Tajikistan's entry into the World Bank and International
Monetary Fund untilspring 1993. In fall 1993, the World Bank and International
Monetary Fund sent teams of consultants to complete a country economic memoran-
dum which will be published in summer 1994. The World Bank has allocated $20
million in reconstruction/rehabilitation loans and identified $90 million in potential
technical assistance and development projects. However, the extent of World Bank
and International Monetary Fund involvement in Tajikistan is contingent on re-
forms at the macroeconomic level.
5. Significant Barriers to U.S. Exports

Tajikistan's impoverished economy, geographical isolation, and business cultu'V
which emphasizes personal contacts over competitive bidding are the primary im-
pediments to expanded U.S. trade. Tajikistan's privatization legislation encourages
foreign investment except in sectors deemed to be of state interest. Those sectors
include defense and defense-related industries, railroads, telecommunications, ob-
jects of national heritages, mining, aviation, and alcohol production. Joint venture
investments in these sectors or in related service sectors are welcomed.

The government is drafting but has not passed legislation permitting land owner-
ship for property related to commercial enterprises. Agricultural lands will not be
privatized, but long term leases are being instituted at the discretion of regional and
district authorities. Foreign investors in Tajikistan generally receive extremely fa-
vorable treatment, to include long term land leases.

Virtually all trade is conducted by the government, given the preponderance of
state ownership of enterprises and limited privatization. Fine fiber cotton and alu-
minum aie the two main sources of government hard currency and trade deals are
characterized by the amount of tons the government has decided to allocate. The
government's foreign trade association, Omoniyon, is given an annual quota of cot-
ton and aluminum to sell for the purchase of grains, medicines, and other consumer
products. Some large joint ventures involve counter-trade. The government rewards
loyal foreign investors and business partners. There is no formal competitive bid-
ding process for government projects.
6. Export Subsidies Policies

Tajikistan is not a member of the GATT subsidies code. As a former Soviet Repub-
lic, Tajikistan retains certain export subsidies as a legacy of inefficient socialist pric-
ing policies. Gas and electricity, when available, are sold at less than what the cost
would be, if it were known. The government has publicly committed to supporting
export-oriented industries, specifically through the provision of scarce financing.
7. Protection of U.S. Intellectual Property

Tajikistan is taking appropriate measure,; to align itself with international intel-
lectual property rights standards although, due to the collapse of the domestic econ-
omy, the issue is not a pressing one. In the absence of specific legislation, Tajikistan
retains on books the laws o (the former Soviet Union. However, in June 1992,
Tajikistan acceded to the Universal Copyright Convention and created a Copyright
Agency. In May 1993, the government announced the creation of a Patent Informa-
tion Center. The Center is charged with preparing the necessary legislation to enter
into international covenants protecting intellectual property rights. The Copy'ght
and Patent agencies exist only in outline form and lack experienced personnel How-
ever, infringement of intellectual property rights in Taikistan is limited to individ-
ual (and negligible) violations of videocassette copyrights. There is no quantifiable
loss for U.S. firms in export or investment opportunities.
8. Worker Rights

a. The Right of Association.-Ali citizens are guaranteed the right of association.
Included in this guarantee is the right to form and join associations without prior
authorization, to organize territorially, to form and join federations and affiliate
with international organizations freely, and to participate in international travel.

There is no longer any requirement for a single labor union structure. However,
the communist-era Confederation of Trade Unions remains the dominant labor orga-
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nization, although it has shed its subordination to the Communist Party. The Con.
federation consists of 20 professional trade unions and clai ns 1,689,000 members.
The separate labor union of private enterprise workers has registered 3,000 small
and medium enterprises, totalling 40,000 members, some of whom have aual mem-
bership in the Confederation.

b. The Rght to Organize and Bargain Collectively.-The right to organize and
bargain collectively is codified in the Law on Trade Union Rights and Guarantees,
the Law on Sociga Partnerships and Collective Contracts, and the Law on Labor
Protection. Anti-union discrimination or the use of sanctions to dissuade union
membership is prohibited.

c. Prohibition of Forced or Compulsory Labor.-Forced and compulsory labor is
considered to be prohibited, although tire is no explicit injunction in the Law on
Labor Protection of the Law on Employment of the Nopulation. However, these laws
provide that a person has the right to find work of his own choosing. Labor inspec-
tors within the local trade union structure enforce thisprinciple. The Soviet practice
of compelling students to harvest cotton was outlawedin 1989, but students were
encouraged to collect the cotton crop in 1993 and waived from attending university
courses.There are unconfirmed reports regarding the forced labor of returnees and
other presumed supporters of the former government in the district of Bokhtar and
elsewhere in the south. Local officials an d collective farm directors appeal respon.
sible for instituting the forced labor. There are indicatioIas that persons detained
and awaiting trial have been placed in labor battalions.

d. Minimum Age for Employment of Children.-According to labor laws, the mini-
mum age for the employment of children is 16. With the concurrence of the local
trade union, employment may begin at the age of 15. While official data is lacking,
children from the age of seven routinely perform agricultural work, which is classi-
fied "family assistance.'

e. Acceptable Conditions of Work.-The government's occupational health and
safety standards fall below typical western st mndards and are not actively enforced.
According to official data, more than a fifth of industrial workers worked in sub-
standard conditions. The standard work week is 40 hours. The only sector to have
even indirect U.S. investment is the manufacturing sector, specifically two cotton
textile and one leather production factories. In each instance workers have been free
to organize a local chapter of the Con'aderated Union. There are no known in-
stances of forced or compulsory labor or use of child labor. Relative to former Soviet
standards, the factoriesprovide acceptable conditions of work.

f. Rights in Sectors With U.S. Investment. -There is no significant US. invest-
ment in Tajikistan.

TURKEY

Key E ,onomic Indicators
[Trillions of Turkish lira (TL) unless otherwise noted]

1991 19 19931

Income, Production, and Employment:
Real GDP (1987 prices)2 .................................... 86.5 90.7 97
Real GDP growth (pct)..........................1.0 5.5 7.0
GDP (at current prices)2 .................................... 618.2 1,072.1 1,800
By Sector:

Agriculture ....................................................... 97.2 163.4 N/A
Energy and Water ........................................... 12.9 26.6 N/A
M anufacturing ................................................. 136.4 230.2 N/A
Mining & Quarrying ....................................... 11.6 17.8 N/A
Construction .................................................... 41.6 68.9 N/A
Dwelling Ownership ........................................ 23.2 41.2 N/A
F inancial Services .......................................... 26.1 46.2 N/A
Other Services ................................................. 183.8 311.2 N/A
Government, Health and Education .............. 61.1 111.8 N/A
Net Factor Income from Abroad .................... 4.3 10.5 N/A

Real per capita GNP ('87 TL 000s) ................... 1,509.5 1,564.8 1,640.0
Labor Force (000's) ............................................ 19,967 20,196 N/A
Unemployment Rate (pct) .................................. 7.8 7.9 N/A
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Key Economic Indicators-Continued
(Trifn of Twurkish lira (TL) unhas othewise notedJ

1991 19 I93'

Money and Pricte (annual percentage growth):
Money Supply (M2, mid-year) .......................... 86.1 143.3 224.5
Personal Saving Rate (pct.) ................................ 23.7 21.3 21.3
Wholesale Inflation ............................................. 59.2 61.4 60.0
Consumer Price Index ........................................ 71.1 66.0 68.2
Exchange Rate (TL per US$) ............................. 4,169.9 6,882.0 11,096.0

Balance of Payments and Trade (million U.S.
dollars):

Total exports (FOB)s .......................................... 13,593.4 14,714.7 15,200.0
Exports to US ................................................ 913.0 865.0 900.0

Total Imports (CIF)3 .......................................... 21,046.9 22,870.9 28,500.0
imports from US...... ..................... 2,255.0 2,601.0 2,970.0

Aid from US ....................................................... 755.0 75.0 125.0
External Debt ...................................................... 50,489.0 55,592.0 59,381.0
Debt Service Payments (Med & LT Paid) ......... 6,494.0 8,085.0 6,895.0
Gold and FOREX Res. (mid-year) ..................... 10,932.0 12,355.0 17,429.0
Trade Balance3s.......................... . .. . . .. . .. . . .. . . .. . . .. . . .  -7,440.0 -8,156.2 13,300.0

Balance with US ............................................. - 1,328.0 N/A N/A

NIA-Not available.
S1993 figures are all estimates based on available monthly data in October 1993.
SGDP at producer's value.
WMerchandise trade.

1. General Policy Framework
From the establishment of the Rioublic in 1923 until 1980, Turkey was an insu-

lated, near autarkic, state-directed'economy. In 1980, however, the country em.
barked on a new course. Increased reliance on market forces, decentralization, ex-
port-led development, lower taxes, foreign investment, and privatization became the
basis for the new economic philosophy. Th ese reforms have brought Turkey impres-
sive benefits: in 1992, Turkey's 5.9 percent real gross national product (GNP)
growth rate was the highest of any 0ECD country. Real GNP should increase by
seven percent in 1993.

Inflation and Growth: Inflation, fueled primarily by massive public sector deficits,
continues to be a serious problem. In 1992 consumer prices (CPI) increased by 67
percent, somewhat less than in 1991. The CPI rose 68 percent in the twelve months
ending September 30, 1993. The Turkish economy, fueled by a huge increase in de-
mand, led in part by heavy government spending and foreign borrowing, grew by
more than nine percent in the first half of 1993. Although growth in the second half
of the year is likely to be more modest, this figure has sparked fears that inflation
rates may be much higher in 1994.

Fiscal Policy: The Turkish government continues to spend far more than it re-
ceives in revenues and tax receipts. In 1992 the public sector borrowing requirement
(PSBR) reached 9.6 percent of GN, down only slightly from 1991's record 10.4 per-
cent. The PSBR, which includes the borrowing requirements of budgetary depart-
ments, state economic enterprises (SEEs), and off-budget funds, may increase to as
much as 11 percent in 1993. The government continues to incur sizable debt to pay
current expenses, finance major infrastructure projects, and to support the SEEs.
Deficits are financed primarily through domestic borrowing and advances from the
Central Bank.

Monetary Policy: In 1992 Turkey's Central Bank instituted a comprehensive mon-
etary policy that targeted items on its balance sheet rather than macroeconomic
variables. This program assumed a fiscal policy based on substantial declines in in-
flation and the government budget deficit, and a limit to short-term advances pro-
vided to the Treasury by the Bank. By the second quarter of the year it became
clear that none of these conditions were pertinent, and the Bank shifted its focus
to the foreign exchange market, where it tried to limit "excessive" exchange rate
fluctuations and maintain the value of the lira in real (inflation-adjusted) terms. In
1993 the Bank did not issue a monetary program. Long-term deposit interest rates
are slightly positive in real terms; deposits have been growing faster than inflation.
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2. Erchanige Rate Policy
The Turkish Lira (TL) is fully convertible and the exchange rate is market deter.

mined. The Central Bank intervenes in money markets to dampen short-term ex-
change rate fluctuations and to provide liquidity during extraordinary events, such
as the Gulf War.

The TL appreciated significantly via a vie the dollar in real terms (adjusted by
relative CPI changes) in 1989 and 1990, and depreciated slightly in real terms in
1991 and 1992. In the year through September 1993 the TL appreciated by about
three percent in real terms.
3. Structural Policies

Since 1980 Turkey has made substantial progress in implementing structural re-
forms and liberalizing its trade and foreign exchange regimes. Privatization of state
economic enterprises (SEEs), which account for some 35 percent of manufacturing
value-added, continues, but difficulties in reorganizing these massive enterprises
have slowed the pace. SEEs constitute a substantial drain on the economy, account.
ing for 2.2 percent of the PSBR in 1992. SEE inefficiencies in production and prod-
uct pricing continue to distort the market and contribute to high inflation rates.
Policies related to SEEs, however, do not have a direct effect on U.S. exports.

After a liberalization of the import regime in 1989, imports climbed dramatically,
rising some 41 percent in 1990. Strong economic growth plus further liberalizationof the regime in 1993 resulted in another dramatic rise this year. Turkey's largest
source of imports in 1992 was Germany, which accounted for 16 percent of total im-
ports, followed by the United States, with 11.4 percent. In the first eight months
of 1993, total imports grew nearly 31 percent. Imports from the U.S. were up 32
percent during the same period, resulting in a US. trade surplus of $1.7 billion.

By the terms of its Association Agreement with the European Union (EU), Turkey
is scheduled to form a customs union with the EU and to adopt the EU's Common
External Tariff (CET) in 1995. This should result in generally-lower tariffs and fees
on U.S. imports than those currently in effect. On January 1, 1994, Turkey will re-
duce its tariff schedule further to bring it in line with the CET.
4. Debt Management Policies

At year-end 1992 Turkey's gross outstanding external debt equalled $55 billion.
Debt service obligations for 1993 have declined from $8 billion to $6.8 billion. Tur-
key has no difficulty servicing its foreign debt, but a growing current account deficit
is a cause for concern.

The Turkish debt service ratio reached a high in 1988 when it equaled 35.6 per-
cent of foreign exchange revenues. In 1992, the debt service ratio increased from
26.8 percent in 1991 to 27.5 percent. The public sector, including state economic en-
terprises and local governments, remains the major borrower, accounting for about
78 percent of total outstanding debt and 96 percent of medium and long-term debt.
Bilateral official lenders, principally OECD member countries, accounted for ap-
proximately 27 percent of Turkey's 1992 external debt. Foreign commercial banks
hold 17 percent of total Turkish obligations and multilateral agencies hold 16 per-
cent. The World Bank's portfolio in Turkey was a substantial $4.9 billion as of Octo-
ber 1993, with $491.5 million in new credits signed during the Bank's 1993 fiscal
year. Turkey completed payments in 1990 on its last IMF standby agreement, which
was reachedin 1984.
5. Significant Barriers to U.S. Exports

Import Licenses: In general, there is no requirement for government permission
or license in the importation of new products. The Government of Turkey requires
certification that quality standards have been met in the importation of human and
veterinary drugs and certain foodstuffs. Import certificates are necessary for most
products which need after-sales service (e.g. photocopiers, EDP equipment, diesel
generators).

Import Regime: The Turkish government is progressively reducing impor duties.
The government's 1993 Import Regime continues efforts begun in 1973 to reduce im
port duties and harmonize Turkey's tariff system with that of the EU. The 1993 Im-
port Regime also introduced a new tariff system that streamlined a confusing.array
of duties, taxes, and surcharges. There are now only two tariffs-one for EU/IEFTA
and one for other countries-and one fund charge on imports, whereas imports faced
eight types of duties and six types of fund charges in ae past. The resultin rates
are now lower for EU/EFTA-origin goods than for goods from the U.S. and third
countries. U.S. firms exporting to Turkey may now find themselves disadvantaged
compared to European competitors. As Turkey enters the Customs Union, tariffs for
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products from EU and EFTA countries will disappear altogether, and Turkey willpower its tariffs on third-country products to the EWs Common External Tariff.
Government Procurement Practices/Countertrade: Turkey normally follows com-

petitive bid procedures for domestic, international and multilateral development
bank-assigned tenders. US. companies occasionally become frustrated over lengthy
and often complicated bidding/negotiating processes. Some tenders, especially large
projects involving co-production and those based on the BOT model, are frequently
opened, closed, revised, and opened again. There are often numerous requests for
"best offers." In several cases, years have passed without the selection of a contrac-
tor.

The Government of Turkey withholds 15 percent of the total amount of services
(including any work performed in the U.S.) in government contracts for taxes. As
no bilateral tax treaty between th,. US and Turkey exists, this can significantly add
to the cost of U.S. bids, making them non-competitive.

Investment: The Foreign Investment General Directorate of the Undersecretariat
for Treasury and Foreign Trade evaluates all non-petroleum foreign investment
projects and can independently approve foreign capital investments up to a fixed in-
vestment value of $150 million. Investments in excess of $150 million require the
permission of the Council of Ministers. The United States-Turkish Bilateral Invest.
ment Treaty entered into force in May 1990. The treaty guarantees national treat-
me for investors of both countries, assures the right to transfer freely dividends
and other payments related to investments, and provides for an aged dispute set-
tlement procedure. The Turkish government provides a variety of incentives to in-
vestors of all nationalities to encourage investment in certain regions and sectors.

Although Turkey's foreign investment law is liberal, and is generally liberally ap-
plied, in some BOT, revenue-sharing projects, and joint ventures involving the Turk-
ish Govmrnment, American investors have been forced to submit to protracted nego-
tiations with the government. The government's positions in these negotiations have
frequently been ill-defined, leading some investors to feel that there is a lack of
transparency in these processes.
6. Export Subsidies Policies

Turkey employs a number of incentives to promote exports, including export cred-
its and a variety of tax incentives. The Turkish Eximbank provides exporters with
credits, guarantees, and insurance programs. Foreign-owned firms, including several
U.S. companies, make use of TurkExim's programs, especially for trade with the re-
publics of the former Soviet Union.

Turkey eliminated its export tax rebate system in 1989 in conjunction with its ac-
cession to the General Agreement on Tariffs and Trade Subsidies Code. A partial
deduction for corporate tax purposes allows exporters to deduct eight percent (down
from 16 percent in 1991) of their industrial export revenues above $250,000 from
their taxable income. Exported products are not subject to the value-added tax.
7. Protection of U.S. Intellectual Property

Turkey needs to improve copyright and patent protection as well as institute
greater penalties and enforcement of existing legislation. As a result of inadequate
protection for intellectual property, the United States placed Turkey on the "priority
watch list" in 1992 and 1993 under the "Special 301 provision of the 1988 Trade
Act. Turkey has given assurances it will modernize its intellectual property laws to
conform with European Union standards, but the Government of Tur key has still
not presented legislation which could resolve this issue to the Turkish parliament.

Copyrights: Turkey's copyright law ("Intellectual and Artistic Works Law") dates
back to 1951. Unauthorized copying and sale of U.S.-origin books, videos, sound re-
cordings, and computer programs by local producers is widespread. The 1987 Cin-
ema, Video, and Music Works Law provided greater protection for these artistic
works through a registration system. It has helped reduce piracy, but enforcement
has been problematic and penalties are not harsh enough to act as a deterrent. In
1991 Turkey finally passed a law prohibiting computer software piracy. A new copy-
right law has been drafted, but as of October 1993 it has not been presented to Par-
liament.

Patents (Product and Process): Turkey's 1879 Patent Law does not provide protec-
tion for human or veterinary drugs or for the processes for making them. N or are
biological inventions, including plant varieties, patentable. Turkey's Seed Registra-
tion, Control, and Certification Law does not ban unauthorized propagation of for-
eign firms' proprietary seed. The patent term in Turkey is only 15 years from the
date of filing. New draft patent legislation was presented to Parliament in 1993, but
as of October 1993 it was still under consideration. The draft legislation contains
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ai fiveyear delay before pharmaceuticals would be covered, as well as compulsory
licensing provisions which would limit the economic value of a patent in any case.

Trademarks: Counterfeiting of foreign trademarked products, such aajeans, per-
fumes and spare car parts, is widespread. Trademark lawyers sgenerly believe
that tie relevant laws are adequate, but that the criminaljustice system, over.
whelmed by far more serious crimes, is not willing to devote the effort necessary
to prosecute offenders. Counterfeiters are generally small operations rather than
large companies.

It is di ficult to assess the amount of US. export loss attributable to lack of ade-
quate protection for intellectual property. The US. motion picture industry esti-
mates a loss of $35 million per year. It claims the home video market is 45 percent
pirate in large cities and between 60 to 65 percent elsewhere, where enforcement
is less strict. US. pharmaceutical company representatives hesitate to put a dollar
value on potential sales lost due to the lack of patent protection for U0 .pharma-
ceuticals. instead, they stress lost market share, inability to launch new products,
and limits on new investments due to the lack of protection. One U.S. firm esti-
mates losses range from $30 to $40 million annually. The United States has worked
closely with Turkish government officials in preparing new intellectual property
rights draft laws.
8. Worker Rights

a. The Right of Association. -Most workers have the right to associate freely and
form representative unions. Teachers, military personnel, police and civil servants
(broadly defined as anyone directly employed by central government ministries) may
not organize unions.

Except in stipulated industries and services such as public utilities, the petroleum
sector, protection of life and property, sanitation services, national defense and edu-
cation, workers have the right to strike. Turkish law and the labor court system re-
quire collective bargaining before a strike. The law specifies a series of steps which
a union must take before it may legally strike, and a similar series of steps before
an employer may engage in a lockout. Non-binding mediation is the last of these
steps. Once a strike is declared, the employer involved may respond with a lockout.
If the firm chooses to remain open, it is prohibited from hiring strikebreakers or
from using administrative personnel to perform jobs normally done by strikers. Soli-
darity, wildcat, and general strikes are legal.

In 1993, the Turkish Parliament ratified seven ILO Conventions including Con-
vention 87 on labor's freedom of association and right to organize. WThe government
of Turkey has drafted legislation to permit civil servants to organize, but has not
yet submitted that legislation to Parliament, pending consultations between the gov-
eminent, employers, and unions. Permission for civil servants to form trade unions
will require amendments to the Constitution. Constitutional amendments that
would grant all categories of employees the right to form unions and would also ex-
pand the right to strike were submitted to Parliament for consideration in late 1992.

The 1984 law establishing 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 10percent of all workers in that particular branch of industry nation-
wide. 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 Age for Employment of Children.-The Constitution prohibits work
unsuitable to the age of a person, and current legislation forbids full time employ-
ment of children under 15. The law also requires that school children of age 13 and
14 who work part-time must have their working hours adjusted to accommodate
school requirements. The Constitution also prohibits children from engaging in
physically demanding labor, such as underground mining, and from working atnight. The laws are effectively enforced only in organized industrial and service sec-tors. Unionized industry andVserices do not employ under-aged children. In prac-

tice, many children under 13 work as street vendors, in home handicrafts, on family
farms, and in other enterprises.

e. Acceptable Conditions of Work.-The Labor Ministry is legally obliged, through
a tripartite government-union-industry board, to adjust the minimum wage at least
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every two years and has done so annually for the past several years. Labor law pro.
vides for a nominal 45-hour work week and limits the overtime that an employer
may request. Most workers in Turkey receive non-wage benefits such as transpor.station and meal allowances and some also receive housing or subsidized vacations.
In recent years fringe benefits have accounted for as much as two-thirds of total re-
muneration in the industrial sector. Occupational safety and health regulations and
procedures are mandated by law, but limited resources and lack of safety awareness
often result in inadequate enforcement.

f. Rights in Sectors With U.S. Investment.--Conditions do not differ in sectors with
LS•. investment.

Extent of US. Investment in Selected Industries.-U.S. Direct
Investment Position Abroad on an Historical Cost Basis-1992

[Millions of U.S. dollars]

Category Amount

Petroleum ............ ...................................... (1
Total M anufacturing .............................................................. 469

Food & Kindred Products .................................................. 37
Chemicals and Allied Products ......................................... 125
Metals, Primary & Fabricated .......................................... (1)
Machinery, except Electrical ............................................ (1)
Electric & Electronic Equipment ...................................... (1)
Transportation Equipment ................................................ 77
Other Manufacturing ......................................................... 53

Wholesale Trade ......................................................... ............ 10
B anking ................................................................................... 114
Finance and Insurance .......................................................... (2)
Services ................................................................................... (1)
O ther Industries ..................................................................... (1)
TOTAL ALL INDUSTRIES ................................................... 705

;Suppressed to avoid disclosing data of individual companies.
'Leos than $500,000.
Source: U.S. Department of Commerce, Bureau of Economic Analysis, unpublished data.

TURKMENISTAN

Key Economic Indicators
[Billions or rubles unless otherwise noted] 1

1991 1992 19932

Income, Production, and Employment:
GDP (at current prices)a3 .............. . . .. . .. . .. . . . .. . . .. . ..  14.7 302 5,83U
By Sector:

Agriculture ....................................................... 5.7 44.3 875
Industry (ncl. energy) .................................... 2.5 215.4 3,498
Construction .................................................... 2.2 25.6 695
Services ............................................................ 4.3 16.7 762

Net Exports of Goods and Services ($ million). N/A 923.5 642
Labor Force (000's) ............................................. 1,922.5 1,991.5 2,032
Unemployment Rate (pct.) ................................. 1.9 1.2 0.4

Money and Prices:
Base Interest Rate (pct4 ............. .. . . .. . .. . . . .. . . .. . . .  8-12 16-20 40-45
Personal Saving Rate (pct.) ................................ 2-9 4-15 20-45
Retail Inflation 5 ...................... . .. . . .. . . .. . . .. . .. . . . .. . . .. .  1.89 8.1 14.8
Wholesale Inflation 5 ........................................... 3.1 10.9 16.6
Consumer Price Index 5...................................... 1.87 8.3 13.2
Exchange Rate (rubles per $): Official .............. 1.75 193 61,036
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Key Economic Indicators--Continued
(Billiow otrublm unlem othwwis. noted]i

lml 199I 19933

Balnce of Payments and Trade (million U.S.
dollars):

Total Exports (FOB)',......................................... N/A 2,260.5 3,040
Total Imports (CIF) N.......................................... N/A 1,123.6 2,130
Trade Balances ................................................... N/A 1,136.9 910

Imports from US.e .......................................... N/A 35 717
Exports to US ................................................. N/A 171

Aid from US ...................................................... N/A 12.7 s8N/A
Foreign Exchange Reserves ............................... N/A 900 1,000

Balance with US ............................................. N/A 34 16
N/A-Not available.
'Turkmenistan introduced a new currer 'y. the manat. on November 1, 1993.
USFifurs are for the first ten months of.1993, except where noted.

pGDPt. be further clarified.
4Figures are actual, average interest rates; not changes in them.
'index (1990-1).
aAs of(July 1, 1993.
?January-June merchandise trade.
&Other U.S. assistance was available through regional programs for which a country-by-country breakdown

is not available.

1. General Policy Framework
Turkmenistan became independent following a referendum on October 27, 1991.

Saparmurad Niyazov, head of the Communist Party since 1985 and President since
October 1990, when the post was created, was elected president of the new country
in a direct election on June 21, 1992. Unchallenged, he won 99.5 percent of the vote.
The 1992 constitution declares Turkmenistan to be a secular democracy in the form
of a presidential republic. In practice, it remains a one-party state dominated by the
President and his closest advisors within the Cabinet of Ministers.

President Niyazov has declared that Turkmenistan should develop its economic
potential by creating a market economy that maintains a role for the state in indus-
try, science, health, and national culture. He initially stated that for three-to-five
years, oil, gas, minerals, and most agriculture, which constitute a approximately 80
percent of the economy, would be reserved for state ownership andcontrol. Never-
theless, in late 1992 he announced a leasehold program for development of new agri-
cultural lands by private farmers. In October 1993, he proclaimed that state and
collective farm lands would be assigned to individual farmers early in 1994 and that
small businesses and industries would be privatized beginning in December. Oil,
gas, and minerals, however, are expected to remain government controlled for some
time to come, although joint ventures between government and foreign firms are en-
couraged in these sectors as a matter of policy.

Turkmenistan's economy is highly dependent on the production and processing of
energy resources and cotton. The republic is rich in natural resources with an esti-
mated 15.5 trillion cubic meters of natural gas and 6.3 billion tons of oil reserves.
Natural gas production and processing constitutes more than 70 percent of indus-
trial output. Turkmenistan also has large deposits of various minerals and salts,
with indications of commercially exploitable gold, silver, and platinum deposits.

Turkmenistan's economy is markedly agricultural, with agriculture accounting for
nearly half of GDP and more than two-fifths of total employment. Cotton is the
dominant crop accounting for more than 45 percent of arable land and 56 percent
of total agricultural production in 1992. Livestock accounted for 22 percent of agri-
cultural production.

Turkmen farmers rely heavily on irrigation. Agricultural yields are relatively low
due to years of inefficient water use, salinization, inappropriate land irrigation, and
over-development of cotton cultivation. The government has steadily reduced the
area planted in cotton and encouraged research into more efficient water usage.
Plans to charge farmers for irrigation water beginning in January 1993 were post-
poned due to lack of metering equipment.

The large degree of specialization of the agricultural sector makes food imports
essential. In 1992, Turkmenistan imported 32 percent of its grain, 45 percent of its
milk and dairy products, 70 percent of its potatoes, and 100 percent of its sugar con-
sumption. To reduce dependence on food imports, the government promotes domes-
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tic grain and sugar beet production and is investing in dairy and sugar processing
plants and equipment.

The specialization of Turkmenistan's production, and the consequent dependence
on imports, make the country vulnerable to external shocks. While Turkmenistan
has aggressively pursued new export markets for its energy, mineral, and cotton
production, and has broadened its range of import sources, problems in inter-repub-lican trade affected key sectors of the economy in 1993, including health care, agri-
culture, and construction. Turkmenistan also remains reliant on transportation and
shipping through Russia and other CIS states. Shortages of transport and disrup-
tions of-shipping routes hurt both exports and imports during 1993.

Turkmenistan's fiscal record in recent years has been one of moderate but sus-
tained surpluses. Taxes make up about 40 percent of revenue, with profit transfers
from state-owned enterprises increasingly making up the remainder. In the first
half of 1993, the modest budget surplus continued, largely due to foreign exchange
earnings from gas and oil exports, which make up 85 percent and four percent re-
spectively of the total value of non-agricultural exports. Despite this trend,
Turkmenistan is expected to run a budget deficit in 1993, principally as the result
of unpaid debts from other former Soviet Union Republics for natural gas ship-
ments.

With respect to monetary policy, the main instruments of credit control include
reserve requirements and refinance policy. In practice, however, the level of banks'
access to central bank credit is effectively determined by the cabinet of ministers.
In principle, foreign companies have access to domestic credit, but they are encour-
aged to make their own external credit arrangements.

Turkmenistan joined the IMF, World Bank, and European Bank for Reconstruc-
tion and Development in 1992. It is a member of the Economic Cooperation Organi-
zation (ECO), along with other central and south Asian countries and Iran and Tur-
key. Turkmenistan became an observer to the GATT in June of 1992.
2. Exchange Rate Policy

On November 1, 1993 the government introduced a new national currency, the
manat. The initial exchange rate was set at two manat to one dollar. The govern-
ment also established a currency bourse to assist in setting the exchange rate for
the manat. Three currency auctions are scheduled each week. Prior to the issuance
of the new currency, president Niyazov announced that the dollar/manat exchange
rate would be adjusted regularly, with other currencies being valued accordingly.

For purposes of trade with Russia, the manat, the dollar, and the 1993 Russian
ruble are all equally valid. In principle, all Turkmen importers have access to for-
eign exchange to pay for imports through local banks. In practice, however, foreign
exchange is limited. Private citizens, including businesses, may hold foreign cur.
rencies, but the government makes it difficult for investors to remove hard currency
from the country. This policy may become a significant impediment to foreign in-
vestment.
3. Structural Policies

The government is anxious to attract foreign investments to develop
Turkmenistan's substantial energy, mineral, and agricultural resources. Laws on
foreign investment, banking, property ownership, and intellectual property rights
protection passed in 1992 were intended to attract investors.The government in 1992 developed a list of goods and services whose importation
would be subject to licensing or prohibition. The goods and services included on this
list do not constitute a significant barrier to U.S. or other foreign exports.

The government is drawing up a new law to replace a tax scheme in effect until
November 1, 1993 under which a varying proportion of foreign exchange proceeds
from the export ofI certain goods was surrendered to support the government's for-
eign exchange fund. In place of this implicit tax on exports will be an explicit levy
on foreign exchange earnings from exports.
4. Debt Management Policies

In the economic agreement signed with Russia on July 31, 1992, Russia assumed
all of Turkmenistan s debt obligations as a member of the former Soviet Union
(FSU), while Turkmenistan surrendered all claims to FSU assets. Government offi-
cials are wary of incurring external indebtedness. Nevertheless, the governments of
the U.S. and Turkmenistan signed a $10 million P.L. 480, Title I agreement for FY
93. A new Title I agreement as well as GSM-102 credits are under discussion for
FY 94. Turkmenistan also concluded long-term credit arrangements with several
European countries during 1993, primarily for the purchase of food, medicine, and
some capital goods.
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5. Significant Barriers to U.S. Exports
Lack of a freely convertible currency, the absence of an adequate banking system,

the rudimentary business infrastructure and the centralization of decision-maki n
all present obstacles to U.S. experts to the Turkmen market. Both government and
individual importers rely heavily on barter trade. With Russia and other states of
the former Soviet Union the government has established clearing arrangements
which are de facto barter deals based on ostensible international prices.

To normalize its trade and investment relations with Turkmenistan, the United
States concluded the first of a network of bilateral economic agreements in 1993.
On October 25, a bilateral trade agreement, which provides reciprocal most-favored-
nation status, went into effect.

Discussions on a U.S.-Turkmenistan Bilateral Investment Treaty, which would es-
tablish a bilateral legal framework to stimulate investment, continued in 1993. The
United States has also proposed a bilateral tax treaty, which would provide U.S.
businesses relief from double taxation of income. An Overseas Private Investment
Corporation (OPIC) agreement, which allows OPIC to offer political risk insurance
and other programs to U.S. investors in Turkmenistan, was also concluded in 1992
and is in force.
6. Export Subsidies Policies

While the government provides subsidies to state enterprises, these are generally
aimed at supporting production and employment, not exports. Subsidies also go to
the energy sector, much of whose production is destined for export.
7. Protection of U.S. Intellectual Property

In September 1992, President Niyazov signed a law on the protection of intellec-
tual property rights. The law should provide adequate protection, but enforcement
remains untested. A copyright law is in draft for consideration by parliament. Gov-
ernment officials have indicated that Turkmenistan intends to join major multilat-
eral intellectual property conventions. The U.S.-Turkmenistan Trade Agreement
contains commitments on protection of intellectual property.
8. Worker Rights

a. The Right of Association.-Turkmenistan has inherited the Soviet system of
government-affiliated trade unions. While no law specifically prohibits the establish-
ment of independent unions, there are no such unions and no attempts were made
to register an independent trade union in 1993. Strikes are not prohibited by law,
but no strikes occurred in 1993. Disputes over work conditions or other grievances
are resolved through negotiation among the trade union, government, and the em-
ploying concern (which is also, invariably, a government enterprise).

b. The Right to Organize and Bargqain Collectiveiy.-The right to collective bar-
gaining is not protected by law. Minimum wages and general guidelines for wages
are set by the cabinet of ministers. In practice, the workers' ability to bargain is
severely limited by the fact that both trade union and factory/economic concern are
affiliated with the government. The Turkmen economy remains almost entirely
state-controlled.

c. Prohibition of Forced or Compulsory Labor.--Compulsory labor is forbidden by
Turkmenistan's constitution.

d. Minimum Age for Employment of Children.-The minimum age of employment
of children is 16; in a few heavy industries, it is 18. Turkmenistan has compulsory
education thrr "gh the secondary school level. Children aged 16 through 18 may not
work mor than six hours per day, and those under 15 may only work with the per-
mission of parents and trade unions, which is rarely granted. Abuses in child labor
laws occur, particularly in rural areas during the cotton harvesting season.

e. Acceptable Conditions of Work.-Turkmenistan's first national minimum wage
was set in January, 1992. The Ministry of Economics and Finance reviews a market
basket of commodities quartedy to adjust the minimum wage to prevailing prices.
Rapidly rising prices for food, clothing, and other basics make the minimum wage
inadequate to support the needs of an average family. The standard work week-is
40 hours. Left over from the soviet era, when productivity tuik precedence over the
health and safety of workers, is an economic system with substandard working con-
ditions. Turkmen industrial workers often labor in an unsafe environment and are
not provded proper protective equipment. Agricultural workers, in particular, are
subjected to ecological health hazards. The government recognizes these as areas of
concern, but it has not moved effectively to deal with them.

f. Rights in Sectors With U.S. Investment.-Direct US. Investment in
Turkmenistan is limited to one investor, in cooperation with the Ministry of Agri-
culture, constructing two cotton-processing facilities. There is no indication that,
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once operating, conditions of work or rights will be different in these facilities than
those in other existing industries.

UKRAINE

Key Economic Indicators
[Billions of Ukraine coupons unless otherwise noted]

19911 1992 1993

Income, Production, and Employment:
GDP ...................................................................... 262.2 4,220.0 N/A
Real NMP Growth (pct.) ..................................... - 11.2 - 14.0 - 14.2
NMP Produced Total .......................................... 210.6 3,790.7 N/A
By Sector:

Industry (ncl. turnover taxes) ....................... 90.8 1,921.5 N/A
Agriculture ....................................................... 60.4 852.1 N/A
Transport and Communication ...................... 9.4 177.8 N/A
Construction .................................................... 29.1 558.7 N/A
Other ................................................................ 21.0 41.2 N/A

Net Exports of Goods and Services ................... 9.0 44.9 N/A
Labor Force (millions) ........................................ 24.4 24.0 24.0

Money and Prices:
Personal Savings Rate (pct.) .............................. 95.4 328.5 N/A
Retail Inflation (pct.) .......................................... 84.2 2,017 N/A
Wholesale Inflation (pct.) ................................... 125.4 42,384 N/A
Consumer Price Index ........................................ 190.1 41,445 N/A
Exchange Rate ($/coupon):

Offi cial .............................................................. 1.72 638.0 55,970
Parallel ............................................................. 90.0 1,050.0 531,000

U.S. Aid ($ millions) ........................................... N/A N/A 330
N/A-Not available.
I In billions of rubles at current prices, IMF staff estimates.
21]MF staff estimate..
gRatio in percentage of disposable income, IMF staff estimates.
4Annual average, IMF staff estimates.
sAs of October 30, 1993.

1. General Policy Framework
Ukraine declared independence on August 24, 1991, and the population over-

whelmingly ratified independence in a national referendum on December 1, 1991.
Ukraine is the second-largest nation of the former Soviet Union in terms of popu-
lation and economic power, the third-larmest in terms of area. Stretching across
603,700 square kilometers, it has a population of 52.057 million (1993), of which
three-quarters are ethnic Ukrainians and one-fifth are ethnic Russians. Ukraine's
principal resources include fertile "black earth" agricultural land and significant
coal reserves. The nation's broad natural resource endowment has led to the devel-
opment of a diversified economy with a strong agricultural and food processing in-
dustry, large heavy industries, and a substantial capital goods sector oriented to-
ward military production.

Despite its natural wealth, Ukraine has continued to spiral into hyper-inflation
in 1993. According to unofficial Ukrainianx estimates, inflation in late 1993 had
reached 100 percent per month. In Octoler alone, the coupon/dollar exchange rate
plummeted from 15,000 to 25,000 coupo:ns/dollar. The decline of production in all
sectors of industry continues, though the rate of contraction appeared to have
slowed in some industries in 1993. Fuel supplies continue to be uneven due to
Ukrainian indebtedhess to Russia for oil and gas delivered during 1993. In spite of
the fuel shortage, th6 1993 harvest was significantly better than in previous years.
The privatization of small-scale enterprises has begun in several cities including
Lviv, Khmelnitskiy, Kharkiv, and Zaporizhiya; privatization of state housing is now
beginning in every oblast of the country. To date, however, there has been almost
no privatization of medium- or large-scale enterprises.

Market-oriented reforms were implemented at a measured pace in 1992 and 1993.
Ukrainian officials appeared determined to move towards a more efficient economy
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without creating social upheaval, even if this included temporary reliance on admin-
istrative planning, the so-called "third way." This policy lid to a decrease in indus-
trial production in most sectors, spiralling inflation, little privatization, and overall
gridlock in the economy. The former Kuchma government attempted to stabilize the
economy in late 1992 and 1993. However, these attempts met with only initial suc-
cess, and were soon overwhelmed by the weight of collapsing production, ruptured
trade links with the former Soviet Union, and, above all, lack of the necessary politi.
cal will within the President's administration, Parliament, and the Cabinet of Min-
isters.

Opposition to crucial liberalization and stabilization measures grew during 1993
allowing adoption of several regressive measures, including a mandatory 50-percent
conversion of hard currency earnings at a fixed rate of exchange far below the mar-
ket rate. These steps and the inability of the different governmental structures to
cooperate led to increasing dissatisfaction among reform-minded members of the
Cabinet and culminated in the resignations of Viktor Pynzenik, First Deputy Prime
Minister for Economic Reform, and Prime Minister Leonid Kuchma himself. Since
September 1993 the President has directed the economic activities of the govern-
ment. He has set privatization and combatting inflation as priorities.
2. Exchange Rate Policies

On January 10, 1992, Ukraine adopted a system of multi-use coupons as legal
tender. The government introduced this system in response to two problems: a com-
plete cut-off in supplies of rubles from the Russian Central Bank and concern over
exports of lower-priced Ukrainian goods to other newly independent states. The cou-
pon, or karbovanets, became the sole legal unit of currency on Ukrainian territory
on November 12, 1992, when the government eliminated the ruble from use in all
cash and non-cash transactions. The Ukrainian government considers the coupon a
transitional currency, until the new Ukrainian currency-the hryvnia--can be intro-
duced in 1994.

In August, 1993, Ukraine instituted a multiple exchange rate regime which in-
cluded a fixed exchange rate to be utilized for some purposes (e.g. mandatory con-
version of a portion of enterrises' hard currency earnings) and a "floating" rate to
be set at a weeklyinter-bank currency auction (for U.S. dollars, German marks and
Russian rubles). The floating rate, which reflected the value of "non-cash" coupons
in the economy, was typically even lower than the parallel rate (i.e. the rate offered
to individuals or enterprises by commercial banks or by street traders).

Hyper-inflation is a reality in Ukraine with prices rising at 100 percent per month
in early fall 1993. One consequence of this is a growing divergence between the
fixed and floating exchange rates, leading to a reduction in officially registered ex-
ports. In response, many industries and reform-oriented economists have called for
the elimination of the fixed exchange rate. In an effort to stabilize the currency, the
government issued a decree on November 2, 1993 temporarily suspending the inter-
bank currency exchange system as well as other operations involving sales and pur-
chases of foreign exchange.
3. Structural Policies

Legislation has been passed to lay the foundation for a privatization program
whichwould include mass privatization through a system of privatization accounts.
Implementation has been slow, however, due to both lack of political will and con-
tinued legislative barriers. The existence of a very broad leasing law has eliminated
a si niificant portion of small, medium- and large-scale enterprises from the privat-
ization process. In addition, the Parliament did not adopt a privatization program
for 1993 and there are, therefore, no targets for the process.

In 1992 Ukraine undertook significant tax reform, including introduction of a
value-added tax, excise tax, enterprise income tax and individual income tax. How-
ever, budgetary problems combined with rapid increases in wage payments in 1993
caused the Parliament to reverse the previous decision to tax enterprises on a net
income basis and return to the former Soviet system of enterprise taxation. Ukrain-
ian enterprises face a significant tax burden and pay a number of different taxes,
including a hidden tax through mandatory conversion of 50 percent of hard currency
earnings at a non-market fixed exchange rate. Most foreign joint ventures are
shielded from taxation by tax benefits granted by the Ukrainian Law on Foreign In-
vestment, which provides for a tax holiday for five years for qualified investments.
In response, in late 1993, private and state industry once again spurred efforts to
introduce major tax reform.

According to official estimates, the Ukrainian government maintains price con-
trols on approximately 17 percent of production, including transportation, certain
food products, rents, electricity and heating, as well as domestically-produced oil,
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ias, and coal. In addition, limits exist on certain industry profitability levels.
Ukrainian officials continue to be reluctant to fully decontrol prices in an economy
dominated by large monopolies, claiming prices would rise immediately without at.
tendant production increases.
4. Debt Management Policies

Ukraine's share of the debt and assets of the former Soviet Union is 16.37 per.
cent, as agreed in an inter-Republic treaty dated December 4, 1991. In November
1992, Ukraine and Russia signed a protocol assigning Russia management respon-
sibility for Ukraine's share of the debt, pending a bilateral agreement to resolve out-
standing issues. The protocol was terminated on December 31 and negotiations con-
tinue between Russia and Ukraine on issues surrounding the division of the exter-
nal assets and debt.

Since independence, Ukraine has incurred a modest foreign debt to the west, but
an increasingly large debt to Russia for deliveries of oil and gas. According to
Ukrainian statistics, in mid-1993 the officially acknowledged debt included $626

million to the west, 730 billion rubles to Russia (about $700 million), and 120 billion
rubles to Turkmenistan ($100 million). The government established a hard currency
credit committee to consider all governmental hard currency debt obligations and
issuance of state guarantees on credits.
5. Significant Barriers to U.S. Trade

Ukraine's shortage of hard currency earnings and lack of banking, legal, shipping
and other key infrastructure are the most significant impediments restricting U. .
exports to Ukraine. These barriers are further fortified by Ukraine's inexperience
in trading in an open market environment and its generalunfamiliarity with U.S.
suppliers and their products, technology and business practices.

Since gaining its independence, Ukraine has asserted its right to establish and
maintain its own system of standards and product certification. In fact, Ukraine is
currently developing a wide range of national standards and many of nese are
being strongly influenced by EU standards. In the interim, Ukraine's domestic pro-
duction standards and certification requirements are based on those of the former
Soviet Union and they apply equally to domestically-produced and imported prod-
ucts. Product testing and certification generally relate to technical, safety and envi-
ronmental standards as well as to efficacy standards for pharmaceutical and veteri-
nary products. At a minimum, imports to Ukraine are required to meet the certifi-
cation standards of the country of orign. In cases where e Ukrainian standards are
not established, country of origin standards may prevail.

The Ukrainian 4 overnment does not impose import duties on enterprises with for-
eign capital, i.e. joint ventures, or on wholly owned foreign subsidiaries as long as
the goods being imported are for the investor's own use or the enterprise's produc-
tion needs, such as capital equipment or production inputs.

Imported goods are not considered legally entered until they have been processed
through the port of entry and cleared by Ukrainian customs officials. Duties on
goods imported for resale are subject to varying ad valorem rates and import license
requirements in certain cases.

A broadening of trade and investment relations with Ukraine is a high priority
of the U.S. Government and a key to economic reform and development in Ukraine.
The U.S.-Ukraine Trade Agreement, signed in June 1992, provides for reciprocal
most-favored-nation (MFN) status and establishes a basic framework for broadening
this relationship. The trade agreement also provides for the establishment of a bilat-
eral Business Development Committee to facilitate trade and investment.

Going beyond MFN status, the U.S. Government is considering Ukraine for Gen-
eral System of Preferences (GSP) treatment which will enhance Ukraine's hard cur-
rency earnings capabilities on exports to the United States. Discussions are continu-
ing on a bilateral/investment treaty (BIT) which will establish a legal framework
to protect and stimulate U.S. investment in Ukraine. Furthermore, a bilateral tax
treaty now being negotiated between the U.S. and Ukraine will provide relief from
double taxation of income which will serve to stimulate trade and investment.

In addition, an Overseas Private Investment Corporation (OPIC) incentive agree-
ment, which allows OPIC to offer political risk insurance and other programs to
U.S. investors in Ukraine, was concluded in 1992 and is in force.
6. Export Subsidies Policies

Government subsidies to state-owned industry are an integral part of Ukraine's
economy. These subsidies, however, are not specifically designed to provide direct
or indirect support for exports, but rather to maintain full employment and produc-
tion during the transition from a centrally controlled to a market-oriented system.
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The government does not target export subsidies specifically to small business. In.
deed, due to short supply of consumer goods and continued price controls, the gov-
ernment has restricted export of many consumer goods.
7. Protection of U.S. Intellectual Property Rights

Ukraine is committed legislatively to the protection of intellectual property,
though enforcement remains inadequate. Ukraine is a successor state to many of
the conventions and agreements signed by the former Soviet Union. Ukraine abides
by the Universal Copyright Convention (Geneva, 1952) and is preparing to join the
Bern Convention on Protection of Literary and Artistic works (1971). In addition,
in August 1992, the Ukrainian government adopted the Paris Convention foi Protec-
tion of Industrial Property (March 2, 1883; amended in 1967 and 1979); the Madrid
Agreement on the International Registration of Marks (April 14, 1891; amended in
1967 and 1979); and the Agreement on Patent Cooperation (June 1970; amended in
1979 and 1984). In addition, the Ukrainian Government has committed to improve.
ment of intellectual property right protection in the US.-Ukrainian Trade Agree-
ment signed in May 1992.

Two state agencies are working to ensure intellectual property rights: the State
Ukrainian Copyright Agency (literary and artistic works) and the State Patent Of-
fice of Ukraine (industrial property). A Ukrainian Copyright Law has been drafted
by the Ukrainian State Copyright Agency and has been submitted to the Par-
liament.

8. Worker Rights
a. The Righi of Association.-A successor to the former Soviet official trade

unions, the Ukrainian official trade union, "the Federation of Trade Unions", has
began to work independently of the government and has been vocal in opposing
draft legislation that would restrict the right to strike Many independent Ukrainian
unions have emerged and now provide an alternative to the official unions in most
sectors of the economy. Some, such as the Independent Minerm' Union of Ukraine
(NPGU), emerged out of the former U.S.S.R. independent unions. Independent
unions were established in the Black Sea fleet, among the military officers of
Ukraine, and among the scientific workers of the Academy of Sciences. In early
1992, the NPGU, the pilots, civil air dispatchers, locomotive engineers and aviation
ground crews unions formed the Consultative Council of FreeTrade Unions. This
entity acts independently of the Federation of Trade Unions. In negotiating wage
deals, the government has invited all unions, not just the Federation of Trade
Unions, to participate.

Soviet law, or pertinent parts of the 1978 Ukrainian constitution, continue to reg-
ulate the activities of trade unions. A new constitution and new law on trade unions
are being debated, which will affect the future status and activities of trade unions.
In principle, all workers and civil servants (including members of the armed forces)
are free to form unions. In practice, the government discourages certain categories
of workers (e.g., nuclear power plant employees) from doing so.

The law onlabor conflict resolution guarantees the right to strike to all but mem-
bers of the armed forces, civil and security services, and employees of 'continuing
process plants" (e.g., metallurgical factories). The law prohibits strikes that "may in-
fringe on the basic needs of the population" (e.g., rail and ai. transportation).
Strikes based on political demands are illegal. However, this did not stop miners
and transportation workers from making political as well as economic demands dur-
ing their September 1993 strike. The law forbids penalizing union members who
participate in strikes. The government has relied on the courts to deal with strikes
that it feels have violated the law. The courts, however, have not always ruled in
favor of government positions.

Ukraine is a member of the international labor organization (ILO). There are no
official restrictions on the right of unions to affiliate with international trade union
bodies; the NPGU is a member of the International Miners' Union. The AFL-CIO
has a permanent representative in Kiev who interacts firely with the Consultative
Council of Independent Trade Unions.

b. The Right to Organize and Bargain Collectively.-In accordance with the law
on enterprises, joint worker-management commissions should resolve issues con-
cerning wages, working conditions, and the rights and duties of management at the
enterprise level, a system that is not clearly defined. Overlapping spheres of respon-
sibility frequently impede the collective bargaining process. e law on labor conflict
resolution introduced another bureaucracy, the National Mediation and Reconcili-
ation Service, to mitigate labor-management disputes that cannot be resolved at the
enterprise level. The president appoints the head of this service. Collective bargain-
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ing law prejudices the bargaining process against the independent free trade unions
in favor of the official unions.

There are no export processing zones in Ukraine.
c. Prohibition of Forced or Compulsory Labor.-The Ukrainian constitution forbids

compulsory labor, and it is not known to exist.
d. Minimum Age for Employment of Children.-The minimum employment age is

17. However, in certain nonhazardous industries, enterprises can negotiate with the
government to hire employees between 15 and 17 years of age. Education is compul-
sory up to age 15. The Miristry of Education rigorously enforces the law on edu-
cation.

e. Acceptable Conditions of Work.-In 1992 the government established a country-
wide minimum wage, which at the end of the year was significantly below the esti-
mated cost of living. Wages in each industrial sector are established by government
agreements with trade unions. All unions are invited to participate in these negotia-
tions. The current law on wages, pensions, and social security provides for mecha-
nisms to index the minimum wage to inflation.

The labor code provides for a maximum of 41-hour work week and at least 15
work days of paid vacation per year. Economic stagnation in some industries (e.g.,
defense) have significantly reduced the work week for some categories of workers.
Gross under compensation for overtime work in some sectors (e.g., railroad workers)
has r,,sulted in strikes.

The Ukrainian constitution and other laws contain occupational safety and health
standards, but these are frequently ignored in practice. Lax safety conditions were
the principal causes of two serious mine accidents that occurred in the summer of
1992, resulting in dozens of casualties. The Labor Ministry is currently rewriting
the mine safety law. The NPGU is demanding that the government improve worker
safety in the mines.

f. Rights in Sectors With U.S. Investment.-There is little or no significant U.S.
investment in Ukraine.

THE UNITED KINGDOM

Key Economic Indicators
[Billions of pounds sterling (PS) unless otherwise noted)

1991 1992 1993,

Income, Production, and Employment:
Real GDP (1990 prices)"2.................................... 538.7 536.2 545.9
Real GDP Growth (pet.) ................................ , -2.2 -0.5 1.8
GDP (at current prices)2 ............... . . .. . . .. . . . . .. . . . .. ..  518.5 539.6 549.4
By Sector:

Agriculture ....................................................... 9.2 9.3 9.0
Energy and W ater ........................................... 23.3 23.7 24.3
M anufacturing ................................................. 113.8 116.1 120.3
Construction .................................................... 32.9 31.8 30.3
Re nts ................................................................ 33.5 37.1 38.1
Financial Services ........................................... 79.6 84.6 87.0
Other Services ................................................. 143.8 147.9 150.1
Government, Health and Education .............. 82.4 89.1 90.3

Net Exports of Goods and Services ................... -6.6 -9.3 -7.3
Real Per Capita GDP (90 PS) ............................ 9,352.4 9,276.8 9,412.0
Labor Force (millions) ........................................ 28.3 28.1 27.8
Unemployment Rate (pet.) ................................. 8.1 9.5 10.4

Money and Prices (annual percentage growth):
M2 Money Supply (bil. PS) ................................ 502.1 519.3 540.0
Base Interest Rate3a............................................ 10.5 7.0 6.0
Personal Saving Rate (DI) ................................. 9.8 11.3 10.3
Retail Inflation (CPI in pct.) .............................. 5.8 3.7 1.8
Wholesale Inflation (pct.) ................................... 5.6 3.7 3.9
Exchange Rate (US$IPS) .................................... 1.77 1.78 1.48
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Key Economic Indicators--Continued
[Bii;ions oa pounds sterling (PS) unless otherwise noted)

1991 1992 1993'

Balance of Payments and Trade (billion U.S.
dollars):

Total Exports (FOB)4 ......................................... 185.6 192.7 175.4
Exports to US ................................................ 20.0 21.7 21.9

Total Imports (CIF)4 .......................................... 210.2 223.9 193.9
Imports from US ............................................ 24.2 24.3 24.7

Trade Balance4 ................................................... -24.6 -31.2 - 18.5
Balance with US ............................................. -4.2 -2.6 -2.8

Foreign Exchange Reserves ............................... 37.9 41.7 43.2
'Annualized 1993 figures are all estimates based on available quarterly data through: July. 1993.
2GDP at factor cost.8Pigures are actual, average annual interest rates, not changes in them.
4 Merchandise trade does not include services.
Source: U.K. Central Statistical Office.

1. General Policy Framework
The United Kingdom has a free market economy and an open financial services

environment which encourage open competition. Most formerly government-owned
industries have been privatized. Among the few remaining barriers to international
trade and investment are preferential treatment for UK firms in telecommuni-
cations, electrical equipment, and the oil and gas industries.

The economy has been slowly emerging from recession for more than a year. The
government refocused its economic policy after leaving the EU Exchange Rate Mech-
anism (ERM). Although low inflation remains a priority, growth is now the primary
goal. Inflation has fallen substantially in 1993 and is expected to be 1.8 percent for
the year. Interest rates have been reduced four percentage points, resulting in a
cheaper pound and enhanced international competitiveness.

Real GDP fell by 2.2 percent in 1991 and a further 0.5 percent in 1992. Current
forecasts predict positive GDP growth in 1993 of 1.8 percent. Unemployment is cur-
rently estimated at 2.9 million.

Fiscal Policy: From 1987 through 1990, tight control on expenditures, proceeds
from privatization, and increased tax revenues generated by rising GDP produced
central government and public sector surpluves. In 1990, the public sector surplus
was five billion pounds. However, in 1991, the public sector produced a ten billion
pound deficit which grew to 28.9 billion in 1992. The deficit will continue to grow
to between 42 and 45 billion pounds in calender 1993.

The Conservative government retains its goal of reducing the basic personal in-
come tax rate to 20 percent as soon as possible. Current tax rates are 20, 25 and
40 percent. For tax purposes, capital gains are adjusted for inflation. The first five
thousand pounds in capital gains are tax free, and the remainder is generally taxed
at regular income tax rates. Gains from the sale of a primary home are exempt. For
companies, the full corporate tax rate of 33 percent applies to those with profits in
excess of 1.25 million pounds sterling. Partial tax relief is available to firms with
profits of less than 250,000 pounds, bringing their effective tax rate to 25 percent.
Profits between these limits are taxed on a formula basis which results in a total
corporate tax rate between 25 and 33percent.

The highly unpopular Community Charge, or poll tax, was replaced by the Coun-
cil Tax on April 1, 1993. This is a hybrid tax calculated on both property values
and capitation, a uniform per capita component of the tax.

Since leaving the ERM, the British government has tried to reestablish confidence
in the financial markets by projecting an image of fiscal responsibility. A spending
cap of 243.8 billion pounds is in place for the 1993/94 budget. However, increased
unemployment couldpush spending over this level.

Monetary Policy: The United Kingdom manages monetary policy through open
market operations by buying and sling in the markets for overnight funds and
commercial paper. There are no explicit reserve requirements.
2. Exchange Rate Policy

Britain reduced interest rates from ten to six percent in January, 1993, taking
advantage of its withdrawal from the ERM in September, 1992. Many analysts be-
lieve that sterling's two-year membership in the ERM extended the counters reces-
sion.

76-160 - 94 - 11
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High real interest rates required by ERM obligations and the ensuing loss of eco-
nomic output and demand were successful at lowering Britain's rates of inflation
during and after ERM membership to thirty-year lows. Under its new independent
moneo&y policy, UK Treasury adopted a system of "monitoring" narrow and broad
money growthasset prices, and the exchange rate as an inflation gauge. Sterling's
trade-weighted exchange rate index initially fell from 92 in 1992 to 76 i early 1993
and has hovered at around 80 for most of 1993. Some currency dealers believe that
sterling will continue depreciating against the dollar if dollar interest rates move
upwarc while sterling will continue appreciating against the Deutschemark as Ger-
man interest rates fall. This may leave the trade-weighted index of sterling un-
changed.

While the rate of inflation has begun increasing, most analysts believe that it will
remain low well into 1994. The oniy indicator of inflationary pressure is narrow
money growth, which is expanding above its one to four percent 'monitoring" range.
The assumption is that monetary pocy_ will change only when a set of factors indi-
cate inflationary pressure. The Prime Minister as well as both the previous and the
current Chancellors of the Exchequer have publicly disavowed any return to the
ERM in the foreseeable future. Most analysts believe that to mean that sterling will
not reenter the ERM until at least 1996, near the end of the current Parliament's
anticipated term of office.
3. Structural Policies

In the past twelve years, Conservative governments pursued growth and in-
creased efficiency through structural reform. The financial services and transpor-
tation industries were deregulated. Mortgage regulations were relaxed, and much
of the public housing stock privatized. The automotive, aeronautic, electrical power,
and water industries were also privatized. The coal rail and bus transportation in-
dustries ar in the process of being privatized now. Subsidies were cut substantially,
and capital controls lifted. Employment legislation increased market flexibility, de-
mocratized unions, and increased union accountability for the industrial acts of their
members.

Although there has been great progress, some challenges remain. Recent reports
on the general education system raised concerns regarding basic education and test-
ing procedures. In addition, social welfare programs and the business community
are still adjusting to job losses and changes in the business climate resulting from
privatization.
4. Debt Management Policies

The United Kingdom has no meaningful external public debt. London is one of
the foremost international financial centers of the world, and British financial insti-
tutions are major intermediaries of credit flows to the developing countries. The
British government is an active but cautious participant in the development of a co-
ordinated debt strategy. British banks are prominent members of bank advisory
committees on LDC debt. They recognize a need in many countries for debt and deht
service relief, but generally object to mixing new money with debt relief.
5. Significant Barriers to U.S. Exports

Although structural reforms have made it easier for U.S. exporters to enter UK
markets some barriers still remain in telecommunications, the energy industry, and
potentially in utilities procurement. Problem areas and specific regulations resulting
in trade barriers in these areas are profiled below.

Broadcasting and Telecommunications: The 1990 Broadcasting Act, which imple-
ments the 1989 European Union Broadcast Directive requires that '"a suitable pro-
portion' of television programs broadcast in the UK be produced locally and that
"a "proper proportion' be of European origin. Prior to the Act the UK operated under
an informal policy of an 86 percent UK-EU/14 percent foreign program content
quota. The practical effect of the Act relaxed these limits, given that the EU direc-
tive calls for a majority (50 percent) of EU content "where practicable .

The British government opened the UK domestic telephony market for competi-
tion in 1991 when it ended the British Telecom/Mercury duopoly policy. However,
some market barriers remain, including the high cost and difficulty oF negotiating
interconnection agreements with British Telecom, number portability (ability to
keep phone number when changing service provider) and other equal access issues.
The UK telecommunications regulatory agency, OFTML, is in the process of review-
ing these issues and expects to announce new policies on interconnection and num-
ber portability early in 1994. OFTEL states that equal access issues will take some-
what longer to resolve. The UK government has yet to make the equivalency deter-
mination required before declaring the US. market open for international simple re-
sale (leasing international circuits in bulk and reselling the capacity to consumers).
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It states that it is unlikely to permit new entrants to operate international long dis-
tance services using their own facilities in the near term.

Offshore Oilfleld Contracts: In 1985, the Offshore Supplies Office (OSO) of the UK
Department of Trade and Industry officially encouraged oil companies to award con-
tracts involving new offshore technology to firms with majority British ownership.
The OSO hau stated this policy is no longer in force, although contractors are en-
couraged to give a "fair chance" to UK-based firms, including UK subsidiaries of

rms.
In response to repeated U.S. government high-level questions based on U.S. oil

industry anecdotal allegations, senior British officials now claim to promote "a level
playing field". British officials have consistently offered to investigate any specific
complaints from the U.S. government or U.S. companies.

Utilities Procurement: The UK implemented the EU Utilities Directive in 1992 by
instituting a series of regulations based on the Directive. The regulations allow gov-
ernment-owned and private utilities to favor EU over foreign suppliers.
6. Export Subsidies Policies

The Conservative government opposes subsidies as a general principle, and UK
trade-financing mechanisms do not significantly distort trade. The Export Credits
Guarantee Department (ECGD), an institution similar to the Export-Import Bank
of the United States, was partially privatized in 1991.

Although much of ECGD's business is conducted at market rates of interest, it
does provide some concessional lending in cooperation with the Overseas Develop-
ment Administration (ODA, the British equivalent of our own Agency for Inter-
national Development) for projects in developing countries. Occasionally the United
States objects to financing offered for specific projects.

The UK's development assistance (aid) program also has certain "tied aid" charac-
teristics. To minimize the distortive effects of such programs, particularly when
used in co njunction with ECGD-type credits through the Aid and Trade Provision
(ATP), thc United States negotiated the 1987 "Arrangements on Officially Supported
Export Credits" with the UK and other developed countries. It appears that Britain
has adhered to the Arrangement.
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 (',VIPO), the
Paris Convention for the Protection of Industrial Property, the Bern 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.--Over 10 million workers,
about 38 percent of the work force, are organized. Employers are not legally re-
quired to bargain with union representatives. However, they are legally barred from
discriminating based on union membership (except in the armed forces, Police force,
or security services where union members;%, is prohibited). The 1993 Trade Union
Reform and Employment Rights Act limitedthat prohibition under certain special
circumstances in matters short of dismissal.

The 1990 Employment Act made unions responsible for members' industrial ac-
tions, including unofficial strikes, unless union officials repudiate the action in writ-
ing. Unofficial strikers can be legally dismissed, and voluntary work stoppage is con-
sired a breach of contract.

During the 1980s, 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 employer of record. Unions encouraging such actions are subject to fines and
seizure of their assets. Many unions claim that workers are not protected from em-
ployer secondary action such as work transfers within the corporate structure.

c. Prohibition of Forced or Compulsory Labor.-Forced or compulsory labor is un-
known in the UK.

d. Minimum Age for Employment of Children. .-Children under the age of 16 may
work in an industrial enterprise only as part of an educational course. Local edu-
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cation authorities can limit employment of children under 16 years old if working
will interfere with a child's education.

e. Acceptable Conditions of Work.-With the exception of wages in agriculture, the
setting of minimum wages in the UK was abolished by the Trade Union Reform and
Employment Rights Act of 1993. Daily and weekly working hours are not limited
by law.

Hazardous working conditions are banned by the Health and Safety at Work Act
of 1974. A health and safety commission submits regulatory proposals appoints in.
vestigative committees, does research and trains workers. The Health and Safety
Executive (HSE) enforces health and safety regulations and may initiate criminal
proceedings. This system is efficient and fully involves workers' representatives.

f. Rights in Sectdrs With U.S. Inuestment.e-All US. corporations operating within
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-1992

(Millions of U.S. dollars)

Category Amount

Petroleum.................................................13,153
Total M anufacturing .............................................................. 20,328

Food & Kindred Products............. .............. 2,273
Chemicals and Allied Products ......................................... 3,517
Metals, Primary & Fabricated ............. 1,285
Machinery, except Electrical ............................................. 3,443
Electric & Electronic Equipment ...................................... 2,003
Transportation Equipment ................................................ 1,833
Other Manufacturing ......................................................... 5,974

W holesale Trade ..................................................................... 3,922
Banking ................................................................................... 2,547
Finance and Insurance .......................................................... 32,013
Services ................................................................................... 3,826
Other Industries ..................................................................... 2,055
TOTAL ALL INDUSTRIES .................................................... 77,842

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

UZBEKISTAN

Key Economic Indicators
[Billions of rubles unless otherwise noted]

1991 1992 19931

Income, Production, and Employment:
Real GDP Growth (pct.) ..................................... -0.5 -9.6 1.0
GDP (at current prices) ...................................... 61.5 416.9 N/A
By Sector:

Agriculture ....................................................... 22.1 149.5 N/A
Manufacturing ................................................. 17.3 119 N/A
Construction .................................................... 5.4 54.4 N/A
Other Services ................................................. 16.7 94 N/A

Real Per Capita GDP ......................................... N/A $860 N/A
Labor Force (000's) ............................................. 10,215 10,393 10,631
Unemployment Rate ........................................... N/A N/A 5.6

Money and Prices (annual percentage growth):
Retail Inflation. ............................ N/A 800 N/A
Wholesale inflation ............................................. N/A 2,700 N/A
Exchange Rate ruble/4:

Official Rate............................ 20-90 90-1,000 1-2,800
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Key Economic Indicators-Continued
[Billions of rubles unless otherwise noted)

1991 1992 19931

Parallel ............................................................. 90-1,000 1-10,000
Balance of Payments and Trade (million U.S.

dollars):
Total Exports (FOB)s ......................................... N/A 869 N/A

Exports to US ................................................ N/A 0.763 5.0
Total Imports (CIF)' .......................................... N/A 929 N/A

Imports from US•........................................... N/A 2.1 6.0
Aid from US ....................................................... 0 7.4 8.9
Trade Balance (with CIS) ................................... N/A -200 N/A
Trade Balance (non-CIS) .................................... N/A -60 N/A

Balance with US ............................................. N/A N/A -1.0

N/A-Not available.
'Estimated.
sNumber indicates a range over the year.
sTo countries outside the former USSIL
Statistics above are based on estimates of" Gokomprognostat (State Statistics and Forecasting Board).

1. General policy framework
The Republic of Uzbekistan has been independent only since 1991. Before inde-

pendence, it was one of the poorest of the Soviet republics. With approximately
seven percent of the population of the Soviet Union, it generated only about three
percent of the USSR GDP in 1990. While its economic potential in the medium- and
lon -term is promising, it remains poor, with an estimated per capita income of only
$860in 1992. While the current government is committed to establishing a market
economy to replace the centralized state economy of the Soviet era, it is attempting
to centrally manage this process to avoid social/dislocation and potential civil un-
rest. The result has been slow and incomplete reform. Restructuring of the economy
and the breakdown of trade links with the other republics of the former Soviet
Union resulted in a decline in GDP in 1992 of approximately 10 percent. However,
this rate is lower than in most CIS states.

The economy of Uzbekistan is primarily based on agriculture and food processing,
with these sectors contributing approximately 50 percent of GDP. Cotton accounts
for 40 percent of agricultural production; Uzbekistan is the world's fourth largest
producer of cotton. Industry, other than food processing, accounts for approximately
25 percent of GDP, with construction and services making up the difference. Much
of industrial production is linked to agriculture, including cotton harvesting equip-
ment, textile looms and chemical fertilizers. The country is also the world's eighth-
largest producer of gold and has rich reserves of uranium, silver, copper, lead, zinc,.
wolfram and tungsten. Large reserves of natural gas and oil promise to make
Uzbekistan energy self-sufficient by 1996.

Uzbekistan's need to import foodstuffs, particularly wheat and other grains, will
provide a continuing market for U.S. graic, exports, which have in some years
reached as high as three million tons. The government's priority investment sectorsare agricultural processing the energy sector and tourism. All three of these areas
offer gd prospects for both U.S. exports and investment over the coming years. At
the same time, the slow pace of privatization, unclear and changing laws on prop-
erty and foreign investment, and general economic and political uncertainty leave
foreign investors cautious. U.S. Overseas Private Investment Corporation insurance
is available, following a bilateral agreement signed in 1992. In 1993, the United
States and Uzbekistan concluded a bilateral trade agreement. Discussions are un-
derway on a bilateral investment treat

Fiscal policy: With independence, Uzbekistan lost budget subsidies from Moscow
that accounted for approximately 20 percent of the republic's budget. The govern-
ment deficit was estimated to be approximately ten percent of GDP in 1992, with
a surplus of about four percent predicted for 1993. Heavy expenditures on food sub-
sidies and other social safety net programs account for a large part of national ex-
penditures. The deficit in 1992 was covered primarily through the sale of govern-
ment bonds to the general public and central bank credits. Foreign trade credits (of
up to $950 million) for purchases of foodstuffs also contributed. These credits were
covered by an estimated $200 million in gold reserves deposited in foreign banks.
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Monetary policy: Unwilling to agree to Russian requirements on the future oper-
ation of the ruble zone, Uzbiekistan left the zone in Novemr 1993, necessitating
the Introduction of a transitional currency, the som-coupon. The only real tool of
monetary policy available government credit creation, and apparently large
amounts have been extended off-budget. Negative real interest rates on government
credits to state enterprises fed inflation and discouraged the kind of restructuring
needed for the state owned enterprise sector.
2. Exchange Rate Policy

Until the July 1993 Russian withdrawal of pre-1993 banknotes, Uzbekistan's
Central Bank weekly set the local ruble/dollar exchange rate at close to the auction/
market level determined in Moscow. However, a local black market for foreign cur-
rency existed because of strict local controls on availability of foreign currency and
the population's desire to acquire dollars for international travel[or as a hedge
against the depreciating ruble. These same controls also led to a ruble outflow to
Russia which helped to feed inflation there and contributed to Russia's decision in
July 1693 to bar access of Uzbekistan and other CIS states to supplies of its 1993"new ruble." From July, the exchange rate on the old ruble versus the new ruble
began to depreciate. When it became clear in November 1993 that Russia was not
likely to provide Uzbekistan with the supply of new ruble banknotes needed for
Uzbekistan to join the 'new ruble zone,' and after Turkmenistan introduced its own
currency, the manat, the pre-1993 Russian ruble's value plummeted in Uzbekistan,
falling on the black market from 2,600/$1 to10,000/$1 in a matter of weeks.

Beginning in October 1993, the Central Bank held to artificially low ruble/dollar
rates, which were roughly half the black market rates. The government introduced
a transitional independent currency, the som-coupon, on November 15. Since its in-
troduction, the som-coupon has traded on the black market far below its official par-
ity with the dollar and Russian ruble. The government plans to introduce a perma-
nent national currency during 1994, and asserts that the introduction, when it oc-
curm, will not be confiscatory and will replace the ruble at a fixed ratio, although
there are certain to be limitations on the amount of rubles a citizen is able to ex-
change.
3. Structural Policies

There is no well-defined system for government purchases of foreign goods. Pur-
chases in many cases tend to be based more on established relationships between
government officials and foreign firms and less on price competition. However, ei*
forts are being made to introduce a tendering system for major purchases. An inter-
national tender to sell rights for oil/gas exploration on a number of land parcels was
successful in Fall 1993.

The government traditionally used subsidies to keep prices on food and consumer
goods at low levels. Over the past year, the government has freed most prices, ex-
cept those on a few food products, including flour, bread, oil and rice. Prizes of food
and consumer goods in the private sector markets and commercial stores are purely
market determined at this time.

Tax policies are still very much in flux and it is often difficult to determine their
impact on foreign trade. Local enterprises and organizations engaged in commercial
activities are subject to a complicated array of income tax, value-added tax, excise
tax property tax, tax on exported raw material resources and production, and a
high 35 percent foreign currency revenue (not profits) tax. The income of joint ven-
tures with a foreign share of at least 30 percent is taxed 10 percent (18 percent if
foreign share is less). However, joint ventures in priority investment sectors, such
as agricultural or consumer goods production, medical equipment, agricultural
equipment and mining are entitled to a two-to-five year income tax holiday. Tariff-
free import of most commodities through the end of 1993 was instituted to increase
the local supply of consumer goods but strict controls on government supplies of for.
eign currency for imports remained in place.To avoid export and income taxes, many firms engaged in foreign trade arranged
barter exchanges. In 1992,barter accounted for approximately 50 percent of all for-
eign trade. In mid-1993 a ban on barter was introduced, though a number of sectors
of-the economy, including construction materials and energy, were exempted. The
ban has not been very effective.
4. Debt Management Policies

Uzbekistan only over the last year has begun to take on foreign debt, primarily
through trade credits and bilateral loans advanced by an increasing number of coun-
tries, including the US. (Short-term EXIM and modest CCC credits), Turkey, Ger-
many, France, Spain, India, Indonesia, and Switzerland. Uzbekistan improved its
overall credit-worthiness when in November 1992 it signed the "zero option" agree-
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ment which relieved it of its share of the external debt of the former Soviet Union.
In some cases, Uzbekistan has provided gold deposits as collateral for trade creditsand loans, It is too early to judge the country repayment performance

Uzbekistan became a member of the World Haik and IMF in September 1992.
It is also a member of the European Bank for Reconstruction and Development
(EBRD). All three of these International Financial Institutions (IFI) now have of.
fices in Tashkent. The World Bank recently approved a $21 million technical assist-
ance loan for use over a three-year period in priority sectors of privatization and
enterprise reform, legal infrastructure development, poverty monitoring, and devel-
opment of sector strategies for energy and telecommunications. Uzbekistan and the
IMF continue to discuss the possibility of a Systemic Transformation Facility (STF),
though differences over the speed of reform have thus far prevented agreement.
5. Significant Barriers to U.S. Exports

The Ministry of Foreign Economic Relations continues to control many aspects of
international trade sector, though there seems to be substantial uncontrolled, cross-
border trade with neighboring republics.

The Government of Uzbekistan seeks to attract foreign investment, in particular
through joint ventures, which can provide the technology and financing necessary
for accelerated development of priority sectors. The government seeks to reduce the
level of imports, and concentrates its limited foreign currency reserves on essential
imports such as foodstuffs, pharmaceuticals, and petroleum products, construction
materials, and machinery. While the number of joint ventures with foreign partici-
pation has increased dramatically in the last year, the number of ventures actually
operating remains small.

Lack of local credit mechanisms, inexperience with trade, banking and inter-
national finance and non-standard accounting practices inhibit expanded foreign
trade relations. Statistics and basic economic data are often difficult to acq~uire. Leg-
islation on foreign trade, taxes and investment policy change frequently, with impor-
tant issues often left subject to subsequent actions/decisions by the parliament or
cabinet of ministers, thus introducing considerable uncertainty.

Import licenses: Formal import licenses are required for importation of pharma-
ceuticals, medical equipment, chemical pesticides, audio and video media, and films.
Foreign currency purchase restrictions also serve as a barrier to imports by local
enterprises and individuals. Import duties on many products were suspended
through January 1, 1994, and may well be extended for a longer period.

Services barriers: Foreign company activity in the services sector remains limited,
making assessment of barriers difficult. Generally attractive legislation may obscure
specific barriers which may be raised by state agencies responsible for licensing or
otherwise authorizing activities of foreign companies. Under current legislation, for-
eign banks may be registered by the central bank to conduct banking operations and
participate in commercial bank joint ventures. Foreign insurance companies are lim-
ited to participation in joint ventures, which must be registered by the state insur-
ance company.

Standards, testing, labelling, and certification: Many standards and testing re-
quirements are on the books from the Soviet period, but in most cases they are ig-
nored. Testing and certification of drugs is handled more carefully, though local test-
ing has been proved, in at least one case to be faulty. New regulationdon certifi-cation and standards are currently being considered. The agency responsible for
these issues will be the center for standards, metrology and certification under the
Cabinet of Ministers. Drug certification is handled by the Ministry of Health.

Investment Barriers: The government has identified a number of sectors as prior-
ity targets for both local and foreign investment. These sectors include agricultural
and textile processing, mining, oil/gas production and tourism. It offers incentives
such as tax holidays ]or investments in these sectors. One hundred percent foreign
equity participation is allowed, though rarely encountered, given the advantages of
local partner participation. For some industrial investment projects, the government
has encouraged high local content but no firm requirements have been established
to date. While repatriation of profits in theory is allowed, foreign currency restric-
tions and bureaucratic complications exist which could make this difficult. Land
cannot be privately owned in Uzbekistan, although it can be leased and use-rights
can be inherited. All investments must be approved by the government, through a
committee of Ministry and Council of Ministers representatives. Large investment
projects must receive the approval of the president. Corruption is widespread and
has discouraged some foreign investors and traders from involving themselves in
Uzbekistan.

Government procurement practices: Much of Uzbekistan's trade with other states
of the former Soviet Union is governed by bilateral agreements that provide for
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counter-trade in essential commodities such as petroleum products, food and grain,
fertilizers, metals, and cotton fiber. These bilateral agreements and efforts to forge
closer economic integration with Russia, Kazakhstan and other central Asian states
may pose an obstacle to US. Exports in some sectors. Noncompetitive bidding is
still common, with trade deals often based on relationships between government of-
ficials and foreign firms. However, some efforts are being made to introduce com-
petitive bidding and tendering.

Customs procedures: Customs procedures are bureaucratic, often arbitrary and
sometimes complicated by corruption.

Infrastructure: Basic infrastructure in Uzbekistan poses some complications for
foreign trade and investment. A significant inflow of capital investment will be re-
quired in many sectors before Uzbekistan attains western standards. Uzbekistan is
a landlocked country whose main trade routes now run almost exclusively through
Russia, which complicates trade shipping. The Central Asian states are seeking to
cooperate in establishing alternative rails and road routes to regional seaports,
through Iran and Turkey to the Persian Gulf and the Mediterranean Sea. The coun-
try has an extensive system of roads and railways though their condition has dete-
riorated over past years, due to lack of investment for upkeep. Passenger air links
are now available to Europe, South and Southeast Asia China, Israel and the Mid-
dle East, and a number of foreign carriers now have lights to/from Tashkent.

Telephone lines are extremely poor, making intra-city as well as inter-city commu-
nication by telephone or fax extremely difficult. Satellite and cellular telephone
service is available commercially, and some express mail and package delivery serv-
ices are operating in Uzbekistan. (Express mail deliveries between _Uzbekistan and
the United States generally take four to seven days.) An American-Uzbek joint ven-
ture now offers cellular telephones services in Tashkent and plans to expand to
other cities.
6. Export Subsidies Policies

Uzbekistan has no organized system of export subsidies. Although the government
encourages exports as a source of foreign exchange, some exports, such as cotton,
are actually taxed. Government controlled allocation of enterprise credit gives pref-
erential treatment to enterprises with export potential, although there is no orga-
nized credit program.

The Ministry of Foreign Economic Relations controls much of the export activity
through a system of export licenses, which allows it to determine in most cases the
price charged for exports. While the number of commodities that require such li-
censes has been reduced over the past year, the country's most significant exports
are still subject to these controls. -Uzbekistan is not a member o0the GATT sub-
sidies code. It has expressed interest in becoming a GATT observer, but has not yet
undertaken the necessary steps to do so.
7. Protection of U.S. Intellectual property

Uzbekistan is not a member of any international agreements protecting intellec-
tual property rights. Copyright and trademark violations are not uncommon in
Uzbekistan, particularly involving western films, music cassettes, computer software
and clothing trademarks. Most of the products involving such violations are im-
ported from other Asian countries well-known for IPR infringements.

A working group has been named in the parliament that is currently in the proc-
ess of drafting Uzbekistan's first law on protecting intellectual property, which re-
portedly draws heavily from the current Russian law, though contains articles spe-
cific to Uzbekistan's local conditions and its legal needs. -The country is already
drawing from western, including American, expertise and advice on LPR protection.

8. Worker rights
a. The Right of Association.-Uzbekistan law specifically proclaims that all work-

ers have the right to voluntarily create and join unions of their choice; and that
trade unions themselves can voluntarily associate territorially or sectorally, and
may choose their own international affiliations. Unions are also legally independent
of the state's administrative and economic bodies. To date, the de facto centralized
trade union structure has not changed very much following the shift ofpower from
Moscow to Tashkent. A council of the Uzbekistan Federation of Trade Unions pro-
vides central leadership.

While the labor law gives unions oversight for both individual and collective labor
disputes, the law does not mention strikes or cite a right to strike. The labor front
was qit in 1993.

b.The Right to Organize and Bargain Collectively.-Unions are empowered to
conclude agreements with enterprises. However there is still no concept of unions
carrying out adversarial negotiations with private employers. While the private sec-
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tor is growing, the state is still the major employer, and the unions function more
like professional associations than adversarial groups with a conflict of interests
against the state.

c. Prohibition of Forced or Compulsory Labor.-Uzbekistan's constitution specifi-
cally prohibits forced labor.

d. Minimum Age for Employment of Children.-Officially, the minimum working
a is 16. Fifteen-year-olds can work with permission, but have a shorter work day.
however, children much younger are frequently out in the cotton fields, helping
their families with the harvest.

e. AcceptableConditions of Work.-The work week is set at 41 hours per week.
Some factories have apparently reduced work hours in order to avoid layoffs. Some
workers are entitled to overtime pay, but it is rarely paid. Occupational health and
safety standards are established by the labor ministry in consultation with the
unions. There is a health and safety inspectorate within the labor ministry.

f. Rights in Sectors With U.S. Investment.-U.S. investment is too limited at this
time to permit comment on any differences.
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Key Economic Indicators
[Billions of U.S. dollars unless otherwise noted]

1991 1992 19931

Income, Production, and Employment:
GDP (at current prices)2 .............. . .. . . .. .. . . . . .. . . .. . . .  189 226 244
Real GDP Growth (pct.) ..................................... 8.9 8.7 5.0
GDP by sector (percent/GDP):

Agriculture ....................................................... 8.5 7.8 7.0
Manufacturing ................................................. 27.4 27.0 27.5
Mining ...................................... 2.3 2.3 2.3
Services ............................................................ 54.8 55.4 56.0

GDP Per Capita (U.S.$) ..................................... 5,435 6,932 7,715
Labor Force (000s) .............................................. 12,870 13,126 13,847
Unemployment Rate (percent) ........................... 6.9 6.9 9.9

Money and Prices (annual percentage growth):
Money Supply (M1)3 .......................................... 174 48 28
Commercial interest Rates on 180 Day Depos-

its (pct.)3 ...................... e................................... 7.5 8.0 6.0 (9/93)
Savings Rate (pct. of GDP) ................................ 13.3 13.1 13.5
Investment Rate (pct. of GDP) .......................... 14.6 16.7 18.0
Wholesale Inflation s.......................................... 57 4 3
CPI, percent change s ..................................... 84 18 8
Exchange Rate ($/peso):4

--official ........................................................... .9552 .9300 .9980
-parallel ............................... .9552 .9300 .9980

Balance of Payments and Trade: I
Total Exports (FOB)a .......... .............. 12.0 12.2 12.7

Exports to U.S. (FOB) ..................................... 1.2 1.4 1.5
Total Imports (CIF) ............................................ 8.2 14.9 15.3

Imports from the U.S. (FAS)6 ........................ 1.9 3.0 3.5
Aid from the U.S. ($ million) ............................. 1.2 1.1 1.7
External public debt ......................................... 57.2 56.2 56.0
Debt service payments 8 ..................................... 5.2 4.2 3.3
Gold and FOREX reserves ................................. 9.0 12.5 16.0
Trade Balance s ................................................... 3.7 -2.6 -2.8

Balance with the US.e ................................... -0.63 -1.8 -2.2
'Figures for 1993 are Embassy estimates.
JFigures provided in nominal GDP are virtually the ame in dollars or pesos after 1991 when the convert-

ibility plan took effect, linking the peso at the rate of one to one with the dollar.
SEnd of period.
4Average for the period.
sBased on official Argentine Government data.
@Based on U.S. Department of Commerce data.
?Includes interest arrears.
lIncludes net debt service paid by public sector to international financial institutions and on Government

of Argentina Foreign Currency Bondi

(311)
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1. General Policy Framework
Argentina's far-reaching economic reforms, which began in 1989 under President

Carlos Menem, have yieldedImpressive results. In 1992 real GDP grew by nearly
nine percent, and for 1993 the inflation rate is projected at less than 10 percent:
a major accomplishment given Argentina's experience with hyperinflation only a few
years ago. Meanwhile, the opening of the economy to international competition
through large reductions in tariffs and other trade barriers, coupled with a stable
exchange rate, has resulted in a boom in imports, particularly from the United
States. For the period January through July 1993, Argentina's trade deficit with the
United States totalled over $1 billion.

The public sector budget has been in the black for the past two years-a result
of mere efficient tax collection, economic activity providing a strong tax base, and
large infusions of revenue from the sale of state industries. A small surplus was
again forecast for 1993, in spite of an increase of nearly $4 billion in pension pay-
ments. Improved tax revenues and proceeds from the privatization of the state oil
firm YPF largely made this possible.

The government has also eased the tax burden on business and industry by elimi-
nating charges on bank debt, freight, shipping, and foreign currency transactions.
In the process, the tax burden was shifted to the consumer through increases in the
VAT and personal Income tax rates.

The Central Bank of Argentina controls the money supply through the buying and
selling of dollars. Under the Convertibility Law of 1991 the exchange rate of the Ar-
gentine peso is fixed to the dollar at par value. Through the first nine months of
1993, the Central Bank bought $2.2 billion, selling an equal amount of pesos.
2. Exchange Rate Policy

There are no exchange controls in Argentina; foreign currency may be bought and
sold freely from banks and brokers at market prices. The Convertibility Law, how-
ever, requires the Central Bank to sell dollars at a fixed rate of one peso to one
dollar. The Bank buys dollars at a rate of 0.998 pesos per dollar.

The fixed exchange rate, which some observers believe has led to an overvalued
peso, and the release of pent-up demand stemming from the overall economic recov-
ery have made imports increasingly competitive. Accordingly, the value of U.S. ex-
ports to Argentina nearly tripled from 1990 to 1992, with further growth forecast
or 1993.

3. Structural Policies
The Menem Administration's reform program has made significant progress in

transforming Argentina from a closed, highly regulated economy to one based on
market forces and exposed to international competition. The government's role in
the economy has diminished significantly through the privatization of most state
firms, including the oil firm YPF in mid-1993. Meanwhile, the authorities have
eliminated price controls on all but a few goods in the marketplace.

The opemng of the Argentine economy has resulted in increased imports, particu-
larly from the United States. Capital goods are especially in demand as firms shed
old equipment and tool up to increase their productivity and competitiveness. The
ever-increasing trade deficit led the government in late 1992 to implement measures
designed to stem the tide, at least partially. This included increasing the statistics
tax on imports from three percent to ten percent. In 1993 the authorities went fur-
ther and placed higher duties on various textile imports which, the government
claimed, were being sold in Argentina below cost. The goverent also imposed
quotas on certain Brazilian goods, such as two-door refrigerator/freezers and paper
products because of oversupply of the market. The government says that these are
temporary measures which are GATT-consistent; the reduction in the statistics tax
on capital goods is but the beginning of their elimination.
4. Debt Management Policies

The government has aimed to reduce the external debt burden through participa-
tion in the Brady Plan as well as through a Paris Club rescheduling. It has also
carried out debt/equity conversions to the tune of $3.4 billion in 1992. Accordingly,
Argentina has improved its external situation considerably. From 1989 to 1993 (pro-
jected) Argentina's debt service fell from 101 percent to under 50 percent of exports
of goods and non-factor services. Total public sector foreign debt (over 90 percent
of Argentina's total obligations) came to $56.2 billion at the end of 1992.

The IMF, World Baa, and the Inter-American Development Bank (IDB) have
been major sources of funds for Argentina. Currently Argentina is in the second
year of a three-year IMF Extended Fund Facility (EFF) which could disburse up to



313

2.5 billion SDRs. Both the World Bank and IDB will likely obligate approximately
$1 billion annually in 1993-1994.
5. Significant Barriers to U.S. Exports

Thhe ongoing reforms have opened the Argentine economy to foreign producers.
The authorities have eliminated the import licensing system. Since 1990, the aver-
age tariff on imports has fallen from nearly 29 percent to around 10 percent, al-
though many Imports must pay a higher surcharge (the "statistics tax"). Tariffs are
as low as zero on capital goods and 0.5 percent on raw materials. American exports
to Argentina have risen dramatically over the past few years.

Barriers to U.S. Exports: Despite the generally favorable environment for foreign
goods in Argentina, there are still problems. In September 1993, responding to what
it considered widespread "dumping" of apparel, particularly from the Far East, the
authorities imposed import surcharges on an array of clothing, rugs and textiles.

In addition, Argentina maintains a complicated quota system for automobiles, but
its scope is narrowing, and the number of foreign-manufactured vehicles on the
roads is increasing.

Services Barriers: There are some barriers in the services sector as well. For ex-
ample, foreign-based advertising is effectively barred in the broadcast media since

percent of the participants in the production must be Argentine.
Foreign banks resident in Argentina may not freely open branch offices and no

new banking licenses have been issued for many years which limits entry to acqui-
sition of existing banks. Furthermore, government bodies and state agencies must
direct their business to public banks, although this stipulation's importance is de-
clining, given the ongoing privatization program. Despite these limitations, U.S.
banks are well represented in the country and include some of the more dynamic
players in the financial markets.

The authorities eliminated the tax on outgoing air courier shipments in July 1993.
Investment Barriers: There are virtually no barriers to foreign investment. Firms

need not obtain permission to invest in Argentina. Foreign investors may wholly
own a local company, and investment in shares on the local stock exchange require
no government approval.

Argentina has ratified a Bilateral Investment Treaty with the United States. The
U.S. Senate ratified the Treaty in November, 1993. Final steps are now underway
to bring the treaty into force. Foreign investors enjoy national treatment in all sec-
tors except shipbuilding, fishing, uranium mining, nuclear power generation and
any businesses along Argentina's borders (except mining).

Government Procurement Practices: "Buy Argentina" practices have been vir-
tually abolished. A preference for Argentine sources will be shown only when all
other factors (price, quality, etc.) are equal.

Customs Procedures: Customs procedures are generally extensive and time con-
suming, thus raising the costs for importers, although installation of an automated
system has eased the burden somewhat.
6. Export Subsidies Policies

Argentina is a member of the GATT Subsidies Code and also has a bilateral
agreement with the United States to eliminate remaining subsidies for industrial
exports.
7. Protection of U.S. Intellectual Property

Argentina officially adheres to most treaties and international agreements on in-
tellectual property, including the Paris Convention for the Protection of Industrial
Propery (Lisbon Text and non-substantive portions of the Stockholm Text), the
Brussels and Paris Texts of the Bern Convention, the Universal Copyright Conven-
tion, the Geneva Phonogram Convention, the Treaty of Rome and the Treaty on the
International Registration of Audiovisual Works. In addition, Argentina is a mem-
ber of the World Intellectual Property Organization. However, Argentina was placed
on the Special 301 Watch List in 1992 because of the lack of patent protection for
pharmaceuticals.

Patents: Argentina's patent law, dating from 1864, is the weakest component of
the country's IPR regime. It specifically excludes pharmaceutical "compositions"
from patent protection (costing U.S. drug firms hundreds of millions of dollars in
sales lost to pirates). Furthermore, the law contains stringent working requirements
and allows a maximum patent term of only 15 years. The Menem Administration
submitted a draft of a new patent law to Congress in 1991. The new law would im-
prove patent protection and extend it to pharmaceuticals, but as of November 1993,
the bill was still not acted on.

Copyrights: Argentina's copyright law is generally adequate by international
standards, although it does not explicitly protect new technologies such as computer
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software or semi-conductors. Bills are currently pending in Congress that would pro-
ve protection for software and extend copyrfit protection for films from thirty to
fifty years.

Trademarks: Trademark laws and regulations in Argentina are generally good.
The key problem is a slow registration process.
8. Worker Rights

a. The Rightof Association.-Argentina's labor movement, organized under the
umbrella confederation CGT, represents around one-third of the workforce. Unions
have the right to strike, subject to compulsory conciliation and arbitration by the
Ministry of-Labor. Several unions, particularly those representing education work-
ers, struck in 1993 with no interference from the government. Argentine unions are
free to associate internationally, and officials play an active role in regional inter-
national labor organizations.

b. The Right to Organize and Bargain Collectiuely.-These rights are effectively
protected by federal law throughout the country. Complimentary provincial labor
laws often go beyond these rights, and anti-labor practices are prohibited. Labor and
management are all bound by collective bargaining agreements which, in the-
ory, set basic wage levees and working conditions on an industry-wide basis. In prac-
tice, particularly in the last five years, these agreements have tended to be lessglobalin their scope, with the current trend moving toward company, and in some
cases, region-specific agreements. The government's role in this process is limited
to ratifying these contracts and conferring legal status.

c. Prohibition of Forced or Compulsory Labor.-Forced or compulsory labor is ille-gal and is not known to be practiced in Argentna.
d. Minimum Age for Employment of Children.-Employment of children under 14,

except within the family, is illegal. Minors between ages 14 to 18 may work in cer-
tain types of jobs restricted with regard to hours and safety/health conditions, al-
though exceptions are allowed in cases of extreme necessity. The recent increase in
the level of unemployment has encouraged some families to seek work for their chil-
dren, resulting in the illegal employment of minors. A recent study put the number
of illegally employed minors (10-14 years) at 200 thousand, or six percent of the
child population. Federal and provincial labor authorities are not well-prepared to
cope with this because of budgetary and personnel limitations.

e. Acceptable Conditions of Work. -In July 1993 the government raised the
monthly minimum wage to approximately $200.

Areintine law provides comprehensive protection for worker rights and sets ac-
ceptable standards for health and accident protection. The maximum workday is
eight hours the maximum workweek is 48 hours. Premiums are paid for work be-
yond these limits, which is frequently the case now, as employers seek greater pro-
ductivity without having to employ new workers. The labor reform bill introduced
in Congress in 1993 would give management more flexibility to hire and fire, more
control over hours, and vacations, and would further reduce the government's role
in labor-management relations. Nationally legislated occupational and health stand-
ards are comparable to those of industrialized countries, but the federal government
and many provincial governments lack the resources to enforce these standards, de-
spite union vigilance against violations.

f. Rights in Sectors With U.S. Investment.-Argentine law does not distinguish be-
tween worker rights in nationally owned enterprises and those in sectors with U.S.
investment. The rights enjoyed by Argentine employees of US.-owned firms in Ar-
gentina equal or surpass Argentine legal requirements.

Extent of U.S. Investment in Selected Industries.-U.S. Direct
Investment Position Abroad on an Historical Cost Basis-1992

[Millions of U.S. dollars)

Category Amount

Petroleum ............................................................................... 499
Total M anufacturing .............................................................. 1,633

Food & Kindred Products .......................... 465
Chemicals and Allied Products ......................................... 371
Metals, Primary & Fabricated .......................................... (1)
Machinery, except Electrical ............................................. (1)
Electric & Electronic Equipment ...................................... 46
Transportation Equipment ................................................ 22
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Extent of U.S. Investment in Selected Industries.-U.S. Direct
Investment Position Abroad on an Historical Cost Basis--1992-Continued

(Millions of U.S. dollars]

Category Amount

Other Manufacturing ......................................................... 254
W holesale Trade ..................................................................... 159
Banking•.......................e........................................430
Finance and Insurance .......................................................... 538
Services ................................................................................... 60
Other Industries .......................................................... ........... 35
TOTAL ALL INDUSTRIES ................................................... 3,353

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

THE BAHAMAS

Key Economic Indicators
(Millions of U.S. dollars]

1991 1992 1993

Inclw.,ie, Production, and Employment:
Real GDP ....................................................... 2,598 N/A N/A
GDP growth Rate .......................................... 3.0 N/A N/A
GDP by sector (% of total):

Tourism ...................................................... 60 60 60
Finance ....................................................... 10 10 10
Manufacturing ........................................... 3 3 3
Agriculture/Fisheries ................................ 5 5 5

GDP Per Capita ............................................ 11,633 N/A N/A
Labor Force ................................................... 130,100 134,700 N/A
Unemployment Rate (%).............................. 16.0 14.8 N/A

Money and Prices:
Money Supply (M 1) ....................................... 361.2 377.7 392.3
Commercial Interest Rate (%)..................... 9.0 8.0 7.25
Personal Savings Rate .................................. 4.23--.64 3.29-5.92 2.88-6.13
Investment Raie ............................................ N/A N/A N/A
Retail Price Index (1987=100) ..................... 124.6 131.6 136.6
Retail Price Index (%) change ...................... 7.2 3.5 3.3
Wholesale Price Index......................N/A N/A N/A
Exchange Rate (US$:B$) .............................. 1:1 1:1 1:1

Balance of Payments and Trade:
Total Exports (FOB) ..................................... 319.8 310.2 141.0

Non-oil (est.) .............................................. IV/A N/A N/A
Exports to U.S.........................488.2 607.2 227.0

Total Imports (CIF)......................1,129.9 1,151.3 628.2
Non-oil (est.) .............................................. 972.7 1,014.7 567.4
Imports from U.S ...................................... 721.0 712.5 471.2

Aid from U.S ................................................. 0 0 0
Aid from Other Countries ............................ 0 0 0
External Public Debt .................................... 129.2 131.3 128.6
Debt Repayment ........................................... 72.2 77.5 30.3
Gold Reserves ................................................ N/A N/A N/A
Foreign Exchange Reserves ......................... 173.9 146.0 252.8
Balance of Payments:

Current account ......................................... - 183.6 -110.8 -57.0
Merchandise Exports (FOB).............e . 319.8 310.2 141.0
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Key Economic Indicators-Continued
(Mifliois o U.S. dollars]

1991 199 19931

Merchandise Imports (CI)...................... 1,129.9 1,151.3 628.2
Services (net) ............................................. 606.2 716.5 422.0

N/A - Not available.
'(Mid-year).

1. General Policy Framework
The Bahamas is a politically stable, middle-income developing country. The econ-

omy is based primarily on tourism and financial services, which account for approxi-
mately 60 percent and ten percent of gross domestic product (GDP), respectively.
The agricultural and industrial sectors, while small, have recently been the focus
of government efforts to expand these sectors to produce economic growth and diver-
sify the economy.

The United States remains The Bahamas' major trading partner. U.S. firms ex-
ported over $712 million worth of goods and services to The Bahamas in 1991. The
Bahamian Government actively encourages foreign investment, with free trade
zones on Grand Bahama and New Providence. Capital and profits are freely repatri-
ated, and investors are offered relief from personal and corporate income taxes. Des-
ignation under the Caribbean Basin Initiative (CBI) trade program allows qualified
Bahamian goods to enter the United States duty-free.

The Bahamas continues to run a fiscal deficit due to investment in capital projects
by the government and public corporations. The recurrent deficit for 1992 was $67
million while the overall budget deficit in 1992 was $149 million. Deficits are fi-
nanced through bond issues treasury bills, short-term advances from the banking
system, and Central Bank financing. In October 1991, the Government increased
several import duties and raised the gasoline tax, taxes on remittances of foreign
currency, and the departure tax on cruise ship visitors. Total 1992 national debt
was $1.29 billion, up from $1.17 billion in 1991.

Domestic financing through commercial bank loans and the issuance of govern-
ment securities continued to increase in 1993. The Government introduced new tax
measures, including an increase in the gasoline tax of 21 cents per gallon and in
the stamp tax by two percent, to generate $60 million in additional revenue. In ad-
dition, the FY 1993-94 budget provided for capital revenue of $10 million from the
anticipated sale of government assets.

The Bahamas' primary monetary consideration is foreign exchange reserves, need-
ed to purchase essential imports and finance the repatriation of corporate profits.
In January 1993, the Central Bank eased the previous 35 percent down-payment
required for consumer loans in an effort to stimulate the economy. Individual banks
are now free to establish their own conditions for extending consumer credit but re-
quirements for granting such loans remain fairly stringent. The prime lending rate
and deposit rate have each been reduced by 0.25 percent, to 7.75 percent and 6.75
percent, respectively. In addition, the Central Bank relaxed foreign exchange con-
trols, thereby making foreign currency transactions easier and less time consuming.
2. Exchange Rate Policy

The Bahamian dollar is pegged to the U.S. dollar at an exchange rate of 1:1, and
the Bahamian Government recently repeated its longstanding commitment to main-
tain parity.
3. Structural Policies

Price controls exist on 13 bread basket items, gasoline, utility rates, public trans-
portation, automobiles, and auto parts. The rate of inflation was estimated at 5.7
percent in 1992, down from 7.2 percent in 1991.

Recognized internationally as a tax haven, The Bahamas does not impose income,
inheritance or sales taxes. In December 1992, the Bahamian Government raised the
value of goods which may be imported duty-free by each resident following private
trips abroad from $100 to $300 per trip. The Government later modified this provi-
sion to apply only to people above 12 years of age. Although customs duties generate
nearly 70 percent of government income, some customs levies were reduced or
dropped altogether to ease the financial burden on Bahamian consumers. The FY
1993-94 budget eliminated customs duties on cooking oil, cocoa powder, and per-
sonal hygiene items for women. The Government also increased taxes on cigarettes,
spirits, and locally-produced beer. While some of these high customs duties exist to
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protect local industries, the primary purpose of most of them is to generate revenue.
he principal imports subject to protectionist tariffs include paper products, paints,

juices, and bottled water. Customs duties range from one to 200 percent and are
applied to nearly all imported goods. Certain items purchased primarily by tourists,
such as liquor, photographic equipment, watches, and jewelry, are permitted to be
sold in designated "duty-free zones' heavily trafficked by foreign visitors. Other rev-
enue sources include fees on business licenses and work permits, property taxes
and airport and harbor departure taxes. The property tax on undeveloped land
owned by non-Bahamians was recently increased from 1.5 percent to three percent
of the assessed value of the property, with a further increase to seven percent of
assessed value per year scheduled to take effect in 1995. A gambling tax is also lev-
ied. To increase revenues, the airport departure tax was raised from $7 to $13 per
person in 1991 and from $13 to $15 per person in 1993. The government raised the
harbor departure tax from $7 to $20 per person in 1991. Following protests from
cruise ship operators, the harbor departure tax was later lowered to $15, effective
April 1, 1992.

Although The Bahamas encourages foreign investment, the Government reserves
certain businesses exclusively for Bahamians, including restaurants, most construc-
tion projects, most retail outlets, and small hotels. Other categories of businesses
are designated for possible joint ventures involving Bahamians and foreigners.

A new "One-Stop Shop" for investment established in 1992, the Bahamas Invest-
ment Authority (BIA), consolidated the Investment Promotion Division of The Baha-
mas Agricultural and Industrial Corporation (BAIC) and the Financial Services Sec-
retariat (FSS). The Authority planned to facilitate and coordinate local and inter-
national investment and to provide overall guidance to the Government on all as-
pects of investment policy. By late 1993, the BIA had not yet issued long-promised
guidelines on foreign investment.

Other trade and investment incentives include the International Business Compa-
nies Act, the Industries Encouragement Act, the Hotels Encouragement Act, the Ag-
ricultural Manufactories Act, the Spirit and Beer Manufacture Act, and the Tariff
Act. The International Business Companies Act simplifies procedures and reduces
costs for incorporating companies. The Industries Encouragement Act provides duty
exemption on machinery, equipment, and raw materials used for manufacturing
purposes. The Hotels Encouragement Act grants refunds of duty on materials,
equipment, and furniture required in construction or furnishing of hotels.

The Agricultural Manufactories Act provides exemption for farmers from dutieson agricultural imports and machinery necessary for food production. The Spirit and
Beer Manufacture Act grants duty exemptions for producers of beer or distilled spir-
its on imported raw materials, machinery, tools, equipment, and supplies used-in
productions. The Tariff Act grants one-time relief from duties on imports of selected
products deemed to be of national interest.

The Hawksbill Creek Agreement of 1954 granted certain tax and duty exemp-
tions, on business license fees, real property taxes, and duties on building materials
and supplies in the town of Freeport on Grand Bahama Island. These exemptions,
which expired in 1990, were initially extended to August 1993. In July 1993, the
Government enacted legislation extending most Hawksbill Creek tax and duty ex-
emptions through 2054, while withdrawing exemptions on real property tax for for-
eign individuals and corporations. The Prime Minister declared, however, that prop-
erty tax exemptions might still be granted to particular investors on a case-by-case
basis.

The Bahamas is a beneficiary of the United States' Caribbean Basin Initiative
(CBI) trade program, permitting the country to export most goods duty-free to the
United States.
4. Debt Management Policies

The Bahamas' national debt reached $1.29 billion in 1992, with debt service of
$77.5 million accounting for 14.5 percent of total government revenues.
5. Significant Barriers to U.S. Exports

The Bahamas is a $700 million market for U.S. companies. There are no barrier'
to the import of U.S. goods, although a substantial duty applies to most imports.
Deviations from the average duty rate often reflect policies aimed at import substi-
tution. Tariffs on items which are also produced locally are at a rate designed to
provide protection to local industries. The Ministry of Agriculture occasionally issues
temporary bans on the import of certain agricultural products when it determines
that a sufficient supply of locally grown items exists. The government's quality
standards for imported goods are similar to those of the UnitedStates.
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6. Export Subsidies Policies
The Bahamian Government does-not provide direct subsidies to industry. The Ex-

port Manufacturing Industries Encouragement Act provides exemptions to approved
export manufacturers from duty for raw materials, machinery, and equipment. Ad-
ditionally, the approved product is not subject to any export tax.
7. Protection of U.S. Intellectual Property

"The Bahamas is a member of the World Intellectual Property Organization
(WIPO), and is a party to the Paris Convention for the Protection of IndustrialProp-
erty and the Bern Convention for the Protection of Literary and Artistic Works
(older versions for some articles of the latter are used). It is also a member of the
Universal Copyright Convention.
8. Worker Rights

a. The Right of Association.-The Constitution specifically grants labor unions the
rights of free assembly and association. Unions operate without restriction or Gov-
ernment control, and are guaranteed the right to strike and to maintain affiliations
with international trade union organizations.

b. The Right to Organize and Bargain Collectively.-Workers are free to organize
and collective bargaining is extensive for the 30,000 workers (25 percent of the work
force) who are unionized. Collective bargaining is protected by law and the Ministry
of Labor is responsible for mediating disputes. The Industrial Relations Act requires
employers to recognize trade unions.

c. Prohibition of Forced or Compulsory Labor.-Forced or compulsory labor is pro-
hibited by the Constitution and does not exist in practice.

d. Minimum Age for Employment of Children.--While there are no laws prohibit-
ing the employment of children below a certain age, compulsory education for chil-
dren up to the age of 14 years and high unemployment rates among adult workers
effectively discourage child employment. Nevertheless, some children sell news-
papers along major thoroughfares and work at grocery stores and gasoline stations.
Children are not employed to do industrial work in The Bahamas.

e. Acceptable Conditions of Work.-The Fair Labor Standards Act limits the regu-
lar workweek to 48 hours and provides for at least one 24-hour rest period. The Act
requires overtime payment (time and a half) for hours in excess of the standard.
The Act permits the formation of a Wages Council to determine a minimum wage;
to date no such Council has been established.

The Ministry of Labor is responsible for enforcing labor laws and has a team of
several inspectors who make on-site visits to enforce occupational health and safety
standards and investigate employee concerns and complaints. The Ministry nor-
mally announces these inspctions ahead of time. Employers generally cooperate
with the inspections in implementing safety standards. A 1988 law provides for ma-
ternity leave and the right to reemployment after childbirth. Worker rights legisla-
tion applies equally to all sectors of the economy.

f. Rights in Sectors With U.S. Investment.-Labor laws and regulations are en-
forced uniformly throughout the country, including within the export processing
zones. They 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-1992

[Millions of U.S. dollars]

Category Amount

Petroleum ............................................................................... 407
Total Manufacturing .......................................................... .(1)

Food & Kindred Products .................................................. 0
Chemicals and Allied Products ......................................... (1)
Metals, Primary & Fabricated ........................................ 0
Machinery, except Electrical ............................................ . 0
Electric & Electronic Equipment .................................... 0
Transportation Equipment ................................................ 0
Other M anufacturing ......................................................... (2)

W holesale Trade ..................................................................... 128
B anking ................................................................................... 2,723
Finance and Insurance .......................................................... 1,260
Services ................................................................................... 6
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Extent of US. Investment in Selected Industrie..-U.S. Direct
Investment Position Abroad on an Historical Cost Basis-1992-Continued

[Miflions o U.S dollars]

Categey Amount

Other Industries .................................................................. (1)

TOTAL ALL INDUSTRIES ................................................... 4,566
SSup.p•eued to avoid diaodng dta of indivdual ompani.m

'I~au than 8s00N00.

Some: U.S. Department of Cnumeree, Bureau of EZonomie Anglysis.

BARBADOS

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

1990 1991 199'2

Income, Production, and Employment:
Real GDP (1974 prices) ...................................... 439.6 421.9 400.1
Real GDP Growth (pct. change) ........................ -3.3 -4.0 -5.3
GDP (at current prices) ...................................... 1,720.1 1,696.3 1,583.0
By Sector.

Agriculture ....................................................... 79.8 80.5 81.9
Electricity, Gas, and Water ............................ 45.9 49.9 50.3
Mining and Manufacturing ............................ 128.6 124.7 110.1
Construction .................................................... 97.0 81.0 50.7
Financial & Business Services ....................... 216.5 217.8 226.6
Other Services ................................................. 640.7 627.5 586.3
Government Services ...................................... 274.4 265.1 240.2

Per Capita GDP (current US$) .......................... 5,750 5,600 5,200
Labor Force (000's, year-end) ............................. 124.8 119.8 129.3
Unemployment Rate (pct, year-end) ................. 14.7 20.0 23.0

Money & Prices (annual percentage change):
Money Supply (M2) ............................................. 16.2 -4.3 8.2
Consumer Price Index ........................................ 3.0 6.3 6.1
Exchange Rate (Bdos. dollar/US$) .................... 2.0 2.0 2.0

Trade and Balance of Payments (in millions of
U.S. dollars):

Total Merchandise Exports ................................ 210.5 205.8 191.9
of which, to the U.S ........................................ 27.9 27.8 N/A

Total merchandise imports (CIF) ...................... 705.0 697.0 523.9
of which, from the US .................................... 237.4 252.7 N/A

Balance on Current Account .............................. -34.5 -59.8 275.7
Aid from US............................... 0.5 0.7 1.1
Aid from Other Countries../................. . A N/A N/A
Total External Public Debt ................................ 458.4 436.3 438.9
Debt Service Payments ...................................... 143.7 192.2 180.7

NIA-Not available.

1. General Policy Framework
Barbados is a British-style parliamentary democracy. There are three major politi-

cal parties in Barbados: the Democratic Labour Party (the government), the Bar-
bad6s Labour Party (the opposition), and the National Democratic Party (not rep-
resented in parliament). Parliamentary elections will be held by 1995.

The economy of Barbados is generally market-oriented, although a fairly large
public sector exists. Tourism, financial and business services, and agriculture ar
he main foreign exchange earners, but transportation and communications services

are increasingly important sectors. Although mining and quarrying are only a small
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part of national output, Barbados produces enough petroleum and natural gas to
satisfy almost half of its domestic needs.

Barbados' trade policy seeks to stimulate exports, protect domestic light industry,
maintain the government's revenue base through customs and tariffs, and to limit
foreign exchange outflows by the use of exchange controls. As of the end of 1991
(the most recent period for which information is available), the United States was
the leading source cf imports into Barbados, followed by the Caribbean Common
Market (Caricom), the Uniited Kingdom, and Canada. Barbados is in the process of
removing certain import-substitution protections for local manufacturers to encour-
age exports.

The Barbadian government generally views foreign investment favorably, espe-
cially in areas in which there is no domestic competition. Special licenses andsa wide
variety of incentives are available for direct foreign investment, especially in tour-
ism, data entry/keyboarding, and the offshore business and financial services sec-
tore. High local factor costs (wages, utilities, taxes) may challenge the viability of
many local firms, but the well-educated Barbadian work force is a competitive asset.
The government plans to privatize many of its holdings, which may open more op-
portunities to foreign investors.

Central government deficits have declined sharply in recent years, to about 2.5
percent of GDP in 1992. Deficits are due mainly to spending on education, health
and welfare, and other general public service. Wages and salaries and other person-
nel-related costs comprise the largest budget elements. Deficits are financed pri-
marily by governmental sources including the Central Bank and the National Insur-
ance Service.

In late 1993, the government attempted to affect the amount of money in circula-
tion by allowing banks to increase the rate paid on savings deposits from four to
five percent per year. Other monetary tools used in late 1993 included a require-
ment that purchases of consumer durables could not receive 100-percent financing
and would require down payments of up to 20 percent. The government has also
recently sold government notes to the public at an attractive interest rate (compared
to savings accounts) to reduce money in circulation and finance the deficit.
2. Exchange Rate Policies

Since 1975, the Barbadian dollar (Bdol.) has been pegged to the U.S. dollar at a
fixed rate of Bdols. $2.00 to U.S. $1.00. Despite intermittent problems in maintain-
ing adequate levels of international reserves, the Barbadian government has been
committed to avoiding a devaluation of the currency. Any impact of this policy on
U.S. exports is probably positive, because Barbadians can buy more U.S. products
than they would if the currency were devalued.

The Ministry of Finance sets foreign exchange control policy, which is then exe-
cuted by the Central Bank of Barbados (CBB) through its exchange control division.
Barbadian citizens travelling abroad may purchase only the equivalent of U.S.
$250.00 in hard currency, and businesses (other than those in the generally-exempt
offshore business sector) must apply to the Central Bank for permission to purchase
larger amounts for business-relatedpurposes. There is, however, no parallel market
for-U.S. dollars as they are widely accepted as payment, and the inflow of tourist
dollars provides an adequate supply.
3. Structural Policies

All foreign investors are treated equally; there is no discrimination against U.S.
investment. Government policy favors productive investment (domestic or foreign),
with an emphasis on tourism and manufacturing because of these sectors' employ-
ment and foreign-exchange-generating potential. Export-oriented manufacturing
fi-ms may receive tax holidays and exemption from exchange controls, and tourism
investors can take advantage of tax concessions for construction or major refurbish-
ment of hotels.

Because Barbados imports much of what it consumes, there is significant poten-
tial for U.S. exports anddirect investment of all types. However, due to the climate
of austerity, near-term prospects are limited. On imports, the government maintains
a "negative" list of goods for which import licenses are necessary. Some goods cannot
be imported for health or safety reasons, while others cannot because local or
Caricom production exists.

Quantitative restrictions may also be instituted at any time if a local manufac-
turer starts production of an imported item. However, pricing decisions are mostly
consumer-driven, even though price controls or subsidies apply to some food staple
items and pharmaceuticals, and energy. A reportedly sharp decline in foreign ex-
change reserves in mid-to-late 1993 led thegovernment to tighten credit restrictions
on the purchases of consumer durables in December 1993. Most consumer durables
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in Barbados are imported and excessive demand for those goods has been blamed
for part of the drop in reserve levels. Given the prominence of US.-manufactured
appliances in the Barbadlan market, this development is likely to affect US. exports
to the country.

The mid-1992 reform of the direct tax system broadened the tax base while lower.
ing maximum rates. A promised reform of the indirect tax system in 1994 may fea.
ture a value-added tax to replace the number of indirect taxes now in effect. Bar-
bados' Tax Information Exchange Agreement (TIEA) with the United States makes
below-market-rate financing available for certain investments available with so.
called section 936 (Internal Revenue Code) funds. The TIEA, together with provi-
sions of the Caribbean Basin Initiative (CBI) legislation, allows business meeting ex-
penses to be deducted against US. income taxes. Negotiations with Barbados on a
Bilateral Investment Treaty are ongoing. Barbados has concluded seven double tax-
ation treaties including Switzerland (1963) the United Kingdom (1970), Canada
(1980), the U.S. (1984 and 1991 Protocol), Finland (1989), Norway (1990), and Swe.
den (1991). Other tax treaties are under discussion with Latin American, European,
East Asian and African countries.
4. Debt Management Policies

Barbados did not have a formal International Monetary Fund (IMF) program in
place as of mid-November 1993, but it was independently taking measures that
eventually could lead to the reinstatement of an IMF Standby Program or the estab-
lishment of an "enhanced surveillance' agreement. Credit controls on sales of
consumer durables were aimed at stanching a reportedly sharp drop in foreign ex-
change reserve levels, and a curb was instituted on the annual salary increases tra-
ditionally granted to civil service employees. These measures to stabilize the econ-
omy were much in keeping with measures the IMF might r ire.

In the spring of 1993, Barbados allowed an IMF Standby Program to expire when
it did not meet the IMF's qualitative targets for economic performance. In the au-
tumn of 1991, Barbados received IMF funds to handle a shortfall in international
reserves. In connection with this funding, Barbados was required to institute eco-
nomic austerity measures to reduce government spending including halting major
capital and public works construction projects, limiting official borrowing, and re-
ducing the level of public sector employment. Much of the deficit was due to spend-
ing on wages and salaries for the civil service, and government again took unpopu-
lar actions in late 1993 to try to control those costs. The central government deficit
was about 2.5 percent of GDP in 1992, well down from the 8.2 percent level in 1990.
However, during the first quarter of 1993 expenditures increased 14 percent, while
revenues rose only 7.2 percent (comrnare to the same period in 1992), a situation
that may portend an increase in the deficit as a proportion of GDP in 1993.

As in previous periods, the government financed the first-quarter 1993 deficit by
borrowing primarily from domestic governmental sources-from the Central Bank
and from the National Insurance Board. Barbados' total external debt at the end

-of 1992 was equivalent to U.S. $529.4 million, most of which is denominated in U.S.
dollars. Maintaining the Barbados dollar's value vis-a-vis the U.S. dollar means that
the Barbadian government can accurately predict its outflows for repayment. Any
devaluation would mean that the government would have to spend more local cur-
rency to repay that debt. Repayments of external debt peaked in 1991 and are ex-
pected to decline through 1995.
5. Significant Barriers to U.S. Exports

The recent introduction of the Caricom common external tariff will disadvantage
non-Caricom exports, including those from the United States, as Caricom goods im-
ported to Barbados will receive preferential tariff treatment. In addition, the Barba-
dian government maintains a "negative list" of goods for which import licenses are
necessary. Some goods cannot be imported for health or safety reasons, and others
are prohibited because domestic (or Caricom) production exists. Quantitative restric-
tions may also be instituted at any time if a local manufacturer starts production
of an imported item.

Barbados permits full ownership by foreigners of investments and property. There
are no maximum equity position restrictions on foreign ownership of a local enter-
prise or participation in a joint venture. Non-residents need permission from the
Central Bank of Barbados to purchase real property, and permission is usually
granted. A property transfer tax is levied on real property transactions conducted
by foreigners.

The Barbadian government must approve a license in order for foreigners to in-
vest in utilities, broadcasting, banking and insurance enterprises. To date, however,
the Barbadian government has denied requests by investors, domestic or foreign, to
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open a television station to compete with the government monopoly. In addition, the
government has licensed only one firm to provide basic (local) telephone service.
Banking and insurance services are open to foreign direct investment provided the
required level of capital, which may be substantial is invested, and prior govern-
ment approval is obtained. Stock exchange membership (for traders) is closed to for-
eigners, and only firms long-established in Barbados may be traded on the Barbados
stock exchange.

Travel services are generally open to foreign investment, although the Ministries
of Trade and Labour are responsible for determining if the additional competition
of another service provider would be detrimental to the financial health of currently-
established Barbadian businesses.

The government requires a Barbadian citizen to apply for many of the requisite
licenses that allow enterprises to operate, however which mayr mean that a foreign
firm would be obliged tohire it Barbadian citizen. Work permits for expatriates are
granted only if no qualified, locally-based Barbadian is available. Customs clearance
proceedings are sometimes burdensome. No special documents are required, but oc-
casionally capricious or dilatory judgments by licensing and customs officials can
slow the import of essential inputs.

Government procurement is not handled in-a transparent manner; both sole-
source and competitive contracts are tendered, and the government is not obliged
to accept the lowest bid for public works projects or for critical procurements. The
government is obliged to "buy Barbados" when it can, but we have received no com-
plaints by U.S. business of discrimination against U.S. goods in favor of Barbadian
goods. Neither offsets nor countertrade are used in making procurements.

Barbados is a member of the GATT Agreement on Standards (standards code),
and no standards problems have been reported.
6. Export Subsidies Policies

Barbados gives priority to investments which intend to manufacture for export.
Apparel, gloves, hand tools, bicycles and parts, costume jewelry, hardware, electrical
appliances/devices, electronic assembly, footwear, furniture, and auto parts are ex-
amples of goods that qualify for preference. The government provides special incen-
tives to export industries: a ten-year tax holiday followed by a seven-percent tax
rate thereafter; exemption from import duties; full repatriation of capital, profits
and dividends; pre-built factory space in ten. fully-serviced industrial parks with
subsidized rents; cash grants for worker training; and free advisory and support
services from the Barbados Investment and Development Corporation (BIDC). Inter-
national businesses also receive incentives to establish a variety of non-manufactur-
ing offshore operations including tax rates of only 2.5 percent on profits of data-
processing companies; full tax exemption for U.S. foreign sales corporations; and a
tax rate not exceeding 2.5 percent for international companies and offshore compa-
nies in banking and insurance. Bulk users of utilities (gas, water and electricity)
are eligible for resource discounts. Other types of export guarantee schemes provide
letters of credit and credit insurance for exporters.

7. Protection of U.S. Intellectual Property
The Barbados government has made efforts in recent years to improve the legal

regime to protect, acquire and dispose of all property rights, including intellectual
property. Barbados is a signatory of the Paris Convention of Intellectual Property
Rights (I PR) and the Madrid Accords, and a member of the World Industrial Prop-
erty Organization (WIPO). The law of Barbados does not promote domestic indus-
tries at the expense of foreign industrial and intellectual-property-rights-holders.
However, Barbados has only limited experience with IPR matters and very few in-
dustrial designs or patents have been registered here. There have been no recent
court challenges or settlements for patent, trademark or copyright infringements al-
though infringement is commonplace in certain sub-sectors of the economy: for ex-
ample, video cassette rentals/sales; tee-shirt production of unlicensed copyrighted
images; software piracy; and satellite signal piracy. Enforcement has not been an
active priority of the government.

Separate statutes govern and regulate IPR protection. The Industrial Designs Act
(chapter 309a; Statutory Instrument Supplement Number 34) provides for registra-
tion of industrial designs for exclusive use by the registrant for five years which
may be renewed for two additional consecutive five-year periods. The Patents Act
of 1981 (Act 1981-55, Statutory Instrument 1984 Number 84) allows for patents
protection for 14 years. The Trademarks Act of 1981 (Act 1981-56, statutory instru-
ment 1984 number 85) protects trademarks initially for ten years with renewal pos-
sible for ten-year periods. The Copyright Act (1981) protects copyrights during the
life of the author and for seven years thereafter. There is no specific statutory ref-
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erence to trade secrets or semiconductor chip layout designs. The WIPO sent a con-
sultant to Barbados in 1990 to review current IPR statutes and administrative and
enforcement procedures, and WJPO has recommended improvements that are under
review. Our embassy has no estimate of lost U.S. import opportunities related to
local IPR protection standards.
8. Worker Rights

a. The Right of Association.-Barbados has a mature and democratic trade union
establishment. Workers in Barbados have the right to form and belong to trade
unions, engage in collective bargaining and strikes, and they freely exercise these
rights. Strikes are prohibited only in e water and electric utilities and among the
security forces. All other private and public sector employees are permitted to strike.
There were fewer industrial actions in 1993 than in 1992 as the crisis in the econ-
omy and the maturity of local unions combined to reduce the prospects of wage or
benefit increases. There are two major unions in Barbados--the National Union of
Public Workers (NUPW) and the Barbados Worker.' Union (BWU)-and several
smaller ones, representing various labor sectors. The Coalition of Trade Unions and
Staff Associations, established in 1992, continues to function.

Barbadian trade unions are free to form federations and are affiliated with re-
frional and international labor organizations. The Caribbean Congress of Labor has
its headquarters in Bridgetown and conducts many of its programs in Barbados.
Barbados is an active member of the International Labor Oranization (ILO) and
sends a worker delegate to the ILO governing body. The head of the BWU, Leroy
Trotman, is the current president of the Caribbean Congress of Labor (CCL) and
the International Confederation of Free Trade Unions (ICFTU).

b. The Right to Organize and Bargain Collectively.-The right to organize and
bargain collectively is provided by law and rested in practice. In 1992, over 25
percent of the working population was organized but job losses in the economy have
resulted in a decline in union membership. Normally, wages and working conditions
are negotiated through the collective bargaining process. Employers have no legal
obligation to recognize unions under the Trade Union Act of 1964, but most do when
a majority of their employees signify a desire to be represented by a registered
union. While there is no specific law prohibiting anti-union discrimination, the
courts provide a method of redress for employees alleging unfair dismissal. The
courts commonly award monetary compensation but rarely order reemployment.
There are no manufacturing or special areas in which collective bargaining rights
are legally or administratively impaired. Barbados has no specially designate[ex-
port processing zones.

c. Prohibition of Forced or Compulsory Labor.-Forced or compulsory labor is pro-
hibited by the Barbadian constitution and does not exist.

d. Minimum Age for Employment of Children.-The legal minimum working age
of 16 is generally observed in Barbados and is reinforced by compulsory education
policies requiring school attendance until age 16. Occasionally, especially among mi-
grant worker families, children assist in agricultural production during peak season.
There is a small cadre of labor inspectors who conduct spot investigations of enter-
prises and check records to verify compliance with the law. These inspectors are au-
thorized to take legal action against an employer who is found to have underage
workers.

e. Acceptable Conditions of Work.-Wages in Barbados are among the highest in
the Caribbean. Barbados' per capita GDP exceeds US$ 5,000 per year. Minimum
wages are administratively established and enforced by law only for specified cat-
egories of workers. The minimum wage for shop assistants (entry-level commercial
workers) is marginally sufficient to meet minimum living standards; most employ-
ees earn more. The standard legal work week is 40 hours in five days, and the law
requires overtime payment for hours worked in excess of that. Workers are guaran-
teed a minimum of three weeks of annual leave. All workers are covered by unem-
ployment benefits legislation, and by National Insurance (social security). A com-
prehensive government-sponsored health program offers subsidized treatment and
medication. The Factories Act of 1983 sets occupational safety and health standards.
Recently there have been calls from trade unions for the government to increase
the number of factory inspectors to better enforce existing and proposed safety and
health legislation including follow-up to ensure that problems cited are corrected by
management.

f. Rights in Sectors With U.S. Investment.-The Barbados economy is small and
of limited diversity, but local experience and practice in industrial relations protects
worker rights across the economic spectrum. The U.S. is a major supplier of essen-
tial commodities and manufactured products. Investors from the U . are active in
petroleum, electricity generation, food and related products, electrical equipment,
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other manufacturing, finance and insurance, and wholesale trade. Workers' rights
do not differ among the various sectors in the economy. There is no locally-available
data source on the actual amount of US. direct investment in these sectors.

Extent of U.S. Investment in Selected Industries.-U.S. Direct
Investment Position Abroad on an Historical Cost Basis-1992

.-Millions of U.S. dollars]

Category Amount

Petroleum ........................................ .89
Total Manufacturing .......... ........ ............. ..... 7

Food & Kindred Products .......................... ... * 3
Chemicals and Allied Products ......................................... 0
Metals, Primary & Fabricated ........................................ 0
Machinery, except Electrical....................... .0
Electric & Electronic Equipment ...................................... 3
Transportation Equipment ............................................... 0
Other Manufacturing ......................................................... 1

W holesale Trade ..................................................................... 277
B anking ................................................................................... (1)
Finance and Insurance.........................................62
Services ................................................... .......................... (1)
Other Industries ................................................................... 0
TOTAL ALL INDUSTRIES........................... .507

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

BOLIVA

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

1991 1992 19931

Income, Production, and Employment: 
2

Population (millions)3 ........................................ 6.65 6.81 6.94
Real GDP (pct. chg.) in 1988 pesos ................... 4.1 3.44 4.0
Real Per Capita GDP4 ....................................... 912 9568 1,017

Percent change4 ..................... .. . . .. . . .. . . .. . . . . .. . .. . .  7.3 5.56 6.5
Nominal GDP4 .................................................... 6,067.3 6,527.0 7,059
GDP by Sector (pct.):

Agriculture ....................................................... 17.6 16.7 N/A
Manufacturing ................................................. 16.3 16.5 N/A
Trade & Services ............................................. 24.6 25.3 N/A
Public Administration ..................................... 9.0 9.2 N/A
M ining ........ , ..................................................... 6.2 5.8 N/A
Transportation/Communications .................... 10.6 11.2 N/A
Oil Industry ..................................................... 2.7 2.6 N/A
Others .............................................................. 14.9 12.7 N/A

Unemployment Rate Percent 4 5......................... 7.0 5.4 7.4
Money and Prices: 2

Money supply (M1) (millions of bolivianos)s .... 1,446.8 1,960.2 1,958.5
Fiscal Deficit Percent GDP7 .............................. 4.3 4.6 6.0
Inflation pct. (12 months) .................................. 14.5 10.5 10.0
Commercial Bank Depositss .............................. 1,121.1 1,118.4 2,002.0
Interest Rates on U.S. dollars:

Loans Avg. percents6 ................ . . .. . . .. . . .. . . . . . .. . . ..  19.1 17.6 17.4
Deposits Avg. pct.e .......................................... 12.1 11.7 11.4
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Key Economic Indicator*--Continued
(MIons of U.S. cklah unim otiurwiog note

1991 19U 1995'
-- -- m s

CD Time Deposits Avg. pet.dS.......................... 8.4 7.5 7.4
Exchange Rate (Bu/$):2

Year.end4........ ... ............. 3.73 4.10 4.45
Average 4 .......................................................... 3.59 3.85 4.28

Trade and Balance of Payment#:'2
Total Exports (FOB)'9.................................848.6 710.3 312.5

Exports to the U.S.1o :o1................................. 208.7 72.4 86.7
Exports-Natural Gas'9 ...................................... 232.6 122.8 43.1
Exports-Tin (CIF)'........................................... 99.7 107.4 46.4
Other Mineral Exports (CIF) ...0........................ 256.4 272.5 132.6
Tot. Imports (CIF frontier)' .............................. 992.3 1,130.5 561.0

Imports from the U.S.10 11............................. 189.7 95.5 99.4
Current Account Balancel12 ............................... -313.4 -587.0 -542.0
Capital Account Balance2 ..............a...... 128.7 371.0 210.0
Central Bank Gross Reserves (year-end)'9........ 393.0 416.90 383.7
Central Bank Net Reserves (year-end) 9........... 200.3 40.0 239.7
Public Foreign Debt is ........................................ 3,582.3 3,784.50 3,743.6

Loan Disbursements' ..................................... 279.4 384.5 141.3
Capital Payments6 .......................................... 107.0 106.9 57.2
Interest payments6 ......................................... 113.2 99.5 49.2

N/A-Not available.
'Estimated data (Central Bank of Bolivia and UDAPE) and/or targets set by the Government of Bolivia

and the IMP.
XCentral Bank of Bolivia.
3National Institute of Statistics (based on 1992 census).4Embassy estimat.
oBased on surveys of urban areas Data does not include under-employment.
6 1993 Figure as of October 31, 1993.
'IMY data. N.B. The IMF estimate of GDP is much lower than that reported by the Central Bank.
SSuperintendency of Banks.
*Central Bank of Bolivia; 1993 figure as of June 1993.
boU.S. Department of Commerce.
xIU.S. Department of Commerce as of June 1993.
"2Central Bank of Bolivia estimate as of September 30, 1993.
"FsPoreign Debt of the Central Bank of Bolivia.

1. General Policy Framework
In 1985, the Government of Bolivia initiated a series of economic refornis to arrest

hyperinflation and open the economy. The currency was allowed to float, commercial
banks were allowed to set their own interest rates, import and investment permit
requirements were eliminated, economic activities which had been reserved for gov-
ernment corporations were opened for private investment, and the.government en-
tered into an IMP standby program. The Paz Zamora Administration, which took
office in 1989, institutionalized and advanced these market-oriented economic re-
forms. The Sanchez de Lozada Administration, which took office in August 1993,
plans to push these market-oriented reforms further with the privatization of therae, state-owned corporations.

The results of the economic reforms have been a dramatic drop in inflation (to
less than 20 percent each year since 1986), steady economic growth (between 2.5
and 4.1 percent annually starting in 1987) and growing amounts of private invest-
ment. The economy is expected to grow by about four percent in 1993 with inflation
of around 10 percent. Commercial bank deposits have more than tripled since 1989
to over $1.9 billion, indicating a return of flight capital. Exports and imports have
grown sharply with private lirms now accounting or over half of export earnings,
as opposed to five percent in 1985. Trade surpluses and large inflows of foreign aid
have resulted ingrowing foreign exchange reserves. Net reserves in the Central
Bank had reached-$272 million by October 1993, about three months worth of im-
ports. The positive growth since 1986 has more than offset the decline of the econ-
omy during the first half of the decade. By 1990, the GDP and export figures were
back to about where they had been in 1980. During the decade the population grew
by 13 percent to an estimated 6.1 million so GDP per capita fell during the decade
to about $900 in 1990.
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In compliance with the IMF programs, the government has reduced the budget
defcit of the non-financial public sector (which includes central, regional and munic-
ipal governments along with the parastatal corporations) to 4.6 percent of GDP in
1992 (as estimated by the IMP). Central government tax revenues came to about
11.1 percent of GDP in 1992. Tax revenues have risen sharply due to better admin-
istration and increasing tax rates. The government also receives transfers from pub-
lic enterprises and from foreign grants (1.5 percent of GDP). Budget deficits have
been covered by foreign loans and the sale of certificates of deposit by the Central
Bank. With the budget deficit shrinking, the number of certificates of deposit in cir-
culation has decreased to only $90 million worth by (ctoter 1993 and the interest
rate offered on the certificates has declined from 16.2 percent in 1989 to 7.4 percent
by October 1993.

The money supply, both MI and M2, has grown slowly since 1985 with M1 aver-
aging around five percent of GDP. However, the published figure for money in cir-
culation (1.96 billion bolivianos) is misleading since there are also millions of US.
dollars in circulation and dollars are a legal means of exchange. Banks are allowed
to keep dollar accounts and make dollarloans. Over 87 percent of the $1.9 billion
worth of deposits in Bolivia's 16 commercial banks are presently held in dollars.

The new investment law allows contracts to be written in dollars. Interest rates
have fallen over the last two years as growing confidence in Bolivia's financial sta-
bility led to excessive liquidity in the banks and as government borrowing has de-
creased. By October 1993 the average rate of dollar deposits had fallen to 11.2 per-
cent and the average rate on dollar loans was down to 18.2 percent from 16 and
24.3 percent respectively in 1989.
2. Exchange Rate Policy

The official exchange rate is set daily by the government's exchange house, the
BOLSIN, which is under the supervision of the Central Bank. The BOLSIN holds
daily auctions of dollars. The Directors of the BOLSIN meet every day to decide the
minimum rate and the number of dollars to offer for sale. The average amount of
dollars offered each day is $5 million. Sealed bids are then collected and opened
with dollars going to those bidding at or above the minimum rate. With this mecha-
nism the CentreaBank has slowly devalued the boliviano in line with domestic in-
flation and inflation in Bolivia's major trading partners. The rates set by the
BOLSIN cannot ignore market forces because currency exchanges in banks, hotels,
exchange houses and on the street corners are legal and active. The parallel market
exchange rates are always within one percent of the official rates.
3. Structural Policies

In 1990, the government reduced tariffs from 16 to ten percent for all imports ex-
cept for capital goods for which the tariff is five percent. In addition, the govern-
ment charges a 13-percent value-added tax and a two-percent transaction tax on all
goods, whether imported or produced domestically, when they are sold. There are
excise taxes on some consumer products including cars. Import permits were re-
quired for sugar, cement and wheat, but that requirement was eliminated in Sep-
tember 1990 after the promulgation of an investment law. The central government
sets the prices of fuels while the municipal governments try to control the price of
a bread roll commonly consumed by the poorer members of society.

In late 1990 and early 1991, the Bolivian Congress approved three laws that the
executive branch had pushed hard in order to promote private investment. The in-
vestment law establishes many guarantees, such as remission of profits, freedom to
set prices, convertibility of currency, etc., that had been previously authorized by
Presidential decree. That law essentially guarantees national treatment for foreign
investors and authorizes international arbitration except for disputes in the oil in-
dustry. The hydrocarbons law authorized YPFB, the government-owned oil com-
pany, to enter into jbint ventures with private firms and to contract companies to
take over YPFB fields and operations, including refining and transportation. The
mining law created a tax on profits, which is creditable in the United States, and
opened up the border areas to foreign investors as long as their Bolivian partners
hold the mining concession.

In 1992 the Bolivian Congress approved a privatization law that allows the gov-
ernment to sell state owned companies and assets. In 1993 the Congress passed a
new banking law that establishes clear rules for the commercial banks and author-
izes them to maintain foreign currency accounts. (That authorization had been in
effect since 1985 from a presidential decree but a law passed by Congress is much
more permanent.) All government purchases over 100,000 Bolivianos (about
$23,000) are, by law, handled by one of three private purchasing agents. The pur-
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chasing agents sell the bid specifications, evaluate the bids and rank order the of-
fers for the government office or corporation making the purchase.
4. Debt Management Policies

The Bolivian government owes over $3.7 billion to forei creditors. About half
of that is owed to international financial institutions, mainly the World Bank and
the Inter-American Development Bank, and the other half is owed to foreign overn-
ments. The bilateral debt payments have been rescheduled four times now by the
Paris Club the last time for an 18-nm~nth period. Furthermore, several foreign gov-
ernments have forgiven substantial amounts of the bilateral debt. In Septem-ber
1990, the US. Government forgave $372 million owed by the Bolivian government
including all of the old A.I.D.]lans and $31 million of the old PL-480 loans. (All
U.S. assistance to Bolivia has been on a grant basis since the late 1980's.)

The Bolivian government has reduced the debt it owes to commercial banks from
over $700 million in 1985 to $9.6 million by mid-1993. The government bought back
many of the debt claims at 11 cents on the dollar and has exchanged other debt
claims for investment bonds which will mature with the full face value of the debt
claim in 25 years. Most of the investment bonds have already been redeemed for
private investment projects in Bolivia. The government has now contracted to ex-
change the remaining commercial debt at 16 cents on the dollar.
5. Significant Barriers to U.S. Exports

There are no significant barriers to U.S. exports to Bolivia and the minor barriers
to U.S. direct investment apply to all foreign investors, not just U.S. investors. The
requirement to obtain import licenses, previously required for sugar, wheat and ce-
ment was eliminated in September 1990 with the passage of the Investment Law.
Article 8 of that law states, "Freedom to import and export goods and services is
guaranteed, with the exception of those products that affect public health and/or the
security of the state.' The Export Law of April 1993 also prohibited the import of
products which affect the preservation of flora and fauna, particularly nuclear
waste. Again, none of these restrictions discriminate against U.S.exporters.

In October, 1992, the Bolivian government eliminated the tariffs on all but 11
products coming from four members of the Andean Pact which means that similar
products coming from the United States will be at a slight price disadvantage. How-
ever, less than five percent of Bolivia's current level of trade is with those Andean
countries. The Andean Pact is committed to adopting a common external tariff but
Bolivia will be allowed to keep its tariff rates at five and ten percent.

Bolivia became a member of GATT in August 1990 but has only signed the GAIT
codes on customs valuation so far.

There are no limitations on foreign equity participation and dozens of Bolivian
companies are wholly owned by U.S. investors. The new investment law essentially
guarantees national treatment for foreign investors. The only restriction on foreign
investment is that foreigners may not obtain mining concessions within 50 kilo-
meters of the borders. However, Bolivians with mining concessions near the borders
may have foreign partners as long as they are not from the country adjacent to that
portion of the border.

6. Export Subsidies Policies
In early 1991 the government eliminated a certificate rebate program under

which the exporters of"non-traditional" goods received certificates equal to six per-
cent of the value of the export. The certificates were to offset the ten percent value-
added tax charged on all purchases in Bolivia. The certificate program was replaced
with a drawbacks 3 scheme which rebated either two or four percent of the value of
most "non-traditional" exports. An export law, approved by Congress in April 1993,
replaced the drawback program with one whereby the government grantsrebates
of all the domestic taxes paid on the production of items later exported. The only
indirect subsidy on exports comes from the government-owned railroad which
charges a lower shipping rate per ton on exported commodities than on imported
goods.
7. Protection of U.S. Intellectual Property

Protection of intellectual property rights (IPR) improved during 1992 following the
promulgation of two laws. The film law, passed by Bolivia's Congress in December
1991, will provide protection to films and videos as soon as the implementing regu-
lations are published. The law requires all films and videos shown or distributed
in Bolivia to be registered with the newly created National Movie Council. Films
not registered and not carrying a seal by the Council may be confiscated. The copy-
right law (Ley de Derecho de Autor), passed in April 1992, provides IPR protection
to literary, artistic and scientific works for the lifetime of the author plus 50 years.
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The law protects the rights of Bolivian authors, of foreign authors domiciled in Bo-
livia, and of foreign authors published for the first time in Bolivi.. These protections
will extend to authors of computer programs o'ice the implementing reguleotions
have been promulgated. The Bolivian Cingress-recently ratified three treaties in
order to join the World Intellectual Property Organization and the Bern and Paris
conventions.

Patent protection remains inadequate but there is widespread agreement in the
Bolivian government that the 90-year-old patent law needs to be updated to conform
to international standards. The Bolivian government endorses Andean Pact Decision
344 of 1993 which requires its members to offer 20-year patents and other modem
levels of patent protection. The executive branch is drafting a bill for congressional
consideration that would fix these standards by law.

Despite the historically inadequate legal and administrative protection of intellec-
tual property, there are no specific complaints from any U.S. firm about piracy of
films, pharmaceuticals or patents. It is impossible to estimate the losses to US.
firms caused by the duplication of video cassettes or the pirating of satellite signals
for television broadcasting. (Actually, most of the duplicated videos are apparently
coming from other countries.) In any case, the market for these products in Bolivia
is very small since only a small fraction of the seven million people own televisions.
8. Worker Rights

a. The Right of Association.-Bolivian workers have the right to establish and join
organizations of their own choosing, and they are free to elect their own leaders.
This right applies to workers in all areas of the country. There are no areas where
workers are governed by anything other than the general labor code. Labor law pro-
hibits any contract which denies workers' constitutional rights and freedoms.

b. The Right to Organize and Bargain Collectively.-Bolivian workers have the
right to organize and bargain collectively. The law does not extend this right to gov-
ernment workers, but the distinction is largely ignored in practice, as virtually all
government workers are unionized. Negotiations between government representa-
tives and freely elected labor leaders are common. Workers in the private sector pos-
sess and frequently exercise the right to strike. Employees of government agencies
(e.g. the Airport Administration Agency) also stage short strikes from time to time.

c. Prohibition of Forced or Compulsory Labor.-wThe law prohibits forced or com-
ylabor,and the law is generally complied with an enforced. No cases of

forced or compulsory labor came to light during 1993.
d. Minimum Age for Employment of Children.-The law prohibits the employment

of persons under 18 years of age in dangerous, unhealthy, or immoral work. Boliv-
ia's 50-year-old labor code is ambiguous on the conditions of employment for minors
from 14 through 17 years of age. However, even the existing legal provisions con-
ceming employment of children are not enforced. For example, child labor under 14
years of age is common. Young children can be found on the streets selling lottery
tickets and cocaine-laced cigarettes, shining shoes and assisting bus drivers. They
are not generally employed in factories or businesses.

e. Acceptable Conditions of Work.-In urban areas, only half the labor force enjoys
an eight-hour workday and a workweek of five or five and one-half days. Like many
other labor laws, the maximum legal workweek of 44 hours is not enforced. Respon-
sibility for the protection of workers' health and safety lies with the Labor Min-
istry's Bureau of Occupational Safety. Labor laws that provide for the protection of
workers' health and safety are not adequately enforced. Although the state-owned
mining corporation, COMIBOL, has a special office charged with mine safety, the
mines, often old and operated with antiquated equipment, are particularly dan-
gerous and unhealthy.

f. Rights in Sectors With U.S. Investment.-Probably 70 percent of U.S. invest-ment in Bolivia is in the petroleum industry. Petroleum industry worker rights are
legally the same as in other sectors. However, conditions and salaries for workers
in the petroleum industry are generally better than in other industries because of
strong labor unions in that industry.

Extent of U.S. Investment in Selected Industries.-U.S. Direct
Investment Position Abroad on an Historical Cost Basis-1992

[Millions of U.S. dollars]

Category Amount

Petroleum ............................................................................... .(1)
Total M anufacturing ............................................................ 0
I
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Extent of UJ. Investment in Selected ndustrlAe.-U.S. Direct
Investment Position Abroad on an Historical Cost Basis-1992--Continued

DMilofU & U.& ddlM

Amount

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

W holesale Trade ..................... ......................................... (1)
Banking .............................................................................. (1)
Finance and Insurance .................................................... 0
Services ............................ ........................................... 0
Other Industries ............................... 0....................... (1)
TOTAL ALL INDUSTRIES ............... .......................s189

1 Suppressed to avoid discloong data of individual companies.
Source: U.S. Department of Commerce, Bureau of Kememok Analysi., unpublished data.

BRAZIL

Key Economic Indicators

1991 1992 1993

Income, Production, and Employment.:
GDP at current prices (billions of U.S. dollars) 410 417 437
Real GDP Growth (pct.) ..................................... 0.9 -1.0 4.7
Per Capita GDP (current $) ............................... 2,780 2,793 2,872
Labor Force (000's) ............................................. 63,200 64,400 65,600
Unemployment Rate (pct.) ................................. 4.15 4.50 5.33

Money and Prices:
Money Supply (M2) (annual pct. growth) ......... 616 1,725 2,288
Interest Rate for Financing Working Capital

(monthly nominal rate, pct.) ........................... 35.0 30.7 41.2
Personal Savings Rate (monthly nominal rate,

pct.) ...... .......... ......................................... 29.1 24.6 38.2
CPI (annual pct. change) .................................... 475.1 1,149.1 2,656
WPI (annual pct. change) ................................... 471.7 1,154.2 2,849
Exchange Rate (CR per $):

Official/Commercial ......................................... 1.0688 12.3875 342.00
Parallel ............................................................. 1.140 14.60 342.00

Balance of Payments and Trade (millions of US.
dollars unless otherwise noted):

Total Exports (FOB).....................3............. 31,620 36,207 37,747
Exports to Us. (FOB) ..........................0 6,362 7,120 7,583

Total Imports (FOB) ........................................... 21,041 20,501 24,100
Imports from US. (FOB) ................................ 4,978 4,949 5,402

External Debt...........................123,910 132,260 130,000
Debt Service (paid) ............................................. 8,621 7,323 11,964
Gold and FOREX Reserves ................................ 9,406 23,754 27,200
Total Trade Balance ........................................... 10,579 15,706 13,647

Trade Balance with US ................................. 1,384 2,171 2,181
lForecast for 1993 aording to tin Gaeimnmeaot of Brazil. Values in loed!cuaen are expressed in the

currmcy adopted on Auust 1, 194, the Crm.iro Red .(M

CstqsN7
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1. General Policy Framework
Itamar Franco assumed office as acting President in October 1992 following the

impeachment of Fernando Collor, and became President in his own right when
Collor finally resigned in late December 1992. Although France espousedthe gen-
eral direction of Collor's economic policies (reducing trade barriers, privatization of
parastatals, price stabilization, fiscal austerity), considerable uncertainty prevailed
over the specific policies and the pace of economic actions of the new administration.
Economic policy objectives have not been clearly defined or executed and, con-
sequently, progress made by the Collor administration to open and privatize the
economy suffered a loss of momentum.

In May 1993, President France appointed his fourth Minister of Finance, Fer-
nando Henrique Cardoso. The following month, Cardoso unveiled his "Program of
Immediate Action,* an economic adjustment/anti-inflation plan which proposed sig-
nificant cuts in federal government expenditures, new taxes, strict enforcement of
debts owed to the federal government by states and municipalities, greater control
of federal and state bank lending, andfurther acceleration of privatization. The
France government has made little progress in implementing its plan, largely be-
cause of opposition in Congress and from state governors. As a result, despite cur-
rently high foreign exchange reserves, large structural deficits continue to result in
double-digit monthly inflation. Inflation in September reached the 35 percent range,
with an annualized rate in excess of 3,500 percent. Prospects that inflation will fall
significantly in the coming months seem remote. Moreover, because of the Govern-
ment of Brazil's unwillingness to undertake substantial fiscal reform, Brazil is un-
able to meet certain targets for a standby agreement with the IMF.

Monetary policy: The government's freedom to exercise monetary policy is highly
limited given the current fiscal situation. In keeping with its intention to pursue
tighter monetary policy, the Central Bank substantially increased interest rates in
September 1993. Current monetary policy is designed to maintain positive real in-
terest rates of about 20 percent per year on short-term government securities.

Effective August 1, 1993, Brazil introduced a new national currency, the "Cruzeiro
Real,* replacing the "cruzeiro," at the rate of 1,000 Cruzeiros per Cruzeire Real.
2. Exchange Rate Policies

Currently Brazil has three exchange rates: A commercial rate, the tourist rate
and the semi-official parallel rate. The commercial rate deals with import-export
transactions registered at the Central Bank and financial transactions linked to ex-
ternal debt. The floating rate, also known as the tourist or interbank rate, deals
with individual transactions such as unilateral transfers, travel, tourism, and trans-
actions involving education, training, etc. The parallel rate also deals with individ-
ual transactions, but they are not recorded.

The commercial rate is adjusted daily by the Central Bank according to the
Bank's estimate of the inflation rate. The tourist and parallel rates are fluctuating
rates although the Central Bank will often intervene in the tourist exchange mar-
ket. Increases in the spread between the parallel and commercial rates are generally
seen as an indicator of market concerns regarding the economic policies of the Gov-
ernment of Brazil, but the parallel rate is heavily influenced by short-term specula-
tive movements.

In September 1993, the Finance Minister announced that the government in-
tended to unify the three exchange rates. (The tourist and parallel rates had been
fluctuating at about nine percent above the commercial rate). Since the announce-
ment the spread between these rates has almost closed. The announcement also
stimulated expectations that the commercial rate would be moved up to the level
of the tourist rate which, in turn, provoked capital flight. The situation was brought
back under control as the Central Bank sharply increased real domestic interest
rates.
3. Structural Policies

Constitutional reform called for by the transitory provisions of the 1988 Constitu-
tion did not begin as scheduled in October 1993, due to the attention focused on an
internal investigation of congressional corruption. It is unclear when the process
will begin. Theoretically, the constitutional review process intends to rectify the fun-
damental economic distortions of the present Constitution. Among others, the fol-
lowing issues are on the table: fiscal reform, including redefinition of federal/state/
municipality financial relationships; simplification of the tax structure; rationaliza-
tion of the social security system; elimination of the constitutional discrimination
against foreign owned firms; dissolution of statemonopolies; reopening the minerals
sector to foreign capital; and, rationalization of the electoral system.
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The state monopolies granted to petroleum and telecommunications by the 1988
Constitution may be reconsidered during constitutional review. In October 1993,
however, the Franco administration announced that it would not propose during
the review process, an end to these state monopolies. It is also not certain that con-
stitutional review will produce enough fiscal reform to make viable the stabilization
of the economy.

On July 1, 1993, the government implemented the final reduction of import tariffs
(to an average level of 14 percent) as provided for in the program initiated in 1990
to increase competitiveness of Brazilian industry and to open the Brazilian economy
to imported products. What was once a highly restricted and regulated trade regime
was changed in a relatively very short time to one largely free of quantitative and
other restrictions. Brazil's trade regime has become considerably more transparent
and less discretionary as a result. According to current policy, after January 1, 1995,
Brazilian import tariffs on most products Will range fiom zero to 20 percent, with
some products in selected sectors (informatics, electronics, automobiles, fine chemi-
cals) remaining subject to tariff rates of 20 to 35 percent until 2001, when all should
drop to 20 percent.

Hfecause of across-the-board tariff reductions, increasing competition from imports
and anger over countervailing duties and antidumping levies being imposed by for-
eign countries in certain sectors, Brazilian industrialists are urging the Brazilian
government to tighten up its own legislation against dumping and subsidized im-
ports. They are looking to strengthen the procedures of the Technical Tariff Depart-
ment (DTf), Brazil's antidumping office, to protect national industries and jobs.
Pressure to do so has been most pronounced in such sectors as chemicals, textiles
and toys.

The privatization program, initiated under the Collor administration as part of an
effort to reduce the size of government, has gone forward slowly under the Franco
government. While scheduled steel company privatizations have been completed, lit-
tle improvement in the program has been made. In October 1993, the economic
team implemented measures for the second stage of the privatization program. The
basic guidelines include provisions for the privatization of electricity and transpor-
tation companies, the acceptance of new financial instruments that will become eli-
gible as monies in the auctions, and the search for other ways to implement
privatizations. Details of the program have not been announced and its future is un-
clear.

The tax system in Brazil is extremely complex, consisting of three levels (federal,
state, local), 18 major taxes and 40 other taxes and fees. The complexity of the sys-
tem and an inefficient collection process invite widespread tax evasion. Simplifica-
tion of the tax system rates high on the constitutional review agenda. Doubts re-
main, however, about the ability to press for tax reform measures that most econo-
mists see as the next essential step in the fight against inflation.
4. Debt Management Policies

Brazil's external debt totals approximately $120 billion, of which about $42 billion
is medium-term commercial bank debt owed by the government. Foreign private
bank debt is $69.5 billion, of which the U.S. share is $18.5 billion. In July, 1989,
Brazil stopped debt service payments, and by end-1990 interest arrears were nearly
nine billion dollars. In January 1991, Brazil resumed payment of 30 percent of in-
terest accrued to banks. In April 1992, Brazil and its commercial bank creditors
reached a settlement in which the government paid 25 percent of outstanding inter-
est arrears in cash, covering the balance with ten-year bonds.

In July 1992, Brazil completed negotiations on a comprehensive accord with its
bank advisory committee to reschedule arrears and future payments on its debt.
The term sheet outlining the various debt instruments to be used in such a deal
was finalized in September 1992. This agreement, however, stipulates that Brazil
must have an IMF agreement in place in order to close the debt accord. However,
an IMF Standby Agreement would, in all likelihood, require deep fiscal reforms, as
additional fiscal measures are required in order for Brazil to meet its inflation as-
sumptions. Fiscal reform of this magnitude does not seem possible at this time. For
this reason, it appears unlikely that the debt agreement can be completed before
its new deadline of February 1994.

In Au uat 1993 the Government of Brazil announced plans to seek another Paris
Club debt rescheduling for debt maturing after August 31, 1993, once it obtains an
IMF program. In October, Paris Club members reviewed Brazil's status. No major
decisions were made. The Club did not discuss whether the second stage (February
1 to August 31, 1993) of Brazil's last rescheduling should be considered due and in
arrears.

.., I
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5. Significant Barriers to U.S. Exports
Import licenses: Although Brazil requires import licenses for virtually all prod-

ucts, import licensing generally does not pose a barrier to U.S. exports. rior to im-
plementation of reforms to Brazil's import licensing regime in 1990, restrictions on
the availability of import licenses were used as a means to control and limit im-
ports, and served as a major barrier to U.S. exports. Now import licenses are used
primarily for statistical purposes and are issued automatically within 48 hours to
five days from the time of application. In January 1992, a standard import license
fee of approximately 90 dollars was instituted, replacing a 1.8 percent ad valorem
fee.

The Ministry of Industry and Commerce's Department of Foreign Trade (DECEX)
is in the process of implementing a computerized trade documentation system
(SISCOMEX), which, when fully operational, will further streamline filing and proc-
essing of import documentation.

Services Barriers: Lack of administrative transparency, legal and administrative
restrictions on remittances, and occasionally-arbitrary application of regulations and
laws in general limit U.S. services exports to Brazil. In some areas, foreign compa-
nies are prevented from providing technical services unless Brazilian firms are un-
able to perform them.

Many service trade possibilities are precluded by limitations on foreign capital
under the 1988 Constitution. In particular, services in the telecommunications, pe-
troleum, and mining industries are severely restricted. Financial services are alo
affected, though the full extent of those limitations will remain unclear until imple-
menting legislation for the Constitution is enacted. In the meantime, no new foreign
banking investments are allowed, and existing foreign banks are prevented from

doing business with parastatal companies or from acting as depositories for federal
tax receipts.

Foreign participation in the insurance industry is impeded by limitations on for-
eign investment, market reserves for Brazilian firms in areas such as import insur-
ance, and the requirement that parastatals purchase insurance only from Brazilian-
owned firms. Further, the lucrative reinsurance market is reserved for the state mo-
nopoly, the Reinsurance Institute of Brazil (IRB). At the technical level some review
of insurance rules is in progress, but a change in reinsurance seems unlikely.

Other legal and administrative obstacles to foreign services suppliers are being
eased. In January 1992, the government announced new rules which allow foreign
remittances of trademark license fees and technology transfer payments covered by
franchising agreements. The change effectively ends a 20-year ban on international
franchising in Brazil.

Investment Barriers: In addition to the restrictions on the services-related invest-
ments mentioned above, foreign investment is prohibited in petroleum production,
refining, and transportation, public utilities, media, real estate, shipping, and var-
ious other "strategic industries." In still other sectors, Brazil limits foreign equity
p articipation, imposes local-content requirements and links incentives to export per-
formance.

In December 1991, Brazil removed the 60 percent surcharge applicable to foreign
remittance of profits and dividends, leaving a flat rate surcharge of 15 percent on
such transfers. In addition, Central Bank regulations were altered in January 1992
to allow foreign enterprises to register reinvested profits as foreign capital at the
cruzeiro exchange rate in effect at the time earnings were declared. This addressed
a frequent complaint of foreign investors that the typical three-month lapse between
the declaration of earnings and the registration of reinvested capital resulted in sub-
stantial depreciation of the real value of the investments.

Brazilian governments in the past have not hesitated to apply price controls on
a wide range of industrial products in attempts to fight inflation. Established for-
ei•n investors in Brazil, notably in the automobile and pharmaceutical industries,
objected to the inflexibility of such controls, which forced them into unprofitable pro-
duction and discouraged investment. There continue to be calls for selective price
controls on those products having increases out of proportion to increases in produc-
tion costs.

Informatics: In October 1992, import restrictions that had been in place since the
mid-1970's, in one form or another, for computers and related products (informatics
products) were removed. As a result, there are currently no quantitative barriers to
the import of informatics hardware products. There are, however, barriers remain-
ing to the import of computer software, and draft regulations which would pose new
barriers to hardware imports by giving preferences to local firms in government pro-
curement. Furthermore, trade related investment measures exist in the form of tax
treatment designed to spur exports and local investment.
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In 1984, Brazil codified its policies to promote a local computer industry through

restriction on imports, local manufacture, and foreign investment into a comprehen-
sive and highly restrictive informatics law. That 1984 law and its implementation
were the subject of a U.S.-initiated Section 301 investigation between 1985 and
1989. In 1991 Brazil revised its informatics legislation to phase out some of the im-
port and investment restrictions, resulting in the final removal of quantitative im-
port restrictions in October 1992.

Import duties for many informatics products, such as personal computers, remain
high, up to 35 percent, as compared with Brazil's average import duty of 14.2 per-
cent, and represent exemptions to Brazil's maximum import duty of 20 percent. Pro-
visions of the 1991 informatics law allow for various incentives for local firms, such
as tax reductions. For a foreign-owned firm to gain access to most of those incen-
tives, it must commit to invest in local research and development (R&D) and meet
export and local training requirements. The 1991 informatics law also provides for
preferences for local firms and locally manufactured products in government pro-
curement. Those provisions have not yet been implemented, but are the subject of
draft procurement regulations which, if implemented, would give preferences to Bra-
zilian firms and their products in government procurement.

Brazil's software industry is regulated by a 1987 software law which requires that
all software must be "catalogue d" with the Ministry of Science and Technology's
Informatics and Industrial Automation Secretariat (SEPIN) prior to distribution in
Brazil. Under the 1987 law, cataloguing for foreign software can be denied if SEPIN
finds that there exists a "functionally equivalent" Brazilian product. While once a
significant barrier to software imports, the requirement for an equivalency examina-
tion proved to be unworkable, and is no longer applied.

The 1987 software law also requires, in most cases, that software be distributed
through a Brazilian firm and does not allow for payment of software license fees
between related firms, such as between a Brazilian subsidiary and its U.S. parent.
A draft software law which would remove the requirement for cataloguing, equiva-
lency examination, and local distribution was submitted to Brazil's Congress in
1990, but still awaits passage.

Common Market of the Southern Cone (MERCOSUL): In August 1990, Brazil, Ar-
gentina, Paraguay, and Uruguay jointly signed a treaty establishing a timetable for
creation of the MERCOSUL. The target date for the complete elimination of internal
market barriers is 1995, by which time the four countries must harmonize tariffs,
industrial and transportation standards, intellectual property and consumer protec-
tion codes, and tax regimes. The Brazilian Congress ratified the treaty in October
1991.

The United States has encouraged an open and GATT-consistent MERCOSUL,
and concluded a trade and investment framework agreement in 1991, whereby the
United States and the four member countries agreed to consult closely on trade and
investment relations. However, the effects that MERCOSUL might have on U.S. ex-
porters and investors are still unclear. A number of U.S. manufacturers with local
operations are rationalizing their production facilities among the four countries and
seeking opportunities arising from harmonization of tariiffs, consumer codes, and
other laws. Others, particularly exporters who do not manufacture in any of the four
countries, fear that possible "upward" harmonization of non-tariff barriers could re-
strict their access to the larger MERCOSUL market.

Lingering problems concerning the coordination of macroeconomic policies, the
creation of a common external tariff and the harmonization of widely different laws
in a number of socioeconomic fields threaten to delay complete implementation of
the MERCOSUL Agreement by its 1995 deadline. Brazil remains determined to
complete the integration process.

Government Procurement: Article 171 of Brazil's 1988 Constitution provides for
preferential treatment for Brazilian owned firms--"Brazilian national capital com-
panies7--in government procurement. However, in practice, these preferences have
not been uniformly or consistently applied. Until passage of a comprehensive gov-
ernment procurement law in 1993 (Law 8666), much discretion had been left for in-
dividual federal, state and municipal entities in procurement practices. As a result,
state and municipal governments, as well as related agencies and companies fol-
lowed informal "buy Brazil" policies.

Law 8666 requires all federal entities to use strict procurement practices based
on public competition and an open, transparent bidding system. Under Law 8666,
government entities are prohibited from discriminating between foreign and Brazil-
ian origin products, except where competing bids are "equivalent" in terms of price
quality and delivery. In such cases, preference can be given to Brazilian firms and
Brazilian products.

76-160 - 94 - 12
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New procurement regulations governing purchases by Brazil's telecommunications
monopoly, TELEBRAS, have been proposed which would severely linut the ability
of firms not already manufacturing a particular telecommunications product from
participating in TELEBRAS procurement. A similar draft decree is under consider.
ation which would require all government entities to five preferences to Brazilian
products and firms when procuring a wide range of "informatics" goods, including
computers, data communications equipment and related products. Action on these
two proposed regulations is expected Iy year-end 1993.

Brazil is not a signatory to the GATf code on government procurement.
6. Export Subsidies Policies

Unlike the direct subsidies offered to Brazilian exporters in the 1980's, the cur-
rent export finance program, PROEX is intended to eliminate the distortions in for-
eign currency-inkedlending caused by Brazil's high rates of inflation and currency
depreciation. Under PROEX, the federal government guarantees real rates of inter-
esi of eight to 8.5 percent to commercial banks that finance export sales. This keeps
lines of credit open to Brazilian exporters at rates approximately equal to those of-
fered by other countries to their exporters. According to government officials, this
policy is consistent with Organization for Economic Cooperation and Development
guidelines for export incentives.

Whereas export financing was previously available only for capital goods, the gov-
ernment expanded the list of eligible products in February 1992 to include auto-
mobiles, auto parts, and a number of consumer goods. At the same time, the govern-
tient announced that freight costs could be included in the amount to be financed.
7. Protection of Intellectual Property Rights (IPR)

On April 30, 1993, the US. Trade Representative designated Brazil a "Priority
Foreign Country' because of inadequate protection of [PR and initiated a formal in-
vestigation on May 28. On November 28, after receiving information from the Bra-
zilian Government regarding improvements in its copyright and trademark legisla-
tion, the investigation was extended until Feb. 28, 1994. No further extension is pos-
sible under U.S. law. A decision will have to be taken by that date on possible trade
sanctions. Difficult issues remain unresolved in both the patent and copyright areas.

In June 1990 the Brazilian government had announced its intention to bring Bra-
zil's patent and trademark law more into line with international standards. In re-
sponse, the U.S. dropped an ongoing section 301 investigation and eliminated the
100% tariffs that hadleen imposed on certain Brazilian products as a pursuant to
that investigation. After extensive debate and numerous proposals, on June 2, 1993,
draft industrial property legislation was passed by the Brazilian Chamber of Depu-
ties and sent to the Senate for approval. The Senate finally began hearings in No-
vember 1993. Congressional attention has been focused on an internal corruption
scandal and the constitutional review.

Review of the draft bill revealed that significant improvements are needed to
align Brazil's draft Patent and trademark law with international standards.

Patents: Brazil currently does not provide either product or process patent protec-
tion for pharmaceutical substances, processed foods metallurgical alloys, chemicals,
or biotechnological inventions. The bill now before the Congress would recognize the
first four categories; patentability of certain types of inventions in the biotechnology
area, however, is excluded. A number of other flaws remain, such as compulsory ]i-
censmin, domestic working requirements, authorization for parallel importation and
a restrictive pipeline provision.

Trade Secrets: Brazil lacks explicit legal protection for trade secrets although a
criminal statute against unfair trade practices can, in theory, be applied to pros-
ecute the disclosure of privileged trade information. The draft Patent and Trade-
mark Bill includes civil penalties and injunctive relief for trade secret infringement.
However, it does not expressly contain a prohibition for the acquisition of trade se-
crets by third parties who knowingly obtain the information by illicit means. Also,
it does not contain a prohibition on inducing employees to breach employee secrecy
clauses.

Trademarks: All licensing and technical assistance agreements (including fran-
chising), as well as trademarks, must be registered with the National Institute for
Industrial Property (INPI). Without such registration, a trademark or patent is sub-
ject to cancellation for non-use.

In August 1992, Brazil announced that it would abide by the Stockholm revision
of the Paris Convention in its entirety. Previously, Brazil had adhered only to the
so-called non-substantive articles of the convention (Articles 13 to 30), and refused
to allow international judicial review of trademark disputes. Even before compliance
was formalized,-INPI began enforcing Article 6(BIS) of the Paris Convention by
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eliminating many of the 6,000 bogus registrations of well-known international trade-
marks and commercial names. However, legal actions by a number of trademark pi-
rates slowed down the process; thus formal adoption of the full Stockholm revision
was deemed necessary.

Until recently, bogus trademark registrations were relatively common often re-
sulting in protracted legal actions by the legitimate trademark owners. INPI, how-
ever, has made a concerted effort to provide more effective protection of trademarks.
Provisions of the draft Patent and Trademark Bill would remove some of the bur-
densome requirements involved in trademark registration. Further, INPI is cur-
rently working on reducing the amount of time it takes to obtain a registered trade-
mark. It also plans to adopt the international classification system. Protection of"6well-known" marks, however, is weak.

Copyrights: There are several proposed copyright revision bills currently pending
in the Brazilian Congress. While Brazil's current copyright law generally conforms
to international standards, it is vitiated by weak enforcement. Fines and border en-
forcement continue to be problematic issues. In the first instance, as a result of in-
flation, current fines do not constitute an adequate deterrent to infringement. In the
second instance, weak border enforcement has caused, for example, sound recording
pirates to move into Brazil from Paraguay.

Brazil is taking steps to rectify these problems. For example, it is improving the
statutory framework for protection of these rights. Recent amendments to the Gen-
eral Penal Code include the addition of copyright offenses. This provision clarifies
the authority of the courts to order seizure and destruction of infringing goods. Pre-
viously, there had been limits on the amount of goods that could be seized and the
Constitution barred destruction of goods seized under authority of the copyright law.

With respect to the level of protection afforded computer programs, a new Com-
puter Programs Bill has been pending before the Brazilian Congress since 1991.
This draft legislation eliminates the mandatory registration requirement for pro-
grams, eliminates the requirement that distribution be done through local Brazilian
companies, and repeals application of the law of similars to computer programs. The
bill, however, does not protect computer programs as "literary works" nor does it
provide an exclusive rental right. While there is no active opposition to this bill, as
of October 1993, Congressional leadership has not made it a priority item.

Impact on U.S. Trade: In 1988, the Pharmaceutical Manufacturers Association of
America initiated a Section 301 action which resulted in the imposition of 100-per-
cent ad valorem tariffs on $39 million of Brazilian exports per annum. Those sanc-
tions were ended in June 1990 after the Brazilian government announced its com-
mitment to revise the Industrial Property Code to extend patent protection to phar-
maceuticals. The U.S. pharmaceuticals industry estimates its losses at around $200
million per year. The U.S. Motion Picture Industry estimates its annual losses from
piracy in Brazil on the order of $50 to $80 million per year. Software distributors
for both imported and domestic products estimate that their losses due to piracy
amount to 250 percent of their sales of $80 million in 1990.
8. Worker Rights

a. The Right of Association.-Brazil's Labor Code has long provided for union rep-
resentation of all Brazilian workers (excepting military, military police and fire-
men), but imposed a hierarchical unitary system, funded by a mandatory "union
tax" on workers and employers. Under a restriction known as "unicidade (one-a-
city), the code prohibits multiple unions of the same professional category in a given
geographical area. It also stipulates that no union's geographic base can be smaller
than a municipality. Workers in a union whose numbers increased (as when an in-
dustry grew) could petition the state to split a preexisting union into two or more
unions. The 1988 Constitution frees workers to organize new unions out of old ones
without prior authorization from the government, but retains other provisions of the
old code. The retention of "unicidade" and of the union tax continues to draw criti-
cism both from elements of Brazil's labor movement and from the International Con-
federation of Free Trade Unions (ICFTU).

In practice, however, "unicidade" has proven less restrictive in recent years, as
more liberal interpretations of its restrictions permitted new unions to form and
compete, in many cases, with unions and federations that had already enjoyed offi-
cial recognition. The sole bureaucratic requirement for new unions is to register
with the Ministry of Labor which, by judicial decision, is bound to receive and record
their registration. The primary source of continuing restriction is the system of
labor courts, which retains the right to review the registration of new unions, and
adjudicate conflicts over their formation. Otherwise, unions are independent of the
government, and of political parties. Approximately 20 to 30 percent of the Brazilian
work force is organized, with just over half of this number affiliated with an inde-
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pendent labor central. (Mandatory labor organization under the 1943 Labor Code
encompasses a larger percentage of the work force. However, many workers are be.
lieved to have minimal if any contact with these unions.) Attacks on rural labor or-
ganizers continue.

The Constitution provides for the right to strike (excepting, again, military, police
and firemen, but including other civil servants). Enabling legislation passed in 1989
stipulates that essential .services remain in operation during a strike and that work-
ers notify employers at least 48 hours before beginning a walkout. The Constitution
prohibits government interference in labor unions but provides that "abuse" of the
iight to strike (such as not maintaining essential services, or failure to end a strike
after a labor court decision) will be punishable by law.

b. The Right to Organize and Brgain Collectively.-The right to organize is pro-
vided for by the Constitution, and unions are legally mandated to represent work-
ers. With some government assistance, businesses and unions are working to ex-
pand and improve mechanisms of collective bargaining. Nevertheless, under current
Brazilian law, the scope of issues available for collective bargaining is narrow. Fur-
ther, the labor court system exercises normative powers with regard to the settle-
ment of labor disputes, thereby discouraging direct negotiation. Existing law charges
these same courts, as well as the Labor Ministry, with mediation responsibility in
the preliminary stages of dispute settlement. Wages are set by free negotiation in
many cases, and in others by labor court decision. Beginning in 1990, the federal
government attempted to control salary increases in order to limit inflation, but the
attempts appeared to have little effect on wage settlements in the private sector.
There is a movement for extensive revisions in the Labor Code which would broaden
the scope of collective bargaining and restrict the role of the labor courts, but such
changes currently appear unlikely in the near future.

The Constitution incorporates a provision from the Labor Code which prohibits
the dismissal of employees who are candidates for or holders of union leadership po-
sitions. Nonetheless, dismissals take place with those dismissed required to resort
to a usually lengthy court process for relief. In general, eniorcement of laws protect-
ing union members from discrimination lacks effectiveness.

Labor law applies uniformly throughout Brazil, including the free trade zones.
However, the unions in the Manaus free trade zone, like rural unions and many
unions in smaller cities, are relatively weaker vis-a-vis industry as compared to
unions in the major industrial cities in the southeast.

c. Prohibition of Forced or Compulsory Labor.-While the Constitution prohibits
forced labor, there have been credible citations of cases of forced labor in Brazil. The
federal government asserts that it is taking steps to halt the practice and prosecute
perpetrators, but admits that existing enforcement resources are inadequate. The
largest number of reports of forced labor emanate from rural areas. A provision in
the agricultural reform law passed in 1993 provides for the confiscation of property
in cases of forced labor. The law by itself is unlikely to have significant impact with-
out other extensive improvements in police and judicial activity.

d. Minimum Age for Employment of Children.-The minimum working age under
the Constitution is 14, except for apprentices, and legal restrictions are also set in
the Constitution to protect working minors under age 18. There are credible reports
indicating problems with enforcement. Further, judges can authorize employment
for children under 14 when they believe it appropriate. (The ILO noted in 1992 that
the constitutional provision for apprenticeships under age 14 is not in accordance
with ILO Convention No. 5 on minimum age in industry.) By law, the permission
of the parents or guardians is required for minors to work, and provision must be
made tor them to attend school through the primary grades. All minors are barred
from night work and from work that constitutes a physical strain. Minors are also
prohibited from employment in unhealthful, dangerous, or morally harmful condi-
tions.

Despite these legal restrictions, however, official figures state that nearly three
million children ten to 14 years of age (or 4.6 percent of the work force) are working.
Of these, 46.4 percent are working eight hours or more per day, while 96.3 percent
of this group receive not more than one minimum salary (i.e., up to 60-100 dollars
per month).

e. Acceptable Conditions of Work.-Many Brazilian workers suffer from unsafe
working conditions. Occupational health and safety standards are set by the
FUNDACENTRO, which is under the Ministry of Labor. Enforcement of these
standards is inconsistent because the Ministry deploys insufficient resources for
adequateinspection and enforcement._There are also credible allegations of corrup-
tion within the enforcement system. If a worker has a problem in the work place
and has trouble getting relief directly from his employer, he or his union can file
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a claim with the regional labor court, although in practice this is frequently a cum.
bersomeprotracted process.

Brazilian law requires the establishment in work places of Internal Commissions
for Accident Prevention (CIPA). Employee members of these commissions are pro-
tected under law from being fired for commission activities. Such firings, however,
do occur, and the pursuit of legal recourse can require years before resolution.

f.tRights in Sectors With U.S. Investment.-U.S. investment is concentrated heav-
ily in the transportation equipment, food, chemicals and electric/electronic equip-
ment industries. Labor conditions in industries owned by foreign investors generally
meet or exceed the minimum legal standards established under Brazil's Labor Code.

Extent of U.S. Investment in Selected Industries.--U.S. Direct
Investment Position Abroad on an Historical Cost Basis--1992

(Millions of U.S. dollars

Category Amount

Petroleum .................... ........................ 668
Total Manufacturing ............................................................. 12,014

Food & Kindred Products .................................................. 1,303
Chemicals and Allied Products ......................................... 2,021
Metals, Primary & Fabricated .......................................... 810
Machinery, except Electrical ............................................. 2,011
Electric & Electronic Equipment ...................................... 721
Transportation Equipment ................................................ 1,922
Other Manufacturing ......................................................... 3,227

W holesale Trade ..................................................................... 197
B anking ................................................................................... 1,022
Finance and Insurance .......................................................... 1,839
Services ................................................................................... 94
Other Industries................................ .281
TOTAL ALL INDUSTRIES ................................................... 16,114

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

CHILE

Key Economic Indicators
[Billions of 1986 Chilean pesos unless otherwise noted] I

1991 1992 19932

Income, Production, and Employment:
Real GDP3 ........................................................... 4,705 5,190 2,737
GDP (bn. pesos, current prices) ......................... 11,871 14,940 N/A
Real GDP Growth (pct) ...................................... 6.1 10.3 7.4
Real GDP by Sector.

Agriculture ....................................................... 356 370 229
U tilities ............................................................ 121 146 69
Manufacturing ................................................. 825 917 434
Construction .................................................... 246 278 154
Fishing ............................................................. 53 583 36
M ining .............................................................. 417 424 206
Trade ................................................................ 708 808 419
Transport/Communications ............................ 342 391 205
Other (includes services) ................................ 1,636 1,796 985

Real Per Capita Income (000's of '86 pesos) ..... 352 382 N/A
Labor Force (000's) ............................................. 4,794 4,990 5,008
Unemployment Rate (pct.) ................................. 5.3 4.4 4.7
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Key Economic Indicators--Continued
(Billions of 1906 Chilean peow unie otherwise noted)jI

Money and Prkes (annual pct. growth):
Money Supply (Ml) ............................................. 42.8 21.5 0.6
Base Interest Rate4 ............................................ 8.5 8.1 9.1
Wholesale Inflation (12-month) ......................... 16.5 8.9 9.9
Consumer Price Index (12-month) ..................... 18.7 12.7 13.0
Aver. Exchange Rate (Pesos per US$):

Mid-point of Band ........................................... 367 390 421
Interbank Rate (actual) .................................. 349 363 396

Balance of Payments and Trade (millions of US.
dollars unless otherwise noted):

Total Exports (FOB) ........................................... 8,929 9,986 4,816
Exports to US. (FOB) ..................................... 1,596 1,649 966

Total Imports (FOB) ........................................... 7,354 9,237 4,952
Imports from US. (CIF) ................................. 1,582 1,985 1,195

Aid from US.S. ...................................................... 14 . 4 4
External Public Debt .......................................... 11,509 10,345 10,098
Debt Service Payments ...................................... 2,145 2,225 1,159
Gold and Foreign Exchange Reserves (US$

millions) ........................................................... 6,639 9,009 9,880
Trade Balance ..................................................... 1,576 749 -136
Trade Balance with US ..................................... 14 -336 -229

N/A-Not available.1Figure for 1991 and 1992 are full-year or year-end as appropriate, 1993 figures are first-half or end-
June.

Slit halt
real GDP and sectoral GDP figures for first-half 1993 are embassy estimates.
4Inflatlon-adjusted, average, annualized 90-366 day loan rate.
sFiucal years, including all of FY-1993. All grants.

1. General Policy Framework
Chile's economic expansion is now into its tenth year. The most notable develop-

ments over the last several years have been the diversification of the export base
and the reduction in foreign debt relative to Gross Domestic Product (GDP) and ex-
ports. Although copper remains the country's largest export earner and foreign in-
vestment pours into the mining sector, exports of fish, forestry products, fresh fruit
and wine have grown rapidly since the mid-1980s. The foreign debt situation has
improved to the point where Standard and Poor's gave Chile a "BBB" rating in
1992, making it the first Latin American country to achieve an investment-grade
rating since the 1980s debt crisis.

The democratic government that took office in 1990 has emphasized the need to
maintain macroeconomic stability and the economy's export orientation. The govern-
ment has generated fiscal surpluses in each of the last three years, and is projected
to do so in 1993 as well. Import tariffs were reduced from an average of 15 percent
to 11 percent in 1991, and the foreign investment law (D.L. 600) was amended in
1993 to allow investors to repatriate capital after one year rather than three. The
government also has enacted laws designed to involve private capital in public infra-
structure projects. Among the several pending bills in Congress are those to
strengthen environmental regulation, reform capital markets, and allow banks to
enter new fields of business. Few changes are expected in the nation's fundamental
economic orientation when a new government takes office in March 1994.

The Central Bank's monetary policy targets real interest rates. It has resisted
calls to lower interest rates as Powt slowed during 1993. Despite large capital
inflows that led to peso appreciation in 1991 and 1992, the authorities have sought
to maintain an exchange rate which provides incentives to invest in export indus-
tries and which is consistent with a sustainable balance of payments.

Indicators for 1993 suggest that growth rates will decline as a result of lower ex-
port prices and deeeleratin, domestic spending. GDP should grow by less than six
percent in 1993, and inflation will be near the government's target of 12 percent.
The trade deficit will be around $8W0 million, the first deficit since 1981, and the
current account deficit will be five percent of GDP. For 1994, preliminary Central
Bank projections envision growth of four to five percent, inflation of nine to 11 per-
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cent, a trade deficit of around $960 million, and a current account deficit of five per-
cent of GDP. Keeping inflation on a downward path remains a high priority, but
the authorities have cautioned that further gains will be difficult to achieve in the
short term given the indexation of the economy.
2. Exchange Rate Policies

The Central Bank pegs the peso to a basket composed of the U.S. dollar, the mark
and the yen (weighted 50 percent, 30 percent and 20 percent, respectively). The ex-
change rate is adjused to reflect inflation differentials between Chile and its major
trading partners. Although the path for the crawling peg is determined one month
in advance, the individual cross rates are determined daily, depending on market
rates for the dollar, mark and yen. The interbank rate is allowed to move within
a 20 percent band around the crawling peg.

The peso appreciated by a total of 1f9 percent in real terms in 1991 and 1992. The
appreciation was in large part due to the strong capital inflows prompted by high
Chilean interest rates and the perception abroad of reduced country risk. In the first
half of 1993, the peso depreciated by 4 percent. The Central bank intervenes on dif-
ferent occasions as buyer or seller of foreign exchange in the interbank market to
reduce short-term fluctuations. A legal parallel market operates, with rates typically
close to the interbank rate.
3. Structural Policies

Pricing Policies: The government rarely sets specific prices. Exceptions are urban
public transport, and some public utility prices and port charges. State enterprises
purchase at the lowest possible price, regardless of the source of the material. U.S.
exports enter Chile and compete freely with other imports and Chilean products.
Import decisions are typically related to price competitiveness and product availabil-
ity. (Certain agricultural products are an exception. See Section 5.)

Tax Policies: An 18-percent value-added tax (VAT) applies to all sales transactions
and accounts for around a third of total government revenue. There is an 11 percent
tariff on all but a few imports. The maximum personal income tax marginal rate
will fall in 1994 from 50 to 48 percent on annual income over approximately
$75,000. Profits are taxed at flat rates of 15 percent for retained earnings and 35
percent for distributed profits, with incentives for business donations to educational
institutions. Tax evasion is not a serious problem.

Regulatory Policies: Regulation of the Chilean economy is limited, as nearly all
prices (including financial asset prices) are free to move with market conditions. The
most heavily regulated areas of the economy are the banking sector, utilities, the
securities markets, and pension funds. There are no government regulations that
explicitly limit the market for U.S. exports to Chile (although other government pro-
grams, like the price band system for some agricultural commodities descri ed
below displace U.S. exports). In the last two years, the government has for the first
time begun to allow private firms to invest in and operate public infrastructure
projects. Most Chilean ports are administered by a state-owned firm, although ste-
vedoring services are typically provided by the private sector.

Duty-Free Zones: There are duty-free zones in Iquique and Punta Arenas, and a
limited duty free zone in Arica. Less than 2.5 percent of Chilean imports pass
through these zones.
4. Debt Management Policies

The Chilean government restructured 1991-94 foreign debt maturities with its
creditor banks in September 1990. As part of the agreement, the banks participated
in a $320 million Eurobond issue, which the government prepaid in October 1993.
As of mid-1993, Chile's external debt stock stood at $19.7 billion or 45 percent of
its gross domestic product. (In 1985, the debt-to-GDP ratio stood at 125 percent.)
Chilean debt on the secondary market now sells for more than 90 cents on the dol-
lar, up from 30 cents at the beginning of the debt 'uity swap program in 1985.
The increased value of Chilean debt has virtually ended the debt swap programs,
which enabled Chile to exchange $3.6 billion of external debt for equity in Chilean
businesses and to buy back some $7.6 billion of debt.
5. Significant Barriers to U.S. Exports

Chile has few barriers to U.S. exports. Nevertheless, treatment in some areas, es-
pecially agricultural commodities, diverges from this norm.

The uniform Chilean tariff rate is currently 11 percent, and Chile has agreed in
the GATT not to raise its tariff rates above 35 percent. Chile has free trade agree-
ments with Mexico, Colombia, and Venezuela which provide for duty-free trade in
most products by the late 1990s. Tariffs also are lower than 11 percent for certain
products from member countries of the Latin American Free Trade Association,
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products imported by diplomats and the Chilean military, and ten products of devel-
oping countries under the Generalized System of Tariff Preferences. A 50 percent
surcharge,"In addition to the 11 percent import tariff, is applied to all imports of
used goods.

The 18 percent VAT is applied to the CIF value of the imported product plus the
11 percent import duty. Duties may be deferred for a period of seven years for cap-
ital goods imports purchased as inputs for products to be exported. (See section six.)

In the automobile sector, there are additional taxes that escalate with the vehi-
cle's value and engine size. The engine tax applies to vehicles with engines of over
1,500 cc and in 1993 the luxury tax is 85 percent of the CIF value over $9,560.
The incidence of these taxes is weighted toward larger and more expensive vehicles,
some of which are of US. origin.

Another tax that has the effect of discouraging U.S. exports is the 70 percent tax
on whiskey, which is produced in only small volumes domestically and which com-
petes with other domestically produced liquors taxed at lower rates.

Import Licenses: According to legislation governing the Central Bank since 1990,
there are no legal restrictions on licensing. Import licenses are granted as a routine
procedure. However, imports of used automobiles are prohibited.

Investment Barriers: Chile's foreign investment statute, Decree Law 600, sets a
standard of general nondiscriminatory treatment of foreign investors as compared
to Chilean investors. Foreign investors using D.L. 600 sign a contract with the gov-
ernment's Foreign Investment Committee guaranteeing the terms of their invest-
ment. Approval by the Committee is routine. Invested capital must be retained in
Chile for one year. Since 1991, investors have been required to deposit 30 percent
of the total capital obtained from foreign loans in a non-interest bearing central
bank account (known as the "encaje") for one year. There is no tax treaty between
Chile and the United States, soprofits of U.S. companies operating in Chile are
taxed by both the Chilean anA U.S. governments.

Firms may invest without using D.L. 600 or registering with the Foreign Invest-
ment Committee by bringing capital in through foreign exchange dealers or private
banks. Few firms use this means of investment, as it lacks the guarantees provided
by the contract with the Foreign Investment Committee.

There are some deviations, both positive and negative, from the nondiscrimination
standard. Foreign investors receive better than national treatment on taxation, as
they have the option of fixing the tax rate they will pay at 42 percent for ten years
or paying the prevailing domestic rate, which is at present lower. Unlike domestic
firms, foreign investors may also send abroad all of their export earnings.

There are also examples of less than national treatment. D.L. 600 allows the
Central Bank to restrict the access of foreign investors to domestic borrowing in
order to prevent borrowing of an amount that would seriously distort local financial
markets.

Other examples of less than national treatment are the restrictions on foreign in-
vestment in some sectors. With few exceptions, fishing in the country's 200-mile ex-
clusive economic zone is reserved for Chilean flag vessels with majority Chilean
ownership. Such vessels also are the only ones allowed to transport by river or sea
between two points in Chile ("cabotage") cargo shipments of less than 900 tons or
passengers.

There are restrictions on non-Chilean ownership of land in border areas, typically
applied to citizens of neighboring nations. A pending law would relax these restric-
tions. Full foreign ownership of radio and television stations is allowed, but the
principal officers of the firm must be Chilean. A current freeze on the issuance of
new bank licenses limits foreign entry to the acquisition of existing banks.

The automobile and light truck industry is the subject of trade-elated investment
measures, although U.S. firms are among those helped as well as those harmed.
Manufacturers from the United States (GM) and France (Peugeot/Renault) receive
import protection in the form of the taxes noted earlier, which tend to protect do-
mestic production. The manufacturers also receive tax benefits for use of local in-
puts and for exporting auto components. Despite these measures, imports make up
around 85 percent of the market.

Oil and gas deposits are reserved for the state. Private investors are allowed con-
cessions, however, and foreign and domestic nationals are accorded equal treatment.

Principal Non-tariff Barriers: The main problems areas are surcharges, minimum
customs values, and import price bands. Chile's most significant nontariff barrier is
the import price band system for certain agricultural commodities, which currently
applies to wheat, wheat flour, vegetable oils, and sugar. Surtaxes are levied on im-
ports of these commodities on top of the across-the-board 11 percent tariff. Low
world prices have led Chile to establish minimum customs values for spun cotton,
milk, rice, corn, and wheat flour.
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Animal Health and Phytosanitary Requirements: Chile occasionally uses animal

health and phytosanitary requirements in a nontransparent manner that has the
effect of impeding imports. No public comment process or announcement of proposed
rule changes precedes the promulgation of these requirements, even though Chile
is a signatory to the GATT Code on Technical Barriers to Trade. U.S. exporters have
expressed concern about the application of phytosanitary requirements to poultry.
Chilean authorities have in some instances eliminated or liberalized specific require-
ments when presented scientific evidence by U.S. animal health or phytosanitary of-
ficials.

Government Procurement Practices: The government has a "buy Chile" policy only -
when conditions of sale of locally produced goods (price, delivery times, etc.) are
equal to or better than those of equivalent imports. In practice, given that a large
number of product categories are not manufactured in Chile, purchasing decisions
by most state-owned companies are made among competing imports. Requests for
public and private bids are published in the local-newspapers. The government has
on occasion urged some of its constituent agencies to buy Chilean coal on a pref-
erential basis.
6. Export Subsidies

With minor exceptions, the Chilean government does not provide exporters with
direct or indirect support such as preferential financing or export promotion funds.
The Chilean government does, however, offer a few nonmarket incentives to export.
For example, paperwork requirements are simplified for nontraditional exporters.
Small nontraditional exporters also qualify for the government's simplified duty
drawback system. Through this mechanism, the government returns to producers an
amount equivalent to three to ten percent of their exports' value. This figure rep.
resents an estimate of the duties actually paid for imported components in the ex-
ported merchandise. Alternatively, qualifying exporters can apply for the return of
all paid duties. The government also provides exporters with quicker returns of VAT
paid on inputs than other producers receive.

All Chilean exporters may also defer tariff payments on capital imports for a pe-
riod of seven years. If the capital goods are used to produce exported products, de-
ferred duties can be reduced by the ratio of export sales to total sales. If all produc-
tion is exported, the exporter pays no tariff on capital imports.

To encourage forestation of land that would be of marginal use to crop agriculture,
the government subsidizes approximately 75 percent of planting costs as well as cer-
tain management costs for the first generation of trees, which in practice are almost
always nonnative species. The value of the subsidy is adjusted for inflation and
treated as taxable income when the trees are harvested. Forestry industry rep-
resentatives say the subsidy, when allocated over the life of plantations, amounts
to about five percent of total costs. Both foreign investors and Chileans are eligiblefor the subsidy. The law which established the subsidy in 1974 (D.L. 701) is due
to expire in March of 1994. It is not clear whether the measure will be extended
or replaced.
7. Protection of U.S. Intellectual Property

Chile belongs to the World Intellectual Property Organization, and its intellectual
property regime is largely compatible with international norms. Efforts to enforce
intellectual property rights in Chilean courts have been successful. Protection of pat-
ents remains deficient. Chile does not have an explicit statute for protecting the de-
sign of semiconductors nor does it have comprehensive trade secret protection. Con-
tracts may set fees and royalties only as a percentage of sales, and payments for
the use of trade secrets and proprietary processes are usually limited to three per-
cent.

Patents: The Industrial Property Law promulgated in September 1991 substan-
tially improved Chile's protection of industrial patents, but falls short of inter-
national standards. The law provides a patent term of 15 years from the date of
grant. The law also does not consider plant and animal varieties or surgical methods
as patentable subject matter. Finally, the law does not provide pipelineprotection
for pharmaceutical patents filed abroad before the law's promulgation. Because of
the lack of pipeline protection and the long lead times involved in the marketing
of new pharmaceutical products, the law will not prevent local companies from
pirating foreign pharmaceutical patents for several more years. In addition, the reg-
istration procedures required by the Health Ministry to market new drugs are more
onerous for the first-to-file, which tend to be foreign firms. Finally, payments for the
use of patents may not exceed five percent of sales.

Copyrights: In 1992, the Chilean Congress approved legislation that extended the-
term of copyright protection from 30 years to 50 years. U.S. industry officials have
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said that the Chilean law grants producers less favorable treatment vis-a-vis au-
thors than is the international norm. Piracy of video and audio tapes has been sub-
ject to criminal penalties since 1985. Computer software piracy is believed to be de-
clining because of improved access to authorized dealers and service and because
of a campaign by the industry, with the cooperation of the courts and government,
to suppress the use of pirated software.

Trademarks: Chilean law provides for the protection of registered trademarks and
prioritizes trademark rights according to filing date. Local use of the mark is not
required for registration. Payments for use of trademarks may not exceed one per-
cent of sales.

Impact of Chile's Intellectual Property Practices on U.S. Trade: Most observers be-
lieve that the US. pharmaceutical industry has suffered most from the infringement
of its intellectual property (in this case, patent) rights in Chile. US. industry
sources have estimated 1991 losses in Chile due to copyright infringement at $24
million, $15 million of which was attributed to computer software piracy.
8. Worker Rights

a. The Right of Association.-Most workers have a right to form unions without
prior authorization or to join existing unions, and 14 percent of the work force be-
longs to unions. Government employee associations operate like unions in some
ways, but they do not enjoy the same legal protection as unions. Legislation has
been introduced to allow them the same rights as unions.

Reforms to the labor code in 1990 removed significant restrictions on the right to
strike. Those reforms require that a labor inspector or notary be present when union
members vote for a strike. Employers are required to show cause whenever they fire
workers, but "needs of the enterprise" is a permissible cause. Observers believe that
some employers invoke this cause to fire employees for attempting to form unions.

b. The Right to Organize and Bargain Collectively.-The climate for collective bar-
ainming has improved, and the number of contract negotiations has grown steadily,

but only 17 percent of eligible workers had collective bargaining agreements as of
the end of 1992. The process for negotiating a formal labor contract is heavily regu-
lated, a vestige of the statist labor policies of the 1960's. However, the law permits
(and the Aylwin administration has encouraged) informal union-management dis-
cussions to reach collective agreements outside the regulated bargaining process,
and these agreements have the same force as formal contracts.

Temporary workers-defined in the labor code as agricultural, construction and
oArt workers, and entertainers--may now form unions, but their right to collective
bargaining continues to be restricted. Some 700,000 workers, including most agricul-

tural workers, are limited to informal negotiations and have no protection from un-
fair bargaining practices.

c. Prohibition of Forced or Compulsory Labor.-Forced or compulsory labor is pro-
hibited in the constitution and the labor code, and there is no evidence that it is
currently practiced.

d. Minimum Age for Employment of Children.--Child labor is regulated by law.
Children as young as 14 may legally be employed only with permission of parents
oru ardians and in restricted types of labor. Economic factors have forced many
children to seek employment in the informal economy which, by definition, is more
difficult to regulate. A UNICEF study concluded that 107,000 minors (seven percent
of their age group) held jobs, mostly in the countryside, and many of them worked
with their parents.

e. Acceptable Conditions of Work.-NMinimum wages, hours of work, and occupa-
tional safety and health standards are regulated by law. The legal workweek is 48
hours. There is a minimum wage set by a tripartite committee comprising govern-
ment, management, and labor representatives. Lower-pid workers also receive a
family subsidy. Poverty rates have declined dramatically nM recent years, and real
wages have risen, although not as rapidly as the overall GDP has grown.

f. Rights in Sectors With U.S. Investment.-Labor rights in sectors with U.S. in-
vestment are the same as those specified above. U.S. companies are involved in vir-
tually every sector of the Chilean economy and are subject tothe same laws that
apply to their counterparts from Chile and other countries. There are no export
processing zones or other special districts where different laws apply.
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Extent of US. Investment in Selected Industries.-U.S. Direct
Investment Position Abroad on an Historical Cost Basis--1992

(Millions of U.S. dollars]

Category Amount

Petroleum ............................................................................... (1)
Total Manufacturing .. ............................ ..... 257

Food & Kindred Products.......................... 33
Chemicals and Allied Products ................................... 60
Metals, Primary & Fabricated...................... - 127
Machinery, except Electrical ............................................ .1
Electric & Electronic Equipment..................... 9
Transportation Equipment..........................(1)
Other M anufacturing ....................................................... (1) -

Wholesale Trade .............................................................. 191
- Banking ...................................................................................... 353

Finance and Insurance ......................................................... 1,030
Services ................................................................................... (1)
Other Industries ................................................................... 408
TOTAL ALL INDUSTRIES ................................................... 2,446

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

COLOMBIA

Key Economic Indicators

1991 1992 19931

Income, Production, and Employment:
Real GDP2 ........................................................... 750.7 777.2 812.1
Real GDP Growth Rate (pct.) ............................ 2.1 3.5 4.5
GDP (at current prices, billions of pesos) By

Sector:
Agriculture.............................4,319 5,178 5,306
Mining................................ .2,272 2,505 2,858
Manufacturing ......................................... 5,282 6,546 6,748
Electricity, Gas, Water ................................... 671 846 897
Construction .................................................. 1,213 1,641 1,747
Commerce ........................................................ 3,792 5,088 5,337
Transport/Communications ....................... 2,616 3,346 3,507
Financial Services........................2,994 3,926 4,126
Government Services......................2,066 2,782 2,923

Real Per Capita GDP (Pesos) .......................o 22,858 23,275 23,956
Labor Force (millions)........................12.4 12.5 14.2
Unemployment Rate (pet.) ................................ 9.4 9.8 9.6

Money and Prices (annual percentage growth):
Money Supply (M2)-.......................................... 33.8 38.4 32.0
Base Interest Rate ......... .................. 36.4 27.1 25.0
Personal Savings Rate...................o...N/A N/A N/A
Retail Inflation ................................................ 26.8 25.1 22.0
Producer Price Index 3.............................124.9 49.3 173.2
Consumer Price Index4......................211.7 264.9 323.2
Exchange Rate (Pesos per $): 0

Official.................. ................ .707 812 921
Parallel ............ .......................................... 632 737 838
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Key Econonic Indicators-Continued
191 19M 1931

Baklnce of Payments and Tnzd (millions of U.S.
dollars):

Total Exports (FOB) ........................................... 7,244 7,052 7,700
Exports to U r ................................................. 2,561 2,504 3,000

Total Imports (CI) . ........... 4,967 6,686 8,700
Imports from US. 1,815 2,540 3,300

Aid from U.S ............... .......... 50 50 50
Aid from Other Countries ............... A N/A N/A
External Public Debt.......................14,660 13,830 14,790
Debt Service Payments..................... 3,263 3,470 3,210
Gold and Forex Reserves........................... 6,420 7,767 8,300
Trade Balance ....................................... 2,277 365 -1,000

Balance with US ............. ........... 746 -36 -300
N/A-Not available.
1193 •3lawes are estimates based on October 193 data.
SBillions-1975 Pesos, 1975 Peso Rate: 33 pesos, US$ 1.00.
'Base 1990 - 100.
4Base 1968 - 100.
SEnd-of-period.

1. General Policy Framework
Since taking office in August 1990, the Gaviria Administration has undertaken a

program of sweeping economic modernization and liberalization. A package of legis-
lation enacted since the end of 1990 revised Colombia's trade, financial and tax
laws, and the labor code. It also eliminated almost all prior import license require.
ments, simplified import/export procedures, established a free market foreign-ex-
change regime, liberalized foreign investment, clarified regulations to allow creation
of new financial entities, and reoriented tax collections from external to domestic
sources.

Other reforms created a more autonomous Central Bank, restructured the export
promotion agency into an export-import bank, and created two new ministries: for-
eign trade and the environment (the latter is not yet In existence). These measures
were complemented with decrees which sharply cut tariffs and strengthened the fi-
nancial system by reducing forced investments and increasing capital-requirements.
Colombiasa Constitution was rewritten in 1991. Despite fears of leftist influence, the
rewritten Constitution preserves the traditional mar ket-oriented economy based on
private ownership.

Preliminary data show that Colombia's macroeconomic performance in 1992 was
better than expected. Real GDP growth increased by 3.5 percent, a full percentage
point more than expected. Inflation fell to 25.1 percent, down from the 26.8 percent
registered in 1991. Unemployment decreased by year's end to 9.2 percent, down
from the 11.1 percent recorded in June 1992. These favorable results came despite
difficulties caused by electricity shortages and ongoing guerrilla and narcotics-relat-
ed violence during the year. The United States, which provided 38 percent of Colom-
bia's Imports in 1992, remains Colombia's principal trading partner.

Among the Gaviria administration's major macroeconomic goal for 1993 are: five
percent real GDP, 22 percent inflation, zero public sector fiscal deficit, and increases
In imports of 28 percent and exports of ten percent. Data available as of October
1993 indicate that the govemment will come close to the targets for GDP growth,
inflation and export growth. However, the public sector fiscal deficit is expected to
be 1.5 percent of GDfP while import growth will soar far above the 28 percent target.
(Imports gmew by 78 percent during the January-June period 1093 versus the same
period in 1992.)

Colombia continues to be a leader in the Andean Pact negotiations to liberalize
trade and investment regimes. The Andean Pact has formed a free trade zone and
is completing negotiations on a common external tariff. In addition, Colombia has
signed a free trade agreement with Chile and has negotiated such an accord with
Mexico and Venezuela. Colombia now benefits from duty-free entry (for a 10-year
period) for the majority of its exports to the United States under the Andean Trade
Preference Act.

Foreign investment is important in the petroleum, mining, financial and construc-
tion sectors. The Colombian government created a corporation to promote foreign in-
vestment (COINVERTIR) in November 1992. It actively encourages foreign invest-
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ment, including foreign participation in portfolio investments. U.S. investment ac-
counted for 63 percent ($2.7 billion) of the $4.3 billion total foreign direct invest-
ment registered between 1967 and mid-1993.
2. Exchange Rate Policy

Decree Law 9 issued in January 1991 and Central Bank Resolution 21 of Septem.
ber 1993 completely revised Colombia's foreign exchange regime. With the closure
of the foreign exchange window at the Central Bank, allsuch transactions now take
place in the private financial system. Colombia essentially now has a free market,
foreign-exchange system. Although the Central Bank continues to set an official ex-
change rate based on a crawling peg daily devaluation of the peso, that figure is
used only for reference purposes. All commercial transactions are now conducted at
free market exchange rates determined by the fmancial markets.

The Central Bank issues exchange certificates to purchase the excess of the pri-
vate banks' foreign-exchange position in order to sterilize temporarily the inflow of
foreign exchange, thus minimizing its impact on the money supply. These exchange
certificates are actively traded on a secondary market. The government intervenes
in the exchange markets to keep the peso within a 12 percent band of the official
rate by buying and selling exchange certificates.
3. Structural Policies

Privatization: The Gaviria Administration accelerated the privatization process, a
key component of its economic liberalization program, in April 1993. This was done
to shift investment and economic initiative to the private sector while reducing pub-
lic expenditures, and to free resources for social investment programs and for the
reduction of electrical sector debt. The government hopes to raise $2 billion under
this privatization plan. Seventy-seven companies will be put on the block. Among
them are: five banks, several oil/gas distribution companies and 34 vacation resorts.
The plan also includes private investment for development of infrastructure projects
and establishment of a cellular telephone network, all under concessional contracts.

Prices: Colombia essentially has a free market economy, with market-determined
prices. The relatively few exceptions include refined petroleum products and public
utilities. Pharmaceutical product prices were deregulated in 1992. The Colombian
government establishes minimum guaranteed prices for certain basic agricultural
commodities, but in most cases such products are sold in the local market at prices
above floor levels. The government also sets price bands, with a flexible tariff sys-
tem on imports for eight agricultural commodities. The domestic support price for
coffee is set through negotiations between the national coffee federation and the gov-
ernment.

Tax Policies: Colombia enacted a tax reform package in 1992 which tightened tax
collection procedures. The result was a 33.8-percent increase in tax revenues over
1991. A special "war taxr was assessed on petroleum, coal and ferro-nickel export-
ers, with the revenues intended to enhanced military security operations. Major
sources of government revenue include personal and corporate income taxes (45 per-
cent), the value-added tax (28 percent), and import duties (13 percent). Colombia
provides certain tax incentives in order to promote investment and nontraditional
exports. Investments in free trade zones are exempted from all income taxes, VAT
and import duties.

Regulatory Policies: The Colombian government maintains performance require-
ments for investors only in the automotive assembly sector. However, these require-
ments were liberalized in 1991 to give assemblers some flexibility in the amount of
production they are required to export.
4. Debt Management Policies

Colombia became a net capital exporter in 1992 of about $141 million. External
public sector debt was $14 billion at the end of 1992, and total external debt was

16.8 billion (34 percent of GDP). As a result of the high level of international re-
serves, a new debt management policy emerged. Domestic debt was substituted for
external debt through the issuance of dollar-denominated bonds in local capital mar-
kets. Colombia prepaid $438.8 million on its multilateral loans, while total external
debt was reduced by about $464 million.

The debt substitution scheme also represents long-term fiscal savings because in-
terest payments on the $750 million in Law 55 bonds are almost 2.5 percent lower
than the average cost of external credits. The latest shift in policy is in line with
the government s sound debt strategy, which has managed to reduce the debtIGDP
ratio from 34 percent in 1987 to 27 percent in 1992.

1.0U
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5. Sign8 ant Barriers to U.S. Exports
Import Licensing: While all imports must be registered with Colombia's Foreign

Trade Institute, all but three percent of 5,162 products are on the free list of ima-
ports, and are not subject to licensing oryprior approval requirements. Products
Which still require licensing are generally sensitive" security or national defense
items. The exceptions are poultry meat and certain dairy products which are subject
to prior import licenses for pbhyosanitary reasons, accord ing to the Government of
Corombia. The U.S. believes Colombia's phytosanitary restrictions are based on un-
sound science and used to protect domestic industry not health. Prior import li-
censes are also required for used trucks, buses, and automobiles; used tires, used
clothing, and used textiles. Used automobiles were banned effective January 1, 1994
under the Andean Pact's new Common Automotive Policy;"

Import Duties: Colombia's economic liberalization program substantially consoli.
dated and reduced tariff duties. There are presently five main tariff levels: zero,
five, ten, 15, and 20 percent. Exceptions to these tariff levels include automobiles
(35 and 40 percent), pick-up trucks and jeeps (50 percent) and agricultural products
subject to the "price band" flexible tariff system.

The average tariff duty is now ten percent (compared to 35.5 percent in December
1990). A duty of zero or five percent is levied on raw materials, intermediate and
capital goods not produced nationally. If the aforementioned products are produced
in Colombia, the duty levied is ten or 15 percent. A 20 percent duty is levied on
most other items, principally final consumer goods.

Other import fees: The import surcharge was eliminated in 1992. The VAT which
is levied on imports as well as domestically produced goods, was increased from 12
to 14 percent effective January 1, 1993. Value added-taxes on automobiles range
from 14 to 35 percent.

Services Barriers:
a. Royalties.-The royalty committee was abolished in 1992. Ceilings on all types

of royaty remittances (including film) were-eliminated. The only requirement is for
royaty contracts to be registered with Colombia's Foreign Trade Institute.

b. Banking.-Law 9 and Resolution 49 (January 1991) opened up Colombia's fi-
nancial sector to foreign investment. The new laws permit foreign investors to own
upto 100 percent of financial institutions (the former limit was 49 percent). This
liberalization allowed Citibank and Bank of America, for instance, to convert their
holdings to wholly-owned subsidiaries. It has also allowed several of the weaker
banks to become affiliated with more experienced and financially stronger partners,
and it has increased competition and technological improvements.

c. Maritime Transportation.-The Colombian government eliminated cargo re-
serves and other restrictions on maritime trade with Decree 2327 of October 15,
1991. In addition, maritime tariffs, chartering services and route assignments were
deregulated.

d. insurance.-Goods transported within Colombia must be insured by companies
with commercial presence in the country.

e. Audiovisual.--Colombian law limits broadcast of foreign-produced television
programs to not more than 40 percent of air time.

f. Advertising.-Colombian law requires at least 50 percent local content.
g. Standards, Testing, Labelling, and Certification.-The certificate of origin is not

required, except for imports from Latin America Integration Association (ALADI)
and Andean Pact member countries. Certain types of imports require permits from
specialized agencies in Colombia. For example: some agricultural commodities re-
quire phytosanitary certification from the Colombian Agricultural Institute. Imports
of foodstuffs, pharmaceutical products, cosmetics and certain other products require
a license from the Ministry of Health (these are frequently issued only after pro-
tracted delays). Importation of US. wine coolers has been restricted because the al-
cohol content is below 11.5 percent, the minimum level set by the Ministry of Health
as necessary to kill bacteria in the product. However, the decree restricting the im-
port of wine coolers is presently under review by the government.

h. Investment Barriers.-In 1991 the Andean Pact eliminated the remaining re-
strictions on foreign investment by adopting Decision 291 which provides eqa alc-
cess by foreign investors to regional trade preferences. Colombia has significantly
opened up its economy to foreign investment through new regulations which are
based on the principles of national treatment, universality and automaticity for for-
eign investors. The new regulations also eliminated the ceiling on profit remit-
tances, which previously were limited to 25 percent of registered capital. Remittance
taxes will be reduced over the next four years from 20 to 12 percent.

Law 9 of 1991, Resolutions 49, 51, 52 and 53 of the Council of Economic and So-
cial Policy and Resolution 57 of the Central Bank are the principal regulations gov-
erning foreign investment. They grant national treatment to foreign investors and
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permit 100-percent foreign ownership in virtually all sectors of the Colombian econ-
omy. The few exceptions include national security and the disposal of hazardous
waste products. There are also numerous restrictions in the services sector. The Co.
lombian government approved regulations authorizing the operation of country in-
vestment funds, permitting foreign capital to invest directly in the Colombian stock
markets.

Despite these investment reforms, some barriers remain. Investment screening
has been largely eliminated, and those mechanisms still in place are generally rou-
tine and nondiscriminatory. Prior approval by the National Planning Department
for foreign investment is required only for investments which either provide a public
service (i.e. energy, water, health, communications) or exceed $100 million in activi-
ties related to miling or petroleum. The Ministry of Communications must approve
investment applications in that sector, and the Ministry of Mines must approve all
applications for foreign investment related to hydrocarbons. All foreign investments
must be registered with the Central Bank's foreign exchange office within three
months in order to assure their right to remit profits. All investors, foreign or do-
mestic, must obtain an operating license from the Superintendent of Companies and
register with the nearest Chamber of Commerce.

Government Procurement Practices: On October 28 1993 President Gaviria
signed a new Government Procurement and Contracting Law, replacing Decree Law
222. The new law gives equal treatment to foreign companies on a reciprocal basis
and eliminates the 20-percent surcharge previously added to foreign bids under De-
cree 222. However, the law does not apply to contracts for exploration and exploi-
tation of renewable and non-renewable resources, their commercialization, and those
activities performed by state companies involved in these sectors. Foreign companies
participating in government procurements are required to establish legal represen-
tation in Colombia.

Customs Procedures: Former burdensome administrative procedures and bureau-
cratic inefficiencies in the customs area have improved greatly. Recently, a new cus-
toms law was implemented which significantly modernized and streamlined the du-
ties liquidation process and import clearance by diminishing documentary require-
ments and easing payment of duties and other charges through local banks. Colom-
bia also intends to adere to the GATT Customs Valuation Code.

6. Export Subsidies Policies
The Colombian government provides three types of export incentives: indirect tax

rebate certificate (CERTs), duty exemptions on the import of capital goods and raw
materials used for production of export goods, and a subsidy on export credit insur-
ance premiums through the Colombian Bank of Foreign Trade. However these pro-
grams have been significantly reduced following the 1990 accession of Colombia to
the GATT Subsidies Code. The government plans to phase out the CERT program
in 1993, replacing it with a transparent indirect tax drawback system.

7. Protection of U.S. Intellectual Property
Colombia improved protection of intellectual property rights through the adoption

of Andean Pact Decision 313, which went into effect in February 1992. Colombia re-
mained on the U.S. Special 301 Watch List in 1993 due to continuing concerns over
deficiencies in the new IPR regime. These include a short patent term, overly broad
compulsory licensing provisions parallel imports authorization and lack of transi-
tional "pipeline" protection. Andean Pact Decisions 344 and 345, which superseded
Decision 313 on January 1, 1994, set new higher standards of protection. Recent leg-
islation has strengthened copyright protection and infringement penalties. Colombia
continues to focus its discussion of IPR issues through the Andean Pact negotia-
tions.

Patents: Colombia has not joined the major international conventions on patent
protection. However, the government has stated its intention to sign the Paris Con-
"vention for the Protection of Industrial Property, the Patent Cooperation Treaty,
and the UPOV Convention.

Copyrights: Colombia's copyright law is based on Law 23 of 1982. The law was
extended to cover computer software by decree 1360 of 1989, and Law 44 of 1993,
which increases criminal penalties. Colombian law provides copyright protection for
the life of the author plus 80 years. If the holder of the rights to the work is a "legal
entity," the term of protection drops to 30 years from the date of first publication.
Although Colombia has a modern copyright law, lack of enforcement remains a seri-
ous problem. Video cassette and satellite signal piracy continue to be widespread.
No protection exists for semiconductor "masks." Amendments to the copyight law
made in 1993 have significantly increased penalties for infringement. The police ad-
ministrative agencies now can-destroy pirated material, and close and cancel the op-
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rating license of any establishment where copyright infringement has occurred. Co.
lombia belongs to the Bern and the Universal Copyright Conventions, the Buenos
Aires and Washington Conventions, and the Rome Convention on Copyrights. The
Colombian Congress has approved the Geneva Convention for the Protection of
Phonograms, but it is awaiting further approval. Colombia is not a member of the
Brussels Convention on Satellite Signals, though the government is considering ac-
cession through G-3 negotiations.

Trademarks: Colombia's trademark protection requires registration and use of a
trademark in country. Trademark registrations are valid for ten years and may be
renewed for successive ten-year periods. Priority rights are granted to the first ap-
plication for trademark in another Andean Pact country or in any country which
grants reciprocal rights. Trademark owners do not have a cause for action against
importation of products from other Andean Pact countries that bear their trademark
without authorization, though certain labelling requirements concerning country-of-
origin apply. Enforcement remains a weak area. Colombia is a member of the Inter-
American Convention for Trademark and Commercial Protection.

New Technologies: Computer software has explicit copyright protection under a
law enacted in 1989.

The International Intellectual Property Rights Alliance estimates that trade losses
due to piracy in motion pictures, sound recordings and musical compositions, books,
and computer software total at least $81 million per year in Colombia. On the posi-
tive side, the government has initiated a modernization program of the Colombian
agencies responsible for enforcing Colombia's IPR regime and enforcement actions
have increased.
8. Worker Rights

a. The Right of Association.-The right of workers to organize and strike is recog-
nized by law. Colombia's Labor Code recognizes unions which have 25 or more sig-
natures from a workplace, and strengthens penalties for hindering workers' freedom
of association. The Code also assures the independence of labor organizations in de-
termining internal rules, electing officials, and administering activities, and forbids
the dissolution of trade unions by administrative fiat. Before carrying out a legal
strike, unions must negotiate directly with management and engage in conciliation
procedures if no agreement is reached.

b. The Right to Organize and Bargain Collectively.-The right of workers to orga-
nize and engage in collective bargaining enjoys constitutional protection. Unions
have been successful in organizing larger firms and public services, which include
less than eight percent of Colombia's economically active population. High unem-
ployment and weak union organization have limited workers' bargaining power in
the private sector. Anti-union discrimination or the obstruction of union association
is illegal. The new Labor Code increased the fines for restricting freedom of associa-
tion. The use of strikebreakers is illegal.

c. Prohibition of Forced or Compulsory Labor.-Forced or compulsory labor is ille.
gal, and the prohibition is respected in practice. The Constitution specifically forbids
slavery or any treatment of human beings that resembles servitude.

d. Minimum Age for Employment of Children.-The Constitution prohibits em-
ployment of children in most jobs before the age of 14, and the Labor Code prohibits
those under age 18 from requesting employment permits. This provision is respected
in larger enterprises and major cities. However, the extensive informal economy is
effectively outside government control.

e. Acceptable Conditions of Work.-Acceptable conditions of work: The government
annually sets a national minimum wage which serves as an important benchmark
for wage bargaining. Yhe current level is consistent with the government's anti-in-
flation policies. More than one-quarter of the labor force earns less than the mini-
mum wage.

f. Rights in Sectors With U.S. Investment.-All foreign investors are subject to Co-
lombian laws protecting worker rights. The main sectors of the economy with U.S.
investment are the petroleum, coal mining, chemical, and manufacturing industries.
Worker rights conditions in those sectors in practice are superior to those prevailing
elsewhere due to the large size and high degree of organization of the enterprises.
Examples include shorter-than-average working hours, payment of the highest
wages and salaries in Colombia, and compliance with occupational health and safety
standards well above the national average.
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Extent of U.S. Investment in Selected Industries.-U.S. Direct
Investment Position Abroad on an Historical Cost Basis-1992

(Millions co U.S. dollars]

Catem Amount

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

Food & Kindred Products............................
Chemicals and Allied Products.......................
Metals, Primary & Fabricated........................
ilMachinery, except Electrical.......................
UlElectric & Electronic Equipment.....................
11Transportation Equipment.........................
Other Manufacturing ...................................................

Wholesale Trade ..............................................................
B anking ...................................................................................
Finance and Insurance .....................................................
Services ..................................................................................
Other Industries ...............................................................
TOTAL ALL INDUSTRIES ............................................

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

184
236
30
0

24(1)
(1)

596
699

107
(1)
10
10
(1)

2,077

COSTA RICA

Key Economic Indicators
(Millions of 1966 colones unless otherwise noted]

1990 1991 1992

Income, Production, and Employment:
Real G D P ............................................................
GDP Growth (percent)........................
GDP by Sector.

Agriculture ......................................................
Industry ..........................................................
Electricity, Phone, Water.....................
Construction ...................................................
Com m erce .......................................................
Transportation, Communicat.................
Financial .........................................................
General Government.........................
Other sectors .............................................

Real GDP Per Capita:
In 1966 Colones..........................................
In current U.S. dollars.......................

Labor Force (000's)............................
Unemployment (pct.)..........................

Money and Prices:
Money Supply (MI, daily ave.) (millions of cur-

rent colones) ..............................................
Interest Rate (lending, pct.)....................
Interest Rate (deposit, pct.).....................
Investment/GDP (pct. share)....................
Consumer Price Index (pct. chg.)................
Exchange Rate (Colon per $):

Official (annual avg.)......................
Parallel (annual avg.).....................

12,244.5 12,521.1
3.6 2.3

2,366.0
2,629.3

380.0
503.2

2,056.7
1,060.6

858.7
1,059.3
1,330.7

4,092
1,597
1,017

4.6

56,769
41.6
34.6
20.6
27.3

104.6
106.7

2,513.1
2,684.5

397.1
465.5

2,061.0
1,091.4

869.0
1,069.9
1,369.6

4,086
1,600
1,066

5.5

65,398
40.1
30.0
19.5
25.3

136.8
139.5

13,433.6
7.3

2,587.4
2,966.4

426.9
466.9

2,291.8
1,231.1

970.7
1,080.6
1,411.8

4,285
1,974
1,087

4.1

90,390
N/A
N/A
20.5
17.0

138.0
139.4
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Key Economic Indicators.-Continued
[Millions of 1966 colonies unlosn otherwise noted]

1990 1991 1992

Balance of Payments and Trade (millions of U.S.
dollars):

Total Exports (FOB) ........................................... 1,448.2 1,593.0 1,877.8
Exports to US. (FOB) ..................................... 578.5 586.1 789.8

Total Imports (CIF) ............................................ 2,025.7 1,876.6 2,468.8
Imports from U.S. (CIF) ................................ 705.0 822.5 1,148.0

Assistance from U.S ........................................... 74.2 51.6 N/A
Assistance from Other Countries ...................... 25.5 117.1 N/A
Total Foreign Investment ................................... 135.0 N/A N/A
Foreign Public Debt ............................................ 3,269.2 3,266.9 3,263.8
Annual Debt Service Paid .................................. 442.0 347.3 496.6
Gold Reserves ...................................................... 4.2 N/A N/A
Net International Reserves ................................ 470.9 902.9 1,062.3
Current Account Balance ................................... -424.0 -278.9 -394.5

N/A-Not available.

1. General Policy Framework
The Government of Costa Rica continues to pursue a trade and economic policy

favoring open markets, international competition and freer trade. These policies are
supported through active IMF and World Bank programs. Significant setbacks to
this general policy have resulted from European Community restrictions on banana
exports, domestic pressure to restrict foreign competition, constitutional protection
of state-owned monopoly enterprises, and domestic political pressures resulting from
uneven economic growth. Many reforms are still supported orly by executive decrees
rather than legislation, and some recent reforms have become political issues in the
current election campaign. Costa Rica has failed to resolve a number of pending ex-
pro'riation claims by U.S. citizens, some pending over 20 years.The reforms have clearly contributed to an improving economy. The economy of
Costa Rica showed significant growth during 1992. Gross Domestic Product (GDP)
increased 7.3 percent in 1992, compared with a 2.3 percent growth in 1991. Finan-
cial intermediation, industry and commerce grew more than ten percent, while agri-
culture grew three percent. Inflation fell from 25.3 percent in 1991 to 17 percent
in 1992, and the rate was only 8.9 percent from September 1992 to September 1993.
While increased taxation and public sector revenue did reduce disposable income in
1992, the relative stability of the exchange rate during 1992 and 1993, plus the
gradual reduction of tariffs, contributed to a record 40 percent increase in imports
from the United States.

Public sector finances continue to improve the result of more efficient tax collec-
tion and increases in utilities rates rather than reductions in public spending. The
combined public sector deficit decreased in 1992 to 1.4 percent of GDP (2.2 percent
in 1991), meeting the country's IMF-program target of 1.5 percent of GDP. The
central government reduced its deficit to 1.8 percent of GDP in 1992 (3.1 percent
in 1991). Although nonfinancial state institutions produced a surplus equivalent to
2.3 percent of GDP in 1992 (2.7 percent in 1991), this was offset by Central Bank
losses equivalent to 1.8 percent of GDP (the same as in 1991), caused primarily by
servicing of foreign debt, increases in the rate of interest paid on domestic monetary
stabilization 'bonds, and the need to neutralize local currency monetization from ac-
cumulated foreign currency reserves. Combined public sector income increased 31.9
percent in nominal terms. Tax revenues increased 36 percent in 1992, with selective
consumption tax receipts increasing 105 percent and sales tax receipts increasing
25 percent. Income tax, which is more difficult to collect increased 30 percent. The
remaining fiscal deficit is financed through public sector bond issuance, and private,
bilateral and international financial institution borrowing.

The Central Bank used a range of tools to control the growth of the money supply,
including open market operations, restriction of public sector credit, and two in-
creases in the reserve requirements on commercial banks (from 21.7 percent in
1991, to 27.4 percent in 1992, for deposits in local currency). Open market foreign
currency purchases generated excess liquidity and a drop in interest rates during
1992. Lending rates, which were 38.9 percent in 1991, dropped to 28.8 percent in
1992, generating a 48 percent increase in the demand for credit primarily for com-
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mercial, services and private consumption. Credit to the public sector decreased 4.3
percent, resulting in a net increase of 24.3 percent in overall credit, still below the
28.3 percent nominal Increase in GDP.
2. Exchange Rate Policy

In March 1992, the Central Bank withdrew from actively controlling the foreign
exchange market. The single exchange rate is set indirectly every noirning by the
Central Bank through its sale or puichase of foreign currency. Exporters are now
allowed to keep ten percent of incoming dollars, but must sell the remaining 90 per-
cent to a commercial bank which in turn must sell 25 percent to the Central Bank,
facilitating the Central Bank's acquisition of reserves. Additionally, all foreign
transactions by state institutions are channeled through the Central Bank. Com-
mercial banks are free to negotiate foreign exchange prices. However, the difference
between the sell and buy rates cannot exceed one percent, and from that limited
spread, 0.39 colon per dollar is a tax, and 0.50 colon is a fee paid to the Central
Bank. Commercial banks must liquidate their foreign exchange positions daily.

The new exchange policy resulted in an essentially unchanged exchange rate dur-
ing 1992, as freely traded dollars from tourism and capital investment continued to
flow into Costa Rica. The free and sufficient supply of foreign currency was the most
significant factor in the marked increase in imports during 1992 and the first half
of 1993. It also permitted the Central Bank to build up reserves while reducing the
rate of inflation. The policy has also contributed to an increased demand for im-
ports particularly from the United States, aided by the relative devaluation of the
U.S. dollar versus other major currencies.
3. Structural Policies

While the consumer protection law in Costa Rica fixes prices regulates profit
margins, and prohibits price speculation, most price controls and al margin controls
are currentlyzsuspended by executive decree. Pending legislation would remove most
price and all profit margin controls, impose anti-trust rules and protect consumers
against product misrepresentation and price fixing. This change in the pricing law
is a requirement for the World Bank's Third Structural Adjustment Loan (SAL II).

Other laws and regulations affecting US. exports to Costa Rica include detailed
labeling requirements and recent strength requirements for car bumpers.
Phytosanitary and zoosanitary restrictions on the import of fresh produce, as well
as import permit requirements for many agricultural products limit or act as a de
facto ban on U.S. exports of these products. Pharmaceuticals, veterinary drugs and
chemicals, including chemicals that are component parts, must be registered and ap-
proved by the Ministry of Health before the chemicals or finished products can be
imported. Chemicals and pesticides exported to Costa Rica must be legally available
in the exporting country.

Government purchasing and contracting are highly regulated and often frustrat-
ing due to protracted appeals of contract awards, and bid and performance bond re-
quirements. Despite this, no special requirements apply to foreign suppliers and
U.S. companies regularly win public contracts. Competition is fierce among inter-
national suppliers and frequently the winner must propose comprehensive packages
that include performance guarantees and financing. All exporters must have ale-
gally responsible representative in Costa Rica in order to sell goods or services in
Costa Rica.
4. Debt Management Policies

Despite a trade deficit of $751 million for 1992, Costa Rica had a net foreign re-
serve increase of $159 million. This improvement resulted from $550 million in pri-
vate capital imports, services and transfers, plus an estimated net $233 million
earned from the booming tourism trade. Costa Rica imported $1,148 million from
the United States in 1992, a 40 percent increase from 1991. Costa Rica exported
only $790 million to the United States, resulting in a trade surplus for the United
States of $358 million. While the pending World-Bank SAL III, for $180 million, is
a potential source of foreign exchange, it is unlikely to be disbursed in the near fu-
ture, if at all, due to the unwillingness of the Legislative Assembly to pass quickly
the laws that are conditions for its disbursement. Consequently, Costa Rica will
need to reduce its trade imbalances with other countries, particularly with the Unit-
ed States and Japan while continuing to attract more foreign investment and tour-
ism, in order to avoid an eventual foreign exchange shortage.

Costa Rica paid $497 million to service its official foreign debt in 1992, equivalent
to 26 percent of exports. The debt is now $3,264 million, equivalent to 50 percent
of GDP. Debt service payments increased 42.9 percent during 1992. A more serious
immediate problem is the servicing of Costa Rica's large internal debt. Almost a
third of the government's budget is spent in servicing its domestic debt, more than
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the amount spent in paying public employees, leaving precious little for capital im-
provements. The Central -anik's anti-inflation policy of keeping interest rates high
keeps debt service costs extremely high for the Finance Ministry.
5. Significant Barriers to U.S. Exports

Costa Rica requires import permits for dairy products, pork and poultry meat,
rice, beans, potatoes onions, wheat, and sorghum. Some of these permit require-
ments can act as de actoro bans on U.S. exports.

Solvents and precursor chemicals are carefully regulated to prevent illegal use.
Surgical and dental instruments and machinery can be sold only to licensed-import-
ers and health professionals. All food products, medicines, toxic substances, chemi-
cals insecticides, pesticides and agricultural inputs must be registered and certified
by the Ministry ofHealth prior to any sale.

All imports and exports are registered for statistical purposes only. Foreign com-
panies and persons may legally own equity in Costa Rican companies, including real
estate. However, several activities are reserved to the state, including public utili-
ties, insurance, bank demand deposits, the production and distribution of electricity,
hydrocarbon and radioactive minerals extraction and refining, and the operation of
ports and airports. However, recognizing the impossibility of public financing of
large scale infrastructure projects, the legslature recently passed a law allowing
prvate construction and operation of public projects on a concession basis. Such fa-
cilities would revert back to the state after an agreed upon period.

Many services industries are so rigorously controlled that foreign participation is
practically impossible. Medical practitioners, lawyers, certified public accountants
engineers, architects, teachers and other professionals must be members of local
guilds which stipulate residency, examination and apprenticeship requirements that
can only be met by long time residents of Costa Rica. Investment in such private
sector activities as newspapers and radio and television stations and customs bro-
kerage firms are limited to Costa Rican citizens.

The government encourages the development of non-traditional exports and tour-
ism, and may provide incentives for U.S. investment. It does not restrict foreign eq-
uity participation. The share of foreign workers in an enterprise is limited by law,
but the Ministry of Labor generally grants permission for foreigners to work. Per.
mits for foreign participation in management have always been granted. No require-
ments exist for foreign owners to work in their own companies. There are no restric-
tions on the repatriation of profits and capital.

The government and other state institutions make procurements through open
public bidding, but the law allows private tenders and direct contracting of goods
and services in limited quantities or in case of emergency with the consent of the
Contralorea (General Accounting Office). Public bidding is complicated and foreign
bidders are frequently disualified for failure to comply with the detailed proce-
dures. The lengthy and costly appeal process often causes losses due to interim price
changes while bidders cannot alter their bids.

Customs procedures are legendary for their cost and complexity. Most large enter-
prises are forced to have customs specialists on the payroll, in addition to buying
the services of customs brokers. Customs brokers must be bonded Costa Rican com-
panies and enjoy a monopoly on the handling of imports. All importers and export-
ers, including U.S. companies, suffer from defective customs procedures, poor ad-
ministration, theft, graft and inadequate facilities.

The government's expropriation policy has been a disincentive to U.S. investment
in Costa Rica. The government has expropriated large amounts of land for national
parks, biological and indigenous reserves, and squatters. Some unpaid U.S. expro-
priation claims date back over 25 years. The government has made some efforts to
resolve expropriation cases. The U.S. Government through extraordinary means
such as freezing aid money or delaying international loans, has been able to encour-
age progress. Claimants also have recourse to international arbitration through the
International Center for the Settlement of Investment Disputes, and to local arbitra-
tion.

Similarly, landowners in Costa Rica run the risk of losing their property to squat-
ters, who are often organized and increasingly violent. Costa Rican land tenure laws
favor squatters, and police protection of landowners in rural areas is poor to non-
existent.
6. Export Subsidy Policies

The Government of Costa Rica has attempted to diversify its export production
and markets. Until mid-1992, all goods other than coffee, bananas beef, sugar and
cacao exported outside of Central America and Panama qualified for export sub-
sidies through the issuance of negotiable tax rebate certificates (CATS). These sub-



353

sidles proved too costly and violated the requirements for Costa Rica's GATT mem-
bership. However, existing export contracts call for the issuance of CATS until 1996.
Costa Rica is a member of GATF, but is not a signatory of the GATr Subsidies
Code. Under the terms of the Central American C6mmon Market Treaty of 1960,
industrial products produced in any of the five countries enter duty-free into the
other member countries.

Export companies wishing to locate in duty free production zones can benefit from
exemption from Import duties on raw materials and products, from exemption from
all export, sales and consumer taxes, from exemption from taxes on remittances
abroad, and from exemption from taxes on profits for a period of six years from the
beginning of operations, and a 50 percent exemption for the following four years.
7. The Protection of U.S. Intdiectual Property

Costa Rica is a signatory to most major intellectual propertyrights (IPR) conven-
tions and agreements, andis a member of the World Intellectual Property Organiza-
tion. However, significant weaknesses exist in the country's IPR system, particularly
in enforcement and in patent protection. Pending legislation would ratify the Paris
Convention on Industrial Property and create a trade secrets law, but neither bill
has any prospect of passage in 1993 due to their low priority on the legislative agen-
da. An agreement on the Uruguay Round with its chapter on the protection of intel-
lectual property rights will substantially improve the Costa Rican IPR regime. How-
ever, the government is otherwise unwilling to improve its IPR regime without re-
ciprocal trade concessions from developed trading partners such as the United
States.

Copyrights: Costa Rica is a signatory to the following copyright conventions:
Mexico City Convention on Literary and Artistic Copyrigts (1902);
Rio de Janeiro Convention on Patents, Industrial Designs, Trademarks and

Literary and Artistic Property (1906);
Buenos Aires Convention on Literary and Artistic Copyrights (1910), and as

revised at Havana (1928);
Inter-American Convention on the Rights of the Author (1946);
Universal Copyright Convention (Paris 1971);
Rome Convention for the Protection of Performers, Producers of Phonograms

and Broadcasting Organizations (1961);
Bern Convention or the Protection of Literary and Artistic Works (Paris Act

1971);
Convention for the Protection of Producers of Phonograms (Geneva 1971); and

the
Central American Convention (1982).

One deficiency of Costa Rica's copyright laws is the lack of express protection for
computer programs and databases, although the National Registry accepts such reg-
istrations under existing law. The major problem for copyi'ght holders is with en-
forcement. Most fines were set years ago, and with depreciation are now inadequate
to deter piracy. Criminal cases must be denounced by the injured party and prison
terms, while ranging up to twelve months, are frequently suspended. While the Su-
=rme Court upheld the constitutionality of the copyright law, it suspended the

ghree-year general penalty for any violation of the law for which no penalty is speci-
fied. The cable television industry now operates almost entirely under quitclaim
agreements with foreign producers. Many pirate videocassettes are available, al-
though several larger distributors have now switched to legitimate tape rentals.

Patents: Costa Rica is a signatory to the following patent conventions:
Paris Convention (1883); and
Rio de Janeiro Convention on Patents, Industrial Designs, Trademarks and

Literary and Artistic Property (1906).
The Costa Rican patent laws are deficient in several key areas. The term is far

too short. Patents are granted for non-extendable 12 year terms. In the caseoof prod-
ucts deemed "in the public interest,' patents are granted only for one year. This ex-
ception applies to all pharmaceuticals, items with therapeutic applications, chemical
and agricultural fertilizers, agricultural chemicals and all beverage and food prod-
ucts. The Costa Rican National Health System has been the major obstacle to pat-
ent reform, due to a reported fear of increased costs of pharmaceuticals if patents
were extended beyond one year.

No patent protection is available for plant or animal varieties, any biological. or
microbiological process or products. Costa Rica also has broad compulsory licensing
requirements that force patent owners to license inventions that are notproduced
locally. The limited tent protection available cannot be enforced until local pro-
duction has ben. Costa Rican law also provides for compulsory dependent patent
licensing and for expropriation of patents.
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Trademarks: Costa Rica is a signatory to the following trademark conventions:
Paris Convention (1883);
Rio de Janeiro Convention on Patents Industrial Designs, Trademarks and

Literary and Artistic Property (1906); and
Central American Treaty on Industrial Property (1970).

Trademarks, service marks, trade names and slogans can be registered in Costa
Rica. There is no actual use requirement. Registration is for renewable ten year pe-
riods from the date of registration. Counterfeit goods are widely available in Costa
Rica and compete with goods manufactured under trademark authorization. Another
problem is registration of famous marks by speculators who demand to be bought
out if and when the legitimate rights holders come to Zosta Rica. Litigation to re-
move such speculative registrations is long and expensive.

Trade secrets are protected by existing laws and Article 24 of the Constitution
protects the confidentiality of communications. The penal code stipulates prison sen-
tences for divulging trade, employment or other secrets, and doubles the punish-
ment for public servants. Some existing laws also stipulate criminal and civil pen-
alties for divulging trade secrets. The burden of enforcement is on the affected
party.
8. Worker Rights

a. The Right of Association.-Workers are theoretically free to join, unions without
prior authorization, but barriers exist in practice. Unions are tree of government
control and are generally free to form federations and confederations, and to affiliate
internationally. The AFL-CIO and other labor organizations contend that the right
to associate in Costa Rica is limited by the "Solidarismo" (solidarity) movement.
This movement espouses employer-employee cooperation, and offers workers such
benefits as credit unions and savings plans. Solidarista associations are partially fi-
nanced by matching contributions from members and their companies, and can offer
many services which unions cannot offer. Most publicly-owned companies have both
unions and solidarity associations to which all workers belong simultaneously.

Solidarity associations have been accused by labor unions of illegally bargaining
collectively-on behalf of members. In June 1993, the AFL-CIO filedra petition with
the U.S. Trade Representative calling for the removal of Costa Rica from the Gener-
alized System of Preferences. Also in 1993, the major labor confederation in Costa
Rica filed a complaint with the International Labor Organization (ILO). Both peti-
tions allege denial of the right of association, based in part on Solidarismo activities.
In October 1993, the Costa-Rican government enacted a package of reforms that ad-
dress these complaints. The legislation is awaiting publication in the Official Ga-
zette. One of the reforms prohibits Solidarista associations from acting as collective
bargaining agents.

Costa Rican law restricts the right of public sector workers to strike. However,
the Government of Costa Rica has submitted ILO Convention 151 (governing public
sector employees' right to bargain collectively and to strike) to the Legislative As-
sembly for ratification. There are no restrictions on the rights of private workers
to strike, and the Labor Code prohibits all actions that tend to "eliminate, avoid,
limit or impede the free excercise of workers' collective rights. In late 1993 the AFL-
CIO withdrew its petition. Very few private sector workers are union members and
there were no notable private sector strikes in 1993. Public sector labor disputes
produced a few demonstrations and brief strikes in 1993.

b. The Right to Organize and Bargain Collectively.-In June 1991, the ILO con-
cluded that management use of solidarity associations and their participation in
trade union activities violated workers' rights of association. Since then, the Costa
Rican government has enacted legislation to comply with the letter of the ILO rul-
ing. Specifically, Costa Rican law now explicitly prohibits solidarity associations
from engaging in direct or indirect collective bargaining. Legislation has also been
enacted to address the AFL-CIO petition by expressly prohibiting the dismissal of
workers for organizing or joining a union, as well as increasing fines and tightening
labor law enforcement.

c. Prohibition of Forced or Compulsory Labor.-The Costa Rican Constitution pro-
hibits forced or compulsory labor, and there are no known instances of either.

d. Minimum Age for Employment of Children.-The Constitution provides special
employment protection for women and minors and establishes the minimum work-
ing age at 12 years with special regulations in force for workers under 15. Enforce-
ment in the formal sector is reasonably effective. However, child labor appears to
be an integral part of the large informal economy, although data on this is lacking.

e. Acceptable Conditions of Work.-The Constitution sets workday hours, overtime
pay, days of rest and rights to vacation time. It also requires compensation for dis-
charge without cause, although in practice this is sometimes circumvented. The
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Constitution also provides the right to a minimum wage, set by a National Wage
Board composed of government, business and labor representatives. The wages set
are legally enforceable minimums. Wages can and often do exceed the set amounts.
Maximum work hours are eight duringthe day and six at night, up to a weekly
total of 48 and 36 hours respectively. Non-agricultural workers receive overtime pay
of 50 percent of regular wages for work in excess of the daily norm. Agricultural
workers are not paid overtime if they work beyond their normal hours voluntarily.
There is little evidence that employers coerce such overtime from employees. A 1967
law governs workplace health and safety, and requires a management-labor commit-
tee in all businesses with more than ten employees. Most firis have followed the
letter of this law, but have not made strong effortseto make these committees into
effective instruments for improving the workplace. There are too few labor inspec-
tors to ensure that minimum safety and health conditions are maintained, especially
outside of the San Jose metropolitan area.

f. Rights in Sectors With Uf.S. Investment.-Working conditions do not differ from
the general description above in any sector with U.S. investment.

Extent of U.S. Investment in Selected Industries.-U.S. Direct
Investment Position Abroad on an Historical Cost Basis-1992

(Millions of U.S. dollars]

Category Amount

Petroleum ............................................................................... 2
Total M anufacturing .............................................................. 253

Food & Kindred Products ................................................. .94
Chemicals and Allied Products ......................................... 83
Metals, Primary & Fabricated ......................................... .18
Machinery, except Electrical ............................................. 0
Electric & Electronic Equipment ...................................... 13
Transportation Equipment ................................................ 0
Other M anufacturing ......................................................... 45

W holesale Trade ..................................................................... -30
Banking .................................................................................. 0
Finance and Insurance ............................................... ........... 0
Services ................................................................................... 5
Other Industries .....................................................................- 9
TOTAL ALL INDUSTRIES ................................... 221

Source: U.S. Department of Commerce, Bureau of Economic Analysi&

DOMINICAN REPUBLIC

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

1991 1992 19931z

Income, Production, and Employment:
Real GDP (1985 prices), (millions of D.R.

pesos) ................................................................ 15,319 16,514 17,009
Real GDP Growth (pct.) ..................................... -0.6 7.8 3.0
GDP (current prices in US.$) ........................... 7,175 7,828 8,689
By Sector:

Agriculture ....................................................... 1,098 1,174 1,304
Energy and Water ........................................... 122 157 174
Manufacturing ................................................. 1,148 1,252 1,390
Construction .................................................... 517 548 608
New Housing Investment ............................... 474 548 608
Financial Services ........................................... 466 470 521
Other Services ................................................. 703 783 869
Government, Health and Education .............. 739 783 869
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Key Economic Indicators-Continued
[Millions of U.S. dollars unile. otherwise noted]

1991 1992 19931

Others .............................................................. 1,908 2,113 2,346
Net Exports of Goods and Services ................... -444.0 -824.0 N/A
Real Per Capita GDP (1985 Prices in D.R.

pesos)2 .............................. .. . . .. .. .. . .. . . .. . . .. .. .. . . .. . . .  2,099 2,202 2,209
Labor Force (000's)3a........................................... 3,115 3,240 3,370
Unemployment Rate (pct.)4 ... ................. . 30 30 30

Money and Prices (annual percent growth):
Money Supply (M2) ............................................. 41 32 28
Base Interest Rate 5 ............................................ 34 30 29
Retail Inflation .. o ........ .......................... 4 7 8
Consumer Price Index6 ...................................... 1,895.21 1,982.28 2,140.86
Exchange Rate (U.S.$/D.R. peso):

Official .............................................................. 12.74 12.75 12.75
Parallel ............................................................ 12.97 12.74 12.60

Balance of Payments and Trade:
National Exports (FOB) 7 ................................... 658.3 561.9 516.9
Trade Zone Exports (value-added)............... 250.0 287.4 N/A

Exports to U.S. 2.............................................. 2,095.0 2,452.5 N/A
National Imports (CIF)7 .................................... 1,728.8 2,178.1 2,200.0

Imports from U.S.sa........................................ 1,742.7 2,098.1 N/A
Aid from U.S." ..................................................... 21.1 22.5 24.6
Aid from Other Countries 10o............................... 30.5 N/A N/A
External Public Debt........................4,481.4 4,582.3 4,685.4
Debt Service Payments (Paid) ........................... 643.9 480.9 N/A
Gold and Forex Reserves 11 ............................... 500.1 580.8 714.2
Trade Balance (National)7 ............. 0.0................. - 1,070.5 - 1,616.2 - 1,683.0

Balance with U.S.s ......................................... 352.3 354.4 N/A
N/A-Not available.
'U.S. Embassyprojections for 1993 Calendar Year.
2Source: The Dominican National Statistic Office is the source of population figures used to calculate percapita GDP.Source: Dominican National Planning Office

4Source: U.S. Embassy Economic Section estimates.
SThe 1993 figure is as of August, 1993. Short term (90 day credit cost (Prime Rate). .
$May 1976-April 1977 equals 100.
7"National Exports" means all exports other than from Free Trade Zones. "National Imports' means all

imports other than those bound for Free Trade Zones.
sSource: U.S. Department of Commerce. This data includes all items exported to or imported from the Do-

minican Republic b3 the United States, including Dominican Free Trade Zone activity.
#Calculation based on U.S. Government Fiscal Year.
1OSource: United Nations Development Program.
111993 Figure as of August.
Source: Economic Studies Department, Central Bank of the Dominican Republic, unless otherwise Indio

eated.

1. General Policy Framework
During the late 1980's, the Dominican Republic suffered a deep economic crisis.

This crisis came largely as the result of unsound government fiscal and monetary
policies and was exacerbated by declining world market prices for the country's
principal exports. The year- 1990 marked both the low point and the turning point.
In that year, inflation reached 100 percent, GDP dropped approximately five percent
and the currency suffered major devaluations.

Starting in 1990, the government began to put its house in order. The budget defi-
cit was slashed and the exchange rate and interest rates were allowed to float. Infla-
tion was quickly brought under control, droppingto four percent in 1991. Economic
growth resumed in the second half of 1991. The Dominican government claims GDP
grew by 7.7 percent in 1992 and forecasts 5 percent growth for 1993. Other observ-
ers forecast 3 percent GDP growth for 1993.

In the area of fiscal policy the government began to eliminate its large deficits
In 1990. Tax collection mechanisms were improved and spending on inefficient
parastatal enterprises was greatly reduced. The government has in recent years car-
ried out expensive, large-scale public works projects. The majority of government
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revenue In 1992 came from Import duties (36 percent of the total), a value-added
tax (14 percent of the total), income taxes (16 percent of the total) and a special
petroleum products surcharge (12 percent of the total). The remaining 22 percent
of government income came from several additional taxes (including asset and con-
sumption taxes) and from foreign loans and grants. (Source: Monthly Bulletin of the
Central Bank of the Dominican Republic, October 1993). Duri n 1993, the govern-
ment continued to depend heavily on taxes derived from international trade.

Monetary policy has long been an area of great difficulty in the Dominican Repub-
lic. During the late 1980's, the government financed its fiscal deficits by expanding
the money supply. This led to the inflation described above. The government has
largely eliminated this particular kind of "inflation finance," but other factors have
caused the money supply to grow at a significant and potentially worrisome rate.
During 1992, the money supply (M2) grew 32 percent due largely to Central Bank
purchases of foreign exchange (dollars).

2. Exchange Rate Policy
In response to the crisis of the late 1980's, the Dominican Republic moved to a

market-ddtermined exchange rate system for most transactions. Importers are now
able to obtain hard currency directly from commercial banks instead of from the
Central Bank. However, the Central Bank charges a two percent commission on all
foreign exchange transactions conducted by commercial banks. The Central Bank
has kept its official "buy rate" for the dollar fixed at 12.5 pesos since mid 1991, and
it intervenes in the foreign exchange market to prevent market rates from moving
far from this official rate. During 1992 and 1993, business activity in the Dominican
Republic was not impeded by problems in the foreign exchange market.
3. Structural Policies

Starting in 1990, the government began to eliminate many of the distorting price
control and subsidy programs that had contributed to the crisis of the late 1980's.
Today, the vast majority of prices are determined by market forces.

Of particular interest to U.S. exporters are reforms in the customs and tariffs
area. In September, 1990 the Dominican government enacted a major tariff reform
by presidential decree. The decree resulted in a simplified tariff schedule with six
categories and seven tariff rates ranging from 5 to 35 percent. It also replaced quan-
titative import restrictions with tariffs, transformed all tariffs to ad valorem rates
and imposed a temporary surcharge that was to be phased out over three years.
This surcharge was eliminated in September 1993.

While it marked an improvement over the previous tariff regime, the 1990 decree
still left the Dominican Republic with trade barriers significantly higher than those
of many similar countries in the region. In August 1993, the Dominican President
signed into law a bill that was essentially a codification of the 1990 decree (with
some modifications designed to increase rates of effective protection for Dominican
firms). This new tariff law was bitterly opposed by free trade advocates--it leaves
the Dominican Republic with a maximum tariff of 35 percent while many other
countries in the region are moving toward much lower maximum tariffs. (There are
additional taxes on imports-see below.)

Difficult customs procedures continue to be a major complaint of businessmen op-
erating in the Dominican Republic.

The Dominican government has implemented changes in its tax system aimed at
increasing revenues. The concept of taxable income has been enlarged, marginal tax
rates on individuals and companies were reduced and capital gains are no longer
considered exempted income.

In May 1992, a new labor code was promulgated. Provisions of this new code in-
crease a variety of employee benefits and may result in increased labor costs. In
spite of this reform, considerable problems remain in the area of labor relations (see
below).

The banking and finance system is also in need of reform. The goal is a healthier,
more competitive and transparent finance system with closer compliance to clearly
understood "rules of the game." A new Financial Monetary Code that was expected
to be enacted in late 1992 has not been put into effect. Some bank reforms are being
carried out by decree, but bank supervision remains very weak and there is uneasi.
ness about the heath of the banking system.

Government policy prohibits new foreign investment in a number of areas includ-
ing public utilities, communications and media, national defense production, forest
exploitation and domestic air, surface and water transportation. It is widely recog-
nized that there is a pressing need for investment climate reform.
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4. Debt Management Policies
The total external debt of the Dominican government is approximately $4.5 bil-

lion. Approximately $3.5 billion is official debt and $1 billion is owed to commercial
creditors. A significant portion of the official debt was rescheduled under the terms
of a Paris Club negotiation concluded in November 1991, but the Dominican govern-
ment did not put into effect bilateral agreements implementing this rescheduling
until November 9, 1993. Progress on the commercial debt has also been very slow.
In May 1993, the Dominican government reached tentative agreement with its com-
mercial bank creditors on terms for a debt settlement, but as of October 1993, the
government and the banks had not reached an agreement.

The Dominican Republic's debt burden is fairIytypical for a lower-middle-income
country. Total external debt was equivalent to 63.3 percent of GNP in 1989.
5. Significant Barriers to U.S. Exports

Trade Barriers: Tariffs on most products fall within a 3 to 35 percent range. In
addition, the Government of the Dominican Republic imposes a 5 to 80 percent se-
lective consumption tax on "non-essential" imports such as home appliances, alcohol,
perfumes, jewelry, automobiles and auto parts. In the case of automobiles the tax
is differentiated by engine size. Because of the engine size differentiation, U.S. auto-
mobiles frequently face prohibitive import duties and market share has been sharp-
ly reduced.

The Dominican Republic continues to require consular invoice and "legalization"
of documents with attendant fees, which must be performed by a Dominican con-
sulate in the United States. Moreover, importers are required to obtain licenses
from the Dominican Customs Service.

Customs Procedures: Many businessmen complain that bringing goods through
Dominican Customs is a slow and arduous process. Customs' interpretation of exon-
erated materials being brought into the country provokes many complaints. Certain
imported goods which are ostensibly exonerated from duties are frequently delayed
by Customs. This requires exporters to spend more time and money to clear these
items.

Arbitrary customs clearance procedures sometimes cause firms to have their mer-
chandise held up for as long as a year. Valuations frequently are incorrect. The use
of "negotiated fee" practices to gain faster customs clearance continues to put some
U.S. firms at a competitive disadvantage in the Dominican market. U.S. firms must
comply with the provisions of the U.S. Foreign Corrupt Practices Act.

Government Procurement Practices: The Government of the Dominican Republic
has a centralized government procurement office, but the procurement activities of
this office are basically limited to expendable supply items for the government's gen-
eral office work. In practice, each public sector entit has its own procurement of-
fice, both for transactions in the domestic market any for imports. There is no clear
rule requiring open, competitive bidding in public procurement. Provisions of the
U.S. Foreign Corrupt Practices Act often put U.S. bidders on government contracts
at a serious disadvantage.

Prohibitions on Land Ownership: For foreigners ownership of more than approxi-
mately one-half acre (2,000 square meters) needs Presidential approval.

Investment Barriers: Foreign investment must receive approval from the ForeignInvestment Directorate of the Central Bank in order to qualify for repatriation of
profits. The granting of such approval sometimes is time-consuming and the roce-
dures are unclear, making approval sometimes difficult. As per Law 861, Article 16,
of July, 1978 companies registered under the foreign in .stment law are limited in
remitting profits or dividends abroad to 25 percent of registered capital per year.
Unregistered investment has no right to transfer profits.

Capital gains have the right to be remitted only up to two percent annually and,
cumulatively, to 20 percent of the original investment. Invested (and registered) cap-
ital may be remitted, but only upon the sale or liquidation of the enterprise.

Royalties (payments made for technology transfers, licensing contracts and for use
of patents and trademarks) may only be paid based on a percentage of sales. Fur-
ther, each such contract must be individually approved by the Foreign Investment
Directorate.

Reinvestment of profits is highly restricted. The enterprise must be in the agri-
business or tourism sectors, must export at least 80 percent of its sales, and must
remain at least 70 percent domestically owned.

All contracts with foreigners for the use of trademarks, or for the use of special-
ized technical knowledge, must be submitted to the Foreign Investment Directorate
for registration. The Directorate is permitted to delay or even to disapprove them.

Financial institutions doing business in the Dominican Republic must be at least
50 percent Dominican owned, as per Law 861, Article 23 of July, 1978. Exceptions
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to this law are Citibank and the Bank of Nova Scotia, which were grandfathered
in because they were here prior to passe of this law. A new Finance and Monetary
Code, presently under consideration, could bring changes to this local ownership re-
quirement.

Foreign companies cannot obtain local source credit for a period greater than one
year without prior approval from the Centfal Bank, as per Law 881, Article 28 ofJuly, 1978.ffectors reserved by other provisions of Law 861 for domestic investment are: pub-

lic utilities, communications and media, national defense production forest exploi-
tation, and domestic air, surface and water transport. (Some foreign businesses op.
erate in these sectors because they have been Vrandfathered in.) Foreign investors
can participate In joint ventures (defined as having 51 to 70 percent Dominican cap-
ital and management control) in fishing, insurance, farming, animal husbandry, and
commercial and investment banking.

The electricity sector continues to be a weak link in thp Dominican economy. Re.
cently, however, the Dominican government agreed upon a reform and expansion
strategy which is based on private sector participation in both generation and dis-
tribution of electricity. A draft electricity law is at the Presidential office and is ex-
pected to reach Congress shortly. To date however no new private electric plants
have been completed.

Foreign employees may not exceed 20 percent of a firm's workforce. This is not
applicable when foreign employees only perform managerial or administrative func-
tions.

Dominican expropriation standards continue to cause difficulties; several investors
have outstanding disputes concerning expropriated property. Instead of resolution
through binding international arbitration, settlement of investment disputes is lim-
ited to local courts or in the case of arbitration, to the Chamber of Commerce and
Industry of Santo Nomingo. t - _

All mineral resources elong to the state, which controls all rights to explore or
exploit them. Although private investment has been permitted in selected sites, the
process of choosing and contracting such areas has not been clear or transparent.

Various efforts to reform the current foreign investment law have yielded no tan-
gible results. There ts a proposed draft law, written in the Central Bank, which
would go a long way towards meeting the legal needs of foreign investors, but its
future enactment is far from certain.

Investors operating in the Dominican Republic's Free Trade Zones experience far
fewer problems than do investors working outside the Zones.
6. Export Subsidies Policies

The Dominican Republic has two sets of legislation for export promotion: The Free
Trade Zone Law (Law No. 8-90, passed in 1990) and the Export Incentive Law (Law
No. 69, passed in 1979). The Free Trade Zone Law provides 100 percent exemption
on all taxes, duties, and charges affecting the productive and trade operations at
Free Trade Zones. These incentives are provided to specific beneficiaries for up to
20 years, depending on the location of the zone. This legislation is managed jointly
by the Foreign Trade Zone National Council and by the Dominican Customs Service.

.The Ex ort Incentive Law provides for Tax and Duty Free treatment of import
of inpts rom overseas that are to be processed and re.exported as final products.
This legislation is managed by the Dominican Export Promotion Center and the Do-
minican Customs Service. In practice, use of the Export Incentive Law to import
raw materials for process and re-export is cumbersome and delays in clearing Cus-
toms can take anywhere from 20-00 days. This Customs clearance process has made
completion of production contracts with specific deadlines very difficult. As a result,
non-free trade zone exporters rarely take advantage of the Export Incentive Law.
Most prefer to import raw materials using the normal Customs procedures which,
although more costly, are more rapid and predictable.

There is no: preferential financing for local exporters nor is there a government
fund for export promotion.

The government currently is negotiating with the private sector on a proposed
new export incentive law. Chances of passage are uncertain.
7. Protection of U.S. Intellectual Property

The Dominican Republic is a signatory to the Paris Convention, the Universal
Copyright Convention, and, since 1991, a member of the World Intellectual Property
Organization. In 1992, the Dominican Republic was the subject of a petition by the
Motion Picture Export Association of America (MPEAA) before the United States
Trade Representative, alleging piracy of satellite television signals and unauthor-
ized use of videos In Dominican theaters. Following this, several Dominican cable
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operators signed quitclaim agreements with U.S. telecommunications firms govern-
ing fees to be charged for local transmissions, although violations by other operators
continue to be a problem. Enforcement of new regulations protecting videos has
proved less successful, and to date there is no apparent trend towards general com.
pliance.

Patents (product and process): In a local pharmaceutical market of approximately
110 million a year, Dominican manufacturers supply about 70 percent of the total.

9-f that, about seven per cent is believed to be counterfeit.
Trademarks and Copyrights: Many apparel brands are counterfeited and sold in

the local market. In aidtion to the MPEAA complaint, problems have arisen with
illegally copied videos, software and books.

Impact of IPR Policies on U.S. Trade: Non-protection of Intellectual Property
Rights is so wdespread that it is virtually impossible to quantify its impact on U.S.-
Dmminican Republic trade. In its complaint, the MPEAA estimates that losses to its
members alone, due to theft of satellite-carried programming, are more than $1 mil.
lion per year. Losses due to other counterfeiting cost U.S. companies millions more.
8. Worker Rights

a. The Right of Association.-The Constitution provides for the freedom to orga-
nize labor unions and also for the rights of workers to strike and for the private
sector to lock out. All workers, except military and police, are free to organize, and
strikes are legal except in sectors which are considered essential services. Organized
labor in the Dominican Republic represents about 10-15 percent of the work force
and is divided among three large confederations, three minor confederations, and a
number of independent unions. Labor unions can and do freely affiliate regionally
and internationally.

b. The Right to Organize and Bargain Collectively.-Collective bargaining is per-
mitted and can take place in firms in which a union has gained the support of an
absolute majority of the workers of a firm. Since there has been a history of labor
conflict in the free trade zones, with organized labor accusing companies of firing
workers for engaging in union organizing activities, the Labor Code protects from
layoffs up to 20 members of a union in formation and between 5 to 10 members of
a union executive council, depending on the size of the workforce. The firings of
workers by the Dominican Electric Cororation led to management/labor disputes
which have yet to be resolved. The free trade zones have also been the scene of some
management/labor disputes (See Section 8.F.). None of the workers li any of the
country's 26 free trade zones are covered by a collective bargaining agreement.

In 1993 the AFL-CIO filed a petition to remove GSP benefits from the Dominican
Republic for failure to provide internationally recognized worker rights. The petition
was accepted for review; a final decision is expected in mid-1994 at the en of the
1993/94 review cycle.

c. Prohibition of Forced or Compulsory Labor.-Forced or compulsory labor is pro-
hibited by law. However, the Dominican government has been criticized for its treat-
ment of Haitian workers employed by the State Sugar Council (CEA). Alleged
abuses have included forced recruitment, compulsory labor, and restrictions on free-
dom of movement. Instances of forced labor and restrictions on movement occurred
in only isolated instances on CEA plantations in 1993. Forced labor has not been
a problem in other areas.

d. Minimum Age for Employment of Children.-The Labor Code prohibits employ-
ment of youths under 14 years of age and places various restrictions on the employ-
ment of youths under the age of 16. In practice, there are large numbers of minors
working illegally, primarily in the informal sector. The high level of unemployment
and the lack of a social safety net create-pressures on families to allow children to
generate supplemental income. Instances of child labor in CEA sugar plantations
have diminished greatly and most observers concede that such practice is no longer
a serious problem.

e. Acceptable Conditions of Work.-The Labor Code establishes a standard work
period of eight hours per-day and 44 hours per week, with an uninterrupted rest

eriod of 36 hours each week. In practice, a typical work week is Monday through
riday plus half day on Saturday, but longer hours are not unusual, especially for

a Icultural and informal sector workers. Workers are entitled to a 35 percent wage
differential when working between 44 and 68 hours per week and a 100 percent dif-
ferential for any hours above 68 per week. The_ vast majority of workers receive only
the minimum wage (which varies by law in accordance with the type of activity and
the size of the company). Safety and health conditions at places of work do not al-
ways meet legal standards. The existing social security system does not apply to all
workers and is underfunded.
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f. Righ in Sectors Wth U.S. Inuwfenta.--U.S.-based multinationals active in
the fre-e trade zones represent one of the principal sources of US. investment in the
Dominican Republic. The free trade zone sector's compliance with the right to orga
nize and bargain collectively in a matter of legal dispute, as the Dominican Labor
Secretariat has filed charges against more tha a dozen free trade zone firms for
allegedly violating worker rights provisions of the new Labor Code. No free trade
zone company has concluded a collective bargaining agreement with a union. Some
companies in the free trade zones adhere to significantly higher worker safety and
hearth standards than do non-free trade zone companies.-in other categories of
workers rights, conditions in sectors with U.S. Investment do not differ significantly
from conditions in sectors lacking U.S. investment.

Extent of U.S. Investment in Selected Industries.-U.S. Direct
Investment Position Abroad on an Historical Cost Basis--1992

(Millions or U.S. dollarsJ

Category Amount

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

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

Wholesale Trade ........................ .. ......
Banking.. ........................ . .....................
Finance and Insurance ..................................................
Services .................. . .........
Other Industries ........................................ .............
TOTAL ALL INDUSTRIES .... o....... ..............

3
(1)
-3
0

(1)
0

109

(1)
134

7
(1)
(1)
(1)
(1)

744

'Suppressd to avoid diucloing data of individual companies.
Source: U.S. Department of Commerce, Bureau of Economic Analysil.

ECUADOR

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

1991 1992 19931

Income, Production and Employment:
GDP at Factor Cost ............................................
Real GDP Growth (Percent) ...............................
GDP by Sector.

Agriculture, Fishing ........................................
Petroleum, Mining ..........................................
Manufacturing .. ................
Construction ....................................................
Services ............ ..... .........
Other ........................ ...........

Net Exports of Goods and Services ..................
Per Capita GDP (US$) .......................................
Labor Force (000's) .................... ..
Unemployment Est. (Percent) ............................

Money and Prices (Percentage):
Money Supply (Ml Growth) ...............................
Bae Interest Rate 2 ............................................

11,093 12,256 13,665
4.9 3.5 2.2

1,608
1,254

2,309.
447

4,885
590

-577
1,134
3,407

12

46.5
42.5

1,613
1,519
2,743

497
5,255

637
-126
1,236
3,455

14

43.3
47.4

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

1,359
3,503

14

N/A
35.6
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Key Economic Indicators-Continued
[Millions of U.S. dollars unless otherwise noted)

1991 199 1993

Personal Saving Rate ........................................ - 18.1 18.0 N/A
Consumer Price Inflation ................................... 49.0 60.2 80.0
Exchange Rate (sucres/US$)sa............................ ,1000 1,587 1,910

Balance of Payments:
Total Exports4 ..................... .... 2,851 3,008 3,003

Exports to U.S........................ 1,328 1,344 1,554
Total Imports4 .................................................... 2,207 2,027 2,128

Imports from US ............................................ 648 999 1,142
Trade Balance4 .......................... 644 981 875

Trade Balance with US ................................. 380 345 412
Foreign Transfers ............................................... 110 120 N/A

Aid from U.S. (Fiscal Year) ................. 25.0 28.6 17.4
External Public Debt5 ........................................ 12,271 12,122 12,379
Debt Service Payments s .................................... 1,290 1,376 509
Foreign Exchange Reserves 6............................. 760 782 1,130

N/A-Not available.
S1993 estimates are based on data available in October 1993.
BAverage annual interest rate for 30 to 90-day bank deposits.
SAverge annual free market exchange rate.
4Merchlndise trade: 1993 projection based on mid-year data.
' 1993 Data for January-June only. Debt service is scheduled payments, including arrears, but not refi.

nanced payments.
eReservee as of August 31, 1993.

1. General Policy Framework
The Ecuadorian economy is based on oil, along with exports of agricultural com-

modities (chiefly bananas) and seafood (particularly shrimp). Industry is largely ori-
ented to servicing the domestic market. During the oil boom of the 1970's the Ecua-
dorian government borrowed heavily abroad, increased subsidies to consumers and

producers, and expanded the state's role in production. In recent years, such coun-
rproductive government policies have become less sustainable economically, lead-

ing to chronic macroeconomic instability. Nevertheless, a functioning democracy and
partial reform measures have kept Ecuador from falling into the kind of serious po-
itical and economic crises experienced by many other Latin American countries in

the 1980's.
President Sixto luiran Ballen took office in August 1992 promising economic sta-

bilization, modernization, and free market reform. The following month the new
government introduced an ambitious economic stabilization program designed to
deal with the situation inherited from the outgoing Rodrigo Borja administration.
In spite of booming markets for Ecuador's export-driven economy. the country was
suffering from large public sector budget deficits largely financed through accumula-
tion of arrears to suppliers and foreign banks and monetary emission by the Central
Bank, restricted access to foreign loan and investment capital, chronic annual infla-
tion in excess of 50 percent, an overvalued currency, and a fall in International re-
serves to only 40 days worth of import cover. The economic adjustment package
closed the deficit through fuel and electricity price hikes, devalued the sucre by 35
percent and modified the exchange rate system to limit monetization of inter-
national reserves.

As a result of the stabilization program and weaker demand for Ecuadorian ex-
ports economic growth will slow to around 2.2 percent in_1993, down from 3.5 per-
cent In 1992 and 4.9 percent in 1991. Gross domestic product for 1993 is estimated
to reach $13.4 billion. In 1992 Ecuador ran a $981 million merchandise trade sur-
plus and a current account deficit of $6 million due to a services deficit of $1.1 bil-lion. Although Ecuador will continue to enjoy a trade surplus in 1993, the exportboom of the last few years is over, with the price of oil falling from $17 a barrel
to $14.50 and the banana industry retrenching due to global oversupply and the im-
pooition of import quotas by the European Community. The Central Bank is project-
ng.3 percent growth in real GDP in 1994, based on the assumptions of an oil price

of $15-a barrel, a fall in the inflation rate to 15.4 percent, anda significant inflow
of multilateral development resources.

Inflation is slowing to the point where the government may meet its target of 30
percent for 1993. The money supply (M1) increased by 43 percent in 1992, similar
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to the 47 percent increase experienced in 1991, but has only risen 10 percent during
the first 8 months of 1993 as the Central Bank has started to use open market oper.
nations to control monetary growth. Since the last quarter of 1992, a high interest
rate differential with the U.S. and sucre nominal exchange rate stability have at-
tracted some $400 million in reverse flight capital, helping to increase foreign re.
serves to $1.13 billion (7 months of import cover) and contributing to a real appre-
ciation of the sucre. The overvalued currency and earlier trade liberalization meas-
ures have made imports more competitive, but Ecuadorian exporters are currently
caught between rising sucre costs and stagnant sucre earnings. Meanwhile, lower
inflation expectations and growing bank liquidity contributed to a substantial drop
in interest rates in the latter part of 1993, although the spread between savings and
lending rates has remained high.

While the government has had some success on the macroeconomic stabilization
front, the fundamental structural reforms required to improve the investment cli-
mate and prospects for long term growth have proven more difficult to achieve.
While the Duran Ballen administration has made progress with budget reform and
promoting the development of capital markets, little has been accomplished in the
effort to privatize state enterprises and modernize the way the government does
business through reductions in staff, elimination of unnecessary regulations, and at-
tacking corruption.
2. Exchange Rate Policy

The government devalued the currency by 35 percent to 2,000 sucres/dollar in
September 1992 and embarked upon a controlled float of the sucre. The devaluation
more than compensated for prior real appreciation, allowing the government to use
exchange rate stability as a partial anchor against inflation. Since December 1992,
exporters have not been required to surrender their foreign exchange earnings to
the Central rBank at the intervention rate. Foreign currency is readily available on
the free market, trading at about 1,950 sucres/dollar in October, and there are no
restrictions on the movement of foreign currencies into or out of Ecuador. Inflows
of capital to take advantage of Ecuador's high interest rates have forced the Central
Bank to intervene by selling sucres to keep the currency from appreciating, leading
to an increase in foreign reserves, but creating upward pressure on the money sup-

pAy• separate exchange rate structure remains in effect for the public sector, with
the sell rate fixed at 1,700 sucres/dollar and the buy rate set by the free market.
(The Central Bank abandoned the 2,000 sucres/dollar intervention rate for buying
dollars in September 1993.) The exchange rate spread is used to finance the Central
Bank's operations.
3. Structural Policies

The Duran Ballen administration promised to pursue a structural reform program
designed to promote investment and economic growth, but has had only partial suc-
cess. The budget reform law passed in 1992 unified the central government budget
with those of the various autonomous institutes, parastatal enterprises, and finan-
cial bodies that account for half of public sector spending. The reform also curtailed
the practice of earmarking certain revenues for unrelated expenditures and gave the
Ministry of Finance greater control over spending by public agencies, a power that
has been actively used to keep the budget in balance. The elimination of the Central
Bank's role in subsidizing credit by the previous administration has also helped curb
the deficit. The public sector workforce has reportedly been reduced by 20,000 peo-
ple, but most of those laid-off appear to have been contract rather than permanent
employees. Unlike earlier versions of the bill, the recently enacted state moderniza-
tion law does not enable the administration to unilaterally reduce the public
workforce.

A mechanism for privatizing state enterprises was established in May 1993 with
the passage of the capital markets law. The law provided the legal basis for expand-
ing the Quito and Guayaquil stock exchanges into true equity markets where stock
in companies, including privatized state enterprises, can be traded. However, except
for some shares in a cement company, the government has not yet utilized the mar-
kets to divest state holdings in commercial enterprises. The modernization bill, the
centerpiece of the administration's reform program sent to the Ecuadorian Congress
in early 1993, was to have given the government broad authority to privatize sub-
stantial paArt of the st rategic sectors? of the economy, including petroleum, elec-
tricity, and telecommunications. The version finally passed byEcuador's Congress
in October 1993 only allows private sector participation in the strategic sectors on
a concession basis and generally relegates privatization to a last resort. Further leg.
islation will probably be required before substantive reform can proceed.
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New regulations issued in January 1993 built on the 1991 investment liberaliza.
tion measures by providing foreign investors with full national treatment and elimi-
nating prior authorization requirements for investment in most industries, including
finance and the media. Specific restrictions--most applicable to Ecuadorian as welo
as foreign investors-remain for petroleum, mining, electricity, telecommunications
and fishing investments. The new legal regime opened the way for the signing of
a Bilateral Investment Treaty with the U.S. in August 1993 that provides for
transfers and a dispute settlement procedure that includes binding arbitration. The
capital markets law also equalized income tax rates on foreign and domestic compa-
nies.

The Borja administration initiated a major trade liberalization program, reducing
tariffs and tariff dispersion, eliminating most non-tariff surcharges, and enacting an
in-bond processing industry (maquila) law in 1990. The Duran Ballen administra-
tion continued regional free trade talks, concluding bilateral agreements with its
Andean Pact partners Colombia, Bolivia, and Venezuela. In September 1992 Ecua-
dor applied to Join GATT. A bill designed to reduce corruption and improve effi-
ciency in the customs service, thereby eliminating a major constraint on trade, has
yet to pass the Ecuadorian Congress.
4. Debt Management Policies

Ecuador has yet to restructure its external debt with its commercial bank credi-
tors. Total external debt, including past-due interest, at the end of the first half of
1993 measured $12.4 billion. Over half of the debt, about $4.5 billion in principal
and almost all of the $2.2 billion in interest arrears, is owed to foreign commercial
banks and secondary market investors in bank paper. Ecuador stopped paying debt
service to the commercial banks in 1987, resumed paying 30 percent of interest due
in June 1989, then terminated partial interest payments in September 1992 pending
the completion of a debt restructuring settlement. After making some progress in
talks with the commercial banks, the Duran Ballen administration broke off nego-
tiations in June 1993, but resumed negotiations in October. Reaching a settlement
with the banks is a high priority for the government, but any deal will involve high
upfront costs for Ecuador and require an agreement on the size of ongoing debt
service payments.

After failing to reach an agreement with the IMF in the first half of 1993, Ecua-
dor is again negotiating for a stand-by arrangement to replace the one signed in De-
cember 1991. Ecuador promptly fell out of compliance with the previous agreement,
failing to meet important targets for the first quarter of 1992. An IMF agreement
is necessary if Ecuador is to achieve a commercial debt settlement, attract addi-
tional multilateral financing for its reform program, and upgrade its foreign invest-
ment climate. In February 1992 Ecuador reached an agreement with the Paris Club
to reschedule official bilateral debt that fell due in 1991 and 1992. Ecuador hopes
to conclude another Paris Club rescheduling in the near future, upon completing a
new agreement with the IMF.
5. Significant Barriers to U.S. Exports

Ecuador's tariff schedule is based on the GATT's Harmonized System of Nomen-
clature. In 1991, the Bor'a administration overhauled a highly protectionist tariffsystem, reducing duties and fees for most imports to the 5 to 20 percent range. Ec-
uador is in the process of establishing a common external tariff system with other
members of the Andean Pact. In September 1993, Ecuador reached an agreement
with Colombia and Venezuela to introduce a common tariff of 35 percent for cars
and lipht trucks. The Andean Pact will not allow the import of used cars.

All importers must obtain a pnior import license from the Central Bank. Licenses
are usually made available for all goods, although importers sometime encounter
bureaucratic delays. A 1976 law prevents U.S. and other foreign suppliers from ter-
minating existing exclusive distribution arrangements without paying compensation.
Foreigners may invest in most sectors, other than public services, without prior gov-
ernment approval. There are no controls or limits on transfers of profits or capital
and foreign exchange is readily available.

Government procurement practices do not usually discriminate against U.S. or
other foreign suppliers. However, bidding for government contracts can be cum-
bersome and time-consuming. Many bidders object to the requirement for a bank-
issued guarantee to ensure execution of the contract.

Customs procedures can be difficult, but are not normally used to discriminate
against U.S. products. Sanitary requirements for imported foods, as well as some
other consumption goods have had the immediate effect of blocking the entry of
some imports from the U.S. Since similar requirements exist for domestically-pro-
duced consumption products, it remains to be seen whether importers can quickly
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arrange for sanitary registration or whether the requirement will have the effect of
a non-tariff trade barrier.
6. Export Subsidies Policies

Ecuador does not currently have any export subsidy programs.
7. Protection of U.S. Intellectual Property

In a major breakthrough, Ecuador and the U.S. signed a bilateral Intellectual
Property Rights Agreement (IPRA) in October 1993 that guarantees full protection
for copyrights, trademarks, patents, satellite signals, computer software integrated
circuit ayout designs, and trade secrets. As a result of this agreement Ecuador has
been removed from the Special 301 Watch List. Pending ratification of the IPRA by
the Ecuadorian Congress, protection of patent and trademark rights is based on An-
dean Pact Decision 313 implemented In March 1992. Andean Pact decisions 344
and 345 will supersede Decision 313 on January 1, 1994.

Cop yight -infringement is common, and there is some local trade in pirated audio
and vdeo recordings, as well as computer software. A proposed reform of the copy-
right law to improve protection and enforcement against piracy has yet to receive
congressional approval. Local registration of unauthorized copies of well-known
trademarks is a problem since the government lacks the resources to monitor and
control such registrations. To address this problem, the government signed a memo-
randum of understanding with the US. Patent and Trademark Office in August
1992 to share information on trademark registration.
8. Worker Rights

a. The Right of Association.-Under the Ecuadorian Constitution and Labor Code,
most workers in the private and parastatal sectors enjoy the right to form trade
unions. The revised labor code of November 1991 raised the number of workers re-
quired for an establishment to be unionized to 30, a restriction that has been criti-
cized by the International Labor Organization (ILO). Most public sector employees
are technically prevented from joining unions, but most maintain membership in
some labor organization. Approximately 8 to 9 percent of workers, mostly skilled
workers in parastatal or medium to large sized industries, are organized. Except for
public servants and workers in some parastatals, workers by law have the right to
strike. Sitdown strikes are allowed, but restrictions on solidarity strikes were im-
posed in 1991. Illegal strikes by public employees are common. Despite official
threats, action is virtually never taken against striking public workers.

b. The Right to Organize and Bargain Collectively.-Private employers with more
than 30 workers belonging to a union are required to engage in collective bargaining
when requested by the union. The 1991 La or Code revision streamlined the bar-
gaining process in state-owned industries by requiring workers to be represented by
a single union. The Labor Code prohibits discrimination against unions and requires
that employers provide space for union activities. Employers are not permitted to
dismiss a worker without the express permission of the Ministry of Labor. The
Labor Code provides for resolution of conflicts through a tripartite arbitration and
conciliation board process. The in-bond (maquila) law passed in 1990 permits the
hiring of temporary workers in maquila industries, effectively limiting unionization
in the sector. Despite recent reforms, employers consider the Labor Code to be high-
ly unfavorable to their interests and a disincentive to hiring union members andto
employment in general.

c. Prohibition of Forced or Compulsory Labor.-Compulsory labor is prohibited by
both the constitution and the labor code and is not practiced.

d. Minimum Age for Employment of Children.-Persons less than 14 years old are
prohibited by law from working except in special circumstances such as apprentice-
ships. Those between the ages of 14 and 1 are required- to have the permission of
their parent or guardian to work. In practice, enforcement of child labor laws is seri-
ously inadequate. In rural areas many children stop attending school regularly at
about 10 years of age so that they can contribute to household income as farm labor-
ers. In the city many children under age 14 work in family-owned businesses in the
informal sector, shining shoes, collecting and recycling garbage, or as street ped-
dlers.

e. Acceptable Conditions of Work.-The Labor Code provides for a 40 hour work
week, a 15 day annual vacation, a minimum wage, and other variable employer-

rovided bene its such as uniforms and training opportunities. The minimum wage
feset by the Ministry of Labor every six months and can be adjusted by the Ecua-
dorian congress. Mandated bonuses bring total monthly compensation to about $88,
although the vast majority of organized workers in state industries and large pri-
vate enterprises earn substantially more. The Duran Ballen administration has pro-
posed a simplification of the complex minimum wage and bonus system. The Labor

76-160 0 - 94 - 13
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Code also- provides for general protection of workers' health and safety on the job.
In the formal sector occupational health and safety is not a major problem. There
are no enforced safety rules in the agriculture sector and informal mining.

f. Rights in Sectors WW U.S. l ament.--The economic sectors with U1S. invest-
ment include petroleum, chemicals and related products, and food and related prod.
ucts. U.S. investors in these sectors are primarily large, multinational companies
which tend to respect the generous Ecuadorian Labor Code. In 1993 there were no
strikes or serious labor problems in any U.S. subsidiary. U.S. companies are subject
to the same rules and regulations on labor and employment practices governing
basic worker rights as Ecuadorian companies.

Extent of U.S. Investment in Selected Industries.-U.S. Direct
Investment Position Abroad on an Historical Cost Basis-1992

[Millions o U.S. dollars)

Catapry Amount

Petroleum .............................................................................. 154
Total Manufacturing ............................................................. 88

Food & Kindred Products .................................................. 26
Chemicals and Allied Products ......................................... (1)
Metals, Primary & Fabricated .................... .. 16
Machinery, except Electrical ............................................. 0
Electric & Electronic Equipment ...................................... (2)
Transportation Equipment ................................................ (2)
Other Manufacturing ......................................................... 28

Wholesale Trade .................................................................... 38
B anking ................................................................................... 5
Finance and Insurance .......................................................... (2)
Services .................................................................................. 0
Other Industries ..................................................................... (2)

TOTAL ALL INDUSTRIES ................................................... 310
SLoes than $500,000.

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

EL SALVADOR

Key Economic Indicators
(Millions ofcunent clones unless otherwise noted]

1991 1992 19931

Income, Production, and Employment:
Real GDP (1962 prices) 2 .. . . . .. . .. . .. .. . .. .  3,401 3,563 3,741
Real GDP Growth (pct.) ..................... 3.5 4.8 5.0
GDP (at current prices) ...................................... 47,792 54,766 65,782
By Sector (current prices):

Agriculture ................................................ . 4,881 5,080 5,701
Energy and water ...................... 1,082 1,284 1,764
Manufacturing ............................ .. ... 8,956 10,348 12,541
Construction .......................................... 1,310 1,557 1,921
Rents ................. o.o ..... ...................... 2,721 - 3,077 3,551
Financial services ....................... 1,171 1,445 1,906
Other services ......................... 4,986 5,710 6,862
Public Administration ................................ 3,578 3,860 4,277
Net exports of goods and services ................. -5,908 -8,609 - 10,558

Nominal Per Capita GDP (US$) ........................ 1,132 1,201 1,340
Urban Labor Forces ........................................... 841,574 893,171 N/A
Unemployment Rate (pct.)S ............................... 7.5 7.9 N/A
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Key Economic Indicators-Continued
(Millions ofcurrent colonel. unlen otherwise noted)

1991 1992 19931

Money and Pres:
Money Supply (M2) ............................................. 11,692.3 15,373.8 18,894.4
Loan Rate (pct.) ................................................... 18-22 16-18 19
Deposit Rate (pct.). ....................... 14-18 12-14 15-16
GDP Deflator (pct. chg.) ............................. 12.4 9.4 14.4
Consumer Price Index (pct. chg.) ...................... 9.8 19.9 12
Exchange Rate (colones per $) .......................... 8.02 8.37 8.73

Balance of Payments and Trade (millions of US.
dollars):

Total Exports (FOB) ........................................... 588 597 666
Exports to US........196 257 260

Total Imports (CIF) .... .................. 1,406 1,699 1,950
Imports from US. .....................S.557 650 700

Aid from US.4..............220 270 208
Other Bilateral Assistance......................25 20 40
External Debt ..................................................... 2,106 2,338 2,032
Debt Service Payments (paid) ........................... 247 346 309
Gold and FOREX Reserves.....................489 554 660
Trade Balance...............................................-818 -1,102 -1,283

Balance with US ............................................. -361 -393 -440
N/A-Not available.
11993 figures are July Central Bank estimates.
2GDP at market cost.
sMinistry ot Planning Household Survey.
4Excludes military aid.

1. General Policy Framework
El Salvador has turned decisively toward markat-oriented economic policies in the

four years since President Alfredo Cristiani todk.6ffice. Almost all prices have been
freed of government controls. The government has sharply reduced the high tariff
barriers of the old Central American Common Market.El Salvador's currency the
colon, is allowed to float, and foreign currencies are freely traded. The banks have
been largely privatized, and interest rates are now market driven. These pc!icies
have produced four years of steady economic growth. US. exports to El Salvador
also have grown steadily.

The Cristiani government hM rejected the import-substitution model and has pur-
sued trade liberalization and export-led growth. The government modified the pre-
vious high tariff rate structure (with duties on some items of 240 percent) and cre-
ated a new system in which most duties fall in a range of five to twenty percent.
Non-tariff barriers and import licensing were almost totally abolished. The Central
American Common Market has been reactivated with most commerce among its
members duty-free. Government agricultural monopolies were dismantled, as were
internal price controls on 240 consumer goods.

The government's drive to liberalize trade has been matched by reforms iii the
financial markets. Parallel exchange rates were abolished, and the foreign exchange
market was opened to both banks and dealers. The colon, valued at about 8.7 to
the dollar as of mid-1993, has traded in a narrow range for the past year. The bank-
ing system has been reprivatized. Interest rate controls gradually were removed, al-
lowing rates to return to positive real levels. A disciplined monetary policy generally
has kept inflation under control, although the rate increased to 19.9 percent last
year because of expectations and speculation prior to introduction of the new value-
added tax, rate increases for electricity and other regulated services and a tem-
porary lapse in monetary discipline.

Fiscal policy has been the biggest challenge for the Cristiani government. The
peace accords signed with guerrilla forces in December 1991 committed the govern-
ment to heavy expenditures for transition programs and social services. Inter-
national aid has not been as generous as the government had hoped. The central
government deficit grew to 5.4 percent before grants last year and 4.1 percent after
grants. Enhanced revenues, including collections from the new value-added tax and
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rising collections from import duties and the income tax, and some expenditure re.
duct[on are expected to sharply reduce the need for domestic financing of the deficit.
2. Exchange Rate Policy

A multiple exchange rate regime that was used to conserve foreign exchange was
phased out during 1990 and replaced by a free-floating rate. The colon depreciated
from five to the dollar in 1989 to eight in 1991 but has remained relatively stable
since, trading within a narrow range throughout 1993. Lar inflows of dollars in
the form of family remittances from-Salvadorans working in the US. offset the large
trade deficit. On occasion, the Central Bank has intervened in the exchange market
to moderate speculative pressures and soften rate fluctuations.
3. Structural Policies

US. exports to El Salvador have increased about 40 percent since 1989. The key
policy change driving this trend was the government's decision to lower tariff bar.
riers radically. El Salvador's-more open trade policies are not likely to be reversed.
Although the country has run up huge trade deficits in recent years, these deficits
have been more than offset by large inflows of remittances, short-term capital
inflows, official transfers and loans. fact, El Salvador's net international reserves
have increased impressively over the last few years. Also contributing to import
growth is the robust rate of economic growth, which can be directly attributed to
the government's open market economic policies as well as improved prospects for
a lasting peace.

Prices, with the exception of bus fares, petroleum prices and utility rates, are set
by the market. The new ten percent value-added tax is applied equally to all goods
and services, imported and domestic, with a few limited exceptions. It has not prov-
en to be an impediment to import sales.

Regulatory policy primarily affects US. agricultural exports. A price band mecha-
nism introduced in 1990 imposes tariffs on imports of basic grains on a scale that
increases as world prices fall and decreases as world prices rise. However, the effec-
tive protection rate likely is lower than before liberalization due to the non-tariff
barriers that had been in place. El Salvador has agreed to phase out the price bands
over the next three years, although the government is seeking to replace them with
a GATF-consistent tariff mechanism. In addition, imports of US. poultry have been
effectively blocked since the Salvadoran government began requiring zoosanitary
certificates that technically cannot be provided.
4. Debt Management Policies

El Salvador's external debt is expected to decrease in 1993 to $2.032 billion, from
$2.337 billion in 1992 chiefly as the result of an agreement under which the United
States forgave about W461 million of official debt. As a result, total debt service will
decrease to $309.8 million In 1993, from $346 million in 1992, thereby lowering the
debt service ratio (as a percentage of exports of goods and services) from 35 percent
in 1992 to 29.7 percent. El Salvador has eliminated all payment arrears, and its
debt burden is considered moderate.

The government of El Salvador has been successful in obtaining significant new
credits from the international financial institutions. Among the newest loans are a
second structural adjustment loan from the World Bank, for $52.5 million, another
World Bunk loan of $40 million for agricultural reform, a $20 million loan from the
Central American Bank for Economic Integration to be used to repair roads and a
$60 million Inter-American Development Bank loan for poverty alleviation projects.
5. fignifwant Barriers to U.S. Exports

Other than tariffs, there are no legal barriers to U.S. exports of manufactured
goods or bulk, non-agricultural commodities to El Salvador. Virtually all import li-
censes and prohibitive tariffs were removed by the Cristiani administration. U.S.
goods face tariffs from five to twenty percent with higher duties only for auto-
mobiles, alcoholic beverages, textiles and some luxury items. After January 1, 1995,
the tariff on textiles wil decrease from 35 to 25 percent. Barriers to U.S. exports
do exist, however, in the agricultural sector.

A price band mechanism introduced in 1990 imposes tariffs on imports of basic
grains on a scale that rises as world prices fall and falls as world prices rise. U.S.
exports of corn to El Salvador declined by 72 percent in 1992 and rice exports, b
64 percent, but these numbers were also affected by a very good local harvest. V.
Salvador has agreed to phase out the price band over the next three years, although
the government wants to replace the respective tariffs with equivalent GAI'T con-
sistent tariffs. In addition, unports of US. poultry products have been effectively
blocked since the Ministry of Agriculture began requiring zoosanitary certificates
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that technically cannot be provided. The government has indicated that they would
like to replace this barrier with a GAIT-consistent tariff.

Other standards have not been a barrier to the importation of US. consumer.
ready food products. The Ministry of Health requires a Certificate of Free Sale
showing that the product has been approved by U.S. health authorities for public
sale. Importers also may be required to deliver samples for laboratory testing but
this requirement has not been enforced. All fresh foods, agricultural commodities
and live animals must be accompanied by a sanitary certificate. Basic grains and
dairy products also must have import licenses. Authorities also have not enforced
the Spanish labeling requirement.

Restrictions on foreign banks entering El Salvador have recently been removed.
Foreign banks now face exactly the same requirements as Salvadoran banks and
can offer a full range of services.

El Salvador welcomes foreign investment and its rules regarding the remittance
of foreign exchange earnings are among the most liberal in Latin America. The For-
eign Investment Law allows unlimited remittance' of net profits for most types of
companies, and up to 50 percent for commercial or service companies.

Both electricity generation and distribution and telecommunications remain in the
hands of government monopolies. The government is privatizing some services in
these industries, improving the prospects of U.S. exports in these sectors. It is pos-
sible that the government will choose to accelerate this trend. In addition, U.S. ex-
ports have faced informal barriers in other government agencies.
6. Export Subsidies Policies

El Salvador offers a six-percent rebate to exporters of non-traditional goods based
on the FOB value of the export, but exporters have found it very difficult to collect.
In addition, exporters benefit from an exemption from the tax on net worth. Free
zone operations are not eligible for the rebate but enjoy a ten-year exemption from
income and wealth tax as well as duty-free import privileges.

El Salvador committed to signing the GAIT Subsidies Code or an equivalent
when it joined the GATT. In March, it signed a Central American convention on un-
fair trade practices.
7. Protection of U.S. Intellectual Property

El Salvador's Legislative Assembly approved a new law protecting intellectual
property rights in July. El Salvador remains on the Special 301 "priority watch list"
pending U.S. Government evaluation of the law. (El Salvador was also placed on the
Generalized System of Preferences review for intellectual property rights.) Whle en-
couraged by the enactment of this law, the U.S. Government still finds that it has
substantial flaws. A dialogue on these issues was ongoing in late October. The law
was published in August and took effect in October for computer programs and
books. However, it included a four-month grace period for enforcement against pi-
racy of audio cassettes, videos and television signals.

Trademarks, however, are still regulated by the Central American Convention for
the Protection of Industrial Property. In contradiction to the law, it is an occasional
practice to license a famous trademark and then seek to profit by selling it when
the legitimate owner wants to do business in El Salvador. The government is work-
ing on consensual amendments to the convention to eliminate this problem.

El Salvador is a signatory to the Geneva Phonogram Convention and the Rome
Convention for the Protection of Performers, Producers of Phonograms and Broad-
cast Organizations. The government has recently signed the Bern Convention on the
Protection of Artistic and Literary Works and the Paris Convention for the Protec-
tion of Industrial Property, although both will require legislative ratification.

In the past, U.S. intellectual property groups have estimated annual losses to U.S.business due to piracy in El Salvador at $7 million a year. In 1993, the Inter-
national Intellectual Property Association filed a petition to remove GSP benefits
from El Salvador for failure to provide an effective level of worker rights protection.
The petition was accepted for review, a final decision is expected by mid-1994.

8. Workers Rights
a. The Right of Association.-[Legally, only private sector workers can form unions

and strike, while agricultural workers face restrictions and public sector workers
may not strike. The government, the private sector and labor are preparing a new
labor code pursuant to the peace accords that ended the civil war, but disagreement
still exists between the government, management and labor over such issues as ag-
ricultural unions. Employees of autonomous public agencies may form unions but
cannot strike, a restriction ignored in practice. About 150 active unions, public em-
ployee associations and peasant organizations represent some 300,000 Salvadorans,
about 20 percent of the work force.
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In 1990 the AFL-CIO filed a petition to remove GSP benefits from El Salvador
for failure to provide internationally recognized worker rights. The GSP review was
extended in 1991, 1992 and again in 1993 as El Salvador worked to draft reforms
to its existing labor legislation. A final decision on the case will be made at the end
of the 1993/94 review cycle.

b. The Right to Organize and Bargain Collectively.--Only private sector unions
and unions at autonomous public agencies have the right to collective bargaining,
but in practice government workers participate as well The employment of union
officials is protected by law until one year after the end of their term. This measure
is generally respected, but some organizers have been dismissed before receiving
union credentials. In some cases the government may have impeded the registration
of unions through exacting reviews of documentation.

c. Prohibition of Forced or Compulsory Labor.-The Constitution prohibits forced
or compulsory labor except in the case of calamity, and this prohibition is generally
honored in practice.

d. Minimum Age for Employment of Children.-The Constitution prohibits the em-
ployment of children under the age of 14, although the labor codes allows it when
such employment is considered indispensable to the sustenance of the child, a condi-
tion often seen in agricultural families. Children frequently work in small busi-
nesses as laborers or vendors, despite the legal requirement that they complete
schooling through the ninth grade.

e. Acceptable Conditions of Work.-In January, 1993, the government raised the
minimum wage for commercial, industrial, service and agro-industrial workers and
granted government workers two wage increases amounting to 22 percent. The min-
imum wage for most workers is 931 colones a month and fo cultural workers,
557 colones. Despite these efforts, approximately 40 percent of the population is es-
timated to live below the poverty level. The law limits the workday to eight hours
and the workweek to 44, requiring premium pay for additional hours. Occupational
safety remains a problem because of outdated regulations, limited enforcement re-
sources and a reluctance to strictly enforce regulations.

f. Rights in Sectors With U.S. Investment.-Worker rights conditions in sectors
where U.S. investment is present do not vary from those described above.

Extent of U.S. Investment in Selected Industries.-U.S. Direct
Investment Position Abroad on an Historical Cost Basis-1992

[Millions of U.S. dollars]

Category Amount

Petroleum ............................................................................... 34
Total Manufacturing .............................................................. 20

Food & Kindred Products ................................................ 3
Chemicals and Allied Products ....................................... 6
Metals, Primary & Fabricated .......................................... 6
Machinery, except Electrical ............................................. 0
Electric & Electronic Equipment ...................................... 2
Transportation Equipment .............................................. 0
Other M anufacturing ........................................................ . 3

Wholesale Trade .................................................................... 1
Banking ................................................................................... 2
Finance and Insurance .......................................................... (1)
Services .................................................................................. 3
Other Industries ..................................................................... (1)
TOTAL ALL INDUSTRIES ................................................... 75

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

Key Economic Indicators
[Millions ofquslsa M (e) unless otherwise noted)

1991 19 1993

Income, Production, and Employment:
Real GDP (1985 prices).......................
Real GDP Growth (pct.) .....................................
GDP (at current prices) .............................
GDP by Sector (percent):

Agriculture ........... .......... . ..............
Utilities.......................
Manufacturing............................
Construction............................
Housing ...............
Mining........... ....... ...
Transportation...........................
Commerce............................
Finance .... . ..........................
Publ. Adm. and Defense....................
Other Services.. ....................

Real Per Capita GDP (85 prices)...............
Labor Force (000's) ..........................................
Unemployment Rate (pcd.) 2 ......... . .. . . .. . . . . . .

Money and Prices:
Money Supply (M2)......................

M2 (annual pct. change)....................
Base Interest Rate:3

Commercial banks (deposits).................
Commercial banks (loans) ........................

Retail Inflation ............................................
Exchange Rate (avg. Qs per $).................

Balance of Payments and Trade (millions of U.S.
dollars):4

Total Merchandise Exports (FOB)...............
Exports to US....................

Total Merchandise Imports (CIF)................
Imports from US ...............-.............................

Aid from US..............................
External Public Debt ....................................
Debt Service Payments .......................
Gold and FOREX Reserves...................
Total Trade Balance........................

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

13,249
3.7

47,034

25.7
2.5

14.9
1.9
5.0
0.3
8.1

24.2
4.2
7.1
6.1

1,392
2,872

6.7

10,653
48.6

16.0
23.0
9.2

5.07

1,230
445

1,673
764
111

2,254

796
'930

-433
-319

13,727
4.8

53,949

25.3
2.7

14.6
2.3
4.9
0.3
8.4

24.1
4.3
7.1
6.0

1,409
2,958

6.1

14,266
4.0

62,772

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

1,422
3,047

6.0

12,132 13,709
13.9 13.0

16.0
25.0
13.7
5.20

1,284
453

2,328
1,081

70
2,145

722
877

- 1,044
-628

14.5
28.0
12.0
5.95

1,365
518

2,383
1,127

65
2,135

N/A
755

-1,018
-609

N/A-Not savailble.
estimated.
Uem oent figures provided by the Guatemalan government

estimated ashiSh as 50 percent.
Slnterest rates are avemne maimum levels,
4Based en Guatemalan Customs Dlta.

do not reflect serious underemnployment,

1. General Policy Framework
With a GDP of roughly *11 billion, Guatemala is the largest economy in Central

America as well as the biggest Importer of US.S. roducts. The expected 1993 mer-
chandise trade deficit of $8609 million with the IU.S. is almost double the figure re-
corded two years earlier, although slightly lower than in 1992.

Guatemala's economy is donated by a strong private sector, with the govern.
ment sector accounting for only about 12 percent of GDP. Agriculture accoitnts for
a quarter of all output, two thirds of all exports, and over half-of all employment.
Hfalf of all exports come from just five traditional agricultural products: coffee,
sugar, bananas, cardaron, and meat. After several years of depressed world prices,
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export receipts from these traditional products have rebounded somewhat in the last
year. Coffee export earnings, for instance, are running 25 percent higher in 1993
than in 1992. The other main productive activities are commerce and manufactur.
ing, contributing 24 percent and 15 percent of total GDP, respectively. Finance has
been the fastest growing sector, averaging more than seven percent annual growth
over the last four years. Non-traditional exports such as drawback textile manufac-
turing and high-value agricultural products now account for about 40 percent of ex-
port earnings, up from 17 percent six years earlier. Tourism receipts have more
than doubled in the same period and accounted for $235 million in exchange earn-
ings in 1992.

The new administration of Ramiro do Leon Carpio has adhered to the sound fiscal
and monetary policies that have been in place since 1991. As a result, the political
uncertainty produced by the failed coup attempt of May 1993 has had only a limited
negative effect on the economy, with real GDP growth for 1993 expected to be about
four percent, down slightly from 4.8 percent in 1992. Growth is expected to be five
percent in 1994. Although a jump in net domestic credit in 1992 and the political
events of 1993 have had inflationary effects, the Bank of Guatemala has adhered
to a number of fairly tight monetary measures and kept prices in check. Beginning
in 1991, Guatemala implemented a policy of zero net credit to the central govern-
ment, which halted the prior tendency to monetize the deficit. For the last two years
the central government deficit has been financed primarily by various bonds issued
by the Finance Ministry. From a rate of 60 percent in 1990, inflation has averaged
slightly over 12 percent in 1991, 1992, and 1993.

Fiscal policy has also been conservative. A self-imposed cap in spending brought
a consolidated public sector deficit down from 5.5 percent of GI)P in 1990 to 0.8 per-
cent in 1992. The government's plans to eliminate subsidies to parastatals in 1993
were delayed during the change of government, resulting in a higher-than-expected
deficit of 2.1 percent in 1993. However, the government is in the process of
renegotiating a Standby Agreement with the IMF under which the deficit would be
reduced and completely financed by external sources. In addition to cutting losses,
the government is making efforts to bring in more resources. A major tax reform
was adopted in 1992 which included a broadening of the value added tax and a ra-
tionalization of the income tax. Continuing and building on these reforms, the Gua-
temalan government hopes to raise tax collections from about eight percent of GDP
(one of the lowest figures in the hemisphere and a serious impediment to invest-
ment in social services or infrastructure) to ten percent.
2. Exchange Rate Policy

Since late 1990, the Bank of Guatemala (BOG) has operated an official auction
system for foreign exchange. Under this system, foreign exchange may be purchased
for any use, subject to availability. Under Guatemalan law, all foreign currency re-
ceipts must be sold to the Bank of Guatemala. The BOG in turn makes a set
amount of U.S. dollars available to both foreign and domestic bidders in the official
auction, which is held each business day. Bids can be five centavos higher or lower
than the reference exchange rate. The reference rate is adjusted after 15 auctions
by the BOG at the weighted average of the last three weekly auctions. Each bidder
can buy a maximum of $250,000 per day in the auction.

Under this system, the quetzal can depreciate only five centavos every three
weeks. The quetzal appreciated about seven percent in real terms in 1991 and 1992,
but is now depreciating slowly in real terms. The overvalued Guatemalan currency
has handicapped Guatemalan exports and contributed to a trade deficit that could
reach $1,018 million in 1993.
3. Structural Policies

Wheat, flour, and petroleum products are virtually the only products on which
Guatemala maintains price controls. In addition, the government publishes (but
does not enforce) suggested prices for some additional "essential goods." Direct gov-
ernment control of production is small and decreasing, with growing private partici-
pation in such key areas as electricity generation. Even in those sectors controlled
by the government such as telecommunications, foreign companies are generally al-
lowed to compete for contracts on an equal basis with domestic producers.

As part of fiscal reform, the government has simplified most taxes on businesses
o operating in Guatemala. These reforms include a lowering of tariffs and narrowingof the tariff band. In addition to reducing price distortions, the tariff reform has re-
moved some of the uncertainty exporters and importers previously faced at the bor-
der. Similarly, the expanded value added tax and income tax are simpler thanpre-
vious versions, with fewer exceptions and fewer brackets respectively. Tax holidays
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on real estate, import and income taxes are routinely granted foreign investors in
the few free trade zones and for maquiladora (drawback) operations.

Guatemala has also taken steps to streamline the regulatory process. For in.
stance, all government processing of exports has been centralized in a "one stop
shop." Virtually all export restrictions have been eliminated. The government is in
the process of establishing a "one stop shop" for investors. Nonetheless, the bureauc.
racy often presents a di ficult hurdle for both domestic and foreign companies, sub.
jecting them to requirements that are both ambiguous and inconsistently applied.
It is not unusual f6r regulations to contain rew explicit criteria for the government
decision maker, thus generating significant uncertainty and latitude. There is no
consistent pattern orjudicial review of administrative regulation.
4. Debt Management Policies

Guatemalan external debt continues to be relatively low and has not posed a con.
straint on imports from the U.S. At approximately $2.2 billion, the debt represents
around 20 percent of GDP. Two-thirds of this debt is incurred, or guaranteed, by
the central government and the remainder is owed by the Bank of Guatemala. Ap.
proximately one half of the external debt is with multilateral organizations, pri-
marily the Inter-American Development Bank and the World Bank. Roughly eight
percent of the total external debt is owed to the U.S. Agency for International Devel-
opment, with a somewhat smaller percentage attributable to the U.S. PI,-480 pro-
gram, for a total of approximately $350 million.

In December of 1992, Guatemala signed a stand-by agreement with the IMF and
a $120 million Economic Modernization Loan (EML) with the World Bank. Although
Guatemala could have borrowed approximately $70 million under the stand-by
agreement with the IMF, the government decided to treat the agreement as pre-
cautionary and never requested any disbursements. Guatemala did, however, re-
ceive the first EML disbursement, of $48 million, in December of 1992. In early
1993, the World Bank agreed to provide an additional $20 million loan for Guatema-
la's Social Investment Fund. The second tranche disbursement undpr the EMI, was
scheduled for June 1993 but was not implemented. By that time, Guatemala had
missed all the targets under the IMF agreement and had failed to meet several
other conditions for disbursement under the EML. Guatemala has not yet met the
conditions for disbursement of the first tranche of a $130 million financial sector
modernization loan approved by the Inter-American Development Bank in Novem-
ber 1993.

In March 1993, Guatemala reached agreement with the Paris Club on the terms
for the rescheduling of some $400 million in official bilateral arrears. In October
1993, Guatemala successfully completed bilateral rescheduling agreements with
France, Germany, Canada, and Italy. Total arrears to these countries were $103
million. Guatemala has yet to reach agreement on the rescheduling of the $330 mil-
lion in arrears to Spain, about three-quarters of Guatemala's total Paris Club ar-
rears.
5. Significant Barriers to U.S. Exports

Guatemala has made significant progress in reducing or eliminating most barriers
to U.S. exports and investment; nevertheless, some areas still need attention. In
March 1993, Guatemala adopted the common external tariff of the Central Amer-
ican Common Market, which varies from five to 20 percent on the CIF value of es-
sentially all manufactured goods. The previous three percent tariff surcharge was
eliminated, leaving only the seven percent value added tax in addition to the basic
tariff rates.

The government limits the importation of some agricultural products through im-
port tariffs ranging from five to 45 percent and nontariff barriers in the form of im-
port licensing requirements for grains, oilseed products and other bulk items. In late
1992, Guatemala imposed a tariff rate quota on poultry imports, with the first 300
tons per month subject to a 20 percent tariff and everything above 300 tons subject
to a 45 percent rate. These tariff rates are calculated on an arbitrarily set value
rather than the actual contract price which can be significantly lower. On August
1, 1992, the government implemented a price band mechanism (variable levy) for
yellow corn, milled and rough brown rice, and sorghum. The effect has been varied,
with the corn tariff never rising above 20 percent while the tariff on rice rose to
over 30 percent in some cases.

There are few legal or regulatory barriers to either foreign or domestic investment
in Guatemala. Foreign investors are granted national treatment by law and can own
up to 100 percent of most businesses, with the exception of telecommunication, do-
mestic transport, fishing, small mining snd forestry businesses which must have
majority domestic ownership. Informal approval procedures do restrict market entry
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in service industries such as banking, auditing and insurance. Foreign insurance
companies cannot operate directly; they must set up Guatemalan subsidiary cor-
Lotions. Non national auditing companies must associate with local accounting

Government procurement is subject to competitive bid for all items over $170,000.
Although the rules appear clear, US. suppliers have complained of abuses arising
from inappropriate use of an exemption from competitive bidding requirements for
"emergencies and of the requirement to disqualify any bid more than 30 percent
below the simple average of the government estimate and an average of all the bids.

Burdensome customs procedures and administrative delay have Led to complaints
byUS. importers who believe that some delays are perpetuated by local customs
omcials seeking payoffs in return for service.
6. Export Subsidies Policies

Guatemala utilizes subsidized financing of $15 per hundred weight on the export
of coffee, program in effect for most of 1993. Significant tax exemptions are grant-
ed to both fbreign and domestic enterprises producing for export.
7. Protection of U.S. Intellectual Property

the level of overr.ll protection provided intellectual property is inadequate. New
IPR legislation is beingprepared by the Guatemalan administration, butt is uncer-
tain when it will be sub mitted to Congress. Pirating of satellite signals of U.S. cable
companies has been widespread and, as a result, the country's Generalized System
of Preferences (GSP) and Caribbean Basin Initiative (CBI) trade privileges continue
to be under review by the U.S. government. In April 1992, U3TR placed Guatemala
on the Special 301 "priority watch list."

Patents: Guatemala currently provides inadequate protection due to a patent law
which is too narrow in scope, precluding protection for compuLer programs, mathe-
matical methods, living organisms, commercial plans, surgical, therapeutic or diag-
nostic methods and chemical compounds or compositions. Protection is also cir-
cumscribed by short patent terms (15 years except for patented processes for the
production of food, beverages, medicines and agricultural chemical products which
last only ten years), broad compulsory licensing provisions and burdensome local ex-
ploitation requirements.

Trademarks: Despite Guatemala's expressed intention to adhere to the Paris
Agreement on Commercial Trademarks, current law provides inadequate protection
due to generally ineffective enforcement provisions against counterfeiters and a lack
of adequate measures to protect internationally famous marks.

Copyrights: Despite Guatemala's adherence to the Rome and Geneva Conventions
which require the protection of sound recordings, Guatemalan law currently pro-
vides no such protection. Guatemala makes no specific provision for the protection
of trade secrets or semiconductor chip design. The principal Guatemalan cable tele-
vision firm attempted to remgularize its relationship with the Motion Picture Associa-
tion of America, but found it could not compete with the pirates. Currently, all U.S.
films shown on Guatemalan television are pirated.

In 1992 the Motion Picture Export Association of America filed a petition to re-
move GSP benefits from Guatemala for failure to provide an effective level of intel-
lectual property rights protection. The petition was accepted for review. The review
was extended through 1993-94 cycle to allow consideration of relevant actions in
progress. A final decision is expected by mid-1994.
8. Worker Rights

a. The Right of Association. -Bureaucratic procedures necessary to obtain legal
authorization to form a union were eased in late 1992, as part of a successful tri-
partite effort to amend the Labor Code. Regulations to implement these changes re-
main under discussion with trade union leaders, in an effort to make the procedure
as quick and as transparent as possible. Union leaders continue to charge, however,
that it is more difficult to register a trade union than it is to register a business.
They claim that management often encourages competing unions and/or "solidarity"
associations to form when negotiating contracts, and that these groups make "no
strike' agreements. Approximately five percent of the Guatemalan work force is
unionized.

In 1992 the International Labor Rights Education and Research Fund (ILRERF)
and the AFL-CIO filed petitions to remove GSP benefits from Guatemala for failure
to provide internationally recognized worker rights. The review has been extended
through the end of the 1993-94 review cycle.

b. The Right to Organize and Bargain Collectively.-The Labor Code allows collec-
tive bargaining, but emphasizes the protection of individual worker rights. Anti-
union practices are forbidden, but enforcement requires court action and this is gen-
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rally subject to inordinate delay. The labor court system is badly overloaded. One
new labor court was added in 1993. The greatest obstacle to union organizing and
collective bargaining is not the law, but the inability of the legal system to enforce
the law. A series of tripartite discussions took place in 1993 to address these prob-
lems, signaling a major change in attitude by both management and labor.

c. Prohibition of Forced or Compulsory Labor.-The Guatemalan Constitution pro-
hibits forced labor, and specifically states that service in civil defense patrols is vol.
untary. Human rights groups claim, with some justification in conflictive zones, that
coercion is used to recruit for these patrols. They further charge that forced recruit-
ment is common in the military. The future of the civil patrols, and the question
of forced recruitment, will ultimately be decided in an overall peace agreement.

d. Minimum Age for Employment of Children.-The Constitution provides a mini-
mum age of 14 for the employment of children, and then in restricted types of jobs.

Government statistics indicate that 50,000 children under this age are employed
in the formal sector, including agriculture, with only ten percent having legal per-
mission to work. .'in unknown number are employed in the informal sector as street
vendors, beggars -. d menial laborers. Improving the enforcement of labor regula-
tions has been gihn greater emphasis by the de Leon administration, but remains
generally weak and ineffective.

e. Acceptable Working Conditions.-The Constitution provides for a 44-hour work
week. While occupational safety and health regulations exist, they have not been ef-
fectively enforced. The corps of labor inspectors was expanded in 1993, to provide
greater coverage to all aspects of the Labor Code. As noted above, however, the
major problem remains that of an overcrowded and politically-aligned labor court
system. A minimum wage applies to most workers, but surveys carried out by the
Labor Ministry indicate that many workers do not receive the legal minimum to
which they are entitled.

f. Rights in Sectors With U.S. Investment.--Guatemala does not register foreign
investment and so accurate records of U.S. investment in specific sectors are not
available. Union officials say that international corporations in Guatemala have, in
general, been respectful of worker rights. The notable exception continues to be
some Asian-owned firms in the textile sector, which produce for the U.S. market.
U.S. companies operating in Cuatemala are more likely to have unions than their
Guatemalan competitors and are also credited with providing better wages and
working conditions.

Extent of U.S. Investment in Selected Industries.-U.S. Direct
Investment Position Abroad on an Historical Cost Basis--1992

(Millions of U.S. dollars)

Category Amount

Petroleum .................................................................... ........... 18
Total Manufacturing .............................................................. 80

Food & Kindred Products, ................................................. .42
Chemicals and Allied Products ......................................... 13
Metals, Primary & Fabricated ......................................... .- 3
Machinery, except Electrical ............................................ .0
Electric & Electronic Equipment ..................................... .0
Transportation Equipment ................................................ 0
Other M anufacturing ........................................................ . 28

Wholesale Trade .....................................................................-- 4
Banking ................................................................................. 2
Finance and Insurance ......................................................... 6
Services .................................................................................. 3
Other Industries ..................................................................... 3
TOTAL ALL INDUSTRIES ................................................... 107

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

Key Economic Indicators
(Minioms of U•d dollars union oterise noted)

PY1991 PY1992 M9" 1S

Income, Production, and Employment:
Nominal GDP (million gourdes)I...................... 13,000 13,752 NIA
Real GDP Growth (pct.)l .....................- 6.2 -12.6 N/A
Nominal GDP 1 .................................................... 1,699 1,513 N/A
By sector (percent of GDP):

Agriculture ....................................................... 28.42 30.00 32.40
Energy and Water ........................................... 0.97 0.80 0.84
Manufacturing ................................................. 13.09 12.54 8.69
Construction............................6.24 4.90 5.56
Commerce ........................................................ 16.14 16.08 14.53
Rents ................................................................ 6.03 6.75 6.31
Financial Services ........................................... 0.15 0.13 0.15
Other Services ................................................. 16.53 19.13 N/A
Social Services ...... ................... 3.80 3.97 N/A

Net Exports of Goods and Services ................... -9.60 N/A N/A
Nominal Per Capita GDP (U.S. dollars) 1I......... 257 225 N/A
Unemployment Rate (pct.) ................................. 40-50 50 N/A

Money and Prices:
Money Supply (M2, pct. growth ......................... 4.2 27 34.15
Base Interest Rate 2 ............................................ 16-22 12-18 14-20
Consumer Price Index 8 ................. . .. . .. .. . . .. . . . .. . .. .  20.6 20.1 27.20
Exchange Rate (gourdes per $):

Official .............................................................. 5 ---
Parallel ............................................................. 7.66 9.09 12.43

Balance of Payments and Trade (millions of US.
dollars):

Trade Balance ..................................................... -201.76 -202.43 N/A
Exports ............................................................. 198.72 74.72 N/A
Imports ............................................................. 400.48 277.15 N/A

US.-Haiti Trade:
Exports to US.4 ............................................... 316.1 122.9 151.9
Imports from U.S.4 .......................................... 473.8 194.6 247.1

Trade Balance with US ..................................... -157.7 -71.7 -95.2
Aid from US. (Obligations) ................................ 78.9 59.1 84.0
Aid from other Countries ................................... N/A N/A 51.5
External Public Debt 1 5;.................................... 750 788 830
Debt Service Payments (paid) ............................ 51.2 N/A 0
International Reserves (net) .............................. -41.9 N/A N/A

N/A-Not available.
'Al 1993 figures and others noted are estimates based on data available in November 1993.
2Figures are ranges of actual lending rates, not changes in them.
$September to September.
4Merchandise trade-data frem U.S. Dept. of Commerce on PAS and customs basis, not adjusted for as-snbly export and re-ImpFrt.end oryear, includes FY,991 official debt write-off by the United States and Pmnce and accumulation of
Sources: Banque do la Republic d!Haiti, Institut Haitien do Statistique at d'Informatique, USDOC, USAUD

and embassy estimates.

1. General Policy Framework
Haiti has a predominantly agriculture-based, market-oriented economy. Histori-

cally its performance has been strongly influenced by the United States, its major
trading partner and the largest donor of foreign assistance.

Following the military's ouster of president Jean Bertrand Aristide in September,
1991, the Organization of American states imposed voluntary economic sanctions
against Haiti to help restore the democratic government. The United States sus.
pended all but humanitarian aid to Haiti, froze Haitian government assets in the
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United States and imposed a broad trade embargo on the country. These sanctions,
though suspended briefly between August 31 and October 19, 1993 are still in ef-
fect. Humanitarian donations as well as the export of certain medical and food items
(sugar, rice, beans, cooking oil, wheat and corn flour, milk, and edible tallow) are
allowed under the trade embargo. Articles for assembly, personal hygiene items,
school supplies and other goods of a humanitarian nature may also be traded on
a case by case basis under license from the Department of the Treasury's Office of
Foreign Assets Control.

Fiscal policy: For the past decade Haiti has run a public sector deficit financed
through central bank credit and international aid. The public sector deficit for fiscal
year 1992 was estimated to be about five percent of GD In fiscal year 1990/91 the
deficit was only about 2.7 percent of GDP, after adding In external grants. The
growth of the deficit in fiscal year (FY) 1992 was caused both by declining tax reve-
nues and the curtailment of foreign assistance. After an improvement during the
brief tenure of president Aristide in FY1991, government revenues declined by over
45 percent in real terms in FIY1992. The decrease in receipts can be attributed to
the drop in economic activity which lowered both tax and tariff revenues, but wide-
spread tax evasion and the lack of transfers from public enterprises aggravated the
problem. The de facto regimes of the past two years were forced to cut government
expenditures and re-orient them toward sala payments which accounted for over
80 percent of the Treasury's outlays by the en ofFY 1992.

Monetary policy: There is no financial market in Haiti. Under the sanctions im-
posed during the last two fiscal years, the successive de facto governments have had
little recourse to foreign assistance and have relied on domestic credit, mainly
central bank financing, to cover the large fiscal deficit. Monetary policy has been
conducted mainly through the regulation of reserve requirements, though expansion
of credit to the public sector has also been accommodated by the central bank. Over-
all monetary growth was estimated at 27 percent for FY1992 and 34 percent for
FY1993. The official inflation rate for FY1992 was 20.1 percent as measured by the
consumer price index, but most reputable economists estimate inflation was closer
to 35 percent. The official consumer price index rose by 27.2 Percent in FY1993, but
again, informal estimates place inflation significantly higher.
2. Exchange Rate Polcy

For decades, Haiti's currency, the gourde, was officially tied to the U.S. dollar at
a rate of five gourdes to one dollar. A parallel market in foreign exchange arose in
the early 1980 s. For several years, the official exchange rate continued to hold for
some transactions such as disbursements of official external loans, petroleum im-
ports and public debt service payments as well as a share of inward transfers and
export earnings. Beginning in April 1991, the Government of Haiti removed the sur-
render requirement on remittances and transferred some public capital transactions
to the free market. On September 16, 1991, the central bank ceased all operations
at the official rate, thereby unifying the exchange system at the free floating market
rate.
3. Structural Policies

Haiti is essentially a market-oriented economy. Although traditional economic
interventionism remains, most visibly through an array of state-owned enterprises,
government's role in the economy has been sharply reduced since 1986/87. In the
few areas where the government has tried to control prices or supplies, its efforts
have been frequently undercut by contraband or overwhelmed by the sheer number
of minor retailers. Even when ex-factory prices on goodsproduced by state-owned
enterprises, such as flour and cement, were set by the Government of Haiti, the
final consumer paid prices governed by levels of supply and demand. Gasoline pump
prices and utility prices, which are more efficiently regulated, are probably the only
exceptions to the rule.

The tax system is inefficient. Direct taxes represent only about 15 percent of re-
ceipts. Moreover, tax evasion is widespread. Foreign trade receipts have fallen as
a percentage of total receipts due to the abolition of certain export taxes and the
embargo. A value-added tax of ten percent is applied across the board.
4. Debt Management Policies

Since the coup Haiti has not serviced its external debt, and arrears to the inter-
national financial institutions were estimated at about $53 million dollars as of end-
December 1993. Near the end of fiscal year 90/91, total external debt stood at a rel-
atively modest $848 million. The bulk is on concessional terms. On the eve of the
September 1991 coup, the United States forgave an estimated $124 million in offi-
cial bilateral debt. The embassy is not aware of any new foreign debt acquired since
that time.
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5. Sign ant Barriers to U.S. Exports
The Haiti transactions regulations implementing the President's Executive Orders

No. 12775 and 12779 effectively ban the export of most U.S. goods, technology and
services to Haiti. In addition, the United Nations has imposed a mandatory embargo
on exports of petroleum products and arms to Haiti. On the Haitian side, average
effective protection is high at somewhat under 40 percent. Only seven products re-
quire import licenses: rtce, corn, millet, beans, sugar, fifth quarters of pork, and
poultry parts. However, these products readily come in as contraband.
6. Export Subsidies Policies

The only practice resembling an indirect export subsidy is the duty exemption
available to semifinished products which are processed locally and reexported. Haiti
is not a member of the GA7T Subsidies Code.
7. Protection of U.S. Intellectual Property

Infringement of intellectual property rights has not been a significant issue in
Haiti. The economy produces a small variety of products and much of what it manu-
factures is for export to countries like the United States, which do not tolerate open
patent infringements. Most manufactured goods sold here are imported. The most
obvious example of intellectual property rights infringement is in the handful of
video outlets where poor quality pirated videotapes outnumber legitimate products
by a wide margin. Because legal protections for patent or copyright holders are not
vigorously enforced, the potential for more extensive abuse of intellectual property
rights exists should Haiti s economy improve significantly.
d. Worker Rights

a. The Right of Association.-The constitution and the labor code guarantee the
right of association. Workers, including those in the public sector, are specifically
granted the legal right to form and join unions without prior government authoriza-
tion. A union, which must have a minimum of ten members, is required to register
with the Ministry of Social Affairs within 60 days of its establishment. Tripartite
negotiations (labor, management, and government), begun in 1986 to revise the
labor code, concluded in May, 1993. The revised code (which has yet to be approved
by the legislature) recognizes the right to strike but restricts the duration of certain
types of strikes, as did the previous code. Under the new code, the Ministry of Social
Affairs must recognize workers' right to strike in each case before the strike is legal.

In 1993, the AFL-CIO filed a petition to remove GSP benefits from Haiti for fail-
ure to provide internationally recognized worker rights. While the petition was ac-
cepted, no action was taken due to the continued unsettled political state of thecountryb. e Right to Organize and Bargain Collectively.-Trade union organizing ac-

tivities are protected by the labor code, and those who interfere with this right may
be fined. Employers, however, still routinely attempt to prevent workers from orga-
nizing labor unions, and government enforcement remains mostly ineffective. Collec-
tive bargaining has never been widespread in Haiti and was nonexistent in 1993
as in 1992. The rapid deterioration of the economy has also hurt union membership
and organizing efforts. For example, the assembly sector, which had been one of the
more organized sectors of the economy, has experienced a 75 percent drop in em-
ployment since 1991. Even more dramatic declines in employment have occurred in
public enterprises, another sector where unions were strongly represented.

c. Prohibition of Forced or Compulsory Labor.-The labor code prohibits forced or
compulsory labor, but enforcement of these provisions is practically nonexistent.
Forced domestic labor by an estimated 109,000 children in Haiti, called "restavek"
in HaiLian creole, continues. These children serve as unpaid domestic labor, work
long hours, receive poor nourishment, little or no education, and are frequently beat-
en and sexually abused. Local human rights groups do not regard the plight of these
children as a priority. The Justice and Social Affairs ministries of the post-coup gov-
ernments were equally silent on the issue.

d. Minimum Age for Employment of Children.-The minimum age for factory em-
ployment is 15 years. Fierce adult competition for jobs ensures that child labor is
not a factor in the industrial sector. The "restavek' children described previously
are not remunerated for their labor beyond room and board. Children also work at
odd jobs in both rural and urban settings in Haiti to supplement family income. En-
forcement of the law, which is the responsibility of the Ministry of ial Affairs,
has been criticized by the International Labor Organization as inadequate.

e. Acceptable Conditions of Work.-A few weeks before the coup, parliament
passed a new minimum wage of 26 gourdes a day for workers in the industrial sec-
tor. Although technically it became-law before the coup, the legislation has never
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been published in the equivalent of the federal register. Many companies in the as-
sembly sector have adopted the new wage. Even [f it were widely applied, the new
minimum would not provide a worker and family with a decent Hiing. Moreover,
the majority of Haitians who work in the agricultural sector must survive on consid-
erably less than the minimum wage. The labor code sets the normal work day at
eight hours and the work week at 48 hours and establishes minimum health and
safety standards. The government has not systematically enforced these provisions.
These regulations are somewhat better observed in the industrial sector, which is
concentrated in the Port-au-Prince area and is more accessible to outside scrutiny.

f. Rights in Sectors With U.S. Investment.-Though workers in industries owned
by Americans tend to be better paid and enjoy better working conditions, there is
no formal difference in worker rights between those sectors where U.S. capital is
invested and those where it is not.

Extent of U.S. Investment in Selected Industries.-U.S. Direct
Investment Position Abroad on an Historical Cost Basis-1992

[Millions of U.S. dollars]

Category Amount

Petroleum........... .................................... 4
Total Manufacturing .............................................................. 21

Food & Kindred Products ................................................ 0
Chemicals and Allied Products ....................................... 0
Metals, Primary & Fabricated ........................................ 0
Machinery, except Electrical ............................................. 0
Electric & Electronic Equipment .................................... 0
Transportation Equipment ................................................ 0
Other M anufacturing ........................................................ .21

Wholesale Trade ..................................................................... 0
Banking ................................................................................... 5
Finance and Insurance ..........................................................- 1
Services ................................................................................... 0
Other Industries ..................................................................... 0
TOTAL ALL INDUSTRIES ................................................... 29

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

HONDURAS

Key Economic Indicators
[Millions of lempiras unless otherwise noted) 1

1991 1992 1993

Income, Production, and Employment:
Real GDP (1978 Prices) ...................................... 4,775 5,034 5,210
Real GDP Growth (pct.) ..................................... 3.0 4.9 3.5
GDP at Current Prices ....................................... 16,072 18,166 N/A
By Sector:

Agriculture ....................................................... 3,176 3,436 N/A
Energy and Water ........................................... 497 580 N/A
M anufacturing ................................................. 2,250 2,628 N/A
Construction .................................................... 823 1,123 N/A
Rents ................................................................ 909 1,018 N/A
Financial Services ........................................... 1,109 1,286 N/A
Other Services ................................................. 1,434 1,543 N/A
Public Administrations ................................... 1,050 1,167 N/A

Net Exports of Goods and Services ($ million). -360.6 - 385.5 - 370.0
Real Per Capita GDP (1978 Prices)2 ................ 978 1,001 1,007
Labor Force (000's) ............................................. 1,514 1,569 1,614

. v 0 - w ft ,,,.m a ý 0 m
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Key Economic Indlcatora-Continued
(Millions of'lempires unless, otherwise noted)i1

1991 1992 1993

Unemployment Rat,. (pct.) ............................... 14.2 15.0 15.8
Money and Prices (annual percentage growth):

Money Supply (M2) ............................................. 20.0 24.7 15.0
Landing Rates s3................................................... 25.2 23.4 26.4
Deposit Rates s3.................................................... 12.6 11.8 13.7
Personal Savings Rates ...................................... 18.9 19.3 N/A
Retail Inflation 4 ................................................. ,34.0 8.8 14.0
Wholesale Inflation 5 .......................................... 034.3 10.1 14.6
Consumer Price Index ........................................ 375.1 408.0 448.9
Exchange Rate (lempiras per $):

Official .............................................................. 5.58 6.47 7.05
Parallel ............................................................. 5.67 6.51 7.00

Balance of Payments and Trade (millions of U.S.
dollars):

Total Exports (FOB)5 ......................................... 823.0 828.6 867.8
Exports to U.S.6 ............................................... 418.9 434.2 454.7

Total Imports (CIF)s .......................................... 996.1 1,072.6 1,131.1
Imports from U.S ............................................ 480.1 448.4 478.8

Aid from U.S ....................................................... 157.3 95.7 55.7
Aid from Other Sources ...................................... 281.2 520.8 N/A
External Public Debt .......................................... 3,227.7 3,412.3 3,466.1
Debt Services Paid .............................................. 146.9 226.3 N/A
Foreign Exchange Reserves7 ............................. 93.4 180.1 83.3
Trade Balances ................................................... -173.1 -244.0 -263.3

Balance with U.S ............................................. -61.2 - 14.2 - 18.1

N/A-Not available.
11993 Figures are all projections.
:Lempiras.
'September.
4 August 1992-August 1993.
'June 1992-June 1993.
@Merchandise trade-in country data.
'Liquid foreign exchange reserves at the Central Bank 1991 and 1992 data is

is as of September, 1993.
as of December 1992; 1993

1. General Policy Framework
Despite abundant natural resources and substantial U.S. economic assistance,

Honduras remains one of the poorest countries in the hemisphere. In the 1990's, the
Honduran economy was buffeted by declining world prices for its traditional exports
of bananas and coffee. The unfavorable terms of trade, high external debt levels,
and flawed economic policies seemed to doom Honduras to a decade of low growth
rates and declining living standards.

In January 1990, the newly elected government of President Callejas and the Na-
tional Party faced a deteriorating economic situation. Moving quickly to confront the
crisis, Callejas embarked on an ambitious economic reform program. To stimulate
production and investment, the Callejas government dismantled much of Honduras'
elaborate system of price controls. The program also consisted of opening up the
economy to foreign competition by dramatically lowering import tariff duties and re-
moving most non-tariff barriers to trade. To promote export-led growth, the Govern-
ment of Honduras adopted a free market exchange rate regime and later legalized/
licensed Foreign Exchange Trading Houses. Aloo, modern national investment legis-
lation was enacted providing generous, non-discriminatory incentives for local and
foreign investment.

On the fiscal front, the Callejas government faced a huge, and growing, fiscal defi-
cit. The monetization of the fiscal imbalance was fueling inflation and crowding out
private sector investment. To confront the problem, the Government of Honduras
adopted a revenue-raising/expenditure reduction package, beginning in 1990._The
deficit reduction measures included increases in the sales tax, simplification of the
income tax structure, and removal of a number of tax and duty exemptions. In
1991-92, follow-up measures were taken to improve tax collections, dollarize some
export taxes, hike public utility rates (water, telephone, and electricity), and raise
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petroleum prices. Throughout this period the, government held the line on public
sector expenditure Increases, and slashed credit and exchange rate subsidies to the
non-financial public sector. The deficit reduction program bore fruit, with the fiscal
deficit as a percent of GDP declining from 7.1 (at the end of 1990) to 4.3 percent
in 1991.

Unfortunately, in 1992, a sharp rise in public sector investment spending reversed
somewhat the progress on the fiscal front--with the deficit rising to above five per-
cent of GDP. In 1992, external grant inflows, at 5.6 percent of GDP, financed most
of the fiscal gap. To remain within the bounds of their IMF program, the Govern-
ment of Honduras is attempting to reimpose fiscal discipline by trimming the deficit
to below four percent of GDP in 199.3.

Since 1990, the Honduran Central Bank has adopted restrictive (anti-inflationary)
monetary and credit policies. To promote more efficient financial intermediation, the
Central Bank began to phase-in interest rate liberalization. Interest rate ceilings on
commercial bank loans were gradually removed in 1990-91, and the Central Bank
increased the rate charged to commercial banks for reserve short-falls. These meas-
ures led to a rise in deposit rates and restored equilibrium to the credit markets.
Currently, Honduras has a free market interest rate policy. Positive, real lending
rates in excess of 20 percent have been induced by Central Bank maintenance of
a high reserve requirement (currently at 36 percent). The reserve requirement re-
mains the favored policy tool to control money supply growth and inflation. The
Central Bank, however, is increasingly using open market operations (bond sales)
to control excess liquidity and money supply. In November 1993 elections President
Carlos Roberto Reina of the Liberal Party was elected by a wide margin. He had
been critical of the economic program and promised to put a more human face on
it. He takes office on January 27, 1994.
2. Exchange Rate Policies

Beginning in 1990, the Honduran government abandoned the fixed exchange rate
system and gradually moved to a flexible exchange rate mechanism. These phased
policy measures allowed for a smooth transition to a floating exchange rate regime
in June 1992. To provide a more transparent and efficient foreign exchange market,
the Honduran Central Bank legalized and licensed the operations of Foreign Ex-
change Trading Houses (Casas de Cambio)--previously black market establish-
ments. As of June 1993, there were 15 licensedForeign Exchange Houses actively
competing in this market nationwide. To further open up the market, in 1992 the
Central Bank authorized commercial banks to operate foreign exchange trading win-
dows and compete with exchange houses. The foreign exchange reforms have gone
far to improve Honduras' export competitiveness in a wide range of industries.

Since January 1992, the lempiras-per-dollar exchange rate has moved from 5.6 to
the current rate of 6.9 per dollar, or a 19 percent depreciation. In July 1992, a major
speculative run on the lempira prompted the Central Bank to adopt a series of re-
strictive monetary measures in support of the exchange rate. The Central Bank also
charged a number of Foreign Exchange Trading Houses with violation of margin
and reporting requirements. The Central Bank temporarily suspended the operating
licenses of six exchange houses.
3. Structural Policies

Trade Policy: A critical component of the structural adjustment reforms has been
to end the debilitating effects of decades long import-substitution policies. These re-
medial policies were designed to open up the economy to global competition, force
local entrepreneurs to reduce costs, increase productivity, and provide incentives for
export-oriented business activity. Among the measures taken was the reduction of
tariff barriers to trade, by gradually cuti;ing import duties from a past range of 0-
105 percent to the current range of five to twenty percent. The government also re-
moved restrictive and cumbersome import licensing and prior deposit requirements.

Pricing Policy: In an effort to boost production incerntives, the government moved
fast (beginning in March 1990) to lill price controls on several hundred consumer
and initustria [products. Price deregulation were implemented on such sacred cow
foodstuffs as beans, cooking oil, milk, corn and wheat flour. The government also
suspended the operations of the State Marketing Board (IMSHA). In the period
1990-92, painful but necessary price hikes were adopted on gasoline, electricity,
water and teleohone services. In December 1992, the Government of Honduras
moved to a flexible petroleum pricing system that reflects variations in world mar-
ket priceBi As of January 1993, the only existing government controlled prices are
for utilities, public transport, and cement. However, in December 1993, the Callejas
Administration reimposed price controls on a market basket of 44 basic products.
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Tax Policies: Honduras maintains, even by Latin American standards, a high cor-
porate tax rate. The current marginal corporate rate is 52 percent. This rate isgen-
erally considered a major disincentive to direct foreign investments not covered by
the tax exemptions for export-oriented firms operating in free zones and industrial
parks. The chief source of government tax revenue is the seven percent sales tax.
4. Debt Management Policies

On the international front the main thrust of the Callejas government's reformprogram aimed at restoring the country's creditworthiness, rescheduling its $3.3 bil-
on external debt, and regaining support from the multilateral development banks.

In early 1990, negotiations began with the World Bank, Inter-American Develop-
ment Bank and the IMF to pay off arrears and reestablish pipeline disbursements
being withheld by these institutions. The payments of arrears to the tune of $245.7
million were made possible by a bridge loan from the U.S. Treasury Depart-
ment.This bridge loan was complemented by additional financing from Venezuela,
Mexico and Japan.

In July 1990, the IMF approved a 12-month Standby Arrangement, that was later
extended for seven more months. The Stand-by provided Honduras $30 million in
balance of payments support funds. Also, in the second half of 1990, the IDB and
World Bank renewed pipeline disbursements. The IMF Program and repayment of
arrearages to international financial institution paved the way for rescheduling of
$350 million of its official debt. The Paris Club d-eal strengthened Honduras' capac-
ity to service its debt with a number of other creditors including Venezuela, Mexico,
and OPEC. In 1991 the United States also provided $430 million in debt forgive-
ness for Honduras. finally, the Honduran government reduced its debt obligations
with international commercial banks from $245 million due in 1982, to $45 million
as of June 1992. A series of privatizations and conversion mechanisms was used to
settle these obligations.

In 1991, Honduras classified as an IDA-only country. This opened the door to
concessional loans from the World Bank's soft loan window. In July 1992, the IMF
approved a three-year (1992-95) Enhanced Structural Adjustment Facility (ESAF),
allowing Honduras to obtain a second Paris Club agreement in October 1992. Re-
flecting the improved debt picture, in 1992 Honduras' debt-service-to-export ratio
was a respectable 28 percent.
5. Significant Barriers to U.S. Exports

Import Policy: While the Callejas reforms have gone far to open up Honduras to
U.S. exports and investment, a number of protectionist policies remain in place. For
example, although all import licensing requirements have been eliminated (with the
exception of the consular legalization requirement), Honduras has resorted to an on-
erous phyto-sanitary system that effectively denies market access to U.S. chicken
parts. Similar phyto-sanitary requirements are being used to limit U.S. corn exports
to Honduras. The Government of Honduras also maintains a discriminatory auto-
mobile import regime, based on engine size, that imposes a steep selective consump-
tion tax on many U.S.-made vehicles.

Labeling and Registration of Processed Foods: Honduran law requires that all
processed food products be labelled in Spanish and registered with the Ministry of

health. The laws are indifferently enforced at the present time, however, these re-
quirements may discourage some suppliers.

Services Barriers: Under Honduran law, special government authorization must
be obtained to operate tourism, hotel, and banking service investments. Foreigners
are not permitted majority ownership of foreign exchange trading companies. For-
eigners cannot hold a seat in the Tegucigalpa and San Pedro Sula Stock Exchanges,
or provide direct brokerage services in these local exchanges.

Investment Barriers: Several restrictions exist on foreign investment in Honduras,
despite the passage of a new National Investment Law in May 1992. For example,
foreign investment in a number of sectors requires special state authorization.
These sectors include forest , telecommunications, air transport, and aquaculture.
Also the law requires majority ownership by Honduran nationals in several types
of investments. These include: beneficiaries of the National Agrarian Reform Law;
commercial fishing and direct exploitation of forest resources; and local transpor-
tation.

Honduran Law also prohibits foreigners from establishing businesses capitalized
at under 150,000 lempiras. In all investments, at least 90 percent of a company's
labor force must be national, and at least 80 percent of the payroll must benefit
Hondurans.

Government Procurement Practices: The government Procurement Law (Decree
No. 148.5) governs the contractual and purchasing relations of Honduran state
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agencies. Under this law, foreign firms are given national treatment for public bids
and contractual arrangements with state agencies. In practice, U19. firms frequently
com lain about the mlsmanament and lack of transparency of Honduran govern-
menrbid processes. hdefi=encies are particularly evident in telecommunications,
pharmaceuticals, and energy public tenders.

Customs Procedures: Honduras' customs administrative procedures are burden.
some. There are extensive documentary requirements and red tape involving the
payment of numerous import duties, customs surcharges, selective consumption
taxes, consular fees, and warehouse levies.
6. Export Subsidies

With the exception of free trade zones and industrial parks almost all export sub-
sidies have been eliminated. The Temporary Import Law (Rh'), passed in 1984, al-
lows exporters to bring raw materials and capital equipment into Honduran teni-
tory exempt from customs duties and consular fees-if the product is to be exported
outside of Central America. This law also provides a ten-year tax holiday on profits
from these exports under certain conditions.

The export processing zones (ZIPS) exempt the payment of import duties on goods
and capital equipment, charges, surcharges and internal consumption, and sales
taxes. In addition the production and sare of goods within ZIPS are exempt from
State and Municipal taxes. Firms operating in ZIPS are exempt from income tax
for 20 years and municipal taxes for ten years.
7. Protection of Intellectual Property Rights

Until recently, Honduran legislation on Intellectual Property Rights (IPR) dated
back to the early 1900s, and provided inadequate protection. In August 1992 a U.S.
decision to review Honduras status under the Generalized System of Preferences
(GSP), as a result of widespread piracy of U.S. satellite signals by local cable tele-
vision companies, forced the Honduran government to move seriously to modernize
its IPR regime.

On August 31-September 1, 1993, the Honduran Congress approved new Copy-
right, Trademark, and Patent Laws. Honduras is signatory to the Bern Copyrght
Convention and in May became a member of the Pans Industrial Property Conven-
tion. While the new laws represent an improvement, the U.S. Government has iden-
tified problem areas and is working with the Government of Honduras to address
these problems. A final decision on reveiw of Honduras GSP benefits is expected bymid-1994.

Patents: Until the new Patent Law was approved, terms of patent protection in
Honduras were far below international standards. There were numerous exceptions
where no protection was provided such as on pharmaceuticals, textbooks, and cer-
tain types of foodstuffs. Thenew Patent Law is an improvement over the previous
law, but it contains several provisions that do not comply with accepted inter-
national standards. Most notably, the new law includes several patentable subject
matter exclusions, an inadequate patent term for pharmaceutical products and proc-
esses, and deficient compulsory licensing and revocation provisions.

Trademarks: The registration of notorous trademarks is widespread in Honduras.
Several local firms have profited greatly from the loophole in the old law excluding
notorious trademarks. The new law is of generally high quality and consistent with
international standards in most respects. The U.S. Government is working with the
Government of Honduras on remaining areas of concern.

Copyrights: The piracy of books, music cassettes, records, videos, and cable tele-
vision is widespread in Honduras. The new Copyright Law provides improved pro-
tection for copyright owners. The Honduran government is committed to legalizing
the activities of its cable television companies and video store operators.

There are no reliable data on the overall cost of local piracy to US industry. How-
ever, the Motion Pictures Exporters' Association of America (MPEAA) puts the an-
nual loss of revenues resulting from local cable piracy at $2.5 million.
8. Worker Rights

a. The Right of Association.-Workers have the legal right to form and join labor
unions, and with the exception of some "parallel" unions formed by the government,
the unions are independent. Although on y about 20 percent of the work force is or-
ganized, trade unions exert considerable political and economic influence. The right
to strike, along with a wide range of other basic labor rights, is provided for inth
constitution and honored in practice. The Civil Service Code stipulates that public
workers do not have the right to strike. A number of private firms have instituted
"solidarity" associations. Solidarity is a labor/management concept which provides
an array of services through an association and a joint employer/worker capital
fund. Organized labor, including the American Federation oF Labor and the Con.

0 - 0 wm w m
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gross of Industrial Organizations and the International Confederation of Free Tradeons (ICFTU), strongly opposes these associations on the grounds that they do
not permit strikes and have inadequate grievance procedures.

b. The Right to Organize and Bargain Collectively.-The right to organize and
bargain collectively is protected by law, but not always observed in practice. Ret-
ribution by employers for trade union activity is not uncommon, although prohibited
in the labor code. There have been cases of companies threatening to close down
if unionized. Some workers have been harassed and, in some cases, fired because
of their efforts to form a trade union. Workers dismissed for union activity may
apply to the Ministry of Labor for redress. Collective bargaining agreements are the
norm for companies where workers are organized. Wages in non-organized compa-
nies are determined by labor supply and demand, subject to the constraints of the
minimum wage which was last adjusted in June 1993.

c. Prohibition of Forced or Compulsory Labor.-There is no forced or compulsory
labor in Honduras; such practices are prohibited by law and the constitution.

d. Minimum Age for Employment of Children.-The constitution and the Labor
Code prohibit the employment of children under the age of 16 years. Violation of
the labor code occurs frequently in rural areas and in small companies. High
underemployment have resulted in many children supplementing the family income
by working in small family farms, as street vendors, or in small workshops. The
Ministry of Labor has the responsibility for enforcing child employment laws, but
it lacks the resources necessary to carry out the task.

e. Acceptable Conditions of Work.-In May 1993, organized labor and the private
sector umbrella organizations agreed on a 14.4 percent increase in the minimum
wage, to become effective June 1. The constitution and the labor code require that
all labor be fairly paid. Minimum wages, working hours, vacations, and occupational
safety are all regulated, but the Ministry of Labor lacks the staff and other re-
sources for effective enforcement. Even after the third consecutive annual increase,
the minimum wage, which varies by occupation and location, is considered insuffi-
cient to provide a decent standard of living, particularly in light of inflation. The
law prescribes an eight-hour day and 44-hour week. The labor code provides for a
paid vacation of ten workdays after one year and 20 workdays after four years. Em-
ployers frequently ignore these regulations.

f. Rights in Sectors With U.S. Investment.-There is sizable U.S. investment in
Honduras in the petroleum, manufacturing, and assembly sectors. U.S. firms meet
minimum wage requirements and observe regulations established in the labor code.

Extent of U.S. Investment in Selected Industries.--U.S. Direct
Investment Position Abroad on an Historical Cost Basis-1992

[Millions of U.S. dollars

Category Amount

Petroleum ............................................................................... ()
Total Manufacturing .............................................................. 92

Food & Kindred Products .................................................. (I)
Chemicals and Allied Products ......................................... 2
Metals, Primary & Fabricated ........................................ 2
Machinery, except Electrical ............................................. 0
Electric & Electronic Equipment ..................................... .0
Transportation Equipment ................................................ 0
Other M anufacturing ......................................................... (I)

Wholesale Trade ..................................................................... 14
Banking ................................................................................... 5
Finance and Insurance ......................................................... (I)
Services ................................................................................... ()
Other Industries ..................................................................... 31

TOTAL ALL INDUSTRIES ................................................... 184

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

Key eonomie Indicators
ODilions o(Jamnian domV$ ($) unk om wis noted)

Income,.Pr-duction, and Employment"
Real GDP (1986 Base Year) ............................... 17,458 17,667 17,844
Real GDP Growth Rate ...................................... 0.3 1.2 1.0
GDP (at current prices) ...................................... 44,128 72,983 N/A
By Sector.

Agric., Forestry, & Fishing ....................... 3,073 5,777 N/A
Mining and Quarrying .................................... 4,817 6,845 N/A
Manufacturing ................................................. 8,436 14,399 N/A
Construction .................................................... 5,565 9,382 N/A
Retail Trade ..................................................... 9,299 18,194 N/A
Transportation, Storage and Communication 3,538 5,582 N/A
Real Estate and Business Services ................ 2,173 2,963 N/A
Government Services & Other ....................... 3,446 4,408 N/A

Real GDP Per Capita (1986 prices) ................... 7,155 7,182 7,195
Labor Force (000's) ............................................. 1,072.5 1,074.9 N/A
Unemployment Rate (avg.) ................................ 15.4 15.7 N/A

Money and Prices (annual pct. growth):
Money Supply (M2) J$ millions ......................... 17,467 27,817 234,898
Commercial Interest Rate3 ................................ 40.1 46.4 57
Personal Savings rate ......................................... 15-21 15-28.8 15-27
Retail Inflation .................................................... 80.2 40.2 25
Consumer Price Index (Dec.-Dec.) ..................... 299 417 521
Exchange Rate (J$ per US.$) ............................ 12.0 23.0 25.0

Balance of Payments and Trade (millions of US.
dollars)

Total Exports FOB .............................................. 1,150.7 1,052.8 1,112
Exports to US ................................................ 342.0 386.3 400

Total Imports CIF ............................................... 1,828.6 1,692.8 1,960
Imports from US ........................................... 934.2 882.7 1,019

Aid from US. (FY91, FY92, FY93) .................... 80.0 66.6 47.8
External Public Debt .......................................... 3,874.3 3,678.0 23,680.0

Debt Service Payments (actual) ..................... 620.6 637.9 578.6
Net Official Reserves (year-end) ........................ -443.0 -67.4 4 14.3
Trade Balance ..................................................... -677.9 -640.0 -848.0

Trade Balance with US ................................. -592.2 -496.4 -619
N/A-Not available.
I Estimate&
2As of July 1993.
2 As of August 1993.
4As of June 1993.

1. General Policy Framework
Economic Structure: Jamaica is an import-oriented economy with imports ac-

counting for about 51 percent of gross domestic product (GDP). Tourism and the
bauxitealumina industry are the two major pillars sustaining the economy. In 1992,
these two industries accounted for approximately two-thirds (or U..$1,387.6 mil.
lion) of the country's foreign exchange earnings. Hence, both GDP and foreign ex-
change inflows are extremely sensitive to external economic factors. Agriculture em.
ploys 27 percent of the work force, and contributes about seven percent of GDP. The
relatively small size of the Jamaican economy, and relatively high costs of produc-
tion (interest rates, duties on captal inputs, shortage of foreign exchange for im.
porting inputs) has reduced the contribution of the manufacturing sector over the
last several years to about 20 percent in 1992. However, the Government of Jamaica
has made progress in promoting investment in export-oriented manufacturing enter-
prises (especiallythe garment industry) in recent years. About 54percent of Jamai-
ca s work force is employed in the services sector, contributing 56 percent of GDP.
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Economic Policies: The Jamaican economy grew by 1.2 percent in 1992.following
a modest growth of 0.3 percent in 1991. The pace of economic growth thus far in
1993 has slowed somewhat due to tight monetary and fiscal policies, the devaluation
of the Jamaican dollar, and declining real incomes for the majority of the popu-
lation. The government has pursued its austerity program in an attemSt to mod.
erate inflation and stabilize the Jamaican dollar. The government has reduced pub.
lie sector operations through privatization of certain public entities and is seeking
to divest 36 entities in the next few years to increase economic efficiency. Under the
common external tariff, the tariff rate is to be phased down from the current five
to forty percent to five to twenty percent by 1998.

Fiscal Policy: The Jamaican fiscal year (JF'Y) 1994 budget calls for J$40.4 billion
in outlays, an increase of 54.2 percent over the previous fiscal year's budget. A
major portion of the increase is in recurrent expenditures. In September, the gov-
emnment announced a further increase of J$2.0 billion in expenses due primarily to
depreciation of the Jamaican dollar (upward revision in debt service costs). Nearly
40 percent of the budget is allocated for debt servicing. For this fiscal year, the gov-
ernment introduced the largest tax package in Jamaica's history. This package in-
cludes an increase in the general consumption tax (from ten percent to 12.5 per-
cent), increased taxation on property, and increased fees for motor vehicle licenses,
drivers licenses, permits, transfers of property, among others. Further. in order to
ease the pressure for foreign exchange and to reduce inflation to the target of 6.5
percent for FY 93/94 (which was surpassed in the first four months of the fiscal
ear), the government has increased the issue of local registered stocks, treasury
ills and certificates of deposits (offering interest rates as high as 52 percent) to mop

up excess liquidity. In the past, the Bank of Jamaica's open market operations were
a means by which the Government of Jamaica funded its fiscal deficit. The current
budget, however, is a departure from the recent practice of reliance on massive
central bank assistance. The central government deficit is estimated at J$11 billion
which is proposed to be financed from external debt (60 percent of total deficit) and
internal debt (40 percent).

Monetary Policy: The Bank of Jamaica (BOJ) continued to reduce spending de-
mand by issuing short-term certificates of deposit (CDs) and T-bills at very high in-

terest rates (as high as 52 percent). Interest payments on the maturing CDs only
served to increase liquidity, necessitating additional CD offerings. Funds acquired
by the BOJ through issuance of CDs were generally borrowed by the central govc n-
ment and used to finance current expenditures. Some of the instruments used by
the government to control aggregate demand and stabilize the exchange rate in-
clude: increasing the reserve requirements of financial institutions, increasing the
ceiling on Treasury bills from Jdols. 6.5 billion to J$7.5 billion, and issuing a U.S.
$20 million bond (the first such issuance).

2. Exchange Rate Policies
On September 26, 1991, exchange controls were formally eliminated to allow for

free competition on the foreign exchange market. Following a substantial devalu-
ation of the Jamaican dollar, the Government of Jamaica in 1992 informally fixed
the exchange rate, and only more fully liberalized the exchange regime in the sum-
mer of 1993. Theprincipal remaining restriction is that foreign exchange trans.
actions must be e fected through an authorized dealer. Licenses are regulated. In
addition, any company or person having payments to make to the government by
agreement or law (such as the levy and royalty due on bauxite) will continue to
make such payments directly to the BOJ.

Due to the shortage of foreign exchange, the Jamaican dollar lost ground by near-
ly 30 percent in late 1993 to J$28.56 per U.S.$1.00. Further devaluation of the Ja-
maican dollar is likely and could dampen U.S. exports to Jamaica.
3. Structural Policies

Pricing policies: Prices are generally determined by free market forces. However,
prices of certain items such as domestic kerosene, dark sugar, and bus fares are
under price controls. Prices of these items can be changed only after ministerial ap-
proval. In addition, the profit margins of motor vehicle dealers is restricted to 12.5
percent of CIF plus customs duty on motor vehicles, and between 12.5-20 percent
on motor vehicle parts.

Tax Policies: Taxation accounts for 89 percent of total recurrent and capital reve-
nue. Major revenue from taxes include personal income tax (42 percent of tax reve-
nue), value added tax (21 percent), and import duties (14 percent). Although no new
taxes were imposed during the current fiscal year, the government proposes to raise
additional revenue of about J$3 billion through an increase in existing taxes. This
package includes an increase in the general consumption tax (from ten percent to
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12.5 percent), increased taxation on property, and increased fees for motor vehicle
licenses, drivers licenses, permits, and transfers of property. Jamaica implemented
the Caribbean Economic Community (Caricom) Common External Tariff(CET) on
February 15, 1991 in order to enhance the region's international competitiveness.
Under the CET, goods produced in Caricom states are not subject to import duty.
Third-country imports are presently subject to import duties ranging between five
percent and 40 percent with higher rates applicable to certain agricultural items,
"non-basic" and finished goods. The tariff rate is to be phased down from the current

5-40 percent to 5-20 percent by 1998. The Government of Jamaica offers incentives
to approved foreign investors, including income-tax holidays and duty-free importa-
tion of capital goods and raw materials.

Regulatory policies: All monopoly rights of the state Jamaica Commodity Trading
Company (JCTC) ceased December 31, 1991. The Embassy is unaware of any gov.
ernment regulatory policy that would have a significant discriminatory or adverse
impact on U.S. exports.
4. Debt Management Policies

Jamaica's stock of external debt fell to J$3.68 billion in 1992, the lowest since
1986. About 62 percent of Jamaica's debt is long term (over 10 years) at concession-
ary rates. Cancellation by official bilateral creditors, conversions on commercial
bank debt, debt servicing, and reduction in contracting new loans contributed to this
debt reduction. Half of the public debt is owed to bilateral donors (the United States
is the largest bilateral creditor), 35 percent to multilateral institutions, 9 percent
to commercial banks, and 5 percent to other entities.

Actual debt servicing during 1992 accounted for 27.1 percent (U.S. $637.9 million)
of total goods and services exports, of which 10.39 percentage points represent inter-
est payments. Although the debt per capita decreased by 6.3 percent to U.S. $1,502,
debt servicing continues to be a major burden on the government budget. Devalu.
ation of the Jamaican dollar over the last few months has increased the budgetary
cost of debt service. Jamaica negotiated a new Multi-year Rescheduling Arrange-
ment (MYRA) with the Paris Club of OECD creditor countries in 1992. The agree-
ment provides for rescheduling of U.S.$281.2 million of principal and interest for the
period October 1992 to September 1995. In addition, under a multi-year debt/equity-
swap arrangement concluded in 1987 with commercial banks, the Government of Ja-
maica has been able to convert U.S.$106 million of foreign commercial debt (or
about 27 percent of the total) to date.
5. Significant Barriers to U.S. Exports

Government procurement practices: Government procurement is generally effected
through open tenders. U.S. firms are eligible to bid. The range of manufactured
goods produced locally is relatively small, so instances of foreign goods competing
with domestic manufacturers are very limited.

Customs procedures: There has been some improvement in the Government of Ja-
maica's effort to streamline the customsprocedures. In order to facilitate the move-
ment of goods, the government simplifiedXthe documentation and clearance require-
ments for exporters. Plans to computerize the entire system are underway.
6. Export Subsidies Policies

The Export Industry Encouragement Act allows approved export manufacturers
access to duty-free imported raw materials and capital goods for a maximum of ten
years. Other benefits are available from the Jamaican government's EXIM Bank, in-
cluding access to preferential financing through the Export Development Fund lines
of credit, and export credit insurance. Jamaica does not adhere to the GATR Sub-
sidies Code.
7. Protection of U.S. Intellectual Property

Jamaica is a member of the World Intellectual Property Organization (WIPO).
The Jamaican Constitution guarantees property rights and has enacted legislation
to protect and facilitate acquisition and disposition of all property rights, including
intellectual property. Jamaica is a member of the Bern Convention (copyright) and
intends to adhere to the Paris Convention for the Protection of Industrial Property
(i.e., patents and trademarks). The Government of Jamaica and the U.S. Govern-
ment are presently negotiating an intellectual property agreement.

Patents: There are plans to modernize legislation on patents, trademarks, and de-
signs. Under the present regulationspatent rights in Jamaica are granted for a pe-
rino of 14 years with the provision of extension for another seven years. The "nov-
elty test" contained in the Jamaican patent law limits the definition of "novelty of
invention" to that which is novel in Jamaica, without reference to the novelty" ofthe
invention abroad. Further, patents granted in Jamaica shall not continue in force
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after the expiration of the patent granted elsewhere. Periods of examination are
long; it can take years for a patent to be issued.

Copyrights: The Jamaican Senate passed the Copyright Act in February 1993, and
it came into force September 1, 1993. The new ac'. adheres to the principles of the
Berne convention and covers a wide range of works, including books, music, broad-
casts, computer programs and databatve.

New Technologies: There is no statute with regard to new Lcchnologies. Jamaica
follows common law principles as established in England. Breaches of such laws can
result in either injunction or suit for damages.

Impact on U.S. Trade: Piracy of broadcasts and pre-recorded video cassettes for
distribution in the domestic and regional market is widespread. Video stores import
more than U.S.$100 million worth of copyright motion pictures and television pro-
grams each year.
8. Worker Rights

a. The Right of Association. -The Jamaican Constitution guarantees the rights of
assembly and association, freedom of speech, and protection of private property.
These rights are widely observed.

b. The Right to Organize and Bargain Collectively. -Article 23 of the Jamaican
Constitution guarantees the right to form, join and belong to trade unions. This
right is freely exercised. Collective bargaining is widely used as a means of settling
disputes. The Labor Relationq and Industrial Disputes Act (I.RIDA) codifies regula-
tions on worker rights. About 16 percent of the work force is unionized, and unions
play an important economic and political role in Jamaican affairs. In the Kingston

ree Zone, none of the 18 factories are unionized. Several of Jamaica's largest
unions, including the National Workers' Union, have been unable to organize work-
ers there over the past several years.

c. Prohibition of Forced or Compulsory Labor.-Forccd or compulsory labor is not
practiced. Jamaica is a party to the relevant International Labor Organization (ILO)
conventions.

d. Minimum Age for Employment of Children.-The Juvenile Act prohibits child
labor, defined as the employment of children under the age of twelve, except by par-
ents or guardians in domestic, agricultural, or horticultural work. While children
are observed peddling goods and services, the practice of child labor is not wide-
spread.

e. Acceptable Conditions of Work.-A 40-hour week with eight-hour days is stand-
ard, with overtime and holiday pay at time-and-a-half and double time, respectively.
Jamaican law requires all factories to be registered, inspected and approved by the
Ministry of Labor. Inspections, however, are limited by scarce resources and a nar-
row legal definition of 'factory".

f. Rights in Sectors With U.S. Investment. -U.S. investment in Jamaica is con-
centrated in the bauxite/alumina industry, petroleum products marketing, food and
related products, light manufacturing (mainly in-bond apparel assembly), banking,
tourism, data processing, and office machine sales and distribution. Worker rights
are respected in these sectors, and most of the firms involved are unionized. There
have been no reports of U.S.-related firms abridging standards of acceptable work-
ing conditions. Wages in U.S.-owned companies generally exceed the industry aver-
age.

Extent of U.S. Investment in Selected Industries.-U.S. Direct
Investment Position Abroad on an Historical Cost Basis-1992

[Millions of U.S. dollars)

Category Amount

Petroleum ............................................................................... .(1)
Total M manufacturing .............................................................. 748

Food & Kindred Products ................................................. . 0
Chemicals and Allied Products ......................................... 132
Metals, Primary & Fabricated .......................................... (1)
Machinery, except Electrical ............................................ . 0
Electric & Electronic Equipment ...................................... 0
Transportation Equipment ................................................ 0
Other M anufacturing ......................................................... (1)

Wholesale Trade ..................................................................... 42
B anking ................................................................................... (1)
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Extent of U.S. Investment in Selected Industries.-U.S. Direct
Investment Position Abroad on an Historical Cost Basis--1992-Continued

[Millions of U.S. dollars)

Categry Amount

Finance and Insurance .......................................................... 4
Services ....................................................................... ............ 14
Other Industries .................................................................... 1I
TOTAL ALL INDUSTRIES ................................................... 850

1 Suppressed to avoid disWing data of individual companies.
Source: U.S. Department o Commere., Bureau or Economic AnalysiL

MEXICO

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

1991 1992 19931

Income, Production, and Employment:
GDP (current) ...................................................... 287.2 329.1 367.8
Per Capita GDP (current US$) .......................... 3,465 3,897 4,274
Real GDP Growth Rate (pet.) ............................ 3.6 2.6 1.1
GDP by Sector (pet. share):

Agriculture, Forestry and Fishing ................. 7.7 7.3 7.2
M ining .............................................................. 3.5 3.4 3.4
M anufacturing ................................................. 22.9 22.7 22.1
Construction .................................................... 5.0 5.3 5.2
Electricity ......................................................... 1.5 1.5 1.5
Commerce, Restaurants and Hotels .............. 25.8 26.0 25.8
Transport, Storage, and Communications .... 6.7 7.0 7.2
Financial Services, Insurance, Real Estate .. 10.8 10.8 11.0
Communal Services, Social and Personal ..... 17.6 17.4 18.3

Labor Force (millions) ........................................ 26.8 27.4 28.2
Unemployment Rate (year-end, pct.) ................ 2.6 2.9 3.1

Money and Prices:
Money Supply (MI, pet. growth) ....................... 2119.8 17.0 20.0
Commercial Interest Rate (pet.) ........................ 22.56 18.77 18.45
Savings Rate (pet. of GNP) ................................ 16.2 16.7 N/A
Investment (pet. of GDP)-Constant 1980

pesos ................................................................. 19.5 21.7 15.0
Consumer Price Index (Dec.-Dec. growth rate) 18.8 11.9 8.5
Wholesale Price Index (Dec.-Dec. growth rate) 11.0 10.6 5.6
Exchange Rate (NP per $)3 ............................... 3.016 3.115 3.120

Balance of Payments and Trade (billions of U.S.
dollars): 4

Merchandise Exports (FOB) .............................. 42.7 46.2 51.2
Pet. of Exports to U.S ..................................... 80.0 81.2 82.2

Merchandise Imports (CIF) ................................ 50.0 62.1 66.8
Pct. of Imports from U.S ................................. 70.5 70.5 69.6

Aid from U.S ....................................................... N/A N/A N/A
Aid from other Countries ................................... N/A N/A N/A
External Public Debt .......................................... 80.0 75.6 78.9
External Debt Service Payments ....................... 8.4 7.7 7.7
Gold and FOREX Reserves ................................ 17.5 18.6 24.0
Balance of Payments .......................................... 7.8 1.2 1.0

N/A-Not available.
l Estimated.



390
2The large increase in money supply in 1991 resulted from a change in regulatory requirements.
'Year-and interbank rate: INP.i.O00 old pesmi).
4As of 1993 Mexican data includes imports/ exports for the in-bond sector. Figures for prior years have

been acbusted to reflect the change.

1. General Policy Framework
Since 1987, Mexican economic policy has featured a series of government-labor-

private sector price and wage restraint pacts, now known as the Pact for Stability,
Competitiveness and Employment. The pact has combined traditional austerity
measures (tight fiscal and monetary policies) and various unorthodox economic
measures (price, wage and exchange-rate controls) with rapid trade liberalization.
The Pact has been successful in lowering inflation and restoring economic confidence
while preserving moderate economic growth. Between 1987 and September 1993, 12-
month inflation fell from 159 percent to 9.5 percent and the annual real rate of eco-
nomic growth (as measured by the gross domestic product) increased from 1.7 per-
cent in 1987 to 2.6 percent in 1992. Growth slowed to 1.3 percent in the first half
of 1993. The current Pact, announced on October 3, 1993, and in effect through De-
cember 1994, makes greater economic growth its primary objective but retains strict
targets for price inflation. The rate of increase of government-controlled gasoline
and electricity prices is reduced to five percent. The minimum wage will increase
by approximately 17 percent in real terms between October 1993 and January 1994
through the application of income tax relief and increases in line with inflation, plus
an amount equivalent to average productivity increases in the economy. The ex-
change rate policy under the Pact was unchanged to allow the peso to fluctuate
within a range, with its minimum value devaluing at 0.0004 new pesos per day.

For 1992 and 1993, the Mexican government's top two economic priorities have
been lowering inflation (through tight fiscal and monetary policies) and maintaining
a viable external balance. Tight fiscal policies have driven the overall Mexican pub.
lic sector deficit down from 4.0 percent of gross domestic product (GDP) in 1990 to
a surplus of 0.5 percent. At mid-year 1993, that surplus reached 1.2 percent of GDP,
excluding revenues from the sales of state-owned companies. Under the Salinas ad-
ministration, Mexican government revenues have increased due to the sale of state-
owned companies and improved tax compliance. At the same time, expenditures
have declined ce, c to lower debt service (the result of lower interest rates and sig-
nificant reduction in the level of internal debt) and a streamlining of the Mexican
bureaucracy.

On the external side, the rapid trade liberalization has resulted in burgeoning
current account deficits reflecting growing trade deficits. Mexico joined the General
Agreement on Tariffs and Trade (GAI•) in August 1986. Between 1986 and 1992,
Mexico's merchandise imports increased at an average annual rate of 25 percent,
while its exports increased at an average annual rate of only 13.5 percent. Con-
sequently, Mexico began to run a trade deficit in 1990. The trade deficit reached
$22.8 billion in 1992 and will be roughly the same in 1993. U.S. companies have
been the primary beneficiaries of Mexico's trade liberalization since 70 percent of
all Mexican imports come from the United States. In 1992, the United States ran
a $5.4 billion trade surplus with Mexico, based on $40.5 billion of exports to Mexico
and $35.1 billion of imports from Mexico. This began to change in 1993 as Mexican
exports grew at a faster rate than imports. Small- and medium-sized U.S. exporters
have been particularly helped by the reform and market liberalization trend, espe-
cially given the streamlining of the pre-1986 trade regulating bureaucracy.

Mexico has been able to support large trade deficits by attracting large and grow-
ing capital inflows. Mexico ran a $24.1 billion capital account surplus in 1991 and
a surplus of $26.0 billion in 1992. These inflows more than offset current account
deficits (made up primarily of the trade deficit) of $13.8 billion and $22.8 billion in
1991 and 1992, respectively. In the first six months of 1993, capital inflows of $16.2
billion exceeded the current account deficit of $10.1 billion.

Mexico's Central Bank controls the money supply and manages domestic interest
rates through the size of its weekly auction of government securities and by buying
or selling treasury bills in the secondary market. The Bank of Mexico raisedinterest
rates in the second quarter of 1992 to maintain the inflow of foreign capital into
the Mexican money market. Average interest rates (as measured by 28-day Treas-
ury bills) rose to 19.4 percent by October 1992 and declined gradually to 13.7 per-
cent in September 1993. Commercial rates averaged 18.7 percent in 1992. High in-
terest rates have been successful in attracting the foreign capital needed to finance
Mexico's current account deficit, but they have also caused a slowdown in economic
growth. During 1992, the Mexican economy grew by 2.6 percent in real terms versus
.6 percent 1991, and is expected to grow at a real/rate of about 1.1 percent in 1993.

In 1993, the Salinas administration amended the Mexican Constitution to gradually
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make the Central Bank autonomous as of January 1, 1994, ensuring continuity in
Mexico's fight against inflation.
2. Exchange Rate PolicieW

Mexico has managed a floating exchange regime since November 1991. The rate
at which large foreign exchange transactions are conducted fluctuates within a bandthat is defined by the rates at-which banks will buy and sell US. dollars cash (e.g.,
small retail transactions). Within the band, the actual exchange rate is determinedby market forces. The bottom of the band (i.e., the price a bank will pay for one
dollar cash) is fixed at 3.0512 new pesos per dollar. The top of the band (i.e., the
pce at which a bank will sell one dollar cash) increases by 0.0004 new pesos per
ay. As of the end of October 1993, there was an 8.27 percent spread between the

top and bottom of the exchange rate band.
Inflation in Mexico has been consistently higher than in the United States and

the daily devaluation of the peso has not compensated for the difference. Therefore,
in real terms the peso has appreciated steadily against the US. dollar, by 9.9 per.
cent in 1990, by 9.3 percent in 1991, by 6.6 percent in 1992 and three percent
through July 1993. The appreciation of the pesohas increased prices of US. exports
to Mexico at a slower rate than prices of domesticall produced goods, providing
U.S. made goods a competitive advantage. Morxover, U'. intermediate and capita]
goods' exports to Mexico have grown significantly as Mexican companies seek to
modernize after a decade of negligible investment, while Mexican consumers main.
tain a preference for US. products due to their quality and variety. In the first nine
months of 1993, intermediate goods and inputs to production constituted nearly four
fifths of Mexico's imports.
3. Structural Policies

In 1992 and 1993 the Mexican government sought to modernize and increase effi-
ciency of the economy by promoting greater external and internal competition. The
privatization of state-owned companies is nearly complete, and a series of laws have
been implemented to promote investment and prevent anti-competitive behavior.
The North American Free Trade Agreement (NAFTA) signed in December 1992 and
its side accords for protection of workers and the environment represent the corner-
stone of future Mexican trade policy. The NAFTA was approved by the U.S. Con-
gress and the Mexican Senate in November 1993, and awaits proclamation in Can-
ada. It will be in force beginning January 1, 1994. By ear-end 1993, Mexico had
also signed or was negotiating free trade agreements with Chile, Colombia and Ven-
ezuela, and a group or Central American countries.

NAFTA's key features are:
-Elimination of tariffs, non-tariff barriers and quantitative restrictions on

traded merchandise.
-Opening of Mexico's service industries, including financial services, to US.

firms wishing to invest or provide cross-border services.
-Opening of Mexico's central government and state-owned enterprise pur-

chasing and construction contracts to bidding by U.S. firms.
-Establishment of clear dispute resolution and international arbitration pro-

cedures to provide proper protection to U.S. investors in Mexico.
-Commitment from Mexico to afford effective protection for US. companies'

intellectual property rights.
The process of privatization of state-owned companies has generated $22 billion

and shrunk the number of state-owned firms from 1,555 in 1982 to 206 as of Octo-
ber, 1993. Under President Salinas' administration 238 firms--including all 18 com-
mercial banks-have been sold to the private sector or liquidated. Sixty of the re-
maining firms are for sale. Among companies that have been privatized are the tele-
phone company, a television network, airlines, film theaters and several sugar and
food processing plants. The privatization drive has also opened the door for private
investment in Mexico's surface transportation infrastructure. The government has
announced plans to extend this program for expansion and modernization of air and
maritime ports.

Regulation of the Mexican economy has decreased significantly since 1990. In
1993, the government introduced legislation to promote greater competition, limit
monopolistic behavior and prohibit practices to restrain trade. A new foreign trade
law adopted in 1993 eliminated most non-tariff trade restrictions and established
procedures fouz remedying unfair trade actions such as export subsidies and dump-
ing. The number of unfair trade actions has grown steadily over the past five years,
yet they are generally considered to proceed in a fair and transparent manner. Leg-
islation to reduce barriers to foreign investment was introduced into Congress in
late November 1993 and was expected to be approved before the end of the year.
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Most new regulations affecting US. trade have been formulated in anticipation of
increased trade under NAFTA. At times these regulations have disrupted trade as
a result of poor drafting and/or lack or coordination between various government
agencies responsible for their implementation. The Mexican customs service has
been modernized and partially automated, and a program to professionalize person.
nel and weed out corruption is ongoing.
4. Debt Management Policies

During 1992, Mexico continued to reap the benefits of the successful renegotiation
of its external debt concluded in February 1990. One of the major benefits of the
debt agreement, besides its direct impact on the balance or payments, has been
greater confidence in Mexico among investors and creditors, which as resulted in
large capital inflows and the reopening of international credit markets to Mexican
borrowers at progressively more favorable terms. In the first six months or 1993,
non-bank private sector Mexican companies issued $558 million of short-term debt
in international markets. The improved availability of credit has helped U.S. ex-
ports, since some of the money raised abroad is used by Mexican companies to pur-
chase machinery and equipment from the United States.

In December 1992, Mexico's total external debt was $98.5 billion, $75.8 billion of
which was held by the public sector (excluding the Bank of Mexico). Mexico's total
external debt as a ratio to GDP was 30.1 percent in 1992, down from 47 percent
in 1989. It is projected to decrease to 28.5 percent of GDP in 1993.
5. Significant Barriers to U.S. Exports

Import Licenses: Mexico eliminated its universal regime of import license require-
ments in 1985 and has committed, under GATT and the NAFTA, to eventually
eliminate all import licensing requirements. The Mexican government still requires
import licenses Jor 198 product categories including poultry, dairy products, beans,
wheat, corn, firearms, some petrochemicals, cars and trucks, and a few other manu-
factured goods. Import licensing requirements affect less than eight percent of total
U.S. exports to Mexico.

Automobiles: Investment and trade in the automobile sector are subject to the re-
strictions of the Mexican Auto Decree, including such performance requirements as
local content, foreign exchange balancing, and quantitative import restrictions. For-
eign ownership in most auto parts manufacturing companies is limited to 40 per-
cent. NAFTA will open the Mexican automotive sector by phasing out of the Auto
Decree over ten years, eliminating import tariffs over 10 years, and allowing the im-
mediate establishment of 100 percent foreign-owned auto parts firms.

Insurance: Foreign ownership of Mexican insurance companies is limited by law
to 49 percent. Under NAFTA, U.S. insurers will be allowed to increase their equity
participation in new joint ventures to 51 percent by 1998 and 100 percent by the
year 2000, with no limitations on market share. U.S. insurers will also be permitted
to establish subsidiaries in Mexico, subject to aggregate market share limits which
will be eliminated in 2000. U.S. insurers that have ownership in existing joint ven-
tures may increase their equity participation to 1u0 percent by 1996. Mexico must
also permit its residents to purchase insurance certain services (including life and
healthinsurancc, tourist insurance, and cargo insurance) from U.S. firms doing
business from their home office.

Telecommunications: The main restriction in the telecommunications sector is a
limitation on foreign investment in telephone and value-added services to a 49 per-
cent equity position. In addition, under the Mexican constitution, satellite services
and the operations of earth stations with international links are reserved for the
Mexican government. The NAFTA will eliminate all investment and cr-)ss-border
service restrictions in enhanced or value-added telecommunications services and pri-
vate communications networks; most, on entry into force, and the remainder (en-
hanced packet-switching services and videotext) in 1995. In addition, NAFTA pro-
vides for a liberalized regulatory environment for enhanced or value-added services
and intracorporate communications systems widely used in business.

Financial Services: Currently, foreigners are permitted to own only minority
shares of Mexican financial services companies (banks, brokerages, insurance com-
panies, bonding firms, etc.) and are prohibited from investing in foreign exchange
houses or credit unions. About 35 U.S. banks have representative offices in Mexico,
but -ieir activities are restricted. One U.S. bank has been authorized for years to
provide a full range of services in the Mexican market. Under NAFTA, U.S. finan-
cial service firms will be permitted to establish operations in Mexico and enjoy full
national treatment-subject to gradually phased-out size and market share limits--
and to sell their services to Mexican residents across the border without restrictions.
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Motor Carriers: As a result of bilateral consultations and the Mexican govern.
ment's deregulation of truck and bus5operations, bilateral transportation service is
more efficient and U.S. charter tour bus operators now have substantial access to
Mexico. U.S. freight carriers have access for trailer entry into Mexico through
copperative relationships with Mexican carriers who haul US. trailers beyond the
border into Mexico. Mexican tractors and drivers are required by law to haul all
trailers bound for interior points. Mexican authorities are implementing new safety,
weight and dimension regulations to meet U.S. standards. Through a 1991 Memo.
randum of understanding, the two countries have implemented reciprocal recogni-
tion of commercial driver's licenses. A schedule for liberalization of market access
and investment in land transport operations has been negotiated under NAFTA.

Standards, Testing, Labelling and Certification: The Government of Mexico has
traditionally been the primary actor in determining product standards, labelling and
certification policy, with little input from the private sector and less from consum-
ers. As a result, independent standards and certification organizations like those in
the U.S. are virtually non-existent in Mexico. The Ministry of Trade has begun ef.
forts to reverse this situation, shifting responsibility for the formulation of voluntary
standards onto the private sector or to mixed commissions.

In 1992-93, Mexico undertook an ambitious project to revamp its entire system
for formulating product standards, testing, labelling and certification regulations.
The cornerstone of this review is the 1992 Standardization and Metrology law,
which provides for greater transparency and access by the public and interested par-
ties to the regulation formulation process. This exercise has resulted in a reduction
of obligatory product standards to just above three hundred. The process is not with-
out its problems, as poorly drafted regulations and inadequate communication be-
tween enforcement agencies, such as customs, have occasionally led to trade disrup-
tions. In such instances the Government of Mexico has been receptive to US. con.
cerns and willing to resolve problems.

Under the NA'TA, Mexico has affirmed its GATT obligations to base its obliga-
tory standards on international standards and to improve transparency in the
standards process. In addition, Mexico has taken tentative steps toward reciprocal
recognition of foreign standards and accreditation of foreign test laboratories.

Investment Bamers: A National Foreign Investment Commission, chaired by the
Ministry of Commerce and Industrial Development, regulates foreign investment in
Mexico. The country's 1973 investment law reserves certain sectors to the state
(such as oil and gas extraction and the transmission of electrical power) and a con-
siderably wider range of activities to Mexican nationals (for example, forestry exploi-
tation, domestic air and maritime transportation, and gas distribution).

Provisions contained in NAFIrA will open Mexico to greater U.S. investment by
assuring U.S. companies' national treatment, the right to international arbitration
and the right to transfer funds without restrictions. NAFTA will also eliminate
many barriers to investment in Mexico such as trade balancing and domestic con-
tent requirements. Mexico has already implemented its commitment under NAFTA
to allow, as of June 1993, the private ownership and operation of electric generating
plants for self-generation, co-generation, and independent power production. The
NAFTA will also lift Mexican investment restrictions on all but basic petrochemicals
reserved to the state.

Government Procurement: There is no single central government procurement of-
rice in Mexico. Government agencies and public enterprises use their own purchas-
ing offices to buy from qualified domestic or foreign suppliers. Suppliers from all
countries, whether GAr members or not, may bid on government tenders that
Mexico opens to international competition and requirements for participation are
the same for foreign and domestic suppliers. Mexico in 1991 abandoned the rule
that state-owned enterprises give preference in procurement to national suppliers.
However, Mexican nationals still enjoy preferential treatment, both official and un-
official, in bidding for government orders. A specific preferential treatment in public
procurement is granted to domestic drug suppliers (which includes foreign compa-
nies established in Mexico). NAFTA will give U.S. suppliers immediate and growing
access to the Mexican government procurement market, including the state-owned
oil company, PEMEX, and the Federal Electricity Commission, CFE, which are the
two largest purchasing entities in the Mexican government. Under NAFTA, Mexico
will immediately open 50 percent of PEMEX and CFE procurement to U.S. suppliers
and this percentage will increase in steps until virtually all PEMEX and CFE pro-
curement is open by the tenth year.

Customs Procedures: The Mexican government introduced in 1993 a system to
combat under-invoicing of certain imports for customs purposes. The system, osten-
sibly aimed at Mexico's large informal sector, established a "reference price" on
which duty would be charged, absent evidence that the lower declared price was a
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valid arms-length commercial transaction and requires some importers to post a
bond if the price is below the "reference price". Recognizing some problems in ad-
ministering the system, the Government of Mexico has told the U.S. government ,
however, that it plans further modifications in the system soon to bring it more in
line with practices in developing countries. However, the system may be inconsist-
ent with NAFTA and will have to be reviewed in that context.

6. Export Subsidies Policies
The Mexican government has no export subsidy program and has informed the

U.S. Government that it is in full compliance with a 1986 bilateral understanding
on export subsidies. The U.S. International Trade Commission found in April 1990
that past Mexican export subsidy programs have either ended or the subsidy ele-
ment has diminished. Mexico has not yet joined the GATT Subsidies Code. Provi-
sions for promoting exports in Mexico's new foreign trade law are limited to training
and assistance in finding foreign sales leads. There is no provision for export sub.
sides.
7. Protection of U.S. Intellectual Property

Mexico is a member of the major international organizations regulating the pro-
tection of intellectual property rights (IPR): the World Intellectual Property Organi-
zation, the Bern Convention for the Protection of Literary and Artistic Works, the
Paris Convention for the Protection of Industrial Property the Universal Copyright
Convention, the Geneva Phonograms Convention and the Arussels Satellite Conven.
tion.

The Mexican government strengthened its domestic legal framework for protect-
ing intellectual property in 1991 with the promulgation of a new industrial property
law (patents and trademarks), effective June 28, 1991, and an extensive revision of
its copyright law, effective July 1991. Product patent protection was extended to all
processes and products, including chemicals, alloys, pharmaceuticals, certain bio-
technology, and plant varieties. The term of patent protection was extended from
14 to 20 years from the date of filing. Trademarks now are granted for ten-year re-
newable periods. The enhanced copyright law provides protection for computer pro-
grams against unauthorized reproduction for a period of 50 years. Sanctions and
penalties against infringements were increased and damages now can be claimed re-
gardless of the application of sanctions.

Although raids by federal authorities led to the confiscation and destruction of
hundreds of thousands of pirated audio and video cassettes in 1992 and 1993, U.S.
industry sources estimate that two out of every three audio tapes sold in Mexico
still are pirated products (an annual loss of about $240 million). While these raids
have affected street vendors, they have not produced indictments or prosecutions of
large-scalepirates. In an effort to improve enforcement and put teeth into its IPR
laws, the Mexican government formed an inter-secretarial commission in October
1993 to cut through the bureaucratic obstacles hindering effective action to date. In
addition, the government began a radio and television advertising campaign de-
signed to raise public awareness of the destructive effects of [PR piracy on Mexico's
own economic growth and development.

NAFTA provisions will further strengthen IPR protection by providing for non-dis-
criminatory national treatment of IPR mattecs, establishing certain minimum
standards for protection of sound recordings, computer programs and proprietary
data, and by providing express protection for trade secrets and proprietary informa-
tion.
8. Worker Rights

For an introduction to the Mexican Labor Law System, see "A Primer on Mexican
Labor Law," (U.S. Department of Labor) and "A Comparison of Labor Law in the
United States and Mexico an Overview," (U.S. Department of Labor 1992). In gen-
eral, worker benefits mandated by law include paid vacations, maternity leave, end-
of-year bonuses, generous severance packages, mandatory profit sharing and a se-
ries of social security provisions, including mandatory individual savings and retire-
ment accounts to which employees and employers must contribute.

a. The Right of Association.--The Mexican Federal Labor Law (FLL) gives work-
ers the right to form and join trade unions of their own choosing. Mexican trade
unionism is well developed with thousands of unions and a number of labor cen-
trals. Unions must register with the labor secretariat or equivalent state govern-
ment authorities. In theory, registration requirements are not onerous, involving the
submission of basic information about the union in order to give it legal status so
as to sue and be sued, open bank accounts, etc. There have been, however, repeated
allegations by labor activists that the federal and state labor authorities improperly
use this administrative procedure to withhold registration from groups considered
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disruptive to government policies. Privately, mainstream trade unionists and even
employers say that administrative blockage does occur at times.

Unions and labor centrals are free to join or affiliate with the international labor
organizations and do so actively.

b.The Right to Organize and Bargain Collectively.-The FLL strongly upholds the
right to organize and bargain collectively. On the basis of only a small showing of
interest by employees, an employer must recognize the union concerned and make
arrangements either for a union recognition election or proceed immediately to nego-
tiate a collective bargaining agreement; such arrangements are commonplace. The
degree of private sector organization varies widely by states; while most traditional
industrial areas are heavily organized, states with a small industrial base usually
have few unions. Workers are protected by law from anti-union discrimination. Col-
lective bargaining has been institutionalized in the "Contrato Ley", industry or sec-
tor-wide agreements that carry the weight of law and apply to all firms in the sector
whether unionized or not.

c. Prohibition of Forced or Compulsory Labor.-The constitution prohibits forced
labor. There have been no credible reports for many years of forced labor in Mexico.

d. Minimum Age for Employment of Children.-The FLL acts 14 as the minimum
age for employment by children. Children age 14 to 15 may work a maximum of
six hours, may not work overtime or at night, and may not be employed in jobs
deemed hazardous. In the formal sector, enforcement is reasonably adequate for
large and medium sized companies; it is less certain for small companies. As with
employee safety and health, the worst enforcement problem lies with the many
small companies. Eighty five percent of all registered Mexican companies have fif-
teen or less employees, indicating the vast scope of the enforcement challenge just
within the formal economy. In 1992, the Mexican government increased from six to
nine the minimum number of years that children must attend school and made par-
ents legally liable for their children's non-attendance.

In 1991, the Secretariat of Labor and Social Welfare (STPS) and the U.S. Depart-
ment of Labor undertook joint studies of both the child labor problems and the na-
ture of the informal economies in Mexico and the United States. The studies were
published in late 1992 and are serving as a basis for cooperative efforts to discour-
age child labor in both our countries. In 1993, the International Labor Organization
(ILO) was developing a national action plan against child labor with the Mexican
government's Social Development Secretariat (SEDESOL). There were also Mexican
government and non-governmental organization media campaigns to convince par-
ents to keep their children in school.

e. Acceptable Conditions of Work.-The constitution and the FLL provide for a
minimum wage for workers, set by the Tripartite National Minimum Wage Commis-
sion (governmentAabor/employers). In December 1987, this commission agreed on an
accord to limit wage and price increases, which has since been renewed annually.
Generally in the private sector in the past few years, wages set by collective bar-
gaining agreements have kept pace with inflation even though the minimum wage
did not. In August 1993, President Salinas pledged to incorporate labor productivity
increases into annual minimum wage increased.

The FLL sets 48 hours as the legal workweek and provides that workers who are
asked to exceed three hours of overtime per day or work any overtime in three con-
secutive days be paid triple the nornmil wage. For most industrial workers, espe-
cially unionized ones, the real workweek has declined to about 42 hours. Mexico's
legislation and rules regarding employee health and safety are relatively advanced.
All employers are bound by law to observe the "General Regulations on Safety and
Health in the Workplace" issued jointly by STPS and Mexico's Institute of Social
Security. The focal point of standard setting and enforcement in the workplace is
in FLL-mandated bipartite (management and labor) safety and health committees
in the plants and offices of every company. These meet at least monthly to consider
workplace safety and health needs and file copies of their minutes with federal or
state labor inspectors.

Government labor inspectors schedule their own activities largely in response to
the findings of these workplace committees.

f. Rights in Sectors With U.S. Investment.-In all sectors with US. investment,
the rights of association and to organize and bargain collectively, a prohibition on
the use of forced or compulsory labor, a minimum work age, acceptable working con-
ditions exist and are respected.
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Extent of U.S. Investment in Selected Industries.-U.S. Direct
Investment Position Abroad on an Historical Cost Basis-1992

(Millions of U.S. dollars]

Category Amount

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

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

Wholesale Trade ...............................................................
B anking ..................................................................................
Finance and Insurance ...................................................
Services .......... 4.................................................................
Other Industries ...............................................................
TOTAL ALL INDUSTRIES ............................................

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

1,340
1,949

(1)
(1)

610
2,533
2,043

(1)
9,281

777
(1)
798
325

1,935
13,330

NICARAGUA

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

1991 1992 19931

Income, Production, and Employment:
Real GDP (1991 dollars).......................
Real GDP Growth (pct.).......................
GDP by Sector.

Agriculture .....................................................
Energy and Water..........................
M anufacturing ................................................
Construction ....................................................
Rents ..................... .......
Financial Services..........................
O ther ................................................................
Government, Health and Education ..............

Net Exports of Goods and Services...............
Real Per Capita GDP..........................
Labor Force (000's).3..........................
Unemployment Rate (pct.).....................

Money and Prices (annual pct. growth unless
otherwise noted)

Money Supply (MI)..........................
Rediscount Rate (pct.)4.......................
Personal Saving Rate 5 (pct. of GDP).............
Consumer Price Index........................
Exchange Rate (Cord. per $):

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

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

Exports to U.S.6 .....................

1,696.0 1,697.8
-0.2 0.1

257.5
50.7

402.2
44.8
71.1
55.3
74.7

190.3
-867.3

446.7
1,243.4

13.0

95.6
11-15

10.9
865.6

5
5.4

272.4
50.0

256.1
52.2

381.2
47.6
71.5
55.3
80.6

190.4
-1083.9

430.4
1,310.0

16.6

33.4
13

17.0
3.5

5
5.5

217.5
70.4

1,680.8
- 1.0

253.8
53.8

374.8
47.1
70.6
55.5
84.0

184.8
-740.1

410.2
1,378.7

20.0

-25.6
13

N/A
25.0

6.3
6.5

205.7
85.0
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Key Economic Indicators-Continued
[Millions of U.S. dollars unless otherwise noted)

1991 19 19931

Total Imports (CIF) ............................................ 751.4 830.8 653.9
Imports from US ............................................ 110.0 270.5 300.0

Aid from U.S................................274.4 77.0 150.5
Aid from Other Countries .................................. 915.2 629.1 473.2
External Public Debt .......................................... 9,391 10,482 10,485
Debt Service (paid) ............................................. 55.0 82.5 99.1
Gold and FOREX Reserves ................................ 110.5 105.6 28.5
Trade Balance ..................................................... -479.0 -613.3 -448.2

Balance with the U.S ...................................... -60.0 -200.1 -215.0
N/A-Not available.
'Figures are annual projections based on 9 months of data.
'Agricultur, does not include livestock or fisheries.
$Reviewed figure provided by the Nicaraguan Ministry of Labor.
4Central Bank rediscount rate for short. and long-term credit.
$Based on IMP figures. Personal saving as percent of GDP calculated as difference of consolidated public

sector deficit from gross national savings
$Data provided by Nicaraguan Customs, 1993 projection based on 6-month total.
7 Includes all aid Ygranted.
Sources. The International Monetary Fund (IMF), the World Bankand the Central Bank of Nicaragua un-

less otherwise indicated.

1. General Policy Framework
During the 1980's, misguided Sandinista economic policies, political repression,

and war combined to devastate Nicaragua's economy, once one ef Central America's
most advanced. Following her 1990 electoral victory, Violeta Chamorro assumed
control of an economy scarred by hyperinflation, depressed per capita income levels,
and high rates of unemployment. Economic activity was hampered by-inefficient
state financial institutions over-staffed and debt-burdened state enterprises, the
confiscation of thousands o? parcels of private property, record levels of foreign debt,
and a moribund private sector. As the Chamorro government concentrated on bring-
ing peace to the nation, little was accomplished in 1990 on the economic front*
Nicaragua's economy contracted for the seventh straight year and inflation soared
to 13,410 percent.

In March 1991, the Chamorro administration began an ambitious economic sta-
bilization program, combined wi'ni a series of steps to reorganize the national econ-
omy along market-oriented lines, and subsequently signed an International Mone-
tary Fund (IMF) Standby Agreement. The government cut public spending, re-
stricted central bank credit, and replaced the nation's devalued currency. The meas-
ures yielded impressive results-annual inflation fell from 13,490 percent in 1990
to 775 percent in 1991 and just 3.5 percent in 1992. Encouraged by the govern-
ment's program, in September 1991 the donor community helped Nicaragua clear
arrears of one-third of a billion dollars with the World Bank and Inter-American De-
velopment Bank (IDB).

Despite the reforms and a series of fiscal measures (including reduction in a num-
ber of national taxes and planned allocations of $280 million for public investments)
aimed at spurring growth, Nicaragua's economy failed adequately to respond. The
measures, part of the government's 1992 "Economic Reactivation Program,* pro-
duced few results.

Political turmoil, renewed fighting in northern Nicaragua, inadequate protection
of property rights, and interruptions of foreign assistance flows discouraged inves-
tors from risking money in Nicaragua during 1992. As a result, the GDPgrew by
a disappointing 0.1 percent for the year.

Towards the end of 1992, the government was forced to adjust much of its "reac-
tivation" program, restricting spending to avoid expenditures beyond the target fis-
cal deficit of six percent of GDP. Lower than expected foreign exchange inflows
forced the government to enact a new package of austerity measures on January
10, 1993. These measures included the imposition of new luxury taxes, the elimi-
nation of a series of tax exemptions, and a 20 percent one-time devaluation of the
cordoba coupled with the institution of a "crawling peg" devaluation tied to the dol-
lar, at a rate of five percent per annum.

Intensified austerity efforts in the form of increased vehicle and license-plate fees
triggered a transportation strike which paralyzed the country for three days in Sep-

76-160 0 - 94 - 14
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member 1993. The government was required to rescind the increases, and the inci.
dent cast doubt on the government's ability to raise substantially more revenue.

Through the Central-Bank's rediscount facility to both state and private banks
and directed credit to specific sectors, the Government of Nicaragua also hoped to
spur growth during the year. Unfortunately, the government's program has had lim.
ited results, as few private banks are willing to make high risk agricultural loans,
and many potential borrowers are reluctant to offer their land or production facili.
ties as collateral in what remains an uncertain and risky business climate. The lack
of credit to the productive sector continues to be a major stumbling-block to growth.

The September 1991 IMF Standby Facility expiredin March 1993. Throughout
the year the government was engaged in discussions with the IMF over an En-
hanced Structural Aiustment Facility (ESAF), a three-year program designed to
maintain stability and generate growth. Conclusion of the ESAF would also set the
stage for a World Bank economic recovery credit and continued lending from other
international financial institutions. These potential credit sources represent critical
elements for the nation's economic stability as Nicaragua continues to suffer from
a chronic balance of payments gap estimated at $1 billion in 1993. Due to protracted
ESAF negotiations, an IMF program would not begin until March 1994 at the earli.
est.
2. Exchange Rate Policy

In January 1993, the Government of Nicaragua modified its fixed official ex-
change rate system which since September 1991 had pegged the Cordoba to the dol-
lar at five to one. With its devaluation, the government set the Cordoba at six to
one, with a crawling pegschedule adusted daily, at an annual rate of five percent.
A parallel exchange market, legalized in September 1991, continues to operate, sup.
plying foreign currency for specific purposes, including most present current account
transactions (imports and the payment of certain bills in dollars).The spread be.
tween the official and parallel markets has been generally maintained at two to four
percent.

A foreign investment law, passed in mid-1991, guarantees new foreign investors
the right fully to repatriate profits and provides for full repatriation of capital three
years after the initial investment. Several U.S. companies with investments predat-
ing the current law were allowed to repatriate their 1990 and 1991 profits in early
1992, following some difficulties. Formal repatriation of profits through agreements
with the Central Bank continue, although at a slower rate. Profits generated by
many investments, however, are now commonly repatriated through Legal trans.
actions in the parallel exchange market, greatly reducing demand for formal Central
Bank-authorized profit repatriation.
3. Structural Policies

Pricing Policies: Upon taking office in April 1990 the Chamorro government in-
herited a system ofgeneralized price controls, closed markets, and government mo-
nopoly regulation of the export of principal commodities and the import of inputs
and capital goods. The administration has since lifted price controls with the excep-
tion o those imposed upon "fiscal' goods (e.g., tobacco, soft drinks, alcoholic bev-
erages), pharmaceuticals and medical goods, petroleum products, and public utili-
ties. In addition, the central government (i.e., Ministry of Economy and Develop-
ment) commonly negotiates with domestic producers of important consumer goods
to establish voluntary price restraints and on several occasions, has purchased
emergency stores of important basic foods (sugar, beans, basic grains, etc.) duringperiods of shortage to maintain domestic supplies and keep down prices.

Tax Policies: Nicaragua maintains a maximum tariff level on most imports of 20
percent on CIF value. In addition, the country assesses a variable selective con-
sumption tax (although most goods are exempt, when assessed the tax generally
falls between ten and 20 percent) and revenue stamps (a flat live percent) on all
imported goods. (The government plans to phase Gut the selective consumption tax
sometime in 1994 and replace it with a levy on certain products, whether imported
or domestic.) A handful of "luxury items" including grapes, apples, liquors and new
automobiles are assessed a luxury tax ranging from ten to 30 percent. Finally, most
goods (except basic food items) are subject to a value-added tax of 15 percent paid
by the importer upon entry of the good (and often again at point of sale in an effort
by the importer or merchant to recover the initial tax expense). Effective import pro-
tection, however, is much higher than the total of the customs tariff and other im-
port taxes, as these other taxes are assessed on a cascading basis.

The highest income tax rate is 30 percent (for taxpayers earning more than
180,000 Cordobas Oro per year--or about $29,000 at the official exchange rate of
6.2 to the dollar in October 1993). Taxpayers earning less than 25,000 Cordobas Oro
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are exempt from the income tax..The other rates are seven percent between 25,000
and 40,000 Cordobas; 12 percent between 40,000 and 60,000 cordobas; 20 percent
between 60,000 and 100,000 cordoba; and 26 percent between 100,000 and 180,000
cordobas. Corporations are levied taxes at a rate of 30 percent. In addition, mer-
chants often complain of municipal! and special taxes, such as the two percent flat
tax on sale charged by the Municipality of Managua, which tend to increase
consumer prices.
4. Debt Management Policies

The Chamorro administration inherited a crushing foreign debt burden from the
previous government. By June 1991, foreign debt totaled $9.4 billion, of which over
3 billion was owed to the former Soviet Union and former Eastern Bloc countries.

In September 1991, Nicaragua succeeded in clearing its total arrears of $330 million
to the World Bank and I1B with the assistance of a $75 million grant from the
United States.

After becoming eligible to receive new credits from the multilateral development
banks, Nicaragua began to renegotiate its bilateral debt. In 1990/91, Mexico vir-
tually pardoned almost one half of approximately $1 billion owed (rescheduling the
other one-half on 12-year terms, including debt swap provisions). The United States
forgave $294.5 million in official debt and Venezuela and Colombia effectively for-
gave a combined $190 million. In 1992, Argentina and Nicaragua agreed upn terms
rescheduling Nicaragua's $70 million debt for 15 years with concessionas]interest
and a four-year grace period.

Throughout 1992 and 1993, Nicaragua continued its discussions with the Com-
monwealth of Independent States and Germany over the large debt owed to the
former Soviet Union, and to the former Democratic Republic of Germany (East Ger-
many). Similarly, Nicaragua continues discussions on its debt of roughly $1.3 billion
to private foreign banks. The government also continues to seek foreign assistance
for a complete buy-back. However, Nicaragua's foreign debt still totals more than
six times its GDP.

In December 1991, the Paris Club creditors agreed to grant Nicaragua the most
favorable rescheduling terms offered by the club to date. The rescheduling agree-
ment included a provision that Nicaragua may apply to the Paris Club for a reduc-
tion of debt after 3 year, provided that the country continues its economic stabiliza.
tion and reform programs. Nicaragua continues to negotiate bilateral agreements
with its Paris Club creditors to formalize the Paris Club accord.

At an April 1993 Consultative Group Meeting, Paris Club members made new
pledges of $46.8 million dollars, which, although significant, still left Nicaragua with
a substantial financing gap. That gap has been closed by additional sources of as-
sistance, new austerity measures, and the suspension of Paris Club payments. Al-
though there has been some payments problems, Nicaragua has generally remained
current on debt to international financial institutions.
5. Significant Barriers to U.S. Exports

Licenses: The Chamorro government has significantly reduced trade barriers by
cutting tariffs and eliminating state monopolies and strict import licensing controls.
(Nicaragua does maintain a price band variable tariff on the import of basic grains,
a high tariff of 240 percent on imports of poultry in parts and 480 percent on un-
processed cattle sides, significant selective taxes on imports of fiscal goods produced
locally such as rum, cigarettes, beer and soft drinks and a luxury tax applied to
many "non-essential imports"). U.S. exports to Nicaragua have benefitted from over-
all import liberalization, growing from $78 million in 1990 to 270.5 million in 1992,
and an estimated $300 million for 1993. Although Nicaragua's constitution reserves
foreign trade as an exclusive preserve of the state, in 1991, President Chamorro
signed a decree mandating pro formal five-year licensing of private export and im-
port transactions.

In most cases the issuance of these licenses is little more than a formality, or at
worst an inconvenience, although the government continues to work to make the bu-
reaucratic process less cumbersome. U.S. pharmaceutical importers, however, con-
tinue to complain that licensing procedures, continually under review due to a proc-
ess of regional harmonization of such regulations, continue to delay the entry of
some U.S. pharmaceutical products.

Services Barriers: 1991 legislation allowed the establishment of the first private
banks in Nicaragua in a decade. Seven private banks are now in operation in the
competitive financial market. Although current banking law does allow foreign
banks to open and operate branches in Nicaragua, no U.S. bank has initiated the
necessary proceedings. One U.S. bank maintains a Nicaraguan banking license, but
does not currently operate in-country. Insurance activities remain in the hands of
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a state monopoly, although the government is considering legislation which would
allow private sector participation-in the insurance sector.

In the absence of a bilateral aviation treaty, US.-Nicaraguan aviation relations
are based on comity and reciprocity. In 1992, the Nicaraguan government granted
landing rights to a new US.. carrier. After some effort, this carrier was given a sec-
ond Managua frequency. In 1993 four US. air passenger and cargo carriers provide
service to Nicar aua, and both of Nicaragua's international carriers (passenger and
cargo) enjoy Iandn. rights in the United States.

Investment Barmers: A new investment law was passed In June 1991, allowing
100 percent foreign ownership in virtually all sectors of the economy, guaranteed
re variation of profits, and repatriation of original capital three years after the ini-
ti investment. To benefit from this law, investments must be approved by the for-
eign investment committee which analyzes the proposal based upon varied criteria
(including in some cases an "environmental impact study" from the Nicaraguan In-
stitute of Natural Resources and the Environment). The fishing industry remains
protected by requirements involving the nationality and composition of vessel crews
and a requirement for repatriation of 100 percent of the catch (e.g., for processing
for later export). In early 1993, the Government of Nicaragua lifted its moratorium
on lumbering in state forests (representing over 50 percent of national forest area).
In the sensitive area of forestry, the government painstakingly reviews all projectproposals.

The government continues to move forward with plans to privatize state-owned

companies in government-dominated sectors such as energy generation, tele-
communications and mining. In the mining sector, a private worker-owned consor-
tium is already active, and several foreign companies have plans to initiate some
operations. In October 1993 the government initiated the pro-qualification phase for
privatization of the national telecommunications company, which is scheduled to be
privatized by June 1994. The government is also expected to release a privatization
schedule for the electrical utility in 1994. Since 1991, the government has divested
itself of two-thirds of the total of 351 state-owned companies and enterprises, and
hopes to finish the privatization process by the end of 1993.

Definition of property rights continues to remain an obstacle to both domestic and
foreign investment. Claims for a large number of homes, businesses, as well as large
tracts of land confiscated without compensation by the Sandinista Government of
Nicaragua have yet to be resolved.

Over 5000 individuals (including more than 400 U.S. citizens) affected by property
confiscations have outstanding claims against the Government of Nicaragua. In
early 1993, the Chamorro government's administrative property claim resolution
mechanism, constructed in late 1992, began to process these claims for some 16,000
individual pieces of property belonging to Nicaraguan nationals and foreigners.

As the resolution mechanism processing the claims continues to function, the Gov-
ernment of Nicaragua has returned a small number of properties to original owners.
The majority of cases settled to date, however, have been resolved through com-
pensation. In those cases where it is determined that devolution of the property is
not possible, the government pays compensation in the form of government bonds.
These 20-year bonds earn three percent interest payable upon maturity, maintain
value vis-a-vis the US. dollar, and are redeemable through a variety of authorized
transactions with the central government (including payment of certain debts and
purchase of some government-held properties or state co mpanies).

Lack of an established exchange market makes it difficult to discern a market
value for the bonds. Informal trading on the secondary market has been generally
conducted from 20 to 40 percent of face value. This bond compensation remains a
controversial form of resolution, as the vast majority of U.S. citizen claims have not
been resolved and most claimants believe their properties could be returned if the
Nicaraguan government had the will to do so.

Customs Procedures: Importers commonly complain of steep "secondary' customs
costs including custom declaration form charges and consular fees. In addition, im-
porters are required to utilize the services of licensed custom agents, adding yet an-
other layer of costs. Legitimate importers also complain that "black market con-
cerns* are able to bring in the same goods at greatly reduced tariff rates through
informal arrangements with customs officials, and later offer these under-priced
goods on the open market.
6. Export Subsidies

In August 1991, President Chamorro signed an export promotion decree, estab-
lishing a package of fiscal exonerations and incentives for exporters of non-tradi-
tional goods (for this purpose, goods other than coffee, cotton, sugar, wood, beer, lob-
ster and sea-harvested ip). Export operations for such products receive exemp-
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tion on payment of 80 to 60 percent of income tax liabilities on a sliding scale from
1991 to 1996, after which the benefit will be eliminated. In addition, exporters of
both traditional and non-traditional goods are allowed to import inputs (used to
produce exports goods) duty free and are exempt from paying the current 15 percent
value added tax. The decree also allows for preferential access to foreign exchange
for exporters of non-traditional goods.

The export promotion lawprovides the right to a Tax Benefit Certificate equiva.
lent to 15 percent of the FOB value of exported non-traditional goods. (The percent
of FOB value eligible decreases to five percent in 1996.) In May 1993, the first group
of Nicaraguan exporters received the certificates, valid for payment on tax or duty
fees, or payable 24 months from the date of issue.
7. Protection of U.S. Intellectual Property

In May 1990, the Chamorro government committed itself to "provide adequate
and effective protection for the right to intellectual properties of foreign nationals'
in the context of requesting designation as a beneficiary of the Caribbean Basin Eco-
nomic Recovery Act. Current levels of protection, however, do not meet modern
international standards.

Although still unable to dedicate extensive resources to protecting intellectual
property rights due to the demands of its program of economic stabilization and re-
activation, the Government of Nicaragua is in the process of evaluating and mod-
ernizing its intellectual property rights protection regime. In January 1993, the Gov-
ernment of Nicaragua publicly committed itself to accede to the Bern Convention
on Copyrights. As of this writing in late 1993, the government has not yet done so.

Since late 1991, the Nicaraguan National Assembly has been considering 110 arti-
cles of legislation aimed at increasing protection of copyrights. The U.N.'sWorld In-
tellectual Property Organization, among others, has expressed concern that al-
though the legislation would be an improvement over current protection, it remains
deficient in many areas, including the failure to explicitly extend copyright protec-
tion to foreigners. Copyright protection currently in force, established in the 1904
Civil Code, does not include protection for modern technologies such as bio-patents
and computer programs.

The government is also workingto modernize its patent and trademark protection
and services. In October 1992, Nicaragua, with its Central American neighbors
committed itself to accede to the Paris Convention for the Protection of Industrial
Property. The Ministry of Economy and Development has also prepared new patent
and trademark legislation which will be presented to the National Assembly. Ac-
cording to preliminary analysis by the U.S. Government, the bill would offer im-
provedprotection for national and foreign industrial properties. Nicaragua is a sig-
natory to the following copyright conventions:

-Mexico Convention on Literary and Artistic Copyrights (1902)
-Buenos Aires Convention on Literary and Artistic Copyrights (1910)
-Inter-American Copyrights Convention (1946)
-Universal Copyright Convention (Geneva 1952 and Paris 1971)
-Brussels Satellite Convention (1974)

Trademarks: Notorious trademarks represent a potential problem area for Nica-
ragua. Although only two instances of infringement involving U.S. companies were
reported in 1992 (and none in 1993), current Nicaraguan procedures allow any indi-
vidual to register a trademark without restriction, at a low fee, for a period of 15
years.

Copyrights/New Technology: Piracy of copyrighted properties continues to be evi-
dent as Nicaraguans dedicate increasing financial resources to entertainment. Pirat-
ed videos, both imported from neighboring countries and more recently produced lo-
cally from pirate "master" copies, are readily available in nationwide video rental
stores, as are imported and domestic pirated audio cassettes. It is not uncommon
for copyrighted books to be photocopied, or illegally published, as occurred with a
recent work by a local author. In addition, cable television operators are known to
intercept and retransmit U.S. satellite signals-a practice which continues despite
a limited trend of negotiating contracts with U.S. sports and news satellite program-
mers.

One of Managua's two functioning private television stations similarly transmits
(often from video cassettes) pirated U.S. films; the second station ceased the practice
in early 1993. The practice, not illegal under Nicaraguan law, has proved especially
damaging, as in several instances the abusing television station under-cut the thea-
ter market for feature U.S. films being actively promoted. In an effort to avoid some
of these losses, in mid-1993 several U.S. film distributors ceased supplying Nica-
raguan theaters.
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A report prepared in September 1992 by the International Intellectual Property
Alliance estimated that losses in Nicaragua due to copyright infringements involv-
ing books and motion picture industry cost US. firms 1.3 million dollars annually.
8. Worker Rights

a. The Right of Association.-The Nicaraguan Constitution guarantees the right
of workers to voluntarily organize unions "in conformity with the law" (Article 87).
Legally, all public and private sector workers, with the exception of the military and
the police, are entitled to form and join unions of their own choosing; they exercise
this right extensively. New unions must register with the Ministry of Labor and begranted legal status before they may engage' in collective bargaining with manage-
ment. Some labor groups report occasional delays in obtaining legau status. Nearly
half of Nicaragua's work force, including agricultural workers, is unionized, accord-
ing to labor leaders.

The constitution also recognizes the right to strike (Article 83). Workers may
strike legally only after they have exhausted other methods of dispute resolution,
including mediation by the Ministry of labor and compulsory arbitration. In practice
unions regard these lengthy procedures as too expensive and time consuming and
frequently ignore them when initiating a strike. There were numerous strikes in
Nicaragua in 1993, but most were declared illegal.

Unions may freely form or join federations or confederations and affiliate withand participate in international bodies.
b.'The Right to Organize and Bargain Collectivdy.-The constitution provides for

the right tobargain collectively (Article 88). The Chamorro government's labor nego.
tiations in 1993 continued primarily to constitute ad hoc efforts to resolve pressing
labor conflicts, usually in the public sector. Despite unfavorable economic conditions
and unfamiliarity with the practice following 10 years of central planning, collective
bargaining is becoming more common in the private sector.

In July 1992, the InternationalLabor Organization's Committee of Experts on the
application of conventions aidf recommendations issued a report noting that the Nic.
araguan labor law provision which subjects collective agreements to the prior ap-
proval of the Ministry of Labor before they can come into force violates the Conven-
tion on the Right to Organize and Bargain Collectively, ratified by Nicaragua in
1967. No action was taken to modify this provision in 1993.

c. Prohibition of Forced or Compulsory Labor.-The constitution prohibits forced
or compulsory labor (articles 40 and 86), and there is no evidence that it is prac-
ticed.

d. Minimum Age for Employment of Children.-The constitution prohibits child
labor that can affect normal childhood development or interfere with the obligatory
school year (Article 84). Education is compulsory to age 12, and children under the
age of 14 legally are not permitted to work. Nevertheless, because of the prevailing
economic hard times in Nicaragua, more than 100,000 children reportedly work up
to 12 hours a day. Although the Ministry of Labor rarely enforces it, the child labor
law is generally observed in the small modern sector of the economy.

e. Acceptable Conditions of Work.-Over the objections of labor representatives, a
commission made up of representatives of the government, labor, and the priva'We
sector set sectoral minimum wages in mid-1991. The labor groups argued that the
monthly minimum wage rates (ranging from $30 in the agricultural sector to $39
for central government employees to $50 in the banking sector) were inadequate
given the high cost of living. According to a 1991 estimate by the government's Na-
tional Commission on the Standard of Living, the minimum wage did not provide
a family of four with the income to meet its basic needs. Minimum wage levels were
not adjusted following the 20 percent devaluation of the Cordoba in January 1993.

Enforcement of the minimum wage is lax, and some workers are reportedly paid
less, particularly in the agricultural sector. However, Ministry of Labor surveys in-
dicate that some 86 percent of urban area workers earn more than the minimum
wage.

The constitution specifies an 8-hour work day with weekly rest and establishes
the right to a safe and healthy work place (Article 82). The standard legal work
week is a maximum of 48 hours with one day of rest. The Ministry of Labor's office
of Hygiene and occupational security is responsible for verifying compliance with
health and safety standards. Although extensive, these standards are not strictly
enforced due to an insufficient number of inspectors. Workers have no specific right
to remove themselves from dangerous situations without jeopardy to continued em-
ployment.

f. Rights in Sectors With U.S. Invet.:ments.-The above rights are generally ob-
served in sectors with U.S. investment and overall working conditions do not differ
adversely from the general description above.
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Extent of U.S. Investment in Selected Industries.--U.S. Direct

Investment Position Abroad on an Historical Cost Basis--1992
[Millions of U.S. dollars)

Category Amount

Petroleum ....................................... ............................. (1)
Total Manufacturing .................. .......................- 9

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

Wholesale Trade ..................................................................... 1
Banking .................................................................................. 0
Finance and Insurance ............................................. ............. 0
Services ................................................................................... (1)
Other Industries ..................................................................... (1)
TOTAL ALL INDUSTRIES ............................................ (1)

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

PANAMA

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

1991 1992 19932

Income, Production, and Employment:
Real GDP (1970 prices) ...................................... 2,036 2,199 2,331
Real GDP Growth (pct.) ..................................... 9.3 8.0 6.0
GDP (Current Prices) ......................................... 5,473 6,034 6,456
GDP by Sector (pct. share):

AgriclForestry/Fisheries ................................. 11.0 10.8 10.4
Manufacturing ................................................. 9.3 9.2 9.1
U tilities ............................................................ 4.0 3.9 3.9
Construction .................................................... 3.6 5.3 6.4
Commerce/Hotels/Restaurants ....................... 11.9 11.8 11.6
Panama Canal ................................................. 10.0 9.1 8.6
Oil Pipelines .................................................... 2.5 1.7 1.5
Colon Free Zone .............................................. 6.3 7.3 7.8
Transport/Communications ............................ 6.9 6.9 6.8
FinAntmrance/Real Estate ............................. 14.6 14.7 14.8
Government Services ...................................... 12.3 11.8 11.6
O ther ................................................................ 7.6 7.5 7.5

GDP Per Capita ($, 1970 prices) ....................... 825 876 912
Labor Force (000's) 3 ........................................... 859 921 949
Unemployment (pct. ........................................ 16.1 13.6 12.0

Money and Prices:
Money and quasi-money ..................................... 2,863 3,535 4,300
Commercial interest rates:

Fixed deposit (pct.) .......................................... 7.5 5.5 5.0
Average lending (pct.) ..................................... 12.0 11.0 10.5

Gross Savings (pet. of GDP) ............................... 12.6 17.3 16.0
Gross Investment (pct. of GDP) ......................... 19.5 22.7 20.0
CPI (annual pet. chge.) ....................................... 1.3 1.8 0.9
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Key Economic Indicators-Continued
[Mflions of U.S. dollars unless otherwise noted)

1991 1992 19932

Wholesale Prices (pct, annual average) ........... 0.3 2.7 -2.5
Exchange Rate (ballioa$/) ................................... 1.00 1.00 1.00

Balance of Payments and Trade:
Total Merchandise Exports (FOB) ..................... 452 481 500

Exports to US. (pct.) ...................................... 44 45 45
Total merchandise imports CIF ......................... 1,695 1,827 2,007

Imports from U.S. (pct.) .................................. 37 40 40
Aid from U.S ....................................................... 95 234 42
External public debt ........................................... 5,414 5,204 5,369
Debt service paid .............................................. 272 230 234
Foreign assets ..................................................... 499 504 566
Balance of payments:

Current account ............................................... -103 -41 N/A
Foreign Investment ......................................... -31 1 N/A

N/A-Not available.
'Estimated.2 Projected.
2Data Revised October 29, 1993.4 Excludes clearance of arrears to International Financial Institutions ([flu) in 1992.

1. General Policy Framework
Panama's economy is based on a well-developed services sector that accounts for

70 percent of gross domestic product (GDP). Services include the Panama Canal,
banking, insurance, government, the trans-isthmian oil pipeline, and the Colon Free
Zone (CFZ). Manufacturing, mining, utilities, and construction together account for
approximately 20 percent of GDP. Agriculture accounts for about ten percent of
GDP. Panama's economy continues to grow in 1993, but at a slower rate than in
1992 and 1991. Private construction and capital goods spending plus CFZ activity
and certain services exports have been the main sources of growth.

The government has not followed through on key economic policy reforms to re-
duce the public sector payroll, liberalize the trade regime, privatize state-owned en-
terprises, and foster job-creation through labor code reforms. As a result, goods and
services exports in particular are not assuming the dynamic growth trajectory pre-
viously anticipated. Medium-term prospects for strong economic growth and job-cre-
ation have accordingly dimmed.

The use of the US. dollar as Panama's currency means that fiscal policy is the
government's principal macroeconomic policy instrument. Because Panama does not
Print" a national currency, government spending and investment are strictly bound
by tax and nontax revenues (including Panama Canal receipts) and the govern-
ment's ability to borrow.
2. Exchange Rate Policies

Panama's official currency, the balboa, is pegged to the U.S. dollar at one balboa
to one U.S. dollar. The fLxed parity means price and availability of U.S. products
in Panama depend on transport costs and tariff and nontariff barriers to entry. At
the same time, the fixed parity means that U.S. exporters have zero risk of foreign
exchange loss on sales to Panama.
3. Structural Policies

The Government of Panama has declared its policy commitment to trade liberal-
ization, but liberalization is proceeding very slowly in practice. Early in 1993, the
Panamanian government lowered ad valorem tariff rates to 40 percent on industrial
products and 50 percent on agro-industrial products for some 227 product classifica-
tions, while a 60 to 90 percent rate was applied to some 60 sensitive agricultural
products. In July 1993 another decree eliminated specific tariffs on about 280 tariff
line items. The legislative assembly and private sector interests have challenged
several of the above policy measures and other government actions removing non-
tariff barriers on agricultural products. The issues are currently pending with the
supreme court.

Panama is an observer to the General Agreement on Trade and Tariffs (GATT)
and took a major step toward full GATT membership when it submitted its Foreign
Trade Memorandum to the GAIT in May 1993.
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Panama enacted a new tax law in December 1991 and a privatization framework
law in July 1.992. The tax reform act that reduces corporate income tax rates to 30
percent by 1094 should stimulate economic activity. The privatization law does not
allow for debt for equity swaps, and while intended to accelerate the process, the
actual privatization of eligible state enterprises under the framework act is proceed.
ing very slowly. In addition, the Legislative Assembly in the spring of 1993 rejected
a bill which would have permittedprivatization of the state telecommunications
company.
4. Debt Management Policies

Panama ic current on interest and principal due to the IMF, World Bank, Inter-
American Development Bank, and International Fund for Agricultural Development.
It cleared $645.8 million in arrears with these institutions during February/March
1992. Panama also remains current on interest and principal payments to U.S. gov-
ernment creditor agencies. Panama has yet to normalize relations with foreign com-
mercial creditors (bondholders, commercial banks, and suppliers).

Following through on the plan adopted in 1992 to deal with its external commer-
cial debt, in 1993 the Government of Panama held two meetings (in April and Sep-
tember) with its Bank Advisory Committee in New York. While no deal was reached
as a result of these discussions the Government of Panama remains committed to
reaching an agreement with its external creditors. Some foreign suppliers may re-
ceive payment in the form of tax credits issued by Panama's Treasury that can be
discounted on the local securities market. Total debt will increase to an estimated
$5.4 billion in 1993 (83 percent of GDP).
5. Signifwant Barriers to U.S. Exports

Panama's economic reform program continues to face legal obstacles. Certain
trade liberalization policies are being legally disputed and other measures have
raised procedural questions. During this transition period uncertainty over the ap-
plicability of government decrees and laws creates artificial, presumably temporary
barriers to U.S. exports.

The Panamanian agricultural sector is protected by significant nontariff barriers.
Agricultural products such as corn, beef, dairy products, soybeans, and wheat are
controlled by the Ministry of Agriculture and the Agricultural Marketing Institute
(IMA). Import permits are required from the Ministry of Agriculture for imports of
animal products, animal by-products, and seeds. In 1993, the government passed a
law restricting imports of poultry products based on zoosanitary restrictions and
trade reciprocity.

IMA maintains a list of 48 agricultural products under import quota and 30 prod-
ucts under import permit. Recently, the government issued several decrees (effective
December 1, 1993) eliminating seven products from the list of products under quota
and two from the list of products under import permit.

Product registration requirements, which were previously applied prior to market
entry (by customs authorities) now become effective six months after initial product
entry. Thus, importers can establish product sales potential prior to an investment
of financial and staff resources in the registration process.

The Panamanian government officially promotes foreign investment and affords
foreign investors national treatment, as well as actively promoting specific invest-
ment opportunities in agriculture, industry, tourism, and an expanded range of
services.

A limitation in Panamanian law on foreign government ownership of land affects
a few U.S. government investment insurance programs, but places no legal limita-
tions on foreign private investment or ownership; Panamanian authorities are work-
ing on nullifying this legal provision.

While the Government of Panama does not officially present an barriers to U.S.
suppliers of banking, insurance, travel/ticket, motion picture, and air courier serv-
ices, some professionals can expect certain technical/procedural impediments, i.e.,
architects, engineers, and lawyers have to be certified by Panamanian boards.

Panama does not have an investment screening mechanism, and the Panama
Trade Development Institute works to attract investment to priority areas. Under
the terms of its Bilateral Investment Treaty with the United States, Panama places
no restrictions on the nationality of senior management. Panama does restrict for-
eign nationals to ten percent of the blue-collar work force, however, and specializedforeign or technical workers may number no more than 15 percent of all employees
in a business. Disinvestment may be difficult for foreign (and Panamanian) compa-
nies because of labor code regulations, which restrict dismissal of employees and re-
quire large severance payments.
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6. Export Subsidies Policies
Export subsidies policies benefit both foreign-owned and domestic export indus-

tries. The tax credit certificate (CAT) is a major export subsidy. CATs are given to
firms producing nontraditional exports when the exports' national content and na.
tional value added both meet minimum established levels. Exporters receive CATs
equal to 20 percent of the exports' national value added. The certificates are trans.
ferable and may be used to pay tax obligations to the government. They can also
be sold in secondary markets at a discount.

A number of industries that produce exclusively for export also are exempted from
paying certain types of taxes and import duties. The Panamanian government uses
these exemptions as a way of attracting investment to the country. However, Com-
panies that benefit from these exemptions are not eligible to receive CATS for their
exports.
7. Protection of U.S. Intellectual Property

Panama is currently considering legislation to modernize both its industrial prop-
erty and copyright laws. Panama is a member of the World Intellectual Property
Organization (wIPO) the Geneva Phonograms Convention, the Brussels Satellite
Convention, and the Universal Copyright Convention, but it is not a member of the
Bern Convention for the protection of Literary and Artistic Works or the Paris Con-
vention for the Protection of Industrial Property. Panama signed with other Central
American countries a declaration of intent to join the Paris Convention in October
1992. Officially Panama's adherence to some of the major international conventions
governing intellectual property rights offers more protection than that which is
given to domestic Panamanian interests under Panamanian law.

The Legislative Assembly's Commerce and Industries Committee is considering an
industrial property law, modeled after the Mexican industrial property rights law.
The draft law establishes a standard of 20 years of protection for all patent holders,
in place of the current range of five to 20 years for Panamanians and five to 15
years for foreigners. The bill also protects processes.

The draft law imposes a working requirement on patent holders, although the
patent holder can satisfy the working requirement by importing the product. Under
the draft law, the government may issue compulsory licenses only after notice to
and a hearing for the patent holder. In addition, a patent holder may still preserve
his rights by beginning manufacture or importation within one year of the initial
notification of the compulsory licensing proceeding. The recipient of a compulsory
license must have the capacity to manufacture the product himself in Panama.

The draft law also provides for protection of trademarks and trade secrets. The
bill simplifies trademark registration, and gives protection for ten years, renewable
for an unlimited number of additional ten-year periods.

Existing Panamanian law does not provide specific protection for computer soft-
ware, integrated circuits, or semiconductors chips. In one test case, however, a Pan-
amanian court upheld protection of computer software authorship rights based on
the broad interpretation of a Panamanian administrative code article.

The Legislative Assembly also approved a comprehensive copyright bill in first de-
bate in October 1993. Two more debates are required prior to final approval. The
bill draws on both a WIPO draft and the recent Mexican copyright law. It would
strengthen copyright protection, facilitate prosecution of copyright violators and
make copyright infringement a felony, punishable by fine and incarceration. The bill
also would protect computer software as a literary work.

Video piracy is a major concern in Panama. Some firms are illegally reproducing
videos and distributing them from the Colon Free Zone (CFZ) to Panama, Central
America, and elsewhere in South America. Recently, some US. firms, particularly
textile firms, have also complained about trademark infringement by firms in the
CFZ and about use of the CF as a transshipment point for pirated products.
8. Worker Right.

a. The Right of Association.-Under the Panamanian labor code, private sector
workers have the right to form and join unions of their choice, subject to registration
by the government.-Workers in the CFZ and the banking sector, however, are effec-
tively denied this right through the de facto exclusion of unions in these sectors.
Accoirding to Ministry of Labor statistics, approximately 24 percent of the private-
sector workforce is organized. Most public sector workers are not permitted to orga-
nize unions or bargain collectively, but do have the right to form representative as-
sociations. Workers of certain state owned companies, such as public utilities, are
unionized. Civil servants are not permitted to strike, however, and in the absence
of good will between ths government and public employees, there is no effective ave-
nue for addressing employee grievances. There are no restrictions on the civil lib-
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erties of unionists. Unions may freely form or join federations, confederations, and
international bodies. Unions have the right to strike.

b. The Right to Organize and Bargain Collectively.-As noted above, the Panama-
nian labor code grants individuals the right to organize labor unions and employee
associations. On January 13, President Endara signed Law 2 of 1993 which restored
full freedom of association and collective bargaining rights to workers in the private
sector. Earlier, Law 25 of November 1992 amended Law 16 of 1990 by reimposing
the obligation of firms operating In export processing zones to enter into collective
bargaining agreements with workers. Panama's labor code prohibits anti-union dis-
crimination by employers. Disputes or complaints may be brought to a conciliation
board in the Ministry of Labor for resolution. The labor code provides a general
mechanism for arbitration once conciliation procedures have been terminated.

In 1991 the AFL-CIO filed a petition to remove GSP benefits from Panama for
failure to provide internationally recognized worker rights. In June 1993 Panama
was found to have taken steps to improve worker rights conditions and tihe review
was ended.

c. Prohibition of Forced or Compulsory Labor.-The Panamanian labor code pro-
hibits forced or compulsory labor, and there are no reports of either practice.

d. Minimum Age for Employment of Children.-The Panamanian labor code pro-
hibits the employment of children under the age of 14, or under the age of 15 if
the child has not completed primary school. The code also prohibits the employment
of persons under age 18 in night work. Children between the ages of 12 and 14 may
perform farm or domestic labor as long as the work is light and does not interfere
with the child's schooling. Enforcement of these provisions is triggered by a com-
plaint to the Ministry of Labor which can order the termination of illegalemploy.
ment. Child labor provisions were generally enforced in Panama in 1993, although
less so in the interior of the country because of insufficient resources to monitor any
abuses.

e. Acceptable Conditions of Work.-The labor code establishes minimum wage
rates for most categories of labor and requires substantial bonuses for overtime
work. Panama has a substantial informal sector in which some workers earn below
the minimum wage. In December 1992, the government decreed a 20.5 percent
nominal increase in the minimum wage effective January 1, 1993. While the mini-
mum wage varies according to region and type of work, the prevalent minimum
wage increased from $.78 per hour to $.94 per hour.

The labor code establishes a standard legal workweek of 48 hours throughout
Panama and provides for at least one 24-hour rest period. The Labor Code also sets
numerous health and safety standards for all places of employment. However, The
Ministry of Labor, which is responsible for insuring that employers comply with
these regulations, does not have enough inspectors and resources to enforce these
laws effectively.

f. Rights in Sectors With U.S. Investment.-Although Panamanian labor laws dif-
fer from sector to sector, within each sector U.S. firms adhere to the prevailing laws.

Extent of U.S. Investment in Selected Industries.-U.S. Direct
Investment Position Abroad on an Historical Cost Basis-1992

[Millions or U.S. dollars

Category Amount

Petroleum .............................................................................. 694
Total M anufPi during .............................................................. 622

Food & Kindred Products ................................................. 18
Chemicals and Allied Products ......................................... 76
Metals, Primary & Fabricated ........................................ 1
Machinery, except Electrical ............................................ .0
Electric & Electronic Equipment .................................... 0
Transportation Equipment ................................................ 0
Other M anufacturing ........................................................ . 13

W holesale Trade ..................................................................... 369
B anking ................................................................................... (1)
Finance and Insurance .......................................................... 10,059
Services ................................................................................... 139
Other Industries .................................................................... (1)
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Extent of U.S Investment in Selected Industrie.-U.S. Direct
Investment Position Abroad on an Historical Cost Basis-1992-Continued

Millions of U.s& dollars]

Cateemp Amount

TOTAL ALL INDUSTRIES ................................................... 11,457
1 Suppremed to avoid disclosing data d individual esomposie
Source: U.S. Department of Commeros, Bureau of leonomic Analysis

PARAGUAY

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

1991 1992 1993'

Income, Production, and Employment:
Real GDP (1982 prices) ...................................... 6,935 7,056 7,305
Real GDP growth (pet.) ...................................... 2.5 1.7 3.5
GDP (at current prices) ...................................... 6,254 6,678 6,925
By Sector (pct.):

Agriculture ....................................................... 26.7 26.3 26.9
Energy and Water ........................................... 3.4 3.8 4.0
Manufacturing ................................................. 15.9 15.6 15.5
Construction .................................................... 5.2 5.4 5.3
Financial Services ........................................... 26.9 26.5 26.7
Other Services ................................................. 9.5 9.6 9.7
Government, Health and Education .............. 4.6 4.8 4.8

Net Exports of Goods and Services ($ million). -821.3 -805.6 N/A
Real per capita GDP (1982 BPS) ....................... 1,323 1,280 N/A
Labor Force (000s) .............................................. 11,597 1,641 1,692
Unemployment Rate (pct.) ................................. 11.0 10.0 11.0

Money and Prices (annual pct. growth, unless
otherwise noted):

Money Supply (M2) ............................................. 23.1 26.1 28.7
Base Interest Rate (avg. annual rate in per-

cent) .................................................................. 27.0 30.1 30.9
Savings/GDP ....................................................... 18.3 19.5 18.9
Wholesale Inflation ............................................. 12.4 4.0 5.4
Consumer Price Inflation ................................... 11.8 17.8 18.7
Exchange Rate (GS0$) ......................................... 1,327 1,500 1,750

Balance of Payments and Trade (millions of US.
dollars):

Total Exports FOB2 .......................................... 737 656 729
Exports to US ................................................. 34 31 66

Total Imports CIF2 ............................................. 1,275 1,237 1,358
Imports from US ............................................ 375 415 420

AID fromUS ...................................................... 1.2 2.9 4.4
External Public Debt .......................................... 1,637 1,240 1,201
Debt Service Payments (paid) ............................ 219 629 130
Gold and FOREX Reserves ................................ 978 604 650
Merchandise Trade Balance ............................... -538.2 -581.1 -630

Balance with US.S......................-341 -384 -355
N/A-Not available.
'Figures are estimates based ma data as of Octoe, 1993.
SMarchandise trade; figuresmhmude unregistered reports.
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1. General Policy Framework

Paraguay, with a total land area of 154,047 square miles and a population of 4.2million, according to the 1992 census, has an annual population growth rate of 2.8percent. The country has a predominantly agricultural economy and vast hydro-electric potential but no known significant mineral or petroleum resources. The Par-aguayan economy, with its established export industries of cotton, soybeans cattle,electricity and the lucrative business of re-exporting products made elsewhere, isparticularly vulnerable to the vagaries of weather andhe fortunes and misfortunesof the Brazilian and Argentine economies. The country's predominantly agriculturaleconomy, which includes crop and livestock production, forest exploitation, and fish-ing activities, continued to depend heavily on the production of cotton and soybeans.Recent government estimates project economic growth in the 3.5 to five percentrange fo r 1993. The projected increase is due to a increase in soybean pro-duction and the-better-than-expected cotton output. Moreover, increases in inter-national prices for these two commodities contributed to the improved outlook.A coup d'etat on February 3, 1989 marked the end of 34 years of General AlfredoStroessner's repressive regime and the beginning of a transition process to democ-racy in Paraguay. General Andres Rodriquez presided over the political and eco-nomic changes that culminated on August 15, 1993 with the inauguration of Presi-dent Juan Carlos Wasmosy, the first freely-elected civilian president in the country'shistory.
The new government has pledged to continue the market-based economic reformsbegun under the Rodriguez administration, and specifically work to keep expendi-tures in line with revenues; combat inflation; keep customs duties low and uniform;place no restrictions on capital flows; and, put more emphasis on production and ex-port.Under the Wasmosy government, the Central Bank is expected to maintain therestrictive monetary and credit policies that have been in effect since late 1990. TheInter-American Development Bank's investment sector loan, recently approved bythe congress, requires reform of the Central Bank and the Superintendency ofBanks. The modernization of the Central Bank would provide the monetary authori-ties modern tools for the management of monetary policy. The government has stat-ed that it intends to promote financial reform to encourage economic developmentand to limit credit to the public sector. At the same time it would create mecha-nisms for obtaining international financing for the private sector.Since 1991, the Paraguayan government has made control of government expendi-tures one of its top economic policy priorities. The government has tried to maintaina tight rein over expenditures to avoid deficit spending. The 1993 budget submittedto Congress provided for a deficit of 1.7 percent of GDP. Congss subsequentraised government expenditures by approximately $80 million without providing ad-ditional revenue. Royalties from Itaipu dam represent a major source of revenue forthe Paraguayan treasury. Itaipu's long delays in paying have created serious budgetmanagement problems for the Ministry of Finance. President Wasmosy indicatedthat his administration would manage government expenditures prudently. Cur-rently, 94 percent of the government budget is used to pay for current expenditures.This leaves only six percent for investment in infrastructure. Tight moneta andcredit policies, including restraint in the growth of monetary aggregates and hi hlegal reserve requirements, have helped to control inflation which declined sharply,from nearly 45 percent in 1990 to 11.8 in 1991. In 1992 inflation rose to 18 percent,primarily as a result of bad weather, which affected crop yields, and subsidizedcredit for cotton and soybean growers. Despite increases in the money supply, 30percent in 1991 and 36 percent in 1992, inflation has remained below 20 percentannually, presumably as a consequence of weak demand. In early 1993, in a pre-electoral campaign period, the government increased expenditures using extraor-dinary funds provided by the Central Bank without a corresponding increase in taxrevenues or borrowing from the public. This exacerbated inflationary pressures dur-ing the first rive months of fiscal year 1993. The twelve month inflation rate hasbeen hovering near 18 percent during 1993.

2. Exchange Rate Policy
Since February 1989, Paraguay has maintained a freely floating foreign currencyexchange market. Occasionally, the Central Bank intervenes to contain erratic fluc-tuations and speculative market forces. The prevalence of relatively high real inter-est rates has attracted large capital inflows that have contributed to an excess sup-ply of dollars in the local market, preventing a more rapid depreciation of the gua-rani. An additional factor is the re-export trade which produces dollar income. Thebig gap between real interest rates in the U.S. and Paraguay encouraged dollar sav-ers to move their funds to Paraguay where they can obtain higher interest returns.
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3. Structural Policies
Economic reform: Soon after the overthrow of the Stroessner dictatorship, the gov.

ernment headed by Andrea Rodriguez implemented bold economic reform measures.
The market-oriented reforms sought to restore business confidence and to improve
macroeconomics management. Exchange rate and interest rate liberalization stand
out as the most effective reforms. The Wasmoey administration has promised to con-
tinue the reform of the economic system and to speed up privatization and financial
sector reforms.

Exchange rate reform: In February 1989, the Rodriquez administration devalued
the guarani (the local currency), eliminated fore!ip, exchange rate controls, abol-
ished multiple official exchange rates, and estabhshed a single freely floating ex-
change rate. Since then, the value of the guarani has been set by free market forces.
This measure greatly reduced economic distortions and eliminated the opportunities
for corruption and graft in the management of foreign exchange.

Tax reform: In 1X92, the government Implemented a new simplified tax code ap-
proved the previous year. The law eliminated burdensome taxes and reduced tax
rates in an attempt to reduce tax evasion and promote investment. The government
reduced the number of taxes from 84 to seven and expanded the tax base with the
implementation of the value added tax (VAT). Compliance with the VAT has been
lower than expected, primarily as a result of inexperience in its administration. The
new government intends to introduce additional tax reforms and establish tax in-
centives to promote investment. The new minister of finance has promised to estab-
lish heavy penalties for tax evaders.

Tariff reform: In mid-1992, the government implemented a sweeping import tariff
reform. The measure included sharp reduction of customs duties and the elimination
of administrative barriers to promote trade. Nevertheless, the government continues
to ban a number of products of agricultural origin.

4. Debt Management Policies
In 1992, the government reduced external debt with both official and commercial

creditors. This was done by repurchasing a sizable amount of the delinquent com-
mercial debt in the secondary market at a substantial discount and by paying off
all official debt arrears through reduction of reserves. As a result, Paraguays total
foreign debt declined sharply, falling 23.2 percent, from $1,636.7 million at the end
of 1991 to $1,249.0 million at the end of 1992. This decline resulted from the deci-
sion of the administration of President Andres Rodriguez to normalize relations with
foreign creditors. The full payment of arrears was accomplished without assistance
from the IMF or the Paris Club. The government used foreign official reserves in
the amount of $629.4 million to settle in cash outstanding debt payments with for-
eign creditors. That amount included $381.1 million for payment of principal and
$248.2 million for payment of interest. Since the end of 1992, Paraguay has been
meeting its obligations with most foreign creditors in a timely fashion. The govern-
ment's decision to eliminate arrears wit foreign creditors has helped improve Para-
guay's creditworthiness. We expect the Wasmosy government to improve relations
with the IMF.
5. Significant Barriers to U.S. Exports

Although a few import bans will remain in effect until the end of 1994 U.S. ex-
ports to Paraguay continue to grow. Government policy is to encourage &ree trade
and capital flows, particularly with traditional trade partners like the United
States. U.S.-made products and consumer goods are widely accepted and have a
good reputation for quality. New U.S. products appear ever day in Paraguayan
shops. Nevertheless, US.9ood face strong competition from East Asia. Major sec-
tors for US. exports include computers and peripherals, machinery, automobiles (es-
pecially four wheel drive vehicles), auto parts, and consumer goods. The declining
dollar has been helpful for processed food exports, which face strong competition
from Brazil. Other sectors of interest include agricultural equipment and river
barges. In the re-export market, US. companies are strong in the areas of comput-
ers and peripherals, sporting goods, cigarettes, and photo equipment. The U.S.
maintains a healthy trade surplus with Paraguay. From a base of$36.3 million in
1983, U.S. exports to Paraguay rose to $414.9 million at the end of 1992. This rep-
resents a more than 1,000 percent increase over the decade.

There are no restrictions on foreign investment, except for activities reserved for
state monopolies (cement, electricity, water, and telephone), which remain closed to
both national and foreign private investment. Paraguay welcomes and offers an
open climate for foreign investors, who enjoy the same legal rights as do national
investors. The Rodriguez administration established a number of fiscal incentives to
promote investment, both domestic and foreign. The government also signed a new
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agreement with the Overseas Private Investment Corporation on September 24,

The legal framework governing investment incentives is contained in Law 60/90.
The fiscal incentive package includes total exemption from certain taxes on the es-
tablishment of operations and reduction of customs duties on imports of capital
goods. There is a 95 percent corporate income tax exemption for five years. The law
Fs based on the principle of national treatment and makes no distinction between
domestic and foreign investors. The Ministry of Industry and Commerce is respon-
sible for the administration of the investment incentive law; the Ministry of Finance
oversees all tax matters. Foreign corporations doing business in Paraguay are sub.
ject to the same tax rules as those applied to domestic business entitles. With the
implementation of the new tax system, corporate income will be subjected to a 30
percent tax rate. As a further incentive to investment, the government has reduced
the income tax rate on reinvestment profits to ten percent. All entities are subject
to tax except those which can claim tax exemption under special laws. The taxation
of branches engaged in business operations is the same as for corporations.
6. Export Subsidies Policies

Paraguay has a free enterise economic system. Government policy is to promote
free competition. Although there are still activities that are state monopolies, the
government does not subsidize exports. Government credit facilities provided by
banks to agricultural producers of soybeans, cotton, and wheat perhaps is the most
indirect support related to the issue. In June 1993 Paraguay became a member of
the General]Agreement on Tariffs and Trade (GAMT).
7. Protection of U.S. Intellectual Property

Paraguay's chief problem in the area of intellectual property rights (trademark,
patent, and copyright) is the lack of effective enforcement of existing laws and regu-lations. Another negative factor is the slow pace of the judicial system in issuing
timely and clear decisions on intellectual property infringement cases. This is in
great part a remnant of the corruption and graft that were prevalent during the
Stroessner years. The U.S. government has ongoing discussions with the Para-
guayan government on issues that must be addressed by Paraguay to establish an
adequate intellectual property regime.

Patents: Law 773 of September, 1925 established an Office of Patents of Invention
and the rules and procedures for obtaining patents. Patents are granted for 15 years
and may be renewed. Decisions of the patent office are subject to appeal. In prin-
ciple, foreign patents must be registered in the office of patents of invention and
are subject to the same procedures and fees as national patents.

Trademarks: The procedure for registering a trademark is analogous to the U.S.
system. Anyone may register a trademark and the process is relatively simple and
inexpensive. The person who registers a trademark enjoys legal protection for ten
years. This period may be extended indefinitely for ten-year periods by requesting
it before the expiration date. Ownership of a trademark may be transferred by con-
tract. It may also pass to the heirs of the holder by succession, and may be included
in the provisions of a will. A firm whose products are sold in Paraguay should reg-
ister its trademarks in the country.

Copyrights: In 1991, Paraguay came a signatory to the Bern Convention for the
Protection of Literary and Artistic Works. Previous widespread production and trade
in pirated recordings and video cassettes has been reduced by vigorous Paraguayan
government law en orcement action. Reportedly production of pirated sound record-
ings is taking place along the border with Brazii, for export to that country.
8. Worker Rights

U.S. Generalized System of Preferences (GSP) benefits for Paraguay were sus-
pended in 1987 for violation of labor rights under the Stroessner regime. However,
GSP benefits were again reinstated in February 1991, in recognition of improve-
ments in worker rights under the Rodriquez government and the promise that the
government would pass a new labor code with internationally accepted protections
for labor. In 1993, the AFL-CIO filed a petition requesting suspension of GSP bene-
fits for worker rights violations and for failure to approve a new labor code. On Oc-
tober 28 1993, the Paraguayan Congress approved a new labor code that meets ILO
standards. As a result the AFL-CIO petition was withdrawn in December 1993.

Labor reform: In 1991, the government submitted a draft labor code to the Con-
gress to replace the nation's antiquated code. Debate on the code was arduous and
appeared to end abruptly when the executive withdrew the code from congressional
consideration in March 1993. The bill was reintroduced, however, that same month
by members of the Chamber of Deputies. The bill was approved by both chambers
o congress and submitted to then President Rodriguez, who vetoed the proposed
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labor code in July 1993. The Chamber of Deputies overrode the veto on August 10,
and the Senate did the same on October 28, 1993. President Juan Carlos W-asmosy,
signed the bill into law on October 29.

a. The Right of Association.-For the first time in Paraguay's history, both private
and public sector workers are free to form and join unions without government in-
terference. Provisions of the 1992 Constitution superseded the existing labor code
which did not permit public sector worker unions. The new Constitution established
principles and protections for fundamental worker rights, including the right of as.
tonatron. It also contains an anti-discrimination clause, provisions for employmenttenure and severance pay for unjustified firings, collective bargaining, and the right
to strike. Under the new Constitution, the public sector (excluding the police and
military) was most active in forming unions in 1992. Public employees, representing
six percent of the total labor forpe, formed or were in the process of forming unions
in several areas including the Central Bank other state banks, the telephone util-
ity, the Social Security Adrinistration, the Civil Air Authority, the airport, and the
Foreign Ministry, among others.

In principle, unions are independent of the government and political parties, al-
though the case of the Confederation of Paraguayan Workers (CPT) is linked with
the ruling Colorado Party. Approximately five percent of Paraguayan workers are
organized-.That percentage may change as public employees take advantage of con-
stitutional protections for public sector unions. Unions are free to maintain contact
with regional and international labor organizations.

b. The Right to Organize and Bargain Collectively.--Collective bargaining is pro.
tected by law and has been successfully conducted in many cases. Collective con-
tracts are still the exception rather than the norm in labor/management relations.
While the constitution prohibits anti-union discrimination, the firing and harass-
ment of some union organizers in the private sector continued in 1992. Under
present legislation, fired union leaders can seek redress in the courts, but the labor
courts have been slow to respond to complaints. As in previous years, in some cases
where judges ordered fired workers reinstated, the employers disregarded the court
order.

There were 19 strikes by unions affiliated with the independent labor federation
(the C.U.T.), 12 of which were directly related to the firing of union organizers,
management violations of a collective contract agreement, or management's effort
to prevent workers from freely associating. Agreements with the transportation
workers unions went unfulfilled by owners and management in 1992. Teachers As.
soqiations also protested throughout the year the failure of the Education Ministry
to 'meet minimum wage standards. The failure to meet salary payments frequently
precipitated labor problems, especially in the public health sector. Labor attributes
the lack of action on complaints filed with the labor ministry to bottlenecks in the
judicial system. There were also complaints of management creating parallel "fac-
tory" unions to compete with independently formed unions.

Paraguay has no export processing zones.
c. Prohibition of Forced or Compulsory Labor.-Forced labor is prehibi~ed by law

and is not practiced.
d. Minimum Age for Employment of Children.-The Office of the Director General

for the Protection of Minors in the Ministry of Justice and Labor is responsible for
enforcing child labor laws. Minors between 15 and 18 years of age can be employed
only with parental authorization and can not be employed under dangerous or
unhealthy conditions. Children between 12 and 15 years of age may be employed
only in family enterprises, apprenticeships, or in agriculture. Furthermore, the laborcode prohibits work by children under 12 years of age. However, in practice many
thousands of children, many younger than 12, work in the streets of Asuncion and
its suburban communities selling newspapers, shining shoes, and cleaning car win-
dows. In rural areas it is not unusual for children as young as ten to work beside
their parents in the field.

e. Acceptable Conditions of Work.-The government has established a private sec-
tor minimum wage, regionally adjusted according to cost of living indices, sufficient
to maintain a minimally adequate standard of living. The minimum salary was ad-
justed by 10 percent in July for the first time since December 1990, representing
a loss of real purchasing power of 20.5 percent. Furthermore, it has been estimated
that 50 to 70 percent of Paraguayan workers earn less than the decreed minimum.
The previous labor code, since it was superseded by the 1992 Constitution, and the
recent enactment of the new code, is no longer an accurate guideline for work condi-
tions. However, according to both that code and the new labor code, maximum week-
ly hours are 48 for day work and 42 for night work, with one day of rest. The law
provides for an annual bonus of one month s salary. The labor code also stipulates
conditions of safety, hygiene, and comfort. In general, the government did not effec-
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tively enforce the safety and hygiene provisions of the labor code, partially due to
the lack of inspectors.

Labor unions: Paraguay has not developed a strong labor union movement. Union
membership is not compulsory. Union representation exists at most places of work
but, n general, is relatively weak except for the banking sector which has the
strongest and most independent union organization in the country. It is not manda.
tory for unions and employees to enter into binding contracts or agreements, How-
ever, when 20 or more union workers are hired, the employer has to negotiate a
collective agreement on working conditions, if and when requested by the union.

E. Rights in Sectors With U.S. Investment.--Conditions generally are the same as
in other sectors of the economy.

Extent of U.S. Investment in Selected Industries.-U.S. Direct
Investment Position Abroad on an Historical Cost Basis--1992

(Millions of U.S. dollars]

Category Amount

Petroleum ................... ............... ........... 7
Total Manufacturing.......... ............................. (1)

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

W holesale Trade ..................................................................... (1)
B anking ................................................................................... (1)
Finance and Insurance .............................................. ............ 0
Services .................................................................................. 0
Other Industries .......................................................... ........... 0
TOTAL ALL INDUSTRIES ................................................... 50

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

PERU

Key Economic Indicators
(Millions or U.S. dollar unless otherwise noted)

1991 1992 19931

Income, Production, and Employment:
Real GDP (1979 prices) ...................................... 14,909 14,491 15,215
Real GDP Growth (pct.) ..................................... 2.6 -2.8 5.0
GDP in current dollars ....................................... 25,030 25,200 27,670
Real GDP (million 1979 new soles) ................... 3,410.3 3,315.8 3,481.6
By Sector:

Agriculture ....................................................... 430.2 405.9 428.2
Fisheries ........................................................... 33.5 31.8 39.4
M ining .............................................................. 371.7 354.6 379.4
Manufacturing ................................................. 760.6 713.4 770.5
Construction .................................................... 210.2 218.4 242.9
Government ..................................................... 262.0 271.9 272.7
Others .............................................................. 1,342.1 1,319.8 1,348.5
Per capita GDP (current U.S.$) ....................0 1,138 1,122 1,207

Labor Force (000's) ............................................. 7,938 8,184 8,400
Unemployment Rate (pct.) ................................. 5.9 9.4 N/A
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Key Economic Indicators-Continued
[Millions of U.. dollars unless otherwise noted)

1991 1993 19931

Money and Pras (end-of-year):
Money Supply (M1) (millions of new soles).2 945.4 1,618.6 1,874.9
Bank Lending Rate (pct.) (annual US$)2......... 21.98 17.39 16.58
Bank Saving Rate (pd.) (annual US.$) ......... 8.54 6.28 5.63
Consumer Prices (pct. change) ........................... 139.2 56.7 40.0
Wholesale Prices (pct. change) ........................... 96.0 50.5 40.0
Exchange Rate (official N/) ............................ 0.98 1.63 2.20
Exchange Rate (parallel NS/$) .......................... 0.98 1.63 2.20

Balance of Payments and Trade:
Total Exports (FOB) ........................................... 3,329 3,484 3,500

Total Exports to U.S. (C.V.) ........................... 779 739 750
Total Imports (FOB) ........................................... 3,494 4,051 3,900

Total Imports from U.S. (FAS) ....................... 840 1,002 1,042
Aid from US ....................................................... 187.9 122.6 145.5
External Public Debts 4 .................................... 20,735 21,333 21,552
Debt Service Paid' s4.......................................... 909 725 1,324
FOREX Reserves 2 .............................................. 1,304 2,001 2,521
Balance of Payments .......................................... 1,251 518 700

N/A-Not available.
'Estimated.
SAs of September 30 for 1991 and 1992.
$Excludes interest due on arrears.4 As of June 30 for 1993.
sIncludes U.S 867 million payment in World Bank arrears clearance. financed by U.S/Japan bridge lean.
Source: Central Reserve Bank, National Institute of Statistics, Ministry of Labor. U.S. Department of Com-

merce and U.S. Embassy estimates.

1. General Policy Framework
Opening the Peruvian economy to international trade remains a key part of Presi-

dent Alberto Fujimori's comprehensive economic stabilization and restructuring pro-
ram begun following his inauguration on July 28, 1990. President Fujimori Inher-

Ited a country in arrears to foreign lenders with no international reserves, and a
heavily regulated, statist economy with distorted relative prices. The economy was
in deep recession, with GDP down 23 percent over the 1988-90 period, while infla-
tion was accelerating alarmingly.

In addition to trade liberalization, the Fujimori government has taken action to
bzing relative prices in line, liberalize investment and foreign exchange regimes,
and reduce the size of the public sector. The goal of the structural adjustment pro-
gram is to reduce inflation to manageable levels and create conditions for sustained
economic growth. In March 1993, Peru cleared its arrears with the World Band
(IBRD) and the International Monetary Fund (IMF) for about $1.8 billion.

The stress of structural adjustment, including austere monetary and fiscal policies
contributed to a severe recession in 1992, exacerbated by drought and difficult fish-
ing conditions created by the "El Nino" weather phenomenon. The diminution of El
Nino brought about a recovery of the fishing industry and improvement in arcul-
tural output in 1993. Combined with increased mining productivity and new foreign
investment due to an improved investment climate and privatization, growth is re-
suscitating. This year, GDP is forecast to grow by five percent. Inflation was re-
duced to the lowest monthly level in 17 years in September, and should total about
40 percent for the year, down from 55 percent in 1990, 139 percent in 1991, and
7,650 percent in 1990.

Revenues and current expenditures have been in balance since late 1990. The
combined fiscal deficit resulting from debt payment has been financed by external
sources, including multilateral and bilateraldonors. The Central Bank does not fi-
nance the fiscal deficit. The increase in tax revenues in 1993 fell short of expecta-
tions, although through reform and more rigorous collection efforts, the government
has raised tax revenues from four percent of GDP in mid-1990 to a little over nine
percent of GDP at present.

The government a ability to manage monetary aggreates has been limited by the
increasing "dollarization" of the Peruvian economy.Without capital and exchange
controls, dollars now account for over 70 percent of liquidity in the economy. The
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Central Bank manages the money supply and affects interest and exchange rates
through emission, open market operations, rediscounts, and reserve requirements on
dollar and sol deposits. The Central Bank has limited net new emissions to well
below the inflation rate this year to attempt to reduce it.

The new constitutional congress (CCD)_was installed on December 30, 1992. Fol-
lowing an April 5, 1992 coup, President Fujimori dissolved the legislature, removed
many judges and prosecutors appointed by the previous government, suspended por-
tions of the 1979 Constitution and began to rule by decree. As a result, economic
assistance was suspended by the U.S. and some other donors. The elections for the
new Constituent Congress held November 22, 1992 were judged fair by inter-
national observers. The new Constituent Congress, in which President Fujimori's
supporters hold a strong majority, drafted a new constitution that was narrowly ap-
proved by popular referendum on October 31, 1993. Human rights concerns are a
major factor in Peru's relations with the United States and other donor countries,
and may limit assistance.
2. Exchange Rate Policy

The Fujimori government liberalized the exchange rate regime, eliminating mul-
tiple rates and other distortionary policies. The exchange rate is determined by mar-
ket forces, with some intervention by the Central Bank to stabilize movements. The
new constitution guarantees free access to and disposition of foreign currency. No
restrictions exist on purchase, use, oi remittance of foreign exchange. Exporters are
not required to channel their foreign exchange transactions through the Central
Bank; they may conduct their transactions freely on the open market.
3. Structural Policies

Dramatic market-oriented structural reforms are underway in Peru. The pace of
these reforms slowed in 1993 as attention was temporarily diverted to constitutional
reform, but continued in the same direction. Price controls and subsidies were elimi-
nated, and regulatory regimes were streamlined in most sectors. For example, reg-
istration of a new company now takes about a month, as opposed to two years under
the previous regime. Important measures have been taken to liberalize the trade,
investment and-labor regimes.

The number of taxes las been reduced, and a major revision -f the tax code was
introduced in December, 1992. While collections from income taxes have increased
significantly, the government still relies primarily on value added and special con-
sumption taxes. One reason it has done is their relative ease of collection. The gov-
ernment assesses a corporate income tax of a minimum of two percent of assets (one
percent for financial institutions), which is highly controversial as companies must
pay whether showing profits or losses. In the last few years, the government com-
pletely overhauled the inefficient and corrupt tax authority (SUNAT), and hired
qualified, university-trained auditors, while raising salaries by a factor of ten to
blunt corruption.

Privatization and liquidation of parastatals is underway. The process has been
slow and uneven, due to the depressed state of the economy and the poor financial
condition of many of the state-owned enterprises, requiring streamlining of produc-
tive processes and personnel in preparation for sale. The government has already
sold the state airline, Aeroperu, as well as a major iron ore company, Hierro Peru.
The government plans to sell two huge parastatal mining companies and the two
state-owned telephone companies by the end of the first quarter of 1994. The gov-
ernment estimates that receipts from privatization will total $900 million in 1994.

The government actively seeks to attract both foreign and domestic investment in
all sectors of the economy, to promote modernization and competition. American,
Japancse, Chilean, Chinese, Korean, and Canadian investors have all made direct
foreign investments in Peru. US. producers of a wide range of products, particularly
capital goods, will benefit from this expansion of investment.
4. Debt Management Policies

The Fujimori administration initiated Peru's reinsertion into the international fi-
nancial community in September 1991 by clearing arrears to the IDB, the negotia-
tion of arrears clearance programs w;th the IMF and World Bank, and a Paris Club
rescheduling agreement. The latter affected almost $6 billion of bilateral debt. Peru
successfully completed its programs with the IMP and World Bank and cleared its
total arrears of about $1.8 billion with those institutions in March 1993. Peru is now
under an Extended Fund Facility with the IMP signed last March. The government
also rescheduled the Paris Club debt again in May 1993, and obtained further relief
in its debt payments, reducing them from $1.1 billion per year in 1993 to about $400
million in March, 1996.
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The IMF forecast a need for support group assistance of $410 million to close
Peru's external financing fap in 1993. Pledges, however, totalled only $265 million.
The slowness of the privatization program and lower.than-expected disbursement of
IDB and World Bank sectoral loans have aggravated the shortfall from the Support
Group. On September 8, 1993 the government began discussions on rescheduling
its debt with the commercial banks, estimated at more than $6 billion (including
arrears). Peru's total foreign debt is about $22 billion. Debt service paid in 1992 was
21 percent of exports, and in 1993 will probably be somewhat higher (25-30 per-
cent), not including payments made in the arrears clearing with the World Bank
(which were made with bridge financing from the U.S. and Japan).
5. Signifiant Barriers to U.S. Exports

Through its structural reform program, the government has jettisoned almost all
barriers to U.S. exports and direct investment. Import licenses are no longer re-
quired. No quantitative nor qualitative ceilings on imports exist. Eighty-seven per-
cent of Peru's tariff positions now have a rate of 15 percent, with the remainder at
25 percent. The average tariff rate is 17 percent, down from 80 percent when Presi-
dent Fujimori took office. The government announced its intention to reduce tariffs
further, eventually movingto a flat 15 percent rate for all products.

Surcharges imposed in May 1991 remain on 18 tariff categories of agricultural im-
ports, covering ive basic commodities: wheat, rice, corn, sugar, and milk products.
The surcharges on wheat, rice and sugar are variable imports levies, based on price
bands determined weekly by the Ministry of Agriculture. Dairy products are subject
to per ton surcharges which have not varied recently. The variable surcharges on
corn and sorghum were converted to a 10 percent ad valorem surcharge in October,
1992. The government defends the surcharges as protecting Peruvian farmers from
subsidized international competition, and cushioning the effect of an overvalued sol
and structural adjustment. As a condition of disbursement of the Inter-American
Development Bank Trade Sector Loan, the government agreed in July to phase out
the surcharges over a three-year period. At present, it is difficult for U.S. grain ex-
porters effectively to compete in the Peruvian market.

Peru has a less rigid and comprehensive regime of standards, testing, labeling,
and certification than the United States. CERPER, the government agency respon.
sible for product testing, is slated for privatization. Many exporters oppose this pri-
vatization, however, citing requirements by the European Community for govern-
ment certification of health standards for agricultural and fisheries products. A pro-
tracted testing procedure overseen by the Ministry of Health was greatly stream-
lined. The government removed all restrictions on foreign provision of audiovisual
services, advertising, tourism and insurance services. The government monopoly tn
the reinsurance industry was abolished.

Foreign investment is subject to national treatment, with minor exceptions. For-
eign investment is permitted in industries essential to national security or within
50 kilometers of Peru's borders with prior approval. Otherwise, no authorization or
prior registry is required for foreign investment. All restrictions on remittances of
profits royalties, and capital have been eliminated. Foreigners have the same access
t local financing as Peruvian nationals. The government requires that less than 30
percent of total payroll goes to foreign employees, however, exceptions for technical
and/or managerial personnel can be made. Any shareholder of the company, regard-
less of nationality, is not subject to this restriction.

To stimulate private investment, Peru offers foreign and national investors juridi-
cal stability agreements guaranteeing the application of current statutes on taxes,
labor matters, environmental regulations, and other regulations for that investment
for ten years. An investment must exceed $2 million to qualify or meet certain em-
ployment or export conditions. There are no performance requirements for foreign
investment, however, unless an investor wants a juridical stability agreement and
invests less than $2 million. Investors are also offered protection from liability for
acquiring state-owned enterprises (SOE's)-the government has taken responsibility
for prior debts of SOE's. The U.S. and Peru signed an OPIC agrement in December
1992. A biletgral investment treaty was under negotiation in February 1992, before
Peru's "auto golpe".

The eight-year-old dispute between the government of Peru and the American In-
surance Group (AIG) over the expropriation of Belco petroleum was finally settled
on August 28, 1993. On September 28, the Peruvian government made the first pay-
ment of $30 million towards settlement of AIG's $184.7 million claim against the
Peruvian government.

Government procurement is normally handled by public international tender. For
procurements of less than $10,000 or by state companies declared in a state of emer-
gency, bid is by invitation and exempt from many of the published procurement reg-
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ulations. There is no statutory obligations to buy Peruvian goods or services. For.
ei bidders must have a registered local representative. In the case of construction
bidsthe local agent must have been duly registered at least one year before solicita-
tion. Greater transparency in government procurement has helped US. exporters.
For example, in 1992, Westinghouse won a $25 million contract to builý a power
generation plant.

The government has recently reformed Peru's Customs Service. The reform seems
to be working--collection is up and produces over 30 percent of the total government
revenues. Corrupt officials have been fired, and computerization is underway. The
tariff system was simplified, also facilitating collection. Using funds from the IDB
and the UNDP, the Fujimori administration has radically changed the atmosphere
in their customs service. In the past, salaries were kept to a pittance because cor-
ruption was expected. As a consequence of more efficient collection, higher imports,
and establishment of free trade zones with lower tariff levels in areas where contra.
band was prevalent, customs receipts increased from $625 million in 1990 to $1,282
million in 1992, despite lower tariff rates. Improved efficiency by customs increased
collections by 7 percent of total imports despite a reduction in Peru's average tariffs.
6. Export Subsidies Policies

The Government of Peru provides no export subsidies. The Andean Development
Corporation, of which Peru is a member, provides limited financing to exporters at
rates lower than available from Peruvian banks, although higher than rates avail.
able to US. companies. Exporters of non-traditional and mining products can apply
certain sales andconsumption taxes paid on inputs as a credit against income and
asset taxes.
7. Protection of U.S. Intellectual Property

Intellectual property is still not adequately protected in Peru despite someprogress. Legislation and enforcement of intellectual property rights (IPR) are weak,
and Peru remains on the Special 301 "priority watch list. Peru is a signatory to
various conventions for the protection of copyrights and trademarks and is a mem-
ber of the World Intellectual Property Organization. Peru recently acceded to the
Paris Convention for the Protection of Industrial Property.

Peru's protection of industrial property is governed by Decree Law No. 26017 (De-
cember 1992), which will be superseded by•Andean Pact Decisions 344 and 345 on
January 1, 1994. Peru's law lacks transitional (pipeline) protection and contains
stringent compulsory licensing provisions and working requirements. Local pharma-
ceutical producers oppose any strengthening of Peru's law on Industrial Propery.

Counterfeiting of trademarked property in Peru is prevalent. Registering a trade-
mark is fairly straightforward. However, as a practical matter, local legal counsel
must be obtained to register a trademark. A new independent government agency,
the Institute for the Defense of Competition and the Protection of Intellectual Prop-
erty Rights (INDECOPI) is working to enhance prospects of patent, trademark, and
copyright rights. Jurisdictional problems between INDECOPI and the slow, disorga-
nized Peruvian justice system have hampered efforts to enforce trademarks. Trade-
mark owners have little security and unauthorized copies have little to fear from
infringement.

Copyrights, too, are widely disregarded. Textbooks and books on technical subjects
are rampantly copied and illegal copies of audio cassettes are widely available. Pi-
rated videos of motion pictures comprise the inventories of nearly all video rental
outlets. Peruvian experts estimate that over 5,000 shops in Lima rent or sell exclu-
sively pirated videos. INDECOPI is making an effort to ensure that all video outlets
maintain at least 20 percent of their total stock in legitimate videos-since only 150
copyrighted titles are available legitimately, the government feels it cannot feasibly
require that all videos that stores sell or rent be legitimate.

Although computer software is protected by Peruvian copyright law, pirated com-
puter softwa also is widely available. Peruvian computer hardware merchants
often load pirated software programs to secure sales. With the exception of video
games, it appears most copyright piracy is locally generated and consumed. Even
most government ministries and major Peruvian firms use pirated software.
INDECOPI has begun a "legalization" program to bring owners of pirated computer
software into legitimate ownership of theseoprograms through discount pricing of-
fered by software producers such as Word Perfect and Microsoft.

Peruvian law does not protect semiconductor chip layout designs. We are not
aware of any infringement of integrated circuits or semiconductor chips, however.
Freebooting of broadcast satellite signals may exist privately, but we have no evi-
dence of illegal signal capture being commercialized any longer.
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The government is seeking to improve enforcement of copyright and industrial
prperty (trademarks and patent) laws through INDECOPI. Creative judicial deci-
sions, howcver, have found-pirates innocent ol trademark and copyrght violations
in the rare instances where enforcement advanced beyond confiscation of the pirated
merchandise.

The losses to U.S. business due to inadeuate IPR protection are difficult to quan-
tify. Excluding computer programs, the International Intellectual Property Alliance
estimates U.Strade losses due to copyrght piracy in Peru, at $30 million dollars.
American companies have clearly suffered fr6m the lack of pharmaceutical patents
in Peru's estimated $250 million pharmaceutical market. This situation may im-
rve with the beginning of the new patent regime in January 1994, under Decision

8. Worker Rights
a. The Right of Association.-In the new constitution, the Fujimori government

aims to promote job creation by eliminating many socialist/populist elements found
In Peru's 1979 constitution. The 1993 constitution removes the concept of "labor sta-
bility" to give business owners more flexibility in hiring practices. The new constitu-
tion recognizes the right to organize a trade union engage in collective negotiations,
and strike. The state is to promote peaceful resolution of labor disputes. Member-
ship or non-membership in a union cannot be required as a condition of employ-
ment, according to the new constitution. A small percentage (five percent).of the
work force belongs to organized unions, and unions represent diverse political opin-
ions. Although some unions have traditionally been associated with political groups,
unions are now prohibited from engaging in explicitly political, religious, or profit-
making activities. There are no restrictions on memberships in international bodies.

The relative infrequency of strikes in 1993 down perhaps 50 percent from 1992,
has less to do with a pro- or anti.union attitude on government's part than the coun-
try's economic depression and workers' recognition that there are dozens of unem-
ployed workers available for each job in the formal sector of the economy. Reprisals
against striking workers are reportedly infrequent. Public employees exercising
management or decision-making authority are excluded from the right to organize
or strike, as are police and military.

b. The Right to Organize and Bargain Collectiuely.-Workers do not need prior au-
thorization to form a trade union. Labor regulations promulgated prior to the new
constitution provide that workers can form unions based upon profession, employ-
ment, or geographic location. Probationary, apprentice, or management employees
are excluded from union membership, a fact some unions believe is abused to reduce
union membership. Employers assert that labor stability provisions of the old 1979
law made long-term commitments to workers too expensive.

A minimum of 20 members is required to constitute a union in a company. The
number of union officials and the amount of time they may devote to union business
on company time is limited. The number of union representatives that can partici-
pate directly in collective bargaining negotiations is fixed (three to 12), as is the ne-
gotiating timetable. The management negotiating team cannot be larger than the
workers team. Both sides are permitted to have attorneys and experts as advisors.
A strike must be approved by a majority of workers in a company, whether union
members or not, in a secret ballot. A re-vote must be taken upon petition of 20 per-
cent or more of the workers.

The government set up a system of conciliation and arbitration to resolve im-
passes in collective bargaining. Union officials have complained that their share of
the cost of arbitration exceeds their resources.

Companies are permitted to propose changes of work schedules, conditions, wages,
and suspend for 90 days collective bargaining agreements if required by force
majeure or economic conditions, upon fifteen days' notice to employees. If workers
dispute the changes, the labor ministry is to resolve the dispute based upon a cri-
teria of "reasonableness" and "economic necessity." In such cases employers are to
authorize vacation time and in general adopt measures that avoid aggravating the
employment situation.

c. Prohibition of Forced or Compulsory Labor.-Forced or compulsory labor is pro-
hibited, as is imprisonment for debt. Nonetheless, there are periodic reports of the
practice of forced labor in remote mountainous Andean and Amazonian jungle re-
gions of the country. In response to one complaint filed with the International Labor
Organization (ILO), the Peruvian government this year acknowledged the existence
of such practices but blamed the condition on a lack of collaboration by local au-
thorities, employers, and a shortage of resources to enforce existing regulations.

d. Minimum Age for Employment of Children.-Workers between ages 16-21 are
subject to special-provisions in Peruvian labor law. Their apprenticeship cannot ex-
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ceed 18 months, they must be paid at least the minimum wage, should be accorded
specialized training, and can comprise no more than 15 percent of a company's work
force. Given the reality of Peru's economic situation, children work in the informal
economy without government supervision of wages or conditions from a very early
age to help support their families.

e. Acceptable Conditions of Work.-Workers are promised a "just and sufficient"
wage to be determined by the government in consultation with labor and business
representatives and "adequate protection against arbitrary dismissal." The constitu-
tion also provides for a 48-hour work week, a weekly day of rest, and yearly vaca-
tion. Discrimination in the work place is prohibited. The country's minimum wage
is fixed by the government in consultation with labor and business representatives.
The current minimum wage is 72 soles per month (approximately $34 at a 2.12 soles
per dollar exchange rate). It is generally considered to be inadequate to provide for
minimal living conditions. While occupational health and safety standards exist, the
government lacks the resources to monitor compliance. Compensation for industrial
accidents generally is worked out individually between the worker and owners. Re-
forms eliminating the need to prove culpability to obtain workman's compensation
for injuries have been introduced.

f. Rights in Sectors With U.S. Investment.-Labor laws and regulations are formu-
lated by the Peruvian national government and apply uniformly throughout Peru.
Legal rights accorded workers in industries with U.S. investment are the same as
worker rights in other industries.

Extent of U.S. Investment in Selected Industries.-U.S. Direct
Investment Positi,n Abroad on an Historical Cost Basis-1992

(Millions of U.S. dollars]

Category Amount

Petroleum........... ....................................... (1)
Total Manufacturing .............................................................. 18

Food & Kindred Products ................................................. .3
Chemicals and Allied Products .........................................
Metals, Primary & Fabricated .......................................... (1)
Machinery, except Electrical............................................. . 0
Electric & Electronic Equipment ...................................... (1)
Transportation Equipment ................................................ 0
Other M anufacturing ........................................................ .7

Wholesale Trade ..................................................................... 59
B anking ................................................................................... (1)
Finance and Insurance ......................................................... 0
Services................. .................................... 9
Other Industries...................................... . . 306
TOTAL ALL INDUSTRIES ................................................... 466
1 Suppressed to avoid disclosing data of individual companies.
Source: U.S. Department of Commerce, Bureau of Economic Analysis.

TRINIDAD AND TOBAGO

Key Economic Indicators
(Millions of 'IT dollars unless otherwise noted]

1991 1992 1993'

Income, Production, and Employment:
Real GDP (1985 market prices) ......................... 16,530.6 16,267.5 16,106.5
Real GDP Growth (pct.) ..................................... 2.5 -0.3 -0.9
GDP (current market prices) ............................. 21,429.2 22,222.3 24,282.0
GDP (current prices) by sector.

Petroleum products ......................................... 5,691.6 4,860.2 5,585.5
Agriculture ....................................................... 558.2 563.8 584.1



420

Key Economic Indicators-Continued
[Millions ofi7T dollars unless otherwise noted]

1991 1992 19931

Electricity and Water ...................................... 258.4 357.9 463.5
Manufacturing ................................................. 1,992.3 2,057.6 2,100.2
Construction............... ...........0 1,851.5 1,915.5 1,857.3
Transport, Storage and Communications ..... 1,980.5 2,007.6 2,123.3
Financial Services ........................................... 2,525.8 2,765.7 3,180.6
Other Services ................................................. 1,454.6 1,516.2 5,437.8
Government ..................................................... 2,372.6 2,636.4 2,751.3

Real Per Capita GDP ("$) ............................... 13,359.1 12,991.1 12,780.9
Labor Force (000's) ............................................. 492.4 505.2 497.0
Unemployment Rate (pct.) ................................. 18.9 19.6 19.5

Money and Prices:
Money Supply (M2) ............................................. 9,656.6- 9,017.7 9,276.0
Base Interest Rate (pct.) .................................... 12.9 15.5 15.5
Retail Inflation (pot.) .......................................... 3.8 6.5 11.0
Wholesale Inflation (pot.) ................................... 0.2 0.8 1.8
Consumer Price Index ........................................ 232.0 247.0 273.0
Exchange Rate (TT$ per U.S.$)2 ....................... 4.25 4.25 5.60

Balance of Payments and Trade (millions of U.S.
dollars):

Total Exports (FOB)s........................1,985.0 1,867.1 1,400.0
Exports to U.S ................................................. 965.3 879.0 650.0

Total Imports (CIF)............................................ 1,667.0 1,435.6 1,360.0
Imports from U.S ............................................ 647.9 594.4 475.0

Aid from U.S ....................................................... 0 0 0
Aid from Other Countries .................................. 0 0 0
External Public Debt (year-end) ........................ 2,432.5 2,216.0 1,962.0
Annual Debt Service Paid.4 .................. 461.0 612.1 634.0
Gold and Foreign Exchange Reserves (net,

year-end) 5 ........................... . . .. . .. . . .. .. . .. .. . . .. . . .. . ..  -30.4 -67.8 29.3
Trade Balance ..................................................... 318.0 431.6 40.0

Balance with U.S ............................................. 317.1 284.6 175.0
1TT Government estimates, based mostly on third quarter data.
2Effective April 13, 1993 the government floated the TT dollar.

mained fairly stable at about TT7.6 per U.&$1.00.
:1993 Importtexport data are based on January-June figures.
'Principal and interesL
sAs of September 30, 1993.

1. General Policy Framework

The TT$/U.S$ rate has subsequently rem

The dual-island parliamentary Republic of Trinidad and Tobago is endowed with
rich deposits of oil and natural gas. During the oil boom of the 1970's, Trinidad and
Tobago became one of the most prosperous countries in the Western Hemisphere.
Oil revenues enabled the nation to invest in state-owned and state-controlled cor-
porations, which are a major drain on the nation's resources. The oil wealth also
fueled a dramatic increase in domestic consumption. The collapse of the oil boom
in the 1980s, and concurrent decrease in Trinidadian oil production, caused a severe
decline in Trinidad and Tobago's economy, which is still being felt.

Since January 1992, the Government of Trinidad and Tobago has moved deci-
sively to lay the foundations for private-sector based, export-led growth. In July
1992 the government dismantled most remaining non-agricultural trade barriers,
and, effective April 13, 1993, it removed currency controls, floating the TI dollar.
The government has aggressively courted foreign investors, attracting over US$1
billion thus far in 1993. In the short term, however, before the stimulus from the
new investment is felt, Trinidad and Tobago's prospects for economic growth remain
closely tied to oil prices.

H'rh debt-service payments have forced the GOT! to pursue a tight monetary pol-
icy. The resultant high interest rates have hampered local investment. Official un-
employment figures, which reflect only those who are actively seeking work, have
dropped below 20 percent, but the number of labor-force dropouts and, thus, the
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total number of unemployed persons, continues to rise as state-owned enterprises
and some private-sector manufacturers retrench workers.

Trinidad and Tobago is highly import-dependent. Products imported cover a broad
range of consumer and industrial goods from its major supplier, the United States,
and other developed countries. Trinidad and Tobago's exports, however, are tradi-
tionally highly concentrated in oil and downstream petrochemical products (chiefly
anhydrous ammonia, urea and methanol), and processed iron ore and steel wire rod
(both produced using local natural gas and gas-derived electricity). The April 1993
float (and resultant depreciation) of the TI' dollar has made local manufactured and
agricultural exports more competitive. The removal of import-licensing restrictions
has also forced local manufacturers, traditionally accustomed to producing only for
a protected domestic market, to look outward andbecome more efficient.

The Government of Trinidad and Tobago uses a standard array of fiscal and mon-
etary policies to influence the economy, including a 15-percent value-added tax
(VAT) and relatively high corporate and personal income taxes. Improvements in
revenue collection in 1993 have boosted VAT, income-tax and customs-duty revenues
dramatically. As a result, the government expects to end fiscal year 1993 with a
slight budget surplus, despite lower petroleum-tax revenues. The government
projects a surplus of one percent of GDP in 1994.

The April 1993 flotation of the 7T dollar has made the conduct of monetary policy
in Trinidad and Tobago more complex. To ensure a stable exchange rate, the
Central Bank feels it must manage liquidity by keeping aggregate demand consist-
ent with balances. Accordingly, the Central Bank, which traditionally has relied pri-
marily on reserve requirements to control the money supplVy, now plans to use more
open-market operations, initially through the Treasury Bil market. Low inflation
and a stable exchange rate since the float attest to the success of the government's
tight monetary policy. The approximately 35-percent depreciation of the TT dollar
in April led to a 15-percent increase in fuel prices in July, boosting 1993 inflation
figures to an estimated 11 percent. In general, however, the underlying inflation
rate has-remained low.
2. Exchange Rate Policies

Effective April 13, 1993 the Government of Trinidad and Tobago removed ex-
change controls and floated the TT dollar, which had been pegged to the U.S. dollar
(the currency of its major trading partner) at the rate of TT$4.25/US$1.00 since
1988. Since announcement of the float, the 'FT dollar has traded in a relatively nar-
row band, selling at around TT$5.60/US$1.00 and buying at 7T$5.77/US$1.00.

Initially the commercial banks administered exchange controls similar to those
formerly imposed by the Central Bank, but, influenced by competitive forces, those
informal controls are gradually and quietly being lifted. Foreign currency for im-
ports of both visible and invisible goods, as well as for profit remittances and repa-
triation of capital, is now freely available. Only a few reporting requirements have
been retained to deter money laundering and tax evasion.
3. Structural Policies

Pricing Policies: Generally, the free market determines prices. The government
maintains domestic price controls on a narrow range of items, such as some basic
foodstuffs, fuel, school books and pharmaceuticals. In some circumstances, the con-
trols could act as import barriers if suppliers are unable to meet the established
ceiling prices. The range of price-controlled products has been reduced in recent
years, and price controls are expected eventually to be eliminated entirely. A "Nega-
tive List* prohibits the importation of certain agricultural products without a li-
cense. Until July 1992, the Negative List also covered a number of manufactured
and processed-food products. Items formerly on the list are now subject to tariff sur-
charges, which were reduced on January 1, 1993, will be further reduced in 1994
and eliminated in 1995.

Tax Policies: In a major effort to curb consumption, the government instituted a
15-percent value-added tax on January 1, 1990. Corporate tax rates were raised by
5 percentage points, to 45 percent, in 1992. The higher rate, intended to be tem-
porary, was maintained in the 1993 budget. The government's 1993 budget included
substantial tax breaks for construction activity in 1993 and 1994, as well as for ex-
port-oriented venture-capital companies. The petroleum tax regime was revised in
992 to index tax rates to oil prices, and make Trinidad and Tobago a more competi-

tive location for investment. A tax of 0.25 percent was imposed on business sales
on January 1, 1993.

Regulatory Policies: All imports of food and drugs must satisfy prescribed stand-
ards. Imports of meat, live animals, and plants, a large percentage of which comes
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from the United States, are subject to licensing and specific regulations. Firearms,
ammunition and narcotics are rigidly controlled or prohibited.
4. Debt Management Policies

Its foreign exchange reserves depleted, the government was compelled to negotiate
two IFf standby agreements for a total of US$350 million between December 1988
and March 1991. Official debt was also rescheduled in the Paris Club, and an agree-
ment concluded for a US$40 million structural-adjustment loan from the World
Bank. As a result, Trinidad and Tobago's debt-service payments in 1992, 1993 and
1994 average over US$600 million per annum.

While the government has met every IMF target, it has avoided a return to the
IMP for further balance-of-payments support. Instead it has relied on bond issues,
proceeds from the divestiture of state enterprises and the offset effects of substan-
tial loans from the Inter-American Development Bank (IDB) to cover its 1992 and
1993 payments. The government will continue these licies in 1994. Trinidad and
Tobago should emerge In 1995 with a manageable debt burden of approximately
US$400 million Ar annum, and, as of 1996, a debt-service ratio below 15 percent.

Total fregn *debt now stands at slightly less than US$2 billion, or 42 percent of
GDP, down from a high of 59 percent in 1989. While austerity measures now in
place reduce the government's capacity to purchase U.S. goods and services, these
same measures are putting Trinidad and Tobago on a stronger macroeconomic foot-
ing, which should enhance prospects for increased trade wit h the United States in
the years ahead.
5. Significant Barriers to U.S. Exports

Import Licenses: Effective July 1, 1992, most of the import licensing regime (Neg-
ative List) was scrapped and replaced by tariffs. Products still requiring import li-
censes are certain poultry and meat products, liquid milk, fish, wheat flour, rice,
some vegetables, most fresh fruit, coffee and cocoa beans, sugar, most cooking oils
and fats, left-hand drive and used vehicles, cigarette paper, and ships and ats
under 250 tons. With advance notice, licenses are easily obtained for the import of
many of these products, particularly beef and temperate-climate fruits.

Discriminatory tariffs: Imports are subject to the Caricom common external tariff
(CET). The CET range now stands at 5 to 35 percent of CIF value, reduced on Janu-
ary 1, 1993 from the previous range of 5 to 45 percent. Further reductions will be
made in yearly stages to 5 to 20 percent by January 1, 1998. In addition, Trinidad
and Tobago levies a 20-percent stamp tax on the CIF value of imports and a 15-
percent value-added tax (VAT) on all retail sales. Most goods that previously bene-
fitted from Negative List protection are subject to supplementary surcharges of up
to 25 percent. The top surcharge will, however, be lowered to 15 percent on January
1, 1994 and to zero on January 1, 1995 when the stamp tax will also be eliminated.

Services Barriers: Most services are subject to the investment criteria outlined in
the investment section below. Foreign ownership of service companies is permitted,
however. Trinidad and Tobago currently has one 100-percent U.S.-owned bank, sev-
eral U.S.-owned air-courier services, and one U.S. majority-owned insurance com-
pany. The government has expressed interest in attracting another U.S. bank.

Investment Barriers: The "Caricom and Foreign Investment Bill of 1990" extends
national treatment to Caricom citizens, but not to other foreigners. Unless the gov-
ernment specifically grants a waiver, the law limits foreign equity participation in
local companies; restricts foreign ownership of land beyond a limited size; and re-
quires government approval for investments in certain sectors. As a rule, the gov-
ernment strictly controls the number of foreign personnel granted work permits. In
February 1993, however, the government eliminated the requirement for work per-
mits for foreign personnel working in Trinidad and Tobago for less than 30 days.
Further reductions of investment and employment barriers are expected as the gov-
ernment seeks to attract more foreign investment.

Standards: Standards, labelling, testing and certification, to the extent that they
are required, do not hinder U.S. exports. The government is not a party to the
GATT Standards Code.

Government Procurement Practices: Government procurement practices are open
and generally fair. The government and government-owned companies generally ad-
here to an open bidding process for procurement of products and services. U.S. firms
often win these bids. The government is not a party to the GAIT Government Pro-
curement Code.

Customs Procedures: Customs clearance can consume much time because of bu-
reaucratic inefficiency and occasional inflexible interpretation of regulations. In ad-
dition, the press has reported allegations of widespread corruption in the Customs
Division. In October 1993 the government engaged three fu 1-time U.S. Customs
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Service consultants for two years to improve efficiency and revenue collection and
to eliminate opportunities for corruption.
6. E•ort Subidies Poiacia

There is no evidence of subsidized Trinidad and Tobago exports to the United
States. The government is not a party to the GATT Subsidies Code.

Effective January 1, 1993, the government implemented the five-percent CET on
all factors of production. Most such products had traditionally been allowed to enter
the country duty free. Manufacturers that export, however, may reclaim the duty
on the re-export of an imported product or receive vouchers, equal in value to the
tariffs paid, tat can be applied against duties owed on further imports.
7. Protection of U.S. Intellectual Property

Trinidad and Tobago devotes few resources to enforcement of intellectual property
rights. Failure in law to provide for minimum statutory damages, recovery oflegal
costs, and criminal penalties for willful infringement undermines the deterrent
value of existing legislation. Trinidad and Tobago is a member of the Universal
Copyright Convention; the Universal Copyright Convention, Revised; and the Con-
vention for the Protection of Producers of tPhonograms Against Unauthorized Dupli-
cation. Trinidad and Tobago is also a party to the Bern Convention, Paris Act of
1971, the Paris Convention for the Protection of Industrial Property, and the Rome
Convention for the Protection of Performers, Producers of Phonograms, and Broad-
casting Organizations. As a member of the Caribbean Basin Initiative, the govern-
ment is committed to prohibiting unauthorized broadcasts of U.S. programs.

Patents (product and process): Patents are protected for a period of 14 years, but
the President may extend protection by an additional seven years upon application.
The current law is outdated: it does not provide for many new technological ad-
vances and has few guidelines on which technologies are patentable. A new patent
law to address these shortcomings is being drafted.

Trademarks: Trademark law affords protection to registered trademarks for re-
newable 14-year periods, but the registration process is slow, unreliable and re-
quires two-to-four years to complete. -The current Trademark Act is also slated for
review.

Copyrights: The Copyright Act of 1985 authorizes the TT High Court to enforce
copyrights of authors from member nations on the basis of reciprocity. The Copy-
right Act covers literary, musical and artistic works that aft fixed in material form,
expressly including computer software and compilations, and protects them from un-
authorized adaptation, reproduction, publication, performance, broadcast or distribu-
tion for fifty years from the author's death. Sound recordings, audio-visual works
and broadcasts are afforded similar protection by "neighboring rights" for fifty years
from the first performance, publication or broadcast.

Infringement of patents, counterfeiting of trademarks or infringement of new
technologies is not a discernible problem in Trinidad and Tobago. However, video
stores in Trinidad and Tobago are replete with pirated videos, and personal use of
satellite dishes connected to descramblers is a widespread, though diminishing,
practice among the sector of the population that can afford such equipment. Despite
reported threats by organizations like the West Indies Film Board of Trade that it
was considering action under Trinidadian law against infringing video stores the
Embassy is not aware of any action being taken against recoring pirates. While
larger firms are scrupulous about obtaining their software legally, many smaller
firm_ s are believed to use wholly or partially pirated software.

Given the popularity of U.S. movies and music, and the dominance of the United
States in the software market, United States copyright holders are the most heavily
affected by the lack of cop yiht enforcement in Trinidad and Tobago, although the
market is relatively small. A large percentage of households own video cassette
players; relatively few, however, have access to personal computers.
8. Worker Rights

a. The Right of Association.-The right of association is respected in law and in
practice. An estimated 24 percent of the work force is organized into 45 labor
unions. The unions are independent of government or political party control and
freely represent their members' interests. Union members are free to choose rep-
resentatives, publicize their views and determine their own programs and policies.
Under Trinidadian law, upon expiration of a conciliation period, workers are per-
mitted to strike, and employers are permitted to lock workers out. Strikes and
lockouts are not permitted in essential public services, and the Minister of Labor
may apply for an injunction to halt any labor action he finds contrary to the na-
tional interest. They may also file civil suits against the government. Under Trini-
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dad and Tobago law, no union may represent more than one essential public service
to avoid strikes of several essential services at one time.

b. The Right to Organize and Bargain Collectively.-The constitutional right of
workers to organize and bargain collectively is well exercised. Anti-union discrimi-
nation is prohibited by law, and trade union property, as is other private property,
is protected under law.

c. Prohibition of Forced or Compulsory Labor.-There is no forced labor in Trini-
dad and Tobago. Although there is no domestic legislation on this, Trinidad and To-
bago is a party to the relevant ILO conventions.

d.-Minimum Age for Employment of Children.-Legislation prohibits the employ-
ment of children under the- age of 12 years, and children aged 12 to 14 years are
permitted to work only in family businesses. Children may begin apprenticeships at
ae 15 and regular employment at age 17. Education is compulsory until the ageof 12, but in practice, if parents do not have the funds to buy required books and
uniforms, their children do not attend school.

e. Acceptable Conditions of Work.-A minimum wage structure is in place for serv-
ice-station employees, domestic assistants, and retail-sales personnel. Other sectors
are not currently protected by minimum wage laws; however, most wages are cov-
ered under collective bargaining agreements The standard work week in Trinidad
and Tobago is forty hours (44 hours for domestic workers); additional hours are con.
sidered overtime and remunerated at a negotiated rate. Daily rest periods and paid
annual leave form part of most employment agreements. The Factories Ordinance
Bill (1948) sets occupational health and safety standards; state inspectors and trade
union representatives monitor conditions in work places, and workers who refuse toprform work due to hazardous conditions are protected from retribution under theindustrial Relations Act (1972).

f. Rights in Sectors With U.S. Inuestment.-Employment conditions in sectors with
U.S. investment do not differ from those in other sectors.

Extent of U.S. Investment in Selected Industries.-U.S. Direct
Investment Position Abroad on an Historical Cost Basis-1992

[Millions of U.S. dollars]

Category Amount

Petroleum .............................................................................. . .(1)
Total Manufacturing .............................................................. 89

Food & Kindred Products ................................................. .7
Chemicals and Allied Products ......................................... (1)
Metals, Primary & Fabricated ........................................ 0
M achinery, except Electrical ............................................. (2)

Electric & Electronic Equipment .................................... 0
Transportation Equipment ............................................... .0
Other M anufacturing ......................................................... (1)

Wholesale Trade .................................................................... 0
B anking ................................................................................... (1)
Finance and Insurance .......................................................... 18
Services .................................................................................... 1
Other Industries ..................................................................... (1)
TOTAL ALL INDUSTRIES ................................................... 575

I Suppressed to avoid disclosing data of individual companies.
2Less than $0,00.(.
Source: U.S. Department of Commerce, Bureau of Economic Analysis.
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URUGUAY

Key Economic Indicators
(Millions ofUrguayan pes unlem otherwise noted)

1991 1902 i IN

Income, Production, and Em pkqmen:
Real GDP (1983 prices)'2.................................... 217.4 233.5 238.2
Real GDP growth (pet.) ...................................... 2.9 7.4 2.0
GDP (at current priem)s).................................... 19,793.0 34,523.2 54,229.0
By sector.

Agriculture ....................................................... 2,003.3 3,637.4 5,600.0
Energy and water ............................................ 432.3 785.2 1,100.0
Manufacturing ................................................ 0 4,918.7 7,493.7 10,500.0
Construction .................................................... 770.1 1,570.1 2,700.0
Rents...........................9 . 2,480.1 4,910.3 6,800.0
Financial Services ........................................... 2,191.4 3583.3 5,000.0
Other Services ................................................. 5,842.0 10.472.4 16,800.0
Government, Health and Education .............. 2,004.0 3,379.3 5,300.0

Net Exports of Goods and Services ................... 597.0 71.5 -400.0
Real Per Capita GDP (1983 prices) ................... 69.8 74.6 75.6
Labor Force (000's) ............................................. 1,369 1,382 1,395
Unemployment Rate (percent) ..................... 8.5 9.0 8.8

Money and Prices (annual percent growth unless
noted):

Money Supply (M2) ............................................. 86.8 54.5 26.0
Base Interest Rate'3 ............................................ 73.6 50.1 44.5
Personal Saving Rate 3 ....................................... 30.0 24.5 23.9
Consumer Price Index ........................................ 81.4 58.4 50.0
Wholesale Inflation ............................................. 68.6 46.9 27.0
Exchange Rate (New Pesow) (Inter-bank Sell-

ing Rate) .......................................................... 56.1 39.9 26.8
Balance of Payments and Trade (million U.S.

dollars):
Total Exports (FOB)4 .................0.. 1,604.7 1,702.5 1,600.0

Exports to US ............ ............ .162.8 177.8 180.0
Total Imports (CIF)4'....... ... ........... 1,636.4 2,045.1 2,000.0

Imports from US ............................................ 196.7 218.7 230.0
Aid from US ....................................................... 10.9 1.2 1.2
Aid from Other Countries ............................... N/A N/A N/A
External Public Debt ....................................... 4,141.0 4,136.0 4,200.0
Debt Service Payments (paid) ............................ 813.0 620.0 630.0
Gold and FOREX Reserves (net) ....................... 826.5 946.8 1,100.0
Trade Balance' ................................................... -31.8 -342.6 -400.0

Balance with US ............................................. -33.9 -40.9 -50.0
N/A-Not available.
I 199 Figuwe arf all estimates based on available monthly data in October 1993.
2GDP at producer prke-
2Figures are average annual interest rates, not changes in them.4 Merchandis trade.

1. GeneralPolicy amework
Uruguay has a small, relatively open economy. The historical basis of the economy

has been agrculture, particularly livestock production. Agriculture remains impor..
tant both directly (wool and rice) and indirectly for inputs for other sectors (textiles,
leather and meat). Industry is now the largest sector and has diversified somewhat
beyond agro-industry into chemicals and consumer goods for local consumption.
Services have assumed greater importance recently, particularly tourism and finan-
cial services, the latter oT which benefit from Urgu ays open financial system.

The government has been relatively successfu In reducing its fiscal deficit from
6.1 percent of GDP in 1989 to 0.9 percent in 1992. Principal sources of the deficit
are losses by the Central Bank on non-performing loans purchased from private
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banks, foreign debt payments and transfers to the social security system. Inflation
peaked at 129 percent in 1990, and is expected to fall to 50 percent in 1993.

Seeking to reverse a long-term economic deterioration and to prepare itself for the
formation of the Southern Common Market (MERCOSUR) comprising Brazil, Argen-
tina, Uruguay and Paraguay, the government is attempting to implement a program
of economic reform. Major elements of the government program are privatization of
state enterprises, financial sector reform and reform of the costly social security sys-
tem. The progress of reform, however, has been slow.

Uruguay is the beneficiary of large inflows of capital, principally from neighboring
Brazil and Argentina. The government has been able to finance a substantial por-
tion of its deficit through the issuance of dollar-denominated treasury bills. The
Central Bank of Uruguay uses the adustment of reserve requirements as the main
tool to control the money supply. However, the lack of instruments to neutralize
capital inflows makes control of the money supply difficult.
_A stand-by and loan agement in the amount of $72 million was approved by the

International MonetaryFund in July 1992 covering the twelve month period ending
March 31 1993. The Government of Uruguay is now negotiating an enhanced sur-
veillance agreement with the IMF for the 1994 yearly program.
2. Exchange Rate Policy

The Uruguayan Government allows the peso to float freely against the dollar
within a declining 7 percent band. The band currently declines by 2 percent per
month. In 1993, the Central Bank regularly bought dollars to keep the peso value
from rising above the band. In 1993 devaluation has lagged about 21 percentage
points behind inflation, hurting Uruguayan exports but improving prospects for U.S.
exports.Uruguay has no foreign exchange controls. The peso is freely convertible into dol-

lars for any transaction and much of the economy is dollarized.

3. Structural Policies
Price controls are limited to a small set of products and services for public con-

sumption, such as bread, milk, passenger transportation, utilities and fuels. The
Government relies heavily on consumption taxes (value-added and excise) and taxes
on foreign trade (export taxes and tariffs) for its general revenues. A substantial so-
cial security tax, sometimes equal to 50 percent of the base wage rate, is assessed
on workers and employers. The top tariff rate was lowered from 24 percent to 20
percent in January 1 1993. This has a positive effect on U.S. exports. Tariffs for
products from Mercosur countries will reach zero on January 1, 1995. There are no
plans for further reductions of tariffs on products from third countries at this time.

4. Debt Management Policies
Uruguay is a heavily-indebted middle-income country. As of March 1993, its total

external debt was $7.5 billion, almost $400 million over the amount in March 1992.
Of this amount, $4.1 billion was public sector debt and $3.4 billion represented
debts of the private sector. The public sector external debt included $1.4 billion of
dollar-denorminated Uruguayan Government bills and bonds, $288 million of foreign
currency deposits of nonresidents, $1.4 billion of long term loans of the non-financial
public sector and $111 million of suppliers credits. The balance, amounting to $362
million, represents liabilities, reserves and other credits of the Government of Uru-
guay financial sector. International reserves of the banking system amounted to$2.4 billion.

The $3.4 billion of the private sector foreign debt were primarily made up of $2.1
billion of foreign currency deposits by nonresidents and $331 million of supplier
credits. The balance amounting to $1.0 billion represented liability reserves of the
private banks. International reserves of the private sector banks amounted to $3.0
billion resulting in a net private sector foreign debt of $364 million.

The debt service in 1992 was $747 million, equivalent to 29.1 percent of combined
merchandise and service exports (or 6.5 percent of GDP).

5. Significant Barriers to U.S. Exports
Certain imports require special licenses or customs documents. Among these are

drugs, certain medical equipment and chemicals, firearms, radioactive materials,
fertilizers, vegetable materials, frozen embryos, livestock, bull semen, anabolics,
sugar, seeds, hormones meat and vehicles. To protect Uruguay's important livestock
industry, imports of bull semen and embryos also face certain numerical limitations
and must cornply with animal health requirements, a process which can take years.
Bureaucratic delays also add to the cost of imports, although importers report that
a "debureaucratization" commission has improved matters.
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Few significant restrictions exist in services. US. banks continue to be very active
in off-shore banking. There are no significant restrictions on professional services
such as law, medicine or accounting. Similarly, travel and ticketing services are un-
restricted. A new civil aviation agreement has provided equal treatment for foreign
carriers. A law allowing foreign companies to offer insurance coverage in Uruguay
"was passed in October, 1993, and will be implemented within 12 months.

There have been significant limitations on foreign equity participation in certain
sectors of the economy. Investment in areas regarded as strategic require govern-
ment authorization. These include electricity, hydrocarbons, banking and finance,
railroads, strategic minerals, telecommunications, and the press. Uruguay has long
owned and operated state monopolies in petroleum, rail freight, telephone service,
and port administration. A state enterprise reform law passed in September 1991
permits partial privatization of certain state-owned enterprises and allows others to
grant concessions to or enter service contracts with private businesses. However,
key provisions of this law were defeated in a popular referendum on December 13,
1992, which principally halted the partial privatization of the telecommunications
company. Passage of port reform legislation in April 1992 allowed for privatization
of various port services.

Government procurement practices are well-defined, transparent and closely fol-
lowed. Tenders are generally open to all bidders, foreign or domestic. A government
decree, however, establishes that in conditions of equal quality or adequacy to the
function, domestic products will have preference over foreign ones. AmQng foreign
bidders preference will be given to those who offer to purchase Uruguayan prod-
ucts. TRe government favors local bidders even if their price is up to ten percent
higher. Uruguay is not a signatory to the GATT Government Procurement Code.

Following a recent reduction in the top rate, Uruguay's tariff structure now varies
between 0 and 20 percent. The only exemptions to tariff regulations, in the context
of anti-dumping legislation are reference prices and minimum export prices, fixed
in relation to international levels and in line with commitments assumed under
GATT. These are applied to neutralize unfair trade practices which threaten to
damage national production activity or delay the development of such activities and
are primarily directed at Argentina and Brazil.
6. Export Subsidies Policies

The Government has provided a nine percent subsidy to wool fabric and apparel
using funds from a tax on greasy and washed wool exports. This subsidy will be to-
tally eliminated by July 1, 1994. Uruguay is a signatory of the GATT subsidies code.

7. Protection of U.S. Intellectual Property
The Government of Uruguay recognizes intellectual property rights in a number

of areas, and there is no discrimination against foreign companies seeking to reg-
ister intellectual property rights. Uruguay has generally sufficient laws to protect
most intellectual property rights except with regard to new technology and pharma-
ceuticals. However, enforcement of these laws is weak in certain areas such as soft-
ware, due in part to the fact that little of the domestic industry relies on intellectual
property protection. Uruguay has been generally supportive of efforts to strengthen
the rules governing intellectual property protection in international fora such as the
World Intellectual Property Organization (WIPO) and the Uruguay Round of GATT'.

The Government does not discriminate between foreign and domestic patent hold-
ers. Owners and assignees of foreign patents may obtain confirmation of patents in
Uruuay, provided application is made within three years of registration in country
of origin. Confirmed patents are protected for ten years, less the period of protection
already enjoyed in the country of origin. Compulsory licensing is not practiced.
Medicines and chemical products are not patentable, although production processes
for such products are patentable. Although no figures are available, the lack of at.-
ent protection for pharmaceuticals has had a marked effect on U.S. trade anlin-
vestment in the sector.

Foreign trademarks may be registered in Uruguay and receive the same protec-
tion as domestic trademarks. Protection is afforded for ten years initially, renewable
indefinitely.Uruguay affords copyright protection to, inter alia, books, records, videos, and

software. Despite the legal protection, enforcement of copyright protection for soft-
ware is still weak and pirating of software is substantial. Software suppliers have
estimated that losses due to pirating could amount to $10 million. There is also con-
siderable pirating of videotapes and cassettes. The International Intellectual Prop-
erty Rights Alliance estimates trade losses from copyright pircy of motion pictures,
sound recordings and musical compositions, and books at 19.9 million. A new copy-
right law is under consideration.
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8. Worker Rights
a. The Right of Association.-The Constitution guarantees the right of workers to

organize freely and encourages the formation of unions. Labor unions are independ.
ent of government or political party control.

b.T&e Right to Organize and Bargain Collectively.-Under a policy instituted in
March 1992, collective bargaining takes place on a plant-wide or sector-wide basis,
with or without government mediation, as the parties wish.

c. Prohibition of Forced or Compulsory Labor.-Forced or compulsory labor is pro-
hibited by law and in practice andthere is no evidence of its existence.

d. Minimum Age for Employment of Children..-Children as young as 12 ma be
employed if they have a work permit. Children under the age of 18 may not perform
dangerous, fatiguing, or night work, apart from domestic employment.

e. Acceptable Conditions of Work.--There is a legislated minimum wage. The
standard work week is 48 hours for six days, with overtime compensation for work
in excess of 48 hours. Workers are protected by health and safety standards, which
appear to be adhered to in practice.

f.Rights in Sectors With U.S. Investment.-Workers in sectors in which there is
U.S. investment are provided the same protection as other workers. In many cases,
the wages and working conditions for those in U.S.-afflhiated industries appear to
be better than average.

Extent of U.S. Investment in Selected Industries.-U.S. Direct
Investment Position Abroad on an Historical Cost Basis-1992

[Millions of U.S. dollars)

Category Amount

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

Food & Kindred Products ................................................. 59
Chemicals and Allied Products ......................................... -1
Metals, Primary & Fabricated .......................................... 3
Machinery, except Electrical .................... ................ 0
Electric & Electronic Equipment...... ..................... .0
Transportation Equipment ........... .................. 0
Other Manufacturing ............ ................... (1)

Wholesale Trade ................................................................. 79
Banking ........................................................................... 81
Finance and Insurance ........................................................ (1)
Services .................... o.o ............... o....................... 2
Other Industries ................................................................... 0
TOTAL ALL INDUSTRIES .................................................. 259

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

VENEZUELA

Key Economic Indicators
[Billions ofbolivars (Bs) unless otherwise noted)

1991 19921 19932

Income, Production, and Employment:
GDP ..................................................................... 3,037.5 4,132.3 5,702.6
Real GDP Growth (pct.) .................................... 9.7 6.8 1.0
GDP by sector:

M anufacturing ................................................ 503.4 677.6 940.0
Agriculture ................................................... 151.1 197.5 265.0

Real Per Capita Income (Bs) ............................. 26,526 27,687 27,284
Labor Force (000's)..........................7,400 7,500 7,700
Unemployment Rate..............................8.7 7.6 8.2



429

Key Economic Indicators-Continued
[Billions of bolivars (Ps) unless otherwise noted)

1991 19921 19933

Money and Prices:
MI (Dec. 31) (Bs billion) ..................................... 365.7 396.0 475.0
Commerc. Lending Rate (pct. avg.) ................... 37.7 42.1 57.9
Savings Rate (Percent of GDP) .......................... 14.8 10.3 9.2
Investment Rate (Percent of GDP) .................... 15.4 18.1 17.0
CPI (1984=100)............................ .717.7 943.3 1,294.2
WPI (1984=100)............. ...... 718.9 888.3 1,209.9
Market Exchange Rate (Bs/$ at Dec. 31) ........ 61.7 79.6 107.0

Balance of Payments and Trade (millions of U.S.
dollars):

Total exports (FOB) ............................................ 14,968 13,955 14,100
Total exports to U.S. (C.V.) ............................ 8,177 8,168 9,000

Total imports (FOB) ........................................... 10,131 12,266 12,150
Total imports from U.S. (FAS) ..................... 4,596 5,438 5,600

Aid from U.S ...................................................... 0 0 0
Aid from other countries.......................oN/A N/A N/A
External public debt ........... .................... 26,517 27,105 28,500
Annual debt service payments ................... 3,023 2,267 3,200
Gold and FOREX reserves ................................. 14,105 13,100 11,900
Balance of payments .......................................... 3,183 - 1,139 -1,500

N/A-Not available.
'Preliminary figure. as of 10/27,93.
2Embausy forecastL

1. General Policy Framework
Venezuela, a multi-party electoral democracy with a bicameral legislature, is a

major oil producer/exporter and a founding member of OPEC. As a result of nearly
three decades of relative economic and political stability, the country has a mod.
erately well-established economic infrastructure and an impressive potential for eco-
nomic growth. Major economic resources include petroleum, natural gas, hydro-
electric power, iron ore, coal, bauxite, and gold. Venezuela is in the process of modi-
fying its macroeconomic model and economic policies to diversify from dependence
on petroleum exports (though the petroleum sector still dominates the economy) and
to develop non-traditional basic export industries, such as petrochemicals, alu-
minum, steel, cement, forestry, manufactured consumer products, and mining (gold,
iron ore, bauxite, and coal).

Venezuela encourages foreign investment in most sectors. The bulk of foreign in-
vestment is from the United States. The United States is Venezuela's chief trading
partner, accounting for 59 percent of Venezuelan exports and 44 percent of its im-
ports in 1992.

Venezucla had rapid economic growth in 1991 and 1992 after tough austerity
measures were implemented in 1989 and 1990. Real GDP grew 6.8 percent in 1992,
principally driven by a 8.6 percent increase in the non-petroleum sector, and is ex-
pectedto expand by one percent in 1993. The government recorded a fiscal deficit
of about six percent of GDP for the consolidated public sector in 1992 and is ex-
pected to remain about the same in 1993.

Monetary policy continues to reflect the fundamental objectives fixed by the gov-
ernment at the beginning of 1989, which are to reduce inflation, maintain positive
interest rates,-and ensure a competitive exchange rate. In 1993, the Central Bank
began an aggressive program to control liquidity. For the first six months of the
year, M2 grew by 8.4 percent, versus 18.4 percent in 1992. Liquidity expansion was
reduced in 1993 due to a more aggressive Central Bank program which increased
sales of short-term bills (zero coupon bonds). For the first six months of the year,
M2 grew by 8.4 percent.

Prices increased 32 percent in 1992, only slightly higher than the 31 percent re-
corded in 1991. However, during 1993, there has been a sharper upward trend; in-
flation is estimated to reach 41 percent for the entire year.

The Caracas Stock Exchange recorded substantial gains in 1990 and 1991; the
broad market index climbed by 64 percent in 1991. It fell by 32 percent during 1992.
In 1993, the index has demonstrated volatility but has shown little recovery since

76-160 0 94 - 15
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ar end 1992. Several private sector firms trade their shares as American Deposi-
tySharesin several markets.
2. Exchange Rate Policies

The Venezuelan Government unified the exchange rate on March 13, 1989. The
Central Bank of Venezuela intervenes in the exncange market to correct abrupt
fluctuations but its stated policy is that the exchange rate will remain competitive
and be set by markiTforces. In 1992, the bolivar fell by 20.0 percent against the
dollar to close the year at 79.6 bolivars to the dollar. During the Januar-Septem-
ber 1993 period, the bolivar depreciated 23 percent and closed at Be 98.0641;0. (In-
flation was 29.3 percent over the same period.)

The Central Bank's international reserves increased substantially during the first
three years of the economic adjustment program. They climbed from $7.5-billion at
the end of 1989 to $14.1 billion at the end of 1991. However, for 1992, a decrease
of $1.1 billion was registered, and the year end total was about $11.9 billion. With
the advent of exchange unification, prior exchange authorizations and preshipment
inspections have been eliminated.
3. Structural Policies

The Perez Administration eliminated price controls on most goods and services
early in 1989. Price controls remain in effect only on public transportation and basic
pharmaceutical products. Government producer subsidies have also been eliminated.

A major income tax reform, designed to lower tax rates and ultimately increase
revenues by reducing widespread tax evasion, entered into force on September 1,
1991. The maximum tax rate for individuals and corporations fell to 30 percent.
After more than three years of discussion by Congress, a value-added tax was fi-
nally approved, entering into force on October 1, 1993, at the wholesale andfin A
level and extending through the retail level on January 1, 1994. With this step, Ven-
ezuela has embarked on a process to reform its tax system. Joint ventures with the
state oil company, PDVSA for the development and refining of heavy and extra.
heavy crudes and the development and processing of unassociated natural gas are
excluded from the special tax of 67.7 percent and therefore, are subject to the 30
percent rate; however, these-tW6categories are still subject to the export reference
value which is currently set at 16 percent but will be gradually reduced to zero by
1996.

Foreign corporations operating in Venezuela receive tax treatment as Venezuelan
firms. Venezuelan export-oriented firms receive preferential tax credits and credit
access; producers and purchasers of locally-produced capital goods receive invest-
ment tax credits. In order to stimulate the formation of a maquiladoraa" export in-
dustry, the government has eliminated taxes and duties on imported goods used in
the production of exports. Non-residents pay a ten percent tax on hotel rooms and

We- Venezuelan tariff schedule has been substantially liberalized, and quan-

titative restrictions have been almost completely removed (prohibitions remain on
used cars, used clothing-d-used tires). On January 1, 1992, tariff rates were re-
duced to a maximum ofl20 percent in order to be harmonized with the Andean Pact
Common External tariff. Sensitive agricultural products (milk, meat, rice, wheat,
feedgrains, oilseeds, and sugar) are subject to a price band system which imposes
a variable surcharge in addition to the duty when the futures market for these com-
modities drops be ow trigger prices. In addition, the Venezuelan tariff legislation
permits the duty to be increased by 60 percent (e.g., from 20 percent to 32 percent)
should the Economic Cabinet determine that import of these products pose a par-
ticular threat. Customs duty collections have increased as a result of tariff exemp-
tions and exonerations. Venezuela acceded to the General Agreement on Trade and
Tariffs (GATT) on September 1, 1990.
4. Debt Management Policies

In December 1990, the government and the commercial banks closed a deal which
reduced the debt and debt service obligations on $19.8 billion within the context of
the Brady Plan. The deal reduced principal by $2 billion, cut interest payments by
approximately $470 million per year, raised $ 1.2 billion in new money, and ob-
tafned more favorable repayment terms for the remaining debt.

As of December 1992, Venezuela's public sector external debt totaled $28.5 billion
or almost 55 percent of GDP. In 1992, Venezuela's debt service payments totaled
$2.3 billion or 16.2 percent of total exports.

The government finished the thirdyear of a three-year Extended Fund Facility
with the Internationa! Monetary.Fund. The World Bank and Inter-American Devel-
opment Bank are providing multi-year sectoral loans to assist the economic restruc-
turing process.
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5. Significant Barriers to U.S. Exports
Import License Requirements: Overall, the entry of imports has been freed consid-

erably. Import license requirements have been removed pursuant to the govern-
ment s reform program. Sanitary certificates from the Ministries of Health (Nota 3),
Agriculture (Nota 6), or country of origin (Nota 5) are required to import certain ag.
ricultural products and pharmaceuticals. The Nota 6 requirement is used aggres-
sively by the Ministry of Agriculture, in effect banning UqS. poultry and pork-Im-
ports.

Service Barriers: Foreign equity investment in insurance, television, radio, Span-
ish language newspapers and all professional services subject to licensing is limited
to 20 percent. A comprehensive package to reform the financial sector was intro-
duced into the Congress in July 1991.-New banking legislation, which is expected
to enter into force on January 1, 1994, would allow-oreign, financial institutions to
open branches, establish fully owned banks, and acquire shares of existing institu-
tions. Separate legislation which would allow foreign participation in the insurance/
reinsurance sector remains pending before the Congress.

Standards, Testing, Labeling and Certification: The new Consumer Protection
Law, which went in to effect in May 1992, contains provisions regulating labeling.
All goods placed on sale must bear a label indicating price to the public and expira-
tion date (where appropriate). In the event of future price increases, goods in stock
with previous price labels must be sold at no more than the prior price.

Investment Barriers: In February 1992, the Venezuelan Government issued Exec-
utive Decree 2095 liberalizing foreign investment rules. The Decree grants national
treatment to foreign investment and allows total foreign ownership of companies en-
gaged in retail sales, telecommunications, and water and sewage services (all for-
merly reserved to national companies) and eliminates barriers to dividend and cap-
ital repatriation. The Decree strips the Superintendency for Foreign Investment
(SIEX) of discretionary authority in registering foreign investment. Foreign compa-
nies may establish branches without prior approval from SIEX. Prior approval by
SIEX for trademark and patent licenses, distribution agreements, technical know-
how, and technical assistance agreements has also been eliminated.

In the petroleum sector, the exploration, exploitation, refining, transportation,
storage, and foreign and domestic sales of hydrocarbons are reserved to the Ven-
ezuelan Government or to its entities. When in the public interest, the government
may enter into agreements with private companies as long-as the agreements gliar-
antee state control of the operation, are of limited duration, and have the previous
authorization of the legislature meeting in joint session.

The Venezuelan Congress passed a new Organic Labor Law, effective May 1,
1991, which provides in Article 27 that in companies with ten or more employees,
90 percent of such employees must be Venezuelan. Remuneration for foreign work-
ers must not exceed 20 percent of total wages paid.

Pursuant to Executive Decree 1095, published September 4, 1990, auto assem-
blers and parts manufacturers must meet a percentage foreign exchange contribu-
tion intended to offset foreign exchange spent on imports by fulfilling a combination
of local content and export requirements. Companies which fail to meet established
norms are fined. The new policy removes the requirements that specified parts be
incorporated in the vehicle and that motors be assembled in the country.

Government Procurement Practices: A new Government Contract Law (Ley de
Licitaciones) was passed by the Congress on July 20, 1990. The Government of Ven-
ezuela may procure goods and services in three ways: (1) for goods and services esti-
mated to cost over ten million bolivars and construction works estimated to cost
more than 30 million bolivars, general tender is required (Article 29); (2) for goods
and services estimated to cost between one million and ten million bolivars, for con.
struction works estimated to cost between ten and 30 million bolivars, and where
the national registry certifies that there are no more than ten companies technically
and financially qualified to-provide the goods or perform the service or construction,
then a selective tender process may be used (Article 32); (3) for goods and services
estimated to cost less than one million bolivars, the contract may be awarded di-
rectly (Article 33).

Article 47 of the Law, which applies to both the general and selective tender pro-
cedures, provides that "for the selection between offers that are within a reasonable
range, those in which the following conditions prevail are preferred: (1) have the
greatest participation by national engineering and technology; (2) incorporate the
greatest national human resources at all levels, including management; (3) have the
greatest national value added or incorporation of national parts or inputs; (4) have
the greatest national participation in the company's capital; (5) possess the "Norven"
quality control mark (issuance of the mark is governed by the quality control and
normalization law); (6) have the best conditions for the transfer of technology; (7)
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strengthen small- and medium-sized companies and cooperatives; and (8) in which
the bidder operates in an area or region where the bid was let or in the place where
the public work is to be constructed, the service performed, or the supply' rendered
and which performs in that region or area permanent economic activities.

However, if the highest authority within the government entity "adequately justi-
fies the decision,0 the selective tender process may be used in the following cir-
cumstances: (1) when in the execution of the work or supplying of the goods or serv-
ices, one necessarily must contract with a specialized international company that
does not operate within the country; (2) when acquiring goods to be used in experi.
ments or investigations; and (3) for reasons relating to the security'otthb 'state (Ar.
ticle 31). Moreover, in cases where general tender, selective tender, or direct adju-
dications are promoted outside the country, it is not necessary for contractors to be
enrolled in the national registry of contractors (Articles 16).

Furthermore, the direct adjudication process (sole sourcing) may be used when
contracts have as their object the fabrication of equipment, the acquisition of goods,
or the contracting for services outside the country and in which it is not possible
to apply the tender procedures given the modalities under which the producers and
providers arrange to produce or provide the goods, equipment, or services (Article
34(5).

Customs Procedures: Customs clearance procedures are time consuming, and
delays can occur if documents are not in order. The Government of Venezuela is in
the process of reforming customs procedures and privatizing the ports. The govern-
ment has said it will join the GAT Customs Valuation Code.
6. Export Subsidies Policies

Venezuela has revised its export incentive regime. The export bonus was elimi-
nated on June 15, 1991, for all exports of manufactured goods. A joint resolution
of the Foreign and Finance Ministries, published in Official Gazette 34,735 dated
June 13, 1991, lists those agricultural products for which the credit is still available.
A credit against tax of one percent is provided for certain agricultural items whose
national value added is from 30 to 98 percent. For goods whose value added is from
99 to 100 percent, a credit of ten percent of free-on-board value is available.

The government has established a duty drawback system as a partial replacement
for the export bond program. (Note: The partial drawback system will be eliminated
with the reform of the Regulation to Venezuela's Organic Customs Law.) Article 363
of the Organic Customs Law defines the drawback as a rebate, whether whole or
partial, of the import taxes paid on the exported merchandise or on the material
used in the production of the merchandise. Exporters who want a full rebate must
submit documents showing the customs declaration for importation of the inputs.
Those willing to accept apartial rebate need show no proof of duties on inputs. De-
cree 780, published in Official Gazette of May 20, 1990, sets the partial rebate at
two percent of those exports processed under one of the special export regimes, such
as the temporary admissions (maquila), stock replenishment and customs
warehousing programs. The partial rebate is set at five percent for all other ex-
ported items. The United States has consulted with the Government of Venezuela
concerning export subsidies that may be inconsistent with GATT.
7. Protection of U.S. Intellectual Property

Venezuela is a member of the World Industrial Property Organization (WIPO) and
is a signatory to the Bern Convention for the Protection of Literary and Artistic
Works the Geneva Phonograms Convention, and the Universal Copyright Conven-
tion. Venezuela's Economic Cabinet has approved a measure for Venezuela to join
the Paris Convention on Intellectual Property Rights protection as well as the Pat-
ent Cooperation Treaty (PCT).

Venezuela was placed on the US. Trade Representative's "Watch List" as a result
of an assessment required by Section 301 of the 1988 Omnibus Trade and Competi.
tiveness Act.

While Venezuela's intellectual property rights (IPR) regime has traditionally tend-
ed to protect national industries and firms, recent changes are taking place which
may benefit US. and other foreign firms by improving IPR protection. On October
1, 1993, a new copyright law entered into force which strengthens copyight protec-
tion, including software- protection and enhanced sanctions. The Andean Pact re-
cently passed decision 344 on patents and trademarks and 345 on plant varieties.
The United States began negotiations with Venezuela toward a bilateral IPR agree-
ment in October 1992.

Patents: Under Venezuela's national law, a patent must be worked within two
years or it expires. Working a patent requires domestic production of the patented
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product and importation does not satisfy the working requirement. Few patents
ave been enforced under the present law.
Trademarks: Trademark protection is based upon registration and use; the first

person to register a mark obtains the rights to it. Current Venezuelan law specifi-
cally limits protection to the classes in which the trademark is registered. No protec.
tion against unfair competition exists; and trademark piracy is common in the cloth-
ing, toy, and sporting goods areas.

Copyright: Venezuela's new copyright law protects all inventive works, including
computer software. Computer software and videotape piracy are still common.

The International Intellectual Property Alliance (IIPA) estimated that total losses
in 1992 due to inadequate copyright protection in Venezuela was approximately $82
million. This figure includes losses in the areas of motion pictures, videotapes, com-
puter software and sound recordings. It does not include losses due to patent and
trademark counterfeiting and piracy.
8. Worker Rights

a. The Right of Association.-Both Venezuela's Constitution and its labor law rec-
ognze and encourage the right of unions to exist. The comprehensive labor law en-
acted in 1990 extends to all public sector and private sector employees (except mem-
bers of the armed forces) the right to form and join unions of their choosing. There
are no restrictions on this right in practice and no special rules or laws governing
labor relations in export processing zones. One major union confederation, the Ven-
ezuelan Confederation of Workers (CTV), and three small ones, as well as a number
of independent unions, operate freely in Venezuela. About 25 percent of the national
labor force is unionized.

b. The Right to Organize and Bargain Collectively.-Collective bargaining ispro-
tected and encouraged by the 1990 labor la•, and is freely practiced throughoutVen-
ezuela. According to the law, employers "niust negotiate" a collective contract with
the union that represents the majority of their workers. It contains a provision stat-
ing wages may be raised by administrative decree provided the decree is sent to
Congress for approval. The law prohibits employers from interfering with the forma-
tion of uniorns or with their activities and from stipulating as a condition of employ-
ment that new workers must abstain from union activity or must join a specified
union.

c. Prohibition of Forced or Compulsory Labor.-There is no forced or compulsory
labor in Venezuela. The 1990 labor law stated that no one may "obligate others to
work against their will."

d. Minimum Age for Employment of Children.-The 1990 labor law allows chil-
dren between the ages of 12 and 14 to work if given special permission by the Na-
tional Institute for Minors or the Labor Ministry. Children between the ages of 14
and 16 can work if given permission by their legal guardians. Minors may not work
in mines, smelters, or in occupations "that risk life or health," in occupations that
could damage intellectual or moral development, or in "public spectacles." For those
under 16, the work day may not exceed six hours or the work week, 30 hours. Mi-
nors under 18 can work only during the hours between 6 a.m. and 7 p.m.

e. Acceptable Conditions of Work.-Venezuela has a national urban minimum
wage rate ($90 monthly) and a national rural minimum wage rate ($60 monthly).
(To this should be added mandatory fringe benefits that vary with the workers' indi-
vidual circumstances but, in general, would increase wages by about one-third.)
Only domestic workers and concierges are legally excluded from coverage under the
minimum wage decrees. The 1990 labor law reduced the standard work week to a
maximum of 44 hours. Overtime may not exceed. two hours daily, ten hours weekly,
or 100 hours annually and may not be paid at a rate less than time-and-a-half. Sun-
days are declared to be holidays, and those who must work on Sundays are entitled
to a full day of rest during the following week. The 1990 labor law stated that em-
ployers are obligated to pay sp-cified amounts (up to a maximum of 25 times ihe
minimum monthly salary) to workers for accidents or occupational sicknesses re-
gardless of who is responsible for negligence. It also declared work places must
maintain "sufficient protection for health and life against sicknesses and accidents,"
and it imposed fines from one-quarter to two times the minimum salary for first in-
fractions.

f. Rights in Sectors With U.S. Investment.-Labor rights and conditions of work
in sectors in which there is U.S. investment are provided the same protection as
other workers. In many cases, the wages and working conditions for those in U.S.-
affiliated industries appear to be better than average.
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Extent of US. Investment in Selected Industrie.--U.S. Direct
Investment Position Abroad on an Historical Cost Basis-1992

Difi~lmo ao U.S. doflm

Catesety Amount

Petroleum............................................ 179
Total Manufacturing .............................................................. 1,069

Food & Kindred Products .. .......... ............ 163
Chemicals and Allied Products..................... 252
Metals, Primary & Fabricated .......................................... 45
Machinery, except Electrical ............................................. (1)
Electric & Electronic Equipment ..................................... .38
Transportation Equipment ................................................ 288
Other Manufacturing ......................................................... (1)

W holesale Trade ..................................................................... 175
Banking ................................................................................... .. )
Finance and Insurance ...................................................... .111
Services .................................................................................... 30
Other Industries ..................................................................... (1)
TOTAL ALL INDUSTRIES ................................................... 1,725

1 Suppressed to avoid disclosingdata of individual companies.
Source: U.S. Department of Commerce, Bureau of Economic Analysis.
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NEAR EAST AND NORTH AFRICA

ALGERIA

Key Economic Indicators
(Billions of Algerian dinars unless otherwise noted)

1991 1992 19931

Income, Production, and Employment:
G D P .....................................................................
GDP by Sector (at current prices):

Petroleum ........................................................
Agriculture.......... ...............00
Energy and Water........................
Industry •......o.i.. oee...... .... ......................
Construction & Public Works................
Other Services...........................

Labor Force (millions)......................
Unemployment Rate (pct.) (official estimate)

Money and Prices (annual pct. growth unless
noted):

Money Supply (M2, bil. dinars).................
Commercial Interest Rates...................
Personal Saving Rate (pct. of GDP)..............
Consumer Price Index......................
Exchange Rate (dinar/$):

Offi cial .............................................................
Parallel (est.) ..............................................

Balance of Payments and Trade (million U.S.
dollars):

Total Exports (FOB)2.......................
Exports to U.S. (CIF)......................

Total Imports (FOB)2.......................
Imports from U.S..........................

Aid from U.S ................................................
Foreign Debt ...................................................
Debt Service Payments......................
Gold and FOREX Reserves...................
Trade Balance2s......................... . . .. . .. . . .. . . .. . . .. . .

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

793.2

234.0
85.9
8.5

76.0
95.5

131.6
6.0

20.2

416.6
15.0

35
22.8

18.47
27.0

12,443
2,099
9,156

727
357

27,050
9,550
1,510
3,287
1,372

987.0 1,149.0

255.2
118.8

7.1
99.4

131.6
176.7

6.2
21.9

524.6
17.0
N/A
32.2

21.82
45.0

11,510
1,588
9,283

676
375

26.640
9,360
1,510
2,229

912

259.9
147.0
N/A

120.3
166.0
210.9

6.4
22.0

655.2
20.0
N/A
22.0

23.10
60.0

11,400
N/A

9,000
N/A
150

N/A
9,110
2,000
2,400

N/A
N/A-Not available.
11993 Figures are estimates based on available monthly data in October 1993.
2 Merchandise trade.

1. General Policy Framework
Algera has great long-term potential as a market for U.S. business. It boasts a

population of 26 million people. Its products enjoy preferential access into the Euro-
pean Community market as well as into other Maghreb countries. However, the
transition from statist economy, necessary for realizing its full potential, has not yet
been completed. Economic performance has been sluggish since the mid-1980's with
marginally positive or negative real growth rates registered each year.

(435)
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One bright spot among public sezor enterprises is the state-owned petroleum in-
dustry. The hydrocarbon sector provides 97 percent of export earnings and 65 per-
cent of government revenues. The oil price slump in 1986 drastically reduced Alge-
ria's hard currency earnings, from $13 billion in 1985 to $8 billion in 1986, and
forced the government to curtail imports. [ow oil prices will continue to aggravate
Algeria's balance of payments situation. Algeria's trade balance, while positive, is
minimal, due to a high import bill for foodstuffs, spare parts, and consumer goods.
Economic performance has been sluggish since the mid-1980's with marginally posi-
tive or'negative growth rates registered each year.

The oil price slump of 1986 provided further impetus to economic reform efforts.
However, in attempting to move from a centrally controlled economy to a market-
based economy, the government has experienced serious social problems. Chief
among these are annual unemployment and inflation rates exceeding 20 percent,
and a severe housing shortage. These factors have slowed progress toward market
reforms.

In August 1993 Redha Malek was named as the country's new prime minister,
replacing Belaid Abdesselam. During Abdesselam's tenure from July 1992 to August
1993, new controls were placed on imports, foreign exchange, and wages. Saddled
with an annual debt service burden that consumed 75 percent of foreign exchange
earnings the Abdesselam government opted to choose a path of austerity rather
than seek a debt rescheduling which would have required the government first to
reach agreement with the IMF on -an economic reform program. The government in-
stituteddaban on luxury imports. The government also created an "Ad Hoc Commit-
tee" of senior Ministers to ration lines of credit to those companies deemed to be
operating in the public good. Results were highly favorable to public enterprises. At
the same time, a record-budget deficit was forecast by the government, in large partdue to budgetary outlays for support of inefficient public sector enterprises. New
Prime Minister Malek has pledged to make progress toward a market economy but
has not yet articulated what specific economic course the government intends to fol-
low.

As part of its effort to diversify the economy, the government has instituted sev-
eral new policies to encourage foreign investment and trade in recent years. Chief
among these is a new investment code (discussed under Part 3). In addition, legisla-
tion enacted in December 1991 allowed foreign firms to take up to a 49 percent
share of production in existing oil fields and participate in natural gas exploration
for the first time. The new law also established andset in place new incentives to
encourage exploration. As a result of these new incentives, several U.S. companies
have signed exploration and production sharing agreements. Other positive steps in-
cluded the introduction in April 1992 both of a new and simplified tax code and a
new customs tariff schedule which simplified and reduced tariffs (see also Part 3
below.)
2. Exchange Rate Policy

The dinar is a nonconvertible currency. The central bank states that its value is
set against an undisclosed basket of foreign currencies. Since 1990 the central bank
has allowed the official rate to slide approximately 158 percent against the dollar
in nominal terms. There was a major devaluation of 22 percent in September of
1991. The pace of devaluation has slowed considerably since then because of govern-
ment concerns about the inflationary impact of devaluation. Despite the progress
made since 1987, the official exchange rate remains valued at almost one-third the
non-officially determined parallel rate. Since the dinar remains overvalued, further
devaluation will be necessary to increase significantly non-hydrocarbon exports or
reduce dramatically the competitiveness of imports in relation to local production.

The Abdesselam government announced in September 1992 its intention to intro.
duce a dual exchange rate system in 1993. The system would have an official rate
for priority imports and a floating rate closer to the existing parallel rate for other
imports. he Malek government has not yet indicated whether it will pursue this
course or choose some alternative means ofdevaluing the dinar.

3. Structural Policies
The Algerian government approved a new investment code in October 1993 which

for the first time does not distinguish between investments made by foreigners and
investments made by Algerians from funds held both locally and abroad. The code
provides new investors a three-year exemption from the value added tax on goods
and services acquired locally or imported, and a two- to five-year exemption from
corporate taxes. In addition, the duty on imported goods has been reduced to three
percent, and a ceiling of seven percent is to be placed on an employer's contributions
to local social security. Exemption is also allowed from duties and taxes for goods
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purchased locally from customs depots. Finally, the government will establish a new
agency to receive and coordinate all investment applications and thereby streamline
the process for obtaining government approval of new investments.

The government enacted regulations in February and April of 1991 that abolished
the monopoly rights formerly held by state corporations to import virtually all prod-
ucts. Importation of goods destined for resale to third parties is limited to dealers
and wholesalers established under the regulations adopted in August 1990. These
regulations, supplemented by an April 1991 Ministry of Commerce order, permit
private Algerian and foreign firms to become distributors and wholesalers of a wide
range of imported consumer and industrial products except clothing. Subject to con-
straints, these wholesalers and distributors may use hard currency obtained outside
of official channels to import goods, which may then be sold in hard or local cur-
rency depending on the product and on whether the goods are sold to retailers or
consumers.

The Algerian government also revised and streamlined the tariff schedule in 1992,
cutting the top tariff rate from 120 to 60 percent and the number of tariff categories
from I9to six. At the same time, taxes on imports were also substantially changed.
In addition to paying the tariff, importers must pay two other taxes: a value-added
tax, which ranges from seven to 40 percent, and, in some cases, a compensatory tax,
which ranges from ten to 50 percent.

Forproducts that are not currently banned from import, hard currency availabil-
ity andfinancing terms remain by far the most important constraints on purchases,
even outweighing such items as pricing and tax policies (see also Part 4 below). The
Algerian government is not promoting counter-trade, particularly that which in-
volves hydrocarbon exports.

The government has just issued a new decree reducing income taxes paid by for-
eign technical and supervisory personnel to a flat rate of 20 percent, down from the
previous 70 percent. The new rate applies to personnel employed by foreign compa-
nies working in most of Algeria's industrial sectors whose salaries exceed 80,000 Al-
gerian dinars per month ($1 = 23.56 dinars). It does not apply to foreign personnel
employed by liaison offices and joint ventures established in Algeria.
4. Debt Management Policies

Approximately 75 percent of Algeria's foreign exchange revenues go to service the
country's $26 billion foreign debt. The problem is not the size of the debt, which is
manageable, but with the bunching of short term payments over the next several
years. The average maturity of the debt is only 3.5 years, as opposed to six years
in 1985. Despite the high debt service burden the government has maintained a
good record of debt repayment and has repeatedly expressed its commitment to con-
tinue paying Algerian debts on time.

Since 1991, the Government of Algeria has managed its external debt by conclud-
ing three debt "re-profilings", the Algerian term for refinancings, and seeking longer
term trade financing. Through the Tall of 1993, the government eschewed seeking
a multilateral debt rescheduling because this would have required an agreement
with the International Monetary Fund. The Government of Algeria was concerned
that devaluation and cuts in the budget deficit possibly required by the IMF would
have had unacceptable social consequences.

As an alternative to rescheduling, the government concluded three debt
refinancings. The first was a syndication organized by Credit Lyonnais in February
1992. The second was a decision by the Italian government to refinance $2.5 billion
in debt maturing in 1991-93. The third, announced by the Central Bank in Septem-
ber 1993, involved the refinancing of about $175 million in debt owed by four Alge-
rian public sector banks to three Japanese companies. Local bankers express doubt
that further "re-profilings" will be possible until the Government of Algeria first
reaches agreement on an economic reform program with the IMF.

As part of its debt restructuring efforts, the Algerian government also has sought
to obtain more concessional financing, such as bilateral lines of credit. The govern-
ment requires that import financing terms exceed 18 months for food, and 36
months for priority industrial and capital suppliers for financing on the grounds
that such financing, often limited to the short term, is much more expensive than
existing long term credit. Thus, imports are increasingly sourced from those coun-
tries with lines of credit in place such as France, Itafly,thoe U.S., Japan, Belgium
and Spain.

The implications of Algeria's debt burden for American trade are great. Competi-
tive financing has become essential for sales to Algeria. EXIM Bank and the Com-
modity Credit Corporation have guaranteed or financed the great bulk of American
sales to Algeria.
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5. Significant Barriers to U.S. Exports
In October of 1992, the Algerian government Imposed a new regulation limiting

commodity imports. Three separate lists detail products which can and cannot be
imported. The first list of priority imports includes items which the Government of
Algeria believes are strategic products not available in adequate amounts locally.
They Include basic food items, medical supplies, and spare parts for exports of stra-
tegic commodities such as petroleum and building products. Importers of these
items have priority access to available lines of credit. The second list includes prod.
ucts which can be imported but are not entitled to access existing foreign currency
or available credit lines. These products are considered nonessential and are pro.
duced locally, though often of poor quality and in inadequate quantity. They can be
financed through foreign currency accounts. The third list includes items considered
luxury products which are banned completely. Agricultural products from the U.S.
have always been subject to an authorization from the Ministry of Economy and are
not affected by this regulation.

In November 1992, the government of Abdesselam set up an ad hoc committee
to review all imports with a value exceeding $100,000. Figures from its inception
through August 1993 show that the ad hoc committee approved $6.8 billion of im-
ports, of which only $130 million, or 1.9 percent, went to the private sector. Surpris-
ingly, the private sector had only requested $700 million, a testament of how small
the private sector remains in Algeria. The Malek government has indicated it ex-
pects to replace the ad hoc committee with a more market-based system but the
timing and specifics are not yet known.

Recent economic reforms have modified but not eliminated certain practices by Al-
gerian government entities and state owned firms that have impeded American
firms from obtaining service contracts, particularly in the engineering, civil works,
and construction sectors. For example, Algerian government entities and state firms
no longer automatically favor other Algerian state firms over foreign companies in
awarding service contracts. However, the ability of foreign firms to obtain such con-
tracts depends critically on their ability to offer attractive financing. Firms from
countries that have extensive bilateral lines of credit with Algeria have an advan-
tage over American firms in this regard. In addition, excessive demands for extra
services or the acceptance of responsibility, levied on the foreign companies in the
past by Algerian government agencies or state companies, have diminished. These
agencies and companies are displaying more flexibility on contract terms and condi-
tions, enhancing the ability of foreign firms to compete successfully and prove their
capabilities.

Under the money and credit law adopted in April 1990, foreign banks are allowed
to establish branches in Algeria after receiving government approval. They must
maintain the same level of capital as Algerian banks. One American bank, Citibank,
currently operates a representative office in Algeria, which was established in early
1992. Two private Algerian banks also are being formed. The insurance sector is
currently a state monopoly, but the government is considering opening it up to pri-
vate and foreign firms.
6. Export Subsidies Policies

Hydrocarbons continue to provide 97% of export earnings. Non-hydrocarbon ex-
ports remain limited because the products of most public sector enterprises are not
internationally competitive, and because of the overvalued dinar. Algeria's budget
deficit has thus far discouraged the government from initiating any sort of export
subsidy program.
7. Protection of U.S. Intellectual Property

Algeria is a party to the Universal Copyright Convention and the Paris Conven-
tion on Payments. The Government of Algeria has a good record of respect for intel-
lectual property rights. Generally, Algerian practice is to obtain authorization and
pay royalties for proprietary technology. Copying of patented technologies is gen-erally beyond Algeria's present technical capability. As for trademarks, most major
international brands are unavailable on the local market.
8. Worker Rights

a. The Right of Association.--Algerians have the right to form and be represented
by trade unions of their choice. Government approval for the creation of a labor
union is not necessary, although considerable limits are imposed on union activities.
Unions are not permitted to receive funds from abroad, and the government may
suspend a union s operations if it violates the law. Unions may form and join federa-
tions or confederations and affiliate themselves with international bodies.
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b. The Right to Organize and Bargain Collectively.-A 1990 Law permits collective
bargaining for all unions, and this right has been freely practiced. The law also pro-
hibits discrimination by employers against union members and organizers and pro-
vides mechanisms for resolving trade union complaints of antiunion practices by em-
ployers. It further permits all unions, whether longstanding or newly created, to re-
cruit members at the work place.

c. Prohibition of Forced or Compulsory Labor.-Forced or compulsory labor is in-
compatible with the constitution's provisions on individual rights. The penal code
was amended in 1990 to ban compulsory labor explicitly. This-ban is effectively en-
forced by labor inspections and penal sanctions.

d. Minimum Age for Employment of Children.-The minimum employment age is
16 years. Work inspectors, who report to the Ministry of Labor, are responsible for
enforcing the minimum employment age by periodic or unannounced inspection vis-
its to the work place. The minimum age is enforced in the State sector, the country's
largest employment sector. It is not effectively enforced in the agricultural sector or
the small private sector, but violations are not widespread. However, many children
under 16 are also driven by economic necessity into informal employment, such as
street vending.

e. Acceptable Conditions of Work.-The 1990 law on work relations defines the
overall framework for acceptable conditions of work, but leaves specific policies with
regard to hours, salaries, and other work conditions to the discretion of employers
in consultation with employees. A guaranteed monthly minimum wage rate for all
sectors is fixed by government decree. Algeria has a 44 -hour work week and a gov-
ernment decree regulating occupation and-health standards.

f. Rights in Sectors With U.S. Investment.-A limited number of American firms
are engaged in commercial activities in Algeria, mostly in connection with the hy-
drocarbon sector. Conditions for workers at these existing American investments as
defined by the above-mentioned worker rights are better than those prevailing in
the Algerian economy at large.

Extent of U.S. Investment in Selected Industries.-U.S. Direct
SInvestment Position Abroad on an Historical Cost Basis-1992

[Millions of u.s. dollars]

Category Amount

Petroleum........... ........................................ 45
Total Manufacturing .............................................................. 0

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

Wholesale Trade .................................................................... 0
Banking .................................................................................. 0
Finance and Insurance ......................................................... 4
Services .................................................................................. 0
Other Industries .................................................................... 0
TOTAL ALL INDUSTRIES .................................................... 49

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

BAHRAIN

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

1991 1992 1993'

Income, Production, and Employment:
GDP at Current Prices........................ 4,300 4,5604,090
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Key Economic Indicator*-Continued
[Mflions orUE ddlm ualenin o nrwis.motod

11 1993 19931

GDP Growth (nominal) ....................................... 3.0 5.0 6.0
Per Capita GNP .................................................. 68,115 8,300 8,530
Labor Force (000's) ............................................. 203 208 213
Unemployment (percent) .................................... 12 15 15

Money and Prices:
Money Supply (M2: annual percentage growth) 16.9 4.1 7.6
Prime Interest Rate ............................................ 11 7.5 6.0
Savings Rate ....................................................... 5.0 3.5 2.5
Consumer Price Inflation ................................... 1.0 2.0 3.0
Cons. Price Index (1983-84=100) ...................... 96.9 98.8 101.8
Exchange Rate (*/dinar) ..................................... 0.377 0.377 0.377

Balance of payments and trade:.2
Total Exports (FOB) ........................................... 3,459.7 3,408.2 3,750

Non-oil Exports to US........... .......... 68.2 69.0 120
Total Imports (CIF). ..................... 4,057.8 4,133.7 3,550

Non-oil Imports from US.3 ............................ 346.6 345.1 330
Economic Aid from Other Countries ................. 25 50 50
Economic Aid fromU.S ...................................... 0 0 0
External Public Debt .......................................... N/A N/A N/A
Debt Service...............N/A N/A N/A
Gold and FOREX Reserves ................................ 7,844 7,760 7,700
Trade Balance ..................................................... -598.1 -725.5 -200

Non-oil Trade balance with US.3 .................. -278.5 - 276.1 -200
N/A-Not available.

1993 IFigures are all estimates based on available data in October 1I3N
2Trade figures are for merchandise trU.
'Excluding imports of military items and civilian aircrafL

1. General Policy Framework
Although the Government of Bahrain has controlling interests in many of the is-

land's maor industrial establishments, its overall approach to economic policy, espe-
cially those policies which affect demand for U.S. exports, can best be described as
laissez fair. Except for a few basic foodstuffs, the price of goods in Bahrain is deter-
mined by market forces, and the importation and distribution of foreign commodities
and manufactured products is carried out by the private sector. Owing to its histori-
cal position as a regional trading center, Bahrain has a well-developed and highly
competitive mercantile sector in which products from the entire world are rep-
resented. Import duties are primarily a revenue device for the government and are
assessed at a ten-percent rate on most products. The Bahraini dinar (BD) is freely
convertible, and there are no restrictions on the remittance of capital or profits.
With the exception of the petroleum sector, Bahrain does not tax either corporate
or individual earnings.

Over the last two decades the Government of Bahrain has encouraged economic
diversification by investing directly in such basic industries as aluminum smelting,
petrochemicals and ship repair, ad by creating a regulatory framework which has
fostered the development of B as a regional financial and commercial center.
Despite diversification efforts, the oil and gas sector remains the cornerstone of the
economy. Oil and gas revenues constitute over 60 percent of governmental revenues,
and oil and related products account for about 80 percent of the island's exports.
The largest source of the government's oil revenue comes from Bahrain's 100,000.
barrel/lady share of the offshore Abe Safa field, a field which is shared with and
managed by Saudi Arabia.

The budgetary accounts for the central government are prepared on a biennial
basis. The current budget is for 1993--94, and was approved in April 1993. Budg-
etary revenues consist primarily of receipts from oil and gas (over 60 percent) sup-
plemented by fees and barges for services, custom duties and investment income.
Bahrain has no income taxes, and thus does not use its tax system to implement
social or investment policies. In the 1993-94 budget, 1993 revenue is projeted to
be $1.537 billion and 1993 expenditures $1.703 billion. The projected deficit of $166
million is to be financed through the issuance of three-month treasury bills and five-

S• _ I i Hal i - - -- •_"
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and seven-year government development bonds to domestic banks, as has been the
normal practice of recent years.

The instruments of monetary policy available to the Bahrain Monetary Apency
(BMA) are limited. The BMA uses treasury bills to regulate dinar liquidity positions
of the commercial banks. Liquidity to the banks is provided now through secondary
operations in treasury bills, including: (a) discounting treasury bills; and (b) sale by-
banks of bills to the BMA with a simultaneous agreement to repurchase at a later
date repspos'. Starting in 1985, the BMA imposed a reserve requirement on com-
mercial banks equal to five percent of dinar liabilities. Although the BMA has no
legal authority to fix interest rates, it has published recommended rates for Bah-
raini dinar deposits since 1975. In 1982, the BMA instructed the commercial banks
to observe a maximum marq'n of one percent over their cost of funds, as determined
by the recommended deposit rates, for loans to prime customers. In August 1988,
special interest rate ceilings for consumer loans were introduced. In May 1989, the
maximum prime rate was abolished, and in February 1990, new guidelines permit-
ting the issuance of dinar CD's at freely negotiated rates for any maturity from six
months to five years were published.
2. Exchange Rate Policies

Since December 1980, Bahrain has maintained a fixed relationship between the
Bahraini dinar (BD) and the U.S. dollar at the rate of one U.S. dollar = 0.377 BD.
Bahrain maintains a fully open exchange system free of restrictions on payments
and transfers. There is no black market or parallel exchange rate.
3. Structural Policies

As a member of the Gulf Cooperation Council (GCC), Bahrain participates fully
in GCC efforts to achieve greater economic integration among its member states. In
addition to according duty-free treatment to imports from other GCC states, Bah-
rain has adopted GCC food product labeling and automobile standards. Efforts are
underway within the GCC to enlarge the scope of cooperation in fields such as prod-
uct standards, and industrial investment coordination. In recent years, the GCC has
focused its attention on negotiation of a trade agreement with the European Com-
munity. If these negotiations are successfully concluded, such an agreement could
have a long-term adverse impact on the competitiveness of U.S. products within the
GCC, including Bahrain. Bahrain is also an active participant in the ongoing U.S.-
GCC economic dialogue. For the present, U.S. products and services compete on an
equal footing with those of other non-GCC .foreign suppliers. Bahrain participates
in the Arab]League economic boycott against Israel, but no longer strictly enforces
the secondary boycott against third-country firms found to have certain economic re-
lationships with Israel.

With a few exceptions for basic food stuffs and petroleum product prices, the Gov-
ernment of Bahrain does not attempt to control prices on the local market. Because
most manufactured products sold in Bahrain are imported, prices are basically de-
pendent upon the source of supply, shipping costs and agents' mark-ups. Since the
opening of the Saudi Arabia-Bahrain causeway in 1985, local merchants have been
less able to maintain excessive margins, and, as a consequence, prices have tended
to fall to the levels prevailing in other GCC countries.Bahrain is essentially tax-
free. The only corporate income tax in Bahrain is levied on oil, gas and petroleum
companies. There is no individual income tax, nor does the island have any value-
added tax, property tax or production tax. A few indirect and excise taxes are as-
sessed. Aside from customs duties, they include a tax on gasoline, a ten-percen1 mu-
nicipal levy on rents paid by residential tenants and a 12.5-percent tax on office
rents.
4. Debt Management Policies

The Government of Bahrain follows a policy of strictly limiting its official indebt-
edness to foreign financial institutions. In the past, it has financed its budget deficit
through local banks. The $1.4 billion Aluminum Bahrain (ALBA) smelting plant ex-
pansion project, completed in December 1992, is being financed in part through for-
eign commercial andsupplier credits. The Government of Bahrain does not regard
this debt as sovereign risk. The Government of Bahrain has no International Mone-
tary Fund or World-Bank programs.
5. Significant Barriers to U.S. Exports

Standards: Processed food items imported into Bahrain are subject to strict shelf-
life and labeling requirements. Pharmaceutical products must be imported directly
from a manufacturer which has a research department and must be licensed in a
least two other GCC countries, one of which must be Saudi Arabia.
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Investment: The government actively promote@ foreign investment and has re-cently promulgated regulations permitti ng 100 percent foreign ownership of new in-dustrial establishments and the establishment of representative offices or branches

of foreign companies without local sponsors. Most otter commercial investments aresubject to government approval and generally must be made in partnership with aBahraini national controlling 51percent of the equity. Except for citizens of Kuwait
Saudi Arabia and the U.A.9., foreign nationals are not permitted to purchase landIn Bahrain. The government encourages the employment of local nationals by set-
ting local-nation employment targets in each sector and by restricting the issuance
of expatriate labor permits.

Government procurement practices: The government makes major purchasing de-
cisions through the tendering process. For major projects, the Ministry of Works,
Power and Water extends Invitations to selected, pre-qualified firms. Likewise, con-struction companies bidding on government construction projects must be registered
with the Ministry of Works, Power and Water. Smaller contracts are handled by in-dividual ministries and departments, and are not subject to pre-qualification.

Customs procedures: The customs clearance process is used to enforce the boycottof Israel. Goods produced by blacklisted firms may be denied customs clearance orencounter delays in clearance. Customs also enforces Bahrain's Foreign AgencyLaw. Goods manufactured by a firm with a registered agent in Bahrain may onlybe imported by that agent or if by a third party, upon payment of a commission
to the registered agent.
6. Export Subsidies Policies

The Government of Bahrain provides indirect export subsidies in the form of pref-erential rates for electricity, water and natural gas to selected industrial establish-
ments. The go .rnment also permits the duty.free importation of raw material in-puts for incorration into products for export and the duty-free importation of
e qupment and machinery for newly established export industries. The governmentdoes not specifically target subsidies to small businesses. Bahrain is not a member
of GATT and is not a signatory to the GATT Subsidies Code.
7. Protection of U.S. Intellectual Property

Bahrain is not yet a signatory to any major intellectual property convention, andits new copyright law, adopted in 1993, excludes from protection nearly all foreignworks which are first introduced outside Bahrain. Consequently, protection of intel-lectualproperty is considered unsatisfactory by U.. standards. The sale of unau-
thorized cheap video and audio tapes and computer software is widespread. Patents
and trademarks are, however, protected by Bahraini law.

Existing intellectual property protection is provided by the Patent, Design andTrademark Law of 1955, as amended by Ministerial Decree No. 22 Of 1977 and im-
plementing regulations of 1978. The Trademark Law was revised in 1991 and re-issued as Decree No. 10 Of 1991. Protection periods are as follows: (1) a trademark
can be registered for a period of ten years, renewable without limit for further ten-
year periods; (2) a design can also be registered for a period of five years, but theregistration is only renewable for two terms of five years- (3) a patent can be reg-
istered for 15 years, renewable for one five-year period if the patent is deemed bythe Patents and Trademarks Registration Office of the Ministry of Commerce and
Agriculture to be of special importance and not to have realized revenue commensu-
rate with the expenses involved in its formulation.

The enforcement of trademark protection is gene a.lly left to the local agent or anappointed representative of the trademark owner. The government does not have apro-active policy of seeking and/or removing counterfeit goods from the market.
Trademark registration fees and procedures have not been identified as obstacles to
seek ing or maintaining trademark protection.

Infringement of new technology is basically limited to software piracy in Bahrain.Private satellite receivers are banned. The U6S.-based Cable News Network (CNN)
is transmitted during a limited schedule on an open channel by the Ministry of In-
formation with the agreement of the firm, and viewers wishing to receive CNN on
a 24-hour basis must pay a fee.

Bahrain's recently enacted Copyright Law, Legislative Decree No. 10 of 1993, ap-plies only to.intellectual properties of Bahrainis and Arab authors who are nationals
of states which have ratified the Arab Copyright Protection Agreement of 1958. In-
tellectual properties of other foreign authors are protected only if published for the
frst time in Bahrain. The law therefore has virtually no effect on works of U.S. au-
thors. There are no reliable estimates of losses to U S. trade as a result of Bahrain's
failure to provide adequate copyright protection.
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8. Worker Rights
a. The Right of Association.-Bahrain's partially-suspended 1973 constitution rec-

ognizes the right of workers to organize, but western-style trade unions do not exist
in Bahrain. However, labor regulations encourage the formation of elected workers'
committees in the larger Bahraini companies.-Worker representation in Bahrain
today is based on a system of Joint Labor-Management Consultative Councils
(JCC's). The JCC's are composed of equal numbers of appointed management rep-
resentatives and worker representatives elected from and by company employees.
The elected labor representatives of the JCC's select the 11 members of the General
Committee for Bahrain Workers (GCBW), which oversees and coordinates the work
of the JCC's. The committee also hears complaints from Bahraini and foreign work-
ers and assists them in bringing their complaints to the attention of the Ministry
of Labor or the courts. The JCC.-CCBW system now represents close to 70 percent
of the island's indigenous industrial workers. Twelve JCC's have been established
in the major state-owned industries, and in 1993 the GCBW announced the exten-
sion of the JCC system into the private sector and the planned formation of at least
five new JCC's in major private companies. Ministry of Labor spokesmen have sup-
ported these moves, and have urged the formation of JCC's in ali public and private
sector companies employing more than 200 workers.

In 1992 the AFL-CIO filed a petition to remove GSP benefits from Bahrain for
failure to provide internationally recognized worker rights. The review has been ex-
tended through the end of the 1993-94 review cycle.

b. The Right to Organize and Bargain Collectively.-While the JCC's described
above are empowered to discuss labor disputes, organize workers' services, and dis-
cuss wages, working conditions, and productivity, the workers have no entirely inde-
pendent, recognizedvehicle for representing their interests on these or other labor-
related issues. Bahraini labor law neither grants nor denies workers the right to or-
ganize and bargain collectively, or to go on strike. There are no recent examples of
major strikes, but walkouts and other job actions have been known to occur without
governmental intervention and with positive results for the workers. Minimum wage
rates are established by Council of Ministers' decree. Increases in wages above tMe
minimum, which are subject to discussion in the JOC's, are set by management,
with government salaries for comparable work often serving as an informal guide.

c. Prohibition of Forced or Compulsory Labor.-Forced or compulsory labor is le-
gally prohibited, and the Ministry of Labor is charged with enforcing the i.%w. The
press often performs an ombudsman function on labor problems, reporting instances
in which private sector employers have occasionally compelled foreign workers from
developing nations to perform work not specified in their contracts, as well as Min-
istry of Labor responses. Once a complaint has been lodged by a worker, the Min-
istry of Labor opens an investigation and often takes remedial action.

d. Minimum Age for Employment of Children.-The minimum age for employment
is 14. Juveniles between the age of 14 and 16 may not be employed in hazardous
conditions or at night and ma not work over 6 hours per day or on a piecework
basis Child labor laws are effectively enforced by Ministry of Labor inspectors in
the industrial sector; child labor outside that sector is less well monitored but is not
believed to be significant outside family-operated businesses.

e. Acceptable Conditions of Work.--Bahrain's labor law, enforced by the Ministry
of Labor, mandates acceptable conditions of work for all adult workers, including
adequate standards regarding hours of work (maximum 48 hours per week) and oc-
cupational safety and health. Minimum wage scales, set by government decree, exist
for both private and public sector employees. Complaints brought before the Min-
istry of Labor which cannot be settled through arbitration must, by law, be referred
to the Fourth High Court (La -) within 15 days. In practice, most employers prefer
to settle such disputes througai arbitration, particularly since the Court and labor
law are generally considered to favor the worker/employee. The la% provides protec-
tion for both Bahraini and expatriate workers. However, all foreign workers are re-
quired to be sponsored by Bahrainis or Bahrain-based institutions and companies.
Foreign workers, particularly those from developing countries, are often unwilling
to report abuses for fear of losing residence rights in Bahrain and having to return
to their native countries, in which they may face significantly inferior working con-
ditions and earning possibilities. In addition, the -a tor law specifically favors Bah-
rainis, followed by Arab expatriates, over all other expatriate workers in the areas
of hiring and firing. Women are generally paid less than men, and are prohibited
from performing night work, except in certain exempted fields. Women are entitled
to 60 days of paid maternity leave, nursing periods during the day, and up to one
year of unpaid maternity leave.

f. Rights in Sectors With U.S. Investment. -U.S. capital investment in Bahrain is
concentrated in the petroleum sector. It takes the form of minority share interests
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In the Bahrain Petroleum Company (BAPCO), Bahrain National Gas Company
(BANAGAS) and the Bahrain Aviation Fuelling Company (BAFCO). There is also
a joint venture factory producing bottle caps. Workers at all these companies enjoy
the same rights and conditions as other workers in Bahrain.

Extent of U.S. Investment in Selected Industries.-U.S. Direct
Investment Position Abroad on an Historical Cost Basis-1992

[Miflions or U.S. dollars)

Catqory Amount

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

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

Wholesale Trade ..............................................................
B anking ...................................................................................
Finance and Insurance ....................................................
Services .................................................................................
Other Industries ..............................................................
TOTAL ALL INDUSTRIES............................

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

()
0

0
0
0
0
0
0
0

7
- 162
(1)
0
0

-124

EGYPT

Key Economic Indicators
[Millions of Egyptian pounds (LE) unless otherwise noted]

199")91 1991/92 1992/931

Income, Production, and Employment: -•

Real GDP (86/87 prices)2.....................
Real GDP Growth (pct.)......................
GDP (current prices)2 .. . . . . . . . . . . . . . ......
By Sector:

Agriculture/Irrigation ......................................
Industry/Mining ..............................................
Petroleum Products/Derivatives...............
Electricity .........................................................
Construction ...................................................
Transport/Communications ...........................
Suez Canal .................................................
Trade ................................................................
Finance .............................................................
Insurance .........................................................
Tourism ........................... .....................
Housing . ....... .. ..... ............
Public Utilities ............................................
Social Insurance .........................................
Government Services ................................
Personal Services..........................

Real Per Capita GDP (LE, 86/87 prices) ...........

58,923
3.6

108,740

19,110
18,920
10,999

1,506
5,625
6,948
4,371

17,141
3,715

66
921

2,141
345

77
8,275
8,680

1,082.4
Labor Force (000's)......................---• 14,760

60,048
1.9

131,057

21,680
21,730
13,008
2,220
6,735
8,710
6,125

21,730
4,545

76
2,420
2,350

401
87

9,345
9,895

1,074.3
15,268

N/A
N/A
N/A

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

-N/A
15,571
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Key Economic Indicators-Continued
(Millions of Egyptian pounds (LE) unilms otherwise noted)

190091 1991/92 1992•/•3

Unemployment Rate (pet.) ................................. 8.4 9.0 10.0
Money and Prices:

Money Supply (M2) ............................................. 92,707 108,626 125,835
Bank Lending Rate (pct.) ................................... 21.0 20.3 19.5
Bank Saving Rate (pet.) ..................................... 15.5 16.7 15.3
Cons. Price Index (pct. change) ......................... 14.7 21.1 11.1
Wholesale Pr. Index (pct. change) ..................... 16.2 18.5 7.1
Exchange Rate ($/LE) ........................................ 0.336 0.301 30.300

Balance of Payments and Trade (millions of U.S.
dollars):

Total Exports FOB4 ........................................... 3,886.8 3,636.4 2,521.1
Exports to U.S.4 ............................................... 531.6 362.2 335.8

Total Imports CIF4 ............................................. 11,424.5 10,039.5 7,762.4
Imports from U.S. 4 ......................................... 1,801.3 1,683.3 1,427.6

Aid from U.S. (USFY, Obligations) ................... 2,357.0 2,387.0 2,322.0
Aid from Other Countries .................................. N/A N/A N/A
External Debt ($ billion) .................................... 34,030 34,300 34,400
Debt Service Payments ...................................... 3,000 2,100 2,000
Net International Reserves ................................ 6,087 10,138 14,436
Trade Balance'•................................................... -7,537.7 -6,403.1 -5,241.3

Balance with U.S.' .......................................... -1,269.7 - 1,320.8 - 1,091.8
N/A-Not available.
I Except where otherwise noted, data years are based on Fgyt's fiscal year, which runs from July I to

June 30 (i.e., 1993 - Egypt's fiscal year July 1. 1992 to June y h nJ1993).
2GDP at factor cost.3Free market rate. Average based on daily posted rates.
4F1y data from Central Bank Balance of Payments. Trade data tar FoY 1993 covers the period from July

1992 through March 1993.

1. General Policy Framework
In early 1991, Egypt launched a program of sweeping economic reforms to correct

macroeconomic and external payments imbalances and to create a more open mar-
ket-oriented economy. In conjunction with its commitments under an IMF Stand-
by arrangement, Egypt eliminated most foreign-exchange controls, unified the ex-
change rate, began-implementation of a sales tax (which also applies to imports),
significantly reduced the budget deficit, and instituted a system which allows both
for market-determined interest rates and greater reliance on market-oriented mone-
tary policy tools, such as a treasury bill auction. The initial macroeconomic sta-
bilization program was highly successful, but the government has proceeded more
cautiously with the far-reaching structural reform that was initiated under the
World Bank Structural Adjustment Loan (SAL) agreement. In September 1993, the
IMF agreed to Egypt's request for continued support of its adjustment program with
an Extended Fund Facility amounting to SDR 400 million ($556 million) covering
the period July 1993 through June 1996. The World Bank is working in parallel
with the IMF on a Structural Adjustment Monitoring Program.

Follow-on IMF and World Bank programs focus on stimulation of private sector
development. The government has taken tentative steps toward the eventual privat-
ization of a portion of the massive public sector, which represents approximately 75
percent of industrial production. Trade reform has been significant; import bans on
most commodities were eliminated in 1993, and the maximum tariff rate was re-
duced from 100 percent to 80 percent (with a few exceptions). Despite these liberal-
izations, the remaining high average tariff rate of about 30 percent and non-tariff
barriers to importation continue to inhibit import growth.

As reforms proceed and the private sector gains more strength, exporters of U.S.
products (which are popular in Egypt) may find improved market opportunities in
Egypt. This will depend on the government s ability to generate more interest in pri-
vate sector investment, which has been stagnant. Potential investors await progress
in privatization and the elimination of bureaucratic barriers before proceeding withnew projects.The United States is Egypt's largest supplier of imports. U.S. exports to Egypt

in 1992 totaled $3.1 billion. Annually over $200 million worth of exports are -fi-
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nanced through USAID's Commodity Import Program, over $200 million through
various USAIID projects and about $125 million under Department of Agriculture
programs. A substantial portion of $1.3 billion in U.S. military assistance finances
US. exports to Egypt.
2. Exchange Rate Policy

As part of its IMF-supported stabilization program, Egt went from a multiple
exchange rate system to a dual rate in earl 1991 and in November 1991 adopted
a free-market exchange system subject on(y to Cientral Bank buying and sealing
intervention. The exchange system is essentially free of restrictions now. In an effort
to deepen the foreign exchange market, the Egyptian government recently took fur-
ther steps to relax limitations on non-bank dealers.

After an initial depreciation of the Egyptian pound by approximately ten percent,
the exchange rate stabilized at about LE 3.31 per dollar in mid-1991 and has depre-
ciated only slightly to LE 3.36 as of October 1993. Assisted-by generous Gulf Crisis
aid, exceptional debt relief, and strong inflows from remittances, tourism, and Suez
receipts, Egypt's balance of payments moved resoundingly into surplus in FY 91,
and by September 1993, Central Bank reserves had swollen to approximately $15
billion (equivalent to almost 17 months of imports). In addition, tight credit controls,
high interest rates, and confidence in financial reforms have le[ to significant de-
do larization of the economy (largely to fund short-term investments-i.e., treasury
bills and bank deposits). In the longer run, Egypt's ability to earn foreign exchange
will depend on its willingness to continue implementing prudent fiscaland mone-
tary policies and to accelerate action on structural reforms needed to stimulate ex-

.port production.
Exchange rate stability and the sharp increase in the availability of hard cur-

rencies, now readily accessible in the new free market, should increase opportunities
for U.S. exports to Egypt when demand conditions become more favorable and with
expected future reductions in trade restrictions. Egypt's export competitiveness,
however, has eroded due to the exchange rate which has not been depreciating to
compensate for annual inflation rates of 10-15 percent.
3. Structural Policies

Egypt's trade policy liberalization program is designed to operate in tandem with
the elimination of most domestic price controls. With the exception of pharma-
ceuticals, industrial prices are expected to be decontrolled completely by the end of
1993. Price controls on pharmaceutical products, which are administered inflexibly
and are financially-harmful to U.S. and other foreign manufacturers operating in
Egypt, are expected to remain in effect for the foreseeable future. While energy,
transportation, and water prices are expected to remain administered, price in-
creases during 1993 have brought petroleum product prices to 83 percent of world
prices and electricity prices to 73 percent of long-run marginal costs. Preferential
electricity rates for most public sector industries have been eliminated. Deregulation
of agricultural prices is expected to be completed by 1993, but cotton prices will not
be freed until fate 1994. The government, still provides subsidies for local "baladi"
bread, and vegetable oil.

Significant progress in trade liberalization has been achieved since 1991, but do-
mestic industry still is protected by high tariff rates. In February 1993, the maxi-
mum tariff rate was reduced to 80 percent from its former 100 parent rate, with
some exceptions (e.g., motor vehicles and alcohol). Under the IMF follow-on pro-
gram, the maximum tariff for all goods except alcoholic beverages is to drop to 50
percent by the end of 1995. Preferential tariff rates (that had existed primarily for
the public sector) were eliminated on all imported goods except baby milk and ves-
sels imported by tourism companies. Continued liberalization of the import regime
and free-market pricing of domestically-produced goods should help U.S. goods com-
peting in the Egyptian market.

In June 1992, new capital market and banking laws were issued in conjunction
with the government's quest to deepen financial markets, stimulate interest in new
investment instruments, and facilitate public offerings of shares in state enterprises.
There were two successful public-sector company share offerings in 1993. The inter-
national financial community had anticipated greater progress in the government's
privatization program, with which the government is proceeding cautiously. The
government has pledged to complete the sales of 22 assets with an estimated book
value of LE 900 million ($267 million) by the end of 1993. An estimated 25 percent
of the total book value of all 314 state enterprises valued at approximately LE 73
billion ($22 billion) is targeted for sale by June 1995. Concern over labor's reaction
to the loss of jobs is one of the primary reasons for not moving more quickly to re-
structure, privatize, or liquidate state enterprises. Preferential treatment for public-
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sector enterprises has lessened, although some laws (such as the Government Pro-
curement Law 9) still favor them. Government controls and convoluted bureaucratic
procedures are significant barriers to private sector development. Demand for US.
exports will depend in large part on success in attracting domestic and foreign in-
vestors with projects that stimulate the economy and create new job opportunities.
It will also depend on continued financing through U.S. assistance programs and on
U.S. company initiatives.
4. Debt Management Policies

With the tapering off of receipts from oil exports, remittances, and aid inflows in
the mid 1980's, Egypt borrowed heavily to sustain high government spending and
subsidized consumnption, and built large arrears. By mid-1990 its externa[-debt
reached approximately $46 billion.

To support reforms under Egypt's IMF Stand-by program, Paris Club creditors
agreed in May 1991 to grant Egypt debt relief which would reduce the net present
value of its eligible debt by 50 percent over three years if Egypt remained in compli-
ance with IMF programs. (Ept successfully completed its Stand-b program in
May 1993, and an Extended Vfjrd Facility was approved by the IMF Board on Sep-
tember 20, 1993.) Bilateral arements have been signed with 16 of the 17 Paris
Club creditor countries. U.S. forgiveness of $6.8 billion in military debts in 1990,
which preceded Paris Club action and reduced the net present value of Egypt's U.S.
debt by 70 percent, was recognized as a part of the Paris Club package. The United
States agreed with the Paris Club to reschedule Egypt's remaining $5.1 billion debt
on generous terms.

As a result of debt forgiveness and generous rescheduling terms, interest pay-
ments on external debt were reduced by over 50 percent. US. debt forgiveness alone
will save Egypt approximately $1 billion per year in debt service over the next four
years. Egypt's total outstanding medium-and long-term debt has declined to about
$34 billion, from a pre-Paris Club peak of about $46 billion, and the debt service
ratio has been reduced from 46 percent to around 17 percent. In compliance with
the Paris Club agreement, Egypt has cleared-up its arrearages to Paris Club credi-
tor countries and must remain current on its Paris Club payments. The reduction
in Egypt's debt service bill has helped it build reserves and sustain priority imports
necessary to feed the growing population and promote economic growth.
5. Significant Barriers to U.S. Exports

Import barriers: Egypt has made significant progress in reduction of non-tariff
barriers since 1990, when the import ban list covered 210 commodities which rep-
resented 37 percent of Egypt's total manufacturing and agricultural production. In
July 1993 the Egyptian government dropped all but three commodities from the im-
port ban list. Commodities still banned from importation include fabrics, apparel,
and poultry, which together represent approximately four percent of total produc-tion. The government as leded to remove the ban on poultry in 1994 and review
the ban on textile products in conjunction with GATT negotiations on the Multifiber
Arrangement. The list of goods requiring prior approval before importation was also
eliminated in 1993.

Standards: Egypt is a party to the GATT Standards Code. The Egyptian govern-
ment pledged that it would not introduce any new non-tariff barriers as it reduced
tariff rates and eliminated import bans. When the import ban list was reduced in
August 1992 and July 1993, however, many items that came off that list were added
Sto the list of commodities requiring inspection for quality control before importation.
The "quality control list" consists of 159 items including: foodstuffs, spare parts, con-
struction products, electronic devices, appliances, and many consumer goods. Stand-
ards, when they exist are often ill-defined. Although Egyptian authorities stress
that standards applied to imports and domestically-produced goods are the same,
importers report that testing procedures for imports differ, and tests are carried out
with faulty equipment by testers who often make arbitrary judgments.

Customs procedures: Customs duty assessment is often arbitrary, and rates
charged are often higher than prescribed in the tariff code. Tariff valuation is based
on the so-called "Egyptian selling price" based on the commercial invoice that ac-
companies a product the first time it is imported. Customs authorities retain infor-
mation from the original commercial invoice and expect subsequent imports of the
same product to have a value no lower than that noted on the invoice from the first
shipment. As a result of that expectation, and the belief that under-invoicing iswidely practiced, customs officials routinely increase invoice values from 10 to 30
percent. The government does not publish tariff rates bound in GATT, and in late1991, importers began to experience difficulties with customs officials who refused
to apply the lower rates that Egypt had offered in GATT for imports from GATT
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member countries. Subsequent to customs authority actions, the government sub-
mitted to GATT a request for a waiver of its obligation to provide these lower rates.
The waiver was approved with the government pledging to negotiate new rates with
its GATT partners.

Barriers to trade in services: Branches of foreign banks have been prohibited from
engaging in local currency and foreign exchange operations. In March 1993, the
Bank Law was amended to allow existing foreign bank branches to conduct local
currency dealings, and two U.S. bank branches have received licenses to do so. For-
eign investors are prohibited from establishing foreign exchange companies. The do-
mestic insurance market is closed to foreign companies, but they may operate in
free trade zones as minority partners only. Four public-sector insurance companies
(one of which is a reinsurance company) dominate the market, although threepri-
vate-sector Egyptian companies exist. Two joint ventures, each with 49 percent U.S.
ownership, operate in the free zones.

Other services barriers include the following: a screen quota exists for foreign mo-
tion pictures; only Egyptian nationals may become certified accountants; there is no
law regulating leasing activities in Egypt; and there is regular censorship of films
and printed materials.

Investment barriers: In order to ease barriers to private investment, in 1991 the
government eliminated its investment licensing system and instituted, instead, a
system for automatic approval of investments in sectors not on the "Negative List."
The list includes energy-intensive projects (raw aluminum and ferro-al loy produc-
tion) military products and related industries, tobacco products and investments in
the Sinai (except for oil, gas, and mineral exploration). Assembly industries, which
had been approved on the basis on local content, were eliminated from the "Nega-
tive List" in August 1993. Customs regulations retain, however, a local content fea-
ture in which duties on imported components are reduced according to the local con-
tent of the finished product. Under its IMF follow-on program, Egypt has pledged
to remove energy-intensive projects from the "Negative List"'in 1994.

Although the paperwork associated with obtaining an "automatic approval" for an
investment project has been reduced substantially, foreign investors seeking incen-
tives under Investment Law 230 must obtain project approval from the board of di-
rectors of the General Authority for Investment and Free Zones (GAFI). This often
causes lengthy delays as GAFI's board does not meet regularly. Industrial establish-
ments may also be formed under Companies Law 159 but they will not receive the
incentives or protections offered by Law 230. The U.S.-Egypt Bilateral Investment
Treaty (BIT) was implemented in June 1992. While its safeguard provisions are gen-
erally no more liberal than those in Law 230, it provides a further measure of pro-
tection to U.S. investors. The BIT has not yet resulted in significant new U.S. in-
vestments which would stimulate Egyptian demand for U.S. machinery, spare parts,
and technical services.

Government procurement practices: Egypt has not signed the GATT Government
Procurement Code. Although Egypt does not employ systematic or discriminatory
policies which adversely affect U.S. businesses, the government buys from public-
sector firms whenever possible. Public-sector suppliers and contractors generally re-
ceive preference, and domestic public- or private-sector firms are chosen when their
offers are within 15 percent of the highest foreign bid. Government tenders should
be awarded to the best-qualified, lowest bidder, however, it is typical for government
negotiators to bargain with several bidders. Government procurement law favors the
government; there is no penalty for government delays in making an award decision
or in returning bid or performance bonds. Egypt has moved away from government-
to-government barter agreements and toward private sector initiatives.

6. Export Subsidies Policies
Egypt's trade reform program aims at removing barriers to export production. Ex-

port subsidies as such do not exist in Egypt. Under Investment Law 230, free zone
projects, the majority of which produce goods for export, benefit from duty exemp-
tions on imported inputs and, in general, exporting industries receive some rebates
on duties p aid on imported inputs at the time of export of the finished product.
Under its SAL commitments to the World Bank, the Egyptian government has in-
creased energy and cotton procurement prices, and has eliminated electricity price
benefits for most public sector industries, thus reducing the indirect subsidization
of exports.
7. Protection of U.S. Intellectual Property

Egypt is a member of the World Intellectual Property Organization. For copyright
protection, it is a party to the Bern and the Geneva Phonogram Conventions; for
patents and trademarks, the Paris Convention, the Madrid Agreements on false Ia-
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aoling of goods and the International Registration of Marks, the Nice Convention
for the Classification of Goods and Services and the Strasbourg Patent Classification
Agreement. Thus, Egypt bears a commitment to protect US. intellectual property.

Continuing U.S. concerns regarding inadequate protection of intellectual property
in Egypt and failure to achieve significant progress in improving protection led the
U.S.Trade Representative to the April 1993Jdecision to maintain Egypt on the Spe-
cial 301 "Priority Watch List." It was also decided that a special-out-of-cycle re-
view" of progress would be conducted to determine whether additional steps under
Special 301 needed to be taken before the May 1994 annual review. The "out-of-
cycle review" resulted in a decision to maintain Egypt on the 'Priority Watch List."
On October 4, the US. Trade Representative announced that his office had accepted
a petition to rescind Egypt's tariff benefits under the U.S. Generalized System of
Preferences because of inadequate protection of intellectual property rights. A final
decision is expected by mid-1994.

Patents (product and process): Egypt's 1949 patent law excludes certain categories
of products and contains overly broad compulsory licensing provisions. Product pat-
ent protection for pharmaceuticals and food products is excluded. The patent term
is only 15 years from the application filing date. A five-year renewal may be ob-
tained only if the invention is of special importance and has not been worked ade-
quately to compensate patent holders for their efforts and expenses. Compulsory li-
censes, which limit the effectiveness of patent protection, may be granted if a patent
is not worked in Egypt within three years or is worked inadequately. In August
1993, U.S. officials conferred with Egyptian officials and proposed revisions to the
draft patent law text. Egypt has made a commitment to the United States to submit
a new patent law to the People's Assembly by September 1994.

Copyrights: Copyright piracy is widespread in Egypt and affects all categories of
works. Holders of copyrights on motion pictures (in video cassette format), sound re-
cordings, printed matter (notably medical textbooks) and computer software suffer
the gpeatest harm. In response to U.S. and domestic industry calls for improved pro-
tection, the government passed amendments to the 1954 Copyright Law in June
1992. Penalties against piracy were increased substantially, and computer software
was afforded specific protection. The amendments, however, did not resolve all areas
of U.S. concern, and U.S. officials are engaged in an ongoing dialogue with the
Egyptian vernment on further improvements to the Copyright Law. Outstanding
issues include: the period of protection for software, deposit regulations, rental
rights, translation rights, and protection for sound recordings.

The Bern Convention, to which Egypt acceded in 1977, is self-executing according
to Egyptian officials. Thus, in cases where the coverage of the Egyptian Copyright
Law may be vague or nonexistent, such as protection for satellite or cable trans-
missions and data banks, and on the question of retroactivity, U.S. coyright-hold-
ers may be able to rely directly on Bern Convention provisions in the Egyptian
courts for works created after U.S. adherence to Bern in 1989. Police have conducted
hundreds of raids on pirate establishments since the copyright law was amended,
but Egyptian courts have not yet decided a case under the new law.

Trademarks: Trademark protection is provided by Law 57 of 1939. Instances of
iqlleged trademark infringement have been cited with increasing frequency by U.S.
and other foreign firms operating in Egypt. The trademark law is not enforced
strenuously and the courts have only limited experience in adjudicating infringe-
ment cases. Fines amount to less than $100 per seizure, not per infringement.
8. Worker Rights

a. The Right of Association.-Egyptian workers may, but are not required to, join
trade unions. A union local, or worker's committee, can be formed if 50 employees
express a desire to organize. Most union members, about 25 per cent of the labor
force, are employed by state-owned enterprises. The law stipulates that "high ad-
ministrative" officials in government and the public sector may not join unions.
There are 23 industrial unions, all required to belong to the Egyptian Trade Union
Federation (ETUF), the sole legally recognized labor federation. The International
Labor Organization has long notedthat a law requiring all trade unions to belong
to a single federation infringes on the freedom of association. The government has
shown no sign that it intends to accept the establishment of more than one federa-
tion. Nevertheless, ETUF leadership asserts that it actively promotes worker inter-
ests and that there is no need for another federation. ETUF officials have close rela-
tions with the ruling National Democratic Party and some are members of the legis-
lature. They speak vigorously on behalf of worker concerns, but public confronta-
tions between ETUF and the government are rare. Disputes are more often resolved
by consensus behind closed doors.
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b. The Right to Organize and Bargain Collectively.-A draft labor law provides
statutory authorization for collective bargaining. Under the current law, unions ma
negotiate work contracts with public-sector enterprises if the latter agree to such
negotiations, but unions otherwise lack collective bargaining power in the state sec-
tor. Under current circumstances, collective bargaining does not exist in any mean-
ingful sense because the government sets wages, benefits, and job classifications by
law. Larger firms in the private sector generally adhere to such government-man-
dated standards. Labor law and practice are the same in the export processing zones
as in the rest of the country.

c. Prohibition of Forced or Compulsory Labor.-Forced or compulsory labor is ille-
gal and not practiced.

dt-Minimum Age for Employment of Children.-The minimum age for employment
is 12. Education is comrpulsory until age 15. An employee must be at least 15 to
join a labor union. The Labor Law of 1981 states that children 12 to 15 may work
six hours a day, but not after 7 p.m., and not in dangerous activities or activities
requiring heavy work. Child workers must obtain medical certificates and work per-
mits before they are employed. A 1989 study estimated that two-thirds of child
labor, perhaps 720,000 children, work on farms. However, children also work as ap-
prentices in repair and craft shops, and as workers in heavier industries such as
brick-making and textiles. It is difficult to verify how closely the Ministry of Labor
enforces child labor laws, especially in family-owned enterprises.

e. Acceptable Conditions of Work.-For government and public-sector employees,
the minimum wage is approximately $20 a month for a six-day, 48-hour work week.
Base pay is supplemented by a complex system of fringe benefits and bonuses that
may double or triple a worker's take-home pay. It is doubtful that the average fam-
ily could survive on a worker's base pay at the minimum wage rate. The minimum
wage is also legally binding on the private sector, and larger private companies gen-
erally observe the requirement and pay bonuses as well. Smaller firms do not al-
ways pay the minimum wage or bonuses. The Ministry of Labor sets worker health
and safety standards, which also apply in the free trade zones, but enforcement and
inspection are uneven.

f. Rights in Sectors With U.S. Investment.-The worker rights described in the
foregoing sections also apply to workers in the following industries: petroleum, food
and related products, metal, non-electric machinery, electric and electronic equip-
ment, and transportation equipment.

Extent of U.S. Investment in Selected Industries.-U.S. Direct
Investment Position Abroad on an Historical Cost Basis-1992

[Millions of U.S. dollars)

Category Amount

Petroleum ............................................................................... 735
Total Manufacturing .............................................................. 74

Food & Kindred Products .................................................. (1)
Chemicals and Allied Products ......................................... 19
Metals, Primary & Fabricated ........................................ 5
Machinery, except Electrical ............................................. 4
Electric & Electronic Equipment ...................................... 4
Transportation Equipment ................................................ (1)
Other Manufacturing ......................................................... 0

W holesale Trade ..................................................................... -20
Banking ................................................................................... 89
Finance and Insurance ......................................................... 5
Services .................................................................................. 35
Other Industries ..................................................................... 3

TOTAL ALL INDUSTRIES ................................................... 922

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

Key Economic Indicators
(Millions of Iranian rials (IR) unless otherwise noted]

Years roding Matsh 20

19"0"1 1991-02 1902-93

Income, Production, and Employment:
Population (millions) .................................... 54.6 55.8 57.0
Real GDP:

(billion 1985 rials) ..................................... 15,918 16,871 117,647
(million US$) 1........................................... 564,000 59,800 65,000

Per Capita GDP US$1.................. .. 989 1,071 1,140
Real GDP Growth (pct.) ............................... 11.2 8.6 4.6
GDP by Sector (pct. of GDP):

Manufacturing.........................19.4 21.2 21.0
Agriculture ............ ................... 24.1 23.3 23.3
Petroleum............................18.4 21.2 21.0
Services ..................................................... 36.6 35.5 36.0

Money and Prices:
Money Supply (MI, billion rials) ................. 11,200 14,300 17,000
Interest Rate on Short-term Deposits (pct.) 6.5 6.5 7.0
Wholesale Price Index (1985 = 100) end-

year ............................................................. 322.6 417.1 547.6
Consumer Price Index (1985 = 100) End-

year ............................................................. 280.7 346.6 411.0
Exchange Rate (IR per $):

Basic Rate ................................................. 68.6 67.4 67.1
Floating Rate......... ................ 1,360 1,440 1,540

Balance of Payments and Trade (millions of
U.S. dollars):

Total Exports (FOB)......................19,305 18,415 19,280
Exports to US.2.......................... . 230.7 0.8 0.2

Total Imports (FOB) .................................... 18,330 24,975 124,000
Imports from US 25................................... 527.1 747.5 3505

Trade Balance ............................................... 975 -6,560 -5,720
Current Account ..................... 2....................2v200 -10,300 1 -10,000

lEstlmnted.
'Year Ending December 31.
sJanuary-September 1993.

1. General Policy Framework
In 1993, Iranian President Rafsanjani slowed his push for economic reforms in the

face of political opposition. Defense spending continues to burden the economy,
while a crushing short-term credit crunch has brought Iran to the point where it
has stopped paying many of its debts.

The government did achieve one painful economic reform-the unification of ex-change rates (see below). However, policy backsliding has already occurred. The gov-
ernment has reinstituted trade and exchange controls and pays explicit subsidies for
some goods that were previously imported at p referential rates. Rafsanjani has had
to abandon some of the other central points ofhis economic program.

From the Iranian year ending in March 1989, to the Iranian year 1991/92, Iran's
imports doubled from $10.6 billion to $25 billion. This large influx of imports has
abated due to the credit crunch. Currently, the Government of Iran does not have
any strategy to deal with its debt crisis. Even the limited political reform measures
available to the government are likely to meet determined resistance from both Is-
lamic hardliners and various interest groups that fear the impact of reform.

There are no diplomatic relations between the United States and Iran. The cur-
rent state of political relations has acted generally to discourage a US. business
presence in Iran. Moreover, U.S. trade restrictions and the Iranian foreign exchange
shortage are major deterrents to reviving significant trade with the United States.
Despite these problems, there Is a modest trade relationship; US. exports to Iran
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generally have been climbing over the past several years, and continued to grow in
993.

2. Exchange Rate Policies
Iran moved from its former three-tiered system of legal exchange rates to a uni-

fied exchange rate on March 20, 1993. The unified rate is intended to reduce the
corruption under the old system and eliminates serious economic distortions.

The exchange rate reforms were intended allow relaxation of the strict import con-
trols that were required to conserve scarce foreign exchange. However, the credit
crunch and the unwillingness of the government to allow market forces alone to de-
termine the exchange rate have forced continued reliance on quantitative controls.
In the absence of a major and unexpected increase in oil prices, Iran is now unable
to implement a general policy of trade liberalization.
3. Structural Policies

The banking, petroleum, transportation, utilities, and mining sectors have been
nationalized, complicating prospects for sectoral efficiency and-private foreign in-
vestment. Corruption, mismanagement, and ideological rigidity have dampened eco-
nomic activity.

The Iranian government is attempting to move towards reducing restrictions on
economic activity, selling government-owned shares in various state companies and
institutions to the public, activating the stock market, establishing free trade and
industrial zones, and engaging in joint investments with foreign firms. Progress in
these areas in 1993 was uneven.

Privatization efforts are flagging in the face of the independent political power of
the bonyads, large foundations which were given the property and businesses con-
fiscated from the former Shah's family and associates.

The petroleum sector is the economy's traditional mainstay. The government is
unlikely to achieve its publicly-stated goal of five million barrels per day (mbd) of
sustainable capacity in the near future. Currently, maximum sustainable capacity
is around four mbd and Iran's OPEC quota is 3.6 mbd. Capacity is constrained by
fimancing problems, the natural decline in the productivity of major onshore fields,
delays in implementing necessary gas reinjection projects, and a shortage of experi-
enced personnel.

Relaxation of price controls continued in some areas, but the government has
maintained controls on certain politically sensitive commodities. However, rice and
meat prices continue to increase. Rationing of cooking oil and rice continues due to
short supply. Iran's domestic prices are among the very lowest in the world for
many petroleum products. This encourages oil consumption and reduces export
earnings considerably.

The war with Iraq and domestic price controls necessitated an elaborate rationing
system for certain commodities. Iranian policy makers are implementing limited re-
forms, including putting subsidies on-budget. Food subsidies slated for elimination
were re-instated in the fall of 1992; $3.8 billion was included in the 1993 budget
for such subsidies. The Iranian authorities intend to maintain a limited "social safe-
ty net" of consumer subsidies.
4. Debt Management Policies

During the eight-year war with Iraq, Iran contracted almost no external debt.
Over the past four years, Iran has borrowed large amounts, primarily in the form
of short-term trade credits (often covered by creditor government guarantees), in
order to increase domestic living standards, rebuild its petroleum and industrial sec-
tors, and modernize its armed forces.

Iran's credit crunch is crippling its trade. Commercial lenders are developing more
stringent policies, and have suspended some export insurance coverage. Iran's ar-
rears have climbed above $6 billion and may reach $10 billion in early 1994.

Iran's efforts to reach agreements to reschedule its official debt were still largely
unsuccessful by October, 1993. Several export credit guarantee agencies, including
those of Japan, France, Germany, and Italy, have either suspended coverage for
Iran or are considering new loans only on a case-by-case basis.
5. Signifwant Barriers to U.S. Exports

The U.S. prohibits the export of items on the U.S. Munitions List, crime control
and detection devices, chemical weapons precursors, nuclear and missile technology,
and equipment used to manufacture military equipment. As a result of the Iran-Iraq
Non-proliferation Act, passed by Congress and signed by the president on October
23, 1992 all goods exported to Iran which require a validated export license are sub-
ject upon application to a policy of denial. This affects all dual use commodities._Ira-
nian exports to the United States were prohibited by order of the President on Octo-
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br 29, 1987. An exception to the embargo, allowing some licensed imports of Ira-
nian oh (in connection with payments to U.s claimants awarded by the US.-Iran
Claims Tribunal at The Hae , accounts for the increase in Iranian exports to the
U.S. in both 1991 and 1992. US. sanctions can be considered the most significant
barrier to the export of U.S. goods and services to Iran.
6. Export Subsidies Policies

In a countervailing duty investigation on Iranian pistachios, the US. pistachio in-
dustry alleged that a foreign exchange subsidy was available to exporters in Iran.
Although countervailing duties were imposed, the U.S. Department of Commerce
was never able to verify the existence of this program because of a lack of coopera-
tion from the Iranian authorities and a paucity of information from the growers.
7. Protection of U.S. Intellectual Property

Iran is not a member of the World Intellectual Property Organization, but is a
signatory to the Paris Convention for the Protection o Industral Property. Patent
protection is below the level of protection in the United States. Iran has not adhered
to any of the international copyright conventions.
8. Worker Rights

a. The Right of Association.-Article 131 of Iran's Labor Code grants workers and
employers alike the right to form and join their own organizations. In practice, how-
ever, there are no real labor unions. A national organization known as the "Worker's
House," founded in 1982 as the labor wing of the now-defunct Islamic Republican
Party, is the only authorized national labor organization with nominal claims to rep-
resent all Iranian workers. It works closely with the work place Islamic councils
that exist in many Iranian enterprises. The Workers' House is largely a conduit of
government influence and control, not a trade union founded by workers to rep-
resent their interests.

The officially sanctioned Islamic labor councils also are instruments of govern-
ment influence and not bodies created and controlled by workers to advance their
own interests, although they have frequently been able to block layoffs or the firing
of workers.

There is also a network of guild unions, which operates on a regional basis. These
guild unions issue vocational licenses, fund financial cooperatives to assist members,
and help workers to find jobs. The guild unions operate with the backing of the gov-
ernment.

No information is available on the right of workers in Iran to strike. It is unlikely
that the government would tolerate any strike deemed to be at odds with its eco-
nomic and labor policies.

b. The Right to Organize and Bargain Collectively.-In practice, the right of work-
ers to organize independently and bargain collectively cannot be documented. It is
not known whether labor legislation and practice in the export processing zones dif-
fer in any significant respect from the law and practice in the rest of the country.
No information is available on the mechanism used to set wages.

c. Prohibition of Forced or Compulsory Labor.--Section 273 of the Iranian Penal
Code provides that any person who does not have definite means of subsistence and
who, through laziness or negligence, does not look for work may be obliged by the
government to take suitable employment. This provision has been frequently criti-
cized by the Committee of Experts (COE) of the International Labor Organization
(ILO) as contravening ILO Convention 29 on forced labor. In its 1990 report, the
COE noted an indication by the government in its latest report to the Committee
that Section 273 had been abolished and replaced for a trial period by a new provi-
sion approved by the Parliament. The government according to the COE, stated
that the new provision was not incompatible with convention 29 and promised to
provide a copy after the provision was translated. The COE noted that the govern-
ment had indicated in its 1977 report that similar regulations concerning unem-
ployed persons and vagrants had been repealed, but had not yet complied with the
Committee's request for a copy of the repealing legislation.

d. Minimum Age for Employment of Children.-Iranian labor law, which exempts
agriculture, domestic service, family businesses, and, to some extent, other small
businesses, forbids employment of minors under 15 years (compulsory education ex-
tends through age 11) and places special restrictions on the employment of minors
under 18. In addition, women and minors may not be used for hard labor or in gen-
eral, for night work. The extent to which these regulations are enforced by the
Labor Inspection Department of the Ministry of Labor and Social Affairs and the
local authorities is not known.

e. Acceptable Conditions of Work.-The Labor Code empowers the Supreme Labor
Council to set minimum wage levels each year determined by industrial sector and



454

region. It is not known if minimum wage levels are in fact issued annually or if the
LaborMinistry's Inspectors enforce their application. The Labor Code stipulates that
the minimum wage should be sufficient to meet the living expenses of a family and
should take into account the announced rate of inflation. It is not known what share
of the working population is covered by the minimum wage legislation.

The labor law establishes a six-day workweek of 48 hours maximum (except for
overtime at premium rates), with one day of rest (normally Friday) per week as well
as at least 12 days per year of leave with pay and a number of paid public holidays.

According to the Labor Code, a Supreme Safety Council, chaired by the Labor
Minister or his representative, is responsible for promoting work place safety and
health and issuing occupational safety and health regulations and codes of practice.
The Council has reportedly issued 28 safety directives. The Supreme Safety Council
Is also supposed to oversee the activities of the safety committees that have report-
edly been established in about 3,000 enterprises employing more than 10 persons.
It is not known how well the Labor Ministry's inspectors enforce the safety and
health legislation and regulations nor whether industrial accident rates are com-
piled and show positive trends (Iran does not furnish this data to the ILO for publi-
cation in its Year Book of Labour Statistics).

Given the large segments of the economy exempted from the labor law, the effects
of the war with Iraq, and the general lack of effective labor unions, it is unclear
to what extent the provisions of Iran's labor law affect most of the labor force.

f. Rights in Sectors With U.S. Investment.-The U.S. investment which remains
in post-revolutionary Iran as reported to the U.S. Department of Commerce (see
table below) is residual investment in the petroleum sector.

Extent of U.S. Investment in Selected Industries.-U.S. Direct
Investment Position Abroad on an Historical Cost Basis-1992

[Millions of U.S. dollars)

Category Amount

Petroleum........... ........................................ (1)
Total Manufacturing .............................................................. 0

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

Wholesale Trade ..................................................................... 0
Banking ................................................................................... 0
Finance and Insurance ......................................................... 0
Services .................................................................................. 0
Other Industries ..................................................................... 0
TOTAL ALL INDUSTRIES ................................................... (1)

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

DRAQ
In response to the Iraqi invasion of Kuwait on August 2, 1990, the President, act-

ing under authority of the International Emergency Economic Powers Act, issued
Executive Orders 12722 and 12724 which, respectively, froze Iraqi Government as-
sets within the United States or in the possession or control of U.S. persons, and
barred virtually all unlicensed transactions between U.S. persons and Iraq. The U.S.
trade embargo against Iraq remains in effect.

U.S. sanctions against Iraq comply with United Nations Security Council Resolu-
tions 661 (1990), 666 (1990), and 670 (1990), which also remain in effect. These for-
bid member states, companies and individuals from undertaking any economic inter-
course with the Iraqi government or with private Iraqi firms, except with regard to
goods deemed by the UN Sanctions Committee to be of a humanitarian nature.
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United Nations economic sanctions have had a drastic effect on Iraqes economy,
which Is dependent on revenue from oil exports to finance its growth. UN sanctions
have cut Iraq's living standards to half the pre-war level. Although no price indices
are available, the cost of living has increased drastically as a result of UN sanctions.
The Iraqi dinar's value on the black market has plunged and no longer bears any
relation to its official rate of exchange (0 dinar = $3). The price of the dollar is now
over 100 dinars and rising rapidly as a result of unrestrained printing of new cur-
rency and counterfeiting. It is reasonable to assume that economic conditions will
deteriorate further as long as economic sanctions remain in effect.

Although Iraq has completed some highly visible reconstruction of basic infra-
structure, overall progress is uneven and difficult to sustain. Much of the recon-
struction is temporary, requiring cannibalization to obtain parts and further draw-
ing down extensive stocks of spares built up before the war. The rebuilding achieved
by the government has been magnified by concentrating it in areas whic support
Saddam and are visible to outsiders. Although civilian factories were little damaged
during the war, most are closed or operating one or two days a week, hampered by
continued shortages of raw materials and spare parts. Unemployment is rife.

United Nations Security Council Resolutions 706 (August,15 1991) and 712 (Sep-
tember 19, 1991) authorize the export of up to $1.6 billion of ?petroleum for a six-
month period. Revenues from those sales would accrue to a United Nations escrow
account, from which funds would be drawn to purchase humanitarian supplies for
the people of Iraq. In addition, a portion of the escrow fund would go to pay Gulf
War compensation claims against iraq and to support the UN program to destroy
Iraqi weapons of mass destruction. However, the Government of Iraq has refused
to implement these resolutions.

On October 2, 1992, the Security Council adopted Resolution 778. This new reso-
lution stipulates that states possessing assets resulting from the sale of Iraqi petro-
leuum after August 6, 1990, must with some exceptions, transfer such assets to a
United Nations escrow account. ?he resolution also directs states holding Iraqi pe-
troleum or petroleum products to take all feasible steps to liquidate such holdings
and transfer the proceeds to the escrow account. The escrow account will support
the same UN humanitarian and operational programs enumerated in 706/712.

In summary: 1. UN resolutions preclude trade with Iraq except approved exports
to Iraq of humanitarian-related goods. 2. Treasury Department regulations and li-
censing requirements enforce U.S. compliance with the IN embargo. 3. Iraqi imple-
mentation of UNSCII 706 and 712 would open the possibility of a limited resump-
tion of international trade. 4. Reliable economic statistics are unavailable, and those
produced by the Government of Iraq cannot be considered accurate.

ISRAEL

Key Economic Indicators

1991 1992 19931

Income, Production, and Employment:
Real GDP (1990 prices, NIS bill.) ...................... 111.8 119.2 124.0
Real GDP Growth (pct.) ..................................... 6.2 6.6 4.0
Nominal GDP (US$ billion) ............................... 57.9 65.6 68.2
By Sector:

Trade and Services .......................................... 18.5 21.1 N/A
Manufacturing ................................................. 18.1 20.5 N/A
Transport and Communications .................... 8.5 9.6 N/A
Construction .................................................... 7.8 8.4 N/A
Agriculture ....................................................... 4.1 3.1 N/A
Water and Electricity.........................2.4 2.8 N/A

Real Per Capita GDP (NIS) ............................... 22,095 22,923 23,178
Nominal Per Capita GDP ($)...................11,443 12,615 12,748
Civilian Labor Force (million) ............................ 1.77 1.86 1.95
Unemployment Rate (pct.) ............................... 10.6 11.2 10.5

Money and Prices (annual percentage growth):
Money Supply (M2) (avg. balance) .................... 35 24 N/A
Base Interest Rate 2 ............................................ 26.4 19.9 N/A
Savings Rate (private) ........................................ 12.9 10.3 N/A



456

Key Economic Indicator*--Continued

1901 1m 1m

Investment Rate (gross) ..................................... 16.6 10.8 N/A
Wholesale Price Index ........................................ 14.6 5.1 7.8
Consumer Price Index. .... . ... 18.0 9.4 10.0
Exchange Rate (shekeV$) ................................... 2.30 2.5 2.8

Balance of Payments and Trade (billion U.S.
dollars):

Total Exports FOB .............................................. 11.22 12.43 13.51
Exports to U.S ................................................. 3.60 4.00 4.50

Total Imports CIF ............................................... 16.70 18.56 20.34
Imports from US ........................................... 3.26 3.23 3.50

Aid from U.S ....................................................... 3.7 3.0 3.0
Aid from Other Countries .................................. N/A N/A N/A
External Total Debts.. ........ 24.31 22.97 N/A
Annual Debt Service Paid. .................. 2.68 2.97 N/A
Gold Reserves4 .................................................... N/A N/A N/A
Forex Reserves 4 .... **.......0........................ 6.3 5.6 6.5
Balance of Payments (current) ..... ........... -0.3 0.1 N/A

Balance with United States ........................... 0.34 0.76 1.0
N/A-Not available.
'Estimates from proposed 1994 Israeli government budetL
Lceal currency short.tarm credit to the public (average).

SNet liabilities of government sector, non.financial private sector, and banking system.
4Gold reserves included in figure for foreign currency reserves. End of period foreign currency reserves

beld by central monetary institutions includes deposits of foreign residents (IMP format).
our'ces Bank of Israel; Central Bureau of Statistics; Ministry of Finance.

1. General Policy Framework
Israel's economy expanded rapidly in 1992, at an annual rate of six percent. The

inflation rate dropped-significantly from 18.0 percent to 9.4 percent, in part because
of high levels of unemployment, which rose to 11.2 percent.

International transactions showed a sharp increase in 1992. Exports rose by 15
percent and civilian imports grew by 13 percent, generating a trade deficit of some
$6 billion. The United States continues to be Israels single-largest trading partner.
Bilateral trade exceeded $7 billion in 1992, with Israel accruing a tracle surplus
with the United States of some $700 million._Bilateral trade is expected to grow
and U.S. products, most of which receive duty-free treatment under the U.S.-Israeli
Free Trade Area A Dement, should continue to do well in the Israeli market.

Israel's high ou0aCs on defense and social programs contribute to an annual
budget deficit, which in 1992 equaled 2,4 percent of GNP. Israel finances its deficit
through sale of government bonds, sale of government-owned companies, tax reve-
nues, unilateral transfers from abroad, andborrowing on the international market.
Under balanced-budget legislation passed in 1991, the deficit ceiling is required to
be reduced by a set percentage every year. While the 1993 budget maintains the
mandated 3.2percent deficit ceiling, the government has presented new legislation
to replace mandated reductions in future years with a gener-! requirement that
each year's budget deficit be less than that of the previous year.

Projections for 1993 show a significantly slower growth rate for the economy. The
completion of government-backed residential construction projects and a decrease in
consumer demand in the immigrant sector will slow economic growth to an esti-
mated 4.0 percent. Exports and government investment in infrastructure are not ex-
pected to expand sufficiently to push-the GDP growth rate to the high levels of 1991
and 1992. However, government policies such as reducing the deficit from 4.2 to 3.0
percent of GDP and shifting national priorities from investment in the Occupied
Territories to investment in infrastructure and human capital within Israel have
laid the groundwork for future growth. Foreign investment is likely to increase as
the peace process advances and-Israel forges new economic relations with the Pal-
estinians and its Arab neighbors.
2. Exchange Rate Policies

Under the "diagonal" exchange mechanism introduced in December 1991, the
shekel floats within a band five percent above or below an established midpoint tied
to a basket of foreign currencies. The midpoint is shifted gradually against the bas-
ket on a daily basis, while the actual exchange rate responds to the demand for for-
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eign currency. Since its introduction, the diagonal mechanism has successfully fore.
stadled large speculative currency movements and attendant swings in reserves and
interest rates.
3. Structural Policies

Prime Minister Rabin's government, elected in June 1992, pledged to restructure
the economy by liberalizing and privatizing large government holdings. Though
there have been some successes to date, progress has been slower than expected.
Rather than sell the national telecommunications monopoly Bezeq to a private in.
vestor, the government decided to retain a controlling interest in the company, while
selling off the remaining minority shares. The sale of additional stock is tied to a
plan to liberalize the telecommunications sector by introducing competition in the
mobile phone and international long distance services over the next two years. Pri-
vatization efforts, which initially targeted such government flagships as the national
airline, El Al, and the national shipping company, Zim, are proceeding slowly. Bank
privatization, however, is moving ahead at a quicker pace, with the government al-
ready having sold controlling interests in one bank and some government-held
shares in the two largest national banks.

Capital market reform and liberalization of foreign exchange movements initiated
in 1987 have continued, integrating the Israeli banking system more closely with
international financial markets and paving the way in 1992 for an 80 percent in-
crease in Israeli investment abroad. The government reduced the tax burden in
1992, lowering by one percentage point the Value Added Tax, reducing corporate
taxes and eliminating the two percent "Peace for Galilee" import tax and airport
travel tax. In 1993, the government introduced legislation to reduce concentration
in the banking sector.
4. Debt Management Policies

Israel's foreign debt declined 5.5 percent in 1992, bringing It to about $23 billion.
The government held approximately $18 billion of the debt the private sector about
$4 billion, and the banking system about $1.5 billion. Israel's foreign assets rose 4.4
percent in 1992, bringing down its rct liabilities to $14.7 billion, or 22 percent of
uNP. Israel's debt service ratio as a percentage of merchandise exports has contin-
ued to decline and stood at 15 percent by the end of 1992.

Israel's external debt is expected to rise belinning in 1993 as Israel utilizes U.S.
loan guarantees to help finance Immigrant absorption. U.S. legislation adopted in
October 1992 made up to $10 billion of loan guarantees available to Israel in incre-
ments of up to $2 billion per year over a five-year periods.
5. Significant Barriers to U.S. Exports

Duties on most manufactured products from the United States have been elimi-
nated under the 1985 United States-Israel Free Trade Area Agreement (FTAA). Du-
ties on a second gup of products, a 'B list,* are falling toward zero by January
1, 1995 in annual-increments, and are now at 10 percent of MFN rates. Tariffs on
a IC list" of 1,300 products (about 5 percent of U.S. exports to Israel in value terms)
are to drop to zero on January 1, 1995. The FTAA liberalized and expanded the
trade of goods between the United States and Israel, and spurred discussions on
freer trade in tourism, telecommunications, and insurance services.

Non-tariff barriers such as purchase taxes, variable levies, quotas, uplifts, stand-
ards and quantitative restrictions continue to impede U.S. exports. Although licens-
ing tor U.S. products (except foodstuffs) is largely automatic under the FTAA, poten-
tial problems remain in textiles, apparel and steel.

A purchase tax (ranging from 25 to 95 percent) is applied on items considered lux-
ury goods such as automobiles, consumer electronics, and some agriculture and food
items. Purchase taxes apply to both local and foreign products. However, when there
is no local production, the purchase tax becomes a duty equivalent charge.

Israel calculates import value according to the Brussels Definition of Value (BDV),
a method which tolerates uplifts of invoice prices. For purposes of calculating duty
and other taxes, the Israeli Customs Service arbitrarily uplifts by two to five per-
cent the value of most products which exclusive agents import, and by 10 percent
or mor the value of other products. Israel has agreed to use only actual wholesale
price for large importers after 1995. Israel is not a signatory to the GATI' Valuation

Although Israel has liberalized imports of all bulk a *icultural commodities except
frozen beef, extensive import restrictions remain, including variable levies on such
U.S. exports as prunes, raisins, almonds, and baked goods. Quantitative restrictions
and in some cases, outright prohibitions, affect primarily U.S. plywood, poultry, and
dairy products.
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Israel has reduced the burden of some of its discriminatory measures against im-
ports. The government eliminated the two percent "Peace for Galilee" tax on imports
in July 1993. Israel's port fee system still discriminates against imports by levying
a 1.5 percent CIF value port fee on imports, but not exports. This fee was reduced
from 2.0 percent in 1993. Additionally, in 1993 Israel agreed to streamline customs
procedures by providing leading U.S. exporters with a blanket certification proce-
dure and eliminating certain other notarization requirements for all U.S. exporters.
These changes should facilitate the flow of goods between the United States and Is-
rael.

Israel agreed in late 1990 to harmonize standards treatment, either dropping
health and safety standards applied only to imports or making them mandatory for
all products. Enforcement of mandatory standards on domestic producers can be
spotty and cases recur (e.g. refrigerators, carpets, and packaging/labeling for food
items) in which standards are written so that domestic goods meet the standards
reqMirements more easily than imports. In May 1993-Israe said package size stand-
ards would be revised in a way that would facilitate entry of some standard U.S.
units. This has not yet been done. Israel has agreed to notify the United States of
proposed new, mandatory standards to be recorded ui ier the GATT*.

The Standards Institution of Israel is proposing a bilateral Mutual Recognition
Agreement of Laboratory Accreditation with the United States that could result in
the acceptance of U.S. developed test data in Israel. The proposed program would
eliminate the need for redundant testing of U.S. products in Israel to ensure compli-
ance with mandatory product requirements.

The Israeli government actively solicitsi1reign -private investment, including joint
ventures, especially in industries based on exports, tourism, and high technology.
Foreign firms are a, worded national treatment in terms of taxation and labor rela-
tions, and are eligible for incentives for designated "approved" investments in prior-
ity development zones. There are generally no ownership restrictions, but the for-
eign entity must.be registered in Israel. Profits, dividends, and rents can generally
be repatriated without difficulty once an investment has been executed through a
licensed bank. About 100 major U.S. companies have subsidiaries in the Israel and
some 170 Israeli companies have subsidiaries in the United States. Investment in
regulated sectors, including banking, insurance, and defense industries, requires
government approval. Israel's small market and certain nontransparent regulations
have hindered both foreign and domestic investment. The United States is ener-
getically pursuing a lifting of the Arab boycott, which continues, however, to burden
trade and impede foreign investment in Israel.

Israel is a signatory to the GATT Government Procurement Code, but its 14 code-
covered agencies represent only a small percentage of total government purchases.
The United States government is pressing for more extensive GATT code coverage
of Israeli government entities to enable more open and transparent international
tendering procedures. Under the legislation establishing the loan guarantee pro-
gram, U.S. exports of investment goods to Israel are expected to increase substan-
tially as Israel makes use of the loan guarantee funds. To this end, the United
States is pressing Israel to provide full and timely information on existing and pro-
posed tenders.

The Government of Israel frequently seeks "industrial cooperation" offset agree-
ments up to a maximum of 35 percent of total contract value for purchases by min-
istries, state-owned enterprises and municipal authorities. Failure to enter or fulfill
such industrial cooperation agreements (investment, co-development, m.production,
subcontracting, purchase from Israeli industry) may disadvantage a 11reign com-
pany in government awards. Although Israel pledged to relax offset requests on ci-vilian purchases under the FTAA, U.S. firms may still encounter requests to enter
into oMset arrangements. Israeli government agencies and state-owned corporations
not covered by the GATT Gg vernment Procurement Code follow this "buy national"
policy to promote national manufacturers.

Recent legislation codified and strengthened a 15-percent-oi'cost preference ac-
corded domestic suppliers in many Israeli public procurement purchases.

Starting September 1, 1991, Israel embarked on an import liberalization program
which substituted steep tariffs on non-U.S., non-EC products for licensing and other
administrative barriers previously applied to this trade. The gradual reduction in
tariffs over a five to seven year period will dilute U.S. advantages under the bilat-
eral FTAA. Israel signed a third FTAA agreement with the EFTA countries, which
entered into force in 1993, presenting U.S. exporters with additional competition
from EFTA duty-free products.,.

f-
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6. Export Subsidies Polides
In the FTAA, the U.S. and Israel committed to a bilateral subsidies code, agreeing

to phaso out the subsidy element of export enhancement programs and not to instf.
tute new export subsidies. Israel has already eliminated grants, and in 1993 elimi-
nated the major remaining export subsidy an exchange-rate, risk-insurance scheme
which paid exporters five percent on the FOB value of merchandise. Israel still re.
tains a mechanism to extend long-term export credits, but the volumes involved are
small-roughly $250 million. Israeli export subsidies have resulted in past U.S.
countervailing duty cases. In 1993 the United States government cited no new
cases. Israel has been a member of the GA¶I' Subsidies Code since 1985.
7. Protection of U.S. Intellectual Property

Israel is a member of the World Intellectual Property Organization and is party
to the Paris Convention for the Protection of Industrial Property, the Madrid Agree-
ment on Deceptive Indication of Source, the Strasbourg International Patent C-assi.
fication Agreement, the Universal Copyright Convention, the Geneva Phonogram
Convention, and the Bern Copyright Convention.

Standards of copyright protection are adequate, but enforcement in some areas is
weak. US. industry has complained that Israeli companies violate intellectual prop
erty rights by illegal duplication of video cassettes. Unauthorized showings of flmms
and television programs by unregulated cable television systems constitute a wide-
spread form of copyright infringement. Legislation is currently being drafted to im-
prove copyriht protection in cable television broadcasts. Protection or software has
been upgraded, and the two major movie distribution chains generally comply with
copyright requirements. Israeli patent law contains overly broad licensing provisions
concerning compulsory issuance for dependent and nonworking patents. Use of a
patent on a noncommercial basis is not considered an infringement.
8. Worker Rights

a. The Right of Association.-Israeli workers may join freely established organiza-
tions of their choosing. Most unions belong to the General Federation of Labor in
Israel (Histadrut) and are independent of the government. About 60 percent of the
work force, including Israeli Arabs, are members of Histadrut trade unions, and still
more are covered by Histadrut's social and insurance programs and collective bar-
gaining agreements. Nonresident workers, including the approximately 50,000 non-
resident Palestinians from the West Bank and Gaza currently working legally in Is-
rael, may not be members of Israeli trade unio'is but are entitled to some protec-
tions in organized work places. The right to ý rike is exercised regularly. Unions
freely exercise their right to form federations and affiliate internationally.

b. The Right to Organize and Bargain Collectively.-Israelis fully exercise their
legal r~.ht to organize and bargain collectively. While there is no law specifically
prohibiting antiunion discrimination, the basic law against discrimination could be
cited to contest discrimination based on union membership. There are currently no
export processing zones.

c. Prohibition of Forced or Compulsory Labor.-The law prohibits forced or com-
pulsory labor, and neither Israeli citizens nor nonresident Palestinians working in
Israel are subject to such practices.

d. Minimum Age for Employment of Children.-By law, children under the age of
15 may not be employed. Employment of those aged 16 to 18 is restricted to ensure
time for rest and education. Israeli labor exchanges do not process work applications
for West Bank or Gaza Palestinians under age 17. Ministry of Labor inspectors en-
force these laws, but advocates of children's rights charge that enforcement is lax,
especially in smaller, unorganized work places.

e. Acceptable Conditions of Work.-Legislation in 1987 established a minimum
wage at 45 percent of the average wage, calculated periodically and adjusted for cost
of giving increases. In 1993 the government increased resources available to tighten
enforcement of minimum wage legislation, but continued to identify this as a prob-
lem. Along with union representatives, the Labor Inspection Service enforces labor,
health, and safety standrdIs in the work place. By law, maximum hours of work
at regular pay are 47 hours per week (8 hours per day and 7 hours the day before
the weekly rest). The weekly rest must be at least 36 consecutive hours and include
the Sabbath. Palestinians working in Israel are technically covered by the laws and
collective bargaining agreements that cover Israeli workers.

f. Rights in Sectors With U.S. Investment.-U.S. direct investment is concentrated
in higQ-technology sectors such as electric and electronic equipment and software,
where the degree of union organization and collective bargaining is less that in
other industries. Although many employees in these sectors are Histadrut members,
they often choose not to exercise the right to organize and bargain collectively, pre-



460

ferring to negotiate contracts individually. Employers often prefer to pay more than
union scale In order to maintain management flexibility and avoid collective bar-
gaining.

Extent of US. Investment in Selected Industries.-U.S. Direct
Investment Position Abroad on an Historical Cost Basis-1992

[Millions of U.S. dollars)

Category Amount

Petroleum ................. ...... ........................................., ........ (1)
Total Manufacturing .................................. 960

Food & Kindred Products .......... ................. (1)
Chemicals and Allied Products ........................................ 44
Metals, Primary & Fabricated .......................................... (1)
Machinery, except Electrical ............................................. 16
Electric & Electronic Equipment ...................................... 588
Transportation Equipment ................................................ 3
Other M anufacturing ......................................................... (1)

W holesale Trade ..................................................................... 130
B anking .............. ; .................................................................... 0
Finance and Insurance .......................................................... 327
Services ................................................................................. .49
Other Industries ..................................................................... 128
TOTAL ALL INDUSTRIES ................................................... 1,543

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

JORDAN

Key Economic Indicators
[Millions of Jordanian Dinars unless otherwise noted)

1991 1992 19931

Income, Production, and Employment:
Real GDP22(1985 prices) ................................... 1,939.5 2,159.0 2,288.5
Real GDP Growth (pct.) ..................................... 1.8 11.3 6.0
GDP (at current prices)2 .................................... 2,779.4 3,257.0 3,582.7
By Sector:

Agriculture ....................................................... 174.3 204.0 N/A
Energy and Water ........................................... 62.0 70.9 N/A
Manufacturing ................................................. 343.7 426.0 N/A
Construction .................................................... 125.4 152.4 N/A
Rents ............. 5.3 7.4 N/A
Financial Services ........................................... 456.1 518.7 N/A
"Other Services ................................................. 90.3 95.4 N/A
Government, Health and Education .............. 471.3 555.0 N/A

Net Exports of Goods and Services ................... -1,196.2 - 1,399.9 - 1,410.0
Real Per Capita GDP (85 bps) ........................... 498.8 538.1 650.0
Labor Force (000's) ............................................. 680 706 711
Unemployment Rate (percent) ............................ 19 14 12

Money and Prices (annual percentage growth):
Money Supply (M2) ............................................. 16.9 9.40 11.0
Base Interest Rate 3 ............................................ 8.5 8.5 8.5
Personal Saving Rate ......................................... 10.0 12.0 12.0
Retail Inflation .......... .........- a............ 8.2 4.0 5.0
Wholesale Inflation ...................... ...... . 5.1 4.8 5.0
Consumer Price Index4 ................................. 168.1 174.8 181.0
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Key Economic Indicators--Continued
[Millions of Jordanian Dinars unless otherwise noted)

1991 1992 1931

Exchange Rate ($/JD): Official5 1.5 1.5 1.45
Balance of Payments and Trade:

Total Exports FOB 6 ........................................... 770.7 829.3 800.0
Exports to U.S ................................................. 2.3 4.2 6.6

Total Imports CIFO ............................................. 1,710.5 2,214.0 2,000.0
Imports from US. ........................................... 178.2 246.2 230.0

Aid from US............................ 57.0 50.0 116.0
Aid from Other Countries .................................. 225.2 198.2 210.0
External Public Debt .......................................... 5,516.8 5,203.1 4,700.0
Debt Service Payments (paid) ................. 314.8 329.5 328.0
Gold and FOREX Reserves ................................ 949.1 1,001.1 915.0
Trade Balance ..................................................... -939.8 - 1,384.7 -1,200.0

Balance with US ............................................. - 175.9 -242.0 -224.0
N/A-Not available.
11993 Flgwes are all estimates.
2ODP atProducers' Prices.
sAverage re-discount rate.
'-Actual index, not changes in the index.
sActual exchange rate.
6 Merchandise tradMe

1. General Policy Framework
The Jordanian economy achieved an unprecedented growth record of nine percent

in 1992. GDP growth was approximately 11 percent in real terms and about 17 per-
cent at current prices. During 1992, the rate of investments to GDP reached a peak
level of 29 percent. This was due to a boom in the construction sector which contin-
ued until the first quarter of 1993. The Government of Jordan's targets for this year
include achieving six percent growth of GDP, three percent higher than the IMF's
targets. Jordan and the IMF reached an agreement in July thisyear to extend the
18-month, January '92-June '93 economic adjustment program for a six-month pe.
riod ending in February, 1994. By this latter date, the Jordanian government is ex-
pected to submit a proposal for a new economic restructuring program that would
enable Jordan to resume debt rescheduling negotiations with the creditors of the
Paris Club. Jordan would also be able to draw on a new stand-by credit arrange-
ment for an additional 18-month period.

The Jordanian government's future policy decisions are expected to adapt to re-
gional -political and economic developments. Jordan may implement the new eco-
nomic and social development plan for the period 1993-1997 which was officially re-
leased on September 18, 1993. The plan's targets draw on the letter of intent the
Government of Jordan signed with the IMF in 1992 for the period ending in 1998.
Successful implementation of the $7.8 billion investment plan will rely on the Jor-
danian private sector which is expected to contribute between 61 percent and 67
percent of the required funding throughout the five-year period. The Government
of Jordan expects to receive external aid and financing in order to pay for its share
of the plan's projects. This five-year plan is to be treated as an annual policy frame-
work that may be adjusted based on annual budgetary performance.

By 1997, Jordan plans to: 1) achieve an annual GDP real growth rate of six per-
cent; 2) reduce the budget deficit (before financing) to three percent of GDP- 3)
achieve a current account equilibrium in the balance of payments; 4) reduce Jor-
dan's external debts to 100 percent of GDP; 5) reduce external debt service pay-
ments (principalplus interests) to 25 percent of exports; 6) maintain the rate of in-
flation between four percent and five percent; 7) reduce unemployment to 9.6 er-
cent- 8) raise gross consumption per capita to JD 776; and 9) raise per capital GDP
to JD 894.

Jordan's priorities are to: combat unemployment, reduce subsidies for government
services, reduce the budget deficit, broaden the tax base, reform tax policies, reduce
public investments as a percentage of GDP, reduce the government consumption
rate as a proportion of gross national consumption and increase domestic savings
to stimulate local investments. Furthermore, the Jordanian government Intends to:
increase domestic revenues to cover a greater portion of budget expenditures, and
implement budgets-by-governorates as of 1994 and amend the Customs Law.

76-160 0 - 94 - 16
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The Central Bank of Jordan's (CBJ) continues to adopt restrictive policies to en.
hance the country's monetary stability, ensure the stability of the Jordanian dinar
and its purchasing power, control credit expansion, increase the country/s foreign. ex.
change revenues 5y enhancing national exports, encourage banking mergers and in.
vestment banking, and strengthen capital formation of the banking system by ap-
plying new capital sufficiency requirements.
2. Exchange Rate Policies

The Central Bank of Jordan regulates dealing in foreign currencies in Jordan and
sets the Jordanian Banking System Exchango te. Money-changers, who were li.
censed in 1992 are restricted to dealing with ia range for a dollar-dinar buying and
selling rate. The exchange rate for moneychangers will be another official, but par.
allel rate. The dollar/dinar average (between buying and selling) exchange rate, on
October 19, 1993 was one dinar equals $1.44, or alternatively $-1.00 equals 696 lls.
There are 1000 lls to the dinar. The current rate is three points lower than the
annual average rate ($1.47) which prevailed during 1991 and 1992.

In accordance with Foreign Exchange Control Law No. 95 and other instructions,
the Central Bank of Jordan is the ultimate authority in enforcing foreign exchange
controls in Jordan. Its foreign exchange controls cover all fields of transactions in
the Kingdom including: inflow and outflow of Jordanian and foreign means of pay-
ment, dealing in foreign currencies, resident and non-resident accounts in dinars
and foreign currencies, lending in foreign currencies, commercial payments, free
trade zone payments, invisible payments and capital transfers, guarantees, export
earnings repatriation, commissions on foreign exchange permits, reporting require-
ments, and auditing and statement of account regulations. Tho Central Bank of Jor-
dan recently announced that it is considering making the dinar fully convertible. To
support its capital and reserve base, the Central Bank of Jordan has received gov-
ernment approval to raise its capital to JD 18 million, up from the present JD six
million lesel. The additional JD 12 million will be transferred from the Central
Bank of Jordan statutory reserve account, and the central bank will start building
its general reserves position from a zero position as of January, 1994.
3. Structural Policies

Market forces are generally allowed to set prices. The government imports and
subsidizes the prices of basic foodstuffs such as cereals, sugar, milk and frozen
meat. The government also sets and controls the prices of other non-strategic food
commodities and non-food commodities. Under the supply law, the Ministry of Sup-
ply maintains the right to intervene in the market and set 9 maximum price ceiling
on any consumer commodity. The ration card system for consumer purchases of
sugar rice and milk remains in force. Subsidized prices and controls have no impact
on U.. exports to Jordan with respect to food staples. A gradual elimination of rice
controls on non-subsidized, non-strategic commodities would encourage more A
exports into Jordan.

Taxes on imports are the chief source of domestic revenue. The government col-
lects import taxes and custom duties on all imports, excluding industrial raw mate-
rials and machinery. A high tariff rate is imposed on luxury items. Import tariffs
and other taxes imposed on U.S. automobiles represent a historical impediment to
the sale of U.S.-made automobiles in Jordan. The consumption tax is an additional
tax imposed on imported and locally-made products. It will be replaced by a general
sales tax In 1994, paving the way for a VAT scheduled for 1996.

The maximum marginal income tax rate for all businesses except banks is 40 per-
cent, while the marginal tax rate on individual income is capped at 55 percent, with
large personal, educational and medical deductions permitted. Except for financial
institutions, interest dividend and capital gains earnings are exempt from taxation;
in addition, income derived from agriculture is exempt.
4. Debt Management Policies

Following successful negotiations with the Paris Club in July 1993, Jordan was
able to postpone a $200 million payment due in July 1993 reschedule a $450 mil-
lion payment due in December 1993 and or an W85 million energy oan
disbursible before the end of 1993. This flexible arrangement came after the Jor-
danian government complied with IMF requirements by increasing the coverage of
the consumption tax system, amending energy rates and gasoline prices early in
1993, increasing civil servants' salaries and wages and decreashig current expendi-
tures by five percent. A new agreement was postponed, thus allowing Jordan an ad-
ditional six-month period on the old 18-month agreement which was to expire in
June 1993. Jordan and the Paris Club should resume discussions on new debt re.
scheduling arrangement after February 1994, if Jordan and the IMF successfully
conclude a follow-on program. However, Jordan is actively seeking debt relief from
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the international community, particularly from the United States, before it goes to
the Paris Club at that time.

The Government of Jordan finalized negotiations with commercial creditors of the
London Club in December, 1993. Jordan and the 80 members of the London Club
reached an agreement to re-schedule $895 million, including $75Q. million in capital
and $150 million in interest. London Club creditors had a choice of selling up to
35 percent of the principal with a discount of 35 percent and collecting 50 percent
of the outstanding interest. The rest of the principal (65 percent) would be converted
into 30-year par-value bonds guaranteed by 30-year U.S. zero bonds option coupons.
Under this option, ten percent of the outstanding interest would be paid imme-
diately and the rest would be converted into 12-year dollar bonds payable In 19
semi-annual installments after a three-year grace period.

Jordan's external debts as of July 1993 stood at 5.203 billion dinars (Approxi-
mately $7.6 billion). Out of this total, the share of debts owed to major industrial
countries is 51 percent, broken down as follows: Japan (17.4 percent) United States
(9 percent), France (eight percent), United Kingdom (7.3 percent) and Germany (4.8
percent).
5. Significant Barriers to U.S. Exports

Investment Barriers: There are no restriction on the degree of foreign ownership
in manufacturing, hotels and restaurants, and banking. However, foreigners may
not own more than 49 percent of enterprises engaged in other commercial activities,
such as trading and transportation. The government officially encourages foreign
and private investment. However, foreign investments require prior approval by the
Council of Ministers.

Government Procurement Practices: The General Supplies Department's regula-
tions were amended in 1993 allowing more decentralization of purchasing proce-
dures within the department. Foreign bidders are permitted to compete directly
with local counterparts in international tenders financed by the World Bank. How-
ever, local tenders are not directly open to foreign bidders and suppliers. By law,
foreign companies must bid through their agents. -There are no legal statutes in Jor-
dan's procurement law which support non-competitive bidding. However, the law
does not prohibit a government or semi-government agency from pursuing a selec-
tive tendering process. The law gives the tender issuing department, in addition to
the review committees at the Central Tenders and the General Supplies Depart-
ments, the ultimate right to accept or reject any bid and withhold information on
rejection decisions. There is a process for appeal in Jordan, but the foreign bidder
or supplier must conduct a protest within the domain of the Jordanian legal system.

Customs Procedures: Customs procedures in Jordan have historically been a
major impediment to free trade. Overlapping areas of authority and excessive signa-
ture clearances on paperwork of shipments remain unchanged. Actual commodity
appraisal and tariff assessment practices differ from the written regulations. Cus-
toms officers make discretionary decisions about certain cases which are subject to
conflicting instructions and regulations.

Jordan s customs law will be amended in 1994 for the first time since its issuance
in 1983. The amendment provides the Customs Department with more powers on
violations and confiscations and delegates part of the Minister of Finance's powers
to the director general of the Customs Department. Under the prevailing import
Tariff Schedules, enforced since 1989, a high tariff rate is imposed on luxury goods
and on major categories of consumer goods. On automobiles, the tariff rate ranges
from 110 percent to 310 percent. To stimulate export production, import tariffs are
low on many raw materials, machineiy and semi-finished goods. To secure tariff ex-
emptions, businessmen must document' that the raw materials to be imported will
be used in export production, maintaining at least 40 percent Jordanian value-added
content. The Director General of Customs may grant temporary admission status to
certain goods such as heavy machinery and equipment used for executing of govern-
ment projects or important projects which have government approval. Foreign con-
struction companies operating alone or with a Jordanian partner can apply for this
temporary admission status.
6. Export Subsidies Policies

A recent government measure exempted 70 percent of the profits earned from ex-
port income from corporate income tax, with a maximum exemption of 30 percent
of total income. Excluded are exports under bilateral trade protocols and phosphate,
potash and fertilizer exports. Jordan's Finance Minister announced that this meas-
ure is intended to combat unemployment by encouraging industrial project expan-
sion and new industrial export investments.
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In March 1993, the Governor of Jordan's central bank announced new export f-.dancing measures, Including the following: 1) Interest rates on advances were re.

duced to 6 percent, down from 11 percent; 2) The value-added criteria on local con.tent, as a requirement for financing, was reduced from 40 percent to 25 percent; 3)Export advances were excluded from the credit facilities accounts; 4) Long-term ex.port financing will be offered by the Central Bank of Jordan for up to five years;
and 5) The Industrial Development Bank (IDB) will offer export financing loans on
machinery Imports up to five years at no more than 8.5 percent interest.
7. Protection of U.S. Intellectual Property

Jordan Is a member of the World Intellectual Property Organization and is party
to the Paris Convention for the Protection of Industrial Property. Jordan's copyright
law, passed by Parliament in 1992, is the only up-to-date law or regulation-dealn
with the protection of foreign intellectual property. The Trademarks Law and Pat-
ents and Designs Law have not been amended since the early 1960's. Only the intel-
lectual property of Jordanian authors and foreign authors who register their worksinside the Kingdom are protected by the Copyright Law. Infringement of U.S. intel-
lectual property rights is not subject to any penalties, particularly if these rights
are not registered in Jordan and do not fall under any reciprocity agreement on
copyright protection that binds the Kingdom as a signatory.

The Jordanian Copyrights law deals with all aspects relating to the exclusiverights to 1) copy or reproduce works, 2) translate, revise, or otherwise adapt or pre-
pare program derivatives work, and 3) distribute or publicly communicate copies ofthe work. Royalties may be remitted under licensing agreements approved by the
Ministry of Industry and Trade.

Patents (product and process) must be registered at the Ministry of Industry and
Trade to receive protection. A foreign company may register patents by sending apower of attorney to a patent agent or to a lawyer. Registration may be renewed
once for a perio of 14 years. The law however, applies more to domestic patentsand un-registered foreign patents which are not already protected. Infringement of
a foreign patent such as manufacturing of chemical compounds, is observed as a
violation by Jordanian courts if it proves to be an infringement of the exact manu-
facturins process.

Copyrit: Piracy of audio and video tapes for commercial purposes is a wide-
spread practice, over which the government exercises no control. For a small fee
a customer can rnt or buy copies of a wide selection of popular U.S. films. Pirated
books are also sold in Jordan, but there is no indication that the books are actually
being reproduced within the country. The government announced that strict regula-
tions on copyright protection will be issued in January 1994.

New Technologies. There are many vendors in Jordan engaging in technological
fields such as software, integrated circuits, semiconductor chips, broadcast satellitesignals, and biotechnology. Computer software piracy is rampant in Jordan's small,
but growing computer market. Jordan has announced that it will give priority to
protecting computer software.

There is no agement between the United States and Jordan concernifig the pro-
tection of US.. intellectual property. Although the impact of this lack of protection
cannot be estimated, it is probably not severe enough to cause lost export or invest-
ment opportunities to US. firms.
8. Worker Rights

a. The Right of Association.-While Jordanians are free to join labor unions, only
about 10 percent of the work force is unionized. Unions represent their membership
in such areas as wages, working conditions and worker layoffs. Nineteen unions
comprise the Jordan Federation of trade Unions (JFTU). The JFTU actively partici-
pates in international orpanizations such as the International Labor Organization.

b. The Right to Organize and Bargain Collectively.-JFTU member unions requ-
larly engage in collective bargaining with employers. Negotiations cover a widerange of issues, including salaries, safety standards, working conditions and health
and-life insurance. If a union is unable to reach agreement with an employer, the
issue is referred to the Ministry of Labor for arbitration. If the Ministry fails to act
within two weeks after receiving a union complaint, the union may strike. Union-
employer-government relations are generally tranquil, so arbitration is rarely re-quired.

c. Pr•hibition of Forced or Compulsory Labor.--Compulsory labor is forbidden by
the Jordanian constitution and is not practiced.

d. Minimum Age for Employment of Children.--Children under age 16 are notpermitted to work except in the case of professional apprentices, who may leave the

b
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standard educational track and begin part-time (up to 6 hours a day) training at
age 13.

e. Acceptable Conditions of Work.-Jordan's workers are protected by a com.
prehensive labor code, enforced by 30 full-time Ministry of Labor inspectors. The

overnmentprepares and adjusts periodically a minimum wage schedule of various
se on recommendations of an advsoy panel composed of representatives

of workers, employers and the government. Maximum working hours are 48 per
week, with the exception of hotel, bar, restaurant and movie theater employees, who
can work up to 54 hours. Jordan also has a workers' compensation law and social
security which cover companies with more than five employees.

f. Rights in Sectors With U.S. Investment.-Workers rights in sectors with U.S.
investment do not differ from those In other sectors of the Jordanian economy. Addi-
tionally, Jordanian workers hired as employees within Jordan's free trade zones, key
areas for potential U.S. investment, enjoy the same rights and privileges as Jor-
danian workers in any other sector of the economy.

Extent of U.S. Investment in Selected Industries.-U.S. Direct
Investment Position Abroad on an Historical Cost Basis--1992

[Millions of U.S. dollars

Category Amount

Petroleum .............................................................................. 5
Total Manufacturing ............................................................. 0

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

Wholesale Trade .................................................................... 0
B anking ................................................................................... (1)
Finance and Insurance .............................................. ........... 0
Services ....................................................................... ........... 0
Other Industries .................................................................... 0
TOTAL ALL INDUSTRIES ................................................... (1)

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

KUWAIT

Key Economic Indicators
[Millions of Kuwaiti dinars (KD) unless otherwise notedJ

1991 1992 1993'

Income, Production, and Employment:
Real GDP (1985 prices) ..................................... N/A N/A N/A
Real GDP Growth (pct.) ..................................... -39.3 99.9 N/A
GDP (at current prices) ...................................... 3,184 6,367 . 4,200
By Sector:

Oil Sector ......................................................... 447.5 2,719 1,452
Non-oil sector ................................................... 2,300 N/A N/A
Net Exports of Goods and Services ................ -804 N/A N/A

Real Per Capita GDP (KD) ................................ 2,170 4,245 N/A
Labor Force (000's) ............................................. 450 600 608
Unemployment Rate (pct.) ................................. (2) 0.5 0.5

Money and Prices (annual percentage growth):
Money Supply (M2) ............................................. -3.6 -61.2 2.4
Basm interest Rate (pct.) ..................................... 7.5 7.5 6.0
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Ksy Economic Indicator-Continued
[Millions oftKuwaid dinar (KD) unless otherwise noted

1991 t I 19ls

Personal Savings Rate (pct.) .............................. N/A N/A N/A
Retail Inflation .................................................... 9.5 5.0 8.00
Wholesale Inflation ............................................. N/A N/A N/A
Exchange Rate (KDI)......................0.289 0.294 0.304

Trade and Balance of Payment. (millions of U.S.
dollars):

Total Exports (FOB) ........................................... 755 6,693 5,029
Exports to U.S. (FOB) ..................................... 40 285 1,700

Total Imports (CIF).............4,682 8,830 2,803
Imports from US. (CIF) ................................. 1,230 1,700 920

Aid from U.S ....................................................... 0 0 0
Aid from Other Countries .................................. 0 0 0
External Public Debt-.......... ..............4 5,500 5,500 5,500
Debt Service Payments ...................................... N/A 300 300
Gold and FOREX Reserves ................................ 3,179 2,771 4,077
Trade Balance ..................................................... - 3,823 -795 1,709

Balance with U.S............................................. - 1,190 - 1,415 780
NIA-Not available.
'Estimated.
sNiL
Note.-These statistics are based on Central Bank data, NAT of Kuwait data and U.S. embassy estimates.

Data in Kuwait during the War and po-war period are subject to large omissions and errors. Consequently.
data should be used with care. Revisd data (or the 1990-93 period should be finalized by mid-1995.

1. General Policy Framework
Kuwait has a small and relatively open, oil-rich economy. Pre-war Kuwait's popu-

lation was 2.3 Million. Its current population is almost 1.5 million, of whom approxi-
mately.600,000 are Kuwait citizens. Kuwait's proven crude oil reserves amount to
approximately 94 billion barrels; i.e., ten percent of total world reserves, making
Kuwait potentially, a very rich nation well into the next century.

The Kuwaiti economy has been subject to several severe shocls over thepast two
decades. These include a massive increase in government intervention and control -
of the commercial economy during the late 19-0s and early 1980s; the collapse of
the Souk al-Manakh-an unregulated curbside securities market-in 1982; thie col-
lapse of world oil prices during the mid-1980s; and, finally, the Iraqi invasion of
1990. Together, the first three of these blows produced a 40 percent decline in real
GDP in Kuwait between 1972 and 1989. The Iraqi invasion left Kuwait in the
spring of 1991 with its oil fields ablaze, its treasury depleted by the costs of thewar, its population reduced, its public sector institutions in disarray, and its private
sector largely crippled by Iraqi arson and sabotage.

The Kuwaiti budget for FY 93/94 passed the National Assembly which was elected
In October, 1•92. It is the first budget for post-liberation Kuwait that has been sub-
jected to "outside* scrutiny and approval..The budget will be in deficit by over one
billion Kuwaiti dinars (or $3.29 billion). Oil accounts for almost 90 percent of reve-
nues. A "difficult debts" law also passed the National Assembly. This law may clear
out the "debt overhang' that has been a drag on the domestic economy.

Government salaries, the housing program and rebuilding of the infrastructure
are major expenditure items. Overall defense expenditures are not included in this
budget.

is recover in Kuwait should be somewhat stronger and broader in 1994 than
in 1993. For 7993, GDP should be in the region of $178 billion, before increasing in
1994 to slightly more than $20 billion, largely on the strength of increased oil pro-
duction.

Kuwait's consumer sector has experienced a number of divergent trends in the
post liberation period. Initially, business boomed as businesses and private consum-
ers purchased goods to replace property destroyed, damaged or stolen by the Iraqi
occupiers. This created a huge and atypical demand bulge which foreign suppliers,
chiefly from the U.., supplied. Business was good and prices were secondary con-
siderations to speed of delivery and quality factors. This trade boom petered out in
late 1991.
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The decline in the consumer sector continues. Damaged goods have been replaced,
starting a product replacement cycle that will not see replacement sales return to
prewar levels for a number of years. In the automotive sector, a recent survey shows
new car sales are now below pre-war levels and are predicted to remain depressed
until late 1994 and early 199 6. Demand will be below 1988 sales levels in 1993 and
1994.

For consumer electronics, the story is much the same. Sales have dropped below
1988 levels and are expected to drop to less than 75 percent of 1988 levels in the
1994 sales year. In electronics, new high quality equipment means that replacement
cycles may be even longer than the three years assumed for automobiles.

Retailers are very aware of profound population shifts within Kuwait. The current
population is estimated at 1.49 million (43 percent Kuwaiti), down from the pre-war
population of 2.3 million. Over 300,000 middle class consumers are gone, replaced
by lower paid workers who are often here on "bachelor" status. These "bachelors'
in lower income groups seek to minimize their in-country expenditures in order to
maximize their transfer payments back to their families in their home country. This
means that less is spent in aggregate on mid- to high-quality consumer goods here.
2. Exchange Rate Policies

There are no restrictions on current or capital account transactions in Kuwait, be-
yond a requirement that all foreign exchange purchases be made through a bank
or licensed foreign exchange dealer. Equity, loan capital, interest, dividends, profits,
royalties, fees and persona savings can all be transferred in or out of Kuwait with-
out hindrance.

The Kuwaiti dinar itself is freely convertible at an exchange rate calculated daily
on the basis of a basket of currencies which is weighted to reflect Kuwait's trade
and capital flows. In practice, the Kuwaiti dinar has closely followed the exchange
rate fluctuations of the U.S. dollar over the past year.
3. Structural Policies

There are three basic points worth noting about the government's structural poli-
cies in Kuwait. First, policies as a body tend to strongly favor Kuwaiti citizens and
Kuwaiti-owned companies. Income taxes, for instance, are only levied on foreign cor-
p orations and foreign interests in Kuwaiti corporations, at rates that may range as
high as 55 percent of all net income. Foreign investment, similarly, is welcome in
Kuwait, but only in select sectors as minority partners and only on terms compat-
ible with continued Kuwaiti control of all basic economic activities. Moreover, some
sectors of the economy-including oil, banking insurance and real estate-have tra-
ditionally been closed to foreign investment. Foreigners (with the exception of na-
tionals from some Gulf Cooperation Council states) are also forbidden to trade in
Kuwaiti stocks on the Kuwaiti Stock Exchange except through the medium of unit
trusts.

Biases are also in place in regard to trade. Government procurement policies, for
instance, generally specify local products, when available, and prescribe a ten per-
cent price advantage for local companies on government tenders. There is also a
blanket agency requirement, which requires all foreign companies trading in Kuwait
to either engage a Kuwaiti agent or establish a Kuwaiti company with majority Ku-
waiti ownership and management. Finally, in labor markets, resident foreign na-
tionals are subject to stringent visa requirements special taxes and fees that are
intended to both discourage their employment and limit their tenure in Kuwait.

Secondly, price signals are only partially operational in Kuwait. In many ways,
Kuwait is still a we-are state, in. which many basic products and services are heav-
ily subsidized. Water, electricity and motor gasoline are relatively inexpensive. Basic
foods are subsidized. Local telephone calls are free (after payment of an annual sub-
scription fee), as is education and medical care. In most cases, these subsidies are
available to all residents of Kuwait; in some cases, however-the so-called "first line
commodities"-the subsidies are reserved for citizens of Kuwait.

Finally, and perhaps most importantly of all, some major aspects of this system
of preference and privilege may be under scrutiny. The budget deficit in the 1993/
94 budget has led to calls for reduced subsidies, increased fees and possible taxes
on Kuwaitis and expatriates. In addition, the IMF has done a study on the Kuwaiti
budget and deficits while the World Bank has prepared a report on privatization.
The deficit, reductions in subsidies and privatization will be the subject of debate
in the National Assembly's next session.

4. Debt Management Policy
Prior to the Gulf War, Kuwait was a significant creditor to the world economy,

having amassed a foreign investment portfolio, under the auspices of the Kuwait in-
vestment authority, that was variously valued at between $80-100 billion. All of
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this changd with the war when major expenditures on defense, reconstruction and
aid severely depleted the government's resources. Altogether, Kuwait appears to
have run a fiscal deficit that may be as high as $70 billion over fiscal years 1990/
91 and 1991/2, half of which was apparently financed through the sale of assets.
The balance was covered by a domestic bond issue (worth approximately $20 billion)
to cover the central bank's purchase of all the domestic crests of Kuwait's banking
system; re urchase agreements worth approximately $9 billion; and a $5.5 billion
commercial bank loan. Combined with previously outstanding Kuwaiti Treasury
Bills, these new borrowings have now raised Kuwait's combined foreign and domes-
tic government debt to $38-40 billion.

Looking ahead, it now appears likely that the Government of Kuwait will run
budget deficits for the next three to five years, despite rising oil revenues.
5. Significant Barriers to U.S. Exports

There are few significant barriers to US. exerts in Kuwait. Tariffs are low (cur-
rently, no higher than four percent on any product), and, since the conclusion of the
Gulf tWar, U.S. exports to Kuwait have boomed.

On the other hand, Kuwait is a Muslim country and does not permit the import
of alcohol or pork from any country. It also participates in the Arab League primary
boycott of Israel. Boycott questions involving U.S. firms should be referred to the
U.S. Embassy in Kuwait or to responsible U.S. Government agencies in the U.S. Fi-
nally, Kuwait has a new offset program which will establish significant investment
and/or counter-trade obligations for all foreign suppliers in the case of all govern-
ment contracts in excess of KD 1.0 million ($3.29 million).
6. Export Subsidies Policies

Kuwait does not directly subsidize any exports, which consist almost exclusively
of crude oil, petroleum products and fertilizer. Small amounts of vegetables are
grown by farmers receiving government subsidies, and small amounts of these vege-
Cables are sold to neighboring countries. However, not enough of these vegetables
are grown or sold to make any significant impact on local or foreign markets. Peri-
odically, Kuwait cracks down on the re-export of subsidized imports such as food
and medicine.
7. Protection of U.S. Intellectual Property

Intellectual proprty rights protection is extremely lax in Kuwait. Kuwait is not
party to any worldwide conventions for the protection of intellectual property rights
and, while it has had patent and trademark laws since 1962, the penalties under
both are so low (a maximum fine of $2,100) as to be effectively irrelevant in deter-
ring illegal activities. The patent law, moreover, excludes certain chemical inven-
tions involving foods pharmaceuticals and medicines, and offers a term of protection
of 15 years, below the International standard of 20. It also contains extraordinary
provisions for compulsory licensing whenever a patent is insufficiently used in Ku-
wait or is of "great importance to national industry".

Kuwait also has no copyright law, with the result that there is now a large, overt
market for pirated software, cassettes and videotapes as well as unauthorized Ara-
bic translations of foreign language books. A new draft copyright law is under prep-
aration by the Government of Kuwait; however, that law may still not provide ade-
quate protection for foreign works sound recordings or compilations of facts and
data. The terms of protection for different types of works are also short and pen-
alties for infringement relatively light.
8. Worker Rights

a. The Right of Association.-Workers with Kuwaiti nationality have the right to
establish and join unions and, after liberation, about 28,400 workers in Kuwait were
organized as union members. New unions must have at least 100 members 15 of
whom must be Kuwaiti. The Minister of the Interior must certify that he has-no
objection to any founding member of the union. Expatriate workers, who comprise
about 80 percent of the labor force in Kuwait, are allowed to join unions after rive
years residence, but only as non-voting members. In practice, however, foreign work-
ers can join unions after one year. In addition, Kuwaiti law forbids the establish-
ment of more than one union per "functional area' or more than one general confed-
eration.

b. The Right to Organize and Bargain Collectiwdy.-The right to strike is recog.
nized but is limited by Kuwait's labor law, which provides for compulsory negotia-
tions followed by arbitration if a settlement cannot be reached in a timely fasmon.
The civil service law also provides for collective bargaining between government
agencies and unions representing civil service employees. In practice, union rep-
resentatives and ministry officials hold coordination meetings on a regular basis.
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Unions are prohibited from involvement in domestic political, religious or sectarian
issues.

c. Prohibition of Forced or Compulsory Labor.-The Kuwaiti Constitution pro-
hibits forced labor "except in the cases specified by law for national emergencies and
with just remuneration.' Nonetheless, there continue to be credible reports that for-
eign nationals employed as domestic servants have been denied exit visas if they
seek them without their employer's consent. In many cases, employers exercise some
control over their servants by holding their passports, although the government pro-
hibits this practice and has acted to retrieve passports of maids involved in dis.
putes.

d. Minimum Age for Employment of Children.-The minimum age for employment
under Kuwaiti law is 18 years for all forms of work, both full and part-time. This
law applies to Kuwaitis and expatriates. This law is not fully observed in the non-
industrial sector. Some small businessmen employ their own children on a part time
basis and there have been unconfirmed reports that some South Asian domestic
servants are under 18.

e. Acceptable Conditions of Work.-General conditions of work are established by
Kuwaiti labor law for both the public and private sector, with the oil industry treat-
ed separately. The basic labor law limits the workweek to 48 hours, provides for a
minimum 14 days' leave per year and establishes a compensation schedule for in-
dustrial accidents. A permanent commission also supervises public health and occu-
pational safety and has had some success in raising health and safety awareness
in industry in general.

The law governing the oil industry is more generous. It provides for a 40-hour
workweek, overtime pay for shift work, 30 days annual leave and generous sick
leave. Women are permitted to work throughout the industry, except in hazardous
areas and activities, and are promised equal pay for equal work.

The Ministry of Social Affairs and Labor is responsible for enforcing labor laws.
However while compliance and enforcement of those laws appears to have been
poor in the immediate post-liberation period, especially with respect to unskilled for.
eign laborers. There has been a gradual improvement as things in Kuwait have re-
turned to normal. Foreign laborers frequently face contractual disputes poor work-
ing conditions and, in some cases, physical abuse. Domestic servants, for example,
are entirely excluded from the purview of Kuwait's labor laws and frequently work
long hours greatly in excess of 48 hours. Domestic servarits from Asian countries
have complained about lack of assistance from their embassies in some cases. In
other cases, embassies have founded shelters for abused domestics and have worked
with the Government of Kuwait to repatriate groups of workers who have desired
to return home.

f. Rights in Sectors With U.S. Investment.-The only significant U.S. investment
in Kuwait is in the divided zone between Kuwait and Saudi Arabia, where one U.S.
oil company, working under a Saudi concession, operates under and in full compli-
ance with the Kuwaiti labor law that applies to the oil sector.

Extent of U.S. Investment in Selected Industries.-U.S. Direct
Investment Position Abroad on an Historical Cost Basis-1992

[Millions of U.S. dollars)

Category Amount

Petroleum ................................... % . .... ................................. .(I)
Total Manufacturing ............................................................. 0

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

Wholesale Trade ..................................................................... 0
Banking ................................................................................... (1)
Finance and Insurance............................................................0
Services ................................................................................... (1)
Other Industries ..................................................................... 4
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Extent of UJ.S Investment in Selected Industries.-U.S. Direct
Investment Position Abroad on an Historical Cost Basis--1992-Condnued

[MiNm O" US. ddlan}

atspr7 Amount

TOTAL ALL INDUSTRIES ................................................... (1)
I Supprfewme etvo deldnidot & findividual oumpanie
Soew= U.&. Department d Comm.s Burenau o d oooml Anmlysias

MOROCCO

Key Economic Indicators
(Bflbons of dirhams Dh) unless otherwise noted)

1991 1992 19931

Income, Production and Employment:
GDP (current dirhams) ....................................... 240.8 245.6 263.1
GDP (1980 dirhams) ........................................... 113.5 110.1 112.3
Real GDP growth (pct.) ...................................... 5.1 - 3.0 2.0
GDP by Sector.

Agriculture and Fisheries ............................... 45.5 35.3 N/A
M ining .............................................................. 4.6 4.4 N/A
Energy and Water ........................................... 15.5 17.0 NIA
Manufacturing ................................................. 43.0 46.3 N/A
Construction .................................................... 12.2 12.5 N/A
Commerce ........................................................ 49.9 54.4 N/A
Other Services ................................................. 26.8 28.5 N/A
Transport and Communications .................... 14.9 16.5 NAA
Government ..................................................... 28.5 30.6 JA

Per Capita Income (Dh) ...................................... 9,632 9,594 10,081
Labor Force (million) 2........................................ 4.1 4.1 4.3
Unemployment (pct.)#2........................................ 17.3 16.0 N/A

Money and Prices:
Money (M2, pct. change) .................................... 16.8 9.3 7.4
Interest Rates'..................................................... 10.9 11.7 11.6
Savings Rate (pct. GDP) ..................................... 21.8 22.8 N/A
Investment Rate (pct. CDP) ............................... 22.9 23.8 N/A
CPI (pet. change)4 .............................................. 8.2 4.9 4.5
WPI (pct. change)4 ............................................. 6.4 2.8 4.7
Exchange Rate (Dh/$)4 ....................................... 8.7 8.5 9.2

Balance of Payments and Trode:
Total Exports (FOB) ........................................... 37.3 34.0 32.5

Exports to US ................................................. 0.9 1.3 N/A
Total Imports (CIF) ........................................... 59.7 62.8 60.9

Imports from US ............................................ 3.5 3.7 N/A
Aid from US. ($ mil.)sa....................................... 137.8 123.7 116.1
External Publ. Debt ($ bil.) ................................ 21.1 21.3 N/A
Debt Service Payments($ bil.) ............................ 2.4 2.6 N/A
Fo-ex Reserves ($ bil.) ........................................ 3.4 3.6 3.7
Trade Ealance .................................................... - 22.4 -28.8 - 28.4

Balance with US ............................................. - 2.6 - 2.4 N/A
Current Account Balance ................................... - 3.6 4.0 N/A

N/A-Not avawaib.
'Pr] wtimno based an data available in October 1993

'Avg. en bank dopotas.
"Annual Yea.'Fiscal yea.z
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1. General Policy Framework
Morocco is a lower middle income country with a market-oriented economy. Its

major sources of foreign exchange have traditionally been phosphates, tourism and
workers' remittances, but exports of agricultural products (including fish) and man.
ufactured goods (particularly clothing) are becoming increasingly important. Al.
though not included in the trade statistics, exports of cannabis are believed to be
considerable.

Morocco has pursued an economic reform program supported by the International
Monetary Fund(IMF) and World Bank since thve early 19809. Reforms under the
program included replacing quantitative import restrictions with tariffs, reducingthe overall level of protection, liberalizing the foreign exchange regime and improv-
ing the climate for foreign investment. The generally positive effects of the reform
program are currently overshadowed by a two-year drought and the recession in
Morocco's principal European markets.

The government has steadily reduced its fiscal deficit in recent years. The 1992
budget called for a fiscal deficit equal to 0.8 percent of GDP, as compared to 3.1
percent the year before and 12 percent in 1982. However, the economic slowdown,
due largely to the effects of a drought, resulted in a 1992 fiscal deficit equal to about
1.7 percent of GDP. Similarly the 1993 budget projected a deficit of around 1.0 per-
cent of GDP, but the actual deficit will probably be over 2 percent of GDP due to
the continued drought and weak economies in Morocco's principal European export
markets.

The Central Bank succeeded in stemming the rapid growth of money supply r-
suiting from the simultaneous replacement of quantitative credit controls with indi-
rect controls and increased foreign exchange inflows associated with the Gulf War.
It increased the reserve requirement several times in late 1991 and in 1992. In Oc-
tober 1992 it reduced the reserve requirement from 25 to 10 percent, but required
the reserves thus freed to be put into seven-year treasury bonds. The growth in the
money supply (M2) fell from 16.8 percent in 1991 to 9.3 percent in 1992,and is ex-
pected to be under eight percent in 1993. Real interest rates remain high; The rate
on bank loans exceeds 14 percent, as compared to an inflation rate of around 5 per-
cent.
2. Exchange Rate Policies

The Moroccan government has made the dirham convertible for an increasing
number of transactions over the last few years. As of February 1993 the dirham is
convertible for all current transactions (as defined by the IM Fs article VIII) and
some capital transactions, including capital repatriation by foreign investors. For-
eign exchange is routinely available through the commercial banks for such trans-
actions on presentation of documents. In mid-1993 the Central Bank lifted restric-
tions on Moroccan companies borrowing abroad.

The Moroccan monetary authorities set the rate of the dirham against a basket
of currencies of Morocco's principal trading partners. There are no parallel or mul-
tiple rates. The dirham rate against the dollar reflects the rate between the dollar
and the other currencies in the basket. The changes in the dollar exchange rate
against other major currencies are therefore reflected in the dollar's rate against the
dirham.
3. Structural Policies

Morocco gradually reduced barriers to trade over the last decade, although the
level of protection remains high. In recent years the government replaced quan.
titative restrictions (e.g. government monopolies and import licenses) with tariffs for
all but a few goods, notably foodstuffs and textiles. [n 1993 the government in-
creased the tariffs on meat and dairy products to between 100 to 365 percent in

paration for the elimination of the import license requirement for those products.
The new tariffs are designed to provide initially the same level of protection as the
license requirements and are scheduled to be gradually reduced. Quantitative re-
strictions on cereals, sugar and edible oils are scheduled to be replaced by additional
duties in 1994. The maximum tariff rate on other goods was recently reduced from
40 percent to 35 percent. There is also a 12.5 percent surtax on all imports.

The Moroccan government has made significant structural changes in the finan-
cial system over the last few years. Credit ceilings were replaced with indirect con-
trols through interest rates and the treasury began to pay market interest rates for
new debt issues through treasury auctions. Interest rates on deposits were deregu-
lated but lending rates were subject to a ceiling based on a reference rate deter-
mined by the average rate paid on short term deposits. In 1993 the ceiling on lend-
ing rates was changed from a one third mark-up over the reference rate to a 2.5
percentage point mark-up, effectively reducing the interest rate spread by about 1.5
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percentage points. The government began enforcing new capital! ratios for banks inearly 1993 which had the effect of reducing the ability of banks to provide credit.Morocco has a three-part tax structure consisting of a value added tax (VAT), acorporate profits tax, and an individual income tax. The Investment Code providesexemptions from some taxes based on the type and location of investment."The Moroccan government began its privatization program in earnest in 1993with the sale of some of its interests in several companies. The 1989 privatizationlaw calls for the government to privatize a total of 112 firms by the end of 1995.

4. Debt Management Policies
Morocco's foreign debt burden has declined steadily in recent years. Debt servicepayments before rescheduling, as a share of goods and services exports, have fallenfrm over 50 percent in 1989 to about 30 percent in 1992, which is roughly whatactual rescheduled debt service payments have averaged. Accordingly, the Moroccangovernment does notpIan further Pans Club rescheduling. The discount on Moroc-

can debt in the secondary market declined sharply in 1993. In late 1993 the FinanceMinistry established a framework for debt/equity conversions designed to reduce the
outstanding debt burden and to encourage foreign investment.
5. Significant Barriers to U.S. Exports and Investment

Import Licenses: A new foreign trade act passed in 1991 (but not fully imple-mented as of late 1993) reverses a legal presumption of import protection, spellingout permissible grounds for exceptions to the general principle of free trade. It re-places quantitative restrictions (e.g. government monopolies and import licenses) onthe importation of politically sensitive items such as cereals, oilseeds, milk andsugar with tariffs (both ad valorem and variable). The effect of the new law on U.S.
exports will depend on implementing regulations setting the levies and specifyingthe goods that will remain subject to non-tariff barriers.

Services Barriers: In November 1989 King Hassan abrogated a 1973 law requiring
majority Moroccan ownership of firms in a wide range of-industries, thus eliminat-ing what had been a significant barrier to U.S. service exports to Morocco. In 1993the Moroccan government repealed the 1974 decree limiting foreign ownership inthe petroleum refining and distribution sector. This was done in preparation for theprivatization of the government's shares in several petroleum distribution compa-
nies that were nationalized in the 1970s.

Standards, Testing, Labeling and Certification: Morocco applies approximately500 industrial standards based on international norms. These apply primarily topackaging, metallurgy and construction. Sanitary regulations apply to virtually allfood imports. Meat should be slaughtered according to Islamic law.Investment Barriers: TheGovernment of Morocco actively encourages foreign in-vestment. The Investment Law contains separate sectoral codes covering industry,
tourism, housing, maritime, mining, petroleum exploitation, and exports. These
codes provide incentives equally to both Moroccan and foreign investors. There areno foreign investor performance requirements although investors receive incentivessuch as tax breaks under the various sectoral codes depending on the size, sector,and location of the investment. Investment screening procedures, applicable to bothdomestic and foreign investors, are implemented only when an investor requests
benefits under the applicable sector code.
6. Export Subsidies Policies

There are no direct export subsidies. The centerpiece of exportpromotion policyis the temporary admission scheme which allows for suspension of duties and licens-ing requirements on imported inputs for export production, including energy. Thisscheme has been extended to include indirect exporters (local suppliers to export-
ers). In addition, a "prior export* program exists, whereby exporters can claim a re-fund on duties paid on imports which were subsequently transformed and exported.Export credits are rediscounted by the central bank at a preferential rate cur-rently fixed at 8 percent. This rate applies only to amounts exceeding a minimum
require.3 holding of 5 percent of bank's deposits. The Government maintains an ex-port industry investment code which provides up to five years' tax holiday on 150percent of profits for qualified Moroccan and foreign investors. Morocco is not a sig-
natory of the GATT subsidies code.
7. Protection of U.S. Jntelectual Property

Morocco is a member of the World Intellectual Property Organization (WIPO) andis party to the following conventions: Copyright-Bern, Universal, and Brussels Sat-ellite; Industrial Property -Paris Union,M adrid Agreements on source and registra.tion of trademarks, the Nice Agreement on trademark classification, and the Hague

................
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Aoment on industrial design. Computer software is not specifically covered byM c's pyright law.
Patents: Morocco has a relatively complete regulatory and legislative system for

the protection of intellectual property. A quirk dating from the era of the French
and Spanish Protectorates requires patent applications for industrial property to be
filed in both Casablanca and Tangier for complete protection.

Trademarks: Counterfeiting of clothing, luggage, and other consumer goods is not
uncommon. However, anti-counterfeiting measures have been increasingly enforced,
with prosecutions being covered by the press. Counterfeiting is primarily for local
consumption and sale to tourists rather than for export. Trademarks must also be
filed in both Casablanca and Tangier.
8. Workers Rights

a. The Right of Association.-Workers are free to form and join unions throughout
the country. The right is exercised widely but not universally. Probably five percent
of Morocco s 9 million workers are unionized, mostly in the public sector. The selec-
tion of union officers and the carrying out of their duties are sometimes subject to
government pressure. Workers have the right to strike and do so. Most work stop-
pages are intended to advertise grievances and last 24 hours or less.

b. The Right to Organize and Barqain Collectively.--While the protection of the
right to organize andbargain collectively exists in the constitution and labor law,
the government does not always enforce the protections fully. Laws protecting collec.
tive bargaining are not highly developed, although an implied right is exercised. The
multiplicity orftrade union federations creates competition to organize workers. A
single factory may contain several independent locals. Labor laws are observed most
often in the corporate and parastatal sectors of the economy. In the informal econ-
omy, labor regulations are routinely ignored. As a practical matter, the unions in
Morocco have no judicial recourse to oblige the government to act when it has not
met its obligations under the law.

c. Prohibition of Forced or Compulsory Labor.-Forced or compulsory labor is not
practiced in Morocco.

d. Minimum Age for Employment of Children.-Children may not be legally em-
ployed or apprenticed before age 12. Special regulations govern the employment of
children between the ages of 12 and 16. In practice, children are often apprenticed
before age 12, particularly in handicraft work. The use of minors is common in the
rug-making and tanning industries. Children are also employed informally as do-
mestics and usually receive little or no wages. Child labor laws are generally well-
observed in the industrialized, unionized sector of the economy.

e. Acceptable Conditions of Work.-There was no change in 1993 to the minimum
wage of 1350 dirhams per month (about $150). The minimum wage is not enforced
effectively in the informal sector of the economy. It is enforced fairly effectively
throughout the industrialized, unionized sector where most workers, except for
those employed in garment assembly, earn more than minimum wage. Moreover,
workers are customarily paid between 13 and 16 months' salary for every 12-month
year. The law provides a 48-hour maximum work week, with not more than 10
hours for any single day, premium pay for overtime, paid public and annual holi-
days, and minimum conditions for health and safety, including the prohibition of
night work for women and minors. As with other regulations and laws, these are
observed unevenly, if at all, in the informal sector.

f. Rights in Sectors With U.S. Investment. -Worker rights in sectors with U.S. in-
vestment do not differ from those described above in the formal, industrial sector
of the Moroccan economy.

Extent of U.S. Investment in Selected Industries.-U.S. Direct
Investment Position Abroad on an Historical Cost Basis-1992

[Millions of U.S. dollars)

Category Amount

Petroleum ............................................................................... (I)
Total Manufacturing ........................................................... (.)

Food & Kindred Products .................................................. 25
Chemicals and Allied Products ....................................... 8
Metals, Primary & Fabricated..........................(1)
M achinery, except Electrical ............................................. (1)
Electric & Electronic Equipment ...................................... 0
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Extent of U.. Investment in Selected Industries.-U.S. Direct
Investment Position Abroad on an Historical Cost Basis--1992-Continued

[Millions of U.S. dollars)

Catory Amount

Transportation Equipment ................................................ 0
Other M anufacturing ........................................................1 (1)

Wholesale Trade .................................................................... 0
Banking .................................................................................. 4
Finance and Insurance ......................................................... 0
Services ...................................................................... ............ 0
Other Industries .................................................................... 0
TOTAL ALL INDUSTRIES ...................................... ............ 76

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

OMAN

Key Economic Indicators
[Millions of U.S. dollars unless otherwise notedJ I

1991 1992 I9932

Income, Production, and Employment:
Real GDP (1988 prices) .....................................1 8,563.1 9,337.6 N/A
Real GDP Growth (percent) ............................... -9.0 9.0 N/A
GDP (at current prices) .....................................1 10,233.2 11,485.0 11,887.0
By Sector:

Petroleum ........................................................ 1 4,311.8 4,800.3 4,610.0
Agriculture & Fishing ....................................1 374.1 367.8 N/A
M inning .............................................................127.8 32.5 23.0
Manufacturing ................................................1 399.4 441.2 N/A
Oil refining ......................................................138.2 53.3 61.0
Construction..............................426.7 464.4 371.0
Electricity ........................................................187.6 95.4 N/A
W ater ...............................................................175.4 80.1 N/A
Wholesale/Retail Trade ..................................1 1,338.0 1,520.5 1,737.0
Restaurants/Hotels .........................................1 67.6 80.9 N/A
Transport/Communications ............................ 381.7 418.3 N/A
Financial Services ..........................................1 383.2 418.3 N/A
Real Estate ...................................................... 532.7 550.2 N/A
Government Services .....................................1 1,740.7 2,008.5 2,071.0
Other Services ................................................1 185.9 196.3 N/A
Import Duties .................................................1102.7 124.3 N/A
Less: Imputed Bank Services Charges .......... 240.5 247.8 N/A

Real Per Capita GDP ('88 bps) .......................... 4,506.8 6,044.7 5,943.5
Labor Force (000's)3................... .. . . .. . .. . . .. . . . . . .. .. . .1429 530 N/A
Unemployment Rate (pet.) ................................IN/A N/A 2.59

Money and Prices (annual percentage growth):
Money Supply (M2) ............................................ 1 3,213.3 3,312.7 3,438.0
Base Interest Rate4 ...........................................15.4 3.4 N/A
Personal Saving Rate ........................................IN/A N/A N/A
Retail InflationI.... ......................... N/A N/A N/A
Wholesale Inflation ............................................IN/A N/A N/A
Consumer Price Index (1988 base) .................... 119.5 123.0 N/A
Exchange Rate $/Rial ........................................1 2.60 2.60 2.60

Balance of Payments and Trade:
Total Exports (FOB)s.........................................1 4,870.0 5,553.6 5,348.0
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Key Economic Indicators-Continued
[Millions of U.. dolais unless otherwise noted)'I

1991 199 10993

Exports to US ................................................. 23.4 26.4 N/A
Total Imports (CIF) sa.......................................... 3,325.4 3,900 3,952.0

Imports from U.S.......................................... 243.8 256.9 N/A
Aid from U.S ....................................................... 9.2 22.5 14.1
Aid from Other Countries .................................. 40.5 72.7 N/A
Gold and FOREX Reservesf .............................. 2,606.5 2,393.0 N/A
Trade Balances ................................................... 1,544.6 1,653.6 1,396.0

Balance with U.S ..................... -218.4 - 230.5 N/A

N/A-Not available.
'TImely statistics are not readily available in Oman. The government publishes few figures on its fi.

nanees.
21993 Figures are all estimates based an monthly data available in October 1993. No current GDP figures

are available for 1993.
'Based on estimated population figures. Oman's first census is scheduled for December 1993.
4Weighted average interest rates on foreign currency lending.
sMerchandise trade.
$Gold and foreign currency are central bank reserves. State general fund figures are not available.

1. General Policy Framework
The Sultanate of Oman is a small nation of about 2.0 million people (450,000 ex-

patriates) living in the arid mountains and desert plains of the eastern Arabian Pe-
ninsula. Oil production is the foundation of the economy. Oman produces an average
of 700,000 barrels per day (b/d) of oil, about 650,000 of which is exported primarily
to Asian markets. Oman is not a member of OPEC. Oman's principal oil producer
is state-owned Petroleum Development Oman (PDO), although a few western firms
produce a minority of Oman's oil through production-sharing agreements with PDO.
Oman is a small producer, and its economy moves in lockstep with the world price
of oil. When the p rie of oil falls, Oman's oil revenues and government spending
swiftly follow. Although Oman has a per capita GDP of just under $6,000, a signifi-
cant proportion of its population lives in rural poverty. Oman and the United States
have had diplomatic relations for 150 years, and commercial relations for evenlonger.Sources of government income are relatively few in Oman. A corporate income tax

has long been collected from companies which are not 100 percent O0 iani-owned.
There is a corporate income tax applicable to Omani-owned firms which has not
been implemented. In 1993, however, the government proposed a graduated system
of taxes which would apply to Omani-owned companies. There is no personal income
tax nor are there property taxes. The most significant sources of income besides oil
royalties are the five to 20 percent tariffs levied on imports, revenues from govern-
ment-owned utilities, and revenues from the 100 percent tariff on tobacco, liquor,
and pork.

The 1992 government budget deficit stood at 35 percent of net government reve-
nues, and was due to a 20.8 percent surge in government outlays, combined with
continued weak oil prices, leaving government revenues lower than expected. The
government financed the shortfall by a combination of drawing down reserves and
issuing development bonds, which were first sold in August 1991. At least 35 per-
cent of Oman's budget is spent on defense, 36 percent on the activities of the civil
ministries, and 21 percent on capital spending projects.

Oman promotes private investments through a variety of soft loans (through three
specialized development banks) and subsidies, mostly to industrial and agricultural
ventures.

The government also grants five-year tax holidays to newly-established industries,
with the possibility of an additional five-year holiday. Incentive programs focus on
the creation of Omani investments.aAccess by foreigners to the Omani economy is
generally through Omani agents or partners, although restrictions on asset owner-ship, especially by fellow nationals of the Gulf Cooperation Council (GOC) states,
are decreasing. The three-year old Muscat Securities Market currently requires
shareholders to be 2CC nationals, but there are growing pressures to ease this re-
striction.

Oman's economy is too small to require a complicated monetary policy. The
Central Bank of Oman directly regulates the flow of currency into the economy. The
most important instruments which the bank uses are reserve requirements, loan-
to-deposit ratios, treasury bills, rediscount policies, currency swaps, and interest
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rate ceilings on deposits and loans. Such tools are, however, used to regulate the
commercial banks and raise revenue, not as a means of controlling the money sup-
ply. Oman has no legal provision for using government bonds to regulate the money
supply.
2. Exchange Rate Policies

The rial is pegged to the US. dollar at a value of one rial to $2.60. Oman last
devalued the rialin 1986. The pegging of the two currency mea.- that U.S. exports
to Oman remain competitive. Although there were recent rumors that Oman, under
pressure from declining oil prices, would again devalue, Omani officials deny that
there are any such plans. Officials also deny that Oman will impose capital controls.
3. Structural Policies

Oman operates a free-market economy, but the government is the most important
economic actor, both in terms of employment and as a purchaser of goods and serv-
ices. Contracts to provide goods and services to the government, including the two
largest purchasers, the national oil company and the defense ministry, are on the
basis of open tenders overseen by a tender board. Private sector purchases of goods
and services are made free from government involvement, although for most private
firms, the government is the main client. Oman has fairly rigid health and safety
and environmental standards (mostly British origin), which are inconsistently en-
forced.

Wholly Omani-owned firms are not yet taxed, giving them a clear advantage over
companies with substantial foreign ownership. Nevertheless, the government has
announced a proposal, not yet approved, to begin applying income taxes to Omani
firms. New companies, regardless of ownership are given a five-year tax exemption,
with a possibility of an additional five years. Firms which are 100 percent foreign-
owned (international banks or other services) are taxed at the highest rates. For

firms which are less than 51 percent Omani-owned, the tax schedule is higher than
for firms with 51 percent or more Omani ownership. The proposal for taxing Omani-
owned firms would exempt the first $78,000 of income from tax, tax the next
$442,000 at five percent and tax income over $520,000 at a rate of 7.5 percent.
4. Debt Management Policies

Oman's sovereign debt of $2.9 billion is easily managed and is owed to a consor-
tium of commercial banks. The consortium has no difficulty in finding buyers of this
debt. There are no International Monetary Fund or World Bank adjustment pro-
grams and there is no rescheduling of official or commercial government debt. Oman
gives little publicity to the foreign aid that it donates. Recently, modest aid pack-
ages have gone to Somalia, Bosnia and Lebanon.
5. Significant Barriers to U.S. Exports

A license is required for all imports into Oman. Special licenses are required to
import pharmaceuticals, liquor, and defense equipment. The licenses for general
merchandise are issued to the sole agents of individual products in order to protect
the exclusivity of the relationship. Once entered into, the agency agreements are dif-
ficult to break. This may cause problems for exporters who enter into agency agree-
ments without fully judging the qualifications of the agent. For instance, some local
agencies will not have strengths in all the markets that a U.S. firm may want to
tap. Because the agreements are hard to break, a firm dissatisfied with its agent
may be forced to endure a prolonged dissolution of the agency relationship or with-
draw from the market completely.

Service barriers consist of simple prohibitions on entering the market. For exam-
ple, entry by new firms in the areas of banking, accountancy, law and insurance
is not permitted.

Oman uses a mixture of standards and specifications systems. Generally, GCC
standards are adopted and used. However, because of the long history of trade rela-
tions with the UK, British stardards have also been adopted for many items. Oman
is a member of the Internationad Standards Organization and applies standards rec-
ommended by that organizatior:. U.S. firms sometimes have trouble meeting dual-
language labeling requirements or, because of long shipping periods, complying with
shelf-life requirements.

With few exceptions, companies iv Oman must be majority Omani-owned, and for-
eign investment is allowed only thronigh joint stock companies or joint ventures. In
order to obtain a waiver for more than 49 percent foreign ownership, a company
must petition the Minister of Commerce and Industry. Even when this privilege is
granted, most foreign companies in Oman find .hat their ownership is limited to 65
percent. For foreigners willing to invest in high-priority industries, such as food
processing, the government will provide subsidies and willwaive or reduce the usual
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requirements for majority Omani ownership. Use of foreign labor is permitted, but
the government demands that companies "0manize" work forces as quickly as pos.
sible. The government imposes a training levy on companies with twenty or more
employees which do not provide employee training programs.

Oman is moving toward "Buy Oman" laws, but slowly, as very few locally made
goods meeting international standards are available. The Tender Board evaluates
bids of Omani companies for products at 15 percent less than the actual bid price,
and for services, at ten percent less. In addition, the extremely short lead times for
tenders make it difficult to notify U.S. firms of trade and investment possibilities
and difficult for those firms to have time then to obtain a local agent and prepare
tender documents.

Oman's customs procedures are complex, and there are complaints of unequal en-
forcement and sudden changes in the enforcement of regulations. Processing of ship.
ments in and out of the port can add significantly to the amount of time that it
takes to get goods to the market or inputs to a project.
6. Export Subsidies Pulicies

Oman's policies on development of light industry, fisheries, and agriculture are
geared to making those se' ors competitive internationally. As noted above, inves.
tors in those areas receive a full range of input tax exemptions, utility discounts,
soft loans, and in some ce aes, tariff rotection. The government has also set up an
export guarantee program, which both subsidizes the cost of export loans and guar-
antees Omani exporters payment for exported products. Oman is not a member of
the General Agreement on Tariffs and Trade (GAIT).
7. Protection of U.S. Intellectual Property

Oman passed a trademark law in 1987, which the government enforces actively.
Official registrations of trademarks appear in most issues of the Official Gazette.
Application for trademark protection, however, depends on whether the company
has a local agent. There is no patent or copyright protection. A U.S. intellectual
property rights (IPR) delegation visited Oman in May 1992. During the talks,
Omani officials tentatively acknowledged the need to draft patent and copyright
laws and expressed an interest in examining the process. Drafts of these laws are
now being circulated through the Omani government. There has been discussion of
a U.S.-Oman IPR agreement, but Oman may prefer to negotiate through the Gulf
Cooperation Council Oman is considering joining the World Intellectdal Property
Organization and has received its technical assistance in drafting IPR laws.

In the past, there have been one or two cases of U.S. firms refusin to do business
with Omani companies because of the lack of IPR protection. The local audio and
video cassette markets are comprised almost exclusively of pirated copies. Neverthe-
less, there are signs that domestic private industry is beginning to push for copy-
right protection in order to begin importing legally-reproduced English-langy.age
audio and video tapes. Pirated versions of U.S. computer software are also available
on the local market. Oman's market in all of these areas is quite small, and major
customers buy only original computer equipment.
8. Worker Rights

a. The Right of Association.-Omani labor law does not anticipate or address the
formation of labor unions. Oman's labor law specifies that "it is absolutely forbidden
to provoke a strike for any reason.' Oman is not a member of the International
Labor Organization but recently announced its intention to join. Oman is currently
rewriting its labor law and may address some of these issues.

In 1992 the AFL-CIO filed a petition to remove GSP benefits from Oman for fail-
ure to provide internationally recognized worker rights. The review has been ex.
tended through the end of the 1993/94 review cycle.

b. The Right to Organize and Bargain Collectively.-There are no provisions for
collective bargaining for wages and working conditions in Oman. The 1973 Labor
Law (as amended) imposes a statutory obligation on employers with over 50 employ-
ees to propose the creation of a representative body of worker and management rep-
resentatives and to relay to the Ministry of Labor and Social Affairs the proposed
constitution for the body. Wages are set by employers within guidelines established
by the Ministry. The Labor Law is a comprehensive document defining conditions
of employment for both Omanis and foreign workers, who constitute 50 percent of
the work force. Work rules must be approved by the Ministry and posted conspicu-
ously in the work place. Any employee, Omani or expatriate, may file a grievance
with the Labor Welfare Board. The Board operates impartially and generally gives
workers the benefit of the doubt in grievance hearings. Disputes that the Board can-
not resolve go to the Minister of Labor and Social Affairs for decision.

m • m .
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c. Prohibition of Forced or Compulsory Labor.-Forced or compulsory labor is pro.
hibited by law.

d. Minimum Age for Employment of Children.-Under the law, children, defined
as those under the age of 13, are prohibited from working. Juveniles, defined as
those over 13 years and under 16 years of age, are prohibited from performing
evening or night work or strenuous labor. Juveniles are also forbidden to work over-
time or on weekends or holidays without Ministry permission. Education is not com-
pulsory, but the government encourages school attendance and more than 90% of
eligible school age children enter primary school.

e. Acceptable Conditions of Work.-The Labor Law allows the government to set
minimum wage guidelines. These guidelines do not cover domestic servants, farm.
ers, government employees, or workers in small businesses, categories with many
foreign workers. The minimum wage is sufficient to provide an 0mani worker in
the capital area with a decent living with something left over for rural relatives.
The same applies to the expatriate manual laborers or clerks who, likewise, send
money home. The private sector workweek is 40 to 45 hours (less for Muslims dur-
ing Ramadan). The workweek is five days in the public sector and generally five and
a half days in the private sector. Every worker has the right to 15 days of annual
leave during the first three years of employment and 30 days per year thereafter.
Employers provide many expatriates with annual or biannual round-trip tickets to
their countries of origin. Labor laws and regulations cover in detail issues of occupa-
tional safety and access to medical treatment. Employees covered under the labor
law can recover compensation for industrial injury or illness through medical insur-
ance, which the employer must provide. The health and safety standard codes are
scrupulously enforced by inspectors who make frequent on-site inspections, as re-
quired by law. The laws on child and female labor and conditions of work are effec-
tively and uniformly enforced by inspectors throughout the country.

f. Rights in Sectors With U.S. lnuestment-Petroleum.--Oman's petroleum sector
is the only part of its economy in which U.S. investment is more than minimal. U.S.
participation in other sectors is only as a contracted supplier of goods and services.
n the oil sector, U.S. firms strictly adhere to Omani labor law and have consider-

able success in employing Omanis and providing a safe working environment.

Extent of U.S. Investment in Selected Industries.-U.S. Direct
Investment Position Abroad on an Historical Cost Basis-1992

[Millions of LU.S. dollars)

Category Amount

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

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

Wholesale Trade ..................................................................... 0
B anking ................................................................................... (1)
Finance and Insurance ......................................................... 0
Services ................................................................................... 3
Other Industries .....................................................................-
TOTAL ALL INDUSTRIES ................................................... (1)

I Suppresed to avoid disclosing data or individual companies.
Source: U.S. Department of Commerce, Bureau of Economic Analysis.
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SAUDI ARABIA

Key Economic Indicators
(Billions oa" Saudi iyals unless otherwise noted]

1991 1992 1993

Income, Production, and Employment:
Real GDP (1985 prices) ...................................... 427.65 439.954 44.35
Real GDP Growth (percent) ............................... 9.7 2.9 1.0
GDP (at current prices)s2 ................ . .. . .. . . .. . .. . . .. . ..  431.92 453.51 464.85
By Sector:.

Oil..................................................................... 160.33 168.24 169.92
Private sector ................................................... 150.57 159.65 167.63
Government ..................................................... 121.02 125.62 127.30

Real Per Capita GDP3 ....................................... 26,410 26,790 26,530
Money and Prices (annual percentage growth):

Money Supply (M2) 4 .......................................... 16.6 5.5 8.2
Base Interest Rates ............................................ 5.7 3.5 3.0
Who,'sale Inflation 4........ ............... ................ 3.0 1.3 0.6
Consumer Price Index4.................................... .. 4.6 -0.4 2.0
Exchange Rate (SR/$) ..................................... 3.75 3.75 3.75

Balance of Payments and Trade (billion U.S.
dollars):

Total Exports (FOB) .......................................... 47.6 42.8 42.0
Exports to U.S. (FAS) 4 .................................. 10.9 11.3 5.2

Total Imports (FOB) ........................................... 26.0 29.8 25.3
Imports from U.S4 .......................................... 6.5 7.2 3.8

Aid from US ....................................................... 0.0 0.0 0.0
Aid from Other Countries .................................. 0.0 0.0 0.0
External Government Debt ................................ 4.5 4.5 4.5
Debt service payments (paid) ............................. 0.0 0.0 N/A
Gold and FOREX Reserves ................................ 10.0 4.8 5.1
Trade balance ...................................................... 21.6 13.0 16.7

Trade balance with U.S.4 ............................... 4.4 4.2 1.4
N/A-Not available.
I Embassy estimates.Sln purchasers' valueL.
'Based on the official 1992 census data and current GDP.
4For 1993, data for the first halt of the year.
sAverage annual rate for 1-month deposits, 1993 average for first

1. General Policy Framework
half or the year.

Saudi Arabia has an open, developing economy with a dominant government sec-
tor. Its regulations favor Saudis andcitizens of the Gulf Cooperation Council (GCC)
states. This bias is reflected in virtually all government policies, including those af-
fecting taxation, credit, investment, procurement, trade, intellectual property, and
labor. But the government's interest in promoting economicdevelopment, defense
and the techno local advancement of the economy ensure that the favoritism to-ward Saudis and the GCC does not seriously block the participation in the domestic

economy by foreign investors.
Oil dorminates the Saudi economy, comprising an estimated 37 percent of GDP,

77 percent of budget receipts, and 90 percent of exports in 1992. Much of the non-
oil ODP is tied to oil as services and supplies are sold to the oil sector and consump-
tion and investment are dependent on oil receipts. The government sector plays a
significant role in influencing resource allocation within the Saudi economy. Alloca-
tion limitations are restricted, however, because the government has chosen to
maintain spending levels of key areas of defense, salaries, direct subsidy payments,
and foreign assistance. Non-oil budget revenues include customs duties, interest in-
come, and fees and charges for services.

The Government of S-audi Arabia has recorded budget deficits annually for the
last decade, with the shortfall for 1992 estimated at more than $10.5 billion (or nine
percent of GDP). The government originally financed its fiscal shortfalls by drawing

wn deposits in the Saudi Arabian Monetary Agency (SAMA), the country's
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Central Bank, and began borrowing in 1988 to conserve its remaining assets. De.
fense and security account for nearly one-third of all expenditures, and the govern.
meant also makes large outlays for salaries, capital projects, services, and operations
and maintenance programs. The government foregoes a potentially significant
amount of budgetary income because it subsidizes prices for water, energy, housing,
and gasoline and free education and health care.

SAMA allows the growth of money supply to be dictated by government fiscal op-
erations and the growth of the economy. SAMA has the statutory authority to set
legal reserve requirements, impose limits on total loans, and regulate the minimum
ratio of domestic assets to total assets for the banks. It is also able to conduct open
market operations through repurchases of Saudi government development bonds
and treasury bills. SAMA oversees a financial sector of 12 commercial banks, five
specialized credit banks, and a variety of non-bank financial institutions.
2. Exchange Rate Policy

The Saudi riyal (SR) is officially pegged to the IMF's Special Drawing Right (SDR)
at a rate of SR 4.28255 I 1 SDR, with margins of 7.25 percent on either side of
the parity. SAMA suspended the margins in 1981 and in practice pegs the riyal to
the U.S. dollar. Saudi Arabia last devalued the riyal in June 1986 when it set the
official selling rate at SR 3.75 = $1.00. There are no taxes or subsidies on purchases
or sales of foreign exchange.

Saudi Arabia imposes no foreign exchange controls cri capital receipts or pay-
ments by residents or nonresidents, beyond a prohibition against transactions with
Israel and South Africa. In accordance with UN resolutions, the prohibition has
been expanded to include transactions with Iraq and Yugoslavia. Local banks are
prohibited from inviting foreign banks to participate in riyal-denominated trans-
actions inside or outside Saudi Arabia without prior approval of the Saudi Arabian
Monetary Agency. The monetary authorities and all residents may freely and with-
out license buy, hold, sell, import, and export gold, with the exception of gold of 14
karat or less, which is prohibited.
3. Structural Policies

The Saudi Government has traditionally eschewed price controls with the excep-
tion of those for basic utilities, energy and agrcultural products. Water, electricity,
and petroleum products are heavily subsidized, with prices often substantially below
the costs of production in order to share the wealth and spur development. In agri-
culture, government procurement prices for wheat (now $400 and $533.3 per ton to
large and small farmers, respectively) are substantially above world market levels.
The government is adjusting agricultural policies in an attempt to reduce wheat
production and encourage crop diversification. Farmers must now have prior govern-
ment approval to produce and sell wheat at the support price, and the government
is no longer encouraging the establishment of new wheat farms.

Saudi taxes take three major forms: income taxes, fees and licenses, and customs
duties. The income tax is payable only by foreign companies and self-employed expa-
triates. The income tax rate on business income on foreign companies and expatriate
shareholders of Saudi firms ranges from 25 percent on profits of less than SR
100,000 to a maximum rate of 45 percent for profits above SR 1,000,000. Foreign
investors receive tax incentives, including a ten-year tax holiday for approved agri-
cultural and manufacturing projects with a minimum of 25 percent Saudi participa-
tion. Saudi and Muslim residents are subject to the "Zakat," an Islamic net worth
tax levied at the flat rate of 2.5 percent.

Import tariffs are levied at a general minimum rate on 12 percent ad valorem,
except for products originating in Gulf Cooperation Council states and essential
commodities. There is also a maximum 20 percent tariff on products that compete
with local infant industries.
4. Debt Management Policies

The country of Saudi Arabia is a net creditor in world financial markets. SAMA
manages a foreign portfolio of over $50 billion in its issue and banking departments
and an additional $20 billion for the autonomous government institutions: the Pen-
sion Fund, the Saudi Fund for Development, and the General Organization of Social
Insurance. Under SAMA's current conservative definitions, only about 10 to 15 bil-
lion dollars of these foreign assets are available as the remainder are earmarked
to guarantee the currency or letters of credit. In addition to the overseas assets
managed by SAMA, Saudi Arabia's commercial banking system managed 28 billion
dollars in foreign assets at the end of 1992. The Saudi government's foreign debt
is limited to a $4.5 billion syndicated loan signed in 1991, although the domestic
banks, Saudi Aramco, and other state-owned enterprises have overseas obligations.
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Saudi Arabia has become dependent on borrowing to finance its budget deficits

after having liquidated much of the government's deposits in SAMA. The-Saudi gov-
ernment ~egan direct borrowing in 1988 through a domestic government develop-
ment bond program. The bonds have a two- to five-year maturity. In 1991, following
the Gulf War, the Saudi government expanded its borrowing when it signed loan
syndications with international and domestic banks and introduced Treasury bills.
By the end of 1992, total Saudi government debt was an estimated 66.89 billion d&l-
lars, or 55 percent of GDP. Over 90 percent or this debt is owed to domestic credi-
tors: the autonomous government institutions, commercial banks, and private
Saudis. Total interest payments on the debt were estimated at seven percent of gov-
ernment expenditures in 1992.
5. Sgnif!cant Barriers to U.S. Exports

Although the United States is the Kingdom's largest supplier and investor trade
and investment barriers appear in a variety of forms. The Foreign Capital Invest.
ment Code requires that foreign investment be made in line with the nation's devel.
opment priorities and that they include some technology transfer. While there are
no legal limitations on percentage of foreign ownership, wholly foreign-owned ven.
tures are unlikely to receive government approval. Limited liability companies can-
not engage in banking or insurance with less than 51 percent Saudi ownership. For-
eigners may not invest at all in joint ventures engaged solely in advertising, trad-
ing, distribution or marketing. Real estate ownership is restricted to wholly-owned
Saudi entities or citizens of the Gulf Cooperation Council.

Saudi labor law requires companies registered in the Kingdom to give preference
to Saudi nationals when hiring. A company wishing to import a foreign worker must
show that no Saudi national can do the job. In fact, the expatriate work force in
the Kingcdom is approximately four million.

The Arab League Boycott of Israel constitutes a continuing impediment to trade
and investment in the Kingdom. While Saudi Arabia has stopped enforcing many
aspects ofthe boycott, it stifl maintains a blacklist of over 1,000 U.S. firms.

Import licensing requirements designed to protect domestic industries or restrict
importing to nationals are another obstacle to free trade. Saudi Arabia requires a
license to import agricultural products. In addition, contractors may not import di-
rectly and instead must purchase equipment and machinery from Saudi agents.

Restrictive shelf-life standards for food products act as de facto discrimination in
favor of European and Asian products, which take less time to ship than products
made in the United States.

In 1987, Saudi Arabia enacted regulations favoring GCC products in government
purchasing. GCC items now receive up to a ten-percent price preference over non-
0CC prod-ucts. Under a 1983 decree, foreign contractors must subcontract 30 per-
cent of the value of the contract, including support services, to majority Saudi-
owned firms, a restriction which U.S, businessmen consider a serious barrier to ex-
ports of U.S. engineering and construction services. Saudi Arabia negotiates offset
requirements in connection with certain military purchases and, recently, for some
major civilian projects.

In addition, the government reserves certain services for government-owned com-
panies (with important exceptions like Aramco). Insurance services for government
agencies and contractors are reserved for the national company for cooperative in-
surance. A fly-Saudia (Saudia Airline) policy applies to government-funded air trav-
el.

Saudi Arabia applies a fly-Saudia policy to foreign muslims traveling to the King-
dom to visit the holy city of Mecca during pilgrimage every year, as well. The gov-
ernment reserves a percentage of foreign pilgrim traffic for Saudia Airline and en-
forces this policy by regulating the number or foreign carriers permitted to land dur-
ing the pilgrimage period. Other carriers must pay Saudia a fixed percentage of the
IATA fare for traffic. The government also gives a preference to national shipping
companies: Up to 40 percent of governmental purchases must be shipped in Saudibottoms.

Saudi customs rules require that incoming goods be accompanied by documenta-
tion certified by an approved Arab-US. Chamber of Commerce and the Saudi em-
bassy or consulate in the United States. The latter requirement slows shipping,
adds man-hours and fees, and ultimately increases the cost of the product to Saudi
customers.
6. Export Subsidy Policies

Saudi Arabia has no export subsidy programs specifically targeted at industrial
products, though many of its industrial incentive programs indirectly support ex-
ports. Agricultural export subsidies are discussed above.
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7. Protection of U.S. Intellectual Property
The United States Trade Representative placed Saudi Arabia on the Special Sec.

tion 301 Priority Watch List in 1993 mainly because the Kingdom's copyright law
does not protect foreign works. The Saudi market is full of pirated cassettes, videos
and computer software. Although a member of the World Intellectual Property Or-
ganization, the Kingdom does not belong to any major international intellectual
property convention.

Saudi Arabia enacted a patent law in 1989. The criteria for determining whether
an invention is patentable are similar to those .applied in the United States. The
Saudi law prohibits the unlicensed use, sale or importation of a product made by
a process subject to patent protection in Saudi Arabia. At the same time, the law
allows the government to declare that certain areas of technology are unpatentable.
It also permits compulsory licensing of patented products and processes, with or
without compensation to the patent holder, for non-use of the patent or for public
policy reasons. As of November 1993, the Saudi patent office had not yet acted on
any of the 2,000 patent applications it had received.

The Kingdom's trademark laws and regulations conform to international norms,
but US. businesses have complained of excessive registration and search fees, as
well as problems with enforcement. Counterfeiting in spare auto parts, cologne,
pharmaceuticals and other consumer products is widespread. Infringement proceed-
ings can take years and cost tens of thousands of dollars. Moreover, many Saudi
judges trained only in religious law are reportedly unsympathetic to trademark
claims brought by foreigners.

The Kingdom's copyright law went into effect in 1990. The law provides protection
for the life of the authorplus 50 years in the case of books, and in the case of sound
and audio visual works, or the life of the author plus 25 years. Computer programs
are also covered, though the law does not specify a period of protection. The copy-
right law's major shortcoming, noted above, is that it does not protect works which
were not created or first published in Saudi Arabia, thus effectively denying protec-
tion to U.S. literary and artistic works.

U.S. industry groups have estimated losses due to lack of copyright protection at
over $110 million in 1992. When losses from trademark counterfeiting and patent
infringement are included, this figure is substantially higher.
8. Worker Rights

a. The Right of Association.--Government decrees prohibit the formation of labor
unions and strike activity. Men and Women may not associate outside of family con-
tacts.

b. The Right to Organize and Bargain Collectively. -This right is not recognized
in Saudi Arabia.

c. Prohibition of Forced or Compulsory Labor.-Forced labor is prohibited in Saudi
Arabia. However, since employers have control over the movement of foreigners in
their employ, forced labor, while illegal, can occur, especially in remote areas where
workers are unable to leave their places of employment.

d. Minimum Age for Employment of Children.-The labor law provides for a mini-
mum age of 13, which may be waived by the Ministry of Labor with the consent
of the child's guardian. Children under 18 and women may not be employed in haz-
ardous or unhealthy industries such as mining. Wholly-owned family businesses and
family-run agricultural enterprises are exempt from the min'num age rules, how-
ever.

e. Acceptable Conditions of Work.-Saudi Arabia has no minimum wage. The labor
law establishes a 48-hour work week and allows employers to require up to 12 addi-
tional hours of overtime, paid at time and one-half. It also requires employers to
protect employees from job related hazards and diseases.

f. Rights in Sectors With U.S. Investment. -Major U.S. companies operating in the
oil, chemicals and financial services sectors are good corporate citizens and adhere
strictly to Saudi labor law. Conditions of work &t major U.S. firms are generally as
good or better than those available elsewhere in the Saudi economy. US. firms nor-
mally work a five and one-half day week (44 hours) with paid overtime. Overall
compensation tends to be at levels that make employment in U.S. firms very attrac-
tive. Safety and health standards in major U.S. firms in Saudi Arabia compare fa-
vorably with non-U.S. firms in Saudi Arabia.
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Extent of U.S. Investment in Selected Ind %stries.-U.S. Direct
Investment Position Abroad on an Historical Cost Basis--1992

[Millions of U.S. dollars)

Catepry Amount

Petroleum ............................................................................... ()
Total Manufacturing .............................................................. 781

Food & Kindred Products .................................................. (1)
Chemicals and Allied Products ......................................... (1)
Metals, Primary & Fabricated .......................................... (1)
Machinery, except Electrical ............................................. 2
Electric & Electronic Equipment ...................................... 5
Transportation Equipment ................................................ 0
Other Manufacturing ......................................................... 31

Wholesale Trade .... ..................................................... ........... 22
B anking ................................................................................... (1)
Finance and Insurance .......................................................... (1)
Services ............................................ ; .. ............................... 73
Other Industries ..................................................................... 128
TOTAL ALL INDUSTRIES ................................................... 2,503

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

SYRIA

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

1991 19928 1993

Income Production and Employment:
Real GDP (1985 prices) ...................................... 8,704 9,313 10,018
Real GDP Growth (pct.) ..................................... 7.8 7.0 7.6
GDP (at current prices) ...................................... 27,286 33,286 40,609
By sector.

Agriculture ....................................................... 1,703 1,875 2,063
Energy and Water ........................................... 2,242 2,417 2,580
Manufacturing ................................................. 464 491 509
Construction .................................................... 214 241 250
Rents...............N/A N/A N/A
Financial Services ........................................... 357 366 375
Other Services ................................................. 2,554 2,786 3,036
Government, Health and Education .............. 1,107 1,142 1,205

Net Exports of Goods and Services ................... -836 N/A N/A
Real Per Capita GDP (85 BPS) ......................... 694 716 742
Labor Force (000's) ............................................. 3,400 3,600 3,800
Unemployment Rate (pct.) ................................. 7.0 7.5 7.5

Money and Prices:
Money Supply (M2) (million SP) ....................... 183,540 187,211 198,443
Base Interest Rate (pct.)4 .................................. 9.0 9.0 9.0
Personal Saving Rate ......................................... 4.8 4.8 4.8
Retail Inflation (pct.) ....................................... 7.6 13.5 16.0
Wholesale Inflation (pct.) ................................ 15.0 17.0 20.0
Consumer Price Index ........................................ 432 490 570
Exchange Rate (SP/$):

Official ....... ....................... 11.20 11.20 11.20
"Blended" ......................................................... 25.6 26.60 26.60
"*Neighboring Country Rate* ................640.00 42.00 42.00
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Key Economic Indicators --Contbaued
(Nfliamsa( U.S. doflarunks wlmotiwinm now)dis

1991 19928 1993

Offshore market .............................................. 42-47 46-52 47--63
Balance of Payments and Trade (millions of US.

dollars):
Total Exports (FOB) ........................................... 3,432 3,080 3,400

Exports to US ................................................. 25 46 126
Total Imports (CIF) ............................................ 2,768 3,545 4,100

Imports from US ............................................ 206 168 190
Aid from U S ....................................................... 0 0 0
Aid from Other Countries .................................. 2,000 1,753 1,358
External Public Debt .......................................... 16,800 18,000 19,400
Debt Service Payments (paid) ............................ 719 1,399 N/A
Foreign Exchange Reserves ............................... N/A N/A JA
Gold holdings (000's of troy ounces) .................. 833 833 833
Trade Balance ..................................................... 664 - 465 -700

Balance withU S ............................................. -- 181 -122 -65
N/A-Not available
'The Synan government has not published ats 1992 statistics as of the completion of this report. Further,

the governments 1991 economic statistics remain estimates All figures in the preceding# tables are estimates
based oan the government's 1991 estimates, other sources in the public domain, and this Embessy's own cal.
culations.

JMilhons of U.S dollars converted at the Offiiciai Rate of 11.2 Syrian pounds/U.S dollar. (In contrast, the
"Nughbonrria Country" free market rate is 42 Syrian pounds/U.S dollar.)

a Revned Estimate.
"4All banks in Syria are nationaluted and interest rates are set by law, rangng from two percent for fi.

nancu g of the export and storage of barley to nine percent for certain private sector loans Saving rates
rmngsl frw two percent on public sector "current accounts and sight deposit" to nine percent on "other in-
vestment bonds. Most rates have not changed in ten years

1. General Policy Framework
Until recently, the overriding barrier to U.S. exports to Syria has been a severe

foreign exchange shortage, although various U.S. government foreign policy sanc-
tions imposed against Syria pose additioi.tl constraints. Syria's participation in the
Gulf coalition ended years of isolation from the Gulf states, and earned substantial
financial rewards which have been allocated to rehabilitate the country's deteriorat-
ins infrastructure and to revitalize public sector enterprises, particularly in the elec-
tricity generation and telecommunications fields. These transfers amounted to over
$1.7 billion in 1992 and over $1.3 billion in 1993. With this financing confirmed,
Syrian government agencies issued a record number of tenders beginning in 1991.

Prospects for Syrian private sector investment and imports continue to improve,
spurred by economic reforms, including a new investment law. Recent liberalization
actions of the Syrian government permit private exporters to retain some foreign ex-
change export earnings to finance permitted imports for manufacturing inputs, as
well as other listed products. The rate of retention depends on the type of products
exported, and is 75 percent for industrial products and 100 percent for agricultural
products. Although retaining a monopoly on "strategic" imports, such as wheat and
flour, the Government has widened the list of permitted imports, including items,
such as sugar and rice, formerly reserved for public sector importing agencies. In
addition, an active "unofficial market" exists, in which a wide variety of difficult to
obtain goods can be purchased. Prices in this market are dependent on the offshore
foreign exchange rate and therefore reflect world price levels. During 1993 the gov-
ernment attempted to interdict many of the goods imported for this market, suc-
ceeding briefly in reducing supplies, but ultimately discontinuing the activity be-
cause of inadequate resources and strong public demand for such goods.

The United States imposed trade sanctions in 1979 as a response to Syria's in-
volvement with terrorism. The U.S. government expanded sanctions against Syria
in 1986, following Syria's implication in the attempted bombing of an Israeli airliner
at London Heathrow Airport. Among the affected items are aircraft, aircraft part,
and computers of U.S. origin or containing U.S.-origin components and technologies.
The Syrians have sought alternate suppliers of these products. Under the 1986
sanctions, Syria is ineligible for the Export Enhancement Program (EEP) and the
Commodity Credit Corporation (CCC) program in all agricultural products, render-
ing U.S. wheat uncompetitive in the Syrian market. The Syrian-U.S. bilateral avia-
tion agreement expired in 1987 and has not been renewed. Finally, the Exim Bank
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and OPIC suspended their programs in Syria, further disadvantaging U.S. exporters
in meeting competition from other suppliers.

The Syrian government uses its annual budget as its principal tool for managing
the economy. Through 1992, the Syrian government's ability to raise official prices
on many consumer items (effectively reducing subsidies), improve tax collections,
and increase transfers from state enterprises, while reducing commitments of Syr-
ian resources to capital expenditures, enabled i. to reduce budget deficits, leading
to a balanced budget in 1992. However, the 1993 Budget saw a return to the govern-
ment operating in the red, due to an anticipated decline in tax collections. In addi-
tion, Syria's maintenance of its large military establishment, both at home and in
Lebanon, and its continued heavy subsidization of basic commodities and social
services, place severe burdens on the economy.

Given Syria's anachronistic financial system and inability to access international
capital markets, monetary policy remains a passive tool used almost exclusively to
cover fiscal deficits. All four of the country's commercial banks are nationalized. In-
terest rates are fixed by law. Most rates have not changed in the last several years,
even though current real interest rates are negative, exerting additional inflationary
pressures in the economy.

2. Exchange Rate Policies
The Syrian government continues to maintain a multiple exchange rate system.

The official exchange rate remains fixed at 11.20 Syrian pounds/$1.00 for govern-
ment, certain public sector transactions, and valuations for customs purposes. A sec-
ond exchange rate, 26.6 SP/$1.00, called the "Blended Rate", can be used by the
U.N. and diplomatic missions. A third rate, 42 SP/$1.00, the "Neighboring Country"
rate, applies to most state enterprise imports except certain basic commodities and
military/security items. Outside Syria, a thriving offshore market for Syrian pounds
oprates in LeAbanon, Jordan, and the Arab Gulf countries. During 1993, the value
or the lpour,d fluctuated between SP 46 and 53 to the U.S. dollar in these locations.
After the government implemented its anti-smuggling measures and sold some of
its dollars in Lebanon in May 1993, the value of the pound rose to 46 SP/$1.00, but
as the anti-smuggling campaign faded away, it depreciated to hover around 50 SP/
$1.00.

Exchange controls are strict. Syrian currency may not be exported, although it
may be imported physically. Almost all exchange transfers must be by letter of cred-
it opened at the Commercial Bank of Syria. Toward private capital transfers are
prohibited, unless approved by the Prime Minister or transact'd under the new in-
vestment law noted below. Prior to 1987, Syrian law required private exporters to
surrender 100% of foreign exchange earnings to the Central Bank at the official
rate. Now, private exporter- may retain 75 to 100 percent of their export earnings
in foreign exchange to finance imports of inputs and other items designated on a
short list of basic commodities, surrendering the balance to the Commercial Bank
of Syria, in most cases, at the "Neighboring Country" rate. Since 1991, the Commer-
cial Bank of Syria, may convert cash, travellers checks and personal remittances at
the "Neighboring Country" rate.

3. Structural Policies
By law, the Ministry of Supply controls prices on virtually all products imported

or locally produced. The ministry also sets profit margin ceilings, generally up to
20 percent, on private sector imports. Local currency prices have been computed at
the 42 SP/$1.00 rate for the past two years. In prior years, prices on many items
were computed at the overvalued official 11.2 SP/$1.00 rate, thereby creating the
foreign exchange shortages which constrained official imports. In the agricultural
sector, production of strategic crops (cotton, wheat) is controlled through a system
of procurement prices and subsidies for many inputs, including seeds, fuel, and fer-
tilizers. Farmers may retain a portion of production, but the balance must be sold
to the Government at official procurement prices. Since 1989, the Government has
increased farm gate prices to encourage production and to enable state marketing
boards to purchase larger quantities of locally produced commodities. By 1991, the
local price of wheat was double the world price computed at the free market rate.

Although private investment has picked up, Syria's public sector remains the pri-
mary purchaser of imported capital goods. Contracts are awarded through the offi-
cial tender system. These are open to international competition with no restrictions,
cther than language pertaining to the Arab boycott of Israel and the requirement
to post a bid bond.

Syria's tariff system is highly escalated, reaching 200 percent for passenger cars.
Income taxes are highly progressive. In 1991, marginal rates in upper brackets were
reduced from 92 to 64 percent, effective January 1992. Salaried employees also pay

76-160 0 - 94 - 17
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a graduated wage tax, reaching 17 percent. Understandably, tax evasion is wide.
spread.

The structure described above is that delineated by Syrian law and regulations.
As already noted, a substantial parallel economy exists outside the official structure
(i.e. most useful private sector economic activities). Goods ranging from luxuries to
steel reinforcing rare for use in concrete construction flow across the border from
Lebanon. In this market, U.S. exports compete on the basis of price and quality
alone. Pricing is based on the free market rate for Syrian pounds. The Government
has been unwilling or unable to exert effective control over this parallel economy,
although there are periodic anti-corruption and anti-black market campaigns.
4. Debt Management Policies

Syrian authorities have been unwilling to provide data on non-civilian debt, as
well as accumulated obligations under bilateral clearing arrangements. Guaranteed
civilian debt is officially estimated at aproximately $3.4 billion. A commercial pub-
lication placed Syria's total external puic debt at $16.8 billi.)n in 1991. Very little
Syrian commercial debt is held by U.S. companies.

In 1992, the government established various committees to negotiate settlements
of supplier credit claims against public sector importing agencies. However, progress
has been slow. Debt to the former Soviet Union and Iran (both clearing account ar-
rangements) is estimated to be at least $10 billion. The government continues to
manage its bilateral and multilateral debt by indefinite deferment. Syria suspended
payments to the Russian Republic in 1992. The government remains badly in at-
rears on payments to official export credit agencies and bilateral donors, including
USAID. Syria has been in violation of the Brooke Amendment since 1985. In March
1988, because of nonpayment of debt, the World Bank halted disbursements and
cancelled projects. While Syria resumed payments to the World Bank in 1992, it
once again suspended payments in 1953 because of the electricity crisis. Other credi.
tor nations and institutions have also not received debt service payments.
5. Significant Barriers to U.S. Exports

Any product legally imported into Sy'qa requires an import license, which is is-
sued by the Ministry of Economy and Foreign Trade according to a policy aimed at
conserving foreign exchange and promoting local production. Strict standards on la-
beling and product specifications are non-discriminatory and fairly enforced. Cus-
toms procedures are cumbersome and tedious because of complex regulations. In ad.
dition, duty rates are extremely high. These disincentives are mitigated by the ap-
plication of the official rate of exchange to customs valuation of imports.

Government procurement procedures pose special problems. Although foreign ex-
change constraints have eased, many public sector companies continue to favor bar-
ter arrangements not attractive toU .S. suppliers. In addition, problems remain in
the prompt return of performance bonds. Formerly, bids on government tenders
were considered to be indefinitely valid regardless of the expiration date. Thisprac-
tice is no longer permitted under regulations issued in 1987. Current bid bond forms
stipulate that the guarantee becomes null and void if the tender is not awarded
upon its expiration date, without need for any other procedure. Some government
tenders include a clause allowing the bidder to cancel his bid at six-month intervals,
provided a written notice is received within a stipulated time frame. If such a clause
is not included in the tender, it can often be negotiated. Tenders for wheat and flour
stipulate that bids are invalidated after one month if no contract is signed.

Syria participates in the Arab League boycott of Israel. Many Syrian government
tenders contain language unacceptable under U.S. anti-boycott law. In many cases,
public sector agencies accept positive certification from U.S. companies in response
to tender application questions. Once interested parties obtain tender documents,
they would b•e well advised to obtain competent advice regarding U.S. anti-boycott
regulations before proceeding. One source of such advice is the U.S. Department of
Commerce Office of Anti-boycott Compliance (telephone advice line (202) 482-2381).

Given the centralized structure of the economy, specific "buy national" laws do not
exist. Strategic goods, military equipment, wheat, sugar, not produced locally or in
sufficient quantities are procured by public sector importing agencies from the inter-
national market, provided foreign exchange is allocated by the Supreme Economic
Council.

The government requires its approval for all foreign investments and continues
to encourageojoint-ventures with itself. Concessions and services must be explicitly
negotiated. The number and position of foreign employees in a company are usually
negotiated when the contract or agreement is signed. Land ownership laws are com-
plex. In principle only Syrians may own land. The right to repatriation of capital
is legally recognized. The new investment law provides for tax holidays and exemp-
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tions on duties, as well as guarantees for the remission of profits. However, the law
requires that repatriated foreign exchange be generated from export company oper-
ations. Despite the new legi' action, poor infrastructure, lack of financial services,
and complex foreign exchange regulations (including Law No. 24, which criminalizes
unauthorized foreign exchange transactions) continue t'o pose serious barriers.

Government monopolies in banking, insurance, telecommunications, and other
public sector service industries preclude foreign investment. Motion pictures are dis-
tributed by a government agency and are subject to censorship.

Petroleum exploration and oil service companies operating in Syria are required
to convert their local currency expenditures at the over-valued official exchange
rate. Despite cost recovery schemes, this requirement has inflated company operat-
ing costs, exposing them to greater risk.

Many foreign firms operating in Syria have bad experiences with the Government
of Syria which has a poor understanding of free market economics and conducting
economic relations on a mutually beneficial basis.
6. Export Subsidy Policies

Export financing and subsidies are not available to either the public or private
sectors. Recent government decisions allowing private firms to transact exports and
imports at the 'Neighboring Country" rate, instead of the unfavorable official rate,
have encouraged private trade through official channels. Similar concessions to pub-
lic sector companies to complete export transactions have enhanced the foreign ex-
change position of these companies. In the past, the system of multiple exchange
rates has channeled exports to the black market. Exporters resort to unofficial chan-
nels when official exchange rates do not offer adequate incentives. However, this
system is grossly inefficient and has prevented the development of Syrian export in-
dustries. Syria hs in the past exported to the former Soviet Union under special
bilateral agreements, but this subsidized trade has been suspended.
7. Protection of U.S. Intellectual Property

Syria's legal system recognizes and facilitates the transfer of property rights, in-
cluding intellectual property rights. Syria is a member of the Paris Union for the
International Protection of Industrial Property and the Madrid Agreement on De-
ceptive Indications of Source. Prior registration of intellectual property is required
to bring infringement suits.

Due to the unsophisticated industrial structure and existing limits on private in-
dustry. there are few major infringement problems. Local courts would likely give
plaintiffs fair hearings, but any financial awards would be in Syrian pounds.-Re-
quests for payment in foreign exchange would probably be delayed indefinitely.

Most books printed in Syria are in Arabic and by Arab authors. The publishing
industry is not well developed. I)espite the lack of legal protection, major commer-
cial infringements do not appear to be a problem. There are, however, individual
entrepreneurs who copy records, cassettes, and videos, and sell them. These oper-
ations are not sanctioned by the Syrian government. The amount of revenue lost by
U.S. firms in 1992 is estimated at $5 million. In any event, enforcement and the
associated litigation would be, if not impossible, extremely costly compared to any
positive benefits which might result.

The U.S. motion picture industry estimates the home video market in Syria is 100
percent pirated, and is also concerned with unauthorized hotel video performances,
which are said to be common. However, only a few hotels have internal video sys-
tems.

Taking its responsibilities in this field seriously, the government raided shops
selling computer programs early in 1993, confiscating all illegally reproduced pro-
grams.
8. Worker Rights

a. The Right of Association.-.The 1973 Constitution provides for the right of the
"popular sectors" of society to form trade unions. Although the General Federation
of Trade Unions (GFTU) is purportedly an independent popular organization, in
practice the government uses it as a framework for controlling nearly all aspects
of union activity. According to GFTU officials, the secretaries general of the eight
professional unions, some of whom are not Ba'th Party members, are also each elect-
ed by their respective union's membership. In July 1993, the International Labor
Organization's (11,O) experts committee expressed its regret that there were no in-
tentions to move away from the single trade union system. While the Syrian govern-
ment contends that trade union pluralism exists, in fact, workers are not free to
form labor unions independent of the government-prescribed structure. The ILO
committee of experts' 1993 report noted that legislation was pending before the Syr-
ian Council of Ministers to amend certain labor laws, including the granting of the
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right of any trade union to be governed by its own bylaws without those rules hav.
ing to correspond to those of the GFTU. As these changes are still pending, the Syr.
ian government has not made sufcient changes regarding workers' rights to
prompt a reconsideration of the US. Trade Representative's 1992 suspension of GSP

b. ' Right to Organize and Bargain Collectively..--In the public sector, unions
do not normally bargain collectively on wage issues, but there is some evidence that
union representatives participate with the representatives of the respective em-
ployer and ministry in establishing sectoral minimum wages. The government has
cit-edten specific examples of such sectoral collective bargaining agreements. In a
country in which major industries are publicly held, workers mak.e up the majority
of each board of directors and union representatives are always included on those
boards. They also monitor and enforce compliance with the labor law.

Private sector unions are active in monitoring compliance with the laws and en-
suring workers' health and safety. The unions, under the law, can undertake nego-
tiations for collective contracts with employers, but there is no information available
on whether such contracts envision that unions can also sue and be represented in
court.

c. Prohibition of Forced or Compulsory Labor.-There is no Syrian law banning
forced or compulsory labor, but such practices may be imposed in punishment, usu.
ally in connection with prison sentences for criminal offenses, under the economic
penal code, the penal code, the agricultural labor code, and the press act. Resigna-
tions of public employees from their jobs are not automatically accepted but require
an administrative and occasionally even a judicial process.

d. Minimum Age for Employment of Children.-The minimum employment age in
the predominant public sector is 14; in some public sector the minimum age is high-
er. The minimum age varies more widely in the private sector, the absolute mini-
mum age is 12, whiJe parental permission is required for children under age 16 to
work. Children are forbidden from working at night. The Ministry of Social Affairs
and Labor is responsible for enforcing minimum age requirements, but the number
of labor investigators is small, and violation of the law may be extensive.

e. Acceptable Conditions of Work.-As mandated in the constitution, the govern.
ment legislatively establishes minimum and maximum wage limits in the public sec-
tor and sets limits on maximum allowable overtime for public sector employees. The
minimum wage does not enable a worker and his family to survive, so many work-
ers take additional jobs, open businesses, or rely on extended families for support.
According to the 1959 Labor Act, minimum wage levels in the private sector are set
by the Minister of Social Affairs and Labor. His decision is based on recommenda-
tions from a committee including government officials, employer representatives,
and employee representatives.

Syrian labor law extensively regulates conditions of work. This includes rules and
regulations which severely limit the ability of an employer to fire an employee with-
out due cause. One exception to the heavily regulated labor field relates to day la-
borers. They are not subject to minimum wage regulations and receive compensation
only for job related injuries. They are commonly employed in small private firms
andbusinesses in order to avoid the costs of permanent employees who are well pro-
tected, even against firing.

f. Rights in Sectors With U.S. Investment.--There is no direct U.S. investment,
other than oil exploration and development, in Syria. U.S. firms are required to
comply with Syrian labor law.

Extent of U.S. Investment in Selected Industries.-U.S. Direct
Investment Position Abroad on an Historical Cost Basis-1992

[Millions of U.S. dollars]

Category Amount

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

Food & Kindred Products .................................................. 0
Chemicals and Allied Products ......................................... 0
Metals, Primary & Fabricated ........................................ 0
Machinery, except Electrical ............................................. 0
Electric & Electronic Equipment ...................................... 0
Transportation Equipment ................................................ 0
Other Manufacturing ......................................................... 0
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Extent of U.S. Investment in Selected Industries.-U.S. Direct
Investment Position Abroad on an Historical Cost Basis--1992-Continued

[Millions of U.S. dollars)

Catapry Amount

Wholesale Trade .............................................. 0
B anking ................................................................................... .0
Finance and Insurance ......................................................... 0
Services................................................................. .o0
Other Industries .................................................................... 5
TOTAL ALL INDUSTRIES .................................................... (1)

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

TUNISIA

Key Economic Indicators
[Millions of Dinars (TD) unless otherwise noted]

1991 1992 19931

Income, Production ana Employment:
Real GDP (1990 base)2 ...................................... 11,236 12,151 12,467
Real GDP Growth (pct.) ..................................... 3.9 8.1 2.6
GDP (current prices)2 . . .. . . .. . . .. . . .. . .. ..................... 12,013 13,725 14,892
By Sector.

Agriculture ....................................................... 2,016 2,133 1,964
Manufacturing Industries ............................... 1,906 2,062 2,168
Non-manufacturing Ind .................................. 1,472 1,520 1,544
Tourism ............................................................ 441 600 663
Services ............................................................ 3,036 3,303 3,512

National Income Per Capita (TD's) ................... 1,367 1,452 1,467
Labor Force (million) .......................................... 2.44 2.50 2.56
Unemployment Rate (pct.) ................................. 15.7 16.0 16.2

Money and Prices:
Money Supply ...................................................... 2,636 2,827 2,810
Commercial interest rates .................................. 14 3 14 314
Savings rate (pct.) ............................................... 48 48 48
Consumer Price Index ........................................ 177.9 187.8 196.2
Official Exch. Rate ($ per TD) ........................... 1.10 1.20 1.02

Trade and Balance of Payments:
Total Exports (FOB)s5......................................... 3,417 3,567 3,994

Exports to US ................................................. 25 51 50
Total Imports (CIF)5 .......................................... 4,789 5,689 6,241

Imports from U.S ............................................ 154.1 282.3 350
Current Account Balance ................................... -95 50 200
Aid from U.S. (FY basis) .................................... 27.1 21.8 14.7
External Public Debt .......................................... 6,400 6,850 7,505
Debt Service Payments ...................................... 1,167 1,156 1,364
Gold Reserves ...................................................... 4.3 4.3 4.3
Foreign Exchange Reserves ............................... 637 900 800
iFigures for 1993 are estimates based on data available through September, 1993.
DGDP at factor cost.
smax4Avg.
a4Merchandise trade.

1. General Policy Framework
Tunisia has a mixed economy composed principally of agriculture, tourism, manu-

facturing, and hydrocarbon and phosphate mining. The largest sector is services,
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comprising about 33 percent of GDP. Tourism, the single largest source of foreign
exchange, was severely affected by the Gulf War but has recovered well since then.
The manufacturing sector comprises about 15 percent of GDP, and consists pri-
marily of textiles and food processinlp. Agriculture also comprises about 15 percent.
This sector, vulnerable to the vagaries of weather, is down seven percent in 1993.
The non-manufacturing industrial sector accounts for 12 percent of GDP, and con-
sists pri ncipally of phosphate mining and hydrocarbon extraction.

For 1993, the government is predicting 2.6 percent real growth. This is down
slightly from the 2.9 percent predicted at the start of the year, largely the result
of the poorer agricultural harvests. The favorable rainfall in the early and mid
growing season was not sustained through the end of the season, and the results
are down in comparison to the excellent results of 1991 and 1992. Manufacturing
is up 2.9 percent, exports are up 4.5 percent, and inflation is being held to 4.5 per-
cent.

The country is now in the seventh year of a major structural reform program that
has emphasized export-led growth through price and import liberalization privat-
ization of publicly held companies, financial sector reform, the attraction oflforeign
investment, and diversification of the economy.

The United States and Tunisia have two major bilateral treaties affecting trade:
a Double Taxation Treaty in which each country has agreed to avoid double taxation
on corporations or individuals active in both countries; and a Bilateral Investment
Treaty dealing with the treatment of American companies in Tunisia, expropriation,
remittance of profits, and international arbitration of disputes.

Fiscal Policy: The 1993 budget provides for 11.2 percent increase in expenditures
and 13.4 percent increase in revenues. The deficit is financed through both inter-
national and domestic borrowing. Government policy has called for an expanding
economy to cope with deficit problems, and the trend in recent years is favorable:
In 1991, the 486 million dinar net deficit equaled 4.5 percent of GDP; in 1992, the
figures were 366 million dinar equal to 2.8 percent of GDP; in 1993, 357 million
dinar equal to 2.4 percent; and the '94 budget anticipates a net deficit of 320 million
dinar equal to 1.9 percent of GDP.

Monetary Policy: The principal objective of the Central Bank remains the effective
control of inflation. Between 1987 and 1991 the inflation rate varied from six to
eight percent. In 1992, it was 5.5 percent. In 1993, it is 4.5 percent. This trend is
largely the result of the price and import liberalization policies which have encour-
aged greater international and domestic competition.

2. Exchange Rate Policy
President Ben Ali has declared that 1993 will be the year the dinar is made con-

vertible for current account purposes. Appropriate legislation was introduced in
April and some but not all of the detailed Central Bank circulars have beenpromul-
gated. Under the plan, (a) foreign exchange will be more readily available or busi-
ness trips, tourism, study abroad and health related travel; (b) exporters will be per-
mitted to retain a higher percentage of the foreign exchange they generate; (c) busi-
nesses and banks will be able to borrow abroad directly instead of through the
Central Bank; and, (d) businesses and banks will be able to channel payments to
foreigners through a commercial bank instead of the Central Bank for those services
arising from normal business activities.

The principal currencies quoted against the Tunisian Dinar (TD) are the U.S. dol-
lar, the Deutschemark, and the French franc. The rate has varied considerably over
the past 13 years from a high in 1979, when the Tunisian dinar equaled $2.47, to
a low in 1993, when it equaled $0.98. For 1993, the rate is projected to average
about one Tunisian dinar equals $1.02.

The exchange rate is set daily by the Central Bank via a controlled floating sys-
tem based on the currencies of Tunisia's major trading partners. However, the pend-
ing convertibility plan proposes to change this to a more flexible and market ori-
ented method. The most likely scenario is one in which representatives of the larg-
est banks meet each day and, through market type interplay and auctioning, allo-
cate the foreign exchange among themselves in accordance with their needs and
those of their clients.
3. Structural Policies

In the mid-1980s Tunisia was faced with rising unemployment, stagnant eco-
nomic growth, and dwindling foreign exchange reserves. The domestic economy was
protected and inefficient, and the government was running unsustainable budgetary
deficits. A severe balance of payments crisis in 1986 finally prompted the govern-
ment to undertake IMF and World Bank sanctioned structural reforms. T0o date,
those reforms have enjoyed remarkable success.
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Over the past four years the economy has grown at an average annual rate of
5.6 percent, and inflation has been held to an average of 6.2 percent per year. In
1992, the government embarked upon its eighth five-year economic plan emphasiz-
ing private investment and domestic consumption as well as continued export
growth.

Tax Policies: Under the structural adjustment program, import regulations have
been relaxed to stimulate economic expansion through export of manufactured
goods. The import of raw materials and semifinished goods has also been liberalized.
Fully 85 percent of the products on the import list can now be imported freely as
compared to 23 percent in 1986. Customs tariffs on imports of capital goods have
been cut considerably. By 1991, the maximum customs tariff had been decreased by
nearly 80 percent. Total taxes on imported goods have not, however, been cut by
such levels as a value added tax (VAT) introduced in 1988 is payable on imported
items at rates identical to those on locally produced goods.

The only taxes having significant effect on U.S. exports to Tunisia are import tar-
iffs. By 1991, the Structural Adjustment Program had reduced the maximum basic
tariff to 43 percent. However, when faced with dwindling revenues because of the
adverse economic impacts of the Gulf War the government imposed a "temporary"
five percent surcharge on all merchandise imports. Originally scheduled to end on
December 31, 1991, the surcharge was later extended through 1992, and, despite
repeated assurances during 1992 that it would be terminated as scheduled, it re-
mains in effect in 1993.

In addition, Tunisia imposed a system of custom duty increases for the period
1992 through 1994 on certain items which compete with locally produced goods.
Prior to this action the maximum basic customs duty was 43 percent. The new pol-
icy authorized an additional duty of 30 percent in 1992, reduced to 20 percent in
1993 ten percent in 1994, and eliminated by 1995. By 1995, the average tariff rate
should be down to 25 percent.

Tunisia acceded to full GATT membership in 1990. All taxes now remaining on
imports also apply to locally produced goods and are not therefore considered to be
tariff barriers. The only additional minor charge on imports is a very small customs
user fee of two TD per declaration. However, in 1993 Tunisia revised its list of tariff
concessions by modifying the tariff or provisional compensatory duty on nearly 280
items. According to the government, the action was taken toprotect the competitive-
ness of certain domestic industries, and the Tunisian GAT representative ex-
pressed willingness to enter into GATT Article XXVIII and XIX negotiations as ap-
propriate concerning these changes.

Investment policy: Existing Tunisian legislation on investment applies equally to
domestic and foreign investors and attractive tax breaks are among the investment
incentives geared to encouraging exports of manufe.ctured goods. In addition to gen-
erous fiscal-and customs advantages, the law provides nonresidents with a transfer
guarantee for capital invested through the import of foreign convertible currency
and the income earned from that capital. Companies are considered nonresident
when at least 66 percent of their capital is held by Tunisian or foreign nonresident.
Similar legislation exists for investment in the agricultural sector, although Tuni-
sian law still prohibits ownership of land by non-Tunisians. A special 40-year land
lease system permits agricultural development by foreign companies.

A new Unified Investment Code that will consolidate many of the existing sepa-
rate codes is in the final stages of national debate. Under the proposed legislation
all types of investment will have up to 35 percent of their reinvested revenues and
profit exempt from taxation and will pay only ten percent customs duty on im-
ported capital goods. For those companies producing exclusively for export, 100 per-
cent of the revenues and profits stemming from exports are exempt from taxation
for a period of ten years (reduced to 50 percent after ten years). Companies produc-
ing "exclusively for export" will have the right to sell up to 20 percent of their out-
put on the local market. Additional special incentives are proposed for those invest-
ments that benefit underdeveloped areas, the environment, agriculture and fishing,
entrepreneurs and small businesses.

Regulatory Policies: Production standards are not a major obstacle for foreign in-
vestors. The quality of goods manufactured solely for export, usually by foreign oper-
ated companies, is clearly superior to items produced for the local market. The Tuni-
sian Office for Commercial Expansion (OFI'IITEC) carries out quality control proce-
dures on items for export. Sanitary and health controls are carried out on both ex-
ported and imported food items.
4. Debt Management

Total external debt will reach 7,505 TD in 1993. Debt service payments rose 18
percent in 1993 to 1,364 million dinar, and are expected to rise another 17 percent
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In 1994. This increase sterns principally from dinar devaluation over the past year.
proximately 73 percent of the country's foreign debt is in U.S. dollars or dollar.

liiiked currencies and the dinar fell 25 percent against the U.S. dollar between Sep.
tember, 1992 and September, 1993. The 1,364 million dinar debt service payment
constitutes 27 percent of the government budget. Debt service as a percentage of
exports of good& and services is approximately 21 percent.

The Central Bank closely monitors the level of external debt and tries to keep it
as low as possible. One indication of the overall prudent debt management policy
of the government is the fact that Tunisia has never rescheduled any of its debt.
The deficit is financed through concessional lines of credit from its major trading
partners, and loans from official multilateral creditors such as the World Bank and
the African Development Bank. The Central Bank has also moved toward more so-
phisticated debt portfolio management by aligning debt service payment dates with
anticipated receipts from sectors characterized by seasonal variation (e.g., tourism),
and by aligning debt service payments with the currencies of anticipated export re-
ceipts.
5. Significant Barriers to U.S. Exports

There are no significant barriers to U.S. exports in Tunisia and the , '.jitcd States
enjoys a traditional bilateral trade surplus. HoweCver, the level of sa!.-, of American
products in Tunisia remains low.

Historical and geographical factors have given Tunisia a special relationship with
Europe. It has bilateral trade agreements with all of its major trading partners
there, and most of them link supplier credits to generous aid programs. Without
similar facilities backing U.S. exports, it is difficult for U.S. firms to make real in.
roads irno the Tunisian market. Tunisia also frequently adopts European product
standards for itself, a policy that works to the disadvantage of U.S. exporters.

Tunisia's leading supplier in 1992 was France ($1,447 million), followed by Italy.
($1,030 million), and Germany ($793 million). The United States was in fourthplace
with $282 million of exports. Agricultural products (much of it financed by U.S. aid
and export credit programs) accounted for one-third of U.S. exports to Tunisia in
1992.

There exists real possibilities for increasing the level of U.S. exports to Tunisia
in areas such as consumer goods, environmental services, construction equipment,
telecommunications, and packaging machinery and equipment. However, Tunisian
businessmen frequently report that American products are highly competitive at the
prices at which they are offered in the United States, but not competitive when they
must be purchased through a high-priced European intermediary.
6. Export Subsidies Policy

Tunisia has a wide range of export subsidy policies, including a special Export
Promotion Fund (FOPRODEX). 14OPROI)EX provides preferential financing and
funding in order to improve the productivity and competitiveness of companies pro-
ducing for export. Only companies legally incorporated in Tunisia are eligible for
these subsidies, but those who are can receive transport subsidies of 50 percent for
air freight and 33 percent for sea freight. There is also a government agency to pro.
mote exports, the Export Promotion Center (CEPEX), and a program providing long
term financing for exports of capital goods and durable consumer goods.
7. Protection of U.S. Intellectual Property

Tunisia is a member of the World Intellectual Property Organization (WIPO) and
a signatory of the Universal Copyright Convention, the Paris Convention for the
Protection of Industrial Property, the Madrid Agreement on deceptive indications of
source, and the Bern Convention for the Protection of Literary and Artistic Works.

The Tunisian National Institute of Standardization and Industrial Property
(INNORPI) processes and grants patents, trademarks, and registration of designs.
It also regulates standardization, Product quality, weights and measures, and the
protection of industrial property. Foreign patents and trademarks are registered
with this organization.

There are no active cases of intellectual property right disputes with Tunisia.
However, the unauthorized use of foreign trademarks, especially in cheap copies of
clothing and sporting goods, continues to be a problem as does the unauthorized du-
plication of music and video cassettes.
8. Worker Rights

a. The Right of Association.-The Tunisian constitution and the labor code estab-
lish the right of workers to form unions. The central labor federation, the Tunisian
General Federation of Labor (UGTT), claims about 15 percent of the work force as
members, including civil servants and employees of state owned enterprises. The

F-
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UGIT and its member unions are legally independent of the government, the ruling
party, and other political forces but operate under government regulation. While
there is no legal requirement for a single trade union structure the UGTT has de-
veloped into the country's sole labor organization by historical circumstance. The
government has decreed that the UG¶T member federations are the negotiators for
collective bargaining agreements that cover 80 percent of the private sector work
force, whether unionized or not.

Union federations, including those of civil servants, have the right to strike pro-
vided ten days advance notice is given and the UGTT approves. Tl e International
Labor Organization's Committee of Experts cited the required UGTT approval as
being inconsistent with ILO Convention 87 on freedom of association. However, the
strike restrictions are rarely enforced. In the past few years the vast majority of
strikes, both private and public, failed to provide the required notice and thus were
technically illegal. In the first half of 1993 there were 23 legal strikes and 245 ille.
gal ones, tut the government did not prosecute workers in any of the illegal cases.

b. The Right to Organize and Bargain Collectively.-The right to organize and
bargain collectively is protected by law and practiced throughout the country. Wages
and working conditions are established by negotiation between the UGTT member
federations and the employer representatives of approximately 47 collective bargain.
ing agreements which set standards applicable to entire industries in the private
sector. It also negotiates with the various ministries and 208 state-run enterprises
in the public sector. In 1993, the UGTT negotiated triennial public and private col-
lective bargaining agreements calling for an average five percent annual wage in-
crease.

Anti-union discrimination by employers against union members and organizers is
prohibited by law and there exist mechanisms for resolving such complaints. How.
ever the UGTT has complained of increasing anti-union activities by private sector
employers. The central labor organization has characterized the propensity of cer-
tain industries to hire temporary employees as "anti-union activity because enforce-
ment of worker rights for temporary workers is more difficult than for permanent
ones, and the hiring of workers on a nonpermanent contract basis exempts the em-
ployer from paying certain benefits otherwise required. This problem is most acute
in the textile sector where such labor accounts for as much as 80 percent of the
work force.

c. Prohibition of Forced or Compulsory Labor.--Compulsory labor is not specifi-
cally prohibited by local law, but there have been no reports of its practice in recent
years.

d. Minimum Age for Employment of Children.-The minimum age for employment
in the manufacturing sector is 15 years, and in the agricultural sector 13 years. In-
spectors from the Social Affairs Ministry check the records of employees to verify
that employers comply with the minimum age law. Nevertheless, underage children
often perform agricultural work in rural areas and sell food and other items in
urban areas. Small enterprises in the informal sector allegedly violate the minimum
age law frequently. TheUGTT alleges that certain apprenticeship programs are, in
fact, a form of child labor.

e. Acceptable Conditions of Work.--Tunisia has a labor code dating from independ-
ence in 1956 that sets standards, including a maximum 48 hour work week and a
range of administratively determined minimum wages. The Social Affairs Ministry
has an office responsible for improving health and safety standards in the work
place. Regional labor inspectors are responsible for enforcing these standards but
most firms are inspected only about once every two years. The regulations tend to
be interpreted more strictly in the Tunis area than in the rural areas, and working
conditions and standards tend to be better in export-oriented industries than in
those producing for the domestic market.

f. Rights in Sectors With U.S. Inv-estment.-U.S. investment in Tunisia is not sig-
nificant. It exists primarily in the petroleum industry where both union and non.
union firms operate.

Extent of U.S. Investment in Selected Industries.-U.S. Direct
Investment Position Abroad on an Historical Cost Basis-1992

[Millions of U.S. dollars]

Category Amount

Petroleum1............................................................................... 18
Total M anufacturing .............................................................. (1)

Food & Kindred Products ............................................. 0
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Extent of U.S. Investment in Selected Industries.-U.S. Direct
Investment Position Abroad on an Historical Cost Basis-1992-Continued

(Million. of U dA llan

Catqep, Amount

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

Wholesale Trade .................................................................... 0
B anking ................................................................................... (1)
Finance and Insurance .............................................. ............ 0
Services .................................................................................... 1
Other Industries .................................................................... 0
TOTAL ALL INDUSTRIES ................................................... 33

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

UNITED ARAB EMIRATES

Key Economic Indicators
[Millions or dirhams unless otherwise noted1

1991 1992 19931

Income, Production, and Employment:
Real GDP (1985 prices) ...................................... 119,059 123,821 N/A
Real GDP Growth (pct.) ..................................... 5.2 4.0 N/A
GDP (at current prices)s2.................................... 126,264 130,163 131,660
By Sector.

Agriculture, Livestock, and Fishing .............. 2,563 2,730 2,838
Mining and Quarrying:

Crude Oil ...................................................... 54,260 53,116 51,350
Other.......332 355 369

Manufacturing ................................................. 9,770 9,942 10,991
Electricity/Water ............................................. 2,700 2,869 2,961
Construction .................................................... 10,365 11,125 11,582
Wholesale, Retail trade, Restaurants and

Hotels ............................................................ 11,943 13,020 13,682
Transport, Storage, and Communications .... 6,711 7,167 7,490
Finance and Insurance ................................... 5,488 6,431 6,656
Real Estate ...................................................... 7,440 8,180 8,583
Other Services ................................................. 2,689 2,931 3,107
Less Imputed Bank Services Charge ............. -2,182 -2,684 -2,768
Government Services ...................................... 13,634 14,376 14,981
Domestic Services (Households) ..................... 551 605 638
Trade Surplus .................................................. 30,702 21,888 17,546

Real Per Capita GDPS3....................................... 62,341 61,559 N/A
Labor Force (000's) ............................................. 717.9 733.5 N/A
Unemployment Rate (pct.) ................................. N/A N/A N/A

Money and Prices (annual percentage growth):
Money Supply (M2)4 .......................................... 14.5 4.6 0.6
Base Interest Rate (pct.)IS. . . . . . . . . . . . . . . . .. . . ..5.00 3.88 2.75
Personal Saving Rate ......................................... N/A N/A N/A
Retail Inflation .................................................... 3.0 3.5 3.0
Wholesale Inflation ............................................. /N/A N/A MA
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Key Economic Indicators-Continued
(Millions of dirhanu unless otherwise noted

1991 1992 1998'

Consumer Price Index (1985 100) ..................... 115.4 118.4 N/A
Exchange Rate (dirhams per dollar):

Official .............................................................. 3.671 3.671 3.671
Parallel ............................................................. N/A N/A N/A

Trade and Balance of Payments (in millions of
US. dollars):

Total Merchandise Exports ................................ 22,122.5 22,860.8 22,872.5
of which to US.6 .............................................. 713.4 871.9 568.7

Total Merchandise Imports ................................ 13,904.8 16,893.7 18,533.0
of which from US.7 ......................................... 1,455.0 1,552.4 1,156.0

Aid from U S ....................................................... 0 0 0
Aid from Other Countries .................................. 0 0 0
External Public Debt .......................................... 0 0 0
Debt Service Payments ...................................... 0 0 0
Gold and FOREX Reserves 6s.............................. 5,236.2 5,856.2 N/A
Merchandise Trade Balance ............................... 8,217.7 5,967.1 4,339.5

Balance with US.. ...................?....................... -741.6 -680.5 -587.3
N/A-Not available.
I Estimate&
2At factor cost.
sDirhams
4For 1993 December 1992 to June 1993; for 1991 and 1992, December to December.
sDirham 3-month interbank offer rate from November 1991, November 1992, and November 1993.
$Central Bark only.
'Foar 1993, january to August.

1. General Policy Framework
The United Arab Emirates (UAE) is a federation of seven emirates that retain a

high degree of control over their respective political and economic activities, includ-
ing ownership and management or their oil resources and oil revenues. The federal
government, responsible for defense, internal security, justice, health, education,
and foreign aid, relies mostly on transfers from individual emirates for its revenue.
In 1991, Abu Dhabi's share of UAE GDP came to 63.5 percent. The smallest share,
at 0.6 Percent, went to Umm al Quwain. In the same year, Abu Dhabi had the high-
est per capita GDP, at $31,508, while Ajman's, at $6,093, was lowest. In 1992 Abu
Dhabi's per capita GDP rose to $32,067, and Ajman's had climbed to $6,312. Uimm
al Quwa~m was the only emirate to see per capita gdp fall from 1991 to 1992, from
$9 080 to $8,756.

Economic activity in the UAE depends largely on developments in the oil sector,
which accounted in 1992 for 76 percent of government revenue and 68 percent of
the country's export receipts. Lower oil prices in 1993 and UAE adherence to an
OPEC quota wilrmean that total UAE earnings from oil will fall in 1993 to $12.5
billion from $14.5 billion in 1992. Government fiscal policies aim to maintain non-
oil sector growth through spending oil revenues on development projects, without
creating inflation or drawing down official reserves. There are no taxes on UAE na-
tionals and few on the large expatriate population. Most services, including utilities,
health care, education, and food are heavily subsidized by the government. Fluctua-
tions in oil prices are met with changes in the level of government expenditure or
by drawing down reserves. When oil prices declined considerably in the mid-1980's,the UAE federal government and thie larger emirate governments responded by
drawing down foreign assets and cutting capital expenditures more than current
spending.

It is unclear in December 1993 whether lower oil revenues will necessitate an ad-
justment in the governments' fiscal policies. The federal government announced in
December that its budget for calendar year,1994 will be as large of that for 1993,
which was the largest since the early 1980's. The option followed in the mid-80's
is still available. The respective governments, through their official agencies, includ-
ing the central bank for the federal government, and the Abu Dhabi investment au-
thority for the emirate of Abu Dhabi, have ample reserves and no debts.

The principal function of the UAE Central Bank is to regulate commercial banks,
which it has done very actively in 1993. The bank seeks to maintain the dirham/
dollar exchange rate, which has not changed since 1980, and to keep interest rates
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close to those in the US. Given these goals, the Central Bank does not have the
scope to engage in independent monetary policy. Trends in domestic liquidity con-
tinue to be primarily influenced by residents' demand for UAE dirhams relative to
foreign exchange. Banks convert dirham deposits to foreign assets and back again
in search of higher rates of return and in response to fluctuations in lending oppor-
tunities in the domestic market. To a limited extent, domestic liquidity can be nflu.
enced by the Central Bank through its sale and purchase of foreign exchange, use
of its swap facility and transactions in its certificates or deposit.

The provision of government statistics in the UAE is limited. Little information
is available on oil and gas output or pricing, inflation, service and capital trans-
actions in the balance of payments, or the UAE's foreign assets.
2. Exchange Rate Policy

Since November 1980, the UAE dirham, though formally pegged to the IMFs spe.
cial drawing rights (SDR) at the rate or one SDR equals 4.76190 dirhams, with a
margin of fluctuation set initially at 2.25 percent and widened in August 1987 to
7.25 percent, has been kept in a fixed relationship to the U.S. dollar. Since Novem-
ber 1980 the buying and selling rates for the U.K. dollar have been 3.6690 dirhams
and 3.6730 dirhams, respectively. Commercial banks are free to enter into foreign
exchange transactions, including forward contracts, at rates of their own choosing.
In practice, these rates have followed closely the rate quoted by the UAE Central
Bank. The UAE maintains a liberal exchange system which is free of restrictions
on both payments and transfers for current and capital transactions.,TUe trade sys.
tem is also free of restrictions and only a small proportion of total imp~bts is subject
to tariffs at an effective rate of one percent.
3. Structural Policies

There have not been any significant changes in the UAE regulatory framework
in 1993. Government interference in the economy remains minimal. The central
bank announced a regulation in October that would limit the size of loans outstand-
ing to one client, defined as an individual, a company, or a group of related compa-
nies, to seven percent of capital. For foreign banks, the regulation defines capital
as local capital, not international capital. The bank's stated objective in issuing the
regulation is to strengthen local banks. The effect will be to encourage foreign banks
to book loans offshore, unless the regulation can be modified. As of December, talks
were underway between the bank and foreign banks over how to resolve the objec-
tions of the latter.

A new shelf-life regulation that considerably shortens shelf-life for various cat-
egories of imported food threatens US. egg exports to the UAE.
4. Debt Management Policies

The UAE central government has no official foreign debt. Some smaller, individ-
ual emirates are believed to have foreign debts, and there is private external debt.
While there are no reliable statistics on either, the amounts involved are not large.
The foreign assets of Abu Dhabi, Dubai, and their official agencies are believed to
be significantly larger than the reserves of the UAE Central Bank.

External assistance is provided by the federal government, emirate government
agencies, individual rulers, and private contributors. No comprehensive figures are
available. In 1991, the UAE government spent $4.74 billion on aid in connection
with the gulf crisis. This amounted to 14 percent of GDP for that year. In 1992,
the aid level had dropped to $735 million, or two percent of GDP. The largest aid
donor within the UAE, the Abu Dhabi Fund for Arab Economic Development
(ADFAED), distributed $1.6 billion in loans and $116.6 million in grants between
1974 and 1992.
5. Significant Barriers to U.S. Exports

The regulatory and legal framework heavily favors local over foreign business.
There is no national treatment for investors in the UAE. Except for companies lo-
cated in duty-free zones, at least 51 percent of a business establishment must be
owned by a UAE national. A business engaged in importing anything into the UAE
must be 100-percent owned by a UAE national. Subsidies for manufacturing firms
are only available with at least 51-percent local ownership. By law foreign compa-
nies wishing to do business in the UAE must have a UAE national sponsor, agent
or distributor.

There is some disagreement between the federal and local authorities over the
meaning of "national'. The Federal Ministry of Economy and Commerce stipulates
that a national sponsor is a sponsor for the entire country. Local chambers of com-
merce see "national" as meaning UAE citizen, and often will not allow a business
to operate within their emirate 2i' the sponsor is from another emirate. Once chosen,
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these sponsors, agents, or distributors have exclusive rights. Sponsors can be re.
placed, if the sponsor agrees. This happens but not often. Foreign companies do not
press claims, knowing that to do so would jeopardize any future business activity
in the UAE. Foreigners can not own land or buy stocks. Foreign companies do not
pay taxes, except for banks, whose profits are taxed at a rate of 20 percent, and
oil producers, which pay taxes and royalties on their equity barrels.

The tendering process is not conducted according to generally accepted inter-
national standards. Re-tendering is the norm, often as many as three or four times.
To bid on federal projects, a supplier or contractor must either be a UAE national
or a company in which at least 51 percent of the share capital is owned by UAE
nationals. Therefore, foreign companies wishing to bid for a federal project must
enter into a joint venture or agency arrangement with a UAE national or company.
Federal tenders are required to be accompanied by a bid bond in the form of an un-
conditional bank guarantee for five percent of the value of the bid.
6. Export Subsidies Policies

The UAE government does not use subsidies to provide direct or indirect support
for exports. The UAE is not a member of the GAT.
7. Protection of U.S. Intellectual Property Rights

In 1992, the UAE passed three laws pertainingto intellectual property: a copy-
right law a trademark law, and a patent law. All tree were to have gone into effect
in 1993. While the government has begun registering trademarks and patents, little
has been done to implement the copyright law, which, in the view of U.S. Govern-
ment experts does not, as written, protect U.S. works. Nothing apparent has been
done about the manufacture sale, and export to surrounding countries of pirated
video and sound recordings. U.S. industry estimates that UAE sound and video pi-
racy costs it $116 million per year. Most software sold in the UAE is also unauthor-ized.

8. Worker Rights
a. The Right of Association.-UAE law is silent on the right of workers to organize

unions and to strike, except that it is a criminal offense for public sector workers
to strike. In practice, there are no unions and few strikes. Foreign workers who
might attempt to organize a union risk deportation.

b. The Right to Organize and Bargain Collectively.-There is no legal provision
for the right of workers to engage in collective bargaining. Most of the work force
is foreign. Workers in the industrial and service sectors are normally employed
under work contracts that are subject to review by the Ministry of Labor and Social
Affairs. For the resolution of work-related disputes, workers must rely on concilia-
tion committees organized by the Ministry of Labor and Social Affairs, or on special
labor courts. Domestic servants and agricultural workers are not covered by UAE
labor laws and thus have great difficulty in obtaining any assistance in resolving
labor disputes. The same laws and regulations apply as in the rest of the country
in the free ports, where manufacturing takes place.

c. Prohibition of Forced or Compulsory Labor.-Forced or compulsory labor is ille-
gal and not practiced.

d. Minimum Age for Employment of Children.-Labor regulations prohibit employ.
ment of persons under age 15 and have special provisions for employing those aged
15 to 18. Labor regulations allow contracts only for adult foreign workers. In Janu-
ary 1993, the government announced new regulations prohibiting the employment
of young children as camel jockeys and decreed that camel jockeys should weigh no
less than 45 kilograms. It also created a camel race association to enforce the new
rules. Small children who were employed as jockeys were returned to their parents.

e. Acceptable Conditions of Work.-There is no legislated or administrative mini-
mum wage. Supply and demand determine salaries. However, according to the Min-
istry of Labor and Social Affairs, there is an unofficial, unwritten minimum wage
rate which would afford a worker and family a minimal standard of living. The
labor and social affairs ministry reviews labor contracts and does not approve any
contract that stipulates a clearly unacceptable wage.

Work hours are restricted to eight hours per day, six days per week, but these
standards are not strictly enforced. The law provides for a minimum of 24 days per
year of annual leave plus ten national and religious holidays.

Most foreign workers receive either employer-provided housing or a housing allow.
ance, medical care, and homeward passage through their employers. The vast ma-
jority of such workers, however, do not earn the minimum salary ($1,000 per month)
required for them to sponsor their families for a UAE residence visa. Employers
have the option to petition for a ban from the work force of one year for any foreign
employee who leaves his job without fulfilling the terms of his contract.
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The government sets health and safety standards, which are enforced by the min.
istry of Health the Mlnistry of Labor and Social Affairs municipalities, and civil
defense. Every large industrial concern is required to employ an occupational safety
officer certified by the Ministry of Labor. If an accident occurs, a worker is entitled
to fair compensation. Health standards are not uniformly applied in the housing
camps provided by employers. All workers have the right to complain to the Labor
Ministry, whose officials are accessible to any grievant, and an effort is made to in-
vestigate all complaints. The ministry, which oversees worker compensation, is,
however, chronically understaffed and under-budgeted, so that complaints and com-
pensation claims are backlouepd.

Foreign nationals from nd0 ia, Pakistan, the Philippines, Bangladesh, and Sri
Lanka continue to seek work in the UAE in large numbers. There are many com-
plaints that recruiters in the country of origin use unscrupulous tactics to entice for-
eign manual laborers and domestics to the UAE, promising false salaries and bene-
fits, and at times bringing them in illegally. Such cases may be appealed to the
Labor Ministry and, if this does not resolve the issue to the courts. However, many
laborers are reluctant to protest or to engage in such a lengthy process because of
fear of reprisals by their employers. Moreover, since the UAE tends to view foreign
workers through the prism of their various nationalities, employment policies, like
immigration and security policies, have at times been conditioned upon national ori-
gin.

The bottom line is, that regardless of nationality, job, or education, virtually all
foreigners working in the UAE, which means the vast majority of the work force,
are in the UAE by choice for one simple reason: the pay is better than at home.
Although they are free to leave whenever they want, few do.

f. Rights in Sectors With U.S. Inuestment.--Worker rights in sectors where U.S.
investment exists follow prevailing practices under UAK labor law, and conditions
do not vary from sector to sector.

Extent of U.S. Investment in Selected Industries.-U.S. Direct
Investment Position Abroad on an Historical Cost Basis-1992

[Millions of U.S. dollars)

Category Amount

Petroleum ............................................................................... 306
Total Manufacturing .............................................................. 0

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

W holesale Trade ..................................................................... 116
B anking ................................................................................... (1)
Finance and Insurance .......................................................... (1)
Services ................................................................................... 17
Other Industries ..................................................................... (1)
TOTAL ALL INDUSTRIES ................................................... 480

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



SOUTH ASIA

BANGLADESH

Key Economic Indicators
(Millions of taka unless otherwise noted]

FY91' FY92 FY93

Income, Production, and Employment:
Real GDP (1985 prices) ...................................... 514,442 534,820 557,800
Real GDP Growth (pct.) ..................................... 3.40 3.96 4.30
GDP (current prices) ........................................... 834,392 903,287 954,500
By Sector. 2

Agriculture ................................................. 300,596 316,723 334,648
Energy and Water ........................................... 11,201 14,011 14,795
Manufacturing ................................................. 72,801 82,571 87,241
Construction .................................................... 47,261 53,466 56,411
Financial Services ........................................... 16,299 17,793 18,804
Other Services a .................... 386,122 418,603 442,315

Net Exports of Goods and Services ................... -59,767 -53,512 N/A
Real Per Capita GDP (taka) .............................. 4,466 4,540 4,629
Labor Force (000's) ............................................. 52,200 54,300 N/A

Money and Prices (annual percent growth unless
noted):

Money Supply (M2, billion taka) ....................... 250.9 285.3 285.5
Base Interest Rate (pct4 .................................. 9.75 9.0 7.0
Personal Saving Rate (pct.) ................................ 3.0 3.8 3.8
lkRetail Prices 5 ................................................... 8.95 5.09 1.37

{/ Wholesale Prices ................................................. N/A N/A N/A
Consumer Price Index5 ...................................... 689.30 724.40 734.30
Exchange Rate (Taka per $): Official (end-De-

cember) ............................................................ 35.79 38.58 39.00
Balance of Payments and Trade (millions of U.S.

dollars):
Total Exports (FOB) ........................................... 1,670 1,901 2,130

Exports to U.S ...... * .......................................... 524 832 e518
Total Imports (CIF) ............................................ 3,470 3,457 3,538

Imports from US ............................................ 179 189 129
Aid from US.7 ..................................................... 140 135 73.5
Aid from Other Countriesa ................................ 1,733 1,611 1,572
External Public Debt9 ........................................ 10,690 11,157 12,605
Debt Service Payments 9 ............... . . .. . .. . .. . . . . .. . . .. .  568.8 535.5 505.6
Gold and FOREX Reserves ................................ 998 1,631 2,082
Trade Balance ..................................................... - 1,800 - 1,556 - 1,408

Balance with U.S ............................................ -345 -643.5 6-389

N/A-Not available.
"The Bangladesh fiscal year is July 1-June 30.
SFY93 sectoral data is estimated on the basis of sectoral GDP contribution of FY92.
"aFigures am for all services.
4Average annual Contral Bank rate.
sInflation figures are based on General Price Index.
'Figures are based en U.S. Department of Commerce January 1-July 31 period.
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'Figures are for the October 1-September 30 fiscal year.
SPigures am for total foreign assistance dibursements.
Pigures are based on Bangladesh Government, Economic Relations Division.

1. General Policy Framework
Bangladesh is one of the world's poorest, most densely populated and least devel-

oped nations. With 120 million people and a GDP of $24 billion in Bangladeshi fiscal
year 1992-93 (FY93) per capita income was just over $200. Many factors have in-
hibited the growth of Bangladesh's overwhelmingly agricultural economy. These in-
cude frequent cyclones and floods, government interference with the economy, a
rapidly growing labor force which cannot be absorbed by agriculture, a low level of
industrialization, underdeveloped energy resources, and inefficient power supplies.
A major policy objective-feeding the rapidly gwing population-is supported by
significant U.S. grain exports to Bangadesh under PI2480 programs and commer-
cial sales.

Given more respite from natural disasters and major political unrest,
Bangladeshi's democratically elected government continued to take some halting
steps towards economic -eform in FY93. Changes in Bangladesh's tax and tariff re-
gimes, the liberalization of the foreign exchange regime, including a declaration of
taka convertibility on the current account, have made markets more open. The mac-
roeconomy appears healthy, with record low inflation, bulging foreign exchange re-
serves, and a reduced current account deficit. Another bumper rice crop and spec-
tacular growth in the garment export industry are expected to push economic
growth up from 4.3 percent to around five percent this year.

Government expenditures, composed primarily of current expenditures and the
Annual Development Program (ADI3), stayed under control for FY93. Domestic reve-
nues, buoyed by improved tax revenue performance exceeded current expenditure
once again. Increased revenues with restrained current expenditure left a current
revenue surplus of 25.5 billion taka. This surplus provides the government contribu-
tion to the country's development budget called Annual Development Program
(ADP). While most funding for the ADP will come from donor nations, the finance
ministry planned to maintain Bangladesh's contribution at about 31 percent in
FY94. Tax revenues reached a record high in FY93, although the rate of growth in
government revenues slowed to around I6 percent compared to 22 percent in FY92.

The government has followed a tight stabilization program since the beginning of
1991. The growth of credit has decelerated as the government has limited the use
of credit by public enterprises. Private sector demand has been reduced in recent
years, first by political uncertainties and increasingly by stricter credit requirements
instituted as part of ongoing financial sector reforms.

In spite of achieving macroeconomic stability, Bangladesh's microcconomic picture
is not encouraging. The state presence in the economy continues to be far too large.
The government made little progress in privatizing inefficient state-owned indus-
tries or reducing the public payroll. The leve) of investment badly needed for job
creation, from both the private and public sectors, is among the lowest in Asia.

Although investment measures were further liberalized by allowing private sector
investment in the energy and telecommunication sectors, the investment climate
continues to be generally poor. Bureaucratic bottlenecks, labor unrest and a deterio-
rating law and order situation continued to discourage domestic and foreign inves-
tors, keeping Bangladesh..from reaching the six to eight percent sustained economic
growth necessary to lift it out of poverty. The Government of Bangladesh hopes to
boost GDP growth to an ambitious five percent in FY94. This will require another
good rice crop, an improvement in ADP implementation and foreign aid utilization
and significant progress in expanding the role of the private sector.
2. Exchange Rate Policy

Following a path of progressive liberalization of foreign exchange regulations, the
Bangladesh Bank declared a number of measures during FY93. Floating foreign ex-
change rates are fixed on a daily basis by commercial banks according to worldwide
cross rates. The Bangladesh Bank also fixes rates, which act as reference rates for
the taka, based on a trade weighted basket of currencies. The government recently
declared the taka convertible for current account transactions.

While the high level of hard currency reserves and a black market rate very close
to the official rate suggest that the exchange rate is close to its equilibrium level,
the taka's market value is nonetheless bolstered by the large sums of foreign ex-
change Bangladesh receives every year through aid transfers and by a still very
high level of effective tariffs and quantitative restrictions on imports. U.S. products
and services have only become generally more price competitive in the Bangladesh
market to the extent that the value of the U.S. dollar has declined against competi-
tor nations' currencies.
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Inbound and outbound foreign investment flows are too small to affect the ex-
change rate. Most foreign firms are able to repatriate profits, dividends, royalty pay-
ments and technical fees without difficulty provided the appropriate documentation
is presented to the Bangladesh Bank. Outbound foreign investment by Bangladeshi
nationals requires government approval and must be in support of export activities.
Bangladeshi travellers are limited by law to taking no more than $2,500 out of the
country per year.
3. Structural Policies

In its final year of the IMF's three-year ESAF program, Bangladesh continued to
meet or exceed the ESAF fiscal and monetary targets. After a steady rise from FY91
to FY92 the money supply leveled out at near zero growth in FY93. As was the
case in MY92, low effective demand for loans led to limited growth in private sector
credit, tending to dampen growth in the money supply. Moreover, the VAT contin-
ued to generate higher than anticipated revenues for the government, with collec-
tions up ten percent in real terms. Government spending has also been reined in
through controls imposed on the level of subsidies provided to several money-losing
parastatals and an attempt to shift greater central government resources towards
capital or development expenditures. Gross inflation is estimated at 1.37 percent,
low by any standard.

While Bangladesh has been able to meet the overarching monetary and fiscal tar-
gets under the ESAF, progress on sectoral reforms which have been supported by
bilateral donors and multilateral banks has been halting. Long an easy source of
funds for preferred borrowers who did not feel obliged to repay their loans, the
banking sector in Bangladesh is undergoing a wholesale reform effort under the Fi-
nancial Sector Reform Program (FSRP), supported by the U.S. Agency for Inter-
national Development (USAID) and the World Bank. The FSRP faces a daunting
challenge in attempting to convert a bureaucratically run, economically unrespon-
sive, network of nationalized banks into a useful source of capital for entrepreneurs.
Insulation from market forces permitted the banks to maintain administered inter-
est rates and to inore the bottom line in providing and pricing banking services.
The FSRP has made considerable progress in repricing banking services and liberal-
izing interest rates.

Key to the future solvency of the banking system, the World Bank's jute reform
package promises to restructure over one billion dollars in jute debt owe dto govern-
ment-owned banks. Plans for jute reform were disrupted, however by the agreement
to a wage increase package or parastatal employees, which raised the cost of lay-
offs. Although the government proclaims privatization of public sector industry as
a major priority, it has made little progress in selling off or shuttinM down losing
parastatal enterprises. A recently established Privatization Board so far appears in-
effectual. Among the several intractable political issues involved in this effort is the
need to lay off excess workers and, in some cases, close down whole plants, in the
face of strong opposition from organized labor. Due to sustained pressure from do-
nors involvelin the energy sector, slow improvements in the management and effi-
ciency of the national power utility are being made.

The effect of the ESAF's tight fiscal and monetary policies, coupled with a strong
taka, has inhibited import demand and helped constrain domestic private invest-
ment. Inadequate implementation of the Industrial Policy of 1991 by various min-
istries and agencies has contributed to a stagnant investment picture, with an over-
all investment rate of around ten percent of the GDP. The impact of the much-pub-
licized Board of Investment remains to be seen.
4. Debt Management Policies

Assessed on the basis of outstanding principal, Bangladesh's national debt was
$12.61 billion as of June 1993, up 13 percent from the previous year's level of $11.16
billion. Given the fact that virtually all of the debt was provided under highly
concessional terms by bilateral and multilateral donors, the net present value of the
total outstanding debt is significantly lower than its face value. Bangladesh cur-
rently owes approximately $1,219 million to the U.S., primarily incurred under the
older PL-480 Title I and III food program. In October 1991, the U.S. provided $293
million in debt relief to Bangladesh in response to the country's adherence to IMF/
IBRD macroeconomic reforms. Total medium- and long-term debt servicing for FY93
was $506 million, 5.6 percent lower than the previous year's amount of $536 million.
5. Significant Barriers to U.S. Exports and Investment

The government continues to liberalize its import regime by relaxing quantitative
restrictions. It has simplified import procedures and rationalized tariffs. The Ban-
gladesh government has established three general tariff categories for most prod-
ucts: zero to 15 percent for raw materials, 30 percent for intermediate goods, and
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50 or 100 percent for finished goods, resulting in very high levels of effective tariff
protection for final products. Large vehicles, alcohol, cigarettes and air-conditioners
are some important exceptions to this policy. Tariffs on these products are well over
100 percent. Bangladesh continues to raise relatively high shares of its government
revenue from customs duties. Bangladesh is a member or the General Agreement
on Tariffs and Trade and is a participant in the ongoing Uruguay Round.

Bangladesh continues to engage in countertrade activities with traditional
countertrade partners such as China, Russia and the Czech Republic. However
countertrade has declined to a small percentage of the value of Bangladesh's overall
trade.

The Industrial PolicY of 1991 (revised in 1992) allowed foreigners to have 100 per-
cent ownership of businesses and promise foreign investors equal treatment with do.
mestic capital. Recently the government allowed foreign firms to obtain working
capital loans In taka from local banks. Many of the Industrial Policy's provisions
have yet to be translated into action. However, the major exception is investment
in the country's only Export Processing Zone (EPZ), located in Chittagong, Ban-
fladesh's second largest urban center and principal seaport. Investment proposalsfor the EPZ are processed quickly, and the EPZ administration is able to take care
of the investors' needs, from tax treatments to utility hook-ups. Investment propos-
als outside the EPZ can be delayed in processing for years.
6. Export Subsidies

The Bangladesh government attempts to encourage export growth through meas-
ures such as ensuring duty-free status for some imported inputs including capital
machinery and providing easy access to financing for exporters. Ready made gar-
ments producers are stimulated by bonded warehousing and back to back letter of
credit facilities. Exporters are now allowed to exchange 100 percent of their foreign
currency earnings through any authorized dealer. Interest rate subsidies to export-
ers financed by the Government were slightly reduced in 1991. Bangladesh has so
far continued to resist domestic exporters demands for increased export subsidies.

Jute exports have continued to decline due to erratic supply and continuing com-
petition firm synthetics. Government efforts to prop up the industry have been ex-
pensive and unsuccessful.

Bangladesh's first export processing zone (EPZ), located near the main port city
of Chittagong, has 52 factories andh as attracted investment worth $137 million
since its founding in 1983. Five U.S. firms are currently operating in the EPZ, in-
cluding one garment factory and four specialized textile manufacturers. Projects in
the EPZ benefit from duty-free imports of capital goods and raw materials. In June
1993, the Government established a similar export processing zone in the town of
Savar, north of Dhaka and close to the international airport. So far 37 proposals
for factories have been approved, and three factories have already gone into produc-
tion. A third EPZ is expected to open in two years in the southern city of Khulna.

7. Protection of U.S. Intellectual Property
Bangladesh intellectual property law dates from the colonial era and has many

similarities with the current British system. The Patent and Design Act of 1911, as
amended by the Patent and Design Rule of 1933, the Trademark Act of 1940, and
the Coprght Ordinance of 1962 govern patents, trademarks, and copyrights in
Bangladesh.

Drafts of new legislation have been produced by the legal profession in some
cases, these drafts are under review by governmental committees, in one case, that
of a new company law, since 1986. Although the government has not given intellec-
tual property issue a high priority, Bangladesh has been a member of the World
Intellectual Property Organization (WIPO) in Geneva since 1985 and is represented
on two of its permanent committees. Intellectual property infringement is common,
but is of limited significance for U.S. firms, with the possible exception of pharma-
ceutical products and audio and video cassettes.
8. Worker Rights

a. The Right of Association.-The Bangladesh constitution guarantees freedom of
association, the right to join unions, and, with government approval, the right to
form a union. With the exception of workers in the railway, postal, tele$raph, and
telephone departments, state administration workers are forbidden to join union.
Some workers have formed unregistered unions, however. The ban also applies to
security-related government employees such as in the military and police. Ban-
gladesh civil servants forbidden to join unions, such as teachers or nurses, have
joined associations which perform functions similar to labor unions. Workers in Ban-
gladesh's two EPZs have also skirted prohibitions on forming unions by setting up
associations.



503

b. The Right to Organize and Bargain Collectively.-The Government has stated
that labor law restrictions on freedom of association and formation of unions in the
EPZs will be lifted by 1997. In the burgeoning garment industry, there have been
numerous complaints of workers being harassed and fired in some factories for try.
ing to organize workers.

Unions in Bangladesh are highly politicized. Virtually all the National Trade
Union centers are affiliated with political parties, including one with the ruling gov.
ernment party (BNP). Some unions are militant and engage in intimidation and
vandalism. Illegal blockades of public transportation routes by strikers occurred sev-
eral times in 1993, with scattered violence. General strikes, or *hartals", continue
to be used by the political opposition to pressure the Government. Hartals cause sig.
nificant economic and social disruption through loss of work hours and production.
The Essential Services Ordinance permits the Government to bar strikes for three
months in any sector deemed essential. Mechanisms for conciliation, arbitration,
and labor court dispute resolution were established under the Industrial Relations
Ordinance of 1969.

c. Prohibition of Forced or Compulsory Labor.-The constitution prohibits forced
or compulsory labor. The Factories Act and Shops and Establishments Act, 1965,
set up inspection mechanisms to enforce laws against forced labor, but resources for
enforcement are slim. These laws are not rigorously enforced.

d. Minimum Age for Employment of Children.-.Bangladesh has laws that prohibit
labor by children. The Factories Act of 1965 bars children under the age of 15 from
working in factories. In reality, enforcement of these rules is inadequate. According
Lo United Nations estimates, about one third of Bangladesh's population under the
age of 18 is working. In a society as poor as Bangaladesh's, the extra income ob-
tained by children, however meager, is welcome and sought after. In anticipation
of possible U.S. legislation prohibiting the import of products made by child labor,
thousands of underage children employed in Bangladesh's garment industry were
fired in 1993.

e. Acceptable Conditions of Work.-Regulations regarding minimum wages, hours
of work and occupational safety and health are not strictly enforced. Minimum
wages set by law, vary depending on occupation, but are generally ignored. There
is no national minimum wage. Instead, the Wage Commission sets wages industry-
by-industry. In most cases, private sector employers ignore this wage increases, ar-
guing that low labor productivity vitiates any arguments for set wage.

The law sets a standard 48-hour workweek with one day off mandated. A 60-hour
workweek, inclusive of a maximum 12 hours of overtime, is allowed. Relative to the
average standard of living in Bangladesh, the average monthly wage could be de-
scribed as sufficient to support life but is not by any means a good wage for a fam-
ily. The Factories Act of 1965 nominally sets occupational health and safety stand-
ards. The law is comprehensive but appears to be largely ignored by many
Bangladeshi employers.

f. Rights in Sectors With U.S. Investment.-U.S. investment stock in Bangladesh
is very small, totaling less than $30 million. It is concentrated in the capitalization
and physical assets of a life insurance company, a commercial bank, a representa-
tive banking office, and a few other service and manufacturing operations. The man-
ufacturing firms with U.S. investment have unions and bargain collectively. Worker
layoffs or the threat of reductions-in-force can cause serious management-labor dis-
Futes. As far as can be determined, firms with U.S. capital investment abide by the
'bor laws and the provisions of the 31 ILO conventions ratified by Bangladesh.

Similarly, these firms respect the minimum age for the employment of children. Ac-
cording to both the Bangladesh government and representatives of the firms, work-
ers in firms with U.S. capital investment generally earn a much higher salary than
the minimum wage set for each specific industry. In some cases, workers in these
fIrms enjoy shorter working hours than those working in comparable indigenous
firms.

Extent of U.S. Investment in Selected Industries.-U.S. Direct
Investment Position Abroad on an Historical Cost Basis-1992

[Millions of U.S. dollars)

Category Amount

Petroleum .............................................................................. 0
Total M manufacturing .............................................................. (1)

Food & Kindred Products .......................................... 0
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Extent of U.S. Investment in Selected Industries.i-U.S. Direct
Investment Position Abroad on an Historical Cost Basis--1992-Continued

(Millions of U.S. dollars]

Category Amount

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

Wholesale Trade .......................................................... ........... 0
Banking ................................................................................... (1)
Finance and Insurance ......................................................... 0
Services. ............................................... 0
Other Industries ......................................................... ............ 0
TOTAL ALL INDUSTRIES ................................................. (1)

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

INDIA

Key Economic Indicators
[Billions of Indian rupees unless otherwise noted]

FY91-92 Y92--93 FY93-941(proJ.)2

Income, Production and Employment:
Real GDP (1981 prices),9.................................... 2,412.6 2,513.9 2,589.0
Real GDP Growth (pct.) ..................................... 1.3 4.2 3.0
GDP (at current prices)s3.................................... 6,095.0 6,887.4 7,576.0
By Sector (pct.):

Agriculture ....................................................... 30.8 31.5 31.2
Energy and Water ........................................... 2.4 2.3 2.4
Manufacturing ................................................. 22.3 22.0 22.3
Construction .................................................... 4.6 4.5 4.6
Rents...............5.2 5.1 5.2
Financial Services......................... 5.5 5.4 5.5
Government, Health and Education .............. 29.2 29.2 28.8

Real per capita GDP (1981 Prices) .................... 2,818.5 2,879.6 2,906.0
Labor Force (millions) ........................................ 321 329 338
Unemployment Rate (pct.) ................................. 22.0 22.0 22.0

Money and Prices (annual pct. growth):
Money Supply (M3) ............................................. 29.4 14.1 14.0
Base Interest Rate (pct.) .................................... 20.0 19.0 18.0
Personal Saving Rate (pct.) ................................ 19.9 19.6 19.4
CPI (1985=100) ............ ................................. 171 191 N/A
Wholesale Inflation (pct.) ................................... 13.6 7.0 8.5
Exchange Rate (Rupees per $):

Official .............................................................. 24.5 28.9 31.5
Parallel ............................................................. 28.0 31.0 33.0

Balance of Payments and Trade:
Total Exports (FOB)4 ......................................... 440.4 533.5 661.0

Exports to U.S ................................................. 72.0 101.1 125.0
Total Imports (CIF)4 .......................................... 478.5 629.2 724.0

Imports from US ............................................ 49.2 61.5 72.0
Trade Balance • ................................................... -38.1 -95.7 -63.0
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Key Economic Indicators-Continued
[BiNms of Indian rupees unle otherwise noted]

FYMl-42 FY92413 Y9344(prMJ.)$

Balance with U• ............................................. 22.8 39.6 53.0
Aid from US.s ....................................................0145.0 153.6 119.4
Aid from Other Countries/Institutions .. 1......... 1,964 2,096 2,300
External Public Debts ............................ 43,468 48,492 54,650
Debt Service Paymentss5......... ........... .. 6,770 7,014 7,572
Gold and FOREX Reserves 5 9.......................... 99220 9,832 12,500

N/A-Not available.
lIndian f&Ical year is April I to March 31.

F1993 Figures are estimates based on October 1993 data.
$GDP at factor cost.
4bMerchandim trade.
sMillIon U.. dollars.
Source Government of India. IMP, World Bank.

1. General Policy Framework
Since independence in 1947, India's high rate of population growth has been ac-

companied by disappointing economic growth. Successive governments believed the
goals of social equity and self-sufficiency could be achieved by steadily raising the
levels of saving and investment. While this approach led to a rapid expansion oT the
industrial base the combination of heavily protected markets and state control of
the economy's 'commanding heights" yielded extraordinarily low productivity and
made Indian manufactures internationally uncompetitive. Annual GDP growth in
the post-independence era has seldom exceeded 3.5 percent. India's population of al-
most 900 million has one of the lowest per-capita incomes in the world today.

The last 15 years have witnessed several attempts to place the economy on a
higher growth path by stimulating international trade and investment and reducing
strict bureaucratic controls. The most radical and sustained effort was launched in
July 1991, when the new government of Prime Minister Rao, confronted by
unsustainable fiscal and trade imbalances and rising rates of inflation and unem-
p'oy~m'ent,pted to fundamentally reorient the Indian economy. The central govern-
ment fiscal deficit, which reached nearly nine percent of GDP in FY 1990/91, was
reduced to 5.7 percent of GDP in FY 1992/93. Given India's narrow tax base,
progress was largely on the expenditure side: subsidies and investment expenditures
were curtailed, the defense budget was reduced, and public enterprises and state
governments were forced to become more self-reliant.

Further progress in lowering the fiscal deficit seems unlikely during FY 1993-94.
Lower imports and reductions in customs tariff rates, central excise duties, and tax
holidays for certain investments are contributing to lower revenues. Current ex-
penditures rose in 1993 as the government pushed high-visibility projects to influ-
ence crucial state elections. However, several reforms are expected to broaden the
tax base during 1994-95, including the introduction of a national VAT system. The
central government's fiscal deficit for the current fiscal year is now expected to
reach six percent of GDP. The government is committed to further reducing the fis-
cal deficit in succeeding years.

The government andZthe Reserve Bank of India (RBI) approached monetary policy
dunng-FY 1992-93 with two overarching goals. First, they wanted to reduce the
growth rate in monetary expansion (M3), which rose at an average annual rate of
17 percent between fiscal years 1980-81 and 1991-92. Second, they wished to re-
duce government's reliance on bank credit in favor of private sector borrowing at
nominal interest rates, reflecting lower inflation and a phased reduction in reserve
requirements. In fact, M3 growth during 1992-93 fell to 14.1 percent, well below
the average of the prior decade and the 19.4 percent growth rate posted in FY 1991-
92. Growth in net bank credit to the government also declined for the second con-
secutive year. Credit to the private sector rose as the government intended.

The government appears to have strayed from its goal of compressing monetary
expansion to 12.0 percent during 1993-94. During the first five months of the cur-
rent fiscal year, M3 growth and Central Government use of RBI credit were both
higher than planned. RBI and private sector forecasts now predict FY 1993-94 infla-
tion of eight to nine percent. The Cash Reserve Requirement (CRR) wascut from
15 percent to 14 percent in April 1993 and the Statutory Liquidity Ratio (SLR) was
reduced from 37.25 percent to 34.75 percent in October, reducing the government's
claim on bank credit. The frequently enunciated goal of introducing open market op-
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rations to supply the government's funding requirements and manage monetary
policy awaits interest rate deregulation and the evolution of efficient primary and
secondary markets for government "gitedged" securities.
2. Exchange Rate Policy

The current government has broken with tradition by employing exchange rate
policy to improve India's export competitiveness and to avoid the external payments

crises that have been a recurring theme in modern India._A dual exchange rate sys-
tem, introduced in 1992, served as the precursor to exchange rate unification on
March 1, 1993. The rupee is now fully convertible for trade-related and some cur-
rent-account transactions. Remittances remain subject to Reserve Bank of India
guidelines, but no longer require case-by-case approval. Stronger export earnings
and foreign investment flows, as well as returning flight capital, have contributed
to a stable exchange rate of about 31.5 rupees per dollar since March 1993.
3. Structural Policies

Price policies: Central and state governments regulate prices of most essential
products, including foodgrains edible oils, basic medicines, energy, fertilizers, water
and many industrial inputs. Agricultural commodity procurement prices have been
increased substantially during the past two years, while fertilizer, rural electricity
and irrigation costs remain well below market levels. Many food products are under
a dual pricing system: some output is supplied at fixed prices through government
distribution outlets ('fair price shops"), with the remainder sold by producers on the
free market. Prices are usually regulated according to a cost-plus formula; some for-
mulas have not been adjusted in more than a decade. Regulation of basic drug
riches has been a particular problem for U.S. pharmaceutical firms operating inndia.

Tax policies: India's tax policies suffer from several problems common to develop-
ing countries. Public finances remain overly dependent on indirect taxes, particu-
larly on international trade. Between 1990 and 1993, indirect taxes accounted for
75 percent of central government tax revenue. India's tax base is excessively narrow
and marginal rates are high by international standards. Corporate earnings of for-
eign companies are currently taxed at 65 percent, although a wide range of tax con-
cessions are available. Evasion is widespread. One study estimates that only 35 per-
cent of taxable income is actually disclosed. A government-appointed committee has
recommended an increase in the revenue share from direct taxes, introduction of a
value-added tax (VAT), and replacement of India's complex tax code with one that
is simpler and more transparent. Serious consideration is now being given to a
major overhaul of India's tax regime.

Regulatory Policies: The Indian economy remains highly regulated, although an
ambitious program of liberalization began with the announcement of the "New In
dustrial Policyt in July 1991. Restrictions on foreign investment, plant location and
capacity expansion, and new product introduction have been dramatically relaxed
for all but a few industries. The government actively encourages foreign and domes-
tic private investment in power generation, telecommunications, and other infra-
structure. Local sourcing requirements have been abolished. The RBI now serves as
the "single window" for virtually automatic approval of foreign investments up to
51 percent of equity. Projects outside the Reserve Bank guidelines are referred to
the Foreign Investment Promotion Board (FIPB) for approval, which is generally
given. Particularly large projects (over $100 million) or projects that pose sensitive
policy issues may be referred to an inter-ministerial committee. As deregulation at
the federal level increases the importance of local investment promotion, India's
states are giving more attention to their regulatory policies.

4. Debt Management Policies
External Debt Management: India's decision in the 1980's to use debt-financed

deficit spending to boost economic growth meant that commercial debt and deposits
from non-resident Indians (NRI's) provided an increasing share of the financing for
India's mounting trade deficit. The result was a hefty increase in external debt,
compounded by rising real interest rates and a declining term structure as India's
credit worthiness felL Total external debt rose from $20 billion in FY 1980-81 to
about $75 billion in FY 1990-91. Fueled by rising debt service payments, foreign
exchan reserves fell to the equivalent of two weeks of imports during the FY
1990-9 balance of payments crisis. India's reform program, supported by lending
from the IMF under a $2.2 billion standby arrangement, boosted reserves to $7.8
billion by early October 1993.

External Debt Structure: Measured by the absolute size of her debt, India is
among the world's major borrowers. Total external debt (including ruble and de-
fense-related debt) stood at $85.4 billion on March 31, 1993. The World Bank
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(IBRD/IDA) is India's largest creditor and holds over 45 percent of its total out-
standing public debt. As a percentage of GDP, the debt stock rose from 28.3 percent
at the endof March 1990 to 37.9 percent at the end of March 1993. The debt-service
ratio declined slightly during this period to 26.1 percent. Roughly $30 billion of In-
dia's debt is on concessional terms: the average interest rate on India's external debt
is 8 percent, with an average maturity of 25 years. Short-term debt accounts for
only about five percent of the total.

Relationship With Creditors: India has an excellent debt servicing record. US.
and Japanese rating agencies downgraded Indian paper in 1990 as India encoun-
tered balance of payments difficulties, exacerbated by the conflict in the Gulf. How-
ever, the recent growth in official reserves and the enthusiastic response of institu-
tional and foreign direct investors to India's economic reforms indicates creditor con-
fidence has rallied significantly. India chose not to negotiate an Extended Fund Fa-
cility with the IMF when its Standby Arrangement expired in May 1993, citing the
growth in foreign exchange reserves and ample food stocks.
5. Significant Barriers to U.S. Exports

Import Licensing: India has significantly reduced its comprehensive import-licens-
ing requirements, which placed severe restrictions on the entry of U.S. goods and
services. U.S. exports have unquestionably benefited from the relaxation of the li-
censing regime. As in the case of tariff reductions, licensing reforms have focused
on capital and intermediate goods. A few commodity imports, including petroleum
products, fertilizers, drugs, edible oils, and cereals, are still "canalized" through
state trading companies. A negative list of import items still exists, affecting over
one-third of all tariff lines and reducing market access for U.S. exporters. Along
with consumer goods, import licenses are also required for certain electronics, pes-
ticides and insecticides, breeding stock, most pharmaceuticals, chemicals, and prod-
ucts reserved for small-scale industry.

Services Barriers: The Indian government runs many major service industries ei-
ther partially or entirely. Entry of foreign banks is tightly regulated, with controls
placed on branching and automation. India does not allow foreign nationals to prac-
tice law in its courts. Government monopoly of life and general insurance services
contributed to India's citation in 1989 under the Super 301 provisions of the 1988
Trade Act. However, foreign and domestic private firms dominate advertising, ac-
counting, car rental and a wide range of consultancy services. Exchange controls re-
strictingthe hiring of expatriate managers and consultants have been sharply re-
duced. India has indicated its desire to negotiate further access under the Uruguay
Round of services negotiations.

Standards, Testing, Labelling and Certification: Indian standards generally follow
international norms and do not constitute a barrier to trade. Where differences
exist, India is seeking to harmonize national standards with international norms.
No distinctions are made between imported and domestically-produced goods.

Investment Barriers: The industrial policy introduced in July 1991 relaxed or
eliminated many previous restrictions on foreign investment. Government approval
for most investments has been eliminated. Foreign equity participation of up to 51
percent is now virtually automatic for "priority" industries covering most manufac-
turing. Depending on the project and the technology, the government may approve
equity investments up to 100 percent. Several longstanding US. investment propos-
als and many new projects have been cleared under the new procedures. As a result,
$2.5 billion in foreign investment was announced during the 18 months from Janu-
ary 1992 to June 1993, ten times the total for 1990 and 1991. In 1992, India became
the 113th country to announce it would join the Multilateral Investment Guarantee
Agency (MIGA). An agreement with OPIC remains in force to protect U.S. investors.

Government Procurement Practices: Indian government procurement practices are
opaque and often discriminate against foreign suppliers. A preferential price margin
of as much as 25 percent is available to domestic suppliers. Small-scale suppliers
enjoy an additional margin of 15 percent. Defense procurement through agents is
not permitted, forcing US. firms to maintain resident representation. When foreign
financing is involved, procurement agencies generally comply with multilateral de-
velopment bank requirements for international tenders.

Customs Procedures: Liberalization of India's trade regime has eased some of the
worst asp of customs procedures. Documentation requirements, including ex-fac-
tory bills of sale, are extensive and delays are frequent. Although requirements are
non-discriminatory, the frequency of complaints indicates the need for more stream-
lining.
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6. Export Subsidies Poiiciea
The 1991 budget phased out most direct export subsidies, but a tangle of indirect

subsidies remains. Export profits are tax-exempt, and a variety of tariff incentives
and promotional import licensing schemes, some of which carry export quotas, still
remain.
7. Protection of U.S. Intellectual Property

The government of India contends protection of intellectual property rights (IPR)
must balance the interests of IPR holders, consumers and other social interests. The
government has had some difficulty striking an appropriate balance between these

interests. While Indian statutes give higher priority to the rights of the state than
of the individual property holder, Indian courts, based on British common law, con-
sistently uphold strong intellectual property protection. The Special 301 investiga.
tion initiated by USTR-in 1991 determined that Indian IPR practices-in particular
the lack of adequate patent protection-unduly burdened U.S. commerce. In re-
sponse to this finding, in April 1992, the U.S. removed all Indian-origin chemical
and pharmaceutical products from duty-free entry under the Generalized System of
Preferences (GSP).

India's patent law was revised in 1970. The Patent Act shortened patent life and
ended product patents for pharmaceuticals chemicals and food products. Product
patents are granted for 14 years from the date of filing. Process patents for drugs,
chemicals and food products are granted for the shorter of seven years from the time
of filing or five years from the sealing of the application. Patents are not granted
for inventions in atomic ener y; methods of agriculture; processes for treatment of
humans, animals or plants; biotechnology; environmental pollution controls; or in-
ventions based on general scientific principles. In the wake of 4he 1970 Act, patent
applications by both Indians and foreigners fell sharply, and have never regained
previous levels.

Indian copyright law offers strong protection, but the Indian Constitution gives
enforcement responsibility to state governments. Film, video and software piracy are
widespread and of serious concern to domestic as well as foreign producers. The gov-
ernment is trying to fortify the enforcement efforts of states with major population
centers by providing training to enforcement officials. India has eliminated regu-
latory provisions that have discriminated against foreign trademarks. Few U.S.
trademark owners have been unable to enforce their rights. Amendments to the
copyright law, expected to reach Parliament late in 1993, should strengthen manda-
tory penalties for copyright infringement.
8. Worker Rights

a. The Right of Association.-India's Constitution gives workers the right of asso-
ciation. Workers may form and join trade unions of their choice; work actions are
protected by law. Unions represent under 25 percent of industrial and service work-
ers, and almost none of the 70 percent of workers employed in agriculture.b. The Right to Organize and Bargain Collectively.-Indian law recognizes the
right to organize and bargain collectively. Procedural mechanisms exist to adju-
dicate labor disputes that cannot be resolved through collective bargaining. State
and local authorities occasionally use their power to declare strikes "illegal" and
force adjudication.

c. Prohibition of Forced or Compulsory Labor.-Forced labor is prohibited by the
Constitution; a 1976 law specifically prohibits the formerly common practice of
"bonded labor". India's Supreme Court defines forced labor as any work done at less
than the prevailing minimum wage in the state where the labor is performed. De-
spite implementation of the 1976 law, bonded labor continues in many rural areas.
Efforts to eradicate the practice are complicated by jurisdictional disputes between
the central and state governments; legislation is a central government function,
while enforcement is the responsibility of the states.

d. Minimum Age for Employment of Children.-Poor social and economic condi-
tions and lack of compulsory education make child labor a maor problem in India.
The government of India estimates that 17 million Indian children from ages five
to 15 are working. Non-governmental organization estimate that there may be more
than 50 million child laborers. A 1986 law bans employment of children under age
14 in hazardous occupations and strictly regulates child employment in other fields.
The glass, pottery, carpet and fireworks industries, among others, openly defy this
law. Resource constraints and the sheer magnitude of the problem limit ability to
enforce child-labor legislation.

e. Acceptable Conditions of Work.-India has a maximum eight-hour work day and
48-hour work week. This maximum is generally observed among the eight percent
of the labor force employed in the formal sector. Occupational safety and health
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measures vary widely from state to state and among industries, as does the mini.mum wage.
f. Righ-tIn Sectors With U.S. Investment.-Most U.. collaborations in India arelicensing reements. U.S. equity investment exists largely in manufacturing, bank-ing aingperoleum-all sectors in which organized lab6r is predominant and work.

ing conditions are well above the average for India. U.S. investors generally offer
better than prevailing wages, benefits and work conditions. Intense government and
press scrutiny of all foreign activities ensures that any violation of acceptable stand-
ards under the five worker-rights criteria mentioned above would receive immediate
attention.

Extent of U.S. Investment in Selected Industries.-U.S. Direct
Investment Position Abroad on an Historical Cost Basis-1992

[Millions of U.S. dollars]

Category Amount

Petroleum ....... ........... ................................ (1)
Total Manufacturing ........................................................... 201

Food & Kindred Products .................................................. 1
Chemicals and Allied Products ......................................... 118
Metals, Primary & Fabricated ........................................ 5
Machinery, except Electrical ............................................ .50
Electric & Electronic Equipment ..................................... .5
Transportation Equipment ................................................ 4
Other Manufacturing ......................................................... 19

Wholesale Trade ......................................................... ............ 23
B anking ................................................................................... 233
Finance and Insurance .......................................................... (1)
Services ................................................................................... 15
Other Industries ..................................................................... (2)
TOTAL ALL INDUSTRIES ................................................... 479

'Suppressed to avoid disclosing data of individual companies.
2Less than $500,000.
Source: U.S. Department of Commerce, Bureau of Economic Analysis.

PAKISTAN

Key Economic Indicators
[Billions of Pakistani rupees unless otherwise noted]

IFY91 FY92 FY931

Income, Production, and Employment:
GDP (nominal) .................................................... 1,022 1,202 1,359
GDP by sector (pct.):

Agriculture ....................................................... 25.7 26.2 24.4
Manufacturing ................................................. 17.7 1,7.8 18.3
Services 2 .......................... . . .. . . .. . . . .. . . .. . . . .. . . . . . .. . . .  48.8 47.9 48.9

Real GDP Growth Rate (pct.) ............................ 5.6 7.7 3.0
Real GNP Per Capita (US$) ............................... 409 414 414
Labor Force (millions) ........................................ 31.8 32.8 33.8
Unemployment Rate (pct.) ................................. 6.3 6.3 6.3

Money and Prices:
Money Supply (M1) ............................................. 304 357 404
Comm. Interest Rates (pcts ............................. 11.0 15.5 18.0
Saving Rate (pct. of GNP) .................................. 13.8 14.5 15.2
Investment Rate (pct. of GNP) .......................... 18.5 19.9 20.1
Consumer Price Index (annual pct. change) ..... 12.7 9.6 9.1
Wholesale Price Index (annual pct. change) ..... 11.7 9.3 8.4
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Key Economic Indicators-Continued
[Billions of Pakistani rupem unilem otherwise noted]

MFY91 FY92 FY931

Exchange Rate:
Official (FY Avg.) ............................................. 22.4 24.7 25.9
Parallel (est.)............................ 23.5 25.5 27.9

Balance of Payments and Trade (millions of U.S.
dollars):

Total Exports (FOB) ........................................... 5,902 6,762 6,780
Exports to US ................................................ 665 856 676

Total Imports (FOB) ... .....................s 8,385 8,998 10,040
Imports from US .......................... 915 971 770

Aid from U.S. (US. FY commitments) 4............. 0 0 0
Aid from other countries (Non-military Corn

mitments) ......................................................... 4,000 3,349 2,805
External Public Debt .......................................... 16,573 17,361 18,423
Debt Service Payments 5 .................................... 1,316 1,513 1,519
Foreign Exchange Reserves (End of fiscal

year) ................................................................. 492 952 348
Balance of Payments .......................................... -75 -763 -1,441
'Pakistan's Fiscal Year (FY) is July 1-June 30. For example, FY 93 runs from July 1, 1992 to June 10,

1993.2lncludes Banking, Insurance, Commerce, Housing, Storagp, Transportation, Communications and other
ServiceL1Average annual interest rate on commercial bank loans to private sector borrowers.

U.S. fiscal Year basis. Effective October 1, 1990, new civilian assistance and all military aid for Pakistan
withheld pending a presidential certification under the Pressler Amendment to the Foreign Assistance Act.

sExcludes interest on short-term loans and IMP charges.

1. General Policy Framework
The political uncertainty which gripped Pakistan for much of 1993 had an inevi.

table effect on the country's economic situation. GDP growth, which had averaged
6.2 percent per year during the 1980s and early 1990s, fell to 3.0 percent during
the fiscal year which ended-on June 30, 1993. Exports actually declined 1.7 percent
during Pakistani fiscal year 92-93, while imports increased 9.25 percent. Official
foreign exchange reserves, which had been just under $1 billion at the beginning
of the year, fenlprecipitously and were equivalent to just a few days of import cover
by mid-summer. Pakistan was facing an economic crisis by the time the caretaker
administration of Prime Minister Moeen Qureshi took over in July.

The interim government introduced far-reaching economic reform measures to put
the economy back on track. In a move to stimulate exports and slow down imports,
the Pakistani rupee was devalued 9.5 percent against the dollar. Prices for certain
key commodities were raised, and agricultural income was brought into the tax net
for the first time in Pakistan's history. The government signed on to a $370 million
IMF standby program and laid the groundwork for future substantial enhanced
structural adjustment facility (ESAFY and extended fund facility programs. The
State Bank of Pakistan (the central bank) was granted more autonomy in the for-
mulation of monetary policy. In September, the government announced a com-
prehensive trade reform package, aimed at creating a more export-oriented, neutral-
protection structure bysimplifying the system and introducing more transparency.
The top duty rate will drop from the current 92 percent to 50 percent over a three-
year period, and concessions will be reduced.
2. Exchange Rate Policies

Pakistan's exchange rate policy is based on a managed float, with the central
bank regularly adjusting the value of the rupee against major international cur-
rencies using the U.S. dollar as an intervention currency to determine other rates.
The Pakistani rupee was devalued about 9.5 percent against the dollar in July 1993,
in a move designed to make Pakistani exports more competitive and to curb soaring
imports. Over the past few years, foreign exchange controls have been significantly
liberalized. Individuials and firms resident in Pakistan may now hold foreign cur-
rency bank accounts and freely move foreign currency into and out of the country.
Companies with foreign direct investment (other than foreign banks) may remit
profit and capital without prior central bank approval. Similar liberal remittance
procedures were extended/for the first time to foreign portfolio investment in Paid-
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stan's capital market. Other measures made it easier for individuals and firms to
obtain foreign exchange for a variety of specific purposes. The government's objec-
tive is to make the Pakistani rupee freely convertible once economic conditions make
it possible to do so.
3. Structural Policies

The Pakistani economy has undergone significant reform over the past five years
under successive governments. There is remarkably little difference between the
basic economic policies of the two major political parties, and the general economic
agenda has been to establish a dynamic, open-market economy in which Pakistani
firms are competitive in both global and domestic markets. Reforms were initiated
in three principal areas: trade liberalization through the reduction of tariff and non.
tariff barriers- encouraging foreign and domestic private investment through de.
regulation anJ relaxation of capital and exchange controls; and the dismantling of
state control over key areas of the economy through privatization. The government
has sold 70 of the 115 state-owned industrial enterprises initially slated for privat-
ization. Two previously-nationalized commercial baniks were also sold to the private
sector, and two of the remaining three are also scheduled to be privatized. The gov-
ernment is also planning to pnvatize two giant state-owned enterprises, Pakistan
Telecommunications Corration (PVC) and the Water and Power Development Ad-
ministration (WAPsDA), te state electric utility. In all cases, bidding is open to for-
eign investors, although foreign investment in Pakistani banks is permitted on a
non-repatriable basis only.

Despite market-based reforms the government retains considerable power to
manage prices in many sectors of the economy. The use of direct price controls has
been [argely eliminated, although prices in such industries as oil and gas and phar-
maceuticals remain under control. Foreign drug companies can register products in
Pakistan only at prices acceptable to the government. In some cases, companies
have opted not to-introduce products into the Pakistani market because the prices
established by the government were too low. Similar pricing policies have discour-
aged foreign investment in natural gas exploration and development as well. During
1993, however, the government moved to liberalize pricing policies in several sec.
tors including the petroleum sector, in order to encourage foreign investment.

Although direct price controls are no longer prevalent, public sector entities in-
volved inbanking, manufacturing, services, and trading frequently influence market
prices in accordance with government policy or political considerations. These cor-
porations may use government stocks to affect market prices for essential commod-
ities when prices vary significantly from the government-fixed support prices. The
state-owned corporations can set prices for their products with little regard to gener-
ating a positive return on equity. Examples include fertilizer, tractors, and steel
products. This is especially true for wheat, where artificially low prices raise con-
sumption and lead to smuggling to neighboring countries where prices are higher.

As part of its structural adjustment program, the government has begun to ra-
tionalize public sector prices. In addition, the on-going privatization program will re-
duce or eliminate the economic leverage of many firms now in the public sector and
the government's incentive to controlprices. Over thepast two years, the govern-
ment has sold most of the state-ownedghee factories. As a result the public sector
share of the ghee (vegetable oil) industry has dropped from nearly total dominance
to about 15 percent of the market, and the government no longer sets the retail
price of the product. The cement industry has undergone a similar transformation.

Pakistan has always been a regular importer of wheat. In the last several years,
however, the imbalance between demand and supply necessitated imports of signifi-
cant amounts of u.s. wheat. Credit guarantees from the U.S. Department of Agri-
culture's Commodity Credit Corporation (GSM-102) have been used to finance most
of these wheat purchases. About 70 percent of the vegetable oil consumed in Paki-
stan is also imported. Vegetable oil imports are roughly 85 percent palm oil, mostly
from Malaysia, and 15 percent soybean oil almost all from South America. Pakistan
will import $40 million in US. soybean oil in 1993 under a PL-480 title I program.

In Pakistani FY 1992, the government introduced a package of modest tax meas-
ures designed to expand the tax net and improve collections. Sales taxes were im-
posed for the first time on products at the wholesale and commercial import stages.
A capacity-based system for excise duties and a fixed tax on small business incomes
were implemented to reduce opportunities for evasion or collusion with tax collec-
tors. Withholding taxes were introduced for several categories of income in order to
increase and speed upthe flow of revenue.

But Pakistan's inefficient tax system captures only a small proportion of the tax-
able revenues in the country and is heavily dependent on indirect taxes on trade
and commodities. Tax collection is hindered by widespread evasion, and corruption
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among tax official s is common. As a result of these factors, tax revenues have not
kept pace with the growth of the economy or with government spending. Nearly 85
percent of FY 1992-93 gross revenues were generated by customs and excise duties,
sales taxes, surcharges and non-tax revenue. Only about 15 percent came from di-
rect taxes on income and wealth, collected principally from salaried urban residents
who make up less than ten percent of the labor force. However, the caretaker gov-
ernment made tax reform one of its major objectives and went after tax evaders
with a vengeance. In an historic move, the government also levied taxes on the a!r-
culture Incomes of big landowners for the-first time. Effective this fiscal year, the
agriculture income tax is expected to bring about 1.5 percent of total landowners
Into the tax net. Though the actual revenue generated is likely to be modest, the
move symbolizes a big step toward greater equity in the taxation structure. Al-
though agriculture accounts for 26 percent of Pakistan's GDP, taxation of agricul-
turall ncome historically has been blocked by the large landowners who dominate
the national assembly.
4. Debt Management Policies

Despite a generally conservative approad- to external borrowing, Pakistan's total
external debt has grown in recent years in response to large current account deficits
and associated financing needs. Total external debt at the end of June 1993 (the
most recent statistics available) consisted of the following:

Total External Debt(US$ billions) ............................................................. 19.2
-Medium/Long term debt ......................................... 17.9

Consortium................................................ .8.1
M ultilateral ............................. _ ..............................................o7.6
N on-consortium ............................................................... .................. 1.7
2SBP Private Debt................. ....................................... 0.5

Short-term Debt ................................................................................... 0.4
IMF Credits ................................................... 0.9

Pakistan's debt service ratio was about 23 percent of export earnings in FY 1993.
Pakistan has a sound credit rating and has consistently met its debt service obliga-
tions on time, even during the foreign exchange crisis of summer 1993.

Despite thegovernment's efforts to liberalize the trade regime and incentives to
exporters in FY 1993, the trade performance fell short of government projections.
Due to increased purchases of edible oil motor vehicles and wheat, imports rose
nine percent over FY 1992. Exports in FY 1993 dropped by two percent over FY
1992, primarily due to lower international prices for cotton. The increased trade def-
icit resulted in an increase in the current account deficit, which according to provi-
sional estimates was $3.5 billion in FY 1993. Pakistan's approach to foreign borrow-
ing has a direct effect on imports from the United States. In reviewing bids fromforeign suppliers for development projects, the government is frequently more sen-
sitive to credit terms than to price and quality. This often puts suppliers from coun-
tries which offer highly concessional financing (Japan, France, Germany, the U.K.
and others) in an advantageous position vis-a-vis U.S. competitors.
5. Significant Barriers to U.S. Exports

Import licenses: In recent years, Pakistan has significantly reformed its restrictive
import regime largely at the urging the IMF and the World Bank. Import license
requirements were eliminated for all "freely importable goods" (i.e., items not on the
government's restricted or negative lists), except machinery and millwork, goods fi-
nanced with foreign assistance, some public sector imports, and imports from India.
All imports, however, continue to be subject to a six percent license fee, which annu-
ally generates about $350 million in revenues. The numbers of items on the re-
stricted and negative lists have recently been reduced. Items remaining on these
lists are restricted for reasons of religion, national security, luxury consumption, or
reciprocity, or they are capital and consumer goods bannedcto protect local industry.

Service barriers: Insurance, banking, maritime and air transportation, and audio
and visual works are all affected by services barriers. Portions of major service in-
dustries in Pakistan are nationalized and run by the government. The government
recently opened civil aviation, which had been a monopoly of the national carrier
Pakistan International Airlines, to private competition. Through late summer 1993,
three private carriers were flying domestically and several others were planning to
enter the market. The government of Pakistan's "open sky policy", announced in
1992, liberalized access for foreign carriers to Karachi's Quaid-e-Azam international
airport but is currently slated-or review and possible revision. Private firms are
allowed to participate in general insurance, but foreign insurance firms must place
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a portion of any service transaction with or through a local private firm or govern-
ment facility. Pakistan has recently opened its life insurance sector to both-foreign
and private sector participation. However, foreign insurance companies are re-
stricted to a 51 percent stake and the remaining 49 percent must be offered to pub-
lic through the local stock market. Commercial insurance for imported goods must
be procured through domestic carriers, except imported goods financed-by USAID
programs. Foreign banks in Pakistan, including three U.. banks, are limited to
three branches each (although two U.S. banks have recently been permitted to open
fourth branches) and are subject to certain discriminatory tax and regulatory poli-
cies, but freely compete in both retail and corporate banking throughout the coun-
try.

Investment barriers: Pakistan's political leadership strongly supports foreign di.
rect investment, but this message isnot always fully reflected in bureaucratic poli-
cies and procedures. In FY 1991-9 the government eliminated all federal and provin-
cial sanctioning requirements for new foreign investment, except those in restricted
industries (see below). Other rule changes gave foreign investors better access to do-
mestic credit facilities, eliminated controls on the movement of foreign currency, and
opened up the domestic capital market to fully repatriable foreign portfolio invest-
ment.

The government has designed incentive packages to attract investment to certain
"underdeveloped areas" and-to key industries-biotechnology, fiber optics, solar en-
ergy equipment, computer and software, other electronic equipment, and fertilizers.Pkistan's "investment priority areas" include energy, telecommunications, trans-
portation, agriculture-based industries, chemicals, mechanical engineering, met-
allurgical products, machinery and equipment, electrical/electronics, and mineral ex-
ploration and processing. Special permission is required for investment in areas on
a "specified list' of industries including arms and ammunition, security printing,
currency and mint, high explosives, radioactive substances, alcohol, manufacture of
automobiles, tractors, and petroleum blending plants. Foreign private investment is
also prohibited in agricultural land, forestry, irrigation, real estate (including land,
housing and commercial office buildings), radioactive materials, and health. Foreign
investment in domestic banks is permitted on a non-repatriable capital basis,
though dividends may be remitted overseas.

Government procurement: The government, along with its numerous state-run
corporations, is Pakistan's largest importer. Work performed for government agen-
cies, including purchase of imported equipment, services, etc., is awarded through
tenders that are publicly announced and/or issued to registered suppliers. Orders
are generally placed with the lowest bidder. Although sales to the government can
be large, the bureaucratic procedures involved are cumbersome and competing sup-
pliers are often played off against each other. Government entities must also pro-
cure services, such as banking and insurance, from the public-sector firms.

Customs procedures: These are not unusually burdensome. Waivers of import du-
ties are sometimes allowed for special equipment to start up a new plant or import
a new technology. In practice, however, importers sometimes have difficulty convinc-
ing customs officers to honor waivers that have been negotiated.
6. Export subsidies policies

Pakistan actively promotes the exports of Pakistani goods with concessional fi-
nancing and rebates of import duties and various taxes.In addition, high-value ex-
port items, such as garments, engineered goods, and electronics are eligible for a
75 percent income tax rebate; other items are eligible for a 50 percent rebate. These
policies appear to be equally applied to both foreign and domestic firms'producing
goods for export. For many exports, Pakistan's nationalized commercial banks offer
financing at concessional rates.
7. Protection of U.S. Intellectual Property

Pakistan has been on the special 301 "Watch List" since May 1989, when the
country was identified for special attention under the intellectual property provi-
sions of the Omnibus Trade and Competitiveness Act of 1988. Since then, the gov-
ernment has introduced legislation to revise its patent, copyright and trademark
legislation. Pakistan is not a member of the Paris convention for the protection of
industrial proprty. It is, however, a member of the World Intellectual Property Or-
ganization (WIPO). The US. Treaty of Friendship and Commerce with Pakistan
guarantees national and most favored nation (MFN) treatment for patents, trade-
marks and industrial property rights.

Copyrights: U.S. companies (i.e., book publishers, film producers) have complained
that, although Pakistan is a member of the Universal Copyright Convention, its
copyright law enforcement is ineffective and penalties for violation extremely weak.
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Videotape piracy is widespread. The copyright statute has recently been amended
to strengthen sanctions against piracy of printed texts, computer software, sound re-
cordings and film works-andto increase penalties for infringement. Textile manu-
facturers in the United states have also complained of infringement of their textile
designs by(Pakistani firms and inadequate protection under-Pakistani intellectualproperty laws.

atenyts: Paikistan's current patent law offers process patents only, not product
patents. U.S. pharmaceutical companies have complained that this complicates their
efforts to pursue infringement cases in local courts. The statute permits applications
for compulsory license, although such applications are infrequent. The United States
has urged Pakistan to provide product patent coverage and to amend its legislation
to extend the patent term and to limit the use of the compulsory license procedure.

Trademarks: Pakistan's existing law has no provision for the registration of serv-
ice marks. Some trademark licenses include a requirement for transfer of technology
or other economic benefit such as increased exports, foreign exchange earnings, or
increased domestic employment. Registration of a trademark in Pakistan can take
up to three years. The government is now revising its trademark legislation and has
assured the United States that infringement penalties and legislative coverage will
be expanded.
8. Worker Rights

a. The Right of Association.-Pakistan's industrial workers have the right to form
trade unions, but labor laws place significant constraints on their formation and
ability to function effectively. Strikes are rare, and when they occur are usually ille-
gal and short. Police do not hesitate to crack down on worker demonstrations. The
right of unions to strike is severely constrained by legally-required conciliation pro-
ceedings and cooling off periods and especially by the government's authority to ban
any strike found to cause "serious hardship to the community" or prejudice to the
national interest, or in any case after it has continued unresolved for 30 days. Trade
unions of all political orientations are permitted, and the political leanings of labor
leaders cover the entire spectrum. Whi many unions remain aloof from party poli-
tics, it appears that the most powerful are those associated with political parties.
Pakistani labor federations may affiliate with international organizations: an Inter-
national Labor Organization (ILO) office operates in Pakistan. Pakistan has been
criticized by the ILO for not abiding by several ratified conventions.

In 1993 two petitions were filed to remove GSP benefits from Pakistan for failure
to provide internationally recognized worker rights, one by the AFL-CIO and one
by the International Labor Rights Education and Research Fund (ILRERF) together
with the International Human Rights Law Clinic, Washington College of Law at
American University. The petitions were accepted for review, a final decision is ex-
pected by mid-1994 at the end of the 1993/94 review cycle.

b. The Right to Organize and Bargain Collectively.-The right of workers to form
associations and freely elect representatives to act as collective bargaining agents
is established in law. Current laws, however, place major limitations on the extent
and effectiveness of such activities. Industrial workers have the right to organize
and bargain collectively under the Industrial Relations Ordinance (IRO), although
large sections of the labor force do not enjoy similar rights. Agricultural workers,
who are not defined as "industrial workers' under the IRO, have the right to orga-
nize and form associations, but they are not guaranteed the right to strie, bargain
collectively, or make demands on employers. Under the Essential Services Mainte-
nance Act of 1952 (ESA), normal union activities are severely restricted in sectors
associated with "the administration of the state", which covers a wide range of gov-
ernment services and state enterprises, such as education, health care, oil and gas
production, and transport.

c. Prohibition of Forced or Compulsory Labor.-Forced labor is prohibited by Paki-
stani law. However, bonded labor is common in the brick, glass, and fishing indus-
tries, as well as in agricultural and construction work in rural areas. As a result
of ILO pressure and continuing publicity about this issue, the Bonded Labor System
(abolition) Act was adopted in March 1992. This is the first law officially recognizing
the existence of bonded labor in Pakistan. It outlaws the bonded labor system can-
cels all existing bonded debts, and forbids lawsuits for the recovery of existing bond-
ed debts.

d. Minimum Age for Employment of Children.-Despite legal limitations, child
labor is common. Child labor is limited by at least four separate statutes and Article
11 of the Constitution. The confusing definition of what constitutes a "child" was
improved by the National Assembly's adoption of the Employment of Children Actof 1991, which defined the child as "a person who has not completed his 14th yearof age". Although the act reiterated restrictions against the employment of children
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in hazardous industries, it did little to promote much-needed enforcement mecha-
nisms and remains essentially unimplemented. While much child labor is in the tra-
ditional framework of family farming or small business, the abusive employment of
children in larger industries and government business is also widespread.

e. Acceptable Conditions of Wor-k.-Labor regulations in Pakistan are governed by
federal statutes applicable throughout the country. These provide for, or require the
provincial governments to provide for, a legal minimum wage as well as certain
worker protection and welfare services. These regulations specifically do not apply
to agricultural workers, to workers in Pakistan s numerous small factories with
fewer than ten employees, and to the small contract groups of under ten workers
into which factory work forces are increasingly divided.

f. Rights in Sectors With ]U.S. Investment.--Signi'ficant investment by U.S. compa-
nies has occurred in the petroleum, food and related products, and chemicals and
related products sectors. Although U.S. consumer goods and electronics are rep-
resented in the wholesale trade sector, they are usually marketed under agency
agreements. In general, multinationals seem to do better than most emrployers in
fulWflling their legal obligations and dealing responsibly with unions. The industrial
establishments built with US. investment are all large enough to be subject to the
full provisions of Pakistani law for worker protection and entitlements. The U.S.
Embassy is not aware of any case where a U.S. company has been accused of worker
rights abuses.

The only significant area of U.S. investment in which worker rights are legally
restricted is the petroleum sector. The oil and gas industry has been declared sub-
ject to the ESA-a finding renewed at six-month intervals. The ESA bans strikes
and collective bargaining, holds up the threat of legal sanctions against worker mis-
conduct, theoretically limits a worker's rights to change employment, and gives very
little recourse to a fired worker.

In practice restrictions on changing employment have apparently been used to
protect the federal government's Oil and Gas Development Corporation (OGDC)
from losing its trained manpower to private companies offering more generous bene-
fits. The U.S. Embassy understands that employees who leave OGDC must gen-
erally wait for two years before seeking other employment in the petroleum industry
in Pakistan. Many OGDC workers, however, have found employment abroad. Nei-
ther the exemption of the petroleum industry nor the total repeal of the act is likely
in the near future.

Extent of U.S. Investment in Selected Industries.-U.S. Direct
Investment Position Abroad on an Historical Cost Basis-1992

[Millions of U.S. dollars)

Categwry Amount

Petroleum ............................................................................... 99
Total Manufacturing .............................................................. (1)

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

Wholesale Trade .................................................................... (1)
B anking ................................................................................... 106
Finance and Insurance .......................................................... (2)

Services ................................................................................... 0
Other Industries .................................................................... 0
TOTAL ALL INDUSTRIES................................................... 245

I Suppressed to avoid disclosing data of individual companies.
BLea. than $60,000.
Source: U.S. Department of Commerce, Bureau of Economic AnalysiL
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