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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 policy.

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

BILL ARCHER,
Chairman, Committee on Ways and Means.

JESSE HELMS,
Chairman, Committee on Foreign Relations.

BOB PACKWOOD,
Chairman, Committee on Finance.
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LETTER OF SUBMiTTAL

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

Hon. BENJAMIN A. GILMAN,
Chairman, Committee on International Relations.
Hon. BILL ARCHER,
Chairman, Committee on Ways and Means.
Hon. ALBERT GORE, JR.,
President, U.S. Senate.
Hon. NEWT GINGRICH,
Speaker, House of Representatives.
Hon. JESSE HELMS,
Chairman, Committee on Foreign Relations.
Hon. BOB PACKWOOD,
Chairman, Committee on Finance.

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

Sincerely,
WENDY R. SHERMAN,

Assistant Secretary,
Legislative Affairs.

(ix)





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 seventh annual report. The document has grown in
coverage and scope since the series began in January 1988. It now
includes over 100 countries.

Each report contains nine sections.
9 Key Economic Indicators: Each report begins with a table

showing data for key economic indicators in the national income,
monetary, 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 US
exports.

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

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

* Significant Barriers to US Exports and Investment: The fifth
section examines significant barriers, formal and informal, to US
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 US 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 country's

laws and practices with respect to internationally recognized
worker rights.

(x)
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--The second (subsection 0) highlights conditions of worker
rights in goods-producing sectors where US capital is in.
vested.

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

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

DANIEL K TARULLO,
Assistant 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 gyv-
ernment support for exports from that country, including exports
by small businesses;

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

8. The country's laws, enforcement of those laws, and practices
with respect to internationally recognized worker rights (as defined
in section 502(a)(4) of the TradeAct of 1974), the conditions of
worker rights in any sector which produces goods in which United
States capital is invested, and the extent of such investment."

(xiii)





NOTES ON PREPARATION OF THE REPORTS

Subsections a. through e. of the Worker Rights section sectionn)
are preliminary abridged versions of section 6 in the Country Re-
ports on Human Rights.Practices for 1994, submitted to the Com-
mittees on Foreign affairs of the House of Representatives and on
Foreign Relations of the U.S. Senate in January, 1995. For a com-
prehensive discussion of worker rights in each country please refer
to that report

Subsection f. of the Worker Rights section highlights conditions
of worker rights in goods-producing sectors where U.S. capital is
invested. A table cites the extent of such investment by sector
where information isavailable.'The Bureau of Economic Analysis of
the U.S. Department ofCommerce has supplied information on the
U.S. direct investment position at the end of 1993 for all countries
for which foreign direct investment has been 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 out-
standing loans to, their foreign affiliates" (foreign business enter-
prises owned 10 percent or more by U.S. persons or companies).
Where a figure is negative, the U.S. parent owes money to the affil-
iate. The table does not necessarily indicate total assets held in
each country. In some instances, the narrative refers to invest-
ments for which figures may not appear in the table.

(xv)





SOME FREQUENTLY-USED ACRONYMS

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

(World Bank)
ILO-International Labor Organization (of the U.N.)
IMF-International Monetary Fund
IDB-Inter-American Development Bank

IPR-Intellectual Property Rights
LIBOR,-London Interbank Offer Rate
MFN-Most Favoured Nation
NNI-Net National Income
OECD-Organization for Economic Cooperation and Development
OPIC--U.S. Overseas Private Investment Corporation
PTT-Posts, Telegraph and Telephone
SAP--Structural Adjustment Program (of the IMF/World Bank)
SDr.-Special Drawing Rights (of the IMF)
STF-Structural Transformation Facility
UR--Uruguay Round of trade negotiations in the GATT
USD-U.S. dollar
VAT-Value-added tax
WIPO-World Intellectual Property Organization
WTO-World Trade Organization

(xvii)



"AFRICA

ANGOLA

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

1992 19931 19942

Income, Production and Employment:
Nominal GDP ....................................................... 9,206 7,218 N/A
Real GDP Growth (pct.) ....................................... 1.3 -23.8 N/A
Share by Sector. (pct.)

Agriculture ........................................................ 6.9 6.1 N/A
Extractive .......................................................... 39.9 43.6 N/A
Oil/lpg ................................................................ 35.7 42.1 N/A
Diamonds .......................................................... 4.2 1.5 N/A
Manufacturing ......................... . 1.6 1.9 N/A
Construction ..................................................... 4.0 2.8 N/A
Services ............................................................. 26.8 23.1 N/A
Trade ............ ....................... 15.6 17.8 N/A
Transport/Communications ............................. 1.9 2.2 N/A
Import Duties ................................................... 3.3 2.4 N/A

Net Exports of Goods and Services .................... -961 -1,211 N/A
Nominal GDP Per Capita (USD) ........................ 868 661 N/A
Unemployment Rate (pCt.)3 .............. . .. . . . .. . . . . . . .. . .  22.3 N/A N/A

Money and Prices:
Money Supply (M2) .............................................. 392.4 358.6 N/A
Base Interest Rate (pct.) ..................................... 12.0 16.0 N/A
Retail Inflation (pCt.) 3  

0...........
. . . . . . . . . . . . .. . . . . . . . 495.8 1,837.9 1,003.0

Consumer Price Index3 ................... .. . .. . . . . .. . . . . . . .. .  1,643 31,834 71,470
Exchange Rate: (NKZ/USD)4

Official (end of period)...... . ............... 550.0 6,500.3 410,000
Parallel (end of period). . . . . . . . . . . . . . . . . . .  6,900 106,000 610,000

Balance of Payments and Trade:
Total Exports (FOB) ............................................ 3,833 2,831 N/A

Exports to U.S. (CIF) ....................................... 2,303 2,090 1,811
Total Imports (FOB) ............................................ 1,988 1,415 N/A

Imports from U.S. (FAS) .................................. 158 169 187
Aid from US ........................................................ 72 N/A 97
External Public Debt 5 ......................................... 8,325 8,624 N/A
Debt Service Payments ........................................ 504 583 N/A
Gold and Foreign Exch. Reserves .... .......... 485.4 216.4 N/A
Trade Balance ...................................................... 1,845 1,416 N/A
Trade Balance with US...................................... 2,145 1,921 1,624

N/A-Not available. -
1Estimated and/or based on incomplete data.
2Estimate based on January-June data.
'Data for Luanda only.
4See Section 2 for exchange rate info; data as of 10/25.
sMedium. and long.term debt; excludes a portion of the oil companies' debt and short-term commitments.
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1. General Policy Framework
The Republic of Angola is potentially one of Africa's wealthiest countries. Red-

atively sparsely populated, it has large hydrocarbon and mineral resources, huge hy.
droelectric potential and ample arabie 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 November 1994, has
wreaked havoc.

In addition to extreme disruptions caused by conflict, a severe lack of managerial
and technical talent has hampered economic performance. Misguided and ineffective
attempts at socialist economic planning and centralized decisionmaking further hin-
dered development. Of the country's productive sectors, only the oil sector, jointly

run by foreign oil companies and the state oil firm Sonangol, has remained well.
managed andprosperous. Angola currently produces over 580,000 barrels per day
of cru-de, accounting for the majority of GDP, over 90 percent of exports, and over
80 percent of government revenues. The softening of world oil prices after the Gulf
War, and especially in late 1993 and early 1994, has served to erode government
export earnings at the same time production has been increasing.

Urban populations swollen by internally-displaced refugees have subsisted largely
on food aid or parallel markets. The rural population often carves out a living in
marginal securtiy, surviving by subsistence farming. Administrative chaos, corrup.
tion, hyperinflation, and war have vitiated normal economic activity and attempts
at reform. As a result of the near-total absence of domestic production of nonoil
products, importation of food and other consumer items is lucrative enough to at-
tract traders-from abroad.

The government budget, perpetually in deficit from heavy military and other non.
productive spending, ballooned to 3 percent of GDP in 1992 and 32 percent in
1993. The deficit has been financed by increasing the money supply and resorting
to expensive, oil-backed short-term lending. Shortages, price controls hyperinflation
and erosion of confidence in the national currency encourage parallel markets and
widespread dependence on barter or dollar transactions.

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

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 stable ization and growth, but there appears to be little hope for an
immediate "peace dividend." Reconstruction is likely to be a long and arduous proc-
css, requiring significant inflows of foreign assistance and investment.

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

The oil sector, the only functional part or the Angolan economy managed by the
government and largely isolated from the civil war, has been the focus of U.S.-Ango-
lan trade and investment. The U.S. bought about 74 percent of Angola's oil exports
in the first quarter of 1994, while equipment for the sector accounts for much of
U.S. sales to Angola. Given the country's huge potential, lasting peace and genuine
economic liberalization could provide substantial opportunities for U.S. trade and in-
vestment in Angola, particularly in communications, energy, and transportation sec-
tors.

2. Exchange Rate Policy
From 1978 to September 1990, the government maintained the official exchange

rate for the kwanza, a non-convertible currQncy, at 29 kwanzas/$. The new kwanza
(NKz) replaced the kwanza at par in September 1990, and in March 1991, the gov-
ernment devalued the new kwanza by 50 percent; further devaluations brought the
official rate to NKz550/$ by April 1992. To narrow the gap between that and a par-
allel market rate several times higher, the government adopted a program of auc-
tions in late 1992 and early 1993-that led to the devaluation of the currency to
NKz7000/$. In March 1993, the government revalued the new kwanza to NKz4000/
$, but in October devalued to NKz650/$.

In 1994, the government began a program of foreign exchange selling in which
the Central Bank and commercial banks participate. The rate which results from
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"fixing" sessions is utilized as a floating official rate. By late October 1994, that rate
reached 410,000 kwanzas per dollar. The parallel rate, meanwhile, has risen to over
600,000 kwanzas per dollar. Exchange houses operate legally in Luanda and other
cities. Rates close to the parallel rate can be obtained both in exchange houses and
in some banks in limited amounts. The government continues to declare its inten.
tion to bridge the gap between official and parallel rates via further devaluations.
3. Structural Policies

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

During 1994, the government has focused on bringing down inflation and takin
measures to stabilize the budget deficit. While the government has publicly declared
its desire for IMF balance of payments assistance, the IMF has only agreed to begin
a monitoring program of Angolan performance.
4. Debt Management Policies

The government began substantial foreign borrowing only in the 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 $4.2 billion at the end of 1993, have forced
major Western export credit agencies to suspend or highly restrict cover to the cou n-
try.

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

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

Import licenses are now routinely granted after the fact, and are more easily ob-
tained if no government allocation of foreign exchange is involved. Most products
requ ire import licenses, but enforcement is lax. State-owned firms in some service
industries have in the recent past attempted to keep out foreign competition, some-
times with success.

Angola is "off cover" for trade finance from the Export-Import Bank of the U.S.
(EXIM) because of the elevated business risk in Angola and the country's extensive
outstanding arrears. It is possible, however, that EXIM will consider supporting sap-
cific projects. The Overseas Private Investment Corporation (OPIC) signed an In-
vestment Incentive Agreement with Angola in 1994. OPIC lists Angola among the
countries where its investment finance and insurance programs are generally avail-
able. The U.S. Department of Agriculture (USDA) made $8 million in agricultural
export loan guarantees available to Angola for the purchase of U.S. agricultural
products under the P.L. 480 Title I program in 1994.

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

Foreign investment regulations enacted since the late 1980's have aimed at open.
ing more sectors to foreign investment, and at simplifying the process for potential
investors. Regulations and the lack of execution of reforms continue to prohibit or
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limit foreign investment in defense, banking, public telecommunications, media, en-
ergy, and transport.
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 nonoil export industries.
7. Protection of U.S. Intellectual Property

The Republic of Angola joined the World Intellectual Property Organization in
1985, anda;Wded to the GATT in 1994. To date, Angola has not aerdto any
or the principal international intellectual property rights conventions.
8. Worker Rights

a. The Right of Association.-The 1991 constitution recognizes the right of Ango.
Ians 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 (UNTA), the former official
union of the ruling MPLA, remains the principal worker organization. UNTA is af-
filiated with the Organization of African Trade Union Unity and the formerly com-
munist-dominated World Federation of Trade Unions.

b. The Right to Organize and Bargain Collectiuely.-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
Social 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 CentralBank.

Angola has no export processing zones.
c. Prohibition of Forced or Compulsory Labor.-New legislation is still pending

which prohibits forced labor, reversing previous laws and provisions which had been
cited by the International Labor Organization (ILO) for violation of Convention 105.
The previous legislation permitted forced labor for breaches of discipline and partici-
pation in strikes.

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

e. Acceptable Conditions of Work.-Formal wages in the state and private sector
rarely surpass the equivalent of $10 per month on the parallel market; many work-
ers earn less than $5 per month. Most workers dependon the 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 37 hours. There
is no information on adequacy of work conditions or health standards, but they are
in most cases assumed not to approach Western standards, given the extreme
underdevelopment of the Angolan economy and lack of enforcement mechanisms.

f. Rights in Sectors with U.S. Investment.-U.S. investment in Angola is con-
centrated in the petroleum sector. Workers in the oil sector earn salaries far greater
than those in almost every other sector of the Angolan economy. Workers in the pe-
troleum sector enjoy the same rights as those in other sectors of the Angolan econ-
omy.

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

[Millions or U.S. dollars]

Category Amount

Petroleum ................................................................................. 100
Total Manufacturing .............................................................. 0

Food & Kindred Products ................................................. 0
Chemicals and Allied Products ......................................... 0
Metals, Primary & Fabricated ............................................ 0
Machinery, except Electrical ............................................ 0
Electric & Electronic Equipment ..................................... 0
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Extent of U.S. Investment in Selected Industries.--U.S. Direct
Investment Position Abroad on an Historical Cost Basis-1993-Continued

[Millions of U.S. dollars)

Category Amount

Transportation Equipment ............................................... 0
Other Manufacturing .......................................................... 0

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

ISuppre"sed to avoid disclouing data of individual companies.
01eA than *$00.000.
Source: U.S. Department of Commec., Bureau of Economic Analysis.

GABON

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

1992 1993 1994'

Income, Production and Employment:
Real GDP (1989 prices) 2 ... . . . . . . . . . . . ..

Real GDP Growth (pct.)...................
GDP (at current prices)........................
By Sector:

Agriculture .......................................................
Industry .............................................................
O il ......................................................................
N on-Oil .............................................................
Construction ....................................................
Services ............................................................

Real Per Capita GDP ($:1989 base)..............
Labor Force (000s).........................
Unemployment Rate (pct.)....................

Money and Prices (annual percentage growth):
Money Supply (M2)..........................
Base Interest Rate (pct.)3 .. . . . . . . . . . . ........
Personal Saving Rate (pct.)....................
Retail Inflation (pct.)...................................
Wholesale Inflation (pct.)......................
Consumer Price Index (100=75).................
Exchange Rate (USD/CFA)

O fficial ...............................................................
Parallel .............................................................

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

Exports to U.S ..................................................
Total Imports (FOB)4.......................

Imports from US ..........................
Aid from US. (000's).........................
Aid from Other Countries.....................
External Public Debt.........................
Debt Service Payments (paid)...................
Gold and Foreign Exch. Reserves................
Trade Balance'4...............................................

4,212
-1.5

5,021

466.7
2,378.4
1,720.3

652.4
194.3

2,631.6
4,254

89.3
N/A

- 11.23
12.0

23
-4.6
N/A

283.0

265
N/A

4,316
2.5

4,824

450.5
2,443.1
1,626.1

629.3
187.6

2,571.3
4,272

89.5
N/A

-4.66
11.5

22
1.3

N/A
286.7

283
N/A

4,293
-0.5
3,654

326.6
2,150.7
1,558.4

466.2
36.0

1,484.9
4,127

N/A
N/A

19.46
12.0
N/A
48.2
N/A

400.8

530
N/A

2,259.1 2,113.7 1,883.0
927.9 940.6 S543.2
886.2 835.2 741.1

54.7 48.2 520.0
168 168 N/A
125 12 N/A

3,350.9 3,358.4 3,442.0
351.7 119.0 463.7
75.3 5.0 N/A

1,372.4 1,278.5 1,141.8
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Key Economic Indlcator.--Continued
(Millions of U.S dollars unless otherwise noted)

0 1992 1993 g1941

Trade Balance with U...................................... 873.2 892.4 5643.2
NIA--Not available.
11994 figure are all estimates based an available monthly data in October 1994.
2 ODP at factor ceol
s8 iNures are actual, average annual interest rates, not changes In them.
4Merchandise trade.
5 iFgure is based on January-June data.

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

together contribute nearly 40 percent of gross domestic product ?GDP). Olf is the
key variable, as the petroleum industry generates 80 percent of Gabon's export
earnings and nearly half of government revenues. Although most finished goods are
imported, there Is some manufacturing in Gabon including a brewery, an oil refin-
ery, and factories which produce plywood, plastics and cigarettes. The remaining
manufacturing is concentrated in the initial transformation of Gabon's raw mate-
rials (e.g., a uranium "yellowcake" plant located adjacent to the uranium mine at
Mounana in southeastern Gabon, and a petroleum refinery located at Port Centil).
The civil service accounts for over 10 percent of GDP by itself. A wide rango of ter-
tiary activities ranging from banking to legal and accounting services andbusiness
consulting also figure prominently In the economy.

Since oil prices weakened sharply in 1986, the Gabonese government has been in
fiscal crisis. Large deficits have led Gabon to turn to foreign creditors for financing.
Following years of arrears accumulation and the January 1994 devaluation of the
CFA (African Financial Community) franc, Gabon reached an agreement with the
IMF In March 1994 on a stand-by arrangement and a compensatory and contin-
gency financing facility. This was followed by Gabon's sixth Paris Club debt resched-
uling, a ten-year agreement with the London Club of private creditors, a World
Bank economic recovery credit, and a credit from the African Development Bank for
general budget support. Despite these arrangements, government revenue remains
depessed and expenditures have not been significantly reduced.

Monetary policy is tight, exercised through adjustments in the Central Bank dis-
count rate, ceilings on net lending, and adjustments in bank reserve requirements.
Given the arrangements of the Franc Zone, monetary policy is not used as a tool
for sectoral policies and is largely neutral in its effect on the competitiveness of U.S.
exports.
2. Exchange Rate Policy

As a member of the CFA Franc Zone, Gabon has no flexibility in monetary and
exchange policies. The value of the CFA franc is currently set at 100 CFAF per
French franc. While this mechanism assures exporters and importers of the convert-
ibility of the currency, it ensures a fixed exchange rate vis-a-vis the French franc
only. Thus, it discriminates in practice against imports from outside France in that
prices for French goods can be more readily anticipated and transactions with
France are simpler than those with other countries.

Although the CFA franc is fully convertible, the Central Bank exercises adminis-
trative control over foreign exchange transactions. Outflows of foreign exchange
must be justified with an invoice or other contractual document, which must be ac-
cepted by the the Central Bank before the commercial bank may complete the trans.
action. Generally, these controls appear to be little more than an administrative for.
mality, and there are no known instances where exchange controls have been used
to impede the 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 ita revenues from oil royalties. Newly founded small- and medium.
sized businesses (SMBs) routinely receive tax holidays for up to five years, and the
government uses similar incentives without discrimination by nationality to attract
oil exploration companies. The personal income tax is widely evaded. Customs du-
ties have recently been lowerecd, but here too, collection is inefficient. In the past,
some observers estimated the annual loss In revenues due to fraud and smuggling
to be as high as $100 million.
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The effects of the devaluation of the CFA franc in January 1994 and the imple-
mentation of the newly enacted budget law have yet to be fully determined. Infla-
tion surges prompted the government to impose price controls on certain staples at
the retail level at the beginning of 1994.
4. Debt Management Policies

Gabon has experienced a sharp increase in its indebtedness since the inter-
national oil price drop of 1986. External debt rose from about $1 billion in 1985 to
$3.5 billion fn 1993, or 98 percent of projected 1994 GDP. The country was In the

ps of stagflation and the internal arrears of the government threatened to para-
ryze the domestic financial system._Gabon rescheduled its private debts with the
London Club in 1987 and In 1994. It has been to the Paris Club six times, most
recently in April 1994.

Faced with recurrent domestic political crises since late 1989, the government
considered itself unable to implement necessary fiscal reforms. It suspended debt re-
payments on most foreign obligations in early 1990. Its history with the Paris and
London Clubs is checkered, sometimes difficult. The Gabonese government was un-
able to meet obligations under the September 1991 Paris Club, and the agreement
was "pulled back'_a year later.

Negotiations with the IMF have often been protracted, with key issues being the
government's lack of fiscal discipline, the need for parastatal reforms, and questions
surrounding the accounting for the country's oil revenues. The January 1994 deci-
sion of the CFA countries to devalue the CFA franc was a basis for an IMF stand-
by arrangement.Official creditors took a relatively firm stand at the Paris Club, re-
scheduling principal but requiring payment of previously deferred Paris Club ar-
rears over 12 months. As of Octobr 1994, the governmenthad paid its first tranche
of 30 percent of deferred Paris Club arrears. 9he London Club rescheduled loans
for ten years with a two-year grace period.
5. Significant Barriers to U.S. Exports

Decrees, pursuant to the IMF standby, have lifted prohibitions against importing
mineral water, household soap, cooking oil, cement and sugar. The prices paid for
wheat and rice are subject to government approval. The wheat market is under the
control of a French firm, SEUCAF, which is principal shareholder in Gabon's only
flour mill and which has an exclusive right to import wheat. The rice market is
more open, with several Asian brands available. U.S. rice has been imported suc-
cessfully, but faces a price disadvantage which excludes it from the mass market.
Technical and other standards tend to be drawn directly from the relevant French
standards. Telecommunications equipment, for example has in the past been re-
stricted to French brands due to a perception in the Telecommunications Ministry
that only French equipment could be used in Gabon. Perceptions such as these can
be successfully challenged, although factors such as language, distance, culture, and
historical ties to France remain as practical barriers to US. trade.

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

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

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

The Gabonese government passed a revised budget law in June of 1994 which in-
cIDrates many new standards and practices relating to the country's financial ac-
tivities, but the implementation and effects of the new law have yet to be deter-
mined.
6. Export Subsidies Policies

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

Gabon is a member of the World Intellectual Property Organization (WIPO) and
several international intellectual property rights conventions including the Berne
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Convention for Protection of Literary and Artistic Works, the Paris Convention for
the Protection of Industrial Property and the Patent Cooperation Treaty. However,
the Gabonese government is not active in the GATT or in other international trade
fora and has not taken a position on the intellectual property aspects of the Uru-
guay Round. Largely for lack of enforcement capability, the government turns a
blind eye on trademark violations. For example, US. ethnic cosmetic brands are
sought after in Gabon, but many of those available are in fact "remanufactured"
(i.e., diluted) versions which transit Nigeria en route to Gabon.
8. Worker Rights

a. The Right of Association.-Since 1990 reforms ended the single party political
system in Gabon, the Gabonese Union Confederation (COSYGA) no longer has an
exclusive right to represent workers. Unions throughout the economy have pro-
liferated; in some cases two or more unions compete for members in the same indus-
try. In addition, a second trade union confederation, the Gabonese Confederation of
Free Unions (CGSL) now competes with COSYGA and has made significant inroads
as a collective bargainer for industrial employees.

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

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

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

e. Acceptable Conditions of Work.-Conditions of work in much of the formal sec-
tor in Gabon are reasonably good. Health and safety standards are in place, but not
always observed; it is not uncommon to see workers without hardhats or protective
footwear in some industrial plants. Most of the firms operatingproduction facilities
in Gabon are subsidiaries of, or are otherwise associated wit-, European or U.S.
companies and tend to follow European or U.S. standards. Conditions in the infor-
mal sector and in Gabonese SMBs are less uniform and less favorable for the work.
ers. The Gabonese authorities do not exercise effective monitoring of working condi-
tions primarily for lack of enforcement capability.

f. ights in Sectors with U.S. Investnment.-U.S. investment is almost exclusively
in the petroleum sector. Worker rights working conditions, and adherence to safety
standards are generally better in U.S. firms than elsewhere in the economy.

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

(Millions of U.S. dollars]

Category Amount

Petroleum1................................................................................. 177
Total M anufacturing ............................................................... 3

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

Wholesale Trade .....................................................................- 1
Banking .............................................................................. 5
Finance/Insurance/Real Estate .............................................. 0
Services .................................................................................... 0
Other Industries ..................................................................... 0
TOTAL ALL INDUSTRIES .................................................... 184

Source: U.S. Department of Commerce, Bureau of Economic AralyiLs.
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GHANA

Key Economic Indicators
(Millions or cedis unlo otherwise noted)

1992 1993 1994 et.

Income, Production and Employment:
Real GDP (1985 prices)........................
Real GDP Growth (pct.)......................
GDP (at current prices)1I......................
By Sector.

Agriculture •...................................................
Energy/W ater•.................................................
M anufacturing .............................................
Construction ....................................................
Rents..............................................
Financial Services.........................
Other Services ....................................... ...........
Government/Health/Education ........................

Net Exports of Goods & Services................
Real Per Capita GDP (1975 base)...............
Labor Force (000s)..........................

Money and Prices:
Money Supply (M2)........................
Base Interest Rate (pct.).......................
Personal Saving Rate.........................
Retail Inflation (pct.)........................
Wholesale Inflation.........................
Consumer Price Index (1985=100)................
Exchange Rate (USD/Cedi)

Official ...............................................................
Parallel ..............................................................

Balance of Payments and Trade: (USD millions)3

Total Exports (FOB)..........................
Exports to US............... ... ..

Total Imports (CIF).........................
Imports from US .....................

Aid from US ..................................................
Aid from Other Countries.....................
External Public Debt........................
Debt Service Payments (paid) .............................
Gold and Foreign Exch. Reserves...............
Trade Balance 2 ........................ . . .. . . .. . .. . . .. . . . . . .

Trade Balance with U.S.......................

474,600
3.9

3,008,8O0

1,461,005
63,130

261,538
105,216

N/A
108,227
941,036

N/A
481,408

491
N/A

360,690
30.0
N/A
13.3
N/A

510.8

1/520
1/645

986.3
96.4
1457
123.8
43.0
570

4104.0
282.6
388.2

-470.7
-27.4

498,300
5.0

3,949,000

1,887,633
71,082

359,361
126,369

N/A
150,063

1,259,739
N/A

775,852
501
N/A

461,347
35.0
N/A
27.7
N/A

645.6

523,200
5.0

5,030,000

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

1,056,300
511

5,900

N/A
35.0
N/A
22.5
N/A

790.9

1/780 1V1060
N/A N/A

1051.0
208.6
1728

214.5
63.7
760

4603.3
332.0
420.4

-677.0
-5.9

490.9
117.9

622
253.0

50.0

N/A
N/A

-131.1
- 135.1

N/A-Not available.
I GDP at factor cosL
2Merchandis trade.
21994 data is for six months.

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

by elected President, Jerry John Rawlings. Rawlings headed a "provisional regime
from the end of 1981 until January 1993 when democratic government, under a
written constitution was restored. A popularly-elected parliament-absent opposi-
tion parties which boycotted parliamentary elections because of a belief that the
presidential vote was fraudulent--took office in January 1993. The executive branch
takes the lead in promulgating legislation which requires parliamentary approval
before enactment. The judiciary, in particular the Supreme Court, acts as the final
arbiter of Ghanaian laws. As an indication of its independence, the Supreme Court
rendered several decisions in 1993 in favor of parties bringing suit against the gov.
ernment's executive branch.
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The government has, on balance, maintained the reform measures and budgetary
stringencies of a structural adjustment program (SAP) adopted in 1983 by the pre-
vious military government. During the period between 1983-1992 impressive
progress was made in reducing the fiscal deficit and bringing down inflation and in-
terest rates. In 1992, with elections approaching, fiscal discipline was relaxed and
public sector expenditures rose, resulting again in an increased fiscal deficit. A large
wage increase was granted to civil servants in an effort to maintain a stable politi-
cal atmosphere during the preparations for multiparty elections.- In addition, per-
formance in the fiscal sector was further undermined by a shortfall in cocoa produc-
tion and a sharp decline in world cocoa prices. Since 1993, renewed efforts have
been made to reduce public sector expenditures.

In general, the SAhas been characterized by an emphasis on development of
Gbaria's private sector, which historically has been weak and more keenly involved
in trading activities rather than domestic production of goods and services. Ghana
is seeking to privatize a large number of enterprises which currently operate under
government control or outright ownership. During the past year the privatization
effort has intensified, resulting in 15 firms being sold by the government. The pros-
pects for 1995 are promising, with an estimated 30 additional firms likely to be
privatized. Several state-owned banks, Ghana Airways, Ghana Posts and Tele-
communications and the State Shipping Corporation are also being prepared for
sale.

Other reforms adopted under the SAP include the elimination of exchange rate
controls on the cedi and the lifting of virtually all restrictions on imports, as well
as the liberalization of access to Foreign exchange. The tariff structure in place is
designed to discourage importation of a limited number of luxury items deemed non-
essential to the growth needs of the economy. A largely dysfu national duty drawback
scheme has been totally revamped into a more "user.friendly" duty relief instru-
ment. Whereas prior to 1994 no exports benefited from the scheme, during the first
six months of 1994 the cedi equivalent of $325,000 has been paid to exporters. Fur-
ther, the elimination of virtually all local direct production subsidies characterizes
the overall greater reliance on market conditions to determine the value of goods
and services introduced into channels of commerce.

Ghana relies heavily on donor assistance and received pledges amounting to $2.1
billion from the donor community for the two-year period beginning January I
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. However, some of the assistance is currently blocked pending further
progress onprivatization. Ghana succeeded in eliminating its remaining debt ar-
rears by mi d-1991 and has not rescheduled official or commercial bank credits in
the meantime. Ghana graduated from its IMF enhanced structural adjustment facil-
ity in December 1991; current support from the IMF takes the form orfa surveillance
regime monitoring developments in Ghana's macrocconomy.
2. Exchange Rate Policy

Ghana's current exchange rate policy is aimed at achieving macroeconomic stabil-
ity and market-determined exchange rates. As imports have increased in recent
years the government-with the encouragement of the World Bank and the IMF-
has avowed the cecdi to depreciate. In March 1992, the foreign exchange auction pro.
cedure was abandoned and the exchange rate of the cedi is now determined freely
in the context of an extended interbank market. -i

Tle Bank of Ghana retains all hard currency earnings on the sale of cocoa and
a sliding scale percentage of earnings on gold exports. Foreign exchange is made
available to importers through the commercial and merchant banks as well as inde-
pendently-operated foreign exchange bureaus. A chronic shortage of forex supplied
to banks by the Bank of Ghana has caused frequent delays for importers settling
their overseas accounts. Foreign currency accounts may be held in local banks with
interest (except on export earnings) exempt from Ghanaian tax. Transfers abroad
are free from foreign exchange control restrictions. Taken in its entirety, the ex-
change rate regime in Ghana is seen to have no particular impact on the competi-
tiveness ofrU.S. exports.
3. Structural Policies

Ghana is a member of the WTO; however its adh'&rence to the agreement's liberal
trading principles has been compromised by the need to stem the outflow of hard
currency to overcome external payments difficulties. During the course of Ghana's
structural adjustment program, it progressively reduced import quotas and sur-
charges. Tariff structures are being adjusted in harmony wit h theECOWAS trade
liberalization program and U.S. companies are well-advised to make inquiries on a
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case-by-case basis. With the elimination of import licensing in 1989.importers now
are merely required to sign a declaration that they will comply with Ohanalan tax
and other laws.

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

Under the structural adjustment program, in addition to reducing tariffs, the Gov.
ernment of Ghana has enacted various forms of personal and corporate tax relief.
In 1993 the government eliminated the expermental "super sales tax" on luxury ve-
hicles and consumer goods and maintained lower tax rates on annual personal in-
come below the equivalent of $17,500. The top corporate tax rate for producer indus-
tries is 35 percent. Income earned by bank and other financial institutions is taxed
at the same rate. The new investment code provides that income earned from in-
vestment in export industries will be taxed at 20 percent (this rate takes eIT.ct in
early 1995). This should be a significant incentive for increased Investment, espe-
cially in the export sector.
4. Debt Management Policies

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

5. Significant Barriers to U.S. Exports
Import Licenses: Ghana eliminated the last vestiges of its import licensing system

in 1989. Tariffs, which in some cases are very high, have replaced the import bans
which until recently were applied to certain goods.

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

Standards, Testing, Labelling and Certification: Ghana has 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 ingredients or
components, and the expiration date, if any. The thrust of this law is to set reason-
able standards for imported food and drugs. Locally manufactured goods are subject
to comparable testing, labelling, and certification requirements.

Investment: The new Investment code eliminates the need for prior project an-
proval from the Ghana Investment Promotion Center (GIPC). Registration, which is
For statistical purposes, is normally accomplished within five working days. Invest-
ment incentives are no longer subject to discretionary judgments-they have been
made automatic by incorporating them into the corporate tax and customs codes. In-

centives include zero-rating import tariffs for plant and generous tax incentives. Im-
migrant quotas for businesses, though relaxed, remain in effect. In anticipation of
the new and liberalized foreign investment regime, a marked increase in registra-
tion of investments has been recorded by the GIPC, from 211 in 1991, to 250 in
1992, to 438 in 1993, and over 600 so far in 1994.

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



Former government Import monopolies have been abolished. However, parastatal
entitles continue to import some commodities. The parastatals no longer receive gov-
ernment subsidies to finance Imports.
6. Export Policies

The Government of Ghana does n,,t directly subsidize exports. Expotters are enti-
tled to a 100 percent drawback of duty paid on imported inputs used in the process.
ing of exported goods. As noted earlier, this system, while moribund in the past, has
been restructured and exporters are now able to receive this rebate. Furthermore,
over the past year four bonded warehouses have been established which allow im-
porters to avoid duties on imported inputs used to produce merchandise for export.
It is expected that investors taking advantage of this duty relief arrangement will
Increase Inward investment flows substantially over the next 2-3 years.
7. Protection of U.S. Intellectual Property

After independence, Ghana instituted separate legislation for copyright (1961) and
trademark (1965) protection based on British law. In 1985 and 1992, the govern-
ment passed new copyright and patent legislation respectively. Prior to 1992, the
patent laws of the United Kingdom applied in Ghana. Ghana is d member of the
Universal Copyright Organization, the 7Intellectual Property Organization and the
English-speaking African Regional Intellectual Property Organization. 11l1 holders
have access to local courts for redress of grievances. Few infringement cases have
been filed in Ghana in recent years.

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

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

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

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

The current copyright statute provides for the protection or computer software,
satellite programming and cable television distribution. The duration of protection
is presently lifetime plus 50 years.
8. Worker Rights

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

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

c. Prohibition of Forced or Compulsory Labor.-Ghatiaian law prohibits forced
labor, and it is not known to be practiced. The International Labor Organization
(ILO) continues to urge the government to revise various legal provisions that per-
mit imprisonment with an obligation to perform labor for offenses that are not coun-
tenanced under ILO Convention 105, ratified by Ghana in 1958.

d. Minimum Age of Employment of Children.-Labor legislation in Ghana sets a
minimum employment age of 16 and prohibits night work and certain types of haz-
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ardous labor for those under 18. The violation of child labor laws is prevalent and
young children of school age can often be found during the day performing menial
tasks in the agricultural sector or in the markets. Observance of minimum age laws
is eroded by local custom and economic circumstances that encourage people to be.
come wage earners at an early age. Inspectors from the Ministry of Labor and Social
Welfare are responsible for enforcement of child labor laws. Violators of laws prohib-
iting heavy labor and night work by children are occasionally punished.

e. Acceptable Conditions of Work.-A tripartite committee of representatives from
government organized labor, and employers established a minimum wage of_780
cedis (less than one dollar) per day. In real terms, the minimum wage isless than
in 1980. The standard work week is 40 hours. Occupational safety and health regu.
lations are in effect and sanctions are occasionally applied through the labor depart-
ment of the Ministry of Health and Social Welfare-. Safety inspectors are few in
number and inadequately trained. Inspectors will take action if matters are brought
to their attention but lack the resources to seek out violations.

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

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

[Millions of U.S. dollars]

Category Amount

Petroleum ................................................................................. .(')
Total Manufacturing .............................................................. )

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

Wholesale Trade ..................................................................... 0
Banking ................................................................................... 0
Finance/Insurance/Real Estate .............................................. 0
Services ................................................................................... 0
Other Industries ...................................................................... (1)
TOTAL ALL INDUSTRIES .................................................... 117

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

KENYA

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

1992 1993 19941

Income, Prroduction and Employment:
Real GDP (1982 prices)2 ................ . .. . . .. . . .. . .. . .. . .. .  2,773 1,475 1,672
Real GDP Growth (pct.) ..............................-... 0.4 0.1 3.0
GDP (at current prices) 2 . . ................. . . .. . .. .. . . . . . . .. .  8,562 4,627 6,257
By Sector:

Agriculture ........................................................ 2,226 1,219 1,648
Energy/W ater .................................................... 86 40 54
Manufacturing .................................................. 1,164 626 653
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Key Economic Indicators-Continued
(Millions of U,.q dollars unleo otherwise noted)

1992 1993 1994'

Construction ..................................................... 265 142 381
Rents ................................................................. N/A N/A N/A
Financial Services ............................................ 745 401 580
Other Services .................................................. 942 506 883
Government/Health/Education ........................ 856 460 844

Net Exports of Goods & Services ........................ -256 -131 -94
Real Per Capita GDP (1982 base) ...................... 123 55 72
Labor Force (000s) ............................................... 11,100 11,800 12,300
Unemployment Rate (pct.)3 .............. . .. . . .. . .. . . .. . . ..  N/A NIA N/A

Money and Prices.:
Money Supply (M2) .............................................. 34.6 28.1 15.0
Base Interest Rate (pct.) ..................................... 25 27 19
Personal Saving Rate (pct.) ................................. 15.5 20.0 16.0
Retail Inflation ..................................................... N/A N/A N/A
Consumer Price Index ......................................... 27.5 41.0 13.0
Exchange Rate (USD/KSh) .................................. 32 65 45

Balance of Payments and Trade:
Total Exports (FOB)4 .......................................... 1,033 633 1,458

Exports to U.S .................................................. 58 53 58
Total Imports (CIF)4 ........................................... 2,011 1,208 2,078

Imports from U.S .............................................. 116 104 141
Aid from U.S . ....................................................... 30.8 20.1 18.2
Aid from Other Countries ................................... N/A N/A N/A
External Public Debt ........................................... 5,600 6,300 6,700L
Debt SerAce Payments (paid) ............................. 265 436 450
Gold & Foreign Exch. Reserves .......................... 255 150 800
Trade Balance4 .................................................... -978 -575 -620

Balance with U.S .............................................. -58 -51 -117

N/A-Not available.
11994 figures are estimates based on January-June data.
2 GDP at-Iator cost.
$The Kenyan Government does not publish unemployment figures but the 1994 is estimated at 35-40 per-

cent.4 Merchandise trade.

1. General Policy Framework
Kenya's economy is basically agricultural with a small industrial base. Agri-

culture contributes 26 percent to GDP, provides 75 percent of total employment and
65 percent of export earnings. The main foreign exchange earners are coffee, tea,
horiculture and tourism. The industrial sector, which accounts for 14 percent of
GDP, is dominated by import substitution-oriented industries, many of which are
agre-based and highly dependent on the domestic market and neighboring countries.
The public sector is still large in Kenya, absorbing over 45 percent of all modern
sector wage employees and 40 percent of total investment.Kenyas current polcy fr-amework emphasizes the role of the free market. Fea-
tures of the economy include the use of market-based pricing incentives, a liberal
investment code, and a newly liberalized foreign exchange system. Non-traditional
areas which have the most potential to augment Incomes and employment include
horticulture non-agricultural exports and small-scale enterprises.

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

The government brought down the annual inflation rate (month-to-month) from
101 percent in July 1993-to 13 percent in October 1994. The Central Bank of Kenya
(CBK) acted swiftly in 1993 to mop up excess liquidity and improve management
of the financial sector. Starting In March 1993, the CBK offered weekly sales of
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$125 million worth of Treasury Bills with interest rates rising as high as 50 to 70
percent. The commercial bank cash ratio was raised steadily to reach 20 percent by
the second half of 1994. A number of weak banks and non-bank financial institu.
tions were either closed or brought under statutory management.

These policy measures worked. Money supply, which grew by 28 percent in 1993
decreased substantially to an estimated 15 percent growth in the last quarter of
1994. Commercial bank interest rates followed the trends in T-Bill interest; rising
as high as 35 percent in July and then declining to below 20 percent in October,
1994. In one year, the Kenya shilling appreciated from KSh 681USD in October 1993
to KSh 35/USD in October 1994. The government continues to rely on traditional
monetary policy instruments such as the cash ratio, discount rates and open market
operations.

Under a tax modernization program, the government widened the tax base, low.
ered income taxes and introduced the use of personal identification numbers for tax-
related transactions. The government increased the range of goods and services sub-
ject to the Value Added Tax (VAT), which accounted for over 50 percent of domestic
revenue in 1994. Most goods and services are subject to an 18 percent VAT. The
government will lower the maximum personal income tax rate from the current 40
percent to 35 percent effective January 1995. It also reduced corporate tax from 37.5
percent to 32.5 percent in 1994.

Still in process are major government programs to privatize parastatals and re-
duce the size of the civil service. Fraught with difficulties and political disagree-
ments, parastatal divestiture has been slow--only 28 out of a possible 200 have
been privatized since 1991. The big parastatals, identified as strategic, are ear-
marked for restructuring ("commercializing") in order to make them more cost effec-
tive and efficient. A three year program to lay off 48,000 civil service workers was
started in July 1993. The program is roughly on target; 16,000 workers accepted
golden handshakes and left by June 1994.
2. Foreign Exchange Policy

From 1981-1993 the Kenya shilling was pegged to the SDR. In February 1993,
the government suspended the Foreign Exchange Control Act paving the way for a
market determined exchange rate. Exporters may now use hard currency earnings
directly to meet import requirements and remit dividends. By October 1994, foreign
exchange reserves at the Central Bank had risen to a record high. The officially ac-
knowledged figure is over $800 million, or enough to cover six months of import re-
quirements; but analysts estimate current reserves are actually closer to $1.2 hil-
lion.

Borrowing restrictions on foreign and local firms from both domestic and off-shore
sources have been eliminated. Expatriates are permitted to operate foreign currency
accounts in Kenyan banks. Investors may repatriate new investment earnings with-
out Central Bank (CBK) approval. Travelers are free to settle their bills, obtain air
tickets and pay airport taxes in either Kenya shillings or foreign currency. The only
remaining restrictions limitations on foreign direct equity investment and the need
for approval of capital gains repatriations, may be withdrawn in the near future.
3. Structural Policies

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

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

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

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

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

For the first time in its history, at the end of 1993, Kenya had accumulated debt
arrears of $715 million. This prompted the government to seek a rescheduling of
outstanding official debt at the Paris club in January 1994. A multilateral agree-
ment was concluded under non-concessional terms which rescheduled arrears accu-
mulated from December 1991-1993. Repayment is scheduled over seven years,
starting with a gace year in 1994 and ballooning to 25 percent in the later years
of the period. Specific bilateral agreements have been considered and granted
throughout 1994. This rescheduling will helpimprove Kenya's capital account andhas added to Kenya's international credibility. It is notable that Kenya neither
asked for, nor was granted, concessional terms. Kenya did not seek a London Club
rescheduling. Private arrears accumulated during the 1991-93 period_(approxi-
mately $70 million) were sufficiently small they could be repaid directly. Kenya
could use some of its large stock of foreign exchange reserves ($800 million-$1.2 bil-
lion) to pre-pay international debt.

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

The liberalization of import controls and foreign exchange rates are major positive
steps towards removal of trade barriers. As a part of these reforms, in 1994 the gov-
ernment instituted pre-shipment inspection for quality, quantity and price for all
imports with F.O.B. value of more than $1,613. Inspection is done by a government
appointed inspection firm which has offices at major trading points such as New
York, Baltimore, Chicago, New Orleans and Houston. Goods arriving in Mombasa
without pre-inspection documentation are subject to inspection at the Port, for an
additional fee. This requirement has contributed to major back-ups in port oper-
ations during 1994. Importation of animals, plants, and seeds is subject to quar-
antine regulations. Special labelling is required for condensed milk, paints, var-
nishes, and vegetable/butter ghee. In addition, imports of prepacked paints and al-
lied products must be sold by metric weight or metric fluid measure.

Commercial banks are required to ensure that importers have submitted Import
Declaration forms, invoices, a Clean Report of Findings, and a copy of the customs
entry form before releasing foreign exchange. Prior exchange approval must be ob-
tained for imports of machinery and equipment which are regarded as part of equity
capital or are purchased with borrowed Znds. The Clean Rport of Findns is also
required by authorized banks before a shipping guarantee can be issued. l goods
purchased by importers in Kenya must be insured with companies licensed to con-
duct insurance business in Kenya.
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There are barriers to trade in services, in video tapes, movies and cassettes, con-
struction, engineering, architecture, legal representation, insurance, leasing and
shipping. Filhns are licensed, censored and sold by a government company, the
Kenya Film Corporation. Foreign companies offering services in construction, engi-
neering aiO' architecture may face discrimination when bidding for public projects.
Kenya's draft shipping law has been the subject of official protests by the United
States and the European Community for discrimination against foreign shippers.

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

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

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

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

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

6. Export Subsidy and Tax Policies
In April 1993, the Kenyan government scrapped an export compensation scheme

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

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

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

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

The government has progressively reduced the corporate tax rate from 45 percent
in the 1980s to the current 35 percent. Withholding tax (ranging from 12.5 percent
to 30 percent) is imposed on royalties, interest, dividends, and-management fees.
Kenya s tax treaties normally follow the Organization for Economic Cooperation and
Development (OECD) model for the prevention of double taxation. There is no tax
treaty with the United States.
7. Protection of U.S. Intellectual Property

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

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

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

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

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

Trademark protection is available from the Kenyan government for a period of
seven years from the date of application. The first applicant for trademarkprotec-
tion is entitled to registration.
8. Worker Rights

a. The Right of Association.-Other than central government civil servants and
university academic staff, all workers are free to join unions of their own choosing.
At least 33 unions in Kenya represent 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 registered by the government, all other unions belong to one central body,
the Central Organization of Trade Unions (COTU).

Until early 1993, Kenyan labor enjoyed harmonious relations with the central
government. In April 1993 this changed, as workers experienced a large rise in the
cost of living. Blaming the government, COTU's leaders called for an across-the-
board 100 percent wage increase and dismissal of Kenyan Vice President George
Saitoti. The call culminated in a Labor Day (May 1) ceremonies walkout by the Min-
ister for Labor, the arrest of the COTU secretary-general and his senior associates,
a two-day national strike (which was observed in key sectors nationwide, even after
the Minister had declared it illegal) and finally, a government-sponsored coup with-
in COTU.
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Without waiting the normal seven-day period to verify the so-called elections, and
disregarding a legal challenge by the existing COTU officers, the Registrar of Trade
Unions immediately registered the new COTU officers. These officers were allowed
to occupy COTU headquarters. The issues of both the coup's legality and the act
of the registrar were still in court as of November 1994, but no international group
has recognized the new 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
several strikes illegal. A case in point was the KNUT strike in July 1993, for which
the required notice had been given. It was averted at the last minute. Others in-
cluded the national two-day strike after Labor Day, a one-day strike called by the
Islamic Party of Kenya in ombasa, and an air traffic controllers' slowdown in No.
vember, 1993. The military, police, prison guards and members of the National
Youth Service are precluded by law from striking. Kenyan labor legislation is silent
on the issue of national strikes.

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

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

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

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

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

e. Acceptable Conditions of Employment.-In 1994, minimum unskilled worker
salaries averaged less than thirty dollars per month. The normal work week, by law,
is limited to 52 hours, except for nighttime employees (60 hours) and agricultural
workers (excluded). Non-agricultural employees receive a minimum of one rest day
in a week, one month's annual leave, and sick leave. By law, total hours worked
(i.e., regular time plus overtime), in any two-week period for night workers cannot
exceed 144 hours; the limit is 120 hours for other workers. The Ministry of Labor
is tasked with enforcing these regulations, but reported violations are few. The Fac-
tories Act of 1951 which sets forth detailed health and safety standards, was amend-
ed in 1990 to encompass the agriculture, service and government sectors. Inspection
of work sites continued to improve, although "whistle blowers" are not protected.
Kenya's worker compensation regulations do not yet comply with the provisions of
ILO Convention No. 17.
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Extent of U.S. Investment In Selected Industrles.-U.S. Direct
Investment Position Abroad on an Historical Cost Basis-1993

[Millions or U.S. dollars)

Category Amount

Petroleum.............. ... ................
Total Manufacturing ............................................................... 32

Food & Kindred Products ................................................... 3
Chemicals and Allied Products .......................................... .13
Metals, Primary & Fabricated ............................................ (1)
Machinery, except Electrical .............................................. 0
Electric & Electronic Equipment ..................................... 3
Transportation Equipment ................................................. (1)
Other Manufacturing ............................. 1

Wholesale Trade ...................................................................... 1
Banking...............................................(1)
Finance/InsuranceAReal Estate .............................................. (1)
Services................................................ (1)
Other Industries0....... ......................... 0
TOTAL ALL INDUSTRIES.............................................104

1Suppreised to avoid disclouing data of individual companies.
Source: U.S. Department of Commerce. Bureau or Economic Analysia.

NIGERIA

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

1992 1993 19942

Income, Production and Employment:
Real GDP (1984 prices) ..............................o 5,632 4,542 N/A
Real GDP Growth (pct.) 3 .. . . . .. . . .. . . . .. . .............- 0.41 -0.19 N/A
GDP (at current prices) ......................... 31,793 37,023 N/A
By Sector: (1984 prices)
Agriculture.............................2,131 1,730 N/A
Energy/Water ........................... 775 588 N/A
Manufacturing.............................................. 475 385 N/A
Construction ................ ....................... 107 85 N/A
Rents..................................146 115 N/A
Financial Services ............................................ 490 396 N/A
Other Services..... ................. ...... 956 772 N/A
Government/Health/Education ........................ 553 470 N/A

Net Exports of Goods & Services ................... N/A N/A N/A
Real Per Capita GDP ($US) 3..............................0 618.9 488.4 N/A
Labor Force (millions) ......................................... 42.8 N/A N/A
Unemployment Rate (pct.)'4....... ............. 3.2 3.4 N/A

Money and Prices:
Money Supply (M2) .............................................. 7,386 8,843 9,534
Base Interest Rate (pct.)..................... 25.7 27.0 21.0
Personal Savings Rate (pct.)...... ............ 15.5 16.4 12.0
Retail Inflation (pct.) ............... ......... *............ 46.0 57.2 N/A
Wholesale Inflation (pct.) .................................... N/A N/A N/A
Consumer Price Index ......................................... 478.4 751.9 985.9
Exchange Rate (USD/Naira):

Official (annual average) ................................. 0.06 0.04 0.05
Parallel .............................................................. 0.05 0.02 0.02
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Key Economic Indicators-Continued
(Millions or U.S. dollars unless otherwise noted)jI

1992 1993 19942

Balance of Payments and Trade:
Total Exports (FOB)5 .......................................... 11,886 9,923 N/A

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

Imports from U.S .............................................. 1,001 891 524
Aid from U.S ........................................................ 17 23 N/A
Aid from Other Countries ................................... N/A N/A N/A
External Public Debt ........................................... 27,500 28,700 N/A
Debt Service Payments ........................................ 2,700 1,600 N/A
Gold and Foreign Exch. Reserves ....................... 799 806 N/A
Trade Balance 5 ........................... . . . .. . . .. .. . .. . .. . . .. . .. .  4,682 3,258 N/A
Trade Balance with U.S ...................................... 4,073 4,410 3,446

NA-No, availablel -dollar flluresan sd baseon dal change rat" and in some places reflect exchange rate fluctua-

tions and not internationally recognized development assessments.
21994 flours are estimates based on January-June data.sJn constant 1984 Nair@, GDP grew 3.6 and2.9 percent in 1992 and 1993, while GDP per capital in cur-

rent dollars was $349 and $398 oW those years.
4CBN figure; Embassy estimates 28 percent unemployment.
GMerchandise trad•.

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

supplier. It offers investors a low-cost labor pool, abundant natural resources, and
the second largest market in sub-Saharan Africa. Nigeria's crucial petroleum sector
provides the government with over 95 percent of all foreign exchange earnings and
about 75 percent of budgetary revenue. Agriculture, which accounts ror nearly 40
percent of GDP and employs about two.thirds of the labor force, is dominated by
small-scale subsistence farming.

After a period of relative fiscal austerity in the late 1980's, the Nigerian govern.
ment has run budget deficits exceeding seven percent of GDP since 1990. Proposals
to reduce the deficit include reducing large government fuel price subsidies (the offi.
cial price of gasoline was equivalent to about 55 US. cents pergallon In October
1994), shelving a number of government projects which are of doubtful economic
value, and reducing leakages from government income due to corruption.

Over the last several years, monetary policy has been driven by the need to ac-
commodate the government's budget deficit and a desire to reduce the inflationary
Impact of the budget deficit on the economy. Deficits at the federal level have been
financed primarily 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 Im-
pact on the money supply and on price levels, which have risen rapidly In recent
years.

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

The new economic police regime created by these measures has already had far
reaching and damaging effects on the Nigerian economy. Not only have these meas.
ures discouraged investment in Nigeria, but companies already present find it in-
creasingly difficult to operate profitably, while official statistics show nonoil exports
down sharply.
2. Exchange Rate Policy

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

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

As stated in the December 1989 circular, "Industrial Policy of Nigeria," the gov-
ernment maintains a system of tax incentives to/fopter the development of particu-
lar Industries, to encourage firms to locate in economically disadvantaged areas to
promote research and development in Nigeria, and to favor the use of domestic labor
and raw materials. The Industrial Development (Income Tax Relief) Act of 1971 pro.
vides incentives to "pioneer industries, that is, industries deemed beneficial to Ni-
geria's economic development. Companies given "pioneer" .atus may enjoy a
nonrenewable tax holiday of five years or seven years if the pioneer industry is lo.
cated in an economically disadvantaged area.

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

Nigeria's foreign debt ballooned from $13 billion in 1981 to $24 billion in 1986,
when sharply lower oil revenues and continued high import levels created large bal.
ance of payments deficits. By the end of 1993, total external debt (not including ar-
rears) had reached $28.7 billion, more than Nigeria's entire GDP. Debt service due
is projected to be four to five billion dollars annually for the next several years.

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 exceeded $30 billion as of October 1994.

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

Nigeria's most recent rescheduling agreement with the Paris Club expired at the
same time as its standby agreement with the IMF, and debt repayment obligations
have grown significantly. Nigeria's record on debt repayment, meanwhile, has also
deteriorated. In. 1992Nigeria made debt service payments of $2.7 billion, against
Interest and principal payment obligations of $5 billion. Faced with similar obliga-
tions in 1993, external debt service payments were only $1.6 billion and the budg-
eted debt service payments for 1994 are $1.8 billion.
5. Significant Barriers to U.S. Exports

Nigeria abolished all import licensing requirements and cut its list of banned im-
ports in 1986. As of October 1994, the importation of approximately 20 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.
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duced availability of grains has raised prices for both banned commodities and lo-
callyproduced substitutes.

U1. products are also hampered by high tariffs as follows: sorghum, 100 percent;
cigarettes, 200 percent; cotton, 60 percent; wheat, previously banned and now taxed
at 10 percent; and passenger vehicles from 30 to 100 percent. Other import restric-
tions apply to aircraft and ocean-going vessels. Guidelines mandate that all im-
ported aircraft and ocean-going vessels shall be inspected by a government author-
ized inspection agent. In aldition, performance bonds and offshore guarantees must
be arranged before down payments or subsequent payments are authorized by the
Ministry of Finance.

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, insurance,
and freight (CIF) value greater than $1,000 are subject to preshipment inspection.

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

Nigeria generally uses an open tender system for awarding government contracts,
and foreign companies incorporated in Nigeria receive national treatment. Approxi-
mately five percent of all government procurement contracts are awarded to U.S.
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
(NEPO) to encourage development of nonoil exports from Nigeria. The council ad-
ministers various incentive programs including a duty drawback program, the Ex-
port Development Fund, tax relief and capita[ assets depreciation allowances, and
a foreign currency retention program. The duty drawback or manufacturing-in-bond
program is designed to allow the dut free importation of raw materials to produce
00oasfor 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
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 GATT rules.

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

Convention. In 1993, Nigeria became a member of the World Intellectual Property
Organization (WIPO). Cases involving infringement of non-Nigerian copyrights have
been successfully prosecuted in Nigeria, but enforcement of existing laws remains
weak, particularly in the patent and trademark areas. Despite active participation
in international conventions and the apparent interest of the government in intellec-
tual property rights issues, little has been done to stop the widespread production
and sale of pirated tapes, videos, computer software andbooks 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 crimi-
nal offense. Progress on enforcing the 1988 law has been slow: The expense and
length of time necessary to pursue a copyright infringement case to its conclusion
are detriments to the prosecution of such cases.

In the past, few companies have bothered to secure trademark or patent protec-
tion in Nigeria because it is generally considered ineffective. Losses from poor intel-
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lectual property rights protection are substantial, although the exact cost is difficult
to estimate. The majority of the sound recordings sold in Nigeria are pirated copies
and the entire video industry is based on the sale and rental of pirated tapes. Sat-
ellite signal piracy is also common.
8. Worker Rights

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

The government has decreed a single central labor body, the National Labor Con.
gress (NL), and deregistered other unions. On August 24, 1994 the government
dismissed the executives of the NLC, and the two leading petroleum sector unions
and appointed "administrators" to run them. It has attempted to prevent withhold.
ing dues from oil industry union members' paychecks.

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

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

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

e. Acceptable Conditions of Work.-Nigeria's 1974 Labor Decree established a 40-
hour workweek, prescribed two to four weeks of annual leave, and set a minimum
wage. The last government review of the minimum wage, undertaken in 1991,
raised the monthly minimum wage from 250 naira ($11.36) to 450 naira ($20.45).
Nigerian labor law stipulates that workers are to be paid extra for hours worked
over the legal limit. The code also states that workers who work on Sundays and
statutory public holidays must be paid a full day's pay in addition to their normal
wages. There is no law prohibiting excessive compulsory overtime. A 1974 labor de-
cree contains general health and safety provisions. Employers must compensate in-
jured workers and dependent survivors ofethose killed in industrial accidents.f. Rights in Sectors with U.S. Investment.-Worker rights in petroleum, chemicals
and related products, primary and fabricated metals, machinery, electric and elec-
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tronic 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-1993

[Millions of U.S. dollars)

Cate-pry Amount

Petroleum ......................................... ......................... (1)
Total Manufacturing ...................................... 50

Food & Kindred Products.........................(1)
Chemicals and Allied Products .......................................... .15
Metals, Primary & Fabricated ............................................ 2
Machinery, except Electrical .............................................. 0
Electric & Electronic Equipment ..................................... 2
Transportation Equipment ................................................. (1)
Other Manufacturing .......................................................... 1

W holesale Trade ..................................................... ; ................ (1)
Banking .................................................................................... (1)
Finance and Insurance ........................................................... 2
Services ................................................................................... . .5
Other Industries ..................................................................... 0
TOTAL ALL INDUSTRIES.............................. 527

' Sup .Spr._Sd to avoid diulouhg data of individual companies.
Source: U.S. Department of CommerM, Bureau of Economic Analysis.

SOUTH AFRICA

Key Economic Indicators
(Billions of U.S. .d)lars unless otherwise noted]

1992 1993 19941

Income, Production and Employment:
Real GDP (1990 prices)2 ................. . .. . . .. . . .. . . . . .. . . .  83.7 74.1 67.6
Real GDP Growth (pct.) ....................................... -2.1 1.1 1.9
Real GDP (at current prices)2 a.......................... 111.0 111.8 115.2
By Sector.

Agriculture ........................................................ 4.5 4.8 4.9
M ining ............................................................... 9.3 9.2 9.2
Energy/W ater .................................................... 4.5 4.3 4.2
Manufacturing .................................................. 26.1 24.5 23.8
Construction ..................................................... 3.6 3.4 3.3
Wholesale/Retail Trade .................................... 17.2 16.9 16.5
Financial Services ............................................ 17.2 17.2 17.3
Other Services .................................................. 2.3 2.3 2.5
General Government ........................................ 16.6 16.1 15.8

Net Exports of Goods & Services ........................ 1.3 1.7.08
Real Per Capita GDP (1985 rand)...................... 2,412 2,084 N/A
Labor Force (millions) 4 . . . . . . . . . . . . . .. .. . . ...12.0 12.3 12.6
Unemployment Rate (pct.) 4 .. .. . .......... . .. . . . .. .. . 40.0 46.0 46.0

Money and Prices (annual percentage growth):
Money Supply (M2) .................. ................. 10.8 3.9 17.4
Prime Overdraft Rate (pct.year-end)t................. .20.5 16.9 17.25
Personal Savings To Disposable Income (pct.) .. 3.8 4.7 4.4
Producer Price Index (year-end pct. change) ..... 8.3 6.6 7.9
Consumer Price Index (year-end pct. change) 13.9 9.7 8.2
Exchange Rate ($:rand/year avg.)

Commercial Rand .35 .31.28.
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Key Economic Indicators--Continued
(Billions of U.S. dollars unless otherwise noted)

1992 1993 19941

Financial Rand .21.23 .22.
Balance of Payments and Trade:

Total Exports (FOB) ............................................ 23.5 24.0 6.2
Exports to U . ................................................. 1.7 1.6 0.9

Total Imports (FOB).................................. .18.2 18.0 5.0
Imports from U.S........ ................... 2.4 2.4 1.0

Aid from US. (mllions/FY) ....................... 80.0 80.0 166.0
Aid from Other Countries .............................. N/A N/A N/A
External Public Debt .............................. .17.3 16.7 N/A
Debt Service Payments (paid)...................1.6.8 N/A
Gold and FOREX Reserves (gross)6.....................011.2 11.1 9.7
Balance of Payments on the Current Account .. 1.4 1.8.7
Trade Balance with U......S.............................. -0.7 -0.1 -0.7

N/A-Not available.
11994 figures are all estimates based en monthly data as of June 1994.
2 GDP at actor cost.
Department of Commerce statistics
statistics depending on population data are unreliable; official black population and unemployment rates

are understated. While, the Central Statistical Services no longer attempts to quantif•r black unemployment.
most economists believe the rate is in es"css of40 percent. Unemployment among other racial groups is
lower.

1. General Policy Framework
South Africa is a middle-income developing country with a modern industrial sec-

tor, well-developed infrastructure, and abundant natural resources. Most economists
agree that South Africa has the potential to grow at an annual rate above five per-
cent; yet annual economic growth over the past decade averaged less than one per-
cent in real terms; no new net jobs were created in the manufacturing, mining, or
agricultural sectors; and per capita incomes declined sharply. The rate or real C DP•
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 na-
tion battled the longest recession in over eighty years. Besides being affected by the
recent worldwide recession and the worst drought of the century, the South African
economy's poor performance during this period could be explained by several struc-
tural factors:

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

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

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

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

-Foreign and domestic investment was limited by political uncertainty, continu-
Ing violence, labor unrest, and the concern over the role of the private sector
in a st-apartheid South Africa.

In 1993, GDP registered positive growth for the first time in four years with 1.1
percent growth. Two prncipal factors, including a substantial increase (six percent)
in the volume of merchandise and net gold exports and a significant recovery in ag-
ricultural production made a major contribution to this revival in economic activity.
Although the agriculture sector accounted for most of the growth during the early
part of 1993, the increase in economic activity spread to other sectors in the second
half resulting in growth In the mining, manufacturing, electricity, gas and water,
and commerce and finance areas. In 1994, the economy got off to a sluggish start
due to uncertainty surrounding the election and transitional period and a large
number of public holidays. Economists estimate that the South African economy will
register 2-2.5 percent growth over the full year of 1994.

The now South African government has already taken steps to address some of
the structural problems within the economy. While there is a long way to go in
eliminating apartheid's legacy and meeting the black community's aspirations, some
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progress has been made in reducing economic distortions caused by the past's racial
policies. Legal restrictions which prevented black South Africans from owning busi-
nesses, obtaining skilled jobs, or living in major urban centers have been lifted.
Black trade unions have been recognized. Spending on socio-economic development
for blacks, Including education and health care, has increased in recent years, al-
though it still remains far below spending on white services. Much remains to be
done, and the effects of past policies, particularly the legacy of the "hantu" 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
inflation. Nevertheless, high growth in the money supply along with large increases
in food prices have resulted in higher producer and consumer inflation which are
now approaching double digits.

Traditionally, South Africa has adopted conservative fiscal policy. In the late
1980's, however, revenues lagged behind spending, leaving large deficits to be fi-
nanced through borrowing and putting pressure on private capital markets. After
1990, the government of F.W. de Klerk adopted more restrictive fiscal policies, and
the new Government of National Unity (GONU) has continued a fiscally conserv-
ative approach. Although the 1993/94 budget ended in a deficit of R31.4 billion (ap-
proximately 8.6 percent of GDP as spending outpaced revenues), estimates for the
deficit before borrowing in fiscal 1994/95 are somewhat lower reaching R29.3 billion,
roughly 6.8 percent of- GDP. (These figures are based on a GDP growth rate of 3
percent). The GONU says it will resist pressure to use fiscal policy to address socio-
economic needs in education, health care and housing for the majority of South Afri-
cans.

The South African government controls substantial portions of the economy, in-
cluding much of the petroleum, transportation, armaments, electric power, commu-
nications, aluminum, and chemical sectors. Privatization of some state assets has

ained favor more recently, particularly as a way to reduce the government's higheeI of indebtedness and to pay for the new government's Reconstruction and l)e-
velopment Program (RDP).
2. Exchange Rate Policy

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

Under South African exchange regulations, the Reserve Bank has substantial con-
trol of foreign currency. The Reserve Bank is the sole marketing agent for gold,
which accounts for about 30 percent of export earnings. This provides the Bank % ith
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 ailing foreign reserve position of the country and socio-political uncertainties
caused the nominal effective exchange rate of the commercial rand to depreciate by
4.1 percent in the first quarter of 1994 and by a further 8.3 percent by tho end of
July 1994. (The real effective exchange rate of the rand declined by 7.5 per at from
December 1993 to July 1994). InAhis period the rand depreciated against all of the
currencies of South Africa's main trading partners. However, it also depreciated
fairly sharply against the U.S. dollar and British pound over this period. Concern
over political developments, labor unrest and profit-taking led to a sharp deprecia-
tion of the financial rand in the beginning of 1994 to an all time low of R5.58 per
dollar in April 1994. However, when it became apparent that the political transition
would be achieved peacefully, the finrand appreciated again to R4.55 per dollar in
May. The most recent data put the discount of the financial rand to the commercial
rand at about 10 percent.

Pressure and speculation on abolishing the dual currency system has been in-
tense. Nevertheless, Bank Governor Chris Stals and other leading economists dis-
pute its eminent abolition.
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3. Structural Policies
Prices are generally market determined with the exception of petroleum products.

Purchases by government agencies areby competitive tender for project or supply
contracts. Bidseir must pre-qualify, with some preferences allowed for local content.
Parastatals and major private buyers, such as mining houses, follow similar prac-
tices, usually inviting only approved suppliers to bid.

The primary source of government revenue in South Africa is income tax. Al-
though the government planned to lower both individual and company tax rates
over five years, the present recession.induced revenue crisis ended the plan after its
first year. The 199415 budget kept the maximum personal income tax rate at 48 per-
cent on incomes above R(80,000 for married and R56,000 for single taxpayers. H ow-
ever, it reduced the corporate primary income tax rate to 35 percent from an earlier
rate of 40 percent. Corporations' secondary tax rate on dividends was nevertheless
increased by 10 percent. The 1994/95 budget also imposed a "once-ofH" levy or 5 per.
cent on all Income (both corporate and individual) over R50,000 to pay ror transition
cost overruns.

In September 1991, the government shifted from a 13 percent general sales tax
to a 10 percent value added tax levied on many additional goods and services that
had been exempt from GST. In April of 1993, the VAT rate increased to 14 percent
in an attempt to cover the 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
duties as high as 100 percent in the case of certain luxury goods protect local indus-
try and provide substantial revenue.
4. Debt Management Policies

South Africa's external debt situation has continued to improve in recent years.
At the end of 1993, foreign debt amounted to $16.7 billion, with the private sector
accounting for about 10.7 billion of this total. The ratio of total foreign debt to GDP
in 1993 was 14.2 percent, and interest payments to total export earnings was 7.1
percent. Debt repayment obligations in 1994 are estimated to be R4 billion to R5
billion, although increasing access to international capital markets should allow
South Africa to refinance at least one half of that debt.

In 1985, faced with large capital outflows, intense pressure against the rand, and
a cutoff of its access to foreign capital, the South African Government declared a
unilateral standstill on amortization payments. Interest payments were continued,
and amortization payments due to international organizations and foreign govern-
ments were not affected, obviating the need for a Paris Club rescheduling. The debt"standstill" was regularized in an arrangement with private creditors in 1986. In
1990, South Africa and its -private creditors negotiated a third extension of that ar.
rangement through the end of 1993. In September of 1993, the government, with
the consensus of South Africa's major political 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 a democratically elected government, South Af-
rica is now eligible for Bank loans. Moreover, after some twenty-seven years of rel-
ative economic isolation, South Africa became another IMF borrower country. In De-
cember 1993, the IMF approved the government's application for a $850 million
drought reserve loan. Gaining access to the drought facility enabled the government
to replenish its foreign exchange reserves and normalize relations with the inter-
national financial community.
5. Significant Barriers to U.S. Exports

Under the terms of the Import and Export Control Act of 1963, South Africa's
Minister of Trade and Industry may act in the national interest to prohibit, ration,
or otherwise regulate imports. Current regulations require import permits for a
wide variety of goods, including foodstuffs, clothing, fabrics, footwear, wood and
paper products, refined petroleum products and chemicals. Surcharges on imported
goods, which range as high as 40 percent on some items are the most significant
barriers for U.S. exports. The Department of Trade and Industry is attempting to
simplify its system of tariffs, but some tariffs have been increased in the process,
including hikes of up to 180 percent on certain steel products. Local content require-
ments also apply in certain industries, most notably in motor vehicle manufactur.
ing.
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The lifting of Title III sanctions in the Comprehensive Antiapartheid Act eased
restrictions on the import of certain U.. products into South Africa and permitted
US. nationals to make new investments in South Africa. With the removal of the
arms embargo against South Africa in May 1994, U.S. firms may now export to the
South African police and military organizations, excluding Armscor/Denel and any
of their subsidiaries. The State Department currently maintains a denial policy on
these firms pending the satisfactory resolution of a criminal case involving Armscor.
At this time, American firms are prohibited from trading munitions list items with
these companies.

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

South African Government incentives to export are divided into four categories:
compensation for a portion of import duties; a proportion (10 percent) of value added
during manufacture; financial assistance for activities such as market research and
trade promotion; and income tax allowances. Other direct and indirect export sub-
sidies are available to local manufacturers, particularly for factories located in des-
ignated development areas. Subsidies include electricity and transport rebates, ex-
port 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. The South African Government recently revised GEIS
on October 1, 1994. Under this most recent revision, subsidies for fully manufac-
tured products will be lowered from 25 percent to 14 percent of export value on Oc-
tober 1; 12 percent on April 1, 1996 and 10 percent on April 1, 1997. The subsidy
for partially manufactured goods will drop from 12.5 percent to 3 percent on October
1; 2 percent on October 1, 1996 and zero a year later. The subsidy for raw materials
will drop from 7.5 percent of export value to 2.5 percent on October 1 and below
2 percent on April 1, 1995. The subsidy for raw materials will drop from 7.5 percent
of export value to 2.5 percent on October 1 and below 2 percent on April 1, 1995.

Provisions of the Income Tax Act provide tax allowances for capital goods and
property used to add value to base metals and intermediate products for export. In-
come tax allowances are also provided for expenses incurred in promoting or main-
taining an export market. The Export Marketing Assistance Scheme, a limited pro.
gram, provides assistance for export market research and trade fairs and missions.
The Structural Adjustment Program provides export incentives tailored to specific
industries, most notably motor vehicles and textiles and clothing. Under the Re-
gional Industrial Development Program, a new or relocating business can apply for
establishment incentives or tax breaks under a uniform, five year program by locat-
ing anywhere outside the Johannesburg-Pretoria and Durban areas.
7. Protection of U.S. Intellectual Property Rights

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

Nevertheless, software piracy occurs frequently in South Africa. The Business
Software Alliance (BSA), a worldwide body with active anti-piracy programmes in
over 50 countries, estimates that as much as 60 to 70 percent of South Africa's soft-
ware is pirated. Its investigations reveal that for every legal software 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 o? the new copyright legisla-
tion. The U.S. motion picture industry also reports that piracy, including unauthor-
ized public performance, video piracy, and "parallel imports" pose a problem for
doing business in South Africa. U.S. pharmaceutical firms operating in South Africa
express similar concerns regarding "parallel imports."
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In addition, trademark concerns are becoming increasingly evident. Local compa-
nies and street vendors often "own" the trademarks of internationally known con-
cerns. New trademark legislation was passed in January 1994 and is now awaiting
implementation regulations.
8. Worker Rights

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

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

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

b. Right to Organize and Bargain Collectively.-The South African government
does nof interfere with union organizing in the private sector and has generally not
intervened in the collective bargaining process. South African law prohibits discrimi.
nation by private sector employers against union members and organizers.

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

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

c. Prohibition of Forced or Compulsory Labor.-Forced labor is specifically prohib-
ited by the interim constitution.

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

f. Rights in Sectors with U.S. Investment.-The worker rights con(litions described
above do not differ between the goods-producing sectors in which U.S. capital is in-
vested and other sectors of the South African economy.

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

[Millions of U.S. dollars)

Category Amount

Petroleum ................................................................................. .(1)
Total M anufacturing ............................................................... 544

Food & Kindred Products ................................................... (1)
Chemicals and Allied Products ........................................... 149
Metals, Primary & Fabricated........ ................. 41
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Extent of U.S. Investment in Selected Industriese-U.S. Direct
Investment Position Abroad on an Historical Cost Basis--1993-Continued

(Miflions of U.S. dollars

Catqoey Amount

Machinery, except Electrical .............................................. 124
Electric & Electronic Equipment ....................................... (1)
Transportation Equipment ................................................. 22
Other Manufacturing .............................. 156

Wholesale Trade ........................................................... ........... 76
Banking ................................................................................... 0
Finance/Insurance/Real Estate .............................................. (1)
Services ......................................................................... ........... 6
Other Industries ........................................................... ........... 32
TOTAL ALL INDUSTRIES .................................................... 925

S up _preed_ to avoid disclosing data of Individual companies
Source U.S. Department of Commerce, Bureau of Economic Analysis.





EAST ASIA AND THE PACIFIC

AUSTRALIA

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

1992 1993 19942

Income, Production and Employment:
Real GDP (1989-90 prices)5 .............. . . .. . . .. .. . . . . .. .  276.7 262.4 293.8
Real GDP Growth (pct.) ....................................... 1.8 3.2 4.3
GDP (at current prices) ....................................... 292.1 281.5 317.6
By Sector.

Agriculture ............................ 11.7 10.9 12.2
Energy/Water .................................................... .9.2 8.7 9.4
Manufacturing .................................................. 41.2 40.3 46.1
Construction ..................................................... 18.2 17.8 19.6
Ownership of Dwellings ................................... 27.5 26.1 28.8
Finance/Property/Business Svcse...................... 33.0 30.4 32.6
Other Services 4 ................................................ 45.4 43.4 49.1
General Government and Defense .................. 10.8 10.0 10.9

Net Exports of Goods & Services ........................ -0.5 -1.3 -1.3
Real Per Capita GDP (USD) ............................... 15.8 15.0 16.6
Labor Force (000.) 8,623 8,648 8,760
Unemployment Rate (pct.) .................. .10.8 10.9 9.8

Money and Prices (annual percentage growth):
Money Supply (M1) (pct.year-end) .................... 20.0 17.8 19.3--j
Base Interest Rates ..................... . . .. . . . .. . . . .. .. . .. . .. . .  7.2 5.8 6.0
Personal Savings Ratio (pct.).................. 4.9 5.0 5.4
Retail Price Index (pct. change)................. 2.1 2.8 2.9
Consumer Price Index (pct. change) ................... 1.0 1.8 2.4
Wholesale Price Index ......................................... N/A N/A N/A
Exchange Rate (A$1=U.S. cents) ...................... 74.0 68.0 73.0

Percentage Growth ........................................... -5.0 -8.1 7.4
Balance of Payments and Trade:

Total Exports (FOB)e ......................................... 43.2 42.7 50.4
Exports to US.......................................... 3.8 3.4 4.0

Total Imports (FOB) ........................................ 41.1 42.4 51.1
Imports from US...........................9.2 9.0 10.2

Aid from U.S....... .... ........................ 0 0 0
Aid from Other Countries.......................o0 0 0
Gross External Public Debt ................................ 63.2 64.9 67.9
Debt Service Payments (paid). ............ 9.2 7.5 7.9
Gold and Foreign Exch. Reserves ....................... 14.9 14.3 15.0
Current Account Balance ................................... -10.7 -10.7 -12.0
Trade Balance with US ....... ................. -5.3 -5.5 -6.2

N/A-Not available.
'Exchange rate fluctuations must be considered when analyzing data. Percentage changes are calculated In

Australian dollars.
1994 fure a all estimates based on available monthly and quaterly data in October 1994.

s GDP alutsctor not for base year indicated.

(33)
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4 Other Services* includes community, recreation, personal and other services."5Flgures are actual, average annual interest rate. not changes in them.
Trade data recorded on foreignn trade basi.-lifferent to those recorded on a balance or payments basis.

I. General Policy Framework
Australia's gross domestic product (GDP) in 1994 was estimated to be US $317.6

billion. Real GDP is estimated to have grown by 4.3 percent, a substantial improve-
ment from 1993's 3.2 percent. Nevertheless the impact of the recession which began
duringthe third quarter of 1989 and ended in 1991 continued to be felt; unemploy-
ment hovered between 9.5 and 10 percent during 1994.

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

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

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

To increase Australia's international competitiveness, the government has contin-
ued its longstanding effort to reduce protective trade barriers and deregulate large
segments of the economy. Privatization of government services at both the federal
airlinese, banks, telecommunications) and state level (water treatment, transpor-
tation, electricity, banks) is beingpursued. The government -intends to sell the re-
maining 75 percent of Qantas to the public in 1995. Trade reforms begun in June
1988 resultedin 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 government
contracts was abolished November 1, 1989, and civil offsets in December 1992, some
state and territory governments continue to apply preferences in their contracts.

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

The money supply is controlled through an open-market trading system of nine
dealers who act as a conduit between the Reserve Bank and the financial system.
Transactions may involve purchases, sales, or trade in repurchase agreements of
short-term treasury securities. Depending on liquidity conditions, the Reserve Bank
may bypass dealers and buy or sell short-term treasury notes directly with banks
on a cash basis. Banks do not normally hold liquid deposits of any size with the
Reserve Bank. Instead, they hold call-funds with the authorized dealers. If a bank
needs cash on a given day, it either borrows from other banks or withdraws funds
it has on deposit with the dealers. Under the above money supply control system,
foreign exchange flows and government deficits and credits have only limited impact
on the money supply. The government also uses interest rate changes to influence
the money supply. In 1994, official government interest rates were increased twice,
by 75 basis points in August, and a full percentage point in October, to reach 6.5
percent.

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

The challenge the government will face in 1995 is to maintain moderately high
real growth and reduce unemployment without causing a revival of inflation anda
massive increase in the current account deficit (by virtue of the impact growth has
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on the demand for imports). Many economists believe that the desired gains in
growth and employment will come, but are worried that unless the government cuts
the budget deficit faster than currently planned, both of the feared side effects could
be produced by an overheating economy.
2. Exchange Rate Policies

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

Australia does not have major foreign exchange controls beyond requiring Reserve
Bank approval if more than A$5,000 JUS $3,650) in cash is to be taken out of Aus-
tralia at one time, or A$50,000 (U9S $36,5001 in an form in one year. Thepurpose
is to control tax evasion anadmoney 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-
crated timetable for the reduction of protection and micro-economic reform. Initially
broad in scope, the Australian government's program is now focusing on industry.
by-industry, micro-economic changes designed to compel businesses to become more
competitive.

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

Towards these endsa phased program to cut tariffs by an average of about 70
percent was begun July 1, 1988, to be completed on June 30, 1996. Specifically, in
approximately equal phases, except for textiles, clothing, footwear and motor vehi-
ces, all tariffs will be reduced to 5 percent. Along with these measures, some of the
few manufactured products still receiving bounties (production subsidies) will have
those benefits reduced each year until the bounties expire. The Uruguay Round
agreements will force faster-than-planned tariff reductions in only a small number
of cases

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

Australia's gross external public debt now exceeds US $67.7 billion, or 23.5 per-
cent of GDP. a figure represents 46 percent of Australia's gross external debt;
the remaining 54 percent is owed by the private sector. Gross interest payments on
public debt totaled US $4.0 billion in AFY 1993/94, representing 6.7 percent of ex-
ports of goods and services. Private sector debt service totaled US $4.0 billion, an
amount equal to another 6.7 percent of export earnings. On an overall basis, there-
fore, Australia's debt service ratio was 13.4 percent, down substantially from AFY
1992/93's 14.9 percent. Falling international interest rates caused the drop in the
debt service ratio. Standard and Poor's general credit rating for Australia remained
AA during 1994.
5. Significant Barriers to U.S. Exports

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

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

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

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 5 percent per year until January 1993. From that
date forward, 50 percent of a commercial television station's weekly broadcasts be.
tween the hours of 6:00 a.m. and midnight must be dedicated to Australian pro-
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
Australian production). Trade sources indicate that the content regulation does not
have a substantial impact on the amount of US. programming sold to Australian
broadcasters as the mix of programming is driven by the market's preference for
Australian themes. The latest available statistics bear that out. According to the
ABA, in the two years before the local content requirement took effect, an average
of 46 percent of commercial stations' broadcasting time was devoted to imported pro.
gramming. During the 1992 broadcasting year, that figure fell to 44 percent. Regula-
tions governing the development of Australia's pay-TV system require that channels
carrying drama programs devote at least 10 percent of broadcast time to new, lo-
cally produced programs. The ABA's local content requirements have been opposed
actively by the American Embassy and U.S. trade officials. In September 1994 the
Embassy reiterated U.S. opposition to quotas in the context of the ABA's review or
broadcasting content regulation. That review is expected to conclude in early 1995.

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

Standards: In 1992, Australia became a signatory to the GAIT 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 harmonize
them where possible to international standards with the objective of fulfilling all ob.
ligations of the GATT Standards Code. State governments agreed In March 1991 to
recognize each others' standards. As a result, state standards are being reviewed to
harmonize with federal standards.

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

Motor Vehicles: Passenger vehicle tariffs, currently 30 percent, will drop to 27.5
percent on January 1, 1995 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 1989, the import of used vehicles manufactured after
1973 for personal use is banned, except where the car was purchased and used over-
seas by the buyer for a minimum of three months. Commercial importers must
apply for a "compliance plate" costing A$20,000 (US $14,600) for each make of car
imported. Left-hand drive cars must be converted to right hand before they may be
driven in Australia. Only approved (licensed) garages are permitted to make these
conversions. Because of these requirements, only a small number of used cars are
imported into Australia eachyear.

Fooreign 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 reformseto open the economy even further to foreign investment.
In the mining sector (excluding uranium), the 50 percent Australian equity and con-
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trol guideline for participation in new mining projects, and the economic benefits
test for acquisitions of existing mining businesses, were abolished. In almost all sec-
tors of the economy, the thresholds above which foreign investment proposals must
be examined by the Foreign Investment Review Board (FIRB) wereincreased. Pro.
posals to acquire 15 percent or more of a company or business with total assets
below A$50 million (US $36.5 million), or takeover an off-shore company with Aus-
tralian subsidiaries or assets valued below A$50 million (US $36.5 million) are no
longer examined. Proposals above the threshold will be approved unless found con-
trary to the national interest. The only sectors in which the reforms do not apply
are uranium mining, civil aviation, the media, and urban real estate.

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

Government Procurement: Australia is not a member of the GATTE government
procurement code. However, in June 1994 the government announced an inter-
agency examination of the code and the question of possible adherence. The review
is scheduled to be completed in early 1995.

The federal 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 United
States and Australia.

Since 1991, foreign information technology companies with annual sales to the
Australian government of A$10-40 million (US $7.3-29.2 million) have been re-
quIred to enter into fixed term arrangements (FTAs), and those with sales greater

an A$40 million (US $29.2 million-) into partnerships for development (FIW)s).Under FTAs, a foreign company or its subsidiary commits to undertake local indus-
trial development activities worth 15 percent of its projected amount of government
sales over a four year period. Under a PFD, the headquarters of the foreign firm
agrees to invest 5 percent of its annual local turnover on It and 1) in Australia; ex-
port goods and services worth 50 percent of imports (for hardware companies) or 20
percent of turnover (for software companies); and achieve 70 percent local content
across all exports within the seven year life of the PFD. In 1992 this scheme was
extended into the telecommunications customer premises equipment (CPE) sector,
replacing, in large measure, the requirement that suppliers of cellular mobile tele.
phones, pabx, small business systems, and first telephones have Industrial Develop-
ment Arrangements (IDAS) in place before obtaining licenses to connect their equip-
ment to the public switched network. The IDA program now is scheduled to be
eliminated in June 1996.

Beginning on February 1 1992, the government implemented a Restricted Sys-
temsIntegration Panel (RSIP) scheme. The RSIP is a panel of 20 to 25 selected pri-
vate companies through which all Commonwealth information technology require-
ments involving systems integration activity are to be sourced except for purchases
with an estimated value of less than A$1 million (US $0.7 million). Firms applying
for panel membership will be evaluated on "demonstrated competence, commercial
viability and potential to contribute to government policy objectives, including ex-
pansion into Asian-Pacific markets, particularly those of North and Southeast Asia."
The net effect of the panel will be to hinder non-member participation in govern-
ment systems integration contracts. Technically, panel membership will not be
closed. However, access will remain restricted and a new applicant (domestic or for-
eign) would have to demonstrate eligibility to join or be able to offer expertise not
available within the panel. Several U.S. frms were named initial members of the
panel. The U.S. Embassy and the Australian Information Industry Association have
strongly opposed the panel's establishment.

In December 1992 the Australian government announced an initiative requiring,
beginning in AFY 1993/4, Government Business Enterprises (GBEs-central govern.
ment-owned companies such as the Australian and Overseas Telecommunication
Corporation and the Civil Aviation Authority) to, inter alia, give "local companies
the maximum opportunity to compete for government business consistent with the
commercial objectivesof GBEs and the need to obtain value for money." The new
policy stops well short of directing GBEs to give preference to local suppliers. How-
ever, it does bias them towards buying locally and could, therefore, become a signifl-
cant element determining their procurement choices.

The Australian government's May 1994 employment and industry policy state-
ment strengthens these efforts to use government procurement policy to encourage
local industrial development. It requires industry impact statements to be drafted
for procurement of US $7.4 million or more, and establishes a two-envelope system
for such tenders. Under the latter system, bidders will be required to submit de-
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tailed information regarding Australian itidustrial development separately (in "enve.
lope 2", and bids will be judged both on price/product specifications and industrial
development grounds.

Quarantinus: Because of its geographic location, Australia is relatively free of
many snjamal disuaocs (rabies, hael'-and-mouth, etc.) and pests that plague other
parts of the world. To preserve Its environment Australia imp•,ses extremny strin.
gent animal and plant quarantine rest actions. E'xc ')t for horses, livestovAi imports
are limited to reproductive material and a few valuable breeding animals that must
undergo long quarantines. Studies are underway which could see the lifting of
phytosan itsry barriers to the importation of U.S. salmon and cooked chicken.

Tobacco: Local manufacturers are encouraged t9 use at least 50 percent local leaf
in theiryproducts through the offer of concessional duties on imported leaf. In prac-
tice, an "informal" agreement between growers and visaretto manufacturers extends
the local content requirements to 57 percent. This focal content rule is to bp re-moved on October 1, 1998. Since Octobet• 1 9818 the governent has banned the
sale of smokeless tobaccos (chewing tob cco, Ant, ft fr or oi se) in Australia, leaving
the market solely to local products used for oral purposes, but not labeled as such.

Fruit Drinks: Noncarbonated fruit drinks containin 20 percent or more local fruit
juice are assessed a sales tax of 10 peirent, whereas fruit drinks with below 20 per-
cent local fruit juice content are assessed a 26 percent sales tax. This Australian
content-based tax rule was due to be rescinded on or before January 1, 1995. In
1993, Australia modified its preferential tariff scheme to equalize, from July 1,
1995, the tariff applied on citrus from developed and developing countries. The tariff
will be set at 8 percent effective on that date, and will fall to 5 percent on July 1,
1996.
6. Export Subsidies Policis

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

The Australian government provides export market development-reimbursement
grants of up to A$250,000 (US $182,500) for most qualifying domestic firms export-
ing goods and services. Other mechanisms provide for drawbacks of tariffs, Anles,
and excise taxes paid on exported finished products or their components. in some
cases, government grants and low -cost financing are provided to exporters for bond-
ing, training, research, insurance, shipping costs, fees, market advice, and to meet
other costs. "Bounties" (in effect production subsidies) are paid to manufacturers of
some textile and yarn products, bed sheets, new ships, some machine tools, and
computer and molding equipment to help them export or compete with cheaper for-
eign-made substitutes. Existing bounties are to be phased down until they expire.
Bounties and their expiration dates are: shipbuilding and textiles (June 30, 1995);
citric acid (March 31, 1996); machine tools and robots (June 30, 1997); books, com-
puters and circuit boards (December 31, 1997). All bounties will be reviewed before
expiration with some possibly extended or converted to tariffs. Dairy market support
payments, which were classed as an export subsidy und r the Uruguay Round, are
to be terminated on June 30, 1995 in accordance with AXstralia'sUruguay Round
implementing legislation.

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

Electricity3 production is within the purview of state governments, some of which
subsidize the industry and/or selected users of electricity. States also control rail-
roads and rates; some use rail charges as a form of indirect taxation to overcome
their legal inability to levy income and some sales taxes. New South Wales and

ueensland charge high freight rates for coal partly for that reason. Other states
charge high prices to move wheat by rail, a factor which hurts Australian wheat's
competitiveness on world markets. In competing for investment, states offer a wide
range of negotiable concessions on land, utilities, and labor training, some of which
amount to subsidies.
7. Protection of U.S. Intellectual Property

Patents, trademarks, designs and integrated circuit copyrights are protected by
Australian law. Australia is a member of the World Intellectual Property Organiza-
tion, the Paris Convention for the Protection of Industrial Property, the Berne Con-
vention for the Protection of Literary and Artistic Works, the Universal 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 engineering.
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Patents: Patents are available for inventions in all fields of technology (except for
human beings and biological processes for their production). They are protected by
the Patents Act, which offers coverage for 16 years, subject to renewal. However,
patents for pharmaceutical substances may have the term of protection extended to
20 years. Trade secrets are protected by common law, such as by contract. Designs
can be initially protected by registration under the Designs Act for one year, which
may be extended for six years and for further periods of five and five years respec-
tively, upon application.

Trademarks: Trade names and marks may be protected for seven years and re-
newed at will by registration under the Trademark Act. Once used, trade names and
marks may also, without registration, be protected by common law. Some protection
also extends to parallel importing- that is, imports of legally manufactured products
ordered by someone other than a person or fir having exclusive distribution rights
in Austra.a.Parallel importation s allowed however, for books, and has been pro-
posed for sound recordings (legislation whcih would have allowed such imports died
when Parliament was dissolved for the March 1993 national election). In September
1993 the Australian Copyright Law Review Committee recommended that parallel
importation of computer software be allowed under strict limitations.

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

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

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

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

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

c. Prohibition of Forced or Compulsory/Labor.=-Compulsory and forced labor ar
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 in every state that children attend school until age
15 maintains an effective floor on the age at which children may be employed fu 1
time.

e. Acceptable Conditions of Work.-Them is no legislatively-determined minimum
wage. An administratively-determined minimum wage exists, but is now largely out-
moded, although some minimum wage clauses still remain in several federal awards
and some state awards. Instead, various minimum wages in individual industries
are specified in industry "awards" approved by state or Iederal 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 andhighest in the world.
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f. Rights in Sectors with U.S. Investment.-Most of Australia's industrial sectors
enjoy some U.S. investment. Worker rights in all sectors are 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-1993

[Millions of U.S. dollars]

Category Amount

Petroleum........... .0.. . . . . . . . . 2,579" 000""::00000, to ...to .o. i... go.... ooo.otooot i~oe~

Total Manufacturing..........7,076
Food & Kindred Products ............................ 1,319
Chemicals and Allied Products..................... 2,235
Metals, Primary & Fabricated ........................................ 317
Machinery, except Electrical........................ 624
Electric & Electronic Equipment ...................................... 405
Transportation Equipment ................................................. 472
Other Manufacturing.............................1,704

Wholesale Trade. ................ ....................... 1,706
Banking ............... ............................................................. 1,199
Finance/Insurance/Real Estate................................2,060
Services....... ........................................ 734
Other Industries ...................................................................... 3,083
TOTAL ALL INDUSTRIES ......................... *.................. 18,437

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

PEOPLE'S REPUBLIC OF CHINA

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

1992 1993 19941

Income, Production and Employment:
Real GDP (RMB bn/1980 base) 2 ......... .. . . . .. . . . .. . .. .  1,272 1,440 1,606
Real GDP Growth (pct.).......................9.5 13.4 11.5
GDP (at current prices) ...................................... 315.4 309.5 417.6
GDP by Sector:
Agriculture..............................85.2 N/A N/A
Energy/Water ................................ N/A N/A N/A
Manufacturing.......................... 140.9 N/A N/A
Construction .................................................. 21.7 N/A N/A
Rents...............N/A N/A N/A
Financial Services ........... .................. N/A N/A N/A
Other Services..... ...................... 117.9 N/A N/A
Government/Health/Educationo................... N/A N/A N/A

Net Exports of Goods & Services................... .6.3 N/A N/A
Real Per Capita GDP (RMB)2 ................... 1,828 2,013 2,214
Labor Force (millions)........................568 571 575
Official Unemployment (pct.) .................. .2.5 2.3 2.5

Money and Prices (annual percentage growth):
Money Supply (M2) ................................... 31.3 25.0 35.0
Base Interest Rate..........................N/A N/A N/A
Personal Saving Rate8so .. .. . .. . . .. . . .. . .. . . ............ 40.0 40.0 40.0
Retail Inflation. ............................. 5.4 14.0 21.0
Wholesale Inflation...... ...................... N/A N/A N/A
Consumer Price Index ......... .................... 8.6 16.0 23.0
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Key Economic Indicators-Continued
[Billions of U.8. dollars unless otherwise noted)

1992 1993 19941

Exchange Rate (RMB/JSD;year-end)
Official ............................................................. 5.8 5.8 N/A
Parallel'4 .............................. .6.8 8.8 8.5

Balance of Payments and Trade:
Total Exports (FOB)'5 .......................................... 84.9 91.8 118.0

Exports to US. (CV)'5 ...................................... 25.7 31.5 38.5
Total Imports (CIF)' ........................................... 80.6 104.0 117.0

Imports from US. (FAS)P.............................. .7.5 8.8 10.3
Aid from U S. ....................................................... 0.0 0.0 0.0
Aid from Other Countries ................................... N/A N/A N/A
External Public Debt ........................................... 61.0 66.0 80.0
Debt Service Payments (paid) ............................. 8.8 9.3 10.5
Gold and Foreign Exch. Reserves ....................... 20.7 21.2 40.0
Trade (Merchandise) Balance'5 ........................... 4.4 -12.2 1.0
Trade Balance with U.S.'5 ..................... 18.2 22.8 28.2
/AgiNot available.

figures are all estimates based on monthly data available In October 1994. Sources: State Statistical
Bureau Yearbook, PRC General Administration of Customs Statistics, International Monetary Fund and
World Bank reports, U.S. Department of Commerce trade data and U.S. Embassy estimates.

SReal GDP and real per capita GDP are given In renminbi (RMB) using 1980 prices. All other income and
production figures are converted into dollars at the parallel rate.sPersonal Saving Rate is as estimated by the IMP in May 1992.

4Prior to 1994 China maintained a dual exchange rate system with an official rate and a parallel *swap
market' rate. In January 1994 these two rates were unified.

SSource: U.S. Department of Commerce (U.S.-China bilateral trade data); PRC Customs (Chinese global
trade data).

1. General Policy Framework
Since the beginning of economic reforms in 1979, the Chinese economy has grown

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

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

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

During 1994, however, concern over inflation and domestic stability have slowed
the pace of some reforms while others have met with mixed success. The unification
of China's foreign exchange rates has gone relatively smoothly, with the renminbi
actually appreciating slightly against the U.S. dollar since January 1994. Tax re-
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form has led to a more simplified code and has reduced the gap in tax rates for
state-owned and other enterprises. The new structure of tax-sharing between
central and provincial governments also marks a significant improvement over the
old tax-contracting system. But the new tax system has yet to increase real govern.
ment revenues or the share of government revenues in GDP, two of its key objec-
tives. During 1994 many foreign corporations in China expressed concerns about
possibly discriminatory application of taxes to their operations there.

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

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

While the government hopes to reduce inflation to 15 percent or less in 1995, it
has avoided Implementing tough austerity measures of the type that have been ef-
fective in the past but that might slow economic growth and increase urban unem-
ployment. Unfortunately, the government's tentative stabilization program has prov-
on ineffective, and there is a significant risk of inflation worsening still further un-
less the government takes more decisive steps to cut lending to the state sector and
control China's rapidly increasing money supply.
2. Exchange Rate Policies

China unified its dual exchange rate system on January 1, 1994 and began phas-
ing-out the use of Foreign Exchange Certificates, a convertible form of the renminbi
(RMB) formerly reserved for use by foreigners within China. Chinese authorities de-
scribe the current exchange rate as a 'managed floating rate." During each day's
trading the exchange rate is permitted to fluctuate in a narrow band around a
central rate announced by the People's Bank of China. Since January 1994, the
RMB/USD exchange rate has appreciated slightly from about 8.7 to 8.5.

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

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

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

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

In addition, under the guise of "macroeconomic management,' the government has
begun to formulate sectoral industrial policies that will affect U.S. investment in,
and exports to, China. The Automotive Industrial Policy, issued in July 1994, con-
tains a number of measures to protect infant industry, including import controls.
local content and other performance requirements for foreign investors, and tem-
porary rice controls for sedans. In the "Framework Industrial Policy for the 19909,"
the government announced plans to issue industrial policies for the following other

sectors: telecommunications and transportation, machinery and electronics, con-
struction, foreign trade, investment and, possibly, textiles.
4. Debt Management Policies

China's current external debt burden remains within acceptable limits. At the end
of 1993, China's external debt stood at about $80 billion, or 87.2 percent of exports,
according to official Chinese estimates. China's 1993 debt service to export ratio was
about 12-13 percent. The Asian Development Bank, the World Bank, and Japan are
China's major creditors, providing approximately 60 percent of all China's govern.
mental and commercial loans. In September 1994, China's official foreign exchange
reserves were $39.8 billion, up $18.6 billion from the beginning of the year- foreign
exchange reserves continued to climb later in the year with the People's )Bank of
China alone holding $48.9 billion in November 1994.
5. Significant Barriers to U.S. Exports

China continues to impose barriers to US. exports, despite its stated goal of re-
forming and liberalizing its traderegime. In addition to prohibitively high tariffs in
many sectors, China relies'on multip-le, overlapping nontariff barriers, administered
at the national and provincial levels by various bureaus or ministries, to limit im-
ports. These barriers include absence of transparency in thetrade regime; import
licensing requirements; import quotas, restrictions and controls; standards and cer-
tification requirements; and scientifically unjustified sanitary and phytosanitary
(SPS) measures. Strict controls over Chinese enterprises' trading rights are also a
major market access barrier.

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

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

China currently retains nontariff measures (quotas, licenses or tenders) for 784
tariff line items.-Under commitments made in the market access MOU to progres-
sively phase out import barriers, China eliminated such measures for 283 items on
December 31, 1993, and an additional 208 items on June 1 1994, including a num-
ber ahead of, or in addition to, the schedule set in the MOUJ. Time frames or liber-
alization vary from product to product. Under the market access MOU liberalization
time table, China agreed to eliminate approximately 75_percent of all import licens-
ing requirements, quotas, controls and restrictions by the end of 1994, and 90 per.
cent will be removed by the end of 1997. Export sectors affected by the MOU which



44

are of interest to U.S. firms include: autos and parts, medical equipment, computers,
photocopiers, telecommunications, electrical appliances, chemicals, ap'ichemicals,
pharmaceuticals, film and instant print film, instant cameras, beer, wine, alcoholic
beverages, mineral waters, wood products, steel, and a wide range of machinery
products.

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

A fundamental philosophy of import substitution stood behind these various poli-
cies. In the market access MOU, China has agreed to eliminate the use of import
substitution policies and measures, and has promised that it will not subject any
imported products to such measures in the future, nor will it deny approval to im-
ports because an equivalent product is produced in China. Import substitution lists
have been publicly disavowed. Nonetheless, the Chinese government has continued
to place local content requirements on foreign investments in China, most recently
in the industrial policy governing the automotive industry.

In the past few years, China undertook a number of reforms to improve its trade
regime. The National People's Congress (NPC) adopted an Unfair Competition Law,
effective December 1, 1993, which deals with protection of trademarks and commer-
cial secrets, unfair practices by state monopolies and government departments, brib-
ery, false or misleading advertising, predatory pricing, collusion, and other unfair
practices. China's first comprehensive Foreign Trade Law also went into effect on
July 1, 1994. The law aspires to be consistent with requirements of the GATT, but
it serves mainly as a framework codifying the existing system or setting goals for
future reforms. A key concern is that the Foreign Trade Law does not establish a
legal standing for foreign individuals or foreign-owned firms engaged in trade in
C ina. Implementing regulations have in many cases not yet been drafted.

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

Many joint ventures are highly dependent on China's state-owned sector for down-
stream services. Some investors have been permitted to set up their own marketing
and service organizations, but many have no choice but to rely on PRC channels
for support. Imports of audio and video recordings are hampered by quotas, restric-
tions on foreign exchange availability, and lax enforcement of intellectual property
laws. China does not permit foreign investment services firms to establish pro.it-
making operations or gain membership on its stock exchanges. Foreigners are lim-
ited to holding "B" shares, a small volume of outstanding equities. Representative
offices of foreign companies must hire their local employees through a labor services
company.
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There are also significant barriers to investment which warrant further reform.
FIE's continue to be treated differently for tax purposes. Foreign firms established
prior to January 1, 1994, pay a 17 percent value.added tax on domestic materials
in exports from which Chinese firms are exempt. Foreign Investors may not own
land in China. Chinese authorities are, however approving long term landuse deals
for investors, some lasting up to 70 years. Chinese regulations and policies place
strong pressure on most foreign investors to export and to localize production
through greater use of Chinese components rather than Imports. China also encour-
ages the development of favored =nustries through tax incentives and tariff exemp-
tions. Depending on the locality, investments above $30-50 million require national
as well as local approval. The law permits repatriation of profits, so long as the ven-
ture has earned sufficient foreign exchange to cover the remitted amount. Foreign
equity participation is restricted in some industries but not in others, although sole-
ly-owned foreign ventures are still rare. In at least one recent case a U.S. company
has tried unsuccessfully_ to file an international arbitration award with a Chinese
court, despite the court s obligation to accept the case under China's law and inter-
national treaty obligations.

Although open competitive bidding procedures are increasingly used for both do-
mestic and foreign-funded projects, the &mat majority of government procurement
contracts In China are handled through domestic tenders or direct negotiation with
selected suppliers. Projects in certain fields require government approval, usually
from several different organizations and levels. Procedures are opaque and foreign
suppliers are routinely discriminated against in areas where domestic suppliers
exist.

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

China abolished direct subsidies for exports on January 1, 1991. Nonetheless,
many of China's manufactured exports receive indirect subsidies through guaran-
teed provision of energy, raw materials or labor supplies. Other indirect subsidies
are also available such as bank loans that need not be repaid or enjoy lengthy or
preferential terms. Import/export companies also cross.subsidize unprofitable ex-
ports with earnings from more lucrative products. Tax rebates are available for cx-
porters, as are duty exemptions on imported inputs for export production. AlthoughChina does not currently provide extensive agricultural subsidies, ith as sought in
GATT/WTO accession negotiations to retain the right to offer very large subsidies
should it see fit in the future.
7. Protection of U.S. Intellectual Property

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

Much ofthis 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 Intellec-
tual Property on January 17 1992. China met most of its commitments under the
MOU1 which included amending its patent law, joining the Berne Convention, and
enacting trade secrets legislation. Enforcement of laws, however, remained lax. Con-
sequently, China was again named as a *priority foreign country" and a Special 301
investigation was initiated in June 1994 seeking improved enforcement of intellec-
tual property laws and better market access for U.S. products.

* In 1994 China has taken some additional steps to strengthen its enforcement re-
gime. The government recently passed legislation adding criminal penalties for copy-
right infringement. It empowered the Customs Administration to provide border en-
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forcement for intellectual property and the Copyright Office to enforce software
copyrights. The State Council established an intellectual property enforcement office
whose mandate includes coordinating enforcement efforts countrywide. However,
these recent steps have yet to alter-the environment of rampant infringement of
products relying on intellectual property. Factories producing massive quantities or
rated sound and video recordings, long identified to China as IPR infringers, con-

inued to produce IPR infringing works at the end of 1994. Lack of market access
for licit audiovisual products also remains an impediment to effective enforcement.
Recent regulations outlining agency responsibilities in this area have not clarified
access procedures for foreign exporters and manufacturers.

Among the most serious issues facing U.S. right holders is the pervasiveness uf
copyright infringement. For instance, U.S. industry associations estimate that
pirating of U.S. copyrighted works cost US. righLs holders nearly $1 billion in
China in 1994. Competing bureaucratic interests and the lack of a reliable legal sys-
tem for resolving commercial disputes have hampered the establishment of effective
enforcement mechanisms. Chinese authorities also face preat challenges in educat-
ing the public on the value and importance of protecting intellectual property, a con-
cept hitherto foreign to the vast majority of Chinese.

The 1992 intellectual property rights MOU committed China to make important
improvements in the protection of patented products. An amendment to China's pat-
ent law, which took effect on January 1, 1993, extended patent protection to chemi-
cal, pharmaceutical and food products, materials which heretofore were excluded
from eligibility. The amendment also extended the term of patent protection from
15 to 20years from the date of filing and gave the patent holder rights over impor-
tation. The MOU additionally provided for administrative protection of certain U.S.
pharmaceutical and agricultural chemicals as of January 1, 1993. China agreed to
provide the equivalent of full product patent protection for these products if they
were patented in the U.S. between 1986 and 1993 but not yet marketed in China.
The Ministry of Chemical Industries is administering the regime, and the U.S. gov-
ernment is currently monitoring the Ministry's procedures.

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

a. The Right of Association.-Chin a's 1982 Constitution provides for "freedom of
association,"but this right is subject to the interest of the State and the leadership
of the Chinese Communist Party. The country's sole officially-recognized workers'
organization, the All-China Federation of Trade Unions (ACFTU), is controlled by
the Communist Party. Independent trade unions are illegal. The 1993 revised Trade
Union Law required that the establishment cf unions at any level be submitted to
a higher level trade union organization for approval. The ACFTU, the highest level
organization, has not approved the establishment of independent unions. Workers
in companies with foreign investors are guaranteed the right to form unions, which
then must affiliate with the ACFTU. Fourteen coastal provinces have passed regula-
tions requiring all foreign-invested enterprises to establish unions before the end of
1994.

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

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

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

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

Every work unit must designate a health and safety officer. Moreover while the
right to strike is not provided for in the 1982 Constitution, the Trade Union Law
explicitly recognizes the right of unions to "suggest that staff and workers withdraw
from sites of danger" and to participate in accident investigations. Labor officials re-
ported that such withdrawals did occur in some instances during 1994. Nonetheless,
pressures for increased output, lack of financial resources to maintain equipment,
lack of concern by management, and a traditionally poor understanding of safety is-
sues by workers have contributed to a continuing high rate of accidents. Partial year
statistics provided by the ACFTU indicate that 11,600 workers were killed in indus.
trial accidents from January to August of 1993, up 12.9 percent over the same pe-
riod of 1992.

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

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

[Millions of U.S. dollars)

Category Amount

Petroleum ................................................................................. 223
Total M anufacturing ............................................................... 461

Food & Kindred Products .................................................. .66
Chemicals and Allied Products .......................................... .67
Metals, Primary & Fabricated ............................................ (1)
Machinery, except Electrical .............................................. 16
Electric & Electronic Equipment ..................................... (1)
Transportation Equipment ................................................. (1)
Other M anufacturing ......................................................... .53

W holesale Trade ...................................................................... 144
Banking .................................................................................... (1)
Finance/Insurance/Real Estate ............................................. -2
Services .................................................................................... (1)
Other Industries ...................................................................... (1)
TOTAL ALL INDUSTRIES .................................................... 877

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

Key Economic Indicators
[Millions of US dollars unless otherwise noted)

1992 1993 19941

Income, Production and Employment:
Real GDP (1990 prices) ....................................... 83,805 88,807 93,991
Real GDP Growth (pct.) ....................................... 6.0 5.9 5.7
GDP (at current prices) ....................................... 100,622 14,738 131,086
GDP by Sector. (pct.)

Agriculture ........................................................ 0.2 N/A N/A
Energy/Water .................................................... 2.2 N/A N/A
Manufacturing .................................................. 13.7 N/A N/A
Construction ..................................................... 5.1 N/A N/A
Rents..................3.2 N/A N/A
Finance3 . . .. . .  . . . . . . . . . . . .  . . . . ..... . . . ..... . . 24.5 N/A N/A
Other Services03 .. . . . . .. . .. . . ... . .. . .. .... ..35.9 N/A N/A
Government/Health/Education ................... 15.2 N/A N/A

Net Exports of Goods & Services (at current
prices). ................................... 5,840 9,152 5,050

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

Money and Prices (annual percentage growth):
Money Supply (M2) ........... .................... 10.8 16.0 11.8
Base Interest Rate (pct.).
Prime Rates.......... ...... ................. 6.5 6.5 8.5
Personal Savings Rate (pct.)..... ............... 1.5 1.5 3.75
Retail Inflation4. ........................... N/A N/A N/A
Wholesale Inflation4......................... N/A N/A N/A
Consumer Price Index's ...... . . .. . . . ... .. . .. . . .. . . .. .  125.2 135.9 151.1
Official Exchange Rate (HKD/USD) ............. 7.741 7.736 7.726

Balance of Payments and Trade:
Total Exports (FOB)........................119,487 135,244 150,857

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

Imports from U.S. (CIF) ...................... 9,119 10,266 11,300
Aid from U.S................ ..................... 0 0 0
Aid from Other Countries ............................ 0 0 0
External Public Debt ................................... 0 0 0
Annual Debt Service ......................................... 0 0 0
Annual Debt Service 6 ....................................... 35,250 43,003 N/A
Trade Balance ............................................ -4,329 -3,808 -9,052
Trade Balance with U.S .......................... 18,410 20,841 23,896

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

rates were based on flKD 7.726 to US $1.00; 1992 and 1993 exchange rates an listed.
*mIncludes financing, insurance, real estate and business services.
slncludes wholesale, retail, import/export trades, restaurants, hotels, transport, storage and communica-

tions.
4Hong Kong government provides only the consumer price index (CPD.
'Oct 989--Sept 1990 equals 100; CPI(A) covers urban households with monthly expenditure of US S326-

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

ment has recently completed a non-routine revision of GDP, to base real GDP at 1990 prices and to include
certain offshore service activities.

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

mercial decisions, low and predictable taxation, government spending increases
within the bounds of real economic growth, and competition subject to transparent
laws (albeit without anti-trust legislation) and consistent application of the rule of
law. Market forces determine wages and prices in Hong Kong, with price controls
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limited only to certain government-sanctioned monopolies in the service sector.
There are no restrictions on foreign capital or investment, except for some limita-
tions in the media sector, nor are there export performance or local content require-
ments. Profits may be freely repatriated. There are some barriers to entry in certain
service sectors, in particular medicine, law, and aviation. Hong Kong reverts to Peo-
ple's Republic of China (PRC) sovereignty in 1997, but China has committed to leav-
ig Hong Kong's economic system intact for 50 years.

Hong Kong's free market, generally non-interventionist policies have spurred high
rates of reaf growth, low unemployment, rising wages, and one of the highest per-
capita GDP levels in the world. The growing economy has produced additional tax
revenues despite modest increases in excise, real estate and business profits taxes.
The corporate profits tax is 16.5 percent, and personal income is taxed at a maxi-
mum rate of 15 percent._Property is taxed; interest, royalties, dividends capital
gains and sales are not. In spite of the growth of government spending 6rom ap-
proximately 14 percent of GDP in the mid 1980s to about 19 percent by the carly
1990s, the Hong Kong Government annually runs budget surpluses and has
amassed large fiscal reserves.

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

Hong Kong is a duty-free port. It levies consumption taxes on certain goods, in-
cluding tobacco, alcoholic beverages, methyl alcohol and some fuels, but otherwise
goods trade freely. Hong Kong is also an entrepot for Chinese and regional trade.
In 1993, Hong Kong reexported US $106 billion worth of goods made elsewhere,
more than three times as much as it produced domestically for export (US $29 bil-
lion). One third of all of China's exports flow through Hong Kong on their way else-
where, and 25 percent of China's Imports come via Hong Kong. The opening of
China, and especially the development of Guangdong province as a low-cost manu-
facturing base, has encouraged Hong Kong to shift from a manufacturing to a serv-
ices-based economy; over 75 percent of Hong Kong's GDP now derives from the serv-
ice sector, much of it connected in one way or another with China.

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

On July 1, 1997, Hong Kong will revert to PRC sovereignty. As guaranteed by
the 1984 Sino-United Kingdom (UK) "Joint Declaration" and the 1990 PRC "Basic
Law"--the latter passed b% China's National People's Congress-Honsg Kong will be-
come on July 1, 1997, a "Special Administrative Region" (SAR) of te PRC. China
will take over responsibility for Hong Kong's foreign affairs and defense. However,
under China's "one country, two systems" doctrine,1Hong Kong has been guaranteed"a high degree of autonomy" in managing its economic, social, legal, budget and
other internal policies for fifty years. Hong Kong will remain a separate customs
territory with all of its current border arrangements, and it will retain its independ-
ent membership in economic organizations such as the GATT.

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

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

bility through the liked exchange rate to the U.S. dollar. Authority 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 Author.
ity, which was established in April 1993 through the consolidation of the Office of
the Exchange Fund and the Commissioner of Banking. There are no multiple ex-
change rates and no foreign exchange controls of any sort.

Under the linked exchange rate, the overall exchange value of the Hong Kong dol-
lar is influenced predominantly by the movement of the U.S. dollar against other
major currencies. The price competitiveness of US. exports is affected in part by the
value of the U.S. dollar in relation to third country currencies. While the proportion
of Hong Kong's imports from the United States. has declined slightly as a rcent.
age of its total imports in recent years, Hong Kong still consumes more U.S. goods
per capital than almost any other economy. US. firms have increased exports to
HongiKong by well over US $1 billion each year in the 1990s.
3. Structural Policies

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

Hong Kong takes justified pride in the efficiency of its port, the world's largest
in container throughput, and the airport, the fourth-largest in terms of passenger
traffic. But these facilities are under severe strain given robust economic growth in
the region and projections for continued strong growth well into the future. Major
new infrastructure, including the replacement Chek Lap Kok (CLK) airport and
Container Terminal No. 9 (CT-9) are badly needed to ease congestion and ensure
Hong Kong's continued competitiveness as a center for trade.

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

The Hong Kong government has minuscule public debt. Repeated budget sur-
pluses have meant that Hong Knog has not had to borrow. To promote the develop-
ment of Hong Kong's debt market, in March 1990the government launched an ex-
change fund bills program with the issuance of 91-day bills. Maturities have gradu-
ally been extended, and, in October 1993, the Hong Kong Monetary Authority issued
five-year notes, with maturities that extend beyond Hong Kong's reversion to Chi-
nese sovereignty. Under the Sino-British Agreed Minute on financing the new air-
port and relatedrailway, total borrowings for these projects cannot exceed US $2.95
billion, and such borrowings "will not need to be guaranteed or repaid by the gov.
eminent." Liability for repayment will rest with the PAA and MTR
5. Significant Barriers to U.S. Exports

As noted above, Hong Kong is a duty-free port with no quotas, anti-dumping laws,
or other barriers to the import of U.S. goods. Phytosanitary standards are generally
compatible with U.S. exports of agricultural products. In fact, according to Corn.
merce Department data, Hong Kong was the 11th largest market for U.S. goods in
the world last year, recognizing that a significant portion of those exports are actu-
ally reexported to China.

Market domination by several firms: Hong Kong does not have anti-trust laws.
Certain sectors of its economy are dominated-by monopolies or cartels, some but not
all of which are regulated by the government. These companies do not necessarily
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discriminate against US. products. However, many of them actively campaign
against foreign competitors, for example in the aviation sector.

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

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

Telecommunications/Basic Voice: Value-added telecom services in Hong Kong are
open to competition, as are mobile communications. However, basic public voice
services are provided under exclusive franchise. Hong Kong Telecom International
(HKTI) has the exclusive license until September 30, 2006, to provide a range of
International telephone services. This has constrained at least one U.S. company
from offering its full range of services in Hong Kong-, however, that company plans
to submit an application to Hong Kong regulatory authorities arguing that its serv-
ices should rightly be considered "value-added" and hence not restricted.

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

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

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

Civil Aviation Agreement: The U.S.-Hong Kong civil aviation market is ruled by
the restrictive provisions of the U..- Bermuda II agreement. Since this agree-
ment will become invalid when sovereignty over Hong Kong shifts from the UK to
the PRC in 1997, U.. and Hong Kong negotiators met twice in 1994 to seek an
independent bilateral agreement.The US. is pressing for a substantially more open
civair market, including "fifth freedoms" for cargo and more fifth freedoms and acddi.
tional gateways for passenger carriers.

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

The government neither protects nor directly subsidizes manufacturers, despite
calls from some local legislators to do so. However, a number of quasi-governmental
organizations do provide substantial indirect support to industry.
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The Hong Kong Trade Development Council (HKTDC) engages in export and im-
port promotion activities with a total revenue of US $148 million and a total ex.
penditure of US $106 million. About half of HKTDC's budget comes from a tax on
exports (0.05 percent) and imports (0.035 percent), and the other half from internal
operations (trade shows, magazines).

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

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

Another statutory body, the Hong Kong Industry Technology Center Corporation
(H4KITCC), established in June 1993, promotes technological innovation and applica-
tion of new technologies in Hong Kong industry. The government has allocated US
$26 million to the center, together with a loan of US $24 million for research and
design activities. The loan is interest bearing at seven percent per year. The main
programs are incubation, technology transfer and research and design support serv-
ices. There are now sixpilot projects. These companies enjoy a 70 percent discount
on the market rental of the tech center offices, and 45 percent and 25 percent in
subsequent years. Any Hong Kong registered company is eligible to apply, provided
it is less than three years old andhas fewer than 20 employees.

The Hong Kong Productivity Council (HKPC) is financed by annual government
allocations and by fees earned from its services. With 500 staff members, HKPC pro-
vides a variety of training. programs, industrial and management consultancies, and
technical support services. HKPC invites local companies to join consortia to share
the design and development cost of new products.

The Hong Kong Export Credit and Insurance Corporation (ECIC), a statutory
body set up in 1966, provides insurance protection to exporters.
7. Protection of U.S. Intellectual Property

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

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

Inasmuch as Hong Kong's intellectual property statutes are based chiefly on laws
of the United Kingdom, they will have to be "localized" for post-1997 application.
Drafts of the laws indicate that, if anything, the process of localization will be used
by the Hong Kong government to strengthen existing laws.

Enforcement: The Customs and Excise Department is responsible for enforcing
the criminal aspects of intellectual property rights. The department has 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 copight infringing products with a total value of US $2.5 mil-
lion and 614 seizures of goods violating trademarks and trade descriptions with a
total value of US $50 million.

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



53

8. Worker Rights
Protection afforded under Hong Kong ordinances extends to both local and foreign

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

a. The Rig/t. of Association.-The right of association and the right of workers to
establish and join organizations of their own choosing are provided for 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 dgoes not dis-
courage or impede union formation or discriminate against union memb6irs. 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 latter is not widely
practiced and there are no mechanisms to specifically encourage it. Instead, a dis-
pute settlement system administered by the government is generally resorted to in
the case of disagreements. In the case of a labor dispute, should initial conciliation
efforts prove unsuccessful, the matter may be referred to arbitration with the con-
sent of the parties or a board of inquiry may be established to investigate and make
suitable recommendations.

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

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

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

f. Rights in Sectors with U.S. Investment.-U.S. direct investment in manufactur-
ing is concentrated in the electronics and electrical products industries. Aside from
hazards common to such operations, 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-1993

[Millions or U.S. dollars]

Category Amount

Petroleum ................................................................................. 496
Total M anufacturing-...............................................................-2,660

Food & Kindred Products ................................................... -
Chemicals and Allied Products-...........................................-149
Metals, Primary & Fabricated-...(......................................... (1)
Machinery, except Electrical-..............................................-302
Electric & Electronic Equipment-.......................................-1,559
transportation Equipment ................................................. (1)
Other M anufacturing-..........................................................-531

W holesale Trade ...................................................................... 3,624
Banking .................................................................................... 1,079
Finance/Insurance/Real Estate1..............................................1,562
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Extent of U.S. Investment in Selected Industries.-U.S. Direct
Investment Position Abroad on an Historical Cost Basis--1993-Continued

(Millions of U.S. dollars)

Category Amount

Services ......................... .......................... 443
Other Industries .............. ................... ........... 594
TOTAL ALL INDUSTRIES .................................................... 10,457

Suppressed= to avoid dclosingIdata o( individual companies.
Source: U.S. Department o( Commerce, Bureau of Economic Analysis.

INDONESIA

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

1992 1993 1994

Income, Production and Employment:
Real GDP (1983 prices) ....................................... 64,623 66,942 69,013
Real GDP Growth (pct.) ....................................... 6.9 6.5 6.7
GDP (at current prices) ........ . .................... 128,022 144,713 157,230
By Sector.

• Agriculture ........................................................ 24,992 26,711 29,021
Mining ............................................................... 14,733 14,734 16,008
Manufacturing .................................................. 27,853 32,315 35,110
Electricity/Gas Water ....................................... 1,058 1,301 1,413
Construction ..................................................... 7,540 8,692 9,444
Retail Trade and Hotels ................................... 21,050 23,857 25,920
Transportation/Comm ...................................... 8,423 9,932 10,791
Banking/Finance ............................................... 6,157 7,310 7,943
Real Estate ....................................................... 3,249 3,647 3,962
Government ...................................................... 8,527 10,761 11,692
Other Services .................................................. 4,440 5,455 5,927

Real Per Capita GDP ........................................... 691 768 821
Labor Force (millions) ......................................... 79 81 83
Unemployment Rate (pct.) .................................. 3.2 3.4 3.4
Underemployment Rate (pct.) ............................. 36.6 36.8 37.0

Money and Prices (annual percentage growth):
Money Supply (pct. rise) ...................................... 20.0 26.5 15.0
Interest Rate1I ........................ . .. . . .. . . .. . . .. . . .. . . . . . .. . . ..  11.3 7.0 10.6
National Savings (pct. GDP) ............................... 25.0 25.0 25.0
CPI (pet. change) .................................................. 5.0 10.2 10.0
WPI (pct. change) ................................................. 5.3 3.6 7.4
Exchange Rate (Rp/USD)2 ............. . .. . . .. . . .. . . . . . .. . .  2,030 2,087 2,160

Balance of Payments and Trade:
Total Exports ............................................ ;........... 33,966 37,459 41,311

Exports to US.................................................. 4,332 5,439 5,999
Total Imports ........................................................ 27,279 28,587 31,4j+6

Imports from US.............................................. 2,777 2,770 3,254
Aid from U.S ........................................................ 155 94 90
Aid from All Sources ............................................ 4,948 5,110 5,202
Foreign Debt (official/private) ............................. 72,927 85,837 89,858
Debt Service Ratio ............................................... 32.1 30.0 31.2
Foreign Exchange Reserves ................................ 11,161 12,352 •13,140
Trade Balance ...................................................... 6,687 8,872 9,865
Trade Balance with US...................................... 1,555 2,669 2,745

N/A-Not available.



55
Interbenk fund rat".
Period avemra.

1. General Policy Framework
Indonesia is an economic success story. In 1967, when President Soeharto took

power, it was one of the world's poorest countries, with per capita GNP of $70 per
person, half that of India and Bangladesh. In 1993, Indonesia's per capita GNP
passed $700, triple that of Bangladesh and more than double India's. Life expect-
ancy has risen dramatically-from 41 in 1967 to 63 in 1993-while infant mortality
and illiteracy rates have plummeted.

Real GDPgrowth has averaged 6.7 percent per year over the last five years.
Through a restrictive monetary policy and a conservative fiscal stance, the govern-
ment has held inflation to the 5-10 percent range. With strong export performance
and manageable import growth, the current account deficit dropped from $4.4 billion
in 1991 to $1.9 billion in 1993.

Prospects for continued growth are good. Government and private sector projects
are alleviating infrastructure shortages, particularly in telecommunications, electric
power, and roads. The banking industry continues to adjust to the more stringent
prudential regulations introduced in 1991 and modified in 1993; credit constraints
began to ease in late 1993.

In 1994 Indonesia continued to take steps to open the economy. Indonesia ratified
the Uruguay Round agreements and became a founding member of the World Trade
Orgainization on January 1, 1995. Indonesia was the 1994 chairman of APEC (Asia
Pacific Economic Cooperation); on November 15 President Soeharto hosted leaders
of the APEC economies at a meeting in which they declared the goal of reacbing
free trade in the region by the year 2020.

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

Indonesia's development is good news for U.S. business. U.S. exports to the coun-
try have doubled since 1988, totaling 2.8 billion dollars in 1993. The best prospects
for U.S. exporters stem from the government's efforts to improve infrastructure;
they include equipment for power generation, telecommunications, roads, harbors,
andairports. U.S. exporters can also provide inputs for Indonesia's rapidly expand-
in.g manufacturing sector. For example, the United States already supplies about
ha f of the textile industry's requirements for cotton.
2. Exchange Rate Policies

The government has maintained the convertibility of the rupiah since the 1960s.
There have been no foreign exchange controls since 1972. The government follows
a managed float based on a basket of major trading currencies, including the U.S.
dollar. Current policy is to maintain the competitiveness of the rupiah through a
gradual depreciation against the dollar, at a rate-of-about five percent a year. The
exchange rate at the end of October 1994 was 2,170 rupiah per dollar.
3. Structural Policies

In general, the government allows the market to determine price levels. The gov-
ernment enforces a system of floor and ceiling prices for certain "strategic" food
products such as rice. In some cases, business associations, with government sup-
port, establish prices for their products. Direct government subsidies are confined
to a few goods such as fertilizers.

Individuals and businesses are subject to income taxes. The maximum rate is 35
percent of annual earnings in excess of rupiah 50 million (about $25,000), but the
government has introduced legislation that would reduce the maximum rate to 30
percent. In 1985, a value-added tax (VAT) was introduced. Import duties are an-
other important source of government revenue. Companies can apply for an exemp-
tion from or a rebate of import duties and VAT paid on inputs used to produce ex.
ports. A few products remain subject to export taxes, usually with the goal of job
creation. For example, in October 1989 export taxes on sawn lumber were raised
to prohibitive levels; and in May 1992 a previous export ban on logs was replaced
by high export taxes. According to government officials, total tax compliance in In-
donesia is about 55 percent.
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4. Debt Management Policies
Indonesia's medium and long term foreign debt totals about $95 billion, with $60

billion owed by the state sector and $35 billion by the private sector. In 1994 Indo-
nesia will pay approximately 31 percent of total export earnings in principal and
interest payments on its foreign debt. The government is fully committed to meeting
its debt service obligations and has no plans to seek a debt rescheduling.

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

Import Licenses: Since 1986, import licensing requirements have been relaxed in
a series of deregulation packages. Items still subject to import licensing include
some agricultural commodities (rice, wheat, sorghum, sugar), alcoholic beverages,
and some iron and steel products. Remaining import licensing requirements may be
waived for companies importing goods to be incorporated into subsequent ex ports.
In June 1993, the government id the previous ban on most types of completely
built-up passenger vehicles, although the ban was replaced with high import duties
and surcharges, totalling as much as 300 percent in many cases. Automotive im-
ports have Mowed previous patterns, in which nontariff barriers such as bans and
licensing requirements have been-replaced with tariffs and surcharges.

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

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 facility or from an institution recognizedby the government as equivalent. For-
eign accountants may serve as consultants andtechniical advisors to local account-
ing firms. Air express companies are not permitted to own equity in firms providing
courier services, although they may arrange with local firms to provide services in
their name and second expatriate staff to the local firms.

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

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

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

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

Government Procurement Practices: In March 1994 President Soeharto signed a
decree which regulates government procurement practices and strengthens the pro-
curement oversight process. Most large government contracts are financed by bilat-
eral or multilateral donors who specify procurement procedures. For large projects
funded by the government, international competitive bidding practices are to be fol-
lowed. Under a 1984 Presidential Instruction ("Inpres-m") on government-financed
projects, the government seeks concessional financing which meets the following cri-
teria: 3.5 percent interest and a 25 year repayment period which includes 7 years
grace. Some projects proceed, however, on less concessional terms. Foreign firms
bidding on certain government-sponsored construction or procurement projects may
be asked to purchase and export the equivalent in selected Indonesian products.
Government departments and institutes and state and regional government corpora-
tions are expected to utilize domestic goods and services to the maximum extent fea-
sible. (This is not mandatory for foreign aid.-fmanced goods and services procure-
ment.) An October 1990 government regulation exempts state-owned enterprises
which have offered shares to the public through the stock exchange from govern-
ment procurement regulations; as of November 1994 only two such enterprises had
made a public offering.
6. Export Subsidies Policies

Indonesia joined the GATT Subsidies Code and eliminated export loan interest
subsidies as of April 1, 1990. As part of its drive to increase non-oil and gas exports,
the government permits restitution of VAT paid by a producing exporter on pur-
chases of materials for use in manufacturing export products. Exemptions from or
drawbacks of import duties are available for goods incorporated into exports.

7. Protection of U.S. Intellectual Property
Indonesia is a member of the World Intellectual Property Organization and is a

party to certain sections of the Paris Convention for the Protection of Intellectual
Property. It withdrew from the Berne Convention for the Protection of Literary and
Artistic Works in 1959. Indonesia has made progress in intellectual property protec-
tion, but it remains on the U.S. Trade Representative's Special 301 "Watch List"
under the provisions of the 1988 Omnibus Trade and Competitiveness Act.

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

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

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

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

Impact: It is not possible to estimate the extent of losses to U.S. industries due
to inadequate intellectual property protection, but U.S. industry has placed consid.
erable importance on improvement of Indonesia's intellectual property regime.
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8. Worker Rights
a. The Right of Association.-Private sector workers, including those in export

processing zones, are free to form or join unions without prior authorization. How.
ever, in order to bargain on behalf of employees, a union must register as a mass
organization with the Department of Home Affairs and meet the requirements for
recognition by the Department of Manpower. (In January 1994, a new government
regulation authorized non-affiliated VIant Level Unions" to be set up in individual
plants and to negotiate binding collective signing agrements.) While there are noformal constraints on the establishment of unions, the recognition requirements are
a substantial barrier to recognition and the right to engage in collective bargaining.
The one union recognized by the Department of Manpower is the All Indonesia
Workers Union (Seat Pekerja Seluruh Indonesia, SPSI). Its membership is ap-
proximately 994,500 or about 1.4 percent of the total work force. However, if agri-
cultural workers and others in categories such as self-employed and family workers
who are not normally union meters are factored out, the percentage of union
members rises to approximately six percent.

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

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

b. The Right to Organize and Bargain Collectively.--Collective bargaining is pro-
vided for by law, but only recognizedtrade unions and "plant level unions" may en.
gage in it. Once notified that 25 employees have joined a registered union, an em-
ployer is obligated to bargain with them. Before a company can register or renew
its company regulations it must demonstrate that it consulted with the union or in
its absence a committee consisting of employer and employee representatives.

Labor law applies equally in export processing zones.. Regulations forbid employ-
ers from discriminating or harassing employees because of union membership, but
in practice retribution against union organizers occurs.

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

d. Minimum Age for Employment of Children.--Child labor exists in both indus-
trial and rural areas. The Department of Manpower acknowledges that there is a
class of children under the age of 14 who, for socioeconomic reasons, must work and
legalizes their employment provided they have parental consent and do not engage
in dangerous or difficult work. The workday is limited to four hours. Employers are
also required to report in detail on every child employed, and the Department of
Manpower carries out periodic inspections. Critics, however, charge that the inspec-
tion system is weak and that employers do not report when they employ children.

e. Acceptable Conditions of Work.S-The law establishes 7 hour workdays and 40
hour workweeks, with one 30 minute rest period for each 4 hours of work. In the
absence of a national minimum wage, minimum wages are established for regions
by area wage councils working under the supervision of the National Wage Council.
Ministerial regulations provide workers with a variety of other benefits, such as so-
cial 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. -Working conditions in firms with U.S.
ownership are widely recognized as better than the norm for Indonesia. Application
of legislation and practice governing worker rights is largely dependent upon wheth-
er a particular business or investment is characterized as private or public. U.S. in-
vestment in Indonesia is concentrated in the petroleum and related industries, pri-
mary and fabricated metals (mining), and pharmaceuticals sectors.

Foreign participation in the petroleum sector is largely in the form of production
sharing contracts between the foreign companies and the state oil and gas company,
Pertamina, which retains control over all 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. Em-
ployees 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 orga-
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nizations, or negotiate collective agreements. Some companies operating under other
contractual arrangements, such as contracts of work and, in the case of the mining
sector, cooperative coal contracts, do have unions and collective bargaining agree-
ments.

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

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

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

[Millions of U.S. dollars]

Category Amount

Petroleum ................................................................................. 4,552
Total Manufacturing ............................................................... 160

Food & Kindred Products ................................................... (1)
Chemicals and Allied Products ........................................... 61
Metals, Primary & Fabricated ............................................ 6
Machinery, except Electrical .............................................. (1)
Electric & Electronic Equipment ...................................... (1)
Transportation Equipment ................................................. - I
Other Manufacturing .......................................................... (1)

Wholesale Trade ...................................................................... -25
Banking ........................................................................... ......... 95
Finance/Insurance/Real Estate .............................................. (1)
Services .................................................................................... (1)
Other Industries ...................................................................... 222
TOTAL ALL INDUSTRIES .................................................... 5,031

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

JAPAN

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

1992 1993 1994

Income, Production and Employment:
Real GDP .............................................................. 3,322.6 3,786.7 14,110.0
Real GDP Growth (pct.) ....................................... 1.1 -0.2 21.0
Nominal GDP ....................................................... 3,662.5 4,214.1 14,595.3
Real GDP by Sector.

Agriculture/Fisheries ........................................ 77.6 N/A N/A
Mining .............................................................. .8.5 N/A N/A
Manufacturing .................................................. 1,034.3 N/A N/A
Construction ..................................................... 291.9 N/A N/A
Electricity/Gas .................................................. 110.2 N/A N/A
Wholesale/Retail ............................................... 465.7 N/A N/A
Finance/Insurance ............................................ 192.3 N/A N/A
Real Estate ....................................................... 327.6 N/A N/A
Transportation .................................................. 207.7 N/A N/A
Services ............................................................. 470.0 N/A N/A

Per Capita Income (USD) .................................... 22,861 N/A N/A
Labor Force (millions) ......................................... 65.8 66.1 366.4
Unemployment Rate (pct.) ............................ 2.2 2.9 32.8
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Key Economic Indicators-Continued
(Billions of U.S. dollars unless otherwise noted)

1992 1993 1994

Money and Prices (annual percentage growth):
Money Supply (M2+CD annual avg.pct.) .......... 0.6 1.1 3 1.8
Commercial Interest Rates (10-yr govt bonds/

yr-end) ............................................................... 4.52 3.02 44.56
Savings Rate (pct.)s .................... . .. . .. . .. . .. .. . .. .. . . .. . .  14.3 N/A N/A
Investment Rate (pct.)Is................ . .. . . .. .. . .. . . . .. . .. . ..  26.3 25.3 124.1
CPI (1990=100) .................. *.................0 105.0 106.4 3107.1
WPI (1985=100) .................................................... 97.8 95.0 ? 93.2
Exchange Rate (YenIUSD) .................................. 126.65 111.20 7 102.66

Balance of Trade:
Total Exports (FOB) ............................................ 339.6 360.9 18288.7

Exports to U.S. (FAS) ...................................... 97.2 107.3 8 86.2
Total Imports (CIF) .............................................. 233.0 240.7 8 198.4

Imports from US. (CIF) .................................. 47.8 48.0 846.7
Trade Balance with U.S ...................................... 49.6 59.3 839.5

Balance of Payments:
Current Account ................................................... 117.6 131.4 989.2
Trade Account ...................................................... 132.3 141.5 998.1
Services/Transfers................................................ -14.8 -10.1 9-9.0
Long-Term Capital ............................................... -28.5 -78.3 10- 24.4
Basic Balance ....................................................... 89.1 53.1 1061.9
Short-Term Capital .............................................. -7.0 - 14.4 10- 6.3
Gold & FOREX Reserves (yr-end) ...................... 68.7 95.6 117.5

N/A-Not available.
'Jan-June, SAA.R.
2Jan-June, year-over-year. Estimated 1994 figure.
2Jan-August, average S.A.
'End of September.
:Savings as percent of personal disposable income.
*Public and private domestic fixed capital formation and inventory investment/nominal GNP.
IJan-Auguat average, N.S.A.
'Jan--September cumulative, N.S.A.
gJan-August cumulative, S.A.
'OJan-August cumulative, N.S.A.

1. General Policy Framework
In 1993, the Japanese economy, the world's second largest at more than $4 til.

lion, posted its lowest calendar year GDP growth since 1974, negative 0.2 percentfor the year. Output declined slightly in 1994, the first time since the early 1970s.
Japan is now recovering from the second longest economic slowdown in Japan's

postwar history. Prior to the slowdown that began in 1991 and lasted through 1993,
Japan had never experienced two consecutive years of less than 3 percent real
growth. The surge in asset prices and high rates of capital investment and hiring
in the late 1980's gave way, by 1991, to sharply slower growth, corporate restructur-
ing, and balance sheet adjustment by businesses and consumers. Very low levels of
utilization for existing capacity suggest that business investment will be a lagging
factor in the current recovery.

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

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

In 1994 the Diet passed tax reform legislation that will extend FY 1994 Income
tax cuts totalling yen 5.5 trillion ($55 billion) through FY 1995. A *permanent" por-
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tion of the income tax cut (Wen 3.5 trllionl$35 billion) will continue thereafter. The
remains "temporary" portion (yen 2 trillion/$20 billion) of the tax cut is currently
scheduledto be dropped after 1996, but may be dropped at the end of 1995. To offset
the tax cut, beginning in April 1997, the consumption tax (a value-added tax) is to
be raised from the current rate of three percent to five percent. In addition, the gov-
ernment announced a new public works investment program totaling yen 630 tril-
lion ($6.3 trillion) that will run from FY 1995 through FY2004.

In order to ease credit conditions, the Bank of Japan lowered the Official Discount
Rate (ODR) seven times between mid-1991 and September 1993, from 6.0 percent/
year to 1.75 percent, a record low. Nominal interest rates set new record lows dur-
ing 1994; yet demand for funds, particularly for investment purposes, remained rel-
atively weak, as shown by year-on-year declines in bank lending from mid-1994. The
Bank of Japan continues to focus on the ODR as its primary policy adjustment tool,
and, through its daily operations, on provision of funds in the money market for
"fine tuning."
2. Exchange Rate Policy

Theyen has appreciated against the dollar over the past year, moving above the
100/1 dollar levee for the first time in the summer of 1994. On paper, Japan ended
most foreign exchange controls in 1980. In practice, numerous controls remain on
foreign exchange-related transactions and impede the provision of financial services
by competitive foreign firms.
3. Structural Policies

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

The Japanese government, which formerly directed considerable public and pri-
vate resources to priority areas, has been gradually moving away from such indus.
trial policy measures, partly in response to criticism of export-oriented policies. The
government still has a direct role in promoting and organizing cooperation among
Japanese high technology firms, using off-budget resources and small amounts of
appropriated funds to contribute to investment projects and government-private sec-
tor efforts.

From 1989 to 1992, United States-Japan structural economic issues were handled
under the Structural Impediments Initiative (S11). SII targeted structural problems
in both countries that impeded reduction of foreign payments imbalances. Under SI1
Japan agreed to liberalize elements of its distribution system, liberalize its foreign
direct investment regime, improve disclosure rules governing transactions among re-
lated companies (in order to help make business practices more transparent), and
strengthen anti-monopoly enforcement. Moreover, under S1I, the U.S. and Japan
conducted two joint price surveys to demonstrate that Japan's structural impedi.
ments contribute to unusually high price differentials between Japan and other
overseas markets. The issues taken up in SI1 talks are now addressed as appro-
priate under U.S.-Japan Framework discussions.

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

In 1993, the Clinton Administration announced the U.§..Japan Framework for a
New Economic Partnership. A goal of the Framework is to make our economic ties
with Japan more balanced and mutually beneficial, as well as to promote global
growth, open markets, and a vital world trading system. The Framework addresses
the wide range of U.S.-Japan economic and trade issues through negotiations on
macroeconomic, structural and sectoral matters. The structural and sectoral issues
are divided into five "baskets" for discussion: government procurement, regulatory
reform and competitiveness, economic harmonization, implementation of existing
agreements and other major sectors (including autos and auto parts).

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

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

The Japanese government has removed many formal barriers to imports of goods
and services. Import licenses, still technically required for all goods, are granted on
a pro forma basis, with limited exceptions (fish, leather goods and some agricultural
products). Japan's average industrial tariff rate (about two percent) is one of the
lowest in the world, and Japan has agreed to further tariff reductions in the Uru.
guay Round. The Uruguay Round Agreement will reduce but not eliminate trade
barriers in agriculture manufactured goods, and services.

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

In October 1994, the United States and Japan signed important market-opening
agreements under the Framework; agreements were signedin insurance and gov-
ernment procurement of medical technology and telecommunications goods and
services (including procurement by Japan's massive phone company, Nippon Tele-

ra ph and Telephone (NTT)). In December 1994, the United States and Japan final-
izedan agreement to open Japan's flat glass sector to foreign suppliers. In addition,
U.S. and Japanese negotiators reached agreements in 1994 in a number of otherareas, including oni ng Japan's huge public works construction sector to foreign
firms; improving access to Japan's cellular telephone market; eliminating barriers
to imports of apples; and streamlining and improving intellectual property proce-
dures.

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

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

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

roects Arrangements (revised in 1991) which gave foreign firms improved access
to thirty-four major construction projects with the understanding that experience

gained on these would assist foreign firms in winning contracts on other construc-
tion projects. Despite these agreements, US. architectural, engineering, and con-
struction iorms continued to face difficulties in doing business in Japan. As a result,
Japan was designated under Title VII of the 1988 Omnibus Trade and Competitive-
ness Act for discriminatory procurement practices. Following months of intensive
negotiations with the United States, in January 1994 Japan adopted a new Action
Plan to overhaul its current public works procurement system. The Action Plan re-
places the designated bidding system (under which only specified companies could
offer bids) with an open and competitive system, allows foreign firms' international
experiences to be considered when determining a firm's qualifications, and applies
to all procurement above a certain threshold, not ast the thirty-four major projects.
A formal review of the implementation of this Action Plan will occur during the
spring of 1995.

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

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

In December 1993, U.S. negotiators included legal services in the U.S. package
submitted to the GATT. This decision effectively froze the current practice regarding
legal services performed by foreign lawyers in GATT signatory countries which had
agreed to include legal services in the final agreement.

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

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

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

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

Foreign investment in the banking and securities industries is subject to a reci-
procity requirement. Japan gives foreign investors national treatment after entry,
with the Organization for Economic Cooperation and Development (OECI)) notified



64

of limited exceptions. The Japanese government does not employ local equity re-
quirements, export performance requirements or local content requirements. The
Japanese government has not forced foreign individuals or companies to divest
themselves of investments. Japanese law allows foreign landholding, and foreign in-
vestors may repatriate capital and profits readily.

At the same time, inward foreign direct investment in Japan is much lower than
that in its major 0-7 trading partners. There are a number of factors underlying
the low level of inward investment, including the legacy of many years of active Jap-
anese government discouragement of foreign investment. A major problem today,
however, is the high cost of doing business in Japan, particularly for new market
entrants, that makes the rate of return on investments far lower than other alter-
natives. In addition, foreign acquisition of existing Japanese companies is difficult,
due in part to crossholding of shares among allied companies, leading to the limited
availability of publicly traded common stock. This practice complicates efforts of for-
eign firms to acquire existing distribution/service networks through mergers and ac-
quisitions. TheJapanese government has taken some initial steps to provide incen-
tives to foreign investors. This issue is under discussion in Foreign Direct Invest-
ment sub-basket of the Framework.
6. Export Subsidies Policies

Japan is a signatory to the OECD Export Credit Arrangement, including the
agreement on the use of tied-aid credit. The Japanese government subsidizes ex-
ports as permitted by the Arrangement which allows softer terms for export financ-
ing to developing nations. Of the $11.5 billion of official development assistance that
Japan disbursed in 1993, slightly less than half of the bilateral assistance Portion
(excluding Central Europe assistance) was in the form of concessional loans. In this
area, Japan has virtually eliminated its tied-aid credits and now extends over 95
percent of its new loan aid under untied terms. But U.S. exporters continue to face
difficulties in competing due to the use of (1) Less Developed Country (LDC) untied
aid where bidding is only open to Japanese and LDC firms, and (2) tied or partially
tied feasibility" studies (provided by grant aid) for untied (loan aid)projects which
result in project specifications more suited to Japanese than U.S. bidders. These
programs are the subject of continued discussions within the OECD. Japan exempts
exports from the three percent VAT-like consumption tax initiated in April 1989.
This provision does not appear to have any significant impact on a manufacturer's
decision to sell domestically or export.
7. Protection of U.S. Intellectual Property Rights

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

Many Japanese firms use the patent filing system as a tool of corporate strategy,
filing many applications to cover slight variations in technology. Public access to ap-
plications and compulsory licensing provisions for dependent patents facilitate thispractice. The righs of fS. filers in Japan are often circumscribed by prior filingsof applications for similar inventions or processes. The need to respond individually
to multiple oppositions slows the process and makes it more costly. Japanese patent
examiners anpd courts interpret patent applications narrowly and adjudicate cases
slowly. Japanese patent law lacks a doctrine of equivalence and civil procedure lacks
a discovery procedure to seek evidence of infringement.

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

A United States-Japan IPR agreement, signed in Augast 1994 under the Frame-
work, will provide some relief to problems posed by the length pendency period and
the practice of multiple opposition filing. The Japan Patent 0Mice will introduce leg-
islation to revise the current system by April 1, 1995. The agreement is to be fully
operational by January 1 1996. The revised system will allow opposition filings only
a after a patent is granted. Multiple opposition filings will be consolidated and ad-
dressed in a single proceeding, minizing time and costs. There will also be a re-
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vised, accelerated examination system, the major elements of which are: (a) patents
already filed with accredited foreign patent authorities will be eligible for acceler-
ated examinationIn Japan; (b) accelerated examination applications will be granted
or abandoned within 36 months of the request date; and -c) there are limits on ac-
celerated examination fees.

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

Japanese copyright portion for programming languages and algorithms is am-
biguous. Pirated video sales remain a problem, although the Japanese police cooper-
ate with the Motion Picture Association of America in targeting video pirates, under
1988 Japanese IPR legislation that facilitates prosecution. Japan has committed to
enforce vigorously national treatment rights. A revised copyright law, which was
passed in-1991 and took effect in January 1992, extends opyrig ht protection to 30
years. Pre-1978 foreign recordings are now protected back to 1969; foreign record-
ings are provided with exclusive rights by cabinet order. Discussions by an advisory
panel to the Japanese government on a proposal to relax legal restrictions against
reverse engineering of software and decompilation of computer programs took place
in 1994 but the panel ultimately took no action on the matter and instead rec-
ommended further study. The U.S. government and U.S. software companies reg-
istered their strong objection to any change.

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

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

b. The Right to Organize, Bargain and Act Collectively.-This right is assured by
the Japanese constitution. Approximately 25 percent of the active work force be-
longs to labor unions. Unions are free of government control and influence. The
right to strike is implicitly assumed by the constitution, and it is exercised fre-
uently. Public employees, however, do not have the right to strike although they
o have recourse to mediation and arbitration in order to resolve disputes. In ex-

change for a ban on their right to strike, government employee pay raises are deter-
mined by the government, based on a recommendation by the Independent National
Personnel Authority.

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

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

e. Acceptable Conditions of Work.-Minimum wages are set regionally, not nation-
ally. The Ministry of Labor effectively administers various laws and regulations gov.
erning occupational health and safety, principal among which is the Industrial Safe-
ty and Heafth law of 1972.

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

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

(Millions or U.S. dollars)

Category Amount

Petroleum ................................................................................. 5,429
Total M anufacturing ............................................................... 13,610

Food & Kindred Products ................................................... 806
Chemicals and Allied Products ........................................... 3,189
Metals, Primary & Fabricated..........................260
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Extent of U.S. Investment in Selected Industries.--U.S. Direct
Investment Position Abroad on an Historical Cost Basis--1993--Continued

[Millions of U.S. dollars]

Catepry Amount

Machinery, except Electrical ... ................... 3,800
Electric & Electronic Equipment ................... 1,614
Transportation Equipment ............................ 1,824
Other Manufacturing ...... .............................. 2,118

Wholesale Trade......................................... 5,859
Banking ................................................................................... 309
Finance/Insurance/Real Estate .. o ...... ......................... 4,780
Services. .............. o ......... ............................... 740
Other Industries ................................ ........................ 666
TOTAL ALL INDUSTRIES .............................................. 31,393

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

SOUTH KOREA

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

1992 1993 19941

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

Agriculture/Forestry/Fisheries .......................
M anufacturing .................................................
Electricity/Gas Water.......................
Construction .....................................................
Financial Services.........................
Other Services .... ................
Government/Health/Education .......................

Net Exports of Goods & Services.................
Per Capita GDP (USD)........................
Labor Force (000's) ..............................................
Unemployment Rate (pct.)......................

Money and Prices: (annual percentage rate)
Money Supply (M2).........................
Yield on Corp. Bonds (pct........... . . . .. . . . . . .. .

Personal Saving Rate .. . . . . . . . . . . . . . . . . .......
Retail Inflation ........................
Wholesale Inflation............................
Consumer Price Index (1990 base)...............
Average Exchange Rate (US$/1,000 won) ..........

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

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

Imports from US..............................................
Aid from U.S. ..................................................
Aid from Other Countries ..................................
External Debt 5 ........................... .. . . .. . . .. . . .. . . .. . . .

Debt Service Payments..........................
Gold and Annual Debt Service..................
Trade Balance4 (cost. basis)....................

5.1 5.5
307,919 330,819

22,807
85,449
6,770

42,104
51,137
57,887
60,048
-3,083

7,046
19,426

2.4

18.4
16.2
27.1
6.2
2.2

116.1
1.281

76,632
18,090
81,775
18,287

0
0

42,819
5,478

17,154
-5,143

23,402
89,647
7,575

45,133
56,439
62,431
65,662

1,318
7,501

19,803
2.8

18.6
12.6
26.4
4.8
1.5

121.7
1.246

82,234
18,138
83,800
17,928

0
0

43,870
5,500

20,262
-1,566 -4,708

7.6
371,600

26,012
100,698

8,509
50,696
63,396
70,127
73,756

-1,900
8,350

20,800
2.6

15.0
12.5
27.0
6.3
2.5

129.4
1.245

92,500
19,590
97,208
20,384

0
0

46,000
6,000

23,500
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Key Economic Indicators-Continued
(Millions of U.S. dollars unless otherwise noted)

192 1993 19941

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

'1994 figures are all estimates based an available waonthWl data as of October 1994.
aODPat fac•tc ast.
WiFgures are actual, average annual Interest rates, not changes In them.
' Merchandise trade.
6Incudes non-guaranteed private debt.

I. General Policy Framework
The South Korean Government's economic policies have traditionally emphasized

rapid export-led development and the protection of domestic industries..Government
intervention in the economy to promote these objectives has been pervasive through-
out the post-Korean war era. Restrictions on foreign participation in the economy
through trade and investment have been common.-In the latter part of the 1980s
removal of explicit import prohibitions and steadily increasing domestic demand
began to push Korea toward a more mature stage of economic development. Some
Korean policy makers recognize the need to deregulate and modernize, but are still
influenced by the dirigism of past governments.

The Korean economy is on the rebound. Growth has been accelerating since mid-
1993, and real GDP in the first half of 1994 rose 8.5 percent over year-earlier levels.
Industrial production may climb about 10 percent in 1994, and the capacity utiliza-
tion rate in factories exceeds 80 percent. The expansion is investment-led, as the
large conglomerates implement ambitious plans to modernize and expand facilities.
Exports, aided by the strength of the yen remain brisk in 1994, although imports
are even more buoyant. Imports from the United States are growing at double-digit
rates. Consumption spending, which accounts for over half of total GDP, is rising
along with optimism about the economy. Real GDP growth, which averaged 5.5 per-
cent n 1993, will exceed 7 percent in 1994.

Despite faster growth, the economy displays few signs of overheating. Consumer
prices jumped 3.3 percent between December 1993 and March 1994 due to food
produd shortages and public service tariff hikes, but inflation has since moderated.
To forestall serious inflation, the Bank of Korea Intends to hold money supply
jowth toward the bottom of its 14 to 17 percent target range In the latter half of

ROKG macroeconomic policy was lauded in a 1994 OECD review of the Korean
economy. Government spending and taxes as a share of GNP as well as the fiscal
deficit, are low by international standards. Moreover, the quality of public expendi-
ture is high with an emphasis on education and public works rather than transfer
payments. The national savings rate has climbed dramatically since the ROKG
madeInflation control a priority in the early 1980s, and now roughly equals the
gross investment ratio at about one third of GNP.

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

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

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

South Korea's economy is based on private ownership of the means of production
and distribution. The government, however, has actively intervened in the South
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Korean economy through low interest "policy loans," and 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 total manufacturing capacity. The Korean government uses
tax audits and a tight grip on the financial sector to maintain effective control over
Korean industry.

Historically the import regime in Korea was structured to allow easy entry of raw
materials and capital equipment needed by competitive export industries while
consumer 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 imported goods, country of origin marking re-
quirements, and other standards often inconsistent with international norms.

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

In June 1993, the undersecretary-level Economic Subcabinet launched the Din-
logue for Economic Cooperation (DEC), a year-long intensive effort to address sys-
temic issues of deregulation and economic cooperation. The I)EC was endorsed by
Presidents Clinton and JXim during their July 1993 meetings in Seoul. The D)EC es-
tablished counterpart gnrups to examine specific problems in the areas of taxation,
administrative procedurs, import clearance, and competition policy, while the ,le-
nary sessions dealt with foreign direct investment issues. At th6 June 1994 Eco-
nomic Subcabinet meeting, the U.S. side assessed the DEC as moderately success-
ful. Both sides agreed to use the following year to implement the results of the DEC,
including continued meetings of the counterpart groups.

4. Debt Management Policies
Foreign debt management is no longer a critical issue for the ROKG. Korea's

gross foreign debt will total an estimated $46 billion by the end of 1994, while debt
service as a share of goods and service exports is around six percent. Net foreign
debt, taking into account Korea's numerous overseas assets, is approximately $10
billion.

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
Formal barriers to imports have fallen, although Korea has raised new, more sub-

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

Korean safeguard regulations permit the government to impose special "emer-
gency tariffs" of up to 100 percent on imported goods to protect domestic industry.
Scoul also uses "adjustment 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
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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. In April 1994, the govern.
ment reconfirmed this commitment and added a number of key items as part of the
Uruguay Round agreements; some of the items will not be liberalized until the year
2006.

Korea agreed in the Uruguay Round to eliminate balance of payments restrictions
on beef by December 31, 2000. A July 1993 US.- Korea bilateral beef agreement
outlines minimum market access levels for 1993 through 1995. Under this agree-
ment, operation of the current "simultaneous-buy-sell-system" (SBS) portion or 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
supermarkets, 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 their products.

Effective January 1, 1993 a Prime Ministerial Decree outlined improved proce.
dures for standards and rufes-making, including a requirement for public notice,
minimum conutient periods, and an adjustment period prior to implementation.
However, the decree does not have the force of law. The government plans to intro-
duce a full-fledged Administrative Procedures Act in 1995. Administrative proce.
dures were one of the principal topics of discussion in the DEC. The United Sta tes
hopes to influence the plans for the Administrative Procedures Act and has com-
mented on intermediate regulations.

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

changes in regulations announced in June 1994 resulted in a streamlining of for.
eign investment applications procedures and the easing of a number of barriers to
direct foreign investment. At the same time the government announced accelerated
opening of several sectors that had previously been closed to foreign investors. Ear-
lier changes to laws and regulations governing foreign purchases of land made it
easier for foreign-invested companies to purchase land for staff housing and busi.
ness purposes.

Despite these improvements, U.S. investment in Korea continue to face a number
of significant barriers. Restrictions on access to offshore funding, including offshore
borrowing, intracompany transfers, and intercompany loans are particularly burden.
some for foreign-invested companies. Foreign equity participation requirements re-
main in some sectors, and licensing requirements, economic needs tests, and other
regulatory restrictions limit foreign investment in sectors that are nominally open
to foreign investors. Investment in mostprofessional services remains restricted for
foreign firms. Downstream services by foreign firms remain restricted. Retail dis-
trib iion by foreig-,,Aivestcd firms, for example, is subject to limits on the number
of outlets anid 1ooi'Upaces. These restrictions will not be lifted until 1996.

The governnient has done little to educate a public accustomed to a closed domes.
tic market on the benefits of imports, particularly to consumers. Most Koreans have
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been taught that imports are, by definition, luxury gods. The government has en-
couraged .regular ru..ga~litycampaigns" against "over-consumption"that hit
consumer Imports particularly hard. Domestic industry often puts pressure on the
government to use its authority against foreign companies. In 1993, for example,
foreign firms in the recently-liberalized cosmetics sector simultaneously underwent
customs valuation audits and investigation or their import procedures. Numerous
press articles negatively highlighted the increase in sales of foreign cosmetics and
the amount of floor space devoted to their display by department stores. Such re-
ports continue to appear sporadically in the press, along with news that tax offices
will audit individuals who travel excessively abroad or spend too much on "luxury
goods, such as imported automobiles.

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

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

Since the early 1960s, Korea has eliminated several indirect export subsidies, in-
cluding the special depreciation allowance for large exporting firms and overseas
construction firms. In 1988, Korea terminated the provision ofoexport loans to large
firms not affiliated with business conglomerates. However, in response to Korea a
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. Korea also maintains a special loan program for small and medium
business to facilitate exports to Japan as a measure to curb its bilateral trade deficit
with that country. Export subsidies to the shipbuilding industry are within OECI)
guidelines. Korea is a signatory to the OATT code on subsidies and countervailingduties.

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 [PR laws. The so.
called special enforcement program was originally scheduled to run three months,
but was later extended to ten months. It included the establishment of an informa-
tion network on cases and twice-weekly raids on markets where counterfeit goods
were prevalent. Key trouble areas such as the electronics markets in Seoul and
Pusan, were targeted more often. Korean authorities gave high priority to the pros.
ecution of IPR-related cases. For the first time, IPR offenders routinely spent time
in jail and paid fines. The government also announced plans to increase the pen-
alties for copyright infringement and to amend the customs law to strengthen PR
enforcement for imports and exports of copyright and trademark goods. The govern.
ment has continued this campaign into late 1994, dedicating extra budgetary re-
sources and sponsoring public awareness seminars.

As a result of this concentrated push, the U.S. government, in its 1993 and 1994
special 301 reviews, elected not to upgrade Korea to "priority foreign country" sta-
tus but kept it on the *priority watch list" with the possibility o further out-of.
cycle" reviews. The Amencan business community, encouraged by the new signs of
a serious approach to [PR by the Korean government, supported the US. govern.
ment's decision.

Patents: Patents are one area that the new campaign has not affected. While Ko-
rea's patent laws are satisfactory, the actual extent of patent protection in Korea
depends on judicial interpretation. Problems include a lack of discovery procedures,
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-
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roan law allows prosecutors or police to investigate trademark infringement cases
without the tiling 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.
sons. 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 tho 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
tax and trademark infringement laws. However, until the advent of the 1993 special
enforcement campaign, relatively little attention was given to the problem of piracy
in the area of sound recordings One of the chief successes of the new IPR regime
has been the establishment o a mechanism for reviewing registration applications
that tracks the ownership of both pre- and post-1987 works. The continued effective
management of the registration system for these works-and follow up in order to
destroy illegally-produced or imported copies-will be key concerns in future evalua-
tions of Korea's IPR regime.

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

Korea agreed in 1993 to extend 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 liability.

A key complaiat 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 this 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 Assembypassed legislation to
extend IPR protection to semiconductor mask works. If the JKorean law becomes
compatible with U.S. law, Korea could seek reciprocal protection for its chips under
U.S. law, provided it demonstrates that no "unauthorized duplication" is occurring.
The Korean government has been very responsive to U.S. government suggestions
oo how the law and its implementing regulations should be changed to make its
compulsory licensing provisions acceptable to U.S. industry.

Legislation toprotect 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 U.S. government views the legislation with
concern because certain provisions may inhibit market access for U.S. firms.

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

a. Right of Association.-The Constitution gives workers, with the exception of
most public service employees and teachers, the right to free association. There are
however, blue collar public sector unions in railways, telecommunications, the postaf
system, and tbg national medical center. The trade union law specifies that only one
union is pernucted 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 alTiliated with the country's legally recognized labor confed-
eration-the Federation of Korean Wrade Unions (FKTU). In 1993, however, the
Labor Ministry officially recognized independent white collar federations represent-
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lng hospital workers, journalists, financial workers, and white collar employees In
construction companies and government research institutes. In practice, labor fed.
erations not formally recognized by the Labor Ministry existed and worked without
government interference, except if the authorities considered their Involvement in
labor 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 tern.
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, barking, 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 ton day cooling-off period before a strike may legally begin.
Overall membership in Korean labor unions has been declining over the last several
years largely because the explosion in labor organizing in 198 7- 89 left the move-
ment divided but well compensated, and worker rights significantly improved.

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

b. Right To Organize and Bargain Collectively.-The Constitution and the Trade
Union Law guarantee the autonomous right of workers to enjoy collective bargain.
ing and collective action. Although the Trade Union Law is ambiguous, the authori-
ties, backed up by the courts, have ruled that union members cannot reject collec-
tive bargaining agreements (CBAS) signed by management and labor negotiators.
Nonetheless, union members continue to reject 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 publicly 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.

c. Prohibition of Torced or Compulsory Labor.-The Constitution provides that no
person shall be punished, placed under preventive -strictions, or suTjected 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 allowedto 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 that.
ten employees are exempt from this law, but, due to tight labor markets, most firms
pay wages well above the minimum levels. The Labor Standards and Industrial
Safety and Health Laws provide for a maximum 56-hour workweek, and a 24-hour
rest period each week. Amendments to the Labor Standards Law passed in March
1989 brought the maximum regular workweek down to 44 hours, but such rules are
sometimes ignored, especially by small firms.

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

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

Extent of U.S. Investment in Selected Industriese,-U.S. Direct
Investment Position Abroad on an Historical Cost Basis-1993

(Millions of U.S. dollars]

Catepry Amount

Petroleum ........................................................................... 74
Total Manufacturing ............................................................... 1,236

Food & Kindred Products .............................. 268
Chemicals and Allied Products ........................................... 212
Metals, Primary & Fabricated ............................................ 50
Machinery, except Electrical .............................................. 39
Electric & Electronic Equipment ....................................... 186
Transportation Equipment ................................................. 59
Other Manufacturing .......................................................... 422

Wholesale Trade ...................................................................... 245
Banking .................................................................................... 1,231
Finance/Insurance/Real Estate .............................................. 169
Services ........................................................................ ............ 24
Other Industries .......................................................... ............ 23
TOTAL ALL INDUSTRIES .................................................... 3,001

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

MALAYSIA

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

1992 1993 19941

Income, Production and Employment:
Real GDP (1978 prices).........................
Real GDP Growth (pct.)........................
By Sector:

Agriculture .......................................................
M anufacturing .................................................
M ining/Petroleum .............................................
Utilities ...........................
Construction .......................................... 0.. ..
Whole and Retail Trade......................
Financial Services .............................
Government Services ......,....................
Other Services ............................................

Net Exports of Goods & Services.................
Real Per Cap GDP (1978 base)...................
Labor Force (000s) .........................................
Unemployment Rate (pct.).....................

Money and Prices:
Money Supply (M2/pct.)......................
Base Interest Rate (pct.)......................
Gross Nat. Savings/GNP (pct.).................
Inflation (CPI) (pct.).........................
Exchange Rate (avg USD/RM)...................

Balance of Payments and Trade:
Merchandise Exports.......................

36,498 39,237
7.8 8.3

6,052
10,533
3,172
Is 757
1,418
4,378
3,767
3,712
2,709

-1,709
1,962
7,370

3.7

19.1
9.6

33.3
4.7

2.55

6,241
11,814
3,102

849
1,569
4,788
4,188
3,869
2,860

136
2,065
7,627

3.0

22.1
"8.5

32.7
3.6

2.57

39,573 46,057 55,194

41,744
28.5

6,235
13,089
3,108

942
1,723
5,172
4,541
3,967
2,971

503
2,197
7,846

2.9

•21.9
7.84
32.3
3.8

2.62
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Key Economic Indicators.-Continued
(Millions of' U.8. dollars unless otherwise noted)

1992 1 93 199

Exports to U.S. (FAS) ............. 8,293 10,568 11,413
Merchandise Imports.......................36,200 42,869 552,950

Imports from U.S. (CV) .... ........ ..... 4,396 6,061 6,550
Aid from US.S.............................. 1.5 0.3 0.3
Aid from Other Countries ................... N/A N/A N/A
External Debt ............ ......................... 16,784 20,121 24,431

Public Sector ................................... 12,667 14,163 16,995
Private Sector...........................4,117 5,959 7,436

Debt Service Payments (paid) 4 . . . . . . . . . . . . . . . 1,995 2,184 N/A
Official Net Reserves 5 .... . . . . . . . .. . . .. . .. . ..18,068 29,741 31,184
Merchandise Trade Balance ...................... 3,373 3,188 82,444

Trade Balance With US .S...................3,897 4,507 4,863
N/A-Not available.
'UsMly sian Government etimates.
2CalpjktWd in tinct to avoid mchangs rate change.
MU.& Embay et=iates.4 fteludnong pPayment..
S1994 data to August on'.

1. General Poliy Framework
Malaysia has a relatively open, market-oriented economy and real GDP growth

ranged between 6 percent and 8 percent from 1964-1984. Since independence in
1957, the Malaysian economy has shown sustained growth and has diversified away
from the twin pillars of the colonial economy: tin and rubber. In 1985-1986, the col-
lapse of commodity prices led to Malaysia's worst recession since independence, with
reil GDP growth a negative I percent and nominal GNP falling 11 percent. Since
then, the economy has rebounded, led by strong growth in both foreign and domestic
investment and exports of manufactures with real GDP growing at an average rate
of over 8 percent. In 1994, real GDP growth is expectd to reach 8.5 percent. Malay-
sia's 1995 Federal budget, tabled in Parliament October 28, 1994, introduced 2,600
tariff cuts and additional fiscal policy changes.

While the government plays a diminishing role as a producer of goods and serv-ices, it continues to hold equity stakes (generally minority shares) n a wide range
of domestic companies. These entities are rarely monopolies; instead, they are one
(generally the largest) player amonj several competitors in a given sector. However,
government-owned entities are major players in some sectors, particularly planta-
tions and financial institutions. Since 1986, the government has been privatizing
many entities, including telecommunications, the national electricity company, the
national airline and the government shipping firm. The government sold off its re-
maining shares in Malaysia Airlines Systems (MAS) in August 1994 and MAS is
being reorganized to improve profitability. Seaports and government hospitals and
pharmaceutical supply centers are in various stages of privatization.

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

Fiscal Policy: The government follows aprudent and conservative fiscal policy,
with a surplus in Its operating account. With the intention of Improving the invest-
ment climate, the government reduced the corrate income tax rate by two percent-
age points from 34 to 32 percent in the 1994 budget and reduced it by another two
percentage points, to 30 percent, in the 1995 budget.

Monetary Policy: Ma aysian monetary policy is aimed at controlling inflation
while providing adequate liquidity to stimulate economic growth. Monetary aggre-
gates are controlled by the central bank through its influence over interest -rates in
the banking sector, open market operations and, occasionally, changes in reserve re-
quirements.
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2. Exchange Rate Policy
While the value of the Malaysian currency, the ringgit (RM), is considered to be

market determined, the Malaysian government has intervened to offset significant
upward pressure on the currencywhen such pressure was perceived as a sign of
excessive foreign exchange sPecUlation.

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

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

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

Pricing Policies: Most prices in Malaysia's economy are market-determined but
the government controls prices of some key goods, notably fuel public utilities,
motor vehicles, rice, flour, sugar and tobacco. Citing concerns about inflation, it
added 25 items temporarily to the price control list on October 16, 1994. Those price
controls are slated to be lifted as of June.10, 1995. Overall tariffs average about
10 percent on a trade-weighted basis and import licenses are required for a small
range of goods, e.g., poultry, tobacco and plastic resins. In the 1993 budget, the fed.
eral government lowered or eliminated tariffs on over 600 items in an attempt tc
defuse domestic inflation, and took similar action for the same reason on over 50C
items in the 1994 budget. On October 28, 1994 the government announced it woulc
reduce import tariffs on another 2,600 items in the 1995 budget, largely to meet itt
commitments in the Uruguay Round and the Association of South East Asian Na
tions (ASEAN) Free Trade Agreement (AFTA).

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

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

Regulatory Policies: The Government encourages foreign and local private inves
ment. Currently, a foreign investor can hold 100 percent of the equity in a Mala
sian subsidiary f it exports at least half of its output, has at least 50 percent valu
added domestically (or, failing that, has RM50 million-about $19 million-in fc
eign-funded assets), and does not produce items that compete with those now beii
made for the local market.
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For companies exporting less than 50 percent of output, foreign equity is generally
limited to a 51 percent sliare. Since the mld-1980s foreign investors have been able
to buyva maximum of 30 percent equity in firms in the Insurance and banking soc-
tors. However, some existing firms have been allowed to retain their equity posi.
tions, including 100 percent foreign ownership.
4. Debt Management Policies

Malaysia has strong credit ratings in international financial markets and its pub-
lic and private companies have no difficult accessing funds. Malaysia's medium and
long-term foreign debt is expected to standat $24.0 billion at the end of 1994, about
20 percent of GDP. Malaysia's debt service ratio declined from a peak of 18.9 per-
cent of gross export earnings in 1986 to 5.7 percent in 1993.
5. Significant Barriers To U.S. Exports

Import Tariffs on Tobacco: To encourage greater use of local tobacco in cigarettes
and to maintain high domestic leaf prices, the government levies heavy import tar-
iffs. The present import duty for unmanufactured tobacco is RM50 ($20) per kilo.
gram, plus five percent ad valorem. While this policy reduces leaf imports, the
greatest impact appears to affect 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 domes.
tic tobacco. In 1992, the government first proposed an import quota for flue-cured
tobacco. Although, Malaysia manages the quota rather liberally, cigarette manufac-
turers are forced to buy up all the locally produced tobacco which is generally con-
sidered to be very low quality. Cigarettes are taxed at a rate of RM162 ($64.8) per
kilogram.

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

Plastic Resins: In December 1993, tariffs were increased for a five year period
from 2 to 30 percent (for non-ASEAN countries) and from 1 to 15 percent (for
ASEAN countries) on plastic resins. In 1994, when tariff protection alone did not
provide the amount of protection desired, the government instituted a licensing sys-
tem for plastic resins to give protection to the domestic industry for a five year pe-
riod. U.S. firms utilizing resins in their manufacturing proo.ss have complained the
system limits their ability to source the products they want and has resulted in sig-
nificant price hikes. U.S. manufacturers of resins say their ability to sell to Malay-
sia has been sharply curbed. The government says it has implemented a trans-
parent form of protection for a specific period of time and will review the situationregularly.

Protective Tariffs for Kraftpaper: In April 1994 the government raised tariffs on

imported kraftpaper (vaed in making cardboard boxes to between 20 and 30 per-
cent, depending on the category. These tariff increases are to be phased out over
a maximum of five years and are subject to review every two years. Following this
action local manufacturers have raised prices three times, affecting U.S. firms using
cardboard boxes for packing their export products. U.S. suppliers of kraftpaper to

Malaysia have complained that they are losing sales.
Hi h Import Duties On Alcoholic Beverages: For the first time in many years the

tariffs on all alcoholic beverages remain unchanged in both the 1994 and 1995 budg-
ets. Duties of wine and beer remain at RM228 ($91.2) per decaliter and RM74
($29.6) per decaliter respectively.

Ban on Imports of Chicken Parts: In 1983, the government effectively closed ie-
ninsular Malaysia to imports of chicken parts by ceasing to issue veterinary import
permits. The ban was implemented because the European Economic Community al-
legedly was dumping chicken parts into the Malaysian market. Until January of
1991, the East Malaysian states of Sabah and Sarawak maintained separate import
regimes for poultry products which permitted the import of U.S. chicken. Now, how-
ever, similar bans have been implemented in those states as well. Since the imple-
mentation of the ban, a significant domestic 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. Although import licenses are still required,
import duties for pou tr and poultry products were abolished in the 1995 budget
and Malaysia has committed to opening its market to a modest import quota under

the Uruguay Round of the GATT.
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Rice Import Policy_. Because subsidized local production satisfies only part of do.
mestic demand, the National Rice Authority (Lembaga Padi Negara or LPN), as the
sole legal importer, brings in substantial quantities of rice. Purchases generally are
made on a government-to-government basis, which places private US. suppliers at
a considerable disadvantage. A proposal to °corporatize" LPN is still being consid-
ered afteryears of debate.

Import licenses : Malaysia makes limited use of import licensing. In the few sec-
tors subjeo to licenses, i.e., requiring approved permits, US. 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 nofitariff barriers.

Service 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 Maliiysian performers unless an
exception is obtained. Wholly-owned U.S. travel agencies, air courier services, mo-
tion picture and record distribution companies are permitted.

Financial Services: Banking, insurance and stockbroking are all subject to govern-
ment regulation which limits foreign participation. No new banking licenses are
being granted for either local or foreign corporations in the onshore market. For-
eign-controlled companies are required to obtain 60 percent of their local credit from
local banks. Under the terms of the 1987 Banking and Finance Act, all foreign-con-
trolled banks were required to convert their Malaysian branch offices to locally in-
corporated subsidiaries by September 31, 1994. Foreign shareholdings in insurance
companies are limited to 30 percent without government approval. However, there
are ten insurance companies which are 100 percent foreign owned (one U.S.) and
another eight have foreign equity in excess of 50 percent. Foreigners may hold in
aggregate up to 49 percent of the equity in a stockbroking firm. Currently there are
11 stockbroking firms which have foreign ownership and 20 representative offices
of foreign brokerage firms.

Standards: Malaysia has extensive standards and labeling requirements, but
these appear to be implemented in an objective, nondiscriminatory fashion. Food
product labels must provide ingredients, expiry dates and, if imported, the name ofthe importer. Electrical equipment must be approved by the Ministry of Inter-
national Trade and Industry, telecommunications equipment must be "type ap-
proved" by the Department of Telecommunications and aviation equipment must
approved by the Department of Civil Aviation. Pharmaceuticals must be registered
with the Ministry of Health. In addition, the Standards and Industrial Research In-
stitute of Malaysia (SIRIM) provides quality and other standards approvals.

Government Procurement: Malaysian government policy requires countertrade
provisions on government tenders above RM1 million. Below RM1 million,
countertrade is welcomed and even encouraged, but not required. (Most government
tenders require that countertrade be offered as an alternative.) Incentives exist for
local procurement. Many smaller civil construction projects (RM50 million or less)
are restricted to local firms.
6. Export Subsidy Policies

Malaysia offers several export allowances. The most important is the Export Cred-
it Refinancing (ECR) scheme operated by the Central Bank. Under the ECR, com-
mercial banks and other lenders provide financing to exporters at an interest rate
of seven percent for both post-shipment and pre-shipment credit.

Malaysia also provides tax incentives to exporters, including double deduction of
expenses for: overseas advertising and travel; supply of free samples abroad; pro-
motion of exports; maintaining sales office overseas; and export market research.
7. Protection of U.S. Intellectual Property

Malaysia is a member of the World Intellectual Property Organization (WIPO)
and, as of October 1, 1990, the Berne Convention for the protection of literary and
artistic works and the Paris Convention.'

The Trade description Act of 1976, the Patent Act of 1983, the Copyright Act of
1987, and the Copyright,(Amandment) Act of 1990 have greatly strengthened protec-
tion for intellectual property in Malaysia. Under the Copyright (Amendment) Act of'
1990, and the accompanying accession to the Berne Convention, Malaysia now pro-
vides copyright protection to all works (inter alia video tapes, audio material, and
computer so ft ware) published in countries that are members of the Berne (Conven-
tion regardless of when the works are first published in Malaysia. Police and legal
authorities have been responsive to requests from U.S. firms for investigation and
prosecution of copyright infringement cases, though illegal videotapes continue to be
widely available.
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Patents registered in Malaysia generally have a duration of 15 years but may
have a longer duration under certain circumstances. A person who has neither his
domicile nor residence in Malaysia may not appear before the patent registration
office or institute a suit except through a local patent agent. With regard to trade-
marks, 'where any person has registered or applied for protection of any trademark
In any foreign state designated by the Malaysian Government, such person shall be
entitled to registration of this trademark in Malaysia provided that application for
registration is made within six months from the Kate of registration in the foreign
state concerned." Trademark infringement has not been a problem in Malaysia ror
U.S. companies. Patent protection is also good.
8. Worker Rights

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

Collective bargaining is the norm in Malaysian industries where workers are or-
ganized. Malaysia's system of conciliation and arbitration seeks to promote negotia-
tion and settlement of issues without industrial action. Malaysian law, especially
the Industrial Relations Act, effectively restricts collective bargaining rights through
compulsory arbitration. There are 1,600 collective bargaining agreements and 90
percent of approximately 550 trade disputes referred to the Industrial Court are set.
tled annually. Through legislative amendment, the government is eliminating an ex-
emption for firms granted "pioneer" status which protected them from union de-
mands for terms of employment exceeding those specified in the Employment Act
of 1955.

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

c. Minimum Age of Employment of Children.-Employment of children is covered
by the Children and Young Persons (Employment) Act of 1966, which stipulates that
no child under the age of 14 may be engaged in any employment except light work
in a family enterprise or in public entertainment, work performed by the govern-
ment in a school or training institution, or employment as an approved apprentice.
The Ministry of Human Resources maintains a staff to enforce regulations prohibit-
ing children from working more than 6 hours per day, more than 6 days per week,
or at night. However, according to non-governmental organizations there may be as
many as 75,000 children between the ages of 10-14 working full-tinie, mostly on
plantations.

d. Acceptable Conditions of Work.-The Employment Act of 1955 sets working con-
ditions most of which are at least on a par with standards in industrialized coun-
tries. The new Occupational Safety and Health Act was promulgated in February
1994 and covers all sectors of the economy except the maritime sector and the mili-
tary. Other laws provide for retirement programs and disability and workman's
compensation benefits. No comprehensive national minimum wage legislation exists,
but certain classes of workers are covered by minimum wage laws. Plantation and
construction work is increasingly being done by contract foreign workers. Working
conditions for contract workers often are significantly below those of direct hire
workers. In addition many, of the immigrant workers, particularly illegal ones, may
not have access to Malaysia's system oi labor adjudication. The government has im-
plemented programs to provide plantations with legal foreign workers, largely to
prevent the exploitation of illegal workers.

e. Rights in Sectors with U.S. Investment.-The largest U.S. investment in Malay.
sia is in the petroleum sector. One U.S. company has two subsidiaries operating in
Malaysia. One subsidiary, which is 100 percent owned b " its U.S. parent, handles
offshore oil and gas production. The other subsidiary, which Is 65 percent owned by
the U.S. parent and 35 percent by a range of Malaysian individuals and institutions,
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refines and markets oil products in Malaydia. Employees at both companies are rep.
resented by the National Union of Petroleum and Chemical Industry Workers
(NUPCIW), which has negotiated collective agreements with management. Some
employees, however, have broken away from the NUPCIW and formed a separate
In-house union. Pay and benefits at both companies are considered excellent.

The second largest concentration of U.S. Investment in Malaysia is in the elec.
tronics sector, especially the manufacture of components, such as semiconductor
chips and various discrete devices. (Electronic components are Malaysia's largest
single manufactured export.) Wages and benefits are among the best in Malaysian
manufacturing. Twenty US. electronic components manufacturers operate 25 plants
in Malaysia, employing more than 52,000 Malaysian workers.

Although there is no legal prohibition against organizing unions in the electronics
industry, government policy effectively discouraged any unionization in this sector
until 1988. The Director General of Trade Unions ruled in the 1970s that the Elec-
trical Industry Workers Union (EIWU) could not organize workers 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 during the 1980s. The
Government registered several company (or enterprise-level) unions in the elec-
tronics sector during the late 1980s and early 1990s. At present, workers at seven
electronics companies are represented by enterprise-level unions.

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

[Millions or U.S. dollars)

Category Amount

Petroleum ................................................................................. 303
Total M manufacturing ............................................................... 1,079

Food & Kindred Products ................................................... (1)
Chemicals and Allied Products ........................................... 49
Metals, Primary & Fabricated ............................................ 8
Machinery, except Electrical .............................................. (1)
Electric & Electronic Equipment ....................................... 858
Transportation Equipment ............................................... 0
Other M anufacturing .......................................................... 149

Wholesale Trade ...................................................................... 92
Banking .................................................................................... 96
Finance/Insurance/Real Estate .............................................. 332
Services .................................................................................... 2
Other Industries ...................................................................... 25
TOTAL ALL INDUSTRIES .................................................... 1,928

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

NEW ZEALAND

Key Econemic Indicators
[Millions or U.S. dollars unless otherwise noted]

1992 1993 1994

Income, Production and Employment:'I
Real GDP (1983 prices) ....................................... 19,883 19,256 21.078
Real GDP Growth Rate (pet.) .............................. - 1.3 2.9 5.3
GDP (at current prices) ....................................... 41,290 40,742 45,157
By Seqtor:

Agriculture ........................................................ 2,524 2,525 2,668
Fishing/Hunting/Forestry/Mining ................... 1,712 1,763 2,708
Manufacturing .................................................. 7,426 7,878 8,919
Electricity/GasgWater ....................................... 1,204 1,074 1,315
Construction ..................................................... 1,212 1,166 1,580



80

Key Economic Indicators-Continued
(Millions of U.8 dollars unless otherwise noted]

1992 1993 1994

Trade/Restaurants/Hotels ................................ 5,977 6,182 6,617
Owner-Occupied Dwellings .............................. 3,297 3,170 3,419
Transport/Storage ........ ... ...................... 2,072 1,891 1,785
Finance/Insurance/Business Svcsa................... 5,895 6,032 6,399
Communications/Other Services ..................... 3,481 3,482 3,762
General Governirent Services ......................... 4,978 4,565 4,804

Net Exports of Goods and Services'. ................... 1,312 1,059 1,339
Real Per Capita GDP (USD) ............................... 5,821 5,578 6,038
Labor Force, June (0009) ..................................... 1,634 1,648 1,685
Unemployment Rate, June (pct.) ......................... 10.1 9.9 8.4

Money and Prices (annual percentage growth): 1
Money Supply (M2 July/July)..................-1.7 -0.9 12.7
Base Landing Rate (actual Sept) ............... 11.0 9.8 10.1
Personal Saving Ratio 2 .............. . . .. . . .. . . .. . . .. .. . . ..06.2 7.0 7.7
Consumer Price Index........ ............... 0.8 1.0 1.3
Producer Price Index (June-June) ...................... 1.9 2.5 1.5
Exchange Rate (USD/NZD) ................. 0.5660 0.5324 0.5532

Balance of Payments and Trade: 3t
Total Exports (FOB)4 o.. . . .. . .. . . .. . .. . . ........... 9........... 9,899 10,103 11,162

Exports to US............................1,272 1,202 1,256
Total Imports (CIF)4........................8,591 9,230 10,407

Imports from U•S .......................... 1,558 1,704 1,872
Aid Receipts ......................................................... 0 0 0
External Public Debt ........................................... 15,163 14,202 16,022
Debt Service Ratio (March yr.) 5 ............ .. . . .. . . . .. .. . 57.4 47.0 43.4
Gold and Annual Debt Service .................. 2,983 3,337 4,011
Trade Balance ..................................................o 1,308 873 755

Trade Balance with U.S .................................. -286 -502 -616
1National Income accounts reporting years ending March 31.
2Estimates by NZ. Institute .( Economic Reearch.
MPiscal year ending June 30. 1994 data is provisional.4 Merchandise Trade.
'Principal payments on medium and long term debt plus interest payments on total debt. as a percent or

exports f01 goods and services End Investment Income.

1. General Policy Framework
New Zealand is a modern developed economy, with a heavy reliance on foreign

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

While the New Zealand government is no longer running deficits, it refinances its
maturing debt (including substitution of domestic for foreign debt) and manages its
cash flow through periodic issuance of government stock and treasury bills, which
are held by both domestic and foreimgninvestors. The government obtains most of
its income from direct taxes (about US $11.8 billion) on company profits and per-
sonal incomes. The maximum personal income tax rate is 33 percent. The second
largest revenue earner is a "goods and services' (GST) tax of 12.5 percent on all
sales of goods and services. This appears as a sales tax to the consumer.

The Resrve Bank of New Zealand Act of 1989 instructs the Reserve Bank to di.
rect monetary policy towards achieving and maintaining price stability. The Act re-
quires the Reserve Bank Governor and the Minister of Finance to agree on policy
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rgeta. The current agreement, reached In December 1992, set aegoal of maintain.
ing a zero to two percent annual rise in the consumer price index (CPI), with certain
ftors from this 'headline" inflation removed to arrive at "underlying" inflation.
Thesefactors include interest rate rises, government taxes and charges, and one.
off external shocks, such as large oil price increases. While the CPI increase has
remained below two percent per annum since late 1991, it is expected to exceed that
level by late 1994, and peak at about three percent in early 1996. Underlying infla.
tion is expected to remain below the two percent 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.
2. Exchange Rate Policy

The New Zealand dollar has floated since March 1985 as part of a broad based
deregulation of financial markets. The Reserve Bank has not intervened in the for.
eipg exchange market since the float. In mid October 1994 the New Zealand dollar,
at about 61-U.S. cents, had reached its highest point against the U.S. dollar since
late 1990, having apreciated by almost 20 percent against the U.S. dollar since late
1992. At these levels, US. 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 level and 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

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

In December 1990, the new National Party government introduced industrial rela-
tions reform legislation, resulting in the Employment Contracts Act, which came
into effect on May 15, 1991. Thislaw abolished compulsory unions and the practice
of nationwide occupational awards. The removal of these restrictive practices has
generated more flexible workplace arrangements with consequent improvements in
productivity

The Natinal Party government also implemented reductions in expenditures for
social benefits through better targeting, and a broad review of the social assistance
structure. This process was extended in the July 1991 budget package through the
introduction of partial user charges for health and education and rationalization of
housing assistance. In August 1993, despite strong public resisti, ne, the three
major political parties agreed to changes to the universal retirement bystem to bringits costs to the government under control.
4. Debt Management Policies

Gross public debt grew from 45 percent or GDP in 1973 to a peak of 77 percent
of GDP in 1987. In June 1994, total public debt was US $27.2 billion, equivalent
to 57 percent of GDP. This improvement is largely due to the use of proceeds 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 US $3.3 billion,
or 8.4 percent of GDP and 20 percent of government expenditure. Public debt serv-
ice dropped to US $1.97 billion in FY1994, or 4.4 percent of GDP and 12.1 percent
of expenditures.

External debt accounted for 59 percent of the total in mid-1994. Interest on exter-
nal debt In 1994 equaled 12.4 percent of exports of goods and services, and invest-
ment Income.
5. Significant Barriers to U.S. Exports

New Zealand embarked on a unilateral tariff liberalization program in 1985 with
the announcement that tariffs on goods not produced in New Zealand would be re-
duced to zero. In 1988, the 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 by in-
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dustry plans: footwear;, carpet; textiles; apparel; and motor vehicles.) Tariffs on
other goods were reduced in four stages between July 1988 and July 1992 from .4
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.

Under separate treatment for goods covered by the former industry plans, present
relatively high tariffs for apparel textiles, curtains, carpets, footwear, motor vehi-
cles and car tires will be reduced in stages to July 1996 by about one quarter to
one third of the existing tariffs. However, even after July 1996, passenger vehicles
and original equipment tires will still face a tariff of 25 percent; replacement tires,
15 percent; and apparel, 30 percent. A review for the post-1996 period was con-
ducted in 1994. Most observers expect further gradual reduction in tariff protection
for these industries, despite stiff opposition from some domestic producers.

One example of a protected industry is the car assembly sector, where tariff pro-
tection will drop from the present 30 to 25 percent on July 1, 1996. The assemblerg
maintain that further tariff reductions will jeopardize their ability to maintain an
employment level of 2,500, and kill a potential export market to Australia. Their
opponents (importers of used cars, mostly from Japan) counter that the present du-
ties make cars an average of US $3000 more expensive for every New Zealand mo-
torist.

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

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

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

New Zealand welcomes and encourages foreign investment without discrimina-
tion. Approval by the Overseas Investment Commission (01C) is required for foreign
investments over NZD ten million or investments of any size in specific sectors. The
review of investments above NZD ten million applies to both acquisitions and green.
field investments. Specified sectors are commercial fishing and rural land. Foreign
investment in commercial fishing is limited to a 24.9 percent holding, unless an ex.
emption is granted by the Ministry of Agriculture and Fisheries. While the level of
ownership is not restricted for rural land, foreign purchasers are required to dem-
onstrate that the purchase is beneficial to New Zealand. In practice, the OIC ap-
p roves virtually all investment applications, and its approval requirements have not
been an obstacle for U.S. investors. For example, the entire national railroad sys-
tem, including the only regular passenger and rail ferry service connecting the two
main islands, was sold to a majority U.S. owned consortium in 1993. In 1991, the
former government telecommunications monopoly was sold to two U.S. tele-
communications companies. No performance requirements are attached to foreign
direct investment. Full remittance of profits and capital is permitted through nor-
mal banking channels.

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

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

Now Zealand is a member of the World Intellectual Property Organization, the
Paris Convention for the Protection of Industrial Property, and the Borne Copyright
and Universal Copyright Conventions. New Zealand-has generally supported meas.
urea to enhance itelectual property protection at multilateral organization meet.

TheaGovernment of New Zealand strongly endorses the protection of intellectual
property and enforces effectively its laws which offer such protection. This is done
protect New Zealand innovators both at home and abroad, and to encourage tech-
nofogy 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 Sectfon 51 of the Patents Act, 1953, which con.
tained permissive rules for compulsory licensing of pharmaceutical products. While
no licenses had ever been issued under these provisions, in 1990 a number of appli.
cations were filed with the Commissioner of Patents, generating a great deal of con.
cern among international pharmaceutical companies. The repeal of Section 51
brought New Zealand's patent act into conformity with the intellectual property leg-
islation in other Industrialized countries.

The government is engaged In a full review of its Intellectual property rights re-
gime. It is expted that major new copyright legislation, "ncluding provisions on
parallel importing, will be enacted in 1994, as well as new legislation on layout de-
signs. In addition, some amendments to patent and trademark laws, as required by
the Uruguay Round's Trade Related Aspects of Intellectual Property (TRIPS) Agree-
ment, were before the parliament in late 1994, as well as a new regime for the pro-
tection of geographical indications, expected to be enacted in 1994. Draft legislation
will also protect certain data which are supplied to New Zealand regulatory authori.
ties who give marketing approvals for pharmaceuticals and agrochemicals. These re-
forms are mainly aimed at bringing New Zealand's intellectual property rights law
into conformity with the TRIPS Agreement. It is expected that further reform levis-
lation will be Introduced in 1995 on trademarks, patents, designs and plant vanity
rights.
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 these organiza-
tions with other unions and international organizations. The principal labor organi-
zation, the New Zealand Council of Trade Unions (NZCTU), is afiliated with the
International Confederation of Free Trade Unions (ICFTU). A second smaller na-
tional labor federation, the New Zealand Trade Union Federation (TUF), was estab-
lished In 1993. TUF is not affiliated with any global international, although some
of its affiliates retain longstanding ties with the ICFTU's International trade sec-
retariats. There are also a number of independent labor unions. Unions are pro-
tected by law from governmental interference, suspension, and dissolution.

Unions have and freely exercise the right to strike. Strikes designed to force an
employer to become party to a multi-company contract are prohibited. Moreover, po-
lice officers are barred from striking or taking any form of industrial action. Police,
however, do have freedom of association and-the right to organize and to bargaincollectively.

b. The Right to Organize and Bargain Collectively.-The right of workers to orga-
nize and bargain collectively is provided by law and observed in practice. Unions
actively recruit members and engage in collective bargaining. Only uniformed mem-
bers of the armed forces are not permitted to organize unions or to bargain collec-tively.Labor market damglation intended to make New Zealand more competitive

internationally was initiated "with the Employment Contracts Act (ECA) of 1991,
which markeda sharp break with almost a century of pro-union industrial legisla-
tion. Under the ECA, unions lost their special legal status and have no inherent
right to represent any particular grup of workers. Compulsory unions and the
closed shop were abolished. Monopoly union coverage was dropped and workers may
not be forced to join a particular union.

The ECA ended a previous system of national *awards' under which a wage
agreement would apply to all employers and employees in an industry whether or
not they had been involved in the award nep.tiatons. Under the ECA, employment
relationships are based on contracts. Individual employees and employers may
choose to conduct negotiations for employment contracts on their own behalf or may
authorize any other person or organization to do so as their representative. Medi-
ation and arbitration procedures are conducted independently of government con-
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trol. The Employment Court hears cases arising from disputes over the Interpreta,
tion of labor laws. A less formal body, the Employment Tribunal, Is available to han-
dle wage disputes and assist in maintaining effective labor relations. Them are no
export processing zones.

c. Prohibition of Forced or Compulsory Labor.-Forced or compulsory labor is pro.
hibited. Inspection and legal penalties ensure respect for these provisions.

d. Minimum Ago for Employment of Children.-Department of Labour inspectors
effectively enforce a ban on the employment of children under age 15 in manufactur-
ing, mining, and forestry. Children under the age of 16 may not work between the
hours of 10 P.M. and 6 A.M. In addition to explicit restrictions on the employment
of children, New Zealand's system of compulsory education ensures that children
under the minimum age for leaving school (now 16) are not employed during school
hours.

e. Acceptable Conditions of Work.-New Zealand law provides for a 40-hour work-
week, with a minimum of three weeks' annual paid vacation and eleven paid public
holidays. Under the Employment Contracts Act, however, employers and employees
may agree to longer hours than the 40-hour per week standard. The government-
mandated minimum wage of approximately US $3.75 an hour, applies to workers
20 years of age and older. Effective April 1, 1994, a minimum wage for younger
workers was introduced at 60 percent of the adult minimum. A majority or the work
force earns more than the minimum wage.

New Zealand has an extensive body of law and regulations governing health and
safety issues, notably the Health and Safety in Employment Act of 1992. Under this
legislation, employers are obliged to provide a safe and healthy work environmentand employees are responsible for their own safety and health as well as ensuring
that their actions do not harm others. Under the Employment Contracts Act, work.
ers have the legal right to strike over health and safety issues. Unions and members
of the general public may file safety complaints on behalf of workers. Safety and
health rules are enforced by Department of Labour inspectors who have the power
to shut down equipment if necessary.

f. Rights in Sectors with U.S. Investment.-IThe conditions in sectors with US. in.
vestment do not differ from conditions in other sectors of the economy.

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

[Millions of U.S. dollars

Category Amount

Petroleum ................................................................................. 339
Total M anufacturing ............................................................... 778

Food & Kindred Products............................. (1)
Chemicals and Allied Products ........................................... 110
Metals, Primary & Fabricated ............................................ 7
Machinery, except Electrical ............................................ 3
Electric & Electronic Equipment ...................................... .38
Transportation Equipment ................................................. (1)
Other M anufacturing .......................................................... 317

W holesale Trade ...................................................................... 108
B anking .................................................................................... (1)
Finance/Insurance/Real Estate .............................................. 198
Services .................................................................................... (1)
Other Industries ...................................................................... 1,587
TOTAL ALL INDUSTRIES .................................................... 3,037

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

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

im j994

Income. Production and Employment:
Real GDP (1985 pArices)....................................... 38,632 39,393 41,047
Real GDP Growth (pct.) ...... .......... 0.3 2.0 4.2
GDP (current prices) ............................................ 52,982 54,068 62,364
By Sector. (current prices)

Agriculture ........................................................ 111,561 11,723 13,533
Energy/Water .................................................... 1,284 1,343 10497
Manufacturing .................................................. 12,812 12,891 15,092
Construction ..................................................... 2,664 2,952 3p368
Dwellings/Real Estate ..................................... 3,380 3,633 4,054
Financial Services ............................................ 2,084 2,159 2,495
Other Services .................................................. 18,559 18,755 23,979
Government Services ....................................... 3,670 3,491 3,804
Health/Education (private) .............................. 1,169 1,329 1,534

Net Exports of Goods & Services ........................ -2,403 -4,612 -5,301
Real Per Capita GDP (1985 prices) ................... 595 692 602
Labor Force (000s).........................26,290 26,884 27,600
Unemployment Rate (pct.) ................... .9.8 9.2 9.0

Money and Prices (annu.cl percentage growth):
Money Supply (M2) 2 ............................................ 11.0 24.5 19.0
Weighted Ave. Loan Rate 3 ................ .. . . .. . . .. . . . . .. ..  19.4 14.6 15.0
Weighted Ave. Savings Rates5 .......... .. . . .. . .. .. . .. . . ..  0.6 8.3 8.5
Retail Price Index (Manila) ................................. 5.1 2.0 7.8
Wholesale Price Index (Manila) .......................... 4.5 - 1.2 8.5
Consumer Price Index (Phil.)....................8.9 7.6 9.9
Exchange Rate (Pesos/USD)

Official (interbank rate) ................................... 25.51 27.12 26.95
Parallel (and buying rate) ................. 25.40 27.07 26.90

Balance of Payments and Trade:
Merchandise Exports (FOB) ................................ 9,824 11,375 13,050

Exports to U.S. (Phil. data) ............................. 3,832 4,371 4,950
Merchandise Imports (FOB) ............................... 14,519 17,597 20,600

Imports from U.S. (Phil. data) ........................ 2,620 3,522 4,100
Bilateral Aid, U.S. 4............................................ 322 160 179
Bilateral Aid, Others .......................................... 1,312 1,727 1,530
External Public Debt ........................................... 30,934 34,282 36,300
Debt Service Payments (paid) ............................. 3,137 3,533 4,270
Gold and Annual Debt Service .......................... 5,218 5,801 7,250
Trade Balance...........................-4,695 -6,222 -7,550

Trade Balance with U.S ................................... 1,212 849 850
1994 figures are estimates based on partial data available as of October 1994.
2 Growth rate of year-end M42 levels.
sActual ave. annual Interest rates, not changes in them.
4 Inflows of bilateral olfclal loans and grants per balance of payments. Figures for U.S. are net of inflows

from the U.S. Veterans Administration (USVA).
Sources: National Economic and Development Authority, Bangko Sentral ng Pilipinas. Department of r

nanae.

1. General Policy Framework
The Philippines is an archipelago of over 7,000 islands with an estimated popu.

nation of 68 million. Poverty remains a major concern, with nearly 40 percent ordili-
pino families estimated to be living below the poverty threshold. Agriculture contrib.
utes about 23 percent of Gross Domestic Product (GDP)--lesa than industry (33 per.
cent) and services (44 percent)-but absorbs the bulk (45 percent) of the employed.
The country also has had to grapple with a boom and bust economic growth pattern,
with high growth periods subsequently slowed by the emergence of macroeconomic
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imbalances. For the past decade and more, low savings, investments and exports
have contrasted with the performance of Asia's economic dragons. In the past year,
however, a more soundly based economic rebound has begun to emerge.

The Ramos Administration, inaugurated in 1992, has continued and expanded the
reforms initiated by its predecessor. liberalizing the trade, foreign exchange and in-
vestment regimes; privatizingparastatals; reducing entry barriers in vital industries
(most recently in banking,teoecommunications, and insurance); and encouraging
private sector investments In much needed infrastructure. Real GNP, which grew
5.1 percent during the first half of 1994, reflects this rebound from a combination
of exogenous shocks, political disturbances, macroeconomic imbalances and crippling
power shortages which kept average real GNP expansion at 2.2 percent from 1990
to 1993, slower than the rate of population growth. Although some political and so.
cial resistance remain, there is a growing realization among government officials,
private sector leaders and legislators that the liberalization process must continue
for the economy to sustain its recent strong recovery. Many question marks remain,
but optimism is growing that the Philippines may, at last, be embarking on a path
of sustained strong growth.

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

The government is working to achieve fiscal balance and discipline as part of an
overall program to improve and sustain macroeconomic stability. The fiscal deficit
has been reduced by a combination of new taxes and spending cuts. In 1995, the
government hopes to achieve its first fiscal surplus in over two decades. Debt serv.
ice's share of the budget pie has declined in recent years from almost half to under
a third today. The government has had some success with the issuance of three-year
floating rate treasury notes, but short-term debt still makes up nearly 70 percent
of outstanding government securities.

In 1993, the government financially restructured the Central Bank. Previously,
the instruments available for monetary management were severely limited by the
Central Bank's mounting financial losses, compellingmonetary authorities to keep
reserve requirements at high levels. Now armed with a clean balance sheet and a
220 billion peso portfolio of new treasury securities, the "new" Central Bank (orn-
cially known as the "Bangko Sentral ng Pilipinas") is in a position to undertake
open market operations effectively. Since the 1993 restructuring, the 1langko
Sentral has lowered bank reserve requirements by six percentage points, from 25
to 19 percent.
2. Exchange Rate Policy

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

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

Prices of goods and services are generally determined by internal market forces,
with the exception of fuel and basic public utilities such as transport, water and
electricity. The government grants certain incentives (such as tax holidays and/or
tax and duty-free privileges on inputs and capital equipment) to investors in govern-
ment-preferred activities. While there are exceptions, private and government-
owned firms generally compete on equal terms. An ongoing privatization program
is markedly reducing the government's role in many sectors.

Tl'e Foreign Investments Act of 1991 allows full foreign ownership of companies
engi.ged in activities not covered by investment incentives. Previous regulations
usel to limit foreign ownership in Philippine companies generally to 40 percent. A
mu"ch reduced "negative list" of sectors where foreign ownership is either banned or
limited remains. (See Section 5)
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Trade lberalizatlon and tariff reform programs continue. The major exception Is
in arculture, whe• 70 percent, by value, of major production remains protected
from import competition. Recent reforms have improved access to important service
Industries, most recently in telecommunications, banking and insurance. In May
1994, the government improved its build-operate-transfer-(BOT) law first launched
In 1990, by.expanding the number of BeTvariations, simplifying rules and regula.
tons, and allowing mere flexibility in pricing. a

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

The Ramos Administration has continued the firm commitment to servicing the
counters foreign obligations despite occasional congressional and other political
rhetoric calling for debt repudiation and/or debt service caps. Between 1990 and
1992 the government repurchased $2.5 billion in obligations owed foreign cornmer-
cial tanks and converted $3.2 billion dollars of eligible debt to long term bonds.
These efforts enabled the Philippines to re-enter the voluntary international capital
markets in 1993 after a decade's absence, issuing about $900 million dollars in
Eurobonds.

The Internatioual Monetary Fund ([ME) approved a three-year extended arrange-
ment in mid-1994, which the Philippines envisions as an exit arrangement. The
agreement paved the way for the fifth Paris Club debt rescheduling round, which
was limited to debt not previously rescheduled. However, due to upward pressur#
on the peso caused by a strong inflow of foreign exchange, the Philippines decided
not to pursue the Paris Club agreement, but to make payments on schedule. The
Philippines continues to benefit from various sector-specific assistance and struc-
tural adjustment programs provided by multilateral institutions such as the Asian
Development Bank and the World Bank Group.

The growth of the Philippines' foreign debt has slowed markedly since the mid-
1980s, and foreign debt servicing is no longer a severe problem. As of March 1994,
the debt was $35.3 billion, or 50 to 55 percent of gross national product. The ratio
of debt service to export receipts is now below 20 percent, from nearly 40 percent
in the early 1980s.
5. Significant Barriers to U.S. Exports

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

Effective May 1, 1994, a minimum three percent tariff was established for all im-
ports. While only 50 tariff lines had been duty free, 2.5 percent of 1993 imports from
the U.S., worth $88.5 million were in those categories. Electrical generating sets,
which made up 67 percent (J59.4 million) of duty-free imports from the U.S. in
1993, will be subject to a 10 percent tariff beginning July 1, 1995.

As part of a structural reform program intended to spur investments in export
industries, Executive Order 189 which took effect August 22, 1994, lowered tariffs
on capital equipment, components and parts to a range of 3 to 10 percent. Equip-
ment covered are used in various sectors including garments and fashion acces-
sories electronics, pulp and paper sporting goods and processed foods.

To 6oost the competitiveness of? the domestic textile milling and garments indus-
try Executive Order 204 will lower import duties on 790 tariff lines including chem-
ical Inputs to textile manufacturing, textile material inputs and garments, effective
November 17, 1994.

About 208 strategies products will remain subject to 50 percent tariff and in some
cases quantitative restrictions. This group, which includes rice, sugar, fruits, coco-
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nut oil, and luxury goods such as liquor, tobacco, candy and leather goods, rep.
resents about 3.5 percent of tariff lines.

Imports of U.S. agricultural products have also been constrained by the 'Magna
Carta of Small Fanr."re whicli allowed the Agriculture Department to ban import
of'goods produced in *sufficient quantity" locally. The government has acknowledged
thu if in conflict with the implementation of the UR Agreement/WTO and is making
plans for necessary changes.

Of particular interest tothe U.S. is that the sale of domestically produced meat
is exempt from the expanded VAT while imported beef (high-grade or manufactur-
Ing grade cut) Is subject to the tax. The Finance Secretary has acknowledged this
too may contravene a GATT provision, and has indicated a change will be made in
accordance with the Agreement.

Import Licenses: Prior clearance is still required for more than 100 restricted and
controlled items (mostly agricultural and industrial commodities) generally for rea-
sons of health, safety or national security. The National Food Authority remains the
sole importer of rice. A Board of Investment (BOI) "authority to import" is required
for commercial vehicles and parts covered by its Progressive Industrial Development
Program. A Garment and Textile Export Board (GTEB) "authority to import' is re-
quired for imports of pre-cut fabrics and accessories for processing into finished gar.
ments and textile products for export.

Commodity imports financed with foreign credits still require prior approval from
the Ban o Sentral ng Pilipinas (BSP). The Philippines is a signatory to the GATT
Import Licensing Code.

Services Barrirs: Banking-A new law, signed in May 1994, will relax restrictions
in place since 1948. A foreign investor can enter either on a wholly owned branch
basis or own up to 60 percent of an existing domestic bank or new locally incor.
porated banking subsidary Hlowever only six foreign banks (plus four more with
presidential discretion) will be allowed entry on a full[service, branch basis.

Securities-Membership in the Philippine stock exchange is open to any company
(foreign or Filipino) incorporated in the Philippines. A foreign investor wishing to
purchase shares of stock is subject to foreign ownership limitations specified by the
constitution and other laws. Foreign ownership in securities underwriting comla-
nies is limited to a minority. Foreign firms are not allowed to underwrite securities
for the Philippine market, except under the provisions of the new Banking Law,
(which allows foreign bank branches to operate as universal banks). Foreign firms
may underwrite Philippine issues for foreign markets.

Insurance and Trave-l Agencies-For at least two years effective October 24, 1994,
these sectors were opened to full foreign ownership (See Section 5-Investment Bar.
riers). However, the implementing rules and regulations have not yet been made
public, so the conditions on market entry are not yet known.

Legal Services: Specific requirements to practice law in the Philippines are Phil.
ippine citizenship, graduation from a Philippine Law School, and membership in the
Integrated Bar of3 te Philippines.

Standards, Testing, Labelling, and Certification: The Philippine government, for
reasons of public health, safety and national security, implements regulations that
affect U.S. exports of drugs, food, textiles and certain industrial goods. Notable cx-
amples follow:

(a) The Department of Health's (DOH) renewed campaign for the full implementa-
tion of the "Generic Act" of 1988 focuses on the vigorous promotion of cheap generic
drugs. The generic name must appear above a drug's brand name.

(b) Imports of high-grade beef, fresh fruits, vegetables and seeds are controlled
through phtosanitary certification which is often costly.

(c) Labeling is mandatory for textile fabrics, ready-made garments, household and
institutional linens and garment accessories.

(d) Local inspection for standards compliance is required for imports of about 30
specific industrial products, including lighting fixtures, electrical wires and cables,
sanitary wares and household appliances, portland cement and pneumatic tires. For
other goods however, U.. manufacturers' self-certification of conformance is accept-
ed. The Philippnes is a signatory to the GATT Standards Code.

Investment Barriers: A more liberal foreign investment law (the Foreign Invest-
ment Act of 1991, or FIA) for activities not eligible or not seekinginvestment incen-
tives allows foreign equity beyond the 40 percent ceiling imposed by previ'ousinvest-
ment regulations. However, there are important exceptions, one being that foreign-
ers are not allowed to own land except in partnership with Filipinos (in which case
the foreign investor's share Is limited to 40 percent). The FIA also contains a foreign
investment "negative list" with these categories:

A) List A specifies activities in which foreign participation is either excluded or
limited by the Constitution and other statutes. Investments in mass media, the
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practice of licensed professions (including legal services) retail trade, cooperatives,
small scale mining and private security agencies are exclusively for Filipinos. Vary.
i• foreisrn ownership ceilings are imposed on companies engaged in, among others
ave:rtisng, employee recruitment, construction, financing, and the exploration and
development of natural resources.

B) Ust B limits foreign ownership (generally to 40 percent) for reasons of public
health, safety and morals, and to protect local small and medium-sized firms. To
protectismall domestic enterprises, non-export firms must be capitalized at a mini.
mum of $500,000 to exceed the 40 percent foreign ownership requirement.

C) Ust C limits foreign ownership in activities 'adequately served' by existing
Philippine enterprises.

Until October 23, 1994, the FIA was guided by a three-year "transitory" foreign
investment negative list. The government released the first "regular" negative list
in June 1994, which took effect on October 24, 1994. Activities included under lists
A and B were unchanged. Effective October 24, List C was "empty," opening activi.
ties and services such as insurance, travel agencies tourist lodging establishments
conference/convention organizers, and import and wholesale activities not integrated
with production to full foreign ownership. An "empty' list C also gives existing for-
eign licensors in the Philippine market the option to establish their own majority.
owned subsidiaries. In 1996, sectors can petition for inclusion In negative list C
under a process which includes public hearings.

The government imposes a foreign owners hip ceiling of 40 percent for firms seek.
ing incentives with the Board of Investment (BOI) under the government's annual
Investment Priorities Plan (IPP). While this ceiling may be exceeded in certain
cases-i.e., the activity is defined as "pioneer," or least 70 percent of production is
for export, or the enterprise locates in an area classified as "less developed*--divest-
ment to the 40 percent foreign ownership ceiling is required within 30 years. Indus-
try-wide local content requirements are also hiposed under the government's pro-
gressive development program for automobiles. Current guidelines also specify that
participants in the automobile development program generate, via exports, a certain
ratio of the foreign exchange needed for import requirements.

Current Philippine regulations restrict domestic borrowings by foreign firms. The
limits are st as maximum debt-to-equity ratios (depending on the type of activity)
which must be maintained for the term of the debt.

Government Procurement Practices: In general, Philippine government procure-
ment policies do not discriminate against foreign bidders. However, preferential
treatment is given in the purchase of medicines, rice for government employees,
corn for domestic consumption, and iron and steel products for use in government
projects. Petroleum requirements by government agencies must be procured from
government-owned sources.

Awarding of contracts for government procurement of goods and services have to
pass competitive bidding. For infrastructure projects which require a public utilityfranchise (e.g. water and power distribution, public telephone and transportation
system), the contractor must be at least 60 percent Filipino. For other major con-
tracts, such as build-operate-transfer (BOT) projects, where operation may not in-
clude a public utility franchise, a foreign constructor must be duly accredited by its
government to undertake construction work. To the benefit of U.S. suppliers, areas
of interest including power generation equipment, communications equipment and
computer hardware do not generally confront significant restrictions. The Phil.
ippines is not a signatory to the GATT Government Procurement Code.

Customs Procedures:7II imports valued at over US $500 are permitted only with
a pre-shipment inspection report called a "Clean Report of Findings" issued by the
authorized outport inspector. To fix import duties, the Bureau of Customs utilizes
Home Consumption Value (HCV). This permits arbitrary valuation which in many
cases (according to extensive anecdotal evidence) does not reflect the selling price.
Valuation is inconsistent from country to country.

The government has committed to replace HCV to conform to its GATT obliga-
tions. The shift is to be phased in over several years, first by a move to a modifica-
tion of the Brussels definition of value in 1995. Legislation to replace the HCV sys-
tem is pending before the Congress and it is doubtful that a.ghange will be imple-
mented before the year end. The Philippines is not a signator'y'to the GATT Cus-
toms Valuation Code.
6. Export Subsidies Policies

Enterprises (dominated by exporters) which register with the POI to obtain Incen-
tives are entitled to tax and duty exemptions under the Philippine Omnibus and In-
vestment Code of 1987. These include income tax holidays, tax and duty exemptions
for imported capital equipment, as well as tax credits for purchases of domestically
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sourced capital equipment and raw materials. Export traders are entitled to tax
credits for imported raw materials required for packaging.

Financing is available to all Philippine exporters and there is no preferential rate
for domestic companies. Without prior BSPapproval, exporters may avail them-
selves of foreign currency deopst unit (FCDU) loans from local commercial banks
up to 100 percent of the letter of credit, purchase order or sales contract. To cushion
the impact of a strong pes (between January and August 1994 the pesoappreciated
against the US dollar by five percent from 27.724 to 26.313), the BSP further eased
export financing rules. Recently, FCDU loans were made available also to indirect
exporters who are now allowed to spend the dollar loan to cover not only t'ýeir dollar
requirements, but also their peso requirements provided proceeds of the loans will
be used for the production of export goods.

An Export.Import Banking Program of the Development Bank of the Philippines,
launched primarily to address the needs of the exporting community, reduced Inter-
est rates from 13 to 11.5 percent between August and September 1994. In particu-
lar, export-oriented activities that are labor-intensive and which will utilize local
raw materials benefit from this program. The Philippines is a signatory to the
GATT Subsidies Code.
7. Protection of U.S. Intellectual Property

While Intellectual Property Rights ([PR) protection is improving, serious problems
remain, and the issue remains a bilateral trade concern. Current penalties for in-
frinvernent and counterfeiting are not real deterrents. Insufficient funding hampers
the effective operation of agencies tasked with [PR enforcement. Joint government-
private sector efforts have improved administrative enforcement, but when IPR
owners must use the courts, enforcement is slower and less certain.

In February 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, and the Bern Convention for theProtection of Literary and Ar-
tistic works. It is a member of the World Intellectual Property Organization.

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 agreement signed in
April 1993 which commits the Philippine government to improve its legislative pro.
tection and to strengthen enforcement significantly. The Philippine government has
generally complied with the agreement, except for legislative improvements. Legisla-
tion incorporating all legislative commitments under the bilateral was targeted for
submission to Congress before June 1994. The government did not, however, meet
the deadline but remains committed to submitting the legislation.

Patents: Whe present law recognizes the possibility of compulsoryhlicensing two
years after registration with the Patent, Trademark and Technology Transfer.Board,if the patented item is not being utilized in the Philippines on a commercial scale,
or if domestic demand for the Item is not being met to an "adequate extent and on
reasonable terms." Compulsory licensing is easier for pharmaceutical and food prod-
ucts, because use inadequate-production for domestic demand, etc. need not bie es-
tablished. In the bilateral IPR agreement of April 1993, the government committed
to submit to the Philippine Congress an amendment to the patent law which will
allow importation to satisfy "working requirements" for patented goods. Starting
March 15,1993, rules on royalty payments were relaxed somewhat, granting auto-
matic approval for royalty agreements not exceeding five percent of net sales. Roy-
alty rates higher than five percent may be allowed in meritorious cases. Naturally
occurring substances (plants or cells, for example) are not patentable.

Trademarks: Trademark counterfeiting is widespread. Many well-known inter-
national trademarks are copied, including denim jeans, designer shirts, and per-
sonal beauty and health care products. Some US firms-for example Disney-have
had success in curbing piracy in cooperation with Philippine enforcement agencies.
The National Bureau of Investigation (the Philippine equivalent of the FBI) has
been cited by the private sector for its excellent cooperation recently in conducting
raids against trademark violators. Under the terms of the U.S.-hilippine [PR
agreement, the government will seek amendments to the Philippine trademark law
to prvide protection for internationally well-known marks.

Philippine law requires trademark owners to file an affidavit of use or justified
non-use with the Patents, Trademark and Technology Transfer Board every five
years to avoid cancellation nf trademark and registration. Non-use of a mark must
be for reasons totally beyond the control of a registrant. (Import bans, for example,
constitute justified non-use.) Current practice provides that internationally well-
known marks should not be denied protection because of non-registration or lack of
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use in the Philippines. Pending legislation seeks to incorporate this practice into
Philippine law. Trademark protection is limited to the manufacturing or marketing
of the specify class of good applied for, and to products with a logical linkage to
the protected mark.

Copyrights: Philippine law is overly broad in allowing the reproduction, adapta-
tion or translation of published works without the authorization of the copyright
owner. A presidential decree permits educational authorities to authorize the reprint
of textbooks or other reference materials without the permission of the foreign copy.
right holder if the material is certified by a school registrar as required by-the cur-
riculum and the foreign list price converts to 250 pesos (about US $10) or above.
This decree, especially for textbooks, is inconsistent with the appendix or the 1971
text of the Berne Convention. However, the Philippine government is expected,
under the terms of the bilateral IPR agreement with the US. reached in April .1993,
to correct these deficiencies through accession to the Paris Act of the Berne Conven-
tion and through amendments to its domestic legislation.

Video piracy-is a serious problem, but has declined from about 80 percent of the
market a few years ago to about 60 percent now. The government's Videogram Reg-
ulatory Board (VRB) 's tasked with fighting video piracy. Due to budget constraints
the bulk of its efforts are. focused in Metro Manila. Copyright protection for sound
recordings currently 30 years, is shorter than the internationally accepted norm of
50 years. Whe government has committed to submitting amendments to the Phil-
ippine Congress to bring the term of copyright protection into conformity with inter-
national norms. Industry sources estimate that piracy of recorded music-mostly
cassettes, although imported pirated CDs from the UAE and China are starting to
show up In Metro Manila shops--has fallen to an average of about 40 percent.
About 98 percent of all computer software sold is pirated. Computer shops routinely
load software on machines as a free "bonus" to entice sales. The Philippine govern-
ment is probably the largest user of pirated software, although some agencies are
reportedly considering shifting to legitimate versions.

SNew Technologies: Many shops rent video laser discs purchasedeat retail stores
in the United States without payment of commercial rented fees. More recent issues
Involve copyright Infringement complaints against cable television stations which re-
transmit copyghted works without authorization from or parent to the copyright
owners. The bilateral IPR agreement of April 1993 commits the government to fully
enforce the protections afforded 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
form and join trade unions is assured by the Constitution and legislation, and is
freely practiced without government interference throughout the country. Trade
unions are independent of-the government and generally free of political party con-
trol. Unions have the right to form or join federations or other labor groupings. Sub-
ject to certain procedural restrictions, strikes in the private sector are legal. Unions
are required to provide strike notice, respect mandatory cooling-off periods, and ob-
tain majority member approval before calling a strike. A 1989 law stipulates that
all means of reconciliation must be exhausted, and the strike issue has to be rel-
evant to the labor contract or the law.

b. The Right To Organize and Bargain Collectively.-The right to organize and
bargain collectively is guaranteed by the Philippine constitution. The Labor Code
protects and promotes this right for employees in the private sector. The same righta' extended to employees in government-owned or controlled corporations. A similar
but more limited right is afforded to employees in most areas of government service.
Dismissal of a union official or worker trying to organize a union is considered an
unfair labor practice. Nevertheless, employers sometimes attempt to intimidate
workers by threats of hiring or closure. Although labor law and practice are uniform
throughout the country, including export processing zones (EPZs), unions have been
able to organize workers in only one of the EPZs. Work stoppages and total man-
days lost to labor strife have been trending downward, with 64 work stoppages (in-
volving 390,000 workdays) recorded in the first 8 months of 1994. On an annualized
basis, this suggests current year totals some 20 to 30 percent lower than those in
1993.

c. Prohibition of Forced or Compulsory Labor.-The Philippines prohibits forced
labor. As the world's foremost portere" of both unskilled and trained labor, it is
sensitive to reports of abuse of Philippine workers overseas.

d. Minimum Age for Employment of Children.--Phillppine law prohibits the em-
ployment of children below age 15, except under the direct and sole responsibility
of parents or guardians, or where employment in cinema/theater/radio or television
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Is essential. The parent/guardian or employer is required to ensure the child's
health, safety. and morals, to provide for the child's education or training, and to
procure a work permit. The Labor Code allows employment for those between the
ages of 15 andt18 for such hours and periods of the day as are determined by the
Secretary of Labor but forbids employment of persons under 18 years In hazardous
work. However, a signifcant number of children are employed In the informal sector
of the urban economy or as field laborers in rural areas.

e. Acceptable Conditions of Work.-The Minimum Wage Act of 1989 authorized
Tripartite Regional Wage Boards to set minimum wages. Rates were last revised in
late 1993, with the highest In Manila and lowest In rural regions. The minimum
wage for workers in the National Capital Region (NCR) was approximately US
$5.60 (145 pesos) per day. Wage boards outside the NCR, in addition to establishing
lower minimum levels, also exempted employers according to such factors as estab-
lishment size, industry sector, Involvement with exports, and level of capitalization.
This approach excludes substantial numbers of workers (especially agricultural
workers, domestics, laborers, janitors, messengers, and drivers) from coverage under
the law. Detected minimum wage violations surged in the immediate aftermath of
1993 rate revisions, when inspectors found one in four employers paying less than
the minimum. The standard legal work week before overtime is 48 hours for most
categories of industrial workers and 40 hours for government workers. The law
mandates a full day of rest weekly and overtime for any hours worked over an eight
per day limit. Employees with more than one year on the job are entitled to Iive
days of paid annual leave. A comprehensive sct of occupational safety and health
standards exists in law. Enforcement statistics suggest a downtrend in "technical
safety standard" violations, from 20 percent of inspected units in 1992 to 18.2 per-
cent in 1993, and 15.4 percent in the first five months of 1994. Statistics on work-
related accidents and illnesses are Incomplete, as incidents (especially in regard to
agriculture) are under-reported.

f. Rights in Sectors with U.S. Investment.-American and other established multi-
national firms apply U.S., European, or Japanese standards of worker safety and
health to meet the requirements of their home-based insurance carriers. They also
treat their work force according to professional employee management principles.
Firms in the EPZs have resisted efforts to unionize their workers.

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

(Millions or U.S. dollars]

Category Amount

Petroleum ................................................................................. .(1)
Total M anufacturing ............................................................... 960

Food & Kindred Products ................................................... 275
Chemicals and Allied Products ........................................... 386
Metals, Primary & Fabricated ........................................... .27
Machinery, except Electrical ............................................. -2
Electric & Electronic Equipment ....................................... 161
Transportation Equipment ................................................. 0
Other M anufacturing ......................................................... 114

W holesale Trade ...................................................................... 151
Banking .................................................................................... 368
Finance/Insurance/Real Estate .............................................. (1)
Services ....................................................................................- 196
Other Industries ...................................................................... 6
TOTAL ALL INDUSTRIES .................................................... 1,170
1 Suppressed to avoid disclosing data of individual companies.
Source: U.S. Department of Commerce, Bureau of Economic Analysis.
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SINGAPORE

Key Eoonomic Indicatoro
rcimions orU.S dihm s unife. othuW.not4

1992 10 1994

Income, Production and Employment:
Real GDP (1985 prices)' ..................................... 39,761 44,072 51,301
Real GDP Growth (pct.)' ................. 6.0 9.9 9.5
GDP (at current prices)'2 ..................................... 48,547 55,085 66,462
By Sector. (1985 prices)

Agriculture ........................................................ 1 100 98 111
Energy/Water .................................................... 831 898 1,598
Manufacturing .................................................. 10,981 12,161 14,659
Construction ..................................................... 2,707 2,947 3,510
Rents ................................................................. N/A N/A N/A
Commerce.......................................................07,218 7,892 9,061
Transport/Communications ............................. 5,843 6,453 7,573
Financial/Business Services ............................ 10,391 11,849 3,868
Government/HealthlEducation/Other

Services .......................................................... 4,053 4,315 4,839
Net Exports of Goods & Services ........................ 1,164 512 4,104
Real Per Capita GDP ........................................... 12,504 13,519 15,360
Labor Force (000s) ............................................... 1,620 1,634 1,675
Unemployment (pct.) .......... .............. 2.7 2.7 2.1

Money and Prices (annual percentage growth):
Money Supply (M2) ............................................. 8.9 8.5 12.0
Base Interest Rates'............................................ 5.6 5.3 5.9
Personal Saving Rates ....................................... '1.8 1.6 2.15
Retail Inflation'4 ................................................... -6.8 -3.8 -3.2
Consumer Price Index.........................2.3 2.4 4.0
Exchange Rate (SD/USD) ................................... 1.63 1.62 1.52

Balance of Payments and Trade.-
Total Exports (FOB)e5.......................................... 40,723 44,661 58,311

Exports to U.S............................................ 11,234 12,744 14,656
Total Imports (CIF). . . ........ ... 49,427 57,881 64,573

Imports from U.S ....................................... 8,949 10,655 12,897
Aid from U.S............. .................. 0 0 0
Aid from Other Countries. ......... ............o0 0 0
External Public Debt ................................ 14.9 7.2 3.0
Debt Service Payments ........................................ 10.6 10.2 3.6
Gold and Foreign Exch. Reserves .......................o 40,386 48,191 53,145
Trade Balance 5 . . . ............ . . . . .. . . .. .. .. . . . . ..  -5,782 -8,066 -3,820

Trade Balance with U.S ......... 1,497 1,932 2,332
NIA-Not available.
'Data for 1994 estimated based n firat half of 1994 data and current expectations for second half of

1994.
aBased on market prices, factor coast data not available. Growth is based on local currency to remove ex.

change rate effect.8Avenge of rates quoted by 10 leading banks.4Based on retail - es

$Merchandise trade.

1. General Policy Framework
Sitting astride one of the major shipping lanes of the world, Singapore has long

adopted export-oriented free-market economic policies that encourage two-way flows
of trade and investment. These policies have allowed this small country todevelop
one of the world's most successful open trading and investment regimes. Over the
past decade real GDP grew at average annual rate of seven percent; 199-Ts economic
growth rate was 9.9 percent. Sinapre actively promotes trade liberalization in the
region through its activities in WPC and ASEAN. It ratified the Uruguay Round
GOTagreement in October 1994 to become one of the founding meom- of the
World Trade Organization.



94
Taking into account a lack of natural resources and a small (3.2 million papu-

ation) domestic market, Singapore's policies have created a climnt. encouragingeconomic vmrewu inclua8dangopen trade environment, a corruption-free pro.busi.
neo regulate wor, political stability, public investment inL infras ructure,
high savings and prudent c management,,a trained labor force, and significant
tax Concessions to foreign Investors. Singapore's fiscal policies have enhanced export
and investment growth. The government has had a budget surplus for most years
since the 1970's. The country's reserves (US $48.2 billion in 1993) are conservatively
invested by the Singapore Government Investment Corporation. The Central Provi-
dent Fund (CPF) compulsory savings program Is the basis for the national savings
rate of 47 percent of GDP.

The Monetary Authority of Singapore (MAS), the country's central bank, engages
in limited money-market operations to influence interest rates and ensure adequate
liquidity in the banking system. Strict financial discipline is the government's most
Important tool for controlling inflation. Although inflation is moderate by inter-
national standards (2.4 percent last year and 3.5percent so far this year), an acute
labor shortage and rising property values have Intensified inflationary pressures.
The MAS maintains a strong currency to check Inflation, particularly imported in-
flation, given Singapore's extreme exposure to International trade.

Singapore has become a major center for electronics, oil refining and financial
services, acting as a hub for the growing southeast Asian market. Singapore's sound
economic policies which promote private investment have attracted about 900 U.S.
companies to Singapore, with cumulative investments of US $18.9 billion in 1993.
The United States is Singapore's largest trading partner, accounting for 18 percent
of total trade in 1993. US. imports to Singapore in 1993 were US $10.7 billion and
Singapore's exports to the United States were US $12.7 billion.
2. Exchange Rate Policy

Singapore has no exchange rate controls. Exchange rates are determined freely
by daily cross rates in the international foreign exchange markets. The MAS uses
currency swaps and direct open market operations to keep the Singapore dollar
within a desired trading range, guarding against the Internationalization of the
Singapore dollar so as not to lose control over its monetary and economic policies.

The Singapore dollar appreciated 17 percent against the US. dollar from 1989 to
1993. Since the end of 1993 to mid-October 1994, the Singapore dollar has strength-
ened another 8 percent. This has not adversely affected Singapore's economy as
nearly all of its production inputs are imported. The strong Singapore dollar has
helped to make U.S. products more competitive in the Singapore market.
3. Structural Policies

Singapore's prudent economic policies have allowed for steady economic growth
and the development of a reliable market, to the benefit of U.S. exporters. Singapore
was the ninth largest customer for U.S. products in 1993, up from 11th in 1992.
Prices for virtually all products are determined by the market. The government lets
bids by open tender and encourages price competition throughout the economy.

Singapore's tax policy is designed to maintain its international competitive posi-
tion. Foreign firms are taxed on the same basis as local firms. The corporate tax
is currently at 27 percent. The government aims to bring the corporate tax down
to 25 percent in the next few years. There are no taxes on capital gains, turnover,
or development. The Government Implemented a 3 percent value-added Goods and
Services Tax (GST) in 1994 but reduced corporate and personal taxes. Tariffs exist
for only a few products. Excise duties are levied on cigarettes, alcohol, petroleum
products and motor vehicles primarily to control social behavior and restrict motor
vehicle numbers. There are no nontariff barriers to foreign goods.

Many of-Singapore's public policy measures aue tailored to attract foreign invest-
meints and ensure an environment conducive enough for their efficient business op-
erations and profitability. 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.
4. Debt Management Policies

Singapore's external public debt was a negligible US $7.2 million at the end of
1993, and its debt service ratio is less than 0.1 percent. Singacore's budget sur-
pluses and mandatory savings have allowed the government wide latitude In sup-
porting infrastructure, education, and other programs contributing significantly to
national development.
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5. Significant Barrier. to U.S. Export.
Singapore has one of the world's most liberal and open trade regimes. Nearly 99

percent of imports enter duty free. Import licenses are not required, customs proce.-
dures are mlinmal and highly efficient, the standards code ts reasonable and the
government actively encourages foreign investment. All major government procure.
ment is by international tender. The Government ratified the Uruguay Round GATT
accord on October 18,,1994.

Singapore maintains some market access restrictions In the services sector. Local
retail-bialng is limited to those foreign banks with full or restricted licenses-theMonetary Auhority of Singapore has-issued no new ones to foreign or domestic
banks since 1970, as it considers Singapore over-banked. Foreign bknks hold over
half the retail licenses. Foreign retail banks are not allowed additional branches or
ATM machines although local banks are allowed to expand. No new licenses for di-
rect (general) insurers are being issued, although re-insurance and captive insur-
ance lcenses are freely available. Foreign companies hold about three-quarters of
the 68 direct Insurance licenses. Foreign securities firms are not permitted to have
full membership In the Stock Exchange of Singapore.

The telecommunications sector has been steadily liberalized since 1989. There are
no restrictions on the sale of telecommunications consumer goods except that they
must meet the technical standards set by the Telecommunications Authority of
Singapore (TAS). Provision of value-added network services (VANS) have also been
liberalized. Newly listed on the stock exchange Singapore Telecom's monopoly to
provide basic telecommunication services will end in 2007.
6. Export Subsidies Policies

Singapore does not subsidize exports although it does actively promote them. The
government offers sinl|ficant incentives to attract foreign investment, almost i11 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 has taken concrete measures in recent years to improve its level of in-
tellectual property protection. Singapore recently became a member of the World In-
tellectual Property Organization (WIPO), and has already ratified the Uruguay
Round Accord including the TRIPS provisions. Singapore is not a party to the Borne
Convention or the Universal Copyright Convention. In 1987, following close con-
sultation with the U.S. Government, Singapore enacted strict, comprehensive copy-

right legislation which relaxed the burden of proof for copyright owners pressmig
charges, strengthened civil and criminal penalties and made unauthorized posses-
sion of copyrighted material an offense in certain cases. In January 1991, Singapore
similarly strengthened its Trademark Law. In 1994 Singapore enacted a new Pat-
ents Act.

Problem Areas
Patent Law: Singapore enacted a new Patents Act in October 1994 which was de-

signed to introduce local patent registration (previously patents had to be registered
in the United Kingdom before being registered in Singapore). US. companies dislike
several provisions of the new law (chiefly in the compulsory licensing area) and a
number of provisions do not conform to the TRIPS agreement. The Singapore gov-
ernment has pledged not to invoke the new compulsory license provisions, and-has
promised to bring the patent law into full compliance with TRIPS provisions within
the next several years.

Copyrights: The problem of pirated computer software in Singapore has signifi-
cantly lessened in the past year as the government has taken a more active stance.
In response to concern expressed by the U.S. government and several intellectual
property protection associations, Singapore markedly stepped up enforcement of
copyright protection in 1994, including government prosecution of one case which
resulted in a felony conviction and jail/sentence. As a result of sateppod up enforce-
ment, copyght infringement in the computer and software areas has been signifi-
cantly reduced in 1994. In response to motion picture and phonographic industry
complaints that the Singapore government is not doing enough to stem the importa-
tion and transshipment of pirated videos and compact disks, Singapore's Board of
Censors has begun to screen for phiated materials before issuing censorship seals.

Industry associations have estimated losses due to compulsory licensing provisions
of the patent law total approximately US $5 million. Software piracy losses have
been significantly reducedlsince last year when the industry loss estimate was US
$32.2 million. We have no industry estimates for this year.
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8. Worker Rights
Article 14 of the Singapore's constitution gives all citizens the right to form asso.

ciations, including frade unions. Parliament may, however, based on security, public
order, or morality grounds impose restrictions. The right of association is delimited
by the Societies Act and, labor and education laws and-regulations. In practice, com-
munist labor unions are not permitted. Singapore's labor force numbered 1.64 mil.
lion in 1993, with some 236,000 workers organized in 85 trade unions. Ninety-nine
percent of these workers in 80 unions are affiliated with an umbrella organization,
the National Trades Union Congress (NTUC), which has a symbiotic relationship
with the government. The NTUCs leadership is made up mainly of Members of Par-
liament belonging to the ruling People's Action Party (PALP). The Secretary-General
of the NTUC is also an elected Minister without Portfolio in the Prime Minister's
Office.

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

Under sections of Singapore's Destitute Persons Act, any indigent person may be
required to reside in a welare home and engage in suitable work. The Government
enfors the Employment Act which prohibits the employment of children under 12
years and restrict children under 16 from certain categories of work. The Singapore
labor market offers relatively high wage rates and working conditions consistent
with international standards. However, Singapore has no minimum wage or unem-
ployment compensation. Because of a continuing labor shortage, wages have gen.
eraly stayed high. The government enforces comprehensive occupational safety and
health laws. Enforcement procedures, coupled with the promotion of educational and
training programs reduced the frequency of job-related accidents by one-third over
the past decade.'Fhe average severity of occupational accidents has also been re-
duced.

U.S. firms have substantial investments in several sectors of the economy, includ-
ing petroleum, chemicals and related products, electric and electronic equipment,
transportation equipment, and other manufacturing areas. Labor conditions in these
sectors are the same as in other sectors. The growing labor shortage has forced em.
players mainly in the electronics industry to hire many unskilled-foreign workers.
Over 360,000 foreign workers are employed legally in Singapore, 22 percent of the
total wor. force. The government controls the number of foreign workers through
immigration regulation and through levies on firms hiring them. Foreign workers
face no legal discrimination, but, because they are mostly unskilled, they are gen-
eral paid less than Singaporeans.

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

(Millions of U.S. dollars]

Category Amount

Petroleum ................................................................................. 1,937
Total M anufacturing ............................................................... 4,632

Food & Kindred Products ................................................... 86
Chemicals and Allied Products ........................................... 525
Metals, Primary & Fabricated....................... 30
Machinery, except Electrical .............................................. 1,796
Electric & Electronic Equipment.................... 1,873
Transportation Equipment ................................................. (1)
Other M anufacturing .......................................................... (1)

W holesale Trade ...................................................................... 1,076
Banking .................................................................................... 469
Finance/Insurance/Real Estate .............................................. 356
Services ..................................................................................... 187
Other Industries ...................................................................... 125
TOTAL ALL INDUSTRIES .................................................... 8,782

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

Billions or U.S dona unless othwwis noted

1i99 iNS 1994'

Income, Productlon and Emplkymeni:
Real GDP (1991 prices)......................
Real GDP Growth (pct.).....................
GDP (at current prices)......................
By Sector.
Agriculture......................
Energy/Water....................
Mining/Quarrying .....................
Manufacturing ...............................
Construction ....................................................
Commercial Services.......................
Transport/Commu nications ...............
Financial Services........................
Government/Other Services..................

Net Exports of Goods & Services................
Real Per Capita GDP (USD-1986 prices) ..........
Labor Force (000s)..........................
Unemployment Rate (pct.)....................

Money and Prices (annual percentage growth):
Money Supply (M2)..........................
Base Interest Rates. .. . . . . . . . . . . . . . . . .......
Personal Savings Rate......................
Retail Inflation ...............................................
Wholesale Inflation........................
Consumer Price Index (1991 base)...............
Exchange Rate (DoUar/NTD)s

Official.........................,
Unofficial ...........................................................

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

Exports to USS............. .... ...
Total Imports (CIF)'4............................

Imports from US .......................................
Aid from US."...o....o..... . . .. . . .. . . . . .. . . . . . . ...
Aid from Other Countries ...........................
External Public Debt ......................................
Debt Service Payments (paid) ....... .......
Gold and Foreign Exch. Reserves .....................
Trade Balance......................

Trade Balance with U.S ...........................

176.3
6.5

206.6

7.3
5.9
1.1

67.9
10.7
33.7
13.0
39.7
27.3

5.1
8,538
8,765

1.5

16.6
8.2

-7A
4.5

-3.7
104A7

178.6
6.2

216.4

7.8
6.0
1.3

68.5
11.9
35.7
13.9
43.3
28.0

4.0
8,568
8,864

1.5

15.1
7.9

-1.6
2.9
2.5

107.54

188.6
6.2

234.2

7.9
6.4
0.8

72.5
13.2
15.4
15.4
49.5
29.4
3.4

8,936
9,100

1.5

15.0
7.6

-2.9
3.8
1.9

111.66

0.03946 0.03787 0.03789
0.03964 0.03779 0.03794

81.5
23.6
72.0
15.8
43.0

0
0.5
2.1

88.3
9.5
7.8

85.1
23.6
77.1
16.7
34.2

0
0.4
1.8

89.3
8.0
6.9

90.5
23.9
83.5
18.0
26.5

0
0.3
1.7

97.0
7.0
5.9

11994 figures are estimates based on data from the Directorate Generalrof Budget, Accounting and Statis-
ti"c, atrpolated from data available as of September 1994.

2W~arfy average of the prime rate listed by the Bank of Taiwan.
'Average of fgure. at the end of the month.4Taiwan Ministry of Finance figures for merchandise trade.
sOutstanding debt owed. AID disburemments stopped in 196&.

1. General Policy Framework
Over the past four decades, Taiwan has produced one of the world's major eco.

nomic success stories, achieving annual economic growth averaging nine percent be-
tween 1952 and 1993. Real gross national product (GNP) increased six percent In
1993 and is expected to expand by another six percent in 1994. Per capita GNP was
$10,553 in 1993. Taiwan holds foreign exchange reserves of about $91 billion, more
than any country except Japan. Prices rose 2.9 percent in 1993 and are expected
to rise about 3.5 percent in 1994.
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Taiwan's increasing economic prosperity has been accompanied by a major struc.
tural transformation. Appreciation ofthe New Taiwan Dollar (NTD) and rising labor
and land costs have led many manufacturers of labor intensive products such as
toys, apparel and footwear to move offshore, mainly to southeast Asia and mainland
China. Industrial growth is now concentrated in capital and technology intensive in-
dustries such as petrochemicals, computers, and electronic components, as well as
consumer goods industries such as food processing. Taiwan's economy continues to
be export oriented, with exports accounting for 44.5 percent of GNP. In the past sev-
eral years, GNP growth has been driven by increases in domestic consumption, in-
creased public spending on infrastructure, and private investment.

Falling official savings and growing public expenditures have caused public debt
to increase steadily. This has compelled the local authorities to rely more on bonds
and bank loans to finance major expenditures. Consequently, outstanding public
debt has climbed, fast reaching almost 109 percent of the total central budget for
Taiwan's fiscal year of 1995 (July 1, 1994 to June 30, 1995). While defense spending
still accounts for the largest share of public expenditures, it is falling in both abso.
lute and relative terms. The greatest pressure on the budget currently comes from
growing demands for social welfare spending.

In the course of multilateral General Agreement on Tariffs and Trade (GATT) ne-
gotiations, Taiwan has committed to liberalize its trading regime in many sectors:
manufactured products, agricultural products, and services. Taiwan hopes to accede
to the GATT and its successor organization, the World Trade Organization (WTO),
by early 1995.
2. Exchange Rate Policy

Taiwan has a floating exchange rate system in which bankers and their customers
set rates independently of the authorities. Taiwan authorities, however, control the
largest banks authorized to deal in foreign exchange. Foreign banks account for one-
quarter of foreign exchange business, and the number of private domestic banks ob-
taining permits for foreign exchange dealing is increasing steadily. The exchange
rate has been fairly stable at about one US. dollar equals 25-27 NT dollars since
the major appreciation from one U.S. dollar equals 40 NT dollars in 1985.

The Central Bank of China (CBC) intervenes in the foreign exchange market
when it feels that speculation or "drastic fluctuations' in the exchange rate may im-
pair the normal function of the market. Two tools the CBC uses to influence theforeign exchange market are restrictions on banks' overbought and oversold posi-
tions and limits on the foreign liabilities banks can incur. Trade-related funds flow
freely into and out of.Taiwan, although the CBC maintains restrictions on the move-
ment of funds in capital accounts. In the past year the local authorities have, how.
ever, relaxed a number of restrictions on capitalaccount transactions.
3. Structural Policies

The Taiwan authorities have committed themselves to further reducing state di-
rection of the macroeconomy and to pursuing a policy of privatization. At present,
however, lare state-run enterprises still account for nearly one-third of the econ-
omy. Electricity water, petroleum products, transportation, sugar, steel, the domes.
tic production of cigarettes and alcoholic beverages, and banking are all either part-
ly or entirely in the hands of state-owned firms. To meet the goal of accession to
the GATr, the authorities said they will reduce the scope of state control by permit.
ting private firms to generate up to 20 percent of electricity. A private firm has al-
ready begun to build a naphtha cracker.

Pricing is generally left to the private sector, but is distorted by high tariffs on
some sectors. The authorities have set up the Fair Trade Commission to thwart non-
competitive pricing systems, but state-run firms can apply on a case-by-case basis
to obtain five-year exemptions.

In March 1994, the Taiwan authorities cut tariffs on industrial products at the
behest of the United States, the latest in a series of tariff cuts Taiwan has imple-
mented in recent years. The authorities have not however, reduced tariffs on an.
other 758 items requested by the United States. Taiwan's tariff and pricing struc-
ture on agricultural products in particular pose obstacles for U.S. exports, with tar-
iffs on some agricultural goods running as high as 40-50 percent, and imports of
products such as rice, peanuts, small red beans, sugar, chicken meat, duck parts
and some pork products being banned. Retail food prices are higher than those that
would prevail in a more liberalized market due to high import duties, commodity
taxes on diluted fruit and vegetable juices, protected agricultural production, and an
inefficient distribution system characterizedby layers of high markups. The Taiwan
Tobacco and Wine Monopoly Bureau (TWMB), which has a monopoly on the do.
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mesticproduction of cigarettes and alcoholic beverages, guarantees artificially high
pricesfor tobacco, rice, grapes, and other products.

4. Debt Management Policies
Taiwan is virtually free of foreign debt. By the end of June 1994, Taiwan's Iong

term outstanding external public-debt totaled $389 million, compared to gold and
foreign exchange reserves or nearly $96 billion. These international reserves suffice
to meet Taiwan's capital requirements for 15 months of imports. Taiwan's debt serv-
ice payment In 1993 totaled $1.8 billion, accounting for only 1.9 percent of exports
of goods and services. With these huge international reserves in hand, Taiwan's
central authorities and state-owned enterprises see little need to incur foreign debt
even with the spending anticipated for the six-year national development plan and
growing demands for dJomestic welfare spending. As of June 30, 1994, the outstand-
ing external public debt accounted for less than one percent of the central authori-
ties' total outstanding public debt.

Loans committed by the Taiwan authorities to the world exceeded $1 billion at
the end of 1993. This number includes credit supplied by the Ministry of Foreign
Affairs and the International Economic Cooperation Development Fund (IECDF) but
does not include credit from state-owned banks. In 1993 and 1994, the IECDF of-
fered low-interest loans to the Philippines to convert Subic Bay into an industrial
zone. Through a relending arrangement, it provided low-interest loans to Vietnam
to build highways and industrial-parks and finance small business firms' imports
from Taiwan. Taiwan has also made contributions to the Central American Bank
for Economic Integration, European Bank for Reconstruction and Development, and
Asian Development Bank (ADB). In addition, the ADB has floated bonds in Taiwan.
5. Significant Barriers to U.S. Exports

The persistent U.S. trade deficit with Taiwan has been steadily shrinking. Tai-
wants accession to GATT/WTO will open markets for goods and services in which
the United States is competitive but will also remove area restrictions which favored
U.S. suppliers by restricting some other nations' imports to Taiwan.

Import licenses: On July 1, 1994, Taiwan simplified its import procedures for its
8,500 import categories by implementing a negative list. This list increases the per-
centage of import categories exempt from controls from 34 percent to 85 percent.
There are 765 items that require approval documentation from relevant authorities
for Customs examination during customs clearance. Another 474 items are imported
under special conditions: 320 items require import permits from the Board of For-
eign Trade (BOFT) and 154 require pro forma notarization by banks. Imports are
banned for 247 items, including ammunition, rice chicken meat and some fruits (ba.
nanas, papayas, guavas, pineapples and mangoes.

Services Barriers: In the past one and ashalf years, Taiwan has removed many
discriminatory limits on foreign securities firms, insurance companies, and banks,
including those affecting branching, NT dollar deposits, and scope of business. Re-
maining services barriers include:

Financial: The local authorities limit foreign ownership of securities investment
and trust companies, local brokerage firms-dealing in offshore futures, and local
companies listed on the Taiwan Stock Exchange (TAIEX). Foreign individuals are
prohibited from trading in shares on the TAIEX.

Legal: Foreign law firms that wish to operate in Taiwan must either set up as
a consulting firm or enter into a partnership with a local firm.

Insurance: Taiwan prohibits mutual insurance companies. Under current regula-
tions, setting up a branch for a foreign newcomer can be a lengthy process: the for-
eign applicant must have one year of-experience in Taiwan as a representative office
be applying to become a branch, and it needs five years of experience dealing
with Taiwan before it can establish a representative office.

Transportation: Taiwan does not permit foreign ocean carriers to truck containers
to their ultimate destinations on the island.

Telecommunications: US. firms are not allowed to provide basic or "type 11"
value-added network (VAN) services such as information storage and retrieval, in-
formation processing, remote transactions, and electronic data interchange.

Motion Pictures: Taiwan restricts the import of foreign film prints to 24 per title
(up from 16 as of October 1, 1994). No more than nine theaters in any municipality
may show the same foreign film simultaneously.

andards, Testing, La eling, and Certification: Taiwan has committed to join the
GATT Code on Technical Barriers to Trade as part of its GA0T/WTO accession proc-
ess. Among the existing requirements which particularly affect U.S. products are
those pertaining to agriculture. Taiwan's lack of an internationally accepted set of
pesticide tolerance levels for imported fruits and vegetables sometimes impedes



100

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 certain beverages.
Imported agricultural goods are routinely tested while local agricultural products
usually are not. The authorities determine the purity of imported fruit juices using
an amino nitrogen test, a purity standard that is uniquely stringent.

Investment Barriers: Taiwan welcomes foreign investment, which it recognizes
contributed to Its development. It is reducing remaining investment barriers both
as part of its GATF/WTO accession process and as part of its drive to become a re-
gional operations center. Foreign investment is prohibited, however, in such indus-
tries as agriculture, basic telecommunications, broadcasting, cigarette manufacture
and liquor distilling. Equity participation Is limited in several other Industries, In-
cluding shipping, mining and securities trading. Local content requirements, phased
out for most manufacturing industries, remain in place for the automobile and mo-
torcycle Industries. Foreign administrative personnel are limited to no more than
five per company, with the exact number allowed dependent on business volume and
the size of the investment. Foreign individuals are not allowed to purchase shares
on Taiwan's stock market. An institutional investor may invest no more than $200
million on the stock market. A ceiling of $7.5 billion exists for all foreign institu.
tional investment. A foreign institutional investor may only remit invested principal
three months after his funds have arrived in Taiwan. Capital gains may only be re-
mitted one year after funds have arrived in Taiwan.

Procurement Practices: In theory, public procurement which exceeds NTD 50 mil-
lion ($1.87 million) should go through the state-owned Central Trust of China. How-
ever, numerous exceptions to this policy have created a situation in which most pro.
curement actions (by value) are not done by the Central Trust of China. In addition,
each agency has its own set of procurement regulations and practices (often unwnt-
ten), making the process cumbersome, confusing, and lacking in transparency. Fur.

Sthermore, Taiwan commissioning agencies frequently impose unprofitable contract
terms such as lengthy warranties, unlimited potential damages and contingent li.
abilities, and expensive bond requirements. Short lead times on major tenders fur-
ther tend to restrict foreign participation. Taiwan's Industrial Cooperation Programs
(ICPs) represent a form o set and are becoming more prevalent. The ICPs require
foreign vendors to propose programs that transfer technology, procure locally, and
assist with marketing. Taiwan-has informed GATT members of its desire to nego-
tiate adherence in the Uruguay Round Agreement on Government Procurement.

Customs Procedures: Taiwan has agreed to abide by the GATT customs valuationcode, but still uses reference prices for certain agricultural imports. In order to sim-
plify customs procedures Taiwan's customs authorities have implemented an auto.
mated clearance system for air cargo whereby firms and forwarders can process doc-
uments with customs by computer linkup. The authorities planned to implement a
similar automated system for sea cargo in November 1994. Importers who open a
deposit with customs can clear merchandise first and pay tariffs later.
6. Export Subsidies Policies

The Taiwan authorities generally refrainfrom using subsidies and tax policies to
subsidize exports, but exceptions do exist. Exports of rice and sugar enjoy indirect
subsidies through guaranteed purchase prices higher than world prices. Producersof some fruit, poultry, and livestock receive financial assistance with packaging,
storage, and. shipping via marketing cooperatives and farmers associations. Rice cx-
ports are prima-ily humanitarian aid and the small amount of sugar exports (pro-
duced solely by a state-run company) virtually all go to the United States to main-
tain the US. qS.ota for Taiwan. The TTWMB guarantees prices for products which
are used as materials for tobacco and alcoholic goods. In addition, Taiwan authori-
ties offer guaranty prices for a part of rice and other cereal crops produced by farm-
ers.
7. Protection of U.S. Intellectual Property

Taiwan's protection of intellectual property rights (IPR) has improved substan-
tially in the past few years. A series orfimportant laws have been passed since 1992
including revised copyright, patent and trademark laws, a U.S.-Taiwan bilateral
copyright agreement, and a cable television law. Together with new legislation cur-
rently under consideration to protect integrated circuits and trade secrets, these
laws give Taiwan an IPR legal structure consistent with GATT TRIPS text stand-
ards. Improved enforcement efforts, including the establishment of computerized ex-
port monitoring systems for computer software and trademark goods, have led to
a reduction in computer software, video, laser disc and compact disc piracy. Incon-
sistent decisions by Taiwan's trademark and patent examiners highlight the need
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for better training and more standardized examination and registration procedures.
Taiwan is on the Special 301 watch list. Taiwan Is not a member of any major mul.
trilateral intellectual property conventions.

Patents: The revised patent law replaced most criminal penalties for patent in-
fringement with tougher civil penalties. US. companies are concerned that, in light
of Taiwan's relatively undeveloped civil law system, penalties are insufficient to
deter infringement.

Trademarks: Counterfeiting of famous name products has decreased, but remains
a problem. Taiwan's voluntary export monitoring system for trademarked goods
should help if enough U.S. firms choose to participate.

Copyrighýs: The export of counterfeit copyrighted goods has dropped markedly.
The unauthorized copying of computer software and manufacture of counterfeit
video games remain problems.

New Technologies: Inspection and monitoring efforts by the authorities have
sharply reduced the unauthorized use of copyrighted programming on cable tele-
vision. Taiwan courts have not yet taken a clear position on the legality of the
retransmission of unencoded satellite signals.

The International Intellectual Property Alliance estimated that the piracy of soft-
ware, movies, music recordings and books in Taiwan cost US. companies $150 mil-
lion in 1993.
8. Worker Rights

a. The Right of Aasociation.-As a democracy, Taiwan has a large number of inde-
pendent labor organizations. Many of these organizations, however, lack a firm legalfooting and the right to demand collective bargaining, because they are not reg-
istered under Taiwan's Labor Union Law (LUL). According to the LUL, all workers
(except for civil servants, teachers, and defense industry workers) can organize
trade unions, but only after obtaining the approval of the authorities. The LUIL for.
bids the emergence of competing trade unions and confederations. Most of the 3,654
officially registered labor unions have close relations with management and the rul-

SKuomintang (KMT) party.
. The Right to Organize and Bargain Collectively.-The LUL, the Law Governing

the Handling of Labor Disputes, and the Collective Agreement Law give workers the
right to organize and bargain collectively. These laws further stipulate that employ-
ers may not refuse employment to, dismiss, or otherwise unfairly treat workers on
the basis of their union membership or participation in mediation and arbitration.
In practice, however, employers have at times ignored these laws without suffering
any legal action. As of June 1994, 293 formal collective agreements were in force,
about the same number as in 1993. Collective bargaining agreements exist mainly
in large-scale enterprises, which account for less than five percent of the enterprises
on Taiwan.

c. Prohibition of Forced or Compulsory Labor.-Under the Labor Standards Law
(LSL), forced or compulsory labor is prohibited. Violation of the law is punishable
by a maximum jail sentence of five years. The only reported cases of forced labor
involved prostitution.

d. Minimum Age of Employment of Children.-The LSL stipulates that the mini-
mum age for employment is 15 years (i.e., after compulsory education ends). Child
labor is rare in Taiwan. As of October 1994, the authorities had approved the em-
ployment of 11,915 minors between 15 and 16 years old by manufacturing indus-
tries.

e. Acceptable Conditions of Work.-The LSL limits the work week to 48 hours (8
hours per day, 6 days per week). The LSL also has provisions for leave, overtime
pay, retirement pay and minimum wages. In August of 1994, the authorities raised
the minimum monthly wage by about 5 percent from the equivalent of $510 to $540.
The average monthly wage in the manufacturing sector averaged the equivalent of
$1,110 in 1993. In addition to wages, employers typically provide additional pay-
ments and benefits, including an 80 percent labor insurance premium, the distribu-
tion of labor welfare funds, and meal and transportation allowances to workers.

f. Rights in Sectors with U.S. Investment.-U.S firms and joint ventures generally
abide by Taiwan's labor regulations. In terms of wages and other benefits, U
firms tend to provide model work conditions. Worker rights do not vary significantly
by industrial sector. Working conditions, however, tend to be relatively better in the
information and electronics industries and relatively worse in the footwear and
sporting goods industries.
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Extent of UA. Investment in Selected Industries--U.S. Direct
Investment Position Abroad on an Historical Cost Basis--1993

[Millions of U.&. dollars

Amount

Petroleum ....................................................... (.)
Total Manufacturing ............................................................... 1,896

Food & Kindred Products.......................... 80
Chemicals and Allied Products ........................................... 802
Metals, Primary & Fabricated ............................................ (1)
Machinery, except Electrical .............................................. 87
Electric & Electronic Equipment ....................................... 775
Transportation Equipment ................................................. (1)
Other Manufacturing .......................................................... 72

Wholesale Trade ...................................................................... 454
Banking .................................................................................... 401
Finance/Insurance/Real Estate .............................................. 144
Services .......................................................................... .......... 79
Other Industries ...................................................................... (1)
TOTAL ALL INDUSTRIES .................................................... 3,096

1Suppressed to avoid disclosing data of Individual companies.
8ourL U.S. Department of Commerce, Bureau of Economic Analysis.

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

1992 1993 19941

Income, Production and Employment:
Real GDP (1988 prices).......................
Real GDP Growth Rate (pct.)...................
GDP (at current prices).......................
By Sector:

Agriculture ........................................................
Energy/W ater ...............................................
M anufacturing .................................................
Construction ...................................................
Rents ................................... ..................
Financial Services.........................
Other Services .............................................
Government/Health/Education .......................

Net Exports of Goods & Services................
Per Capita GDP (current USD) ...........
Labor Force (000s)...........................
Unemployment Rate (pct.).....................

Money and Prices (annual percentage growth):
Money Supply (M2).........................
Base Interest Rate....................
Personal Savings Rate.......................
Retail Inflation ................................................
Wholesale Inflation.........................
Consumer Price Index.......................
Exchange Rates (B/USD avg.).

Official ..............................................................
Parallelf.* .............................................

89 934
7.9

111,495

13,446
2,579

31,233
7,523
3,008
7,079

42,438
4,189

-5,533
1,930

32,420
3.0

15.6
11.5
4.9

N/A
0.2
4.1

25.40
N/A

97,595
8.2

124,772

12,472
3,053

35,578
8,578
3,237
9,019

48,162
4,673

-6,310
2,130

33,100
3.2

18.4
10.25

N/A
N/A

-0.4
3.3

104,857
8.0

140,321

13,838
N/A

38,975
N/A
N/A
N/A
N/A
N/A
N/A

2,351
33,800

3.3

112.6
11.5
N/A
N/A
53.1
34.9

25.32 225.22
N/A N/A

Catepry
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Key Economic Indicators-Continued
[Mifllons of Ut. dollars unless otherwise noted)

19 92 1993.19941

Balanc of Payments and Trade:
Total Exports, (FOB) O......... 32,466 37,159 2 28,360

Exports to U.S............. 7,284 7,287 '6,046
Total Imports (CIF) .............................................. 40,679 46,242 234,448

Imports from U.............................................. 4,772 5,373 '3,985
Aid from U.S. (FY-DA obligation) ....................... 0.7 6.4 5.1
Aid from Other Countries (FY) ........................... N/A N/A N/A
External Public Debt (LT) ................................... 12,518 14,171 414,973
Debt Service Payments (paid) ............................. 4,713 5,391 4 1,658
Gold and Foreign Exch. Reserves .................. 21.2 25.4 29.1
Trade Balance ................................................. -8,213 -9,083 2 -6,088

Trade Balance with U.S ................................... 2,512 2,614 22,061
N/A-Not available.IPreliminary estimates based on data available, October 1994.
'January through Auguat (eight months).
$January through September (nine months).4PirSt Quarter 1994.
#June 1993-June 1994.
Sources Bank of Thailand. Thai Ministry of Commerce, Thai National Economic and Social Development

Board, U.S. Department of Commerce and U.S. Embassy estimates.

1. General Policy Framework
Thailand's economic development policies are based on a competitive, export.ori-

ented, free market philosophy. Its economy is in transition from an cultural
economy to a more open and broadly based one with a large manufacturing sector.
Although the majority of the Thai labor force remains engaged in agricultural pro-
duction, this sector now accounts for only 12 percent of GDP. Manufacturing, whole.
sale and retail trade and service industries are the most rapidly growing sectors and
now account for almost two-thirds of Thailand's GDP.

Real economic Mrwth averaged over 10 percent from 1987 to 1991 and has since
hovered around eight percent.-Economic growth and investment have slowed mod-
estly and the political events of May 1992, which culminated in violence, tempo-
rarily undermined domestic and foreign in vestor confidence. However, ce Thai
economy remains fundamentally strong and has rebounded in the intervening two
years. Recorded flows of foreign direct investment fell to $1.5 billion in 1993, down
'rom $2 billion in 1992. Export continued to expand to record levels during the first

eight months of 1994, to $28 billion. The Thai government estimates that total Thai
exports for 1994 will reach almost $48 billion, up 18.5 percent over 1993. Barring
further domestic or external shocks, Thailand should maintain solid economic
growth in the seven to eight percent range for the foreseeable future.

The Chuan government, which took office following free elections In September
1992, has maintained the general direction of economic liberalization making mod-
est additions In some areas. It has also stressed addressing imbalances created
through rapid industrialization by emphasizing rural development and reducing dis-
parities in the distribution of income..

Rapid growth has had its drawbacks: infrastructure bottlenecks remain a problem
and environmental degradation has worsened considerably in recent years. |r unre-
solved, Thailand's infrastructure bottlenecks and shortages of skilled personnel will
limit the pace of future growth. Metropolitan Bangkok's public works (communica-
tions facilities, roads and mass transit) are already overtaxed and will come under
increasing pressure.

A drought in northern provinces during 1993 reduced agricultural output depend-
ent on Irrigation and reduced water supplies to the Bangkok metropolitan area in
1994. Abundant rainfall in 1994 however, has largely refilled reservoirs to capacity.
Severe flooding in the north of lhailand during August 1994 destroyed some croas.
Added to changes In Thai policies which reduced production, this has led to n-
creased prices or agricultural goods in 1994.

The average amount of schooling for the Thai work force is less than six years,
the lowest in the Association of Southest Asian Nations (ASEAN). The level of edu-
cation of the work force will have to be raised to maintain Thailand's development
W ace and competitiveness with neighboring countries which have lower wage rates.

e Thai government is fully aware of this problem and is in the process of expand-
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ing mandatory years of schooling from six to nine. Wage gains continue to outpace
substantially the growth of the consumer price index.

For the past six years Thailand has experienced a substantial government budget
surplus as revenues were fueled by growth and government Investment expendi-
tures for major infrastructure projects lagged. For 1993 the government's overall
surplus reached $2.7 billion, 2.2 percent of GDP.
2. Exchange Rate Policy

Since November 1984 the Thai baht has been pegged to a basket of currencies
of principal trading partners. The composition of the laket 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 arallel market in Thailand. Global currency realignments since 1985, and espe-
ciay the recent appreciation of the Japanese yen and the Thai baht against the
U.S. dollar have tended to make US. exports to Thailand more price competitive.

In May 1990 the Thai government announced a series of measures to liberalize
significantly the exchange control regime. It accepted the obligations of the Inter.
national Monetary Fund's Article VIII which prohibits members from restricting
current 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 preapproval and on
spen ng by Thai tourists and businessmen abroad._In April 1991 andMay 1992 ad.
ditional rounds of foreign exchange liberalization substantially simplified oreign ex-change reporting requirements and allowed banks to offer foreign currency accounts
to individuals and businesses. The central bank also raised limits on Thai capital
transfers abroad and allowed free repatriation (net of taxes) of investment funds,
dividends, profits and loan repayments. It allowed exports to be paid for in baht
without prior permission and companies to transfer foreign exchange between sub.
sidiaries without having to change those funds into baht.
3. Structural Policies

The appointment of the first Anand administration in March 1991 set the stage
for a flurry of legislative and regulatory reforms. The Anand government reduced
market distortions, made tax policies more transparent and, in general, liberalized
the domestic market. Although the nation's trade and current account deficits are
large in relation to total GDP, the overall balance of payments remains in surplus
because of tourism earnings and large inflows of foreign capital. This payments sur-
plus and a substantial budgetary surplus have allowed the Thai government to re-
duce customs duties and liberalize its import regime. A wider reform of the import
regime, reducing the number of tariff rates and eliminating most tariffs above 30
percent is being pursued. Thailand began implementing the ASEAN Free Trade
Area's (AFTA) tariff reductions in January 1993. Although it began slowly, AFTA
has picked up speed as the six member nations (Brunei, Indonesia, Malaysia, Phil.
ippines, Singapore and Thailand) have started seeing results. At the September
1994 meeting of the ASEAN Economic Ministers in Chiang Mal, the AFTA members
agreed to reduce the 15 year implementation schedule to 10 years, gradually to
eliminate the exclusion list of protected items and generally to expand AFTA from
a tariff reduction scheme into a real free trade area. Thailand has been one of the
leading proponents of this effort. Thailand's trade relations have traditionally been
oriented toward distant markets, particularly North America, Europe, and a ian.
but the government sees the ASEAN Free Trade Area increasing intra-ASEAN
trade as well.

Beginning in 1992 the Thai government implemented a major reform of its tax-
ation system. In 1992 the government increased personal income tax deductions andlowered the top marginal tax rate to 37 percent and unified the corporate income
tax rate at 30 percent. The government is considering a further reduction to 25 per-
cent to attract more investment. On January 1, 1992 Thailand implemented a value
added tax (VAT) system, replacing a multi-tiered business tax with a single rate of
seven percent on value added. U.S. transportation and shipping companies in Thai-
land are at a competitive disadvantage vis-a-vis firms from third countries which"zero rate" Thai companies under their own VAT systems. Since the United States
does not have a VAT system, U.S. firms are "exempt" from the Thai system and
unable to claim rebates for taxes paid on inputs. Firms which are "zero rated" are
able to offset VAT paid on inputs in paying their own taxes.
4. Debt Management Policies

Domestic credit is expanding, helping fuel some of the growth in consumption in
the economy. Domestic credit expanded 18 percent in 1992, 19.6 percent In 1993 and
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is projected to grow by over 30 percent In 1994; growth for the first nine months
of 1994 has been greater than in all of 1993. The prime rate has declined from 14
percent In 1991 to 12 per cent In 1992 and 11 percent in 1993. It will be between
1I and11.5 percent for 1994. Rates for one-year fixed deposits have declined from

10.5 percent to seven percent over the same period. With the disparity between rel-
atIvely high domestic rates and declining international lending rates, Thai private
sector external borrowing has grown rapdldy since 1990 when private external debt
was almost $14 billion, reaching $25 billion in 1991, 30 billion in 1992 and $36
billion in 1993. Net capital inflows almost completely via the private sector, rose
from $9.8 billion In 1992 to$ 11 billion in 1993 and reached $10.5 billion as of Au-
gst 1994. Total public sector debt was about $13 billion in 1992 and $14 billionn 1993. The total debt service ratio (including private and short term debt) was
10.5 percent in 1991, 11.2 percent in 1992 and 11.3 percent in 1993. The public sec-
tor debt service ratio was about four percent in 1993.
5. Significant Barriers to U.S. Exports

Import duties range from zero to 68.5 percent ad valorem, along with other spe-
cific taxes of an equivalent or higher rate. These Import duties, which have a
weighted average of only 16.03 percent, were assessed on all Imports In 1993,in-
cluding agricultural imports, especially processed food products, and many manufac-
tured goods, greatly limiting the market for these goods..The Thai government Is
pursuing a broad reform of its import regime and customs duties overall will be sig-
niflcant-y lower, but It remains unclear-how agricultural products will be affected.
Thailand has also offered to lower duties on some agricultural products as part of
the Uruguay Round. There are presently six classifications of import duties: zero to
five percent on raw materials; one percent for special items such as medical instru-
menu, ships and aircraft; up to 10 percent for intermediate products: 20 percent for
finished products; 30 percent for special production items; and, 68.5 percent for lux-
ury sedans.

Arbitrary customs valuation procedures sometimes constitute a serious import
barrier. The Thai Customs Department keeps records of the highest declared rices
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 CustomsDepartment
reserves the option of using the check price of either the country of origin or the
country of shipment, whichever is higher. These rules are applied to imports from
all nations.

The Thai Food and Drug Administration issues import licenses for food and phar-
maceutical imports. This licensing process can pose an important barrier because of
its cost, duration and demand for proprietary information. Licenses for importers of
food products cost 15,000 baht (about $600). These licenses must be renewed every
three years. Licenses for importers of pharmaceuticals cost 10,000 baht (about $400)
and must be renewed every year. Sample products imported in bulk require labora-
tory analysis at a cost of 1,000 to 3,000 baht (about $40 to $120) per item. Food
products imported In sealed containers (consumer ready packaged) require labora-
tory analysis at a cost of 5,000 baht (about $200) per item. Registration as specific
controlled food items' is required for 39 food products at an additional cost orf5,000
baht (about $200) per item. Registration of pharmaceutical imports costs 2,000 baht
(about $80) per item, with the cost of Inspection of each item an additional 1,000
baht (about $40). Although the Thai Food and Drug Administration has made ef-
forts to streamline the registration process, it usually requires three months or more
to complete. All controlled items must be accompanied by a detailed Hst of ingredi-
ents and a description of the manufacturing process. Some US. suppliers have de-
clined to export to Thailand rather than provide the proprietary information re-
quested.

The Thai Ministry of Commerra requires import licenses on certain raw materials
petroleum, industrial, textile and agricultural products. These licenses can be uses
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 prope4y rights and to comply with
International-obligations. Import licensing is required for 43 categories.of items. In
the food products area, licensing requirements remain for powdered skim milk and
fresh milk, potatoes, soy beans and soy bean oil, mfined sugar, coffee and others.
Corn for animal feed is among those 10 categories which do not need Import licenses
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but must comply with concerned agencies requirements for surcharges, fees or cer-
tificates of origin.

Largely by restricting foreign bank entry, branching and acquisition of Thai
banks, Thai authoritiesUlimit all foreign banks to a very small share of the total
Thai banking market. That share comprises around seven percent of total commer-
cial banking assets at present. Although an existing foreign bank license was bought
in 1994, no new foreign bank licenses have been issued since 1978. However, Thai
authorities regularly approve representative offices of well established foreign
banks. In aggregate, foreigners are limited to a maximum 25 percent shareholding
in each Thai bank; no person or group of related persons, whether Thai or foreign,
may hold more than five percent of the shares of each Thai bank. The Thai govern-
ment has indicated it is reviewing its regulations on foreign bank activities as part
of the extended Uruguay Round negotiations on services and may allow new foreign
bank branches during the next three to seven years.

Foreign banks do not receive national treatment in Thailand. Foreign banks are
prohibited from opening branches and are not permitted to operate off-site auto-
mated teller machInes (ATMs). Recently, regulations were changed to permit foreign
banks to participate in the local ATM network. However, they have been unable-to
negotiate agreements to participate in the ATM network with domestic banks. For-
eign banks are allowed to participate in the Bangkok International Banking Facility
(BIBF), created to develop an offshore banking industry in Thailand. Thai officials
are considering allowing foreign banks participating in the BIBF additional access
to the Thai banking market.

Thai law and regulations limit foreign equity in new local insurance firms to 25
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 are forbidden to engage in the brokerage business. A 1979
law limits all foreign ownership of Thai finance and credit foncier companies to 25
percent; however, a maximum of 40 percent participation in firms already licensed
when the law was enacted is permitted.
6. Export Subsidies

The Government of Thailand ratified the Uruguay Round agreements before the
end of 1994, and became a founding member of the World Trade Organization
(WTO). However it is not a signatory to the GATT subsidies code. It maintains sev-
eral programs which benefit manufactured products or processed agricultural prod-
ucts and may constitute export subsidies. These programs include: subsidized credit
on some government to government sales of Thai rice; preferential financing for ex-
porters in the form of packing credits; and, tax certificates for rebates of taxes and
import duties on inputs for products made for export. Thailand established an ex-
port-import bank in September 1993 which took over some of these functions, par-
ticularly the packing creditprogram. Thai officials say that Thailand is consideiing
acceding to the GATT subsidies code.
7. Protection of Intellectual Property

Improved protection for U.S. copyright, patent and trademark holders has been
one of our most prominent bilateral trade issues over the past several years. Thai-
land has made significant progress in intellectual property protection over this pe.
riod. Most importantly, Thailand passed a revised copyright law which addresses
most of the US. concerns (especially protection for computer software). The law is
expected to go into force in early 1995. This will bring the Thai copyright regime
into conformity with international standards of thel-Uruguay Round agreement
(TRIPS) and the Berne Convention (Paris Act). In addition, the Thai government
has agreed to provide protection through administrative means for certain pharma-
ceutical products not entitled to full patent protection under Thai law. In recogni-
tion of this progrss, Thailand was downgraded from the "priority watch list" to the
"watch list" in November 1994. The U.S. Trade Representative (USTR) has begun
a review of Thailand's status under the Generalized System of Preferences (CS=)
program to determine whether to restore any of the GSP benefits lost in 1989 due
to inadequate intellectual property protection.

Efforts on the part of the Thai government to enforce existing copyright laws have
also improved since 1991, when most enforcement activities against intellectual
property infringement were centralized and relatively ineffective. In December 1991
the U.S. formally concluded a Section 301 investigation of Thailand's copyright en-
forcement in response to a petition filed by three U.S. trade associations. Effo-rts by
both governments to reduce copyright piracy increased in early 1993, with raids by
police expanding to cover computer software and into the provinces. U.S. industry
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associations have been instrumental in securing more energetic enforcement. While
considerable improvements have been made, especially during 1993, copyright pi-
racy of audio and video tapes and computer software remains extensive. The overn-
ment of Prime Minister Chuan Leekpai has publicly stated its commitmenL to con-
tlnuing vigorous enforcement. The Ministry of Commerce set up a special Intellec.
tual Property (IPR) Department in 1992 which is active in coordinating both the
legal structure and enforcement efforts against all forms of violation of intellectual
property. The Prime Minister receives a weekly briefing on the status of enforce-
ment effri.; .ad has seconded an official to the IPR Department to keep him thor-
oughly •,,J•:•aed.

Concerns remain that Thailand's legal procedures do not provide adequate deter-
rence against copyght infringement.'The government has established a special di-
vision in the courts to concentrate on intellectual property matters and has proposed
the creation of an entirely separate intellectual property court, with judges trained
in intellectual property matters. This court, to be known as the Intellectual Property
and International Trade Court, was proposed to the Thai Parliament in September
1994. Thai officials expect that these measures will speed up consideration of copy-
right and other IPR 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. The United States then formally concluded a Section 301 inves-
tigation of Thailand's patent protection of pharmaceuticals, begun in response to a
petition filed by the US. Pharmaceutical Manufacturers Association. Both govern.
ments continue to discuss ways to resolve remaining U.S. concerns over Thailand's
patent protection. Chief among these are finalizing measures to provide the transi-
tional protection lacking in the law.
8. Worker Rights

a. The Right of Association.-The Labor Relations Act of 1975, Thailand's basic
labor law, guarantees to workers in the private sector most internationally recog.
nized worker rights, including freedom of association. Workers have the right to
form and join unions of their own choosing, to decide on constitutions and rules, and
to formulate policies without outside interference. Once a union is established, the
law protects members from discrimination, dissolution, suspension, or termination
because of union activities. In addition, unions have the right to maintain relations
with international labor organizations. In April 1991 the government passed the
State Enteprise Labor Relations Act (SELRA) which denied state enterprise work-
ers 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
and restore those rights. The new legislation was introduced in the fall 1994 session
of Parliament.

b. The Right to Organize and Bargain Collectively.-The 1975 Act grants Thai
workers the right to organize unions and employee associations without outside in-
terference and to bargain collectively over wages, benefits and working conditions.
There are about 600 private sector unions registered in Thailand. Untilthe SELRA
is amended, state enterprise workers, like civil servants, may not form unions, but
are allowed membership in employee associations. The law currently denies the
right to strike to civil servants, state enterprise workers and workers in "essential"
services such as education, transportation and health care. 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.

d. Minimum Age for Employment of Children.-The minimum employment age in
Thailand is 13. Thailand restricts the employment of children between 13 and 15
to light work" in nonhazardous jobs and requires Department of Labor permission
before they can begin work. Employment of children at night is prohibited. The gov-
ernment has announced its intent to increase compulsory education from six to nine
years In the next few years- this will make possible further raising of the minimum
employment age to 15. In the1last 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, although a May 1993 fire in a fac-
tory producing toys for export in which nearly 200 workers were killed demonstrates
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significant gape in enforcement. The government has sought to address these gaps
:by increaýsigthe number of safety inspectors and by increasing the penalties for
voatons. Eha t hour days are the norm and wages and benefits in export indus.
tries usually exceed the legal minimum. However, in Thailand's large informal sec-
tor wage, health and safety standards are often ignored. Most industries have a le.
PlAYmandated 48 hour maximum workweek. The major exception is commercial es-
tablishments, where the maximum is 54 hours. Transportation workers are re-
stricted to no more than 48 hours per week.

f. Rights in Sectrs with U.S. Invedtment..-US. capital investment is substantial
in several sectors of the Thai economy, including petroleum (exploration, production,
refining, and marketing), electronic components assembly and consumer products.
Workers In these sectors, especially those working for US. and other western firms,
usually enjoy labor conditions superior to those of the average Thai worker. the de-
gree of unionization is greater, wages and benefits are higher, and health and safety
standards are better. Child labor is rare or nonexistent among large multinational
rfrms.

Extent of U.S. Investment in Selected Industries.-U.S. Direct
Investment Position Abroad on an H-istorical Cost Basis-1993

[Millions or U.9. dollars)

Category Amount

Petroleum ................................................................................. 1,011
Total M anufacturing .............................................................. 863

Food & Kindred Products .............................................. .49
Chemicals and Allied Products ....................................... 228
Metals, Primary & Fabricated ............................................ (1)
Machinery, except Electrical .............................................. (1)
Electric & Electronic Equipment ....................................... 221
Transportation Equipment ................................................. (2)

Other Manufacturing. .............................................. .79
W holesale Trade ...................................................................... 250
Banking .................................................................................... 300
Finance/Insurance/Real Estate .............................................. (1)
Services ................ .............................. 659
Other Industries ...................................................................... (1)
TOTAL ALL INDUSTRIES .................................................... 2,893

'Suppressed to avoid disclosing data of individual companies.
sLms than $000000.

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), which includes within its framework the European

Community (EC), is a supranational organization which in some cases exercises ex.
clusive authority to adopt legislation and to represent its membership In the inter.
national arena, and in other cases shares competence with the authorities of its
member states. Its legal capacity is most highly developed in economic areas such
as trade, antitrust policy, agriculture, transport, nuclear energy and in the environ.
ment. In areas within its exclusive competence, the EU Is represented by the Euro.
pean Commission.

The Treaty on European Union (TEU, *Maastricht*), which came into force on No.
vember 1, 1993, introduced new areas for coordination among the member states
and the EU institutions, such as the Common Foreign and Security Policy (CFSP)
and Cooperation in Justice and Home Affairs ("l1lrd Pillar*). Most notably, in the
economic area, the TEU establishes a timetable which is to lead to Economic and
Monetary Union (EMU) by 1999 at the latest. The aim is to introduce a single cur.
rency (the ECU), a common monetary policy, and an economic policy closely coordi-
nated among the member states. The European Central Bank, to be based In Frank.
furt, will control the money supply and Interest and exchange rates.

The European Union comprises 15 member states: Belgium, Denmark, France,
Germany, Greece, Ireland, Italy, Luxembourg, the Netherlands, Portugal, Spain, the
United Kingdom, Austria, Sweden and Finland.
2. Exchange Rate Policy

Under the Maastricht Treaty, the 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 began on January
1, 1994 with the establishment of the European Monetary Institute (EMI), the mem-
ber states continue to coordinate their exchange rate policies through the European
Monetary System (EMS) and, specifically, its Exchange Rate Mechanism (ERM).
The EMI facilitates and monitors implementation of these arrangements. Member
states retain full authority to set monetary policies during the second stage of EMU.

The EMS and ERM aims are to promote monetary, price, and exchange rate sta.
ability 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.
nation in the ERM, and compelled adjustment of the parities for other currencies
n 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 US. trade deficit with
the EU and of dollar weakness combined with a US. 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.

(109)
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Regulatory Policies-Single Market Program
Overview: The European Union's "199r 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, and capital. While the legislative program is
largely complete, gaps remain. Measures affecting certain specialized types of trade,
such as that of precious metals and CITES-listed plant and animal species have not
yet been adopted. The Schengen Accord on removing controls on people, agreed upon
by nine member states (Austria has observer status, was to enter into force In Feb-
ruary 1994 but has been delayed. When the accord goes into force, passport controlswill be lifted at European airports on intra-EU flights; passport controls will con-
tinue on entry into Denmark, Ireland and the UK. Because necessary standards are
not yet in place for many product-related directives, they will not immediately re-
place member-state regulation. Other measures have long grace periods before they
come fully into effect. Transnational quotas are also still in effect on certain kinds
of intra-EU road transport. Nor are all directives in effect fully implemented by
member states; the average implementation rate stood about at 95 percent in Octo-
ber 1994.

Goods, Capital & Services: For goods, capital and services, the net effect should
be freer movement, fewer member-state regulations for products and service provid-
ers to meet, and real consolidation of markets. Some aspects of the 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 chapter 5
below).

Veterinary Regulations: In the area of veterinary regulation the EU adopted a
large body of new legislation under the 1992 single market program that was de-
signed to harmonize standards and complete the single market for live animals and
animal products. In some cases, such as meat inspection, this means that Member
State slaughter houses are now subject to the same requirements as facilities in
third countries. However, in many areas where EU legislation did not previously
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 directives that
will require every consignment of live animals or animal products entering the
Union from third countries to undergo documentary, identity, and physical checks
by veterinarians at designated frontier posts. Since January 1993, the uneven appli-
cation of the Single Market provisions has been the cause of many trade problems.
The U.S. Government and other principal suppliers of these products have entered
Into consultations with the Commission on the entire package of veterinary legisla-
tion with the objective of identifying areas where disruptions in trade can be avoid-
ed through the application of equivalence.

EnvironmentaiMeasures: Pending environmental measures may also affect the
trade and business climate. Among them, a proposal for a CO21energy tax would
substantially raise energy costs for industry, although no progress on the plan has
been made since 1994. The debate continues over a packagingdirective which could
raise producer costs by mandating extensive recycling of packaging materials, pos-
sibly enforced by member-state fiscal and economic measures.

4. Debt Management Policies
Debt management policies are determined by the individual member states of the

EU.
5. Significant Barriers to U.S. Service Exports

Broadcasting: The 1989 "Television Without Frontiers' directive requires a major-
ity of television transmission time to be reserved for European programs where
practicable. The United States believes that this provision is contrary to the spirit
of the General Agreement on Tariffs and Trade (GATT). The U.S. and the EU were
unable to resolve their differences over this issue at the Uruguay Round in 1993;
the U.S. remains committed to continued work to achieve our objectives with the
EU, i.e. to promote more open trade in audiovisual services and to ensure freedom
of choice for consumers. The US. hopes that in the course of reviewing the 1989
directive, the EU does not either remove the element of flexibility contained in the
quota provision or extend it to new services. The U.S. still reserves its ability to
take Section 301 action against the EU on the issue.

Telecommunications: ITS. exports of telecommunications services and supplies are
constrained by several EU practices. The United States has requested that the
Union ensure that non-EU competitors have access to reserved services on an equal
basis with EU competitors once those services are liberalized (e.g. infrastructure,
voice telephony). Two other impediments to the trade In telecommunications goods
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and services are intellectual property rights protections (European Telecommuni-
cations Standards Institute, or ETSllStandards) and government procurement prac-
tices. These issues are addressed later in the report.

Standards, Testing, Labelling and Certification: The United States-EU dialogue
on standards, testing and certification has, on balance, been positive. The European
standardization bodies have in general committed themselves to adopting inter-
national standards, although this varies depending on the body and the need. How-
ever, many non-European interests still fint participation in EuToean standardiza.
tion bodies difficult and/or frustrating (i.e. limited access to the European Commit.
tee for Standardization/European Committee for Electro-technical Standardization
through European industry associations, and limited voting power in ETSI). This
frustration can also be felt at the international level in the International Standards
Organization (ISO) and the International Electrical Committee, where the EU still
wields 12 votes and the US. 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 carry the CE Mark. While the harmonization of these requirements andthe drafting of European standards is supposed to facilitate market access, the over-
all CE Marking program has fallen behind schedule largely due to implementation
and standardization problems.

A number of these "regulated" or CE Marking products are also candidates for
Mutual Recognition Agreements (MRA's) between the United States and the EU. An
MRA would allow manufacturers in the United States to have their products tested
and certified to the EU requirements by recognized Notified Bodies in the United
States, and vice versa. MRA's would reduce conformity assessments costs and the
time it takes to bringa product to market. The United States and EU held prelimi-
nary discussions in October 1992 and June 1993. In November 1993, the EU for-
mally selected the United States as a priority country along with Canada, Australia
and New Zealand. US. and EU officials held three rounds of negotiations in April,
June andNovember 1994 in the following areas: pharmaceuticals, telecommuni-
cations, electrical products, medical devices, lawn mower safety equipment, and rec-
reational craft.

ETSIIIPR: On September 5, 1994, ETSI abandoned its March 1993 IPR policy that
had differed significantly from those long considered to be international norms (ISO
and International Telegraph and Telephone Consultative Committee). In late Sep.
tember the U.S. Computer and Business Equipment Manufacturer's Association
(CBEMA), which had lodged a complaint with the European Commission's Competi-
tion Directorate (DG IV) asserting that the original ETSI policy violated Articles 85
and 86 of the Treaty of Rome, conditionally offered to withdaw its DG IV filing in
light of ETSI abandonment of the March 1993 IPR policy. CBEMA's condition for
withdrawing the policy was that ETSI also withdraw its separate DG IV request
for a waiver of the same articles of the Treaty of Rome. In close consultation with
U.S. business and the European Commission, the US. has supported efforts by all
parties to reach a new, consensus ETSIYIPR policy. Until a new policy is adopted,
it is difficult to determine whether or to what extent ETSII[PR policy may remain
an impediment to U.S. purveyors of telecommunications goods and services.

Government Procurement Practices: On April 13, 1994, the United States and the
European Union reached an agreement on government procurement, most of which
will be incorporated into the GATT Government Procurement Agreement that was
signed on April 15, 1994. The United States-EU agreement will dramatically expand
public procurement opportunities to over $100 billion on each side. Sub-national
government agencies and electrical utilities on each side will for the first time guar-
antee equal treatment to the other side's firms on a permanent basis.

Unfortunately, the EU was not willing to include telecommunications in the
agreement, leaving in place the discriminatory provisions of the Utilities D)ircctive
in that sector with respect to bids that do not meet a 50 percent EU content require-
ment. The United States therefore decided to keep in place its retaliation against
this practice.

Other Significant Potential or Existing Barriers to U.S. Exports:
Leghold Traps: A ban on imports and domestic sales of fur from animals caught

in leghold traps will come into force January 1, 1996 unless agreement is reached
on international standards for humane trapping. During 1994 the EU extended the
deadline for the ban by one year from January 1995, citing progress toward inter-
national standards.



112

Animal Testing of Cosmetics: An amendmfient to the cosmetics directive will ban
sales in the EU of cosmetics whose ingredients were tested on animals from 1998,
unless the Commission determines there are still no feasible alternatives.

Data Privacy. The European Commission has proposed a directive to set minimum
standards In the EU concerning "protection of individuals in relation to the process.
ing of certain personal data." Many U.S. companies are concerned that depending
on how it is implemented, this directive couldadversely affect them by restricting
their operations in the EU or the transfer nf 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 officials.

Wine Certification and Enological Practices: US. wine exports continue to face
uncertain market access into the European Union. The United States would like the
EU to make permanent the current temporary derogations whereby U.S. wine pro.
ducers can use wine treatment practices which are not approved in the Union, and
U.S. wine exporters can use a simplified export certificate. The Union continues to
link these access questions to the US. commitment for greater protection for EU
wine names in theUnited States.

Whiskey: During 1994 the United States and the EU concluded an agreement
whereby the EU provides recognition to Bourbon Whiskey and Tennessee-Whiskey
as distinctive products of the United States in exchange for U.S. recognition of
Scotch Whisky, Irish Whisky, Cognac, Armagnac, Calvados and Brandy de Jerez.
The EU however, has not agreed to cover a third product, American Blended Whis.
key (ABW) in the new agreement because the current EU distilled spirits regulation
maintains that ABW cannot be labeled a whiskey product due to insufficient aging.
The U.S. Government will continue to seek to restore access for ABW into the EU
market.

Third Country Meat Directive and Hormone Ban: A November 1992 exchange of
letters laid down the terms for an improved working relationship between the -U.S.
and EU meat inspection services and paved the way for the approval earlier this
year of a number of U.S. slaughterhouses. Under the terms or 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.

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 meat products imported into the EU after January
1, 1989, with the exception of meats for pet use. The ban has caused trade damage
to U.S. exports estimated at $97 million a year. In response, the United States im.
posed 100 percent tariffs on imports of EU agriculturalproducts valued at $97 mil-
ion. This level of retaliation was adusted downward in July and December 1989

to reflect this partial resumption of U.S. exports of meats that are not treated with
hormones.

EU Ban on Bovine Somatotropin (BST): An EU moratorium on the use and mar-
keting of Bovine Somatotropin (BST), a synthetic protein that stimulates Increased
milk production in cows, has been in effect since April 1990. In December 1993, the
EU Council of Ministers voted to extend this moratorium through December 31,
1994, in order to examine the implications of the ban its consequences for trade,
and the experience of countries where the use of BST is authorized. The EU has
also taken the unusual step of barring individual member state licensing of BST,
requiring license approval at the Union level.

Scientific and technical study to date in both the United States and Europe has
found no health or other hazards in the use of BST, and the U.S. Food and Drug
Administration has approved its use in the United States. However, the Commission
as well as European consumer groups, critics of biotechnology, and small farmers
(who fear increased supplies of cheap milk) oppose its use. An important factor in
the Commission's decision is the impact increased milk p~roC ction resulting from
the use of BST will have on the EU's budget for farm price supports. Because of
the high cost of farm subsidies under the CAP, the EU already has strict milk pro.
duction quotas.

Given the fact that the U.S. Food and Drug Administration review has established
scientifically that the drug does not pose a threat to human or animal health, the
United States has serious trade concerns with the EU's BST policy.

Oilseeds: A central element of the Blair House Accord is the text on oilseeds
which establishes limits on oilseeds market supports and establishes a mechanism
to further limit support if oilseeds production area exceeds certain limits, the sepia.
rate base area (SIBA) for oilseeds. The Commission has announced that it plans to
exclude oilseed production by farmers under simplified crops scheme (principally for
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small farmers). The United States feels strongly that all areas for which compen-
satory payments are received must be counted under SBA plan for oilseeds.

Quota and Import Licensing for Bananas: On July 1, 1993, the European Unionimplemented an Import quota regime for bananas that is administered using import
licenses. The EU developed the new regime as part of its single market exercise.
US. companies have seen a significant erosion of their market share in Europe be.
cause the quota that applies to imports of bananas from Central and Latin America
is significantly smaller than recent import volumes. Moreover, the licensing system
includes elements that discriminate against third country importers to the benefit
of EU firms. After losing two GATT panel cases, the EU negotiated a framework
agreement with Costa Rica, Colombia, Nicaragua, and Venezuela which allocated
specific quota levels to those four countries, and which raises the possibility of fur-ther discrimination against U.S. firms. On October 17, USTR decided to initiate an
investigation under Section 301 of the 1974 Trade Act of the EU banana regime.

Shipbuilding Subsidies: EU member states provide subsidies and other forms of
assistance to their shipbuilding and repair industries. The European Commission
sets ceilings for subsidies annually. In 1994, the ceiling was nine percent of gross
investment for new ships and 4.5 percent for conversions and small vessels. The
Commission has proposed extending this ceiling through December 31, 1995. On
Jurve 8, 1989 the Shipbuilders Council of America (SCA) filed a Section 301 petition
seeking elimination of subsidies and trade distorting measures for the commercial
shipbuilding and repair industry. In response, USTR undertook to negotiate a multi.
lateral agreement in the OECD to eliminate all subsidies for shipbuilding by the
OECD member countries. An agreement was reached in July 1994 and is expected
to be signed in December. It is scheduled to take effect January 1, 1996, following
ratification by all signatories.
6. Export Subsidy Policies

Agricultural Subsidies: Export subsidies (also known as export restitutions or re-
funds) are widely used by the EU to offset competitive disadvantages of EU agricul-
tural exports caused by high EU internal support prices. Export subsidies enable
the EU to dispose of its surplus production at prices that match, and often
undersell, U.S. agricultural exports to foreign markets. The impact on U.S. agricul.
tural exports, particularly grain exports, runs in the order of billions of dollars. Ex-
p ort subsidies, however, were subject to disciplines as a result of the Uruguay
Round. As that agreement is implemented, therefore, there will be progressive re-
ductions in the value and volume of subsidized agricultural exports.
7. Protection of U.S. Intellectual Property

The European Commission is committed to securing a high level of protection for
intellectual property 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.
section is seen as a hindering development of EU industry (biotechnology, data
bases) and has adopted directives covering software, pharmaceuticals, and semi-
conductor topologies. Other IPR measures completed include a Community Trade-
mark harmonization regime and a Community Patent Convention, but they will not
be fully implemented until 1996. Additional legislation will eventually harmonize re-
gimes covering industrial design and biotechnological inventions.

In the copyright area, the EU Council has adopted directives establishing rental
and lending rights, harmonizing neighboring rights and the term of protection, and
creating a system for protecting works transmitted by satellite and cable
retransmission. It remains to be seen whether the directives will give full protection
to U.S. right-holders and whether US. film producers and the workks-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 Pitates
were required to implement the directive in national legislation no later then Janu-
ary 1, 1993, but a number had not completed action by that date. The directive dif-
fers from US. law by allowing decompilation carried out under certain cir-
cumstances for purposes of obtaining information necessary for inter-operability. Al-
though US. industry was satisfied with the final compromise reached by the Coun-
cil, the US. Government will closely monitor implementation of the directive to en-
sure that US. right-holders are protected.
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8. Work, Rights
Worker rights are discussed In the individual country sections of the report. How-

ever, It Is worth noting that the EU Commision has proposed to Member States
that GSP0 beneficiaries be offered an extra margin of preference if they meet certain
worker rights standards. It Is not yet clear w ether the proposal will be accepted
by Menmer AStates.

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

[Millions o uA m. dolarn]

Cataegry Amount

Petroleum ................................................................................. 19,827
Total Manufacturing ............................................................... 91,034

Food & Kindred Products ......................... 8,667
Chemicals and Allied Products ........................................... 24,760
Metals, Primary & Fabricated ............................................ 4,620
Machinery, except Electrical .............................................. 16,455
Electric & Electronic Equipment ....................................... 5,819
Transportation Equipment ................................................. 9,392
Other Manufacturing .......................................................... 21,321

Wholesale Trade ...................................................................... 21,362
Banking............................................. 8,719
Finance/Insurance/Real Estate .............................................. 66,517
Services .................................................................................... 10,803
Other Industries ...................................................................... 6,326
TOTAL ALL INDUSTRIES .................................................... 224,587

Prior to 1993. the European Union was known as the European CommuniUes. The European Union com-
prises Belgium, Denmark, France Germany, Greece, Ireand Italy, Luzembourg, The Netherlands, Portugal,
Spain, and the United Kingdom. As of January I, 1996, it wi1 also include Austria, Finland and Sweden.

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

ARMENIA

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

1992 1993 1994

Income, Production and Empkoyment: (billions
of rubles)
Real GDP (1991 prices)....................
Real GDP Growth (pct.).....................
GDP (at current prices)......................
By Sector. (pct.)

Agriculture ....................................................
Industry ........................................................
Construction .................................................
Transportation .............................................
Trade/Catering ..............................................
Other.........................

Real Per Capita GDP (1991 USD).........
Labor Force (000s).......................
Unemployment Rate (pct.)...................

Money and Prices (annual percentage growth):
Money Supply (M2)........................
Base Interest Rate.......................
Personal Savings Rate......................
Retail Inflation...........................

7.593
-52.3

59.068

31.8
37.6
4.3
1.3
3.3

21.5
N/A

2,194
3.4

N/A
8-10
9-10
728.7

6.469
-14.8

779.619

6.391
-1.2

229.400

48.1 34.8
26.0 51.6

3.7 2.6
0.6 1.5
2.0 1.5

19.6 8.0
990 900

1,530 1,490
6.5 7.0

N/A 700
46.5 360-210
N/A 60-180

930.0 900.0
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Key Economic Indicators.-Continued
[Minions of U. do:lans unless otherwise noted)

192 1993 1994

Wholesale Inflation .......................................... N/A 990.0 900.0
Consumer Price Index ..................................... 28.7 940.0 900.0
Exchange Rate (USD/NC)

Official 1......................... 1/400 1/2,020 11350
Parallel ........................... 1/400 1/2050 1/370

Balance of Payments and Trae: (USD mil.
lions)
Total Exports (FOB) ........................................ 74.52 108.01 129.98

Exports to US......... ................... . 1.43 0.23 0.39
Total Imports (CIF) .................... 141.02 205.43 254.44

Imports from U.S. . .................... 1.02 1.99 2.30
Aid from US.'4.............45.10 93.20 81.73
Aid from Other Countries...................oN/A 112.50 113.00
External Public Debt. .................... .0.0 220.0 592.0
Debt Service Payments (paid) .................... .0.0 0.0 45.0
Gold and Foreign Exch. Reserves ................. 15.9 N/A N/A
Trade Balances .............................................. -66.500 -97.417 - 124.460

Trade Balance with U.S.$s........................... 0.409 -1.764 -1.991
NIA-Not available.
11994 PFiures are all estimates based on available data in October 1994.
a 1994 GDP estimate is in billions of Armenian drams.
sGrain, fuel and other assistance imports not included.4Other U.S. assistance was available through regional programs for which a c untry-by-country breakdown

is not available.
Sources: the Armenian Ministry of Economy, the Armenian State Statistical and Analysis Committee, and

the Central Bank.

I. General Policy Framework
In 1994, the severe economic crisis in Armenia continued. Almost all Armenian

industries suffered shortages of fuel, electricity and raw materials, as a result of the
embargoes by AzerbaUan and Turkey, and civil unrest in Georgia. Rehabilitation of
regions damaged by the 1988 earthquake has been progressing slowly. The average
purchasing power of the population decreased as compared with 1993 and further
limited trade opportunities. Corruption remained a problem. However, the relative
stability afforded by the cease-fire which has been in place since May 1994 for the
Nagorno-Karabakh conflict has enabled the government to devote more attention to
the economy and invigorate its reform efforts.

The present Armenian government has demonstrated a firm commitment to turn-
ing Arimenia from a centralized state with a planned economy into a democratic so-
ciety with free-market economic relations. The disintegration of the ruble zone In
1993 led Armenia to introduce its national currency, the dram, which lost value rap-
idly at the beginning of 1994..The general economic crisis and severe shortages of
energy rtmources during the winter period resulted in a significant decrease.in in-
dustrial production. The standard of living has continued to erode, and a significant
out-migration of the population has occurred. The Nagorno-Karabakh conflict had
forced the government to convert many of its operating machinery manufacturers
to defense production, but the cease-fire, which has been in place since May 1994,
has helped stabilize the economic situation.

The government has taken measures to lift almost all trade barriers for exporters,
and to reinforce the role of the Central Bank by granting it significant authority
to conduct state monetary policy and license individuals or organizations engaged
in banking and related activities. However, the government budget deficit in 1994
decreased markedly due to increases in grants, decreases in lending, and lower lev-
els of current expenditure. The deficit was partially financed by borrowing from the
Central Bank and commercial banks, and by credits received from Russia, other
countries, and multilateral institutions. Since June 1994, the Central Bank has ex-
ercised strong control on the emission and the exchange rates policy, set higher re-
serve/deposits ratio requirements for banks, and started to conduct credit auctions.
This, along with a slight Increase in exports during the summer and a number or
international credits, contributed to a sharp decrease in the rate of inflation, from
30-40 percent in January/February to 3-7 percent in September/October.



116

In 1992, Armenia privatized almost 80 percent of its agricultural land. In 1994,
Armenia began major privatization of industry. The privatization program will be
conducted in three stages during 1994-1997, and is considered to be a key stop in
improving the economic situation. In 1994, more than 4,700 small and medium-sized
enterprises were planned to be privatized. Privatization of dwellings also took place
throughout the year and is expected to end in 1995.

During 1994, the Armenian government worked hard to improve operating indus-
tries' export performance. Concentrated efforts were made to upgrade energy indus-
try infrastructure, and to find new sources/suppliers of energy and fuel. An agree-
ment has been reached with Russia on joint exploitation of the Metsamor nuclear
power plant which may reopen in 1995. In the meantime, Armenian and Russian
specialists continue to test and modernize the plant, which was closed after the
1988 earthquake for safety reasons.

Armenian business laws have gradually been readjusted to match those of west-
ern developed nations. Present Armenian law permits the establishment of almost
all types of private companies existing in the West, and the country's banking sys-
tem, which currently is very backward, is expected to improve in the near future.
Armenia is open to foreign investors and maintains a liberal foreign trade policy.
2. Exchange Rate Policty

At present, Armenia's banking sector consists of two state banks, the Central
Bank and the Savings Bank, and more than forty private commercial banks, some
of which are partially controlled by the state. Dunng 1994, in an attempt to sta-
bilize the exchange rate and fight the hard currency black market, the Central Bank
adopted a number of contradictory measures including a liberal policy toward issu-
ing licenses for exchange operations to any businesses, no strict control on exchange
rate policy, and numerous dollar interventions (though of modest value). Then, the
Central Bank decided to set obligatory exchange rates for all exchanges in Armenia,
and finally, to close many of the private exchanges, granting the right for exchange
operations to the existing banks only, and determining exchange rates at the regu-
lar hard currency auctions. Exchange rates may vary from the Central Bank's ex-
change rate by up to three percent. In addition to the market rate, the Central Bank
maintains a second, lower official exchange rate to be used in non-cash transactions
between state enterprises.

No strict measures exist for control of hard currency outflow from Armenia. Arme-
nian residents are currently permitted to take a maximum of USD 500 with them
when they leave the country. Permission to export foreign currency in excess of USD
500 is granted only upon presentation of a document proving that the money was
purchased officially, or legally obtained. In May 1994, the Central Bank ordered all
Armenian resident companies to close their usiness accounts in foreign banks,
transfer funds to Armenia, and conduct all their international transactions via Ar-
menian resident banks.
3. Structural Policies

In 1994, U.S. commercial exports to Armenia were insignificant, and were more
affected by the Azerbaijani and de facto Turkish blockade, unrest in Georgia, and
the conflict in Nagorno-Karabakh than by Armenia's tax and regulatory policies. In
Armenia, resident foreign business owners receive national treatment, and are gen-
erally subject to the same taxes and regulations as Armenian businessmen. Joint
ventures with more than 30 percent foreign investment are granted significant tax
benefits and other privileges.

Basic Armenian taxes include a profit/corporate tax (12-20 percent), a value-
added tax (16.6-20 percent), an excise tax (5-70 percent) for sale of certain prod-
ucts, a personal income tax, and taxes paid to social security and pension funds.
Amounts of duties and fees paid for export/import licenses and licenses for certain
professional activities are normally dependent on the current minimum monthly
wages set by the government. Though Armenian tax law describes ten more types
of taxes, including a property and a land tax, relevant necessary legislation and col-
lection mechanisms have yet to be adopted.

All exports from Armenia are duty-free. The law sets minor customs duties (5-
10 percent) for imports of certain goods. d

In 1992, Armemna and the United States signed a bilateral investment treaty and
an Overseas Private Investment Corporation OPIC) incentive agreement, which al-
lows OPIC to offer political risk insurance and other programs to US. investors in
Armenia. In 1994, Armenia adopted the Law on Foreign Investments in hope of pro-
viding a legal structure for secure investments in the country's economy.
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4. Debt Management Policies
In 1992, Russia assumed responsibility for managing Armenia's share of the

former Soviet Union's external debt of $561.6 million. In 1993 Armenia incurred
ruble and hard currency external debt totalling $220 million. This included credits
received from the World Bank, European Bank for Reconstruction and Development
(EBRD), as well as from other international institutions and foreign governments.
No debt service parents were made in 1993.

At the end of 1994, the Armenian external debt increased to $592 million. It in-
cluded loans received from the World Bank for rehabilitation projects in the earth.
quake zone, irrigation projects, an EBRD loan for reconstruction of the Hrazdan
natural gas-fired power generating unit, a credit for construction of a cargo terminal
at Yerevan's Zvartnots airport, and a number of other foreign credits. Debt service
payments by the end of 1994 are estimated at $45 million.

In December 1994, the IMF approved a $25 million IMW Systemic Transformation
Facility loan to support Armenia's reform program. The World Bank is also expected
to offer financing worth about $80 million during 1995, which will support reform.
The United States, France, and the Netherlands pledged about $110 million in hu-
manitarian assistance and trade credits which also will support Armenia's reform
program by addressing its balance of payments needs. Earlier in 1994, Russia also
agreed to extend a 110 billion ruble credit, part of which will be used for retooling
the Metsamor nuclear power plant.
5. Significant Barriers to U.S. Exports

In 1994, the following factors acted as significant barriers to U.S. exports to Ar.
menia: a partial road and rail embargo of the country, fuel shortages, lack of market
information, lack of a modern telecommunications system, nonconvertibility of the
Armenian dram outside of the country, inflation, a backward banking system, insuf-
ficient protection of foreign investments, the extremely low purchasing power of the
population and local companies, and lack of international trade experience.

Local or foreign companies registered and operating in Armenia which receive
their revenues in hard currency are required to sell 60 percent of their hard cur.
rency profits to the state for drams at the official exchange rate.

In 1994, government procurement practices were mainly based on countertrado
transactions, as well as competitive bidding in certain industry sectors and pro.
grams financed by international credits.
6. Export Subsidies Policies

In 1994, export-oriented industries continued to receive government assistance. As
was the case during the Soviet period, the government subsidized some state enter-
prises and provided resource discounts to producers in critical industries.
7. Protection of U.S. Intellectual Property

An agreement on trade relations between Armenia and the United States, signed
in 1992, states that the parties shall ensure that domestic legislation provide for
protection and implementation of internal property rights, including copyrights on
literary, scientific and artistic works, including computer programs and data bases,
patents and other rights on inventions and industrial design, know-how, trade se-
crets, trademarks and servicemarks, and protection against unfair competition.

In August 1993, the Armenian parliament adopted the Law on Patents, and the
government established a Patent Administration. Patents are granted for a period
of 20 years. Laws on trademarks and copyrights are being considered by the Par-
liament.

Armenia plans to join the Paris Convention for the Protection of Intellectual Prop-
erty, the Madrid Agreement concerning international registration or trademarks,
andthe Patent Cooperation Treaty.

Meanwhile, piracy of video and audio materials, books and software in the poorly
controlled private sector is widespread. Items are copied locally, and some are im-
ported irom neighboring states, mainly Russia. No exports of pirated materials from
Armenia to other states have been observed. Armenian state television and numer-
ous illegal private cable channels regularly air Western video materials, many of
which are unlicensed and of low quality.
8. Worker Rights

The 1992 Law on Employment guarantees employees the right to form or Join
unions of their own choosing without previous authorization. At the same time,
many large enterprises, factories, and organizations remain under state control, and
voluntary, direct negotiations between unions and employers without the participa.
tion of the government cannot take place. The 1992 Law on Employment guarantees
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the rit to organize and bargain collectively. Armenia's high unemployment rate
makes Itdifficult to guge *to what extent this right is exercised in practice.

The 1992 Law on Employment prohibits forced labor. Child labor is not practiced.
The statutory minimum ag for employment is sixteen. The minimum wage is set
by governmental decree and was Increased periodically during 1994. Employees paid
the minimum and even average o.acial wages cannot support either themselves or
their families and must look for sources of additional income. Most enterprises are
either idle or operating at only a fraction of their capacity. Individuals sBull on the
payroll of Idle enterprises continue to receive two-thirds of their base salary. The
overwhelming majority of Armenians are thought to live below the officially recog.
nized poverty level.

AUSTRIA

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

1992 1993 19941

Income, Production and Employment:
Real GDP (1985 prices)' ..................................... 78.8 78.6 80.6
Real GDP growth (pct.) ....................................... 1.6 -0.3 2.5
GDP (at current prices) ....................................... 185.2 181.4 195.4
By Sector:

Agriculture ........................................................ 4.5 4.1 4.4
Energy/Water ........................... 5.1 5.1 5.3
Manufacturing/Mining ..................................... 46.9 43.7 47.4
Construction ..................................................... 13.8 13.5 14.7
Rents ................................................................. N/A N/A N/A
Financial Services ............................................ 32.7 33.9 36.6
Other Services .................................................. 50.7 49.5 53.0
Public Services .................................................. 24.9 25.2 27.0

Net Exports of Goods & Services ........................ -73.3 -69.1 -73.5
Real Per Capita GDP (USDI1985 base) 9........... 9,990 9,890 10,090
Labor Force (000s) ............................................... 3,663 3,684 3,685
Unemployment Rate (pCt.). .................. .3.6 4.3 4.3

Money and Prices: (annual percentage growth un-
less otherwise noted)
Money Supply (M2) .............................................. 6.2 3.2 3.0
Secondary Bond Market Rate 4 ........................... 8.39 6.74 6.50
Personal Savings Rate4 ....................................... 11.2 11.5 12.0
Wholesale Inflation .............................................. -0.2 -0.4 1.0
Consumer Price Index ......................................... 4.1 3.6 3.0
Exchange Rate (ASIUSD)5s.................................. 10.99 11.63 11.40

Balance of Payments and Trade:
Total Exports (FOB) ............................................ 44.4 40.2 44.1

Exports to US .................................................. 1.2 1.3 1.4
Total Imports (CIF) .............................................. 54.0 48.6 53.8

Imports from US .............................................. 2.1 2.1 2.3
Aid from US ......................................................... N/A N/A N/A
Aid from Other Countries ................................... N/A N/A N/A
External Public Debte ......................................... 15.7 18.3 21.5
Debt Service Payments ........................................ 1.8 2.5 2.2
Gold and FOREX Reserves (year-end) 16.2 ....... 18.3 N/A
Trade Balance7 .......................... . . . .. .. . . .. . . .. . . . . .. . . .. .  -9.7 -8.4 -0.9

Trade Balance with U.S.7....................-0.9 -0.8 - 10.0

NIA-Not available.
'Data as of October 1994 and economic forecasts.
2Converted at the 1986 exchange rate of AS 20.69-Ur$1.
'Unemployment rate according-o OECD method.
4Averae annual rates.

$There 1s only an official rate, no parallel rates.
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PlFgures reflect the federal governmenIts external debt.

'Merchandise trade only.

1. General Policy Framework
Austria, a member of the European Free Trade Association (EFTA) and the

OECD, has a highly developed economy with a high standard of living. Austria's
economy is highly integrated into the international economy, with exports of goods
and services amounting to almost 40 percent of GDP. The state-owned sector has
traditionally played a significant role in the economy. Austria achieved a top eco.
nomic and political goal-full membership in the European Union (EU) which oc-
curred on January 1, 1995. The Austrian Parliament ratified the E0 accession
agreement by an overwhelming majority on.November 11, 1994.

After eleven consecutive years of growth, the Austrian economy experienced a
mild recession in 1993, by contracting 0.3 percent in Austrian Schilling (AS) terms.
In 1994, Austria has again entered a phase of swift recovery. The budget deficit has
increased, however, from the planned three percent of GDP to 4.7 percent in 1993
as a result of the weak economy and spending increases, particularly for unemploy-
ment benefits and a second year of maternity leave. Austria financed its 1993 fed-eral budget deficit of AS 117.1 billion (10 billion dollars) primarily through Schilling
and foreign currency bonds. The Austrian National Bank does not set money supply
targets, but uses interest rates, in particular the rediscount rate and the rate for
open market transactions, as its main tool for maintaining the mark-schilling peg.

Formation of the European Union's single market and the transformation occur-
ring in Central Europe have posed significant challenges for Austria, with the need
for major restructuring. Austria's Grand Coalition Government of Social Democrats
and Conservatives undertook measures to make the Austrian economy more liberal
and open by introducing tax reforms, privatizing some state firms, and liberalizing
cross-border capital movements. Austria has significantly increased trade and in-
vestment activities in Central Europe since 1989 but has also faced stiffer competi-
tion from the influx of low-priced Eastern products, and discrimination resulting
from the Eli's free trade agreements with those countries. In July 1994, Austria's
parliament approved the Uruguay Round agreements. Austria ratified the Uruguay
Round agreements in December and became a founding member of the World Trade
Organization on January 1, 1995.
2. Exchange Rate Policy

Because of the Federal Republic of Germany's importance as a trading partner,
the Austrian National Bank (ANB) maintains its "hard schilling policy"by adjusting
money supply and interest rates to peg the schilling to the German ark at an ex-
change rate of AS 7 equals DM 1. The schilling continued to appreciate vis-a-vis
many other European currencies in 1993, which meant that Austria's international
competitiveness deteriorated. After a small recovery in 1993, the dollar started tw
decline again vis-a-vis the schilling in late summer 1994. Austria's foreign exchange
regme is fully liberalized. Austrian capital markets were deregulated and liberal-ized by the new Capital Market Law on Public Securities introduced in 1992. U.S.
issuers of bonds and securities are free to place offerings in the Austrian capital
market.
3. Structural Policies

Austria's participation in the European Economic Area (EEA) beginning in Janu-
ary 1994 and preparations for EU membership have resulted in broad structural re-
form. Most non-tariff barriers to merchandise trade have been removed, financial
and other services have been liberalized, and cross-border capital movements and
market access for foreign bonds have been fully liberalized.

Following a preliminary set of tax reform measures in 1992 and 1993 geared at
the environment and tax simplification, a comprehensive tax reform became effec-
tive January 1, 1994. Main features of the reform were an increase of the general
tax credit for all taxpayers, the streamlining of tax procedures, and the abolition
of existing taxes such as capital tax and tax on industry and trade. To compensate
for part of the revenue shortfall, the corporate tax rate was raised from 30 to 34
percent.

Other laws and regulations have been amended to open up the economy..A more
liberal Business Code became effective July 1, 1993, which reduced licensing re-
quirements. On November 1, 1993, Austria's new cartel law allowing for merger con-
trol became effective. The government enacted on July 1, 1994, a new law requiring
environmental impact assessments for many projects in the waste, transportation,
and energy sectors, and for large industrilpro ects. Austria's participation in the
EEA required Austria to implement its first federal procurement law and to make
its subsidy programs consistent with EU regulations.
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4. Debt Management Policies
Austria's external debt management has no significant impact on US. trade. At

the end of 1993, Austria's external Federal Government debt amounted to AS 212.9
billion (18 billion dollars), or 19.2 percent of the Government's overall debt. In terms
of GDP, Austria's public external debt amounted to 10.1 percent In 1993 and is esti.
mated to rise to 11 percent In 1994. Debt service for Austria's external federal debt
amounted to AS 29.2 billion (2.5 billion dollars) in 1993 and was equal to 1.4 per.
cent of GDP and 3.6 percent of total exports of goods and services.
5. Significant Barriers to U.S. Exports

Austria's tariff regime will change when it Impliments the EU common external
tariff on January 1, 1995. U.S. exporters will face higher tariffs in many sectors in-
cluding computers, modems, fax machines, and other electronic equipment.

In some sectors, competition is restricted, especially 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 product, red meats, poultry, grains (except rice), fruits, vegetables, sugar,
brown coal and some weapons.

Trade o1 cheese and beef between'lhs U.S. and Austria is conducted under two
bilateral agreements. The first dating from 1980, gives the U.S. a 600 ton quota
for U.S. high quality beef (HQh) in Austria, and the U.S. granted Austria a duty
free quota of 7,850 tons for cheese. The second accord, negotiated in 1992 under
GATT Article XXVIII as a result of trade concessions withdrawn by Austria on oil.
seeds products, provides for an additional HQB quota of 400 tons for the US. In
the fall of 1993, the U.S. requested consultations, claiming that Austria was in vio-
lation of the agreements because of changes in the import mechanism, failure to re-
lease the full quota in a timely manner, and substantial increases in levies. In the
first half of 1994, the import mechanism was changed, but the import levy, which
can reach as high as four dollars a kilorm, remains in place. The U.S. beef quota
is likely to be folded into the EU-wide HQB quota. Due to the EU ban on hormones,
this would effectively curtail exports of U.S. beef to Austria.

The Government of Austria generally welcomes foreign direct investment. One
hundred percent foreign ownership is permitted, and there are no restrictions on re-
patriation of earnings, interest payments, and dividends. However, investors must
sometimes deal with complicated administrative procedures to obtain approval for
new operations. Environmental regulations and land use plans that differ between
provinces complicate both domestic and foreign Investment. For example, environ.
mental and administrative approval of one recent large U.S. Investment took nearly
two years.

In July 1993 Austria Implemented a highly restrictive residency law aimed at
curbing illegal Immigration. It applies to all residents, except those from EU coun.
tries and Switzerland, staying longer than six months. Procedures are complicated
and lengthy, and it has made timely approval for American business executives,
their representatives, and their families difficult.

Austria's 1993 Banking Act presents a number of obstacles for market entry of
U.S. banks. Branches of non-EEA banks must be licensed, while EEA banks may
operate branches on the basis of their home country licenses. For bank branches or
subsidiaries from a non-EEA member country the limits for single large loan expo-
sures and open foreign exchange positions will shrink considerably because the en-
dowment capital from their parent companies can no longer be included in the cap-
ital base used for calculating these limits. Other providers of financial services, such
as accountants, tax consultants, and property consultants must specifically prove
their qualifications, such as university education or experience in order to practice.
Other service companies also require a business license, one of the preconditions of
which is legal residence. As a result, US. service companies often must form a joint
venture with an Austrian firm. U.S. companies holding investments In several EEA
member countries benefit from more liberal regulations with the enforcement of the
EEA.

Imports of foodstuffs, plant pesticides, pharmaceuticals, or electrical equipment
are permitted only if the products pass standards set by the Austrian Testing Insti-
tute or a government agency. Due to the sometimes broad and diverse testing proce-
dures for pharmaceuticals, responses may take as long as three or four years. The
Austrian Consumer Protection Law and the Law Against Unfair Competition re-
quire that textile products, apparel, household chemicals, soaps, toiletries, and cos.
metic preparations must be marked and labeled in German. AM telecommunications
equipment, including customer premises equipment, private networks, cableTV net-
works and value-added services, is subject to approval by the Austrian Post and
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Telegraph Administration (MT?). The Austrian approval policy for customer prom.
ioes equipment tends to be liberal.

Austrian government procurement is non-discriminatory and complies with theGeneral Agreement on Tariffs and Trade (GATF) Agreement on Government Pro.
curement. Austria does not have restrictive 'buy-nationalm legislation and the print.
ci plie of the best bidder is usually maintained. Bid times are sufficiently long to
allow foreign firms to submit bids. In the military sector, the Austrian Government
often requests offset arrangements- in early 1993 it concluded such an agreement
with the French Government for the purchase of Mistral missiles. With Austria's
participation in the EEA Austria enacted its first federal procurement law, adapt-
ing the EU's Single Market legislation on procurement. The Austrian Government
did not, however, implement Article 29 of the EU Utilities Directive which man.
dates price preferences for E'1 firms.
6. Export Subsidies Policies

The Government provides export promotion loans and guarantees within the
framework of the OECD Export Credit Arrangement and the GATT Subsidies Code.
Preferential financing is the main form of-subsidy. 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. As a result, the exten-
sion of guarantees has become more restrictive. The Government assumes guaran.
tees for credit transactions of the AKB if the proceeds of such transaction are used
for financing exports and contributes to the AKB's borrowing costs. The AKB's Ex-
port Fund provides export financing programs for small and medium-sized compa-
nies with annual export sales of up to AS 100 million. Austria is a member of the
GATT Subsidies Code.
7. Protection of U.S. Intellectual Property

Austrian Laws are consistent with international standards, and Austria is a mem-
ber of all principal multilateral intellectual property organizations, including the
World Intellectual Property Organization. Austria took an active position on Intel.
lectual property during the Uruguay Round negotiations. To adopt to EU laws as
requiredby the EEA agreement Austria amended in March 199fits copright law
to provide for the protection of computer software. The Government also imple.
mented in April 1994 the Protection of Inventions Act and a law implementing pro.
tection certificates for medicine patents in July 1994.

A levy on imports of home video cassettes and a compulsory license for cable
transmission is required under Austrian copyright law. Fifty-one percent of total
revenues go to a special fund used for social and cultural projects. A draft law which
was prepared by the Justice ministry to introduce compulsory licensing of video.
cassettes to tourist and educational Institutions was postponedin September 1994.
Austrian copyright law requires that the owner of intellectual property must prove
the entire chain of rights up to the producer. In the case of films, this has made
prosecution of cases for video piracy rare.
8. Worker Rights

a. The Right of Association.-Workers in Austria have the constitutional right to
associate freely and the de facto right to strike. Guarantees in the Austrian Con-
stitution governing freedom of association cover the rights of workers to join unions
and engage In union activities. Labor participates in the "Social Partnership," in
which the leaders of Austria's labor, business, and agricultural institutions give
their concurrence to new economic legislation and influence overall economic policy.

b. The Right to Organize and Bargain Collectively.-Austrian unions enjoy the
right to organize and-bargain collectively. The Austrian Trade Union Federation
(0GB) is exclusively responsible for collective bargaining. All workers except civil
servants are required to be members of the Austrian Chamber of Labor. Loaders
of the OGB and labor chamber are democratically elected. Workers are legally enti-
tled to elect one-third of the board of major companies.

c. Prohibition of Forced or Compulsory Labor.ý-Forced or compulsory labor is pro.
hibited by law.

d. Minimum Age of Employment of Children.-The minimum legal working age
is 15. The law is effectively enforced by the Labor Inspectorate of the Ministry for
Social Affairs.

e. Acceptable Conditions of Work.-There is no legally-mandated minimum wage
in Austria. Instead, minimum wage scales are set In annual collective bargaining
agrements between employers and employee organizations. Workers whose incomes

I below the poverty hne 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
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protection of workers by requiring companies to meet Austria's extensive occpa-
tloa health iand safey stadar.

f. RMIhte In Sector. with U.S. Invutment.-Labor laws tend to be consistently ene
forced-in all sectors, including the automoUtive sector, in which the majority of U.S.
capital is invested.

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

(Millions of U.S. dollars)

Category Amount

Petroleum ................................................................................. 210
Total Manufacturing ............................................................... 578

Food & Kindred Products..........................................0 15
Chemicals and Allied Products ........................................... 25
Metals, Primary & Fabricated ............................................ 2
Machinery, except Electrical .............................................. 54
Electric & Electronic Equipment ....................................... (1)
Transportation Equipment ................................................. (1)
Other Manufacturing .......................................................... 60

W holesale Trade ...................................................................... 453
Banking .................................................................................... (1)
Finance/Insurance/Real Estate .............................................. 110
Services ........................................................................... ......... 12
Other Industries ...................................................................... (1)
TOTAL ALL INDUSTRIES.................................................... 1,384

Sup pressed _to avoid disclosing data of individual companies.
Source: U.S. Department of Commerce, Bureau of Economic Amlysis.

AZERBAIJAN

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

1992 1993 1994'

Income, Production and Employment:
GDP (current prices) ............................................ 131 331 166
Real GDP Growth (pct.) ....................................... -35.2 - 13.3 - 25.6
GDP Growth by Sector. (pct.)

Agriculture ........................................................ -32.5 -29.4 - 11.5
Energy/Water .................................................... N/A N/A -7.7
Manufacturing .................................................. -50.5 -45.6 -25.6
Construction ..................................................... -8.8 - 13.7 -25.0
Rents ............. ................. . N/A N/A N/A
Financial Services ............................................ N/A N/A 131.0
Other Services .................................................. -4.8 -3.6 N/A
Government/Health/Education ........................ N/A N/A N/A

Real Per Capita GDPs2........................................ 179.0 N/A N/A
Labor Force (000s) ............................................... 3,849 2,706 2,639
Unemployment (pct.) ........................................... 0.16 0.70 27.90

Money and Prices: (annual growth percentage)
Money Supply ....................................................... N/A N/A 507
Base Interest Rate (pct.) ....... ............. N/A N/A 150
Personal Saving Rate .......................................... N/A N/A 60-200
Retail Inflation (pct.) ........................................... 1,066.6 833.0 1,742.6
Wholesale Inflation.......................................... 463.4 208.7 890.0
Consumer Price Index (actual) ........................... N/A N/A 1,403
Exchange Rate (avg/manats:USD) .............. N/A N/A 2,000
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Key Economic Indicators--Continued
(Millions of U.S. dollars unless otherwise noted)

1992 1993 19941

Balance of Trade and Payments:
Total Exports (FOB)............N/A 255.0 397.2

Exports to U.S..............0..............N/A 3.4 0.0
Total Imports (CIF) ...... o.............. ............ N/A 147.0 577.0

Imports from U.S.........................N/A 10.8 4.2
Trade Balance............................N/A 108.0 - 179.8

Trade Balance with U.S..................... .. N/A 7.4 4.2
Aid from U.S.&o.......... ................. N./............A N/A 25.0
Aid from Other Countries .......... ........... N/A N/A N/A
External Public Debt.............. . N/A N/A N/A
Debt Service Payments......................N/A N/A N/A
Gold and Foreign Exch. Reserves .................. N/A N/A N/A

N/A-Not available.
'January-Auguat 1994.
2Fiture obtained using the 1992 average annual exchange rate of 2D manat - I dollar.
sSom U.S assistance was available through regional programs for which a country.by-country breakdown

Is not available. Figures should be considered as indicators of order of magnitude only. Moat data was fur-
nished by the State Statistics Com'mittee of Aserb&ian.

1. General Policy ramework
AzerbaUan, a country of 7.5 million people with rich natural resources, has signifl.

cant potential as a trading and investment partner of the United States. Exploi-
tation of its enormous oil and gas reserves in the Caspian Sea will require foreign
capital and know-how, and Azerbaian has taken the first step toward developing
these resources by signing a production sharing agreement with a consortium of
western oil firms including several U.S. companies, in September 1994. Azerbaian
has an array of Leavy industries, particularly oil refining, petrochemicals, oil field
equipment, and air conditioners that will require foreign investment to make them
viableeIn a world economy. Finally, Azerbaian is richly endowed with a diverse agri.
cultural sector producing grapes, cotton, tobacco, silk, tea, and other fruits for ex-
port.

AzerbaUan has yet to realize its potential largely because recent governments
have been preoccupied with issues or survival and instability arising from the con-
flict in Nagorno-Karabakh, a break-away, formerly autonomous province of Azer-
baijan inhabited mostly by ethnic Armenians. Azerbaijan has been unable to resolve
the conflict and approximately 20 percent of its territory has been occupied by
Nagorno-Karabakh Armenian forces. President Heydar Aliyev, a former member of
the Soviet Union's Politburo and former communist ruler of Azerbaijan in the 1970s,
has announced his government's commitment to democratic and market-based re-
forms, though he favors a process of gradual reform rather than economic shock
therapy. First Deputy Prime Minister Quliyev is responsible for economic perform-
ance and reform, while four deputy prime ministers in the Cabinet of Ministers
have responsibility for directing flerent economic ministries, though all answer ul-
timately to President Aliyev. -Ministerial and sub-minsterial changes are taking
place following an internal political crisis in October 1994 which resulted in the dis-
missal of the rme Minister. Some of these changes will affect economic decision-
makers.

The economy remains dominated by large state enterprises and, in the agricul-
tural sector, by large state and cooperative farms, all of whose production is theo-
retically basect on state orders prepared by the government ministries. The national
parliament passed a privatization law in August 1994, but the process has ]an-
guished as no implementing legislation has yet been approved. Private business has
begun to appear, primarily n the retail sector in the main cities and towns. In addi-
tion, many state enterprises are beginning to produce and even market their prod-
ucts independently of central government control.

The economy declined about 25 percent in the first nine months of 1994 compared
to Che same period in 1993. The government, continuing its subsidies of key com-
modities, allowed budget deficits to remain above ten percent of GDP in the first
nine months of 1994. The government does not et have a realistic plan for financ-
ing this deficit, and will probably continue to rely on the inflationary policy of issu-
ing more currency.
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AzerbaUan declared its currency, the manat, sole legal tender January 1, 1994,
and has allowed the manat to float against major currencies since April 1994. For.
elgn currency exchanges have been introduced to help make the manat convertible,
but are still operating at very low volumes.

Although AzerbaUan became an active member of the Commonwealth of Inde-
pendent States (CIS) in 1993, it has not signed the proposed ruble zone ageement.
Joining the CIS eliminated tariff and other restrictions on Azerbaian's critical trade
with Russia, Ukraine, and other CIS countries, but commercial ties continue to
slump due to payment problems on Azerbaijan's part and disagreements over Azer-
bauan's debts with some CIS members, especially Russia. The conflict in Chechenya
has disrupted Azerbaijan's main trade route with Russia, and Moscow has imposed
restrictions on Azerbaijani use of the Volga-Don Canal, the only water route linking
Baku to the outside world.
2. Exchange R~te Policy

The Azerbaijani manat has been allowed to float against major currencies, and
has suffered a sharp, steady devaluation as a result of Baku's expansionary fiscal
and monetary policies. The manat has lost more than 90 percent of its value. In Oc-
tober 1994, te rate reached 2,500 manats to the dollar. The government imposes
several controls on foreign exchange, including a surrender requirement and a limit
on the amount of foreign currency-that can be taken out of the country.
3. Structural Policies

Structural change is coming to Azerbaijan, albeit slowly and more as a result of
the breakdown of the centrally planned system rather than through a government
reform plan.

Pricing Policies: Several key commodities, including bread, natural gas and gaso-
line, remain under price controls. While the government raises these controlled
prices periodically, they remain artificially low, and shortages of these goods occur,
along with corruption and black market activity. In addition, nearly all goods are
produced by state enterprise monopolies, and the government continues to set prices
it will ay to these enterprises based on fixed cost-plus formulas.

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 rateand differential rates allowed on certain enterprises; excise taxes o* up to 90 percent
of the price for selected goods; and a personal income tax, progressive in nature but
not strictly enforced. Other important sources of government revenue are a royalty
on crude oil production and a tax on vehicle ownership.

Regulatory Policies: lhe government regulates the export of strategic commodities
produced in Azerbaijan, which include the main hard currency earners such as re-
fmed oil products, cotton, and wine. Potential buyers of such commodities must pay
for an export license or cooperate with an Azerbaijani partner that has obtained a
general license for that commodity.
4. Debt Management Policies

In September 1993, AzerbaUan signed a "zero option agreement" with Russia
under which Russia will pay Azerbaijan's share of the external debt of the former
Soviet Union in return for Azerbaijan's share of the former Soviet Union's assets.

The Azerbaijani budget deficit remains at high levels, amounting to over 10 per-
cent of GDP in 1994. Since Russia has stopped financing Azerbaijani debt outlays
with rubles, Azerbaljani officials increased contacts with the International Monetary
Fund (IMF) World Bank, and the European Bank for Reconstruction and Develop-
ment (EBRb). However, borrowing programs will not be granted until Azerbaijan
tightens its policy to meet generally accepted financial criteria, which has proposed
to do by the end of 1994. Azerbaijan has no borrowing relationship with commercial
banks, and in the short term is likely to finance budget shortfalls through printing
manats and issuing credit through the National Bank.
5. Significant Barriers to U.S. Exports

Corporate Barriers to U.S. Exports: The most significant barrier to trade with the
United States is the lack of haid currency reserves. Azerbaijan pays for nearly all
imports with barter goods, primarily oil-based products, cotton, oil field equipment,
diesel fuel, chemical products of organic synthesis, silk, waste metals and tobacco.
Selling goods or services to Azerbaijan almost always entails receiving barter goods
in payment.

Lack of laws and Institutions which regulate fairness in trade, and poor infra-
structure create barriers. Azerbaijan has no bankruptcy or commercial transactions
laws. Only some banks have access to foreign exchange. The customs service and
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airport officials lack professional training and attitudes. Entry and exit regulations
at the airport change Frequently and without warning. Office space is at a premium
and costly, telecommunications are not reliable and experience with western busi-
ness practices is rare.

Standards and Testing Requirements: AzerbaUan produces oil field equipment
machine tools and other manufactured goods according to the GOST standards used
throughout the former Soviet Union, which are not up to U.S. or European industry
standards. There are a few Western companies here with joint ventures which have
brought or are bringing products and facilities up to American or European stand.
ards. It is assumed that with the recent signing of the oil contract, foreign compa-
nies and banks will be more likely to move forward on planned projects.

Trademarks and Logos: There is a small but growing market in Azerbaijan for
pirated videos, sound recordings and computer software, with no government effort
to stop it. A privately-owned television channel's programming consists almost en-
tirely of pirated American films and television mini-series, which have been dubbed
into Russian and marketed throughout the former Soviet Union. There is no evi-
dence, however that Azerbaijan produces such pirated works.

Investment barriers : Accoirding to the Foreign Investment Law of 1992, the gov-
ernment's Council of Ministers must pre-approve all foreign investments. Mineral
exploration and extraction rights granted through concessionary agreements withthe approval of the Council of Ministers usually require parliamentary approval as
well. There are restrictions on the number of foreign personnel that an enterprise
may.hire. At present, both Azeris and foreigners may lease land but not own it out.
Sght.aThe exception is the percentt of land owned by private farmers.

To 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 inApril 1993 but has yet 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 Azerbaijan was concluded in 1992, but it also has yet to be ratified by Azer-
baijan. The United States has proposed a bilateral investment protection treaty,
which would establish an open investment legal regime for investments between the
two countries. The Azerbaiani government has not yet accepted the U.S. offer to
negotiate this treaty.
6. Export Subsidies Policies

The government continues to subsidize production at state enterprises to maintain
production levels and employment (although most factories work below capacity).
There is, however, no direct government support for exports to countries outside the
former Soviet Union.
7. Protection of U.S. Intellectual Property

Azerbaijan has yet to adopt adequate laws to protect intellectual property. The
Committee on Science and Trechnology of the presidential apparatus drafted patent
and trademark laws, but the parliament has not passed them into law. A presi-
dential decree on piihtn 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 pirated films.

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 assess
given the low levels of trade and investment to date. The trade agreement of April
1993 contains commitments on protection of intellectual property. This agreement
has not been ratified by the Azerbaijani parliament.
8. Worker Rights

a. The Right of Association.-Azerbaijani labor unions continue to be highly de-
pendent upon the government, but are free from federations, and participate in
international bodies. Azerbaijan is a member of the ILO (International Labor Orga-
nization). There is a legal right to strike, and workers do from time to time strike
at certain factories.

b. The Right to Organize and Bargain 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 byr law and is not known to be practiced.

d. Minimum Age for Employment of Children.-The minimum employment age is
16, though children of 14 are allowed to work during vacations with the consent of
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their parents and certification of a physician. Children of 15 may work if the work
place's labor union does not object.

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 (5,000 rubles or about $4 per month) were granted to
21,567 people between September 1992 and August 1993, although state factor'
and enterprises temporarily laid off many more employees. The legal work week is
41 hours. ealth and safety standards exist but are not enforced.

f. Rights in Sectors with 1-.8. Investment.-In the petroleum sector the only sector
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
have dramatically improved.

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

(Millions of U.S. dollars)

Category Amount

Petroleum ................................................................................. .(1)
Total Manufacturing ................................................... ............ 0

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

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

BELARUS

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

1992 1993 19941

Income, Production and Employment:
Real GDP Growth 2 ...................... . . . .. . . . .. . . . .. . . . .. . . ..  -10 -9 -24
Labor Force (000s) ............................................... 4,887.4 4,8?3.7 4,608.0
Unemployment (pet.) ........................................... 0.5 1.4 2.0

Money and Prices (annual percentage growth):
Money Supply (bil. rubles) .............................-..... N/A 3,748 3,470
Base Interest Rate ............................................... N/A 310 310
Retail Inflation ... ......................... 693.5 517.1 283.7
Wholesale Inflation .............................................. 1,627.5 936.8 327.9
Exchange Rate ..................................................... 341 3,160 32,241

Trade and Balance of Payments: (USD millions)
Total Exports (FOB) ............................................ N/A 2,941.0 2,556.0

Exports to US ..................................* 43.0 39.1 37.5
Total Imports (CIF) /4 ....... .... .............. N/A 3,216.0 3,193.0

Imports from US .............................................. 91.9 87.3 37.8
Trade Balance ...................................................... N/A -275.0 - 636;0
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Key Economic Indicators-Continued
(Millions of US. dolls unless otherwise noted)

1992 1993 19941

Trade Balance with U.S................................... -48.6 -48.2 -0.26
Aid from U.8S................................................. 838.6 60.0 N/A
External Public Debt /5 ....................................... N/A 890 1,652
Debt Service Payments (paid) ...... N/A 2 108

NIA-NOt available.1Januaay8plmnb•r 1994.
8Natonal Bank bass rut. for Ioans t colmmocis banks.
sAvYWra han rat. throuaheptembar 1, taking into account the August 20 denominatUon. Exchangprae n mmelb~r I-wes9.100 l ardan rubdle4.00.
'Merchandis, only-dos not include .m O Import.
Does no Include~ ov 40 million debt t. Rumla for energV.

1. General Pol7y Fmewrk
Belarus formally declared independence on July 27, 1991. With Russia and

Ukraine,Belarus was a founding member of the Commonwealth of Independent
States (iS) in December 1991. hi March 1994 the parliament passed Belarus' first
post-Soviet constitution building the framework for a government with a strong ex-
ecutive branch. In Jufy 1994, Alexander Lukashenko was elected president of
Belarus. Economic policy is directed by the president's administration through the
Cabinet of Ministers, led by Prime Mimster Chigir.

Belarus has declared its Intention to create a "socially-oriented market economy,
but the pace of reform in Belarus has been slow. The delay in implementing a com-
prehensive progm of economic reforms has been blamed on the government's fear
of possible social unrest caused by decreased living standards and unemployment.
In October, the parliament approved the president's "plan of urgent measures' for
the Belarusian economy. Like the plan for 1993 and pror years,October's plan calls
for increased reliance on market mechanisms, but maintains central control over
key market sectors, Including agriculture. The plan has produced some encouraging
results thus far, including removal of energy subsidies to state-owned enterprises,
and cutting off electricity and gas supplies1enterprises which have notpaid their
share of Belarus' arrears to Russia for energy, which now total over $450 million.
The Government of Belarus recently came to agreement with the IMF on a standby
arrangement, to be financed with a second Structural Transformation Facility.(STF)
loan and an upper credit tranche. Prior actions for this proam included significant
food price liberalization. Unfortunately, the government delayed the price liberaliza-
tion and damaged the credibility of its new reform drive. A pledging session for the
program did not yield sufficient donor country support and IMP Board consideration
of the program was delayed from the end of December into January 1995 while the
IMF tries to adjust the program and seek additional donor support to close the bal-
ance of payments gap.

Belarus has a diversified economy, which during the Soviet-era gave Belarus one
of the highest standards of living in the former Soviet Union. Belarus can meet most
of its own basic food needs, with the exception of feed grains, sugar and vegetable
oil. The agricultural sector accounts for an estimated 26 percent of net material
product (NMP) and relies heavily on livestock, which contributes about 60 percent
of the sector's NMP. The industrial sector is biased toward heavy industry, with
concentration in machine building, electronics, chemicals, defense-related produc-
tion and construction materials. Virtually all enterprises are state-owned.

Ihe industrial sector continues to experience major supply, demand, and price
shocks as it relies on other CIS countries to supply about 70 percent of its raw ma-
terials and to absorb more than 40 percent of Belarus' output. As prices for raw ma-
terials approach world market levels, thus causing demand to slacken, Belarus' in-
dustrial production continues to fall. Despite past reform efforts, the military com-
plex is fn need of vast restructuring which will require investment as well as
changes in operations and ownership.

The economy is energy-intensive due to traditionally low energy prices. More than
90 percent of primary energy consumption is met by imports. Belarus' arrears for
energy supplies from Russia, its primary supplier, now exceed $450 million. Belarus
also faces a number of environmental problems related to the Chernobyl accident
and its heavy industrial base. The Government of Belarus claims that over 20 per-
cent of Its budget goes to Chernobyl-related activities. Agricultural activity is still
restricted in many areas damaged by Chernobyl.
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Fiscal and Monetary Policies: The Government or Belarus allowed itself a budget
deficit of no more than six percent of government expenditures. The Central Bank
is authorized by law to issue credits up to four percent of gross domestic product.
The minimum wage was raised three times in the first three quarters of 1994. Since
all other government wages pensions and taxes are pegged to the minimum wage,
slight changes have far-reaching Impact.

The National Bank of Belarus MB) is a weak financial Institution hampered by
a lack of technical and financial expertise, as well as by political interference. How-
ever, National Bank Chairman Bogdankevich, though not immune to political influ-
ence, is considered to be a positive voice for reform in Belarus. The main instru-
ments of monetary control In Belarus are the volume and cost of NBB lending to
banks, reserve requirements and restrictions on interest rates. Establishingmone.
tary control is hindered by the practice of monetizing the fiscal deficit and the past
practice of cancelling.outright the outstanding debts to state enterprises. The refi-
nance rate of the N•u serves as an indirect subsidy to state enterprises, as the rate
is lower than commercial credit or the inflation rate.

Minimal regulation of the banldng industry in this credit-starved republic has led
to a small bank boom. Forty-four commercial banks currently exist in Belarus, one
with as many as 20 branch offices. New regulations have been introduced that are
intended to institute new minimum reserve requirements and encourage saving. Al-
though the National Bank no longer cancels outright loans to state enterprises, It
still monetizes the government deficit, thwarting efforts at monetary control.

Belarus joined the International Monetary Fund (IMF), World Bank and the Eu-
ropean Bank for Reconstruction and Development (EBRD) in 1992. In late 1994,
Belarus reached agreement with the IMP on a program of market reforms, making
the country eligible for a stabilization loan of $100 million, as well as a stand-by
credit of $180 million. The agreement calls for a strict timetable for moving toward
a market economy. The US. government and the EBRD have capitalized investment
funds at nearly $200 million targeted at small and medium-sized businesses.
Belarus was granted GA7T observer status in 1992.
2. Exchange Rate Policy

In October of 1992, Belarus created the "Belarusian rubel" to supplement increas-
ingly scarce cash Soviet rubles in circulation. When Russia withdrew Soviet rubles
in July 1993, the "rubel" became the de facto national currency. After continued at-
tempts at forming a monetary union with Russia failed to produce acceptable terms,
Belarus gave up on the effort and declared the rubel the national currency. All gov-
ernment obligations must now, by law, be aid in the national currency. Belarus has
announced that, beginning January 1, 1995, all retail trade must be conducted in
Belarusian rubels. Licenses for continued trade in hard currency are to be strictly
controlled.

In August, after losing over 90 percent of its value against the Russian ruble in
the two years since its introduction, the Government of Belarus revalued the rubel
to one-tenth of its former value, reducng all denominations of bank notes, non-cash
deposits and prices by one zero. However, in the four months following this "cur-
rency reform,"inflation remains high and the rubel has again lost over two-thirds
of its value.
3. Structural Policies

The government has stated that it is anxious to attract foreign investment and
has introduced a series of reforms to improve the investment climate. The Supreme
Soviet has passed legislation regulating bankruptcy, leasing, and enterprises, but
implementation remains problematic.

The process of privatization continues to move slowly forwa-d in Belarus. The
Minister of Privatization claims that of all state-owned enterprises eligible for pri-
vatization, ten percent are now in private hands. A presidential decree on privatiza-
tion is expected to be issued by the end of 1994.
4. Significant Barriers to U.S. Exports

The tax code for foreign-owned businesses has not changed significantly in the
last three years. Despite more than twenty separate taxes on foreign-owned busi-
nesses, the Government of Belarus has instituted legislation to attract foreign in-
vestment. Joint ventures with more than 30 percent foreign ownership are entitled
to export products without a license and pay no tax on profits for three years after
the company earns its first profits, if products are manufactured by joint ventures
in Belarus. If the company sells foods or services of third parties-so-called "middle-
man activitf--the tax holiday on profits does not apply. Hard currency earnings
from the export of a 30 percent foreign-owned joint venture can be disposed of by
the enterprise after payment of appropriate taxes.
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These taxes include: a) individual income tax; b) value-added tax (20 percent); c)
excise tax, if the company produces 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 dis-
posed of into the environment; and f) fuel tax.

Belarusian law forbids 100 percent ownership by foreigners of property in
Belarus. To attract some foreign investors, however, Belarus allows foreigners to ob-
tain property in Belarus under a 99-year lease. The governmentt has also indicated
that the president might make special exception to allow foreigners 100 percent
ownership.

To date, there is no law on currency regulation in Belarus, although a new law
on the use of hard currency is due to go into force in January 1995. Belarus is still
operating under a decree issued by the Supreme Soviet at the end of 1992 entitled
"Temporary Rules for Hard Currency Regulation and the Conducting of Operations
with Hard Currency on the Territory of the Republic of Belarus." Under this decree,
hard currency earnings from the export of products made by an enterprise with at
least 30 percent foreign investment remain at the disposal of the enterprise. All
other enterprises must sell 20 percent of their hard currency earnings to the Gov-
ernment of Belarus and pay a 10 percent hard currency revenue tax.

The United States is working on several levels to increase trade and investment
in Belarus. In the spring of 1993, the US.-Belarus trade agreement, providing recip-
rocal most-favored-nation status, went into force. President Clinton signed the Bilat-
eral Investment Treaty during his visit to Belarus in January 1994. This treaty,
when ratified by the Unitud States (Belarus has already ratified it), will provide a
legal framework to stimulate investment. A bilateral tax treaty intended to provide
reiloefto businesses from double taxation is also being developed. An Overseas Pri-
vate Investment Corporation (OPIC) incentive agreement, which allows OPIC to
offer political risk Insurance and other programs to US. investors in Belarus, has
also been concluded and is in force. The US. Export-Import Bank also has active
programs in Belarus. Once ratified, the U.S.-Belarus bilateral investment treaty will
provide substantial assurances to U.S. investments.
5. Export Subsidies Policies

One of the legacies of a centrally-planned economy is government subsidization
of state-owned enterprises. In Belarus these subsidies are aimed at maintaining pro-
duction and employment rather than being specifically targeted at supporting ex-
ports.
6. Protection of U.S. Intdlectual Property

After the breakup of the Soviet Union, Belarus acceded to the World Intellectual
Property Organization (WIPO). Piracy of printed material, video and sound record-
ings, while prohibited by law, continues. The U.S.-Belarus trade agreement includes
some provisions on the protection of intellectual property.
7. Worker Rights

The independent trade union movement is developing very slow),,. The largest
trade union in Belarus, the Federation of Trade Unions of Belarus, consisting of five
million members, is not considered an independent organization because it still fol-
lows government directives. However as Belarus progresses toward a market econ-
omy, unions are becoming more vocaf in demanding social protections formally pro-
vided under the Soviet system.

a. The Right of Association.-The new Belarusian constitution, passed in March
1994, allows the formation of independent tradwrunions. However, workers are often
automatically inducted into the government-affiliated Federation of Trade Unions.
The Federation's active role in controlling social programs, such as pension funds,
will impede the growth of truly independent trade unions.

b. The Right to Organize and Bargain Collectively.-The Belarusian constitution
provides the right to organize and bargain collectively, and bars discrimination
against trade union organizers. In practice, however, there have been reported cases
of dismissals and threats of loss of employment against independent trade union
members.

c. Prohibition of Forced or Compulsory Labor.-The Belarusian constitution ex-
plicitly prohibits forced or compulsory labor. Belarus has ratified one of the Inter-
national Labour Organization's forced labor conventions. However, penal production
of manufactured goods exists.

d. Minimum Age for Employment of Children.-Existing law establishes 16 to be
the minimum age for employment. Exceptions are allowed in cases where a family's
primary wage earner is incapacitated.
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e. Accepable Conditions of Work.-The Supreme Soviet, along with the Cabinetof Minister.,'has the responsibility to set a m nimum wage which is increased peri-

odically in response to inflation. The labor code limits the work week to 40 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. Enforcement of these standards is lax.

f..Rights In Sectors with U.S. Inveatment.-There is no significant U.S. investment
in Belarus.

BELGIUM

Key Ecomomic Indicators
[Millions of U.8. dollars unless otherwise noted)

1992 1993 19941

Income, Production and Employment:
Real GDP (1985 prices)2 ................. . . .. . . .. . . .. . . . . .. . .  176.9 162.1 172.9
Real GDP Growth (pct.) ....................................... 1.4 - 1.3 1.8
GDP (at current prices) 2 .................. . .. . .. . .. . . . . .. . . ..  219.0 206.4 226.3
By Sector.

Agriculture ........................................................ 3.7 N/A N/A
Energy/Water .................................................... 9.6 N/A N/A
Manufacturing .................................................. 44.5 N/A N/A
Construction ..................................................... 12.7 N/A N/A
Services ............................................................. 119.1 N/A N/A
Government/Health/Education ........................ 29.3 N/A N/A

Real Per Capita GDP (1985 prices)............ 17,711 16,210 17,170
Labor Force (000s) ............................................... 4,237 4,261 4,279
Unemployment Rate (pct.) .................................. 9.4 10.5 10.9

Money and Prices:
Money Supply (MI).............................................. 40.4 40.7 N/A
Base Interest Rates ..................... . .. . .. . .. . . .. . . . . .. . . .. .  8.7 7.2 6.4
Personal Saving Rate .......................................... 19.5 20.6 20.2
Retail Inflation ..................................................... 2.1 2.6 1.8
Wholesale Inflation .............................................. - 1.8 0.2 1.5
Consumer Price Index ......................................... 2.4 2.7 2.5
Exchange Rate (BF/USD) .................................... 32.1 34.6 32.8

Balance of Payments and Trade:
Total Exports (FOB) ............................................ 123.5 111.3 115.6

Exports to U.S .................................................. 4.41 4.90 N/A
Total Imports (CIF)4.........* .0.. . . 125.2 114.7 117.5

Imports from US.............................................. 5.47 5.21 N/A
External Public Debt ........................................... 31.5 43.9 44.65
Gold and Foreign Exch. Reserves ....................... 11.4 13.9 18.1
Trade Balance 4 .................................................... -1.7 -3.4 -1.9

Trade Balance with U.S ................................... -1.06 -0.3 N/A
N/A-Not available.
'1994 flwree ae all estimates based on available monthly data in October 1994.
SGDP at'-faco cost.
2Pgf r ae actual, average annual interest rates.4 Merchandise trade.

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 the country depends heavily on world trade. About 75 percent
of its trade takes place with other Euroan Uniion (EU) members. Belgium ranked
as the ninth-largest trading country in the world in 1993. The country's service sec.tor generates more than 70 percent of GDP, compared with 25 percent for Industry
and two percent for agriculture. Belgium imports many basic or intermediate goods,
adds value, and then exports final products.
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Belgiumexports twice as much per capita as Germany and five times as much

as Japan. The country derives trade advantages from its central geographic location,
and a highly skilled, multilingual and industrious workforce. Over the past 30
years, Bef lum has enjoyed the second-highest average annual growth in productiv-
ity for all OECD countries after Japan.

Globally Belgium ranks as the United States' 10th-largest export market world-
wide and the fflth-largest in Western Europe. Belgium is the 13th largest target for
US. investment in the world. U.S. trade and investment prospects are positive, and
many opportunities exist for U.S. exporters and investors. The Belgian government
recently undertook steps to improve the foreign investment climate even more.

Of all European Union members, Belgium's 1993 economic recession was the
worst after Germany's. Part of the 1993 recession came about because the govern.
ment instituted a variety of budget cuts and revenue measures totalling about 6.6
percent of GDP in 1992 and 1993 to try to meet economic performance targets under
the EU's proposed Economic and Monetary Union_(EMU). Due to the highest net
public sector debt load among OECD countries (127 percent of GDP), Belgium faces
tight fiscal policy for many years to come.

Belgium, with its small open economy, is very vulnerable to declines in economic
activity in Germany, France and the Netherlands, which together account for more
than half of Belgium's exports. Belgian unemployment currently stands at more
than 10 percent of the workforce (by EU and 0ECD standardized definitions), an
increase of more than 15 percent in one year. The country's competitiveness also de-
teriorated in 1993. Per capita wape costs increased by 4.2 percent, against 3.6 per-
cent for the country's seven most important trading partners.

For 1994, the extent of economic recovery in Belgium depends in large part on
economic development results in neighboring countries, as well as the degree of Bel-
gian monetary and fiscal tightness. Most recent GDP growth forecasts are in the
neighborhood of 2.3 percent in 1994 and 2.8 percent in 1995.

Belgium completed domestic ratification of the oruguayRund agreement and be-
came a founding member of the WTO on January 19195.

When the present coalition government under Prime Minister Dehaene came to
power in March 1992, it set three budgetary targets. First, federal expenditures net
of debt payments should not grow faster than the inflation rate. Second, the growth
rate of fiscal revenues should at least match the growth rate of nominal GDP.-Third,
the deficit in the social security budget should be eliminated. The Government has
managed to meet the two first criteria, but has not yet balanced the social security
budget, mainly due to substantial cost overruns in health insurance and unemploy.
ment benefits. In 1993, the Government of Belgium's (GOB) public sector budget
deficit equaled 7.2 percent of GDP, up 0.3 percentage points from the 1992 level.
According to the Government's own convergence plan Ior possible membership in the
European Economic and Monetary Union (EMU), the 1993 target was 5.8 percent.
For 1994, it is 4.8 percent. Despite weak fiscal results to date, the Belgian Govern-
ment since March 1992 has implemented budgetary austerity measures worth more
than $16.2 billion, or about 6.6 percent of GDP. Even though 75 percent of these
measures were revenue increases rather than expenditure cuts, they had the advan-
tage of being mostly structural in nature, as opposed to one-time measures. As a
consequence, the Government still expects to meet the three percent ofGDP annual
budget deficit target in 1996, one of the Maastricht Treaty requirements for possible
full -EMU membership. Since Belgium has virtually no chance of reaching in this
decade the 60 percent of GDP public debt target under the Maastricht Treaty, the
Belgian public sector must come close to the annual deficit target to obtain a dero-
gation on the debt target.
2. Exchange Rate Policy

Belgian monetary policy basically shadows German interest rates as closely as
possible in order to keep the Belgian Franc (BF) close to a central parity with the
Deutsche Mark (DM). In June 1990, the National Bank of Belgium (NBB) decided
to keep the BF within a plus or minus 0.3 percent band around the central parity
of the DM, a much narrower band than what the European Exchange Rate Mecha-
nism (ERM) required. That policy proved successful during the next three years;
Belgian inflation ranked among the lowest in the EU, and renewed credibility of the
BF allowed the Government to finance its debt at good rates. As part of the near
collapse of the entire ERM on July 30, 1993, this "strong franc" policy came under
serious attack both before and after the widening of the ERM fluctuation bands on
August 2, 1993. Despite the NBB's intention to bring the BF back within the narrow
ERM band as soon as possible markets began to focus more on Belgium's imbal-
ances (mainly the widening budget deficit gap, the huge public debt and the depth
of the recession). Serious pressures developed against the BF in the summer and
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fall of.1993..Consequently, the NBB and Government used high short-term interest
rates, jawboning and currency market interventions to support the BF.

After the franc slipped by about seven percent against the central parity rate with
the Mark, several factors came to its rescue, apart from high interest rates and cur.
rency market intervention. The German Bund'esbank lowered its key interest rates
at the end of October 1993, relieving the pressure in the ERM. The ensuing appre-
ciation of the dollar against the DM further eased the pressure on the BF. Subse-
quently, the NBB lowered its interest rates by more than 100 basis points within
two weeks. Through the combination of the above factors, the BF by the end of 1993
had returned close to the central parity with the DM, and has stayed there since
then, despite gradual short-term interest rate cuts.

3. Structural Policies
In practice, freedom of trade in Belgium does not discriminate between foreign

and domestic investors. There are basically no legal measures in force to protect
local industry against foreign competitors, except in the agricultural sector where
the EU's external tariffs and the quota structure of the Common Agricultural Policy
(CAP) apply. Nevertheless, unwritten rules have favored national suppliers for pub-
lic procurement contracts and there have been occasional instances where individual
private sector projects have met resistance from established economic interests.

Subsidies: On July 20, 1993, Belgium completed its process of constitutional
change and became a federal state. In this new system, the three 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 mainly based on two federal laws: (1) the Economic Expansion Act
of August 4, 1978 (for small companies) and (2) the Economic Expansion Act of De-
cember 30, 1970 (for large companies). both laws provide financial and fiscal incen.
tives for investments in land, buildings, and tangible and intangible assets. Belgian
state aid programs at all levels of government seem likely to shrink in the next sev-
eral years as pressures to limit them from the EU Commission and from declining
national and regional budgets intensify. The EU Commission believes that state
aids distort the single market, impair structural change, and threaten EU conver-
gence and social and economic cohesion. Belgium has historically been near the top
of the EU in providing state aids, well above the community average. In recent
years about five percent of total Belgian public sector spending has gone to state
aids, about 64 percent of which went to particular industries, e.g. the railroads and
coal mines. In the future, the remaining state aid programs will/emphasize general
macro objectives such as promoting innovation, research and development, energy
saving, exports and most of all, employment.

Investment: Belgium maintains an excellent investment climate for U.S. compa-
nies. U.S. investment in Belgium-almost $11 billion-ranks 13th in the world. No
restrictions in Belgiam apply specifically to foreign investors. Specific restrictions
that apply to all investors in Belgium, foreign and domestic, include the need to ob-
tain special permission to open department stores, rovide transportation, produce
and sell certain food items, cut and polished diamonds and sell firearms and ammu-
nition. During'1993, the American Chamber of Commerce in Belgium complained
publicly on be-alf of some of its members about a deterioriation in certain aspects
of the previously excellent foreign investment climate in Belgium. The American
Chamber specifically criticized the absence of a unified government policy on foreign
investment within Belgium resulting in firms finding themselves welcomed and
turned away at the same time by different government agencies. In addition, the
Chamber complained of an inconsistent approach to environmentally sensitive in-
vestment projects, contradictory tax treatment of expatriate cost remuneration, un-
certainties concerning the legal status of certain kinds of investments, and hard-
ships for the families of expatriates occasioned by Belgian tax, visa, and immigra-
tion ljolicies. Since then, the government has responded positively to these points
and promised to take the necessary measures to remedy these problems.

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 fair narrow base resulting from
numerous fiscal loopholes. While indirect taxes are lower than the EU average, both
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in relation to GDP and as a share of total revenues, personal income taxation and
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
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 push the country into a net creditor position. Only about 15 percent
of the Belgian government's overall debt is owed to foreign creditors. Moody's top
Aal rating of the country's bond issues in foreign currency fully reflects Belgium s
integratedcposition in the EU, its significant improvements in fiscal and external
balances over the past few years, its economic union with the financial powerhouse
of Luxembourg, as well as the slowdown In external debt growth. The Belgian gov.
ernment does not experience any major problems in obtaining new loans on the local
credit market. Because of the reform of monetary policy in January 1991, as well
as greater independence granted in 1993 to the National Bank of Belgium (NBB),
direct/financing in Belgian francs by the Treasury through the central bank has be-
come impossible. The Treasury retains only a $ 500 million credit facility with the
NBB for day-to-day cash management purposes. The contracting of foreign currency
loans by the Belgian government has also been restricted. Such borrowing is pos-
sible only in consultation with the NBB, which ensures that these loans do not com-
promise the effectiveness of the exchange rate policy.

As a member of the G-10 group of leading financial nations, Belium participates
actively in the IMP, the Woird Bank, B and the Paris Ciub. Belgium is a
significant donor nation, end it closely follows development and debt issues, particu-
layrl with respect to Zaire (where development aid flows are frozen) and some otherAfrican nations.

5. Significant Barriers to U.S. Exports
With the beginning of the EU's single market, Belgium has implemented most,

but not all, of the trade and investment rules necessary to harmonize with the rules
of the other EU member countries. Thus, the 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 barriers to services and commodity trade still exist, however, including:
Telecommunications: The Belgian telecommunications market, with its state mo-

nopoly of the basic telephone network, has shown recently a greater degree of open-
ness than in the past. A7second cellular license will be issued before the end of 1994,
the yellow pages have been opened up to competition (albeit both under EU pres-
sure) and the search is on for a strategic partner for Belgacom, the public telephone
operator. However, foreign suppliers of equipment still complain that they face an
unequal battle with the 'national champions'.

Ecotaxes: The Belgian government has passed a series of ecotaxes, in order to re-
direct consumer buying patterns away from environmentally damaging materials
(as defined by the green parties, which supported the government coalition's efforts
to revise the constitution and create a federal state). These taxes will possibly raise
costs for U.S. exporters, since U.S. companies selling into the Belgian market must
adapt to the phased-in implementation of these taxes, which may add more costs
to U.S. producers forced to adapt worldwide products to varying EU environmental
standards.

Belgian Subsidies to Airbus Participants: Since the inception of the Airbus project
in Europe, Belgian companies have participated as subcontractors to the main Ger-
man and French producers of the aircraft. In the past, Belgian public production
supports for Airbus contractors have included subsidies for both recurring and non-
recurring costs. Cash advances were halted in 1991 though support continues today
in the form of a guaranteed exchange rate designed to compensate Belgian contrac-
tors for the decline in the BF/dollar rate. The precise level of the subsidy depends
on the equipment being supplied, the Airbus aircraft type, and the degree of Belgian
federal and regional government participation. Between 1978 and 1991, Belgian fed-
eral and regional authorities contributed an estimated $167 million to Belgian Air-
bus component manufacturers participating in the Belairbus consortium. In the pe-
riod 1992-1998, Belgian governments have pledged $392 million in total support.
While federal supports are scheduled to end, regional government subsidies are like.
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ly to continue and even rise in the future, despite federal government commitments
to control them. This, of course, depends on Belgian industry receiving continued
work from the Airbus consortium.

Regionalization: The devolution of various central government powers to the three
regions of Belgium is accelerating. The regions already have considerable influence
over educational and environmental matters and control most of the subsidies and
Investment incentives given to both domestic and foreign business. At some point,
it is likely that the regions will press for taxing authority to raise revenues in order
to meet their added responsibilities. There is inconsistent enforcement of environ-
ment regulations among the regions, which may lead to a less favorable investment
climate Tor U.S. business in some parts of the country. The regions have promised
to take steps to avoid nontransparency and conflicting Jurisdictions.

Opening the Retail Service Stor to Uq.S.Firms: During¶1993 and 1994, the large
u~q.S.tail chain, Toys R Us, has experienced considera-ble difficulty in obtaining
p rmits to open three outlets in Belgium. Current legislation is designed to pro=
the small shopkeeper in Belgium and has a decidedly nontransparent and protec-
tionist bent. While Belgian retailers also suffer from the same restrictions their ex-
isting sites give them strong market share and power in local markets. Toys R Us
officials want to continue to open outlets in Belgium and are concerned that strict
enforcement of the retail law will prevent them from doing so.

Military Offset Programs: Belgian military investment programs frequently con-
tain offset clauses, whereby a certain amount of the contract needs to be performed
in Belgium either directly (i.e. direct compensation on the sale) or indirectly (i.e.
by giving Belgian subcontractors a share of unrelated contracts). The offset pro-
grams are complicated because of the required regional breakdowns: 53 percent
must go to Flanders, 38 percent to Wallonia and 9 percent to Brussels. The number
of military contracts is dwindling, however, as Belgian military spending declines.

Broadcasting and Motion Pictures: Belgium voted against the EU broadcasting di-
rective (which required high percentages of European programs) because its provi-
sions were not, in the counts view strong enough to protect the fledgling film in-
dustry in Flanders. The Flemish (butch-speaking) region and Walloon (French-
speaking) community of Belgium have local content broadcasting requirements for
private television stations operating in those areas. The EU has taken the Walloon
and Flemish communities to the European Court of Justice concerning these re-
quirements. In 1993 the Francophone community led an effort to exclude the U.S.
TA cartoon channel from cable systems in all three regions. A Brussels court sub-
sequently required the broadcasting of TNT in the Brussels region. Similar difficul-
ties await NBC and Viacom when they try to enter the Flemish market in early
1995 with their TV4 channel.
6. Export Subsidies Policies

There are no direct export subsidies offered by the Government of Belgium to in-
dustrial and commercial entities in the country, but the Government does conduct
an active program of trade promotion. This trade promotion activity (subsidies for
participation in foreign fairs and the compilation of market research reports), to-
gether 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 in export sectors, and they may come close to the definition
of a subsidy in the case of a company engaged in exporting.

7. Protection of U.S. Intellectual Property
Belgium is party to the major intellectual property agreements, including the

Paris, Berne and Universal Copyright Conventions, and the Patent Cooperation
Treaty. Nevertheless, an estimated 25 percent of Belgium's video cassette and com-
pact disc markets are composed of pirated cassettes.

On June 30, 1994, the Belgian Senate gave its final approval of the revised Bel-
gian copyright law. The old law dated from 1886. National treatment standards
were introduced in the blank tape levy provisions of the new law, replacing reciproc-
ity standards. Problems regarding first fixation and non-assignability were also re-
solved. The final law states that authors will receive national treatment, and allows
for sufficient manoeuvrability in neighboring rights. It is estimated that U.S. au-
thors and producers will receive some $7 million annually from the proceeds of the
blank tape levy in Belgium.. .,_ .

Patents: A Belgian patent can be obtained for a maximum period of twenty years
and is issued only after the performance of a novelty examination.

Trademarks: The Benelux Convention on Trademarks, 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
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Trademark Office In The Hague. This trademark protection is valid for ton years,
renewable for successive ten-year periods. The Benelux Office of Designs and Models
will grant registration of industrial designs for 60 Years of protection. International
deposit of industrial designs under the auspices of World Intellectual Property Orga-
nization (WIPO) in also available.
8. Worker Rights

a. The Right Of Assoclation.-Belgiunr has a long tradition o, democratic trade
unions. Workers have the right to associate freely, hold free elections and strike.
Unions striking or protesting government policies or actions are free from harass-
ment and persecution. Anti-union actions before a union is legally registered are ef-
fectively prohibited. Labor unions are independent of the government but have im.
portant informal links with and influence on several aajor political parties. Belgian
unions are free to affiliate with and are affiliated withthe major international labor
bodies. In the provision of essential public services, ijbic employees' right to strike
Is implicitly recognized. Public employees may and "a a do strike. Laws and regula.
tons, effectively enforced,_prohibit retribution against strikers and union leaders.b. Tih Right To Organize and Bargain Collctively.-.The right to organize and
bargain collectively is recognized and exercised freely. Management and unions ne-
gotiate a nationwide collective bargaining agreement, which establishes the frame-
work for negotiations at plant and branch levels. The right to due process and Judi-
cial review are guaranteed for all protected union activity. Belgian law prohibits dis-
crimination against union members and organizers and provides special protection
against termination of contracts of shop stewards and members of workers councils
and of health and safety committees. Employers found guilty of such discrimination
are required to reinstate workers. Effective mechanisms exist for adjudicating dis-
putes between labor and management. Belgium maintains a system of labor tribu-
nals and regular courts which ear disputes arising from labor contracts, collective
bargaining agreements, and other labor uiatters.

Belgium has no export processing zones.
c. Prohibition of Forced or Compulsory Labor.-Forced or compulsory labor is ille-

gal and does not occur.
d. Minimum Age for Employment of ChIidren.--The minimum age for employment

of children is 15, but schooling is compulsory until the age of 18. Youth between
the ages of 15 and 18 can participate in part-time work/part-time study programs.
Students can also sign summer labor contracts of up to 30 days. During that period,
they can work the same number of hours as adu~lts. The labor courts effectively
monitor compliance with nationals laws and standards.

e. Acceptable Conditions of Work.-The current monthly national minimum wage
rate for workers age 22 and over is 42,469 Belgian francs, effective as of June 1994.
Based on the exchange rate of October 19, 1994, this is equivalent to $ 1,374. Work-
ers between 18 and 21 can be paid less than minimum wage. 18-year-olds can be
paid 82 percent of the nationaslminimunm wage, 19.year.olda 88 percent, and 20-
year-olds 94 percent. Minimum wage rates in the private sector are established by
nation-wide labor/management negotiations. In the public sector, the minimum
wage is determined in negotiations between the government and the public service
unions. Regular cost of living adjustments are made during the course of each year
to the basic minimum wage rate. The Ministry of Labor effectively enforces mini-
mum-wage laws. A maximum 40-hour workweek which provides at least one 24.
hour Test period is mandated by law, although many collective bargaining agree-
ments have set shorter work weeks. The law requires overtime payment for hours
worked in excess of a regular workweek. Excessive compulsory overtime is prohib-
ited. These laws are enforced effectively. Comprehensive health and safety legisla-
tion is supplemented by collective bargaining agreements on safety issues. Workers
have the right to remove themselves from situations which endanger their health
or safety without jeopardy to their continued employment, and Belgian law protects
workers who file complaints about such situations. The Labor Ministry implements
health and safety legislation through a team of inspector and determines whether
workers quyaliiy for disability and medical benefits. health and safety committees
are mandate by law in companies with more than 60 employees and by works
councils in companies with more than 100 employees. The Ministry of Labor effec-
tively monitors compliance with national health and safety laws and standards.

f. Rights in Sectors with U.S. InvestmenL -U.. capital is invested in many sec-
tors in Belgium. Worker rights In these sectors do not differ from those in other
aeas. Worker rights are practiced and observed uniformly throughout the country.
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Extent of U.S. Investment in Selected Industries--U.S. Direct
Investment Position Abroad on an Historical Cost Basis--1993

(Uillons aof U.S. dollars

Cateorty Amount

Petroleum ................................................................................. 249
Total Manufacturing ..................................... 5,557

Food & Kindred Products .......................6.0.0 411
Chemicals and Allied Products...................... 3,415
Metals, Primary & Fabricated ............................................ 240
Machinery, except Electrical .............................................. 56
Electric & Electronic Equipment ....................................... 215
Transportation Equipment ................................................. (1)
Other Manufacturing .......................................................... (1)

W holesale Trade ...................................................................... 2,056
Banking ............................... ............... 97
Finance/Insurance/Real Estate .............................................. 2,794
Services .............................................. 708
Other Industries ...................................................................... 91
TOTAL ALL INDUSTRIES .................................................... 11,552

ISuppremed to avoid disclosing data of individual companies
Sourc: U.S. Department of Commerce, Bureau of Economic Analyuis.

BOSNIA-HERZEGOVINA

Bosnia.Herzegovina remains a war zone with very little economic activity beyond
smuggling and isribution of humanitarian supplies. US. Embassy estimates place
the remaining industrial activity, which primarily supports the war effort, at five
percent of the 1991 level. In a region which once boasted world-class resorts, there
are now destroyed factories and burnt-out villages. The Bosnian Serbs, who are con.
tinuing their policy of "ethnic cleansing,' have displaced or killed hundreds of thou.
sands of residents.

Bosnia-Herzegovina receives its natural gas by pipeline from Russia via Hungary
and Serbia. Adequate gas supplies were restored to Sarajevo in February 1994. The
situation remains unstable, however, due to maintenance problems, war damage,
and Bosnian Serb control of areas through which the pipeline passes. Electric en-
ers supplies for greater Sarajevo fell from a prewar level of 250 MW to about 50
MW in 1993. With international assistance, the daily electric energy supply in Sara-
jevo averaged 68 MW by mid-1994.

Bad weather, fighting, and Bosnian Serb blockades often block supply lines intoBosnia-Herego.vina, Sarujevo, and the eastern enclaves of Gorazde, Zepa, and
Srebrenica. Sarajevo and the eastern enclaves remain under siege and are currently
experiencing shortages of food, water, electricity, fuel, and many other basic
neccesities. Humanitarian aid has been intermittent and insufficient to meet full re-
quirements. Bosnian Serb sniper activity regularly halts use of the Sarajevo airport.
In the winter months, when the need is greatest, land supply routes become impass-
able and airports often close.

The econorn;1c outlook for Bosnia-Henegovina remains bleak. Even if hostilities
ended at once, the infrastructure is heavily damaged and a large part of the most
productive segment of society has been dislocated or eliminated. No financial re-
serves exist with which reconstruction could begin. In March 1994, the US. and
United Kingdom launched a joint initiative to restore essential public services to Sa-
rajevo. While this has resulted in some success, it will take many years for Bosnia-
Herzegovina to recover from the current crisis, and massive donor support will be
needed to continue the procc•.
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BULGARIA

Key Economic Indicators
[Miflions of'U. dollar unless otherwise noted)

1992 1993 1994's

Income, Prewd tion and Emplomnt:
Real GDP (1993 prices)ox. . . . . . ...  . . . . . . .. .  10,773 10,557 10,409
GDP (at current prices)sfl................................... 8,478 10,557 20,859
Real GDP Growth Rate (pct.)c ....... ............ -5.6 -4.2 -1.4
Real GDP by Sector. o t

Industry ............................................................. 5,063 3,647 3,539
Agriculture ........................................................ 1,120 804 1,145
Trade/Services .................................................. 4,632 4,164 5,724

Per Capita Income (USD)o.21........ ........ 1,209 1,195 1,181
Labor Force (000s) o . ....................... 3,796 3,787 3,827
Unemployment Rate (pct.)o O ............................. 15.0 15.8 15.5

Money and Prices:
Money Supply (Ml:bil. lev) 0 ............. . . .. . .. . .. .. . . .. . .  37.8 36.9 55.0
Commercial Interest Rate (pct.) o0....................... 61.1 58.2 377.9
Gross Domestic Savings Rate (pct.) LE................ 2.1 2.1 N/A
Gross Domestic Investment ................................ 1,739 1,669 N/A
Consumer Price Index (Dec. 1992 equals

100)m........................................... .100 164 342
Inflation (pct.) (end-ofperiod/Dec-Dec)4 ............ 79.4 63.9 110.0
Producer Price Index ........................................... N/A N/A N/A
Exchange Rate (year-end: leva/$)

Official 5 ............................... . .. . . .. . .. . .. . . .. .. . . . . .. . .. . .  24.5 32.7 80.0
Parallel .............................................................. 25.5 34.0 83.0

Balance of Trade and Payments& ($millions, cur-
rent) o.B.I
Total Exports (FOB) ............................................ 5,090 3,640 3,160

Exports to US .................................................. 85.3 115.3 163.0
Total Imports (FOB)........ .............. 4,610 4,330 2,820

Imports from US .............................................. 78.9 158.7 106.0
Trade Balance ............................ 480 -690 340

Trade Balance with US ................................... 6.4 -43.4 57.0
Aid from U.S. (fiscal yr.) ..................................... 40 46 35
Aid from Other Countries 6 ................................. 600 154 1,097
External Public Debt ($ bil.) ............................... 11.9 12.5 8.7
Annual Debt Service.

Scheduled .......................................................... 2,918 2,211 850
Paid.............................. ... 193 88.8 7850

Gold and Foreign Exchange.
Reserves ($ bil.) ................................................ 1.7 1.5 1.2

N/A-Not available.
NU.S. Embassy stimate,
OGovernment ofBulgaria.
'International financial institutions.
cU.S. Department of Commere.
11994 figusw are estimates for year-end.
sPer capita incomes are calculated at following omhange rates: 1992 24.5 leva:dodlar, 1993 32.7 leva:dollar,

and 1994 80 levadotlar.
2BNB baie (lombard) refinancing rate (period average.
4U.& Departmenteof Commerefigures.
'RateOderedated from 32.7:1 to 60 &fom January to November 1996
#Includsinternationalfinandial insdtutien.
'1994 esUtmate based on first six months date.

1. General Poly Fruamework
Bulgaria's transition to a market economy continued slowly during 1994. The

nonparty cabinet of centrist economist Lyuben Berov successfully concluded Bul-
garia's drawn-out negotiations with commercial creditors and the WIM. Structural
reforms remained st4ymled and inflation accelerated, in spite of continued restrictive
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fcal and monetary policies. This, along with the collapse of Bulgaria's COMECON
trade (80 percent of the pre-1989 total), the global recession, and United Nationssanctions against Iraq and Serbia resulted in a prolonged economic downturn, which
finally may-have bottomed out in 1994. After several years of decline, national out.
put achieved zero growth and production in several sectors increased. Unemploy.
ment also declined during the year. Prime Minister Berov's resignation in Septem-
ber opened the way for pre-term parliamentary elections on December 18. The Bul-
garian Socialist Party won a narrow majority in those elections. Pending the elec.
{ions, a caretaker government was appointed by President Zhelev on October 17.

The Central Bank (BNB) sought to bring inflation down from a 3.9 percent to a
three percent monthly rate by year end 1994, using a normal range of policy instru-
ments. However, inflation accelerated from 63.7 percent in 1993 to a projected 110
percent in 1994. The rapid depreciation of the Bulgarian lev in foreign exchange
markets early in 1994 significantly boosted the lev value of foreign-currency ac.
counts, thereby increasing the money supply. To control the fall of the lev, the BNB
significantly raised interest rates. Later in the year there vas concern that the
money supply was being dangerously increased by BNB credit for several troubled
state banks. Despite stagnation in the standard of living over 1994, exports of U.S.
consumer goods to Bulgaria have risen given the relative weakness of the dollar ver-
sus european convertible currencies.

During most of 1994, the government kept its budget deficit within the 6.5 per-
cent of GDP target agreed to with the IMF. It achieved this success through strin-
gent restrictions on state expenditures and increased revenues from the new VAT
(implemented on April 1) and excise taxes. U.S. Treasury Department estimates the
deficit will reach atout 7 percent of GDP by year-end 1994, due to increased social
security outlays expenditures on the elections, and interest on domestic debt. The
Government of Bulgaria financed the deficit through a combination of central bank
borrowing and treasury bill sales.

In April, Bulgaria rescheduled its 1993 and 1994 maturities with the Paris Club
officiall creditors). In June, it restructured 8.1 billion dollars in commercial (London
Club) debt, resulting in a 47 percent reduction. The government and the IMD agreed
on a Standby Agreement/Systemic Transformation Facility for approximately 300
million Special Drawin Rights (about 410 million dollars). The World Bank re-
leased the second 100 million tranche of its 1991 Structural Adjustment Loan. Talks
with the Bank stalled on a Financial and Enterprise Structural Adjustment Loan.

The transition to a market-oriented economy continued, albeit slowly and against
political and social resistance. Structural reforms necessary to underpin macro-
economic stabilization were not pursued vigorously. Restitution of urban shops and
houses put capital into the hands of many ordinary Bulgarians, helping to/fuel the
rapidly growing service and consumer goods sectors. However, legal privatization of
state-owned industry moved slowly, as did the breakup of state-organized collective
farms.

Bulgaria's association agreement with the European Union (EU) finally took effect
January 1, 1994. An analogous agreement with the European Free Trade Associa-tion (EFTA) entered into force in 1993. With the conclusion of its EU and EFTA
negotiations, Bulgaria returned its attention to negotiating its GATT accession. The
Bilateral Investment Treaty with the United States was ratified by the U.S. Senate
and took effect in June.
2. Exchange Rate Policy

After several years of remarkable stability, and even significant real appreciation
given inflation, in August 1993 the Bulgarian lev began to fall in foreign exchange
markets. By March 1994, the lev had fallen 42 percent (from BGL 22.1 to 53:U.S.
dollar) and a run on the lev briefly threatened before it stabilized temporarily at
around BGL 51:U.S. dollar. The lev continued to depreciate gradually during the
rest of the year. BNB intervention in the currency market reduced the country's
convertible currency reserves from more than one billion to around 600 million dol-
lars in February. Reserves increased significantly thereafter with the infusion of
balance of ayments support from the IM0, the IBRD, and the G-24 nations.

The BNB sets an indicative daily U.S. dollar rate for statistical and customs pur-
poses, but commercial banks and others licensed to trade on the interbank market
are free to set their own rates. A parallel market operates openly offering about a
four percent premium. _fOnly 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
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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 pains transfers apear to be protected under the revised Foreign In.
vestment Law; free and prompt transfers of capital Caine are guaranteed in the Bi-lateral Investment Treaty. A permit is required for a currency payments to for-
eign persons for direct and indirect investments and free transfers unconnected with
import of goods or services.
3. Structural Policies

Bulgaria's new market-oriented legal structure does not inhibit US. exports,
which are more affected by the government's tight monetary policy and Bulgaria's
isolation from trade financing. The enactment of an up-to-date Bankruptcy Law in1994 was a significant step-in bringing Bulgaria's Commercial Code up to inter-
national standards. Further revisions in the Code (regarding commercial activity)
and security and exchanr laws are under parliamentary consideration. Implemen-
tation of reforms is hindered by slow decision making and. bureaucratic red tape.

Although Prime Minister Berov entered office pledging his would be the "privat-
ization government," privatization advanced only marginally in 1994, primarily in
small-scale and municipal projects. It is estimated that only five percent of state en-
terprises have been privatized so far. After prolonged wrangling, Berov announced
in June a mass privatization plan closely patterned on the voucher system employed
in the former Czechoslovakia. Parliament approved the "demand side" program, but
had not yet approved the "supplyside" (including the list of 360 firms to be
privatized in the first wave) when it was dissolved on October 17. Implementation
of the mass privatization program now must await the formation of a new govern-
ment after the December elections, probably in early 1995. Meanwhile caretaker
Prime Minister Indjova took steps to speed up small-scale and municipal privatiza-
tion. Until privatization is well rooted, one can expect a certain unpredictability in
commercial dealings.

With the implementation of the new 18 percent unified-rate VAT on April 1, Bul-
garia took a significant step in reforming its tax system. However, the revisedIn-
come and Profits Tax laws still have not-been submitted for consideration to Par-
liament. While average tax rates are relatively low according to the IMP, U.S. ex-
perts believe that marginal tax rates are too high to stimulate the economy. 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 dollars outstanding, the govern.
ment declared a debt service moratorium in March 1990. Bulgaria continued to
service three small convertible-currency bond issues. Bulgaria resumed partial sern-
icing of its debt in late 1992. Of Bulgaria's current 13 billion dollar debt, more than
80 percent is owed to foreign commercial creditors; almost half of the commercial
debt is trade financing. The cutoff of trade financing by the western banks because
of the moratorium has been the main barrier to imports from the U.S. and else-
where.

In April 1994 Bulgaria rescheduled its official ("Paris Club*) debt for 1993 and
1994. In June It concluded a Brady plan-type agreement to reschedule 8.1 billion
dollars of its debt to commercial creditors (*London Club"). This agreement reduced
Bulgaria's commercial debt by 47 percent. Even with this debt reduction, however,
Bulgaria will be challenged to meet its total debt service requirements in the next
few years. Debt to GDP ratio is 84 percent.

After protracted negotiations, the IMF approved a one-year standby agreement/
structural transformation fac of approximately 410 million dollars for Bulgaria
in February 1994. To support the IMP stabilization program, the G-24 countries
pledged 330 million dollars in balance of payments support for 1994. Bulgaria also
complied with the final conditions of its World Bank structural adjustment loan,
permitting the release of the 100 million dollar second tranche and 100 million dol-
lars in Japanese matching funds. An additional 250 million dollars was loaned joint-
ly by theIMf and World Bank to help finance the initial payment of Bulgaria's Lon-
don Club rescheduling.
5. Significant Barriers to U.S. Exports

Import licenses are required for a specific, limited list of goods. Among others, the
list includes radioactive elements, rare and precious metals and stones, ready phar-
maceutical products, and pesticides. Armaments and military-production technology
and components also figure on the list. (Prior to the dissolution of COCOM, Bulgaria
was granted "favorable consideration status," which means a presumption of ap-
proval for COCOM applications and a shorter approval period. Bulgaria has ex-
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pressed its interest in membership in the "COCOM successor" regime currently
under negotiation.) The Bulgarian government has declared that it grants licenses
within thire 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 standairds, but in testing and procedures imported goods are ac-
corded treatment no less favorable than that for domestic products. Bulgaria accepts
test results, certificates or marks of conformity issued by the relevant authorities
of countries signatories to international and bilateral agreements to which Bulgaria
is a party. All-product imports of plant or animal origin are subject to veterinary
and phytosanitary control, and relevant certificates should accompany such goods.

Under the January 1992 Foreign Investment Law, Bulgaria grants national treat.
ment unless otherwise provided -for by law or international agreement. Foreign in-
vestors may hold up to 100 -percent of an investment. Foreigners may not own agri-
cultural land, real estate or natural resources, but may lease for up to 70 years.
Foreign persons may freely repatriate earnings and other income from their invest-
ments at the market rate of exchange. Although capital gains are less clearly cov-
ered in the law Bulgaria committed-itself to their free repatriation in the U.S.-Bul-
garian Bilateral Investment Treaty signed in September 1992. Since the 1993 repealof special tax incentives, foreign investors have been subject to the same 40 percentProfits Tax as Bulgarian enterprises.

Foreign investors are required to obtain a license to own or have controlling inter-
est in banking or insurance; in firms manufacturing arms, ammunition or military
equipment; in so-far unspecified geographic areas; and in rQsearch, development and
extraction of natural resources. A U.S. tobacco company complained of tLhe lack of
transparency in the issuing of cigarette manufacturing licenses and privatization in
the tobacco sector.

There are no specific local content or export-performance requirements nor spe-
cific restrictions on hiring of expatriate personnel. Bulgaria committed itself in the
U.S.-Bulgarian Bilateral Investment Treaty to international arbitration in the event
of expropriation, disinvestment, or compensation disputes.

US. firms complain that the inflexible or rigid enforcement of tax and other regu-
lations inhibits investment plans. U.S. tobacco companies complain that the arbi-
trary classification of cigarette brands for excise-tax purposes seriously limits the
incentives to invest. A major U.S. company complained that the inflexibility of the
Bulgarian bureaucracy delayed the startup and increased the cost of a nisjor invest-
ment project.

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 superhighway from Plovdiv to the Turk-
ish border). U.S. investors also are finding that, in general, neither remaining state
enterprises nor private firms are accustomed to competitive bidding procedures for
suppyin * goods and services.

Bulgaria 9 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. A one-half percent customs clearance fee is assessed on all imports and exports.
Bulgaria applies the single administrative document used by European Community
members.

Imports from the United States are assessed at the most- favored-nation (MEFN)
rate. Bulgaria's Association Agreement significantly lowered tariffs and modified
quantitative restrictions on goods orignating in the EU. Just over 25 percent of U.S.
exports to Bulgaria for January-June 1993 were put at some price disadvantage by
these changes. The United States is seeking significant reductions in Bulgarian tar-
iffs on U.S. goods as part of Bulgaria's accession to the GATT.

6. Export Subsidies Policies
The Bulgarian government does not subsidize exports.

7. Protection of U.S. Intellectual Property
The adoption in 1993 of new Patent and Copyright Laws brought the Bulgarian

IPR system up to international standards generally, but enforcement is seriously de-
ficient. The mogt serious problem with current IPR legislation is the lack of retro-
active copyright protection for sound recordings, which are protected internationally
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by the Rome and Geneva Conventions, to which Bulgaria is not a signatory. Until
Bulgaria does sign, sound recordings copyrighted prior to August 1, 1993 are not
protected. Bulgaria's third major piece of IPR legislation, the Trade Mark and In-
dustrial Design Law, is in need of updating but considered adequate overall. Produc-
tion and trade secrets are nominally protected under Art. 14 of the "Protection of
Competition Act.'

Enforcement of IPR laws is problematic. Authorities have not established a record
of vigorous enforcement to make the laws credible. Video and computer program pi-
racy are widespread. One major US. company estimates that it is losing 15-20 per-
cent of its sales volume due to trademark infringement. This firm does not regard
the fines or the publicity given in several successful prosecutions of piracy as suffi-
cient to deter future infringement. The U.S. Embassy is not aware of any cases of
patent violation. For 1992, the International Intellectual Property Alliance esti-
mated total trade losses for the U.S. of 47 million dollars due to piracy in Bulgaria.
8. Worker Rights

a. The R'ght of AssocWation.-The 1991 Constitution guarantees the right of all
workers to form or join trade unions of their own choice. This right appears to have
been freely exercised in 1994. Estimates of the unionized share of the workforce
range from 30 to 50 percent. Bulgaria has two large trade union confederations, the
Confederation of Independent Trade Unions of ugaria (CITUB), and Podkrepa.
CITUB is the successor to the trade union controlledby the former Communist re-
gime, but now appears to operate as an independent entity. Podkrepa, the independ-
ent confederation created in 1989, was one of the earliest opposition forces, but is
no longer a member of the Union of Democratic Forces (UDF). The two confed-
erations cooperate on some tactical issues, particularly in the country's tri-partite
body, the National Social Council, which includes employers and government. The
Labor Code passed in December 1992 recognizes the right to strike when other
means of conflict resolution have been exhausted, but "political strikes" are forbid-
den. Military, police, energy production and supply, and health sectors are defined
as essential services, and workers in these sectors are restricted from striking.
There were two major national strikes in 1994, by students and miners; both ended
without major concessions by the government.

b. The Right to Organize and Bargain Collectively.-The Labor Code institutes
collective bargaining, which is practiced both nationally and on a local level. Only
Podkrepa and CITU are authorized to bargain collectively. This led to complaints
by smaller unions, which may in individual workplaces have more members than
either of of the two larger confederations. Smaller unions also complained that they
are excluded from the National Social Council.

c. Prohibition of Forced or Compulsory Labor.-Many observers agreed that the
practice of shunting minority and conscientious-objector military draftees into work
units which often carry out commercial construction and maintenance projects is a
form of forced labor.

d. Minimum Age of Employment of Children.-The Labor Code sets the minimum
age for employment of children is 16, and 18 for dangerous work. Employers and
the Ministry of Labor and Social Welfare are responsible for enforcing these provi-
sions. Underage employment occurs in the informal and agricultural sectors, but
does not seem to be either widespread or systematic.

e. Acceptable Conditiohs of Work.-The national monthly minimum wage was ad-
justed twice in 1994, and at year's end stood at approximately 33 dollars (1,814
leva). Inflation in 1994 dramatically increased the cost of living. The minimum wage
was not enough for a single wage earner to provide a decent standard of living for
a family. The Constitution stipulates the right to social security and welfare aid and
assistance for the temporarily unemployed. The Labor Code provides for a standard
workweek of 40 hours, with at least one 24-hour rest period per week. Bulgaria has
a national labor safety program with standards established by the Labor Code. Con-
ditions in many cases are worsening owing to budget stringencies and a growing pri-
vate sector over which labor inspectors have not yet achieved effective supervision.

f. Rights in Sectors with U.S. Investment.-Overall US. investment is relatively
small as of late 1994. Of the nine sectors covered in the Trade Act Report, only the
"Food and Related Products,* 'Electric and Electronic Equipment,* and "Other Man-
ufacturing" sectors have an active U.S. presence as of late 1994. Conditions do not
significantly differ in these sectors from the rest of the economy.
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CANADA
Key Economic Indicators

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

1992 1993 1994

Income, Production and Employment:
Real GDP (billions of 1986 USD) .................... 462.0 442.3 1435.2
GDP Growth Rate (pct.) .................................. 0.6 2.2 23.9

Real GDP by Industry: (millions of 1986
USD).
Manufacturing .............................................. 72,077 70,889 170,561
Finance/Insurance/Real Estate ................... 67,142 64,577 162,589
Trade ............................................................. 49,390 48,371 149,088
Community/Business/.
Personal Services ......................................... 49,785 47,686 145,965
Transportation/Communications ................. 33,185 32,010 131,998
Construction ................................................ 22,624 20,184 119,892
Mining................................ 16,795 16,817 116,875
Agriculture .................................................... 8,221 8,231 18,037

Utilities............................... 13,144 12,541 1 12,416
Logging/Forestry ........................................... 2,158 2,182 12,159

Per Capita Personal.
Disposable Income ........................................ 13,843 13,149 112,618

Personal Savings Rate (pct.) ........................... 9.6 9.1 18.9

Labor Force (000s) ........................................... 13,797 13,946 314,133
Unemployment Rate (pot.) .............................. 11.3 11.2 310.2

Money, Interest Rates and Prices: (end of pe-
riod)
Money Supply (M2) .......................................... 282,323 273,333 4262,426
Bank of Canada Rate (pct.) .................. 7.36 4.11 55.54

Chartered Banks' Prime Rate (pct.) ............... 7.25 5.50 157.00

90-Day Commercial Paper (pct.) ..................... 7.46 4.03 5 5.40
Consumer Price Index (1986 = 100) ............ 128.1 130.4 B 130.8

Annual Percent Change ................................. . 1.5 1.8 B0.3

Industrial Product Price Index (1986 = 100). 109.1 112.7 B 118.8

Annual Percent Change .............................. 0.5 3.3 E 5.4

Exchange Rate (one C$ = US cents) (average
annual noon rate) ......................................... 82.76 77.53 57,,.58

Balance of Payments and Trade:
Merchandise Exports ....................................... 128,935 140,594 6147,492

Exports to U8 .......... ............... 99,724 112,734 6 124,782

Merchandise Imports ....................................... 123,396 133,217 6141,285
Imports to U.S .............................................. 87,564 97,495 6108,183

Merchandise Trade Balance ............................ 5,539 9,377 66,208

Trade Balance with U.S ............................... 12,160 15,240 616,599

Current Account Balance ................................ -21,917 -23,805 6 -21,971

Balance with US .......................................... -1,849 -1,671 6-410

Gold Holdings (millions USD) ......................... 478.0 287.0 5210.0

Official Int'l Reserves (millions USD) ............ 11,909 12,776 615,790

Total Federal Debt:.
Accumulated Deficits (billions USD) ......... 386.0 396.2 405.0

Federal Deficit ............................ FY91-92: FY92-93: FY93-94:

(billions USD) ............................................ 33.5 32.6 7 29.2

Note: Converting the data &i=o C$ to U86 distorts actual growth and trend lines.
a~bes poeton.
I1 Second qatr(U1Q) 1994 (actual data) seasonally adjusted at an annual rate.
2Percent change between IIQ 1994 and ihQ 1993.
$Third qurt veravre.4 M1 . chartered banks non personal notice deposits + personal savings deposits, as or 8/31/94.
'Third quarter end of period.
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,Pirst half o 1994 annualized.'Pedeal Govt. pr'detion for PY1994-96. Canada'. fiscal year covers the period April 1 to March 31.

1. General Policy Framework
Canada is the world's seventh-largest market economy. Production and services

are predominantly privately owned and operated. However, the federal and provin-
cial governments are significantly involved in the economy. Theyprovide a broad
regulatory framework and redistribute wealth from high income individuals and re-
gions to lower income persons and provinces. While the government has made
progress on privatization, government-owned Crown Corporations such as the Cana-
dian Broadcasting Corporation the Canadian National Railway, the Canadian
Wheat Board, and provincial electric utilities still play an important role in the
economy.

Canada is the most important trading partner of the United States. Although nat-
ural resources and related products remain important components of the Canadian
economy, the economy is now fully industrialized and produces highly sophisticated
consumer goods and capital equipment. As of Auguos 1994, Canadas annualized
merchandise exports to the United States were US$140.5 billion, and annualized
merchandise imports from the United States were US$118.2 billion. Motor vehicles
and parts account for approximately 20 percent of US. merchandise exports to Can-
ada followed by exports of machinery and equipment and industrial equipment. Thestock of total foreign direct investment in Canada in 1993 was US$113 billion, of
which US$70 billion or 62 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 percent belong to U.S. 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 policymakers at the federal and provincial levels. Not public debt
in FY1993-94 exceeded 74 percent of Gross Domestic Product. Government options
to reduce deficits are constrained by high levels of non-discretionary spending. Stat-
utory social transfers to individuals antto 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 discretionary programs such as defense, agri-
culture. and foreign aid would require the government to make difficult political de-
cisions. Nevertheess, the government has stated firmly that it intends to reduce the
deficit to three percent of GDP by the April 1996-March 1997 fiscal year.

The Bank of Canada is Canada's central bank. The governor of the Bank is re--
sponsible for conducting monetary poolicy. The Bank's main monetary policy tool is
management of cash balances with 'the chartered banks. Other tools used to control
the money supply include open market operations, such as purchase and resale
agreements with money market participants, and the bank rate (the interest 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 Bank of Canada operates in the exchange
market on almost a daily basis to maintain orderly trading conditions and smooth
rate movements.
3. Structural Policies

Prices for most goods and services are established by the market without govern-
ment involvement. The most important exceptions to market pricing are government
services, services provided by regulated public service monopolies, most medical
services, and supply-managed agrcultural products (eggs, poultry and dairy prod-
ucts).

The principal sources of federal tax revenue are corporate and personal income
taxes and the goods and services tax (GST), a multi-stage seven percent value-added
tax on consumption. Federal personal and corporate income tax rates are com-
parable to US. rates.

Federal government regulatory regimes affect foreign investment (see section 6
below) and also US. fi.rs in the financial services sector. Although foreign-owned
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bank subsidiaries are subject to federal restraints on their operations and growth,
U.S. banks have been exempted from most of these restrictions under the US.-Can-
ada Free Trade Agreement (FTA). This continues under NAFTA. However, the fed-
eral government still prohibits the entry of direct branches of foreign banks. In mid-
1992 Canada implemented further financial sector reforms, which largely eliminated
remaining barriers among banks, trust companies and insurance companies.

Transportation policies: The pro-competitive National Transportation Act and its
companionn legislation, the Motor Vehicle Transport Act entered into force in 1988.
While underscoring the continuing need to maintain highi safety standards, this leg-
islation introduced a greater degree of deregulation in the Canadian transportation
industry.

Aviation Is not included in the NAFTA. Based on a mutual desire for a liberalized
North American market, in October 1990 the U.S. and Canada announced a joint
initiative to negotiate a new "open skies" agreement covering transborder air serv-
ices. The last round of negotiations was held in December 1992. On September 27,
1994 U.S. Transportation Secretary Pena and Canadian Transport Minister Young
appointed personal representatives to explore the possibilities of reopening negotia-tfons. Formal negotiations were subsecjuently scheduled for January of 1995 with
the objective of rapid market liberalization.

Telecommunications Policies: Canada's long-awaited Telecommunications Act was
proclaimed in force on October 25, 1993. Among its provisions, the legislation allows
tle federal regulator, the Canadian Radio-television and Telecommunications Com-
mission, to forbear from regulating competitive segments of the industry, exempts
resellers from regulation, and limits foreign ownership of telecommunications firms
to 20 percent. Carriers which operated in Canada prior to 1987, but which do not
meet the Canadian ownership requirements, are grandfathered under Section 16 of
the legislation.
4. Debt Management Policies

Canada's net public and private external indebtedness rose from US$89 billion (26
percent of GDP) in 1984 to US$243 billion (44 percent of GDP) in 1993, a relatively
high figure for an industrialized country. While foreigners have been receptive to
holding Canadian securities and such purchases contribute to the strength or the
Canadian dollar, the sharp rise In external indebtedness has made the Canadian
dollar and economy increasingly vulnerable to shifts in international investor con-
fidence.
5. Significant Barriers to U.S. Exports

On January 1, 1989, Canada and the United States began to implement a free
trade agreement to eliminate, over a ten year period, virtually all tariff and non-
tariff barriers to trade between the two countries. The Canada FTA was suspended
on January 1 1994 with the entry into force of the North America Free Trade
Agreement (4AFTA), which expands the free trade area to include Mexico. The
NAFTA provisions go beyond the CFTA in the areas of services, investment and
government procurement. Canada passed implementing legislation for the Uruguay

und agreement under the General Agreement on Tariffs and Trade, and joined
the World Trade Organization as a founding member.

Nevertheless, a number of Canadian practices remain which constitute barriers
to U.S. exports to Canada.

Canada applies various restrictions to imports of supply-managed products (dairy,
eggs, and poultry), fresh fruit and vegetables, potatoes, processed horticultural prod.
ucts and live swine. The US continues to pursue these issues bilaterally. Regarding
the supply managed commodities, bilateral talks will be necessary to resolve con-
tradictions between Canada's Uruguay Round implementation and its obligations
under NAFTA.

Provincial lej'slation and Liquor Board policies regulate Canadian importation
and retail distribution of alcoholic beverages. The Canada FTA addressed a number
of these policies (listing, distribution, and pricing) and provided dispute settlement
procedures. Provincial beer distribution practices-had been grandfathered under the
FTA but were challenged by the U.S. under the GATT. The U.S. and Canada con-
cluded a Memorandum of Understanding in August 1993 which significantly im-
proved access to the Canadian market for US. beer. However, U.S. exporters have
remained unhappy about provincial minimum import price requirements and cost-
of-service issues hinder the importation of U.S. wine.

Although some progress has occurred, problems remain in the area of standards
and labelin The A chapter on technical standards provides for the accreditation
of U.S. certification organizations and testing laboratories in Canada. The Canadian
accreditation agency,¶the Standards Counci.-of Canada, has been slow in effecting
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the necessary regulatory changes and in reviewing U.S. applications, but in 1992
it accredited two ma~or US. testing and certification bodies, Underwriters Labora-
tories and the American Plywood Association. Since then, three additional test lab-
oratories--Architectural Testing Inc. ETL Testing Laboratories, and Dash, Straus
& Goodhue Inc., have been accredited. To date, several accreditation applications by
U.S. certification and testing organizations remain under review by the Standards
Council.

Under its Processed Product Regulations, Canada allows imports of processed
fruit and vegetables to be sold only in certain limited-size packages (i.e. consumer
sizes) for products where Cinadian standard sizes are prescribed. Following three
years of formal U.S. government representation, which prompted Canadian regu-
latory change in November 1993, U.S. exporters have improved access to Canada's
hotel, institutional, and food service trade for a wide range of products such as
ketchup, french fries, pickles, etc. in sizes larger than those stipulated in the regIa-
tions. However, trade remains hindered by strict packaging and labeling rules, ¶'rom

which Canadian manufacturers received a temporary (two-year) exemption, and
plant certification requirements. For example, U.S. frozen french fry manufacturers
remain unable to capture a share of the Canadian food service market estimated
to be worth at least $40 million.

Canadian customs regulations limit the temporary entry of specialized equipment
needed to perform short-term service contracts. Certain types of equipment are
granted duty-free or reduced-duty entry into Canada only if they are unavailable
from Canadian sources. Although NAFTA has broadened the range of professional
equipment permitted entry, it has not provided unrestricted access.

Canada restricts the direct export of Pacific salmon by requiring that a portion
of the Canadian catch be landed in Canada before being exported. An interim 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. Following a mid-term review in February, technical
changes were made in the requirements for licensees. A Canadian ban on reexport-
ing unprocessed herring, aimed at Japan, also prevents Canadian processors from
using U.S. refrigeration facilities. The U.S. government will continue to monitor de-
velopments.

Canadian industries have used Canada's Special Import Measures Act (SIMA) to
restrict access to the Canadian market by U.S. companies. Dumping margins in suc-
cessful cases constitute a significant barrier to U.S. exports.

Canada 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 putlications and print mediaadvertising.Under the Investment Canada Act, the Broadcast Act, and policies in the energy,

publishing, telecommunications and transportation, broadcasting and cable tele-
vision sectors, Canada maintains laws and policies which interfere with new or ex-
panded foreign investment. As well, foreign investment in the banking and financial
services sectors is restricted under the Bank Act and related statutes.

The Investment Canada Act (as amended by the FTA and NAFTA) requires the
federal government to review and approve foreign investment to ensure "net benefit
to Canada.' The Act exempts from prior government approval foreign investments
in all new ("greenfield") businesses, and acquisitions worth less than C$5 million
(C$150 million for U.S. investors-1992 dollars). The exemption excludes "culturally
sensitive sectors" such as book publishing and distribution, film and video, audio
music recordings and music in print or machine readable form. Also excluded as
"culturally sensitive" are foreign investments to establish new businesses or acquire
existing ones for the publication of magazines (including *split-run" editions), peri-
odicals or newspapers. Foreign investment in these sectors is potentially subject to
review regardless of size or whether the investment is new or through direct or indi-
rect acquisition.

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. Exceptions to the policy permit direct aqsition if the Canadian
firm is in financial distress and no Canadian buyer can found. Also, a foreign
owner indirectly acquiring a Canadian firm might not be forced to divest it ira
transaction of "net benefit. to Canada can be negotiated. Investment Canada also
has specific policies regarding foreign investment in the film distribution sector.
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In the banking sector, the Bank Act of 1980 made chartering of foreign-owned
banking subsidiaries possible for the first time. However, foreign banks are still not
permitted to enter Canada as direct branches. Foreign banks are also unable to ac-
quire a domestic Canadian bank since no sin gleentity (person or corporation) can
hold more than 10 percent of a Canadian bank's capital. The FTA eliminated other
discriminatory restrictions on U.S. bank subsidiaries in Canada.

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 GAT Government Procurement Code or NAFTA requirements do not
aply, Canadian government entities follow preferential sourcing policies favoring

anadian-based firms over foreign-based firms. In addition, Government Services
Canada, the major federal procurement agency maintains a supplier development
fund to promote new Canadian sources of-supI. Canada's Federal and Provincial
crown (government-owned) corporations also olow strong "buy national" or "buy
provincial" policies. Products affected include telecommunications, heavy electrical
and transportation-related products.

Canada pursues an 'industrial benefits policy" which is administered through a
procurement review mechanism. The policy is intended to insure that major govern-
ment procurement projects provide long-term benefits for "the economic or social de-
velopment of Canada beyond the immediate impact of the procurement expendi-
tures. Frequently resulting in "offsets," this policy arouses considerable U.S. con-
cern.
6. Export Subsidies Policies

Under the Western Grains Transportation Act (WGTA), the Canadian government
subsidizes rail transportation of western grown wheat, barley, oats and many other
agricultural commodities intended for export. The Free Trade Agreement eliminated
subsidies on agricultural products shipped to the United 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 remission
schemes by 1998. In the interim, Canada has excluded exports to the U.S. in cal-
culating the duty waived. In June, 1994, the GOC announced a proposal to phase
out WGTA payments over a five-year period. Instead, the government will make di-
rect income support payments to farmers.

Canada's production-based duty remission program provides for the rebate of cus-
toms duties to qualifying foreign automobile firms on their imports of automobiles
and original equipment automotive parts into Canada. Under the program, duty re-
missions are granted in proportion to the amount of "Canadian value-added" gen-
erated by these firms in Canada. Under the provisions of the FTA Canada has
agreed to terminate the program by 1996 and to limit application ot theprogram
to the four companies with which agreements were already in place. NATA 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.

1987 amendments to the Canadian Patent Act significantly improved protection
for patented drugs and was a positive step in resolving some of the complaints
voiced by the USF. pharmaceutical industry concerning alleged Canadian bias in
favor of generic drugs. In February 1993 the Canadian government amended the
Patent Act to eliminate compulsory licensing for pharmaceuticals, thereby extending
patent protection to the standard 20 years. c p

1989 amendments to the Canadian Copyright Act granted explicit copyright pro
tection for computer programs, and provided a right of payment for retransmission
of broadcast programming as required by the FTA.

In 1993 Canada proclaimed the Integrated Circuit Topography Act, a law protect-
ing semiconductor chip design.

In January 1994, the Copyright Act was amended to reflect the changes requiredby NAFTA, e.g., rental righ or computer proams and sound recordings; protec-
tion for data bases and other compilations; and-increased measures against all cat-
egories of pirated works.
8. Worker Rights

a. The Right of Association.-Except for members of the armed forces, workers in
both the public and private sectors have the right to associate freely. These rights,
protected by both the federal labor code and provincial labor legislation, are freely
exercised.
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b. The Right to Organize and Bargain Collectively.-Workers in both the public
and private sectorsfrveely exercise their rights to organize and bargain collectively.
Some essential public sector employees have limited collective bargaining right
which varm from province to province. 37.5 percent of Canada's non-agricultural
workforce fa unionized.

c. Prohibition of Forced or Compulsory Labor.-There is no forced or compulsory
laborpracticed in Canada.

d. Minimum Age for Empoyment of Children.-Generally, workers must be 17
years of age to work in an industry under federal jurisdiction. Provincial standards
(covering over 90 percent of the national workforce) vary, but generally require pa.
rental consent for workers under 15 or 16 and prohibit young workers in dangerous
or nighttime work. In 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. Investments.-Worker rights are the same in all sec-
tors, including those with US. investment.

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

(Millions of U.S. dollars]

Catgory Amount

Petroleum.............................8,840
Total Manufacturing........ ............................. 34,062

Food & Kindred Products ....... ...................... 3,645
Chemicals and Allied Products ....................... 5,032
Metals, Primary & Fabricated ............................ ....... 2,745
Machinery, except T'lectrical ............................................ 2,240
Electric & Electrom: Equipment .................................. 1,623
Transportation Equioment ................................................ 8,720
Other Manufacturing............................. 10,059

Wholesale Trade ................................................................ 6,653
Banking ............................................................................ 823
Finance/Insurance/Real Estate .............................................. 12,242
Services .......... ..... ....... 0 ...... .................................. 2,425
Other Industries ...................................................................... 5,349
TOTAL ALL INDUSTRIES ............................... ............. 70,395

Source U.S. Department of Commerce, Bureau of Economic Analysi.

CROATIA

In 1994 Croatia's economy showed tentative signs of recovery from the disruption
it suffered after the breakup of the former Yugoslavia. But the scars of war.remain
highly visible as Serb forces still occupy one-lurth of Croatian territory. With 25-
30 percent of its agricultural capacity destroyed, Croatia's 1993 GDP remained
around half of its 1990 level. Due largely to the war and the collapse of intra-Yugo-
slav trade, industrial production remained at 30-40 percent of Croatia's 1991 pro-
duction level. Despite these figures, a bold economic stabilization program initiated
by the government in October 1993 has shown promising results.

The ongoing occupation of Croatian territory by Krajina Serbs continues to retard
Croatia's recovery.TheKrajina Serbs continue to cut a key railroad link to the coast
as well as the Adria pipeline. Energy production suffers while oil fields in Slavonia
remain occupied. The war crippled Croatia's profitable tourist industry, which in the
summer of 1994 operated at only one third of the pre-war level. Nonetheless tourist
activity improved, especially in the Istrian peninsula; in October 1994 Hina reported
a 55 percent increase in tourist activity over the previous year's level. Intermittent
hostilities and U.N. sanctions restrict trade with Serbia, a major pre-war market.
A tentative step towards reconciliation with the Serbian population of Croatia oc-
curred in Decemiber 1994, with the signing of an agreement on economic confidence.
building measures.
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The three-phase stabilization program which the government adopted in October
1993 has improved Croatia's economic situation. The unemployment rate continued
its three-year decline, yet at 15 percent remains well above the pre-war level of nine
percent. Inflation dramatically fell by the summer of 1994 to a monthly rate of 1-
2 percent, one of the lowest in the region. Croatia had increased its hard currency
reserves to $1.688billion by July 1994.

With the signing of the Washington Accords in March 1994, Croatia won key sup-
port for multilateral assistance. The World Bank approved a $128 million Economic
Recovery Loan in June. Another $100 million for cultural support and private
family support are in the pipeline for approval. The IMF recently approved a Stand-
b Arrangement and Systemic Transformation Facility totalling $192 million. The
WBRD will act upon two additional infrastructure project proposals in late 1994
$46.7 million for electricity network reconstruction and $76.3 million for roads and
bridges.

Croatia's economy supports over 400,000 refugees and displaced persons from
Bosnia and occupied Croatian territories. An estimated 80 percent of refugees have
found shelter wit families in Croatia- this situation is untenable in the long term.
Refugees continue to occupy hotels and fill refugee centers. In September 1994 refu-
gees continued pouring into Croatia at a rate of nearly 500 per week. While the
international community has provided the bulk of the food needed for the refugees,
the Croatian government pays for medical care and utflitiec at an estimated daily
cost of $1.2 million. Even with such expense, the conditions in many refugee camps
are inadequate with a lack of warm water, health care, schools, and other basic ne-
cessities.

THE CZECH REPUBLIC

Key Economic Indicators
[Billions of U.S. dollars at the exchange rate indicated)

19921 1993 1994 (est)

Income, Production and Employment:
Real GDP (1985 Prices)2 ............... . . . .. . . .. . .. . . . . .. . .. .  14.2 13.8 . -...14.4
Real GDP Growth (pet.) ....................................... -7.1 -0.3 2.5
GDP (current prices) 2 ................. . . .. . . . .. . . .. . . . . .. . .. . .  28.4 31.7 35.7
By Sector: 3

Agriculture/Husbandry/Forestry/Fisheries ..... 0.8 0.8
Mining of Raw Materials ................................. 0.6 0.5
Energy/W ater/Gas ............................................ 1.0 1.0
M anufacturing .................................................. 3.9 4.7
Construction ..................................................... 0.5 0.3
Retail/Vehicle Reparis/Consumer Goods ........ 1.3 1.6
Transports/Storage/Communications .............. 0.8 1.0
Private Health/Education ................................ 2.0 2.6
Goverment Health/Education .......................... 2.2 2.5

Real Per Capita GDP ........................................... 1,375 1,335 1,384
Labor Force (000s) ............................................... 4,766 4,777 4,777
Unemployment (pct.) ........................................... 2.6 3.5 3.5

Money and Prices (annual percentage growth):
Money Supply (M2) .............................................. 594.4 722.0 769.6
Base Interest Rate (average) .............................. 13.38 14.00 12.80
Personal Saving Rate .......................................... 7.5 9.3 9.9
Retail Inflation ..................................................... 11.1 20.8 11.0
Producer Price Index ........................................... 9.9 13.1 7.0
Exchange Rate (KC/TUSD)

Offi cial ............................................................... 28.29 29.15 28.17
Parallel (Vienna market)..................... 32.28 29.85 30.00

Balance of Payments and Trade: (Billions of U.S.
dollars)
Total Exports (FOB)5s.................. . . . .. . . .. . . . . .. . . . .. . . ..  8.23 12.93 6.59

Exports to US.................................................. 0.153 0.235 e0.191
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Key Economic Indicators--Continued
(Billions of U.S. dollars at the exchange rate indicated)

1992' 1993 1994(0so

Total Imports (CIF)s........... 8.89 12.84 6.40
Imports from US ......................................... 0.525 0.386 60.306

Aid from US. (million USD) ............................... 32 33 30
Aid from Other Countries ................. 1.47 1.20 0.80
External Public Debt ........................................... 7.5 8.5 9.0
Debt Service Payment (paid) .............................. 1.3 1.4 1.1
Gold and Foreign Exch. Reserves

Official .......................................... .0.8 3.0 5.2
Gross.................................................................. 3.6 6.2 7.7

Trade Balance. . . . . . . . . . . . . . . . . . . . . . . . . . -0.66 0.09 0.19
Trade Balance with U.S...................-0.372 -0.151 -0.115

PFiGure anr data from CNB and Cinch Statistcal Ome.'ODPat&fantmt.
'FiguMes mpar first halfear of 1993 to that of 1994.
' g o:ure are aveap ann Interest rate.'Merchandise trade.
6Januazy to August.

l. General Policy Framework
The Czech government has continued the tight, IMF-endorsed, economic and fiscal

policies begun by the former Czechoslovak government in 1991, and which were de.
vsed and initiated by many of the current policymakers in the Czech Republic.
Similarly, it has maintained the former government's program of broad privatization
and wholesale legal reform in order to permit the continued operationof a viable
market economy.lThe economy is likely to experience growth this year. The govern.
ment's estimate for this year is 2.5 percent growth, and for the next year Is 3.3 per-
cent.

The Czech government, having largely adjsted to the economic consequences of
the split with Slovakia, is continuing down the road towards European economic in-
tegration. Despite notable problems, such as restructuring newly privatized firms,
dealing with a shortage of domestic capital, and coping with a generally weak finan-
cial sector, statistics suggest that the Czech economy as a whole appears to have
bottomed out in late 199-2-and remained stable through 1993. The economy is likely
to experience growth in 1994, as suggested by the latest data on GDP. Though 3.3
percent growth in the first quarter of 1994 can be ascribed to significant decline in
the first quarter of 1993 due to the country splt, 2.2
whole first half of 1994 indicates a real growth trend.

The government completed the first wave of privatization in early 1993, during
which approximately 1,600 formerly state-owned large enterprises were transferred
to the p1 rvate sector. Nhis was accomplished through the process of "coupon privat-
ization" whereby citizens over the age of 18 were allowed to acquire shares of enter-
prises through the purchase of voucers. Approximately 80 percent of Czechs (and
Slovaks, under the former Czechoslovakia) eligible to participate in the voucher pro-
gram did so, giving this country's population perhaps the highest percentage of
stockholders in the world. In addition, approximately 20,000 small businesses were
transferred through direct sale. The second wave of privatization is currently under.
way and is scheduled for completion by the end of 1994. When it is complete some
80 percent of production will be in private hands. The private sector contribution
to GDP is estimated at around 56 percent in the first halHof 1994.

The government Is likely to meet its target of a balanced budget for 1994 with
the contribution of funds acquired through the sale of state enterprises and with re.
stricted expenditures counteirblancing lower than forecast tax revenues. As of Au-
gust 1994, there was a budget surplus of 19.8 billion crowns. In 1993, the budgethad a surplus of 1.1 billion crowns. 'he 1992 budget for Czechoslovakia was in dei-
cit by approximately $550 million, roughly 2 percent of GDP. This can be attributed
chiefly to an overestimation of the turnover.tax revenues an undercalculation of en-
titlement programs, and off-budget expenditures needed to cover government loan
guarantees.

The central bank, or Czech National Bank is an independent monetary authority
which has proven itself capable of withstanding political pressure. Monetary policy
in the Republic has stabilized. As the inflow of foreign capital was stronger than
expected this year, the central bank, as an anti-inflation measure, increased reserve
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requirements from 9 to 12 percent as of July 1994, and the discount and lombard
rates by 0.5 percent (as of October 24 they were 8.5. and 11 percent respectively).
The Czech National Bank also has been strengthening its supervision over commer-
cial banks.
2. Exchange Rate Policy

The Czech government has followed a 'hard crown" policy which has kept the
crown stable since January 1991. The official exchange rate has remained at the
level of 28-30 crowns per U.S. dollar throughout 1993 and only in October 1994 did
it fall below 28 crowns, following the USIU-DM exchange rate. The composition of
the currency basket was changed in May 1993 from a mixture of five currencies to
a new basket of German marks (65 percent) and U.S. dollars (35 percent). The
crown is fully convertible for trade purposes. Full current account convertibility is
expected in 1995 and full capital account convertibility in 1996-1997.

Under the Foreign Exchange Act of 1990, both domestic and foreign companies
In the Czech Republic are guaranteed the right to freely exchange crowns for hard
currency in business-related, current account transactions. Current account trans-
actions include the import of goods and services, royalties, interest payments and
dividend remittances. Hepatriation of earnings from U.S. 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. In the past, companies were obligated to exchange any for-
eign convertible currency earned for crowns, except for cases when the bank granted
permission to maintain a foreign-exchange account. As of March 1, 1994, the Czech
National Bank has routinely granted permission to establish foreign currency ac-
counts. Private persons do not need permission to have a foreign-exchange account.
Additionally, if requested, banks must sell to foreign investors for Czech crowns for-
eign currency equal to revenue from investment. In this instance, "revenue from in.
vestment3 is defined as income from business profits, interest, capital profits, securi-
ties, or intellectual property.
3. Structural Policies

The continued shift away from a centrally-planned economy towards the free mar-
ket continues to require adjustments throughout the legal, financial, and political
structure. Some of the major changes are outlined below.

Taxes: The new tax ystem of January 1993 provides uniform rates and is better
aligned with EU tax policies. The corporate income tax or "profit tax" of 43 percent
in 1993 was lowered to 42 percent in 1994 and, if approved by the Parliament
should drop to 41 percent in 1995. In addition, in 1993 the government implemented
a 5 percent value added tax (VAT) on staple goods and a 23 percent VAT on other
goods, as well as a personal income tax. The 23 percent VAT is to be lowered by
1 percent as of 1995. The government plans to lower tax rates to EU levels over
time. A bilateral tax treaty between the United States and the Czech Republic was
signed in September 1993 and went into force retroactively as of January 1, 1993.

Prices: Over 95 percent of price controls were eliminated in 1991. As of late 1994,
only the price of utilities, rents, gasoline, fuel oil, and various municipal services
continue to be regulated. Remaimng price controls are being eased gradually over
time.

Wages: Following repeated warnings against wage inflation, the government reim-
posed punitive levies on excessive wage growth at the end of June 1993. For wage
growth between 15 and 30 percent companies unable to demonstrate productivity
gains are taxed at 100 percent of the excess in wages. For wage increases of more
than 30 percent, the tax equals 200 percent of the excess increase not justified by
productivity growth. However, the government has announced it will abolish wage
regulation In the second half of 1995.

Privatization: The Czech government completed its first wave of privatization in
August 1993. Under this program, the majority of stock under large-scale privatiza-
tion was sold through the voucher program, whereby citizens over the age of 18
were allowed to acquire shares of enterprises through the purchase of vouchers. Ap-
proximately 80 percent of Czechs (and Slovaks, as the program started under the
Federation eligible toparticipate in this program did so. The second wave of privat-
ization started on April 11, 1994 and is expected to be complete by early 1995. The
government plans to sell 861 companies with property value of 155 billion crowns
during the second wave.
4. Debt Management Policies

The Czech Republic maintains one of the lowest foreign debts in central and east-
ern Europe. As of September 1994, the gross foreign debt was approximately 9.0 bil-
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lion dollars. Government debt represents approximately 17 percent of GDP, and cur.
rent government plans call for the level of debt to drop to 10 percent by the year
2000. The government believes it can reach this level by payment of interest com-
bined with general expansion of the economy. The current level of indebtedness is
well within the limits specified by the Republic's agreement with the IMF. The
Czech Republic repaid its debt to the IMF ahead of schedule, the first post-com.
munist country to do so.

Due mainly to the lending policies of the former communist regime the current
government is owed approximately 4.5 billion dollars by various (mainly formerly
communist bloc) countries. Among them are Russia (owing approximately 3 billion
dollars) and Syria (owing approximately 750 million dollars). Although the Russian
debt was restructured in 1994 and some payments on this debt have been made,
collection on other debts is uncertain.
5. Significant Barriers to U.S. Exports

The government of the Czech Republic is determined to create and maintain a
free market, and has made the elimination of artificial trade barriers an important
element of its overall economic policy. Thus, there are currently no significant bar-
riers for U.S. exports to this country. The Czech Republic adopted a GATT tariff
code which has an average tariff of 5-6 percent.

Some provisions of the 1993 Czech tax code have been criticized as inhibiting in-
vestment. In particular, concern has been expressed over bad debt write-off and the
tax status of group and offshore companies. Czech legislation denies (generally until
bankruptcy proceedings are initiated) corporate tax deductibility of bad debt re-
serves and the possibly of reclaiming VAT on bad debts. In addition, Czech legis-
lation effectively penalizes use of holding company structures by leveling both cor-
porate tax and dividend withholdingtax on profit flows between group companies,
thus creating double taxation on such profits. Czech law also does not permit intra-
group use of losses (i.e., offsetting losses in one group entity against profits in an-
other) and imposes corporate tax on dividends received from foreign holdings with-
out allowing use of a foreign tax credit for the underlying tax suffered in the sub-
sidiary's home jurisdiction. Offshore companies are taxable in the Czech Republic
if they engage in a significantly lower level of domestic activity than the guidelines
recommended by the Organization of Economic Cooperation and Development
(OECD) or standards applied in other countries.

With a few limited exceptions, such as defense-related industries, all sectors of the
Czech economy are fully open to U.S. investment. The official monopolies in tobacco
and film distribution werem1oth abolished in 1993.

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 the U.S. in August 1992 and ratification by the Czechoslovak par-
liament occurred in late 1992.

A bilateral tax treaty was signed with the Czech Republic in September 1993 and
entered into force in January 1994. The United States granted most favored nation
(MFN) status to Czechoslovakia in 1992 and to the Czech Republic as a successor
state in January 1993. The Czech Republic has signed the Uruguay Round docu-
ment in GATT to lower tariff rates over the next ten years.
6. Export Subsidies Policy

A legal framework is being drafted to enable the Czech export bank, a subsidiary
of the Export Guarantee and Insurance Company, to provide export guarantees and
credits to Czech exporters. It is expected to begin operating in mid-1995. Addition-
ally, the government maintains a fund (the Fund for Maret Regulation) through
which it purchases domestic agricultural su T luses for resale on international mar-
kets. For some commodities, pricing is established at a level which includes a sub-
sidy to local producers.
7. Protection of U.S. Intellectual Property

The Czech government has agreed to be bound by the obligations undertaken by
the former Czechoslovak government under the Bern, Paris, and Universal Copy-
right Conventions and is working to ensure that laws for the protection of intellfec-
tual property conform to those of western Europe. However, enforcement of existing
regulations is still uneven.

Enforcement of video piracy laws is an ongoing concern for U.S. video and motion
picture exporters. While awareness of the problem by Czech officials is increasing,
economic losses continue to threaten the viability of these exports. In 1993 the
Czech Antipiracy Union (CPU) stated that 40 to 50 percent of the local market for
video cassettes was lost to video products either illegally produced or imported. The
CPU filed 450 video piracy court cases in 1992 and 468 in 1993, but enforcement
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remains lax and fines are low. In 1993, the activity in Prague's so-called "video ex.
changes' stabilized. Inspections in video-lending shops, carried out by CPU in co-
operation with the police, has improved enforcement. Copyright violations also rep-
resent a problem, especially copies from German originals and piracy of both foreign
and C= originals.

There have been similar concerns about software piracy. Recently, two cases of
software piracy were disclosed by the media and are under investigation by the po-
lice. The US-based Business Software Alliance has opened an affiliate office in
Prague and is working to raise the level of awareness on. this and similar issues.
8. Worker Rights

Workers in the Czech Republic have the legal right to form and join unions with-
out prior authorization. Currently, two-thirds of workers are members of some labor
organization, although the overall number of union members has declined slightly
since 1991. Under the law, all workers are guaranteed the right to strike when me-
diation efforts have been exhausted; exceptions are those workers in sensitive posi-
tions (nuclear power plant operators, military, police, etc.) who are forbidden to
strike.

Workers also have the right to organize and bargain collectively. Wages are set
by free negotiation.

Forced or compulsory labor was expressly prohibited by the federal government's
1991 Declaration on Basic Rights and Freedoms, and the Czech Republic has adopt-
ed the same guarantee. There is no evidence or indication that such practices have
occurred since the 1989 Revolution.

The basic minimum age for employment is 16. Exceptions are made for i5 year-
olds who have already finished elementary school and for 14 year-olds who have
completed courses at special schools for the disabled.

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 the actual number of hours worked closer to
40. Additionally, caps exist for overtime and workers are assured at least 30 min-
utes of paid rest per work day and annual leave of three to four weeks per year.

As far as the Embassy is aware, all workers' rights are applied to firms with U.S.
investment and do not differ from those in place in other sectors of the economy.

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

[Millions of U.S. dollarsJ

Category Amount

Petroleum ................................................................................. 0
Total Manufacturing ............................................................... 62

Food & Kindred Products ................................................... (1)
Chemicals and Allied Products ........................................... (1)
Metals, Primary & Fabricated ............................................ 0
Machinery, except Electrical .............................................. (2)

Electric & Electronic Equipment ....................................... 1
Transportation Equipment ............................................... 0
Other M anufacturing .......................................................... - 1

Wholesale Trade .................................................................... ()
B anking ................................................................................... . .(1)
Finance/Insurance/Real Estate .............................................. 0
Services ................................................................................... (2)

Other Industries ...................................................................... (1)
TOTAL ALL INDUSTRIES .................................................... 127

1 Suppressed to avoid disclosing data of individual companies.
'Less than $500,000.
Source: U.S. Department of Commerce, Bureau of Economic Analysis.
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DENMARK

Key Economic Indicators
(Millions of U.8. dollars unless otherwise noted 1)

1992 1993 19942

Income, Production and Employment:
Real GDP (1985 prices) 3 .. . . .. . .. . .. . . .. .. ................... 97,004 91,292 96,700
Real GDP Growth (pct..............)..................... 1.7 1.0 4.3
GDP (at current prices)3 ... . . . . . . . . . .. . .. ..122,364 117,658 127,000
By Sector.

Agriculture ........................................................ 4,353 4,410 4,700
Energy/Water/Heat .......................................... 2,043 2,337 2,550
Manufacturing .................................................. 23,561 22,258 24,000
Building/Construction ...................................... 6,536 6,123 6,600
Raw Materials/Mining ..................................... 1,231 977 1,000
Rents ................................................................. 12,587 11,556 12,450
Financial Services ............................................ 2,105 2,439 2,700
Other Services .................................................. 44,151 42,705 46,100
Government Services-....... ...................... 28,360 27,531 29,700
Overlap Corrections ......................................... -2,562 -2,679 - 2,800

Net Exports of Goods & Services ........................ 11,269 10,905 9,000
Real Per Capita GDP 3

(USD11985 prices) ............................................. 18,762 17,592 18,578
Labor Force (000s) ............................................... 2,835 2,851 2,852
Unemployment-Rate (pct-) .................................. 11.3 12.4 12.4

Money and Prices (annual percentage growth):
Money Supply ....................................................... -1.2 11.2 4.8
Base Interest Rate (pct4 ................ .. .. . . .. . .. . . .. . .. .  11.6 10.5 8.3
Personal Saving Rate (pet.) ................................. 5.7 5.2 4.4
Retail Inflation.
Consumer Price Index ......................................... 2.1 1.3 2.0
Wholesale Inflation .............................................. - 1.1 -0.6 0.8
Exchange Rate (USD/DKK) ................................ 0.1656 0.1543 0.1567

Balance of Payments and Trade:
Total Exports (FOB)5 . . .. . .. . . .. . .. . . .. . ....................... 38,908 37,196 40,300

Exports to U.S .................................................. 1,724 1,898 2,250
Total Imports (CIF)5 ...................... .. . .. . . .. . .. .. . . .. . ..  30,578 30,549 35,500

Imports from U.S .............................................. 1,788 1,418 1,800
Aid from US........................................................ N/A N/A N/A
Aid from Other Countries ................................... N/A N/A N/A
External Debt...........................50,000 42,130 38,900
External Debt Service Net Interest Payments .. 5,583 4,722 4,200
Gold and Foreign Exch. Reserves ....................... 7,444 11,539 10,000
Trade Balance5Is........................... . . .. .. . . .. . .. . .. . .. . . .. . .  8,330 6,647 4,800

Trade Balance with U.S ................................... -64 480 450
N/A-Not available.
'Danish KronwDollar exchange rates used: 1992 DKK 6.04-41.00; 1993: DKK 6.4841.00;, 1994: DKK

614A41.00
2 1994 figure are all estimates based on available data in October 1994.
8 ODP at factor cost.
4Pigures are actual, average annual bank lending Interest rates, not changes in them.
$Merchandise trade, excludes EU Agricultural Export Subsidies.
Note: All dollar figures shown in the text have bean converted from Danish Kroner figures using the aver-

age DKK/IUSD exchange rate in the relevant year.

1. General Policy Framework
Denmark is a small, highly industrialized "value-added" country with a long tradi-

tion of foreign trade, free capital movements, political stability, an efficient and
well.educated labor force, and a modern infrastructure effectively linking Denmark
to the rest of Europe. Denmark's natural resources are concentrated in oil and gas
fields In the North Sea, which make Denmark more than self-sufficient in oil and
gas. As Denmark remains dependent on imported raw materials and semi-manufac-
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tures for its industry and on coal for its electrical power production, ensuring ade-
quate supplies has always been a major goal of Danish trade and industry policies.
Denmarki active liberal trade policy in the EU, OECD, and GATT often coincides
with US. interests. Denmark ratified the Uruguay Rounds agements in 1994. EU
and EFTA countries account for more than three-quarters of Denmark's total trade.
The United States, Denmark's largest nan-European tradingpartner accounted in
1993 for about five percent of total Danish merchandise trade. On May 18, 1993,
Danish voters reversed their earlier rejection of the far-reaching European Union
(The Maastricht Treaty) and reinforced Denmark's commitment to continued EU co-
operation and integration. However, Denmark reserved its participation in the third

chase of the Economic and Monetary Union (EMU). Denmark benefits from the EU
Single Market which started January 1, 1993, and has taken the initiative to in-
crease the EUi Commission's and member countries' focus on new nontariff trade
barriers being created while other barriers are dismantled.

Despite increasing unemployment and low economic growth in the late 1980's and
early 1990's, the underlying Danish economy has been strong due to increasing bal-
ance of payments surpluses and falling inflation. This resulted from the former mi-
nority center-right coalition government's tight fiscal policies of minimum increases
in public expenditures and monetary and exchange rate policies similar to Ger-
many's. The Social Democratic Party (SDP)-led majority coalition government
which took power in January 1993, relaxed fiscal policy, and introduced a limited
income tax reform to kick-start the economy. The government also introduced a se-
ries of measures to combat unemployment, which have included government-funded
leave programs and government-subsidized job creation measures. An SDP-led mi-
nority government has continued in office following the September 21, 1994 election.

Despite strong economic growth starting in the secondhalf of 1993, unemploy-
ment has been slow to react due to large productivity increases and extraordinarily
large new inflows of labor. Although there is broad political agreement on putting
a lid on the public sector's size and costs, increased unemployment benefit costs and
other transfer income costs, as well as the introduction of recession response meas-
ures, have led to growing budget deficits. The public sector budget deficit almost
doubled in 1993 to 4.4 percent of GDP and is only being marginally reduced in 1994.
Foreign investment economic incentives consist of element income taxation of high-
paid foreigners working in Denmark (a flat 30 percent tax on gross income). Since
1989, the government has spent the equivalent of about $10 million promoting di-
rect investment in Denmark by U.S. and Japanese high-tech companies, which has
assisted some U.S. acquisitions of Danish high-tech companies. U.S. and Japanese
greenfield investments, on the other hand, have been limited.

Danish fiscal policy meets the conditions of the EMU. For example, Denmark com-
plies with the prohibition against monetization of its central government deficits.
Deficits are financed through the sale of government bonds and treasury bills on
market terms.

The Danish fixed exchange rate policy (see section 2), pursued since the early
1980's, requires a monetary policy which gives high priority to price stability. This
together with fully liberalized capital movements means there is limited room for
Denmark to adopt independent interest rate and liquidity policies.Official Danish
interest rates are linked closely to those of Germany. In order to tighten manave-
ment of money-market rates (without adjusting official rates), the Central Bank,
which has monetary policy authority, introduced in April- 1992 a liquidity manage-
ment system via weekly issuances of two-week deposit certificates and by providing
liquidity to commercial banks via re-purchases of both treasury bills and deposit
certificates. During 1993, the Central Bank successfully used discount rate adjust-
ments to control liquidity and to protect the krone. The discount rate was adjusted
17 times, twice upwards by two percent during the February and July currency cri-
ses. The 15 downward changes were generally within 0.25 to 0.5 percentage point
range. Starting at 9.5 percent at the beginning of 1993, the discount rate was re-
duced to 6.25 percent by the end of the year. By September 1994, the discount rate
was five percent (last reduction was in May). However, the low inflation (two per-
cent in 1994) together with monetary and the exchange rate policies, maintains
high real market interest rates which impede investment.
2. Exchange Rate Policy

Denmark is a member of the European Monetary System (EMS) and its Exchange
Rate Mechanism (ERM). It 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 this policy continues. In August 1994, the trade-
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weighted value of the krone was more than five percent higher than in August 1993,
due mostly to volatile developments in the ERM in July and August 1993, when the
ERM fluctuation bands were widened to plus or minus 15 percent. Intervention by
the Danish Central Bank (and German Bundesbank) protected the krone's position
in the ERM, but drained foreign exchange reserves, which in turn required new
large government borrowing abroad. As oreign exchange markets stabilized, Den-
mark's foreign exchange reserves returned to normal levels.

The value of the krone against the dollar in September 1994 (DKK 6.11 to $1.00)
was almost nine percent higher than in September 1993. In late October, the dollar
had fallen further to DIK 5.87, a 13 percent decline since late October 1993. The
consequent improvement in U.S. price competitiveness should assist increased US.
exports to Denmark.
3. Structural Policies

Danish pricing policies are based on market forces. Entities with the ability to fix
pricesbecause of their dominance in the market are regulated by a CompetitionCouncil.

In spite of the income tax reform introduced in 1994, Danes generally concede
that the tax system needs further overhaul to improve incentives for work and in-
vestment and to reduce the "underground" economy, which today may equal as
much as 10 percent of GDP. For example, the highest marginal tax rate is more
than 60 percent and applies to all income above that of a fully employed skilled
worker. With the introduction in 1994 of a five percent tax on gross income (increas-
ing to eight percent by 1997) the Danish income tax system was brought closer to
those of other EU countries. Uniquely among EU countries, Danish employers pay
virtually no nonwage compensation. Most of employers' costs of sick leave and un-
employment insurance are paid by the government. Employees pay their part of un-
employment insurance out of wages. Another concern is the high Danish Value
Added Tax (VAT), which, at 25 percent, is the highest in the EU. However, as VAT
revenues constitute more than one-quarter of total central government revenues, a
reduction would have severe budgetary consequences. The government has no plans
to reduce the VAT, and hopes for VAT rate harmonization through increases in the
VAT rates of other EU countries, particularly those of Germany. The corporation tax
is 34 percent which, combined with favorable depreciation rules and other deduc-
tions, is among the lowest in the EU.

Despite Denmark's success in resolving many/of its former structural problems,
unemployment remains a major problem. Despite high unemployment, labor mobil-ity, both geographically and sectorally, is low in Denmark due to leniently applied
requirements qualify for unemployment benefits and structural rigidity which
prevents crossing craft lines. The government is considering enforcing present rules
more vigorously to tighten eligibility for benefits and increase mobility in general.
At present, about two-thirds of the costs of unemployment benefits are paid from
general revenues. Rather than consider extensive labor market reform, the SDP gov-
emrnment's efforts have so far concentrated on job rotation (leave programs) and on
job creation through subsidization of repair and maintenance of buildings and sub-
sidization of home services work, the latter without any notable success.
4. Debt Management Policies

Since 1963, large, recurring balance of payments (BOP) deficits produced a foreign
debt which in 1988 peaked at $44 billion (DKK 6.73 to the dollar), or 40 percent
of GDP. However since 1990, the BOP has moved into a surplus which reached $5.6
billion in 1993. c onsequently, foreign debt is gradually being reduced and by the
end of 1993 equaled 31 percent of CDP. Despite BOP surpluses, net interest pay-
ments on the debt continue to be a burden, accounting for some 10 percent of goods
and services export earnings. Standard and Poor's and Moody's Investors Service
rate Denmark AA+ and AA1, respectively, reflecting the strong economy and the
large BOP surplus. Denmark's public sector Is a net external debtor, while the pri-
vate sector, including banks, is a net creditor. At the end of 1993, the public sector's
net foreign debt, including foreign exchange reserves, was the equivalent of $59 bil-
lion, of which krone-denominated government bonds accounted-for more than 70
percent.

The central government's debt denominated in foreign currencies rose almost 60
percent to the equivalent of $34.6 billion at the end of 1993 due to the large borrow-
ing in connection with the July/August currency crisis. Dollar denominated debt ac-
counted for 31 percent of this debt, followed by German mark debt accounting for
29 percent. Close to one-half of the debt is in short term obligations with variable
interest rates. The total debt has an average term of two years (3.5 years for the
fixed interest rat* debt alone).
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Danish development assistance is large by international standards, accounting for
one percent of Gross National Product (GNP), or $1.3 billion in 1993. It is almost
equally distributed between bilateral and multilateral assistance. Bilateral assist-
ance is concentrated on 18 "program" countries, of which four were added-in 1993:
Burkina Faso, Eritrea, Nicaragua, and Vietnam. African countries account for some
60 percent of total bilateral assistance. Denmark also supports the new democracies
in Central Europe, the Baltics and the former Soviet Union and in 1994 will spend
about $330 million for assistance (0.25 percent of GNP). Finally, Denmark will
spend in 1994 about $750 million for multinational environmental and disaster pro-
grams including "pre-asylum" refugee costs in Denmark and U.N. peace keeping ef-
forts. benmark actively participates in the IMF, the EBRD, the World Baink, 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 US. industrial products exporters. Agricultural goods must compete
with domestic production, protected under the EU fCommon Agricultural Policy.
Denmark also has stringent phyto-sanitary requirements.

With the implementation of the EU Single Market on January 1, 1993, most in-
dustrial standards, testing, labeling and other requirements are being harmonized
within the EU. However, as harmonization takes place, new trade barriers have sur-
faced in individual EU member countries. Denmark has taken the lead in combat-
ting the problem and, together with the EU Commission, hosted a successful non-
tariff barrier conference in Copenhagen in September 1994.

With respect to services, the Danish Credit Card Act, adopted in 1987, prevents
credit card companies from operating in Denmark on standard international terms.
This law prohibits credit card companies from charging vendors for costs related to
the use of cards held by Danes. As a consequence, American Express stopped issu-
ing credit cards to Danes for use in Denmark. However, other credit card companies
have continued operations under the new requirements.

Denmark, like most other countries, requires an exam or experience in local law
in order to practice law. The Danish goverment requires the managing directors of
foreign-owned stockbroker companies to have at least three years of experience in
securities trade. However, experience in a US. stock exchange alone will probably
not meet this requirement.

Denmark provides national, and in most instances nondiscriminatory treatment
to all foreign investment. Ownership restrictions are only applied in a tew sectors:
hydrocarbon exploration (which in general requires limited government participa-
tion, but as of the end of 1994, no longer on a carried interest basis); arms produc-
tion (a maximum of 40 percent of equity and 20 percent of voting rights may be
held by foreigners); aircraft (third-country citizens or airlines may not directly own
or exercise control over aircraft registered in Denmnark); and ships registered in the
Danish International Ships Register (a Danish legal entity or physical person must
own a significant share and exercise a significant control--about 20 percent-over
such ships). Danish law provides for a reciprocity test to foreign direct investment
in the financial sector, which however, has not been an obstacle to U.S. investment.
For example, the U.S. Republic National Bank of New York opened a representative
office in Copenhagen on July 1. Once established, an entity receives national treat-
ment. The Danish telecommunications network will be a government controlled mo-
nopoly until 1998 when networks become liberalized within the EU, but is open to
minority portfolio investment. A second private cellular mobile telephone network
(General Systeme Mobile-GSM) with the U.S. BellSouth participating, competes
with the government controlled Tele Danmark's GSM operation.

Danish government procurement practices meet the requirements of the GATT
public procurement code and of EU public procurement legislation. Denmark imple-
mentedthe EU Public Procurement Directive 93/36/EEC on June 24, 1994 and the
new EU "Utilities' Directive 93/38/EEC (public procurement of goods, building and
construction, and services within the water energy, transport, and telecommuni-
cation sectors) on July 1, 1994. Regarding the latter, indications are that the vol-
untary "50 percent EU Origin requirement will be interpreted liberally by the Dan-
ish government and that the mandatory three percent price differential requirement
will only have minor importance in procurement decisions. Countertrade, or rather
offset trade, is used by the Danish government only in connection with military pur-
chases which are not covered by the GATT code and EU legislation. Denmark has
no "Buy Danish' laws.
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There is no record of U.S. companies complaining about burdensome customs pro-
cedures. Denmark has an effective and modern customs administration whkih has
reduced processing time to a minimum.

US. companies residing in Denmark as a general rule receive national treatment
regarding access to Danish R&D programs. 1n orome programs, however, Denmark
requires cooperation with a Danish company (ies). The Embassy has no record of
complaints by U.S. companies in this area.
6. Export Subsidies Policies

EU agricultural export restitutions (subsidies) in 1993 of $880 million were equiv-
alent to more than 10 percent of the value of total Danish agricultural exports. _Gov-
ernment support for agr'cultural export promotion programs is insignificant. Den-
mark has no direct subsidies for its nonagricultural exports except for shipbuilding.
Also, the government does not subsidize exports by small and medium size compa-
nies. Indirectly, however, Denmark has programs to assist export promotion, estab-
lishment of export networks for small and medium sized companies, research and
development, regional development, and a limited number of preferential financing
schemes aimed, inter alia, at increasing exports. In 1989, Denmark restructured its
development assistance and abolished the distinction between untied and tied bilat-
eral assistance. However, the principle of using at least 50 percent of all bilateral
assistance for purchases of Danish goods and services is maintained (it was 51 per-
cent in 1993). All these programs, however, apply equally to foreign companies pro-
ducing in and exporting from Denmark.

Denmark has one ofthe 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 about one-third of total Danish state aids to industry. Denmark,
as an ally of the United States, strongly welcomed the 1994 OECD agreement to
phase out shipbuilding subsidies internationally, but EU ratification of the agree-
ment is pending.
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.

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 ratified the European Patent Convention and the EU Pat-
ent Convention.

Trademarks: Denmark is a party to the 1957 Nice Arrangement and to this ar-
rangement's 1967 revision. A new Danish trademark act entered into force January
1, 1992 which also implements the EU trademark directive harmonizing EU mem-
ber countries' 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 Berne 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
more than $100 million annually. Piracy is on the decline due to sharply reduced
prices, improved protection of programs, and efforts to combat such piracy by the
Business Software Alliance. Piracy of other items, including books, appears very
limited. There are no indications that pirated products are being imported to or ex-
ported from Denmark. One possible copyright problem- involves the imposition on
January 1, 1993 of a Danish levy on blank analog and digital audio and video tapes
for home use. Pending implementation of "material reciprocity" provisions, U.S. art-
ists as of October 1994 receive national treatment. If these provisions are imple-
mented, 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 im-
poses a comparable levy only on digital tapes, U.S. artists, who account for some
two-thirds of works being copied in anish homes, would not benefit from the levy
collected on analog tapes.. .

The U.S. Embassy-has no record of other complaints by U.S. organizations, ex-
porters or subsidiaries in Denmark regarding infringement of intellectual property
rights and/or unfair Danish practices in this field. Thus the impact on U.S. trade
with Denmark appears limited.
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Denmark is not named on the Special 301 Watch list or Priority Watch List, nor
is it identified as a Priority Foreign Country.
8. Worker Rights

aa.Rh 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 1993, 113,700 workdays were
lost due to labor conflicts (up from 62,800 in 1992). Greenland and the Faroe Islands
have the same respect for worker rights, including full freedom of association, as
Denmark.

b. Right to Organize and Bargain Collectively.-Workers and employers acknowl-
edge each others' right to organize. Collective bargaining is widespread. The law
prohibits antiunion discrimination by employers against union members, and there
are mechanisms to resolve disputes. Salaries, benefits, and working conditions are
agreed .in biennial negotiations between the various employers' associations and
their union counterparts. If negotiations fail, a national conciliation board mediates,
and its proposal is voted on by both management and labor. If the proposal is
turned down the government may force a legislated solution (usually based upon
the mediators 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 bargaLr'Ing, as a general rule, are
also used as guidelines in the nonunion sector.

Labor relations in non-EU parts of the Danish Realm, Greenland (a beneficiary
of the U.S. Generalized system of Preferences) and the Faroe Islands, are generally
conducted in the same manner as in Denmark proper.

c. Prohibition of Forced or Compulsory Labor.-Forced or compulsory labor is pro-
hibited and does not exist in the Danish Realm.

d. Minimum Age for Employment of Children.-The minimum age for full-time
employment is 15 years. The law prescribes limitations on the employment of those
between 15 and 18 years of age, and it is enforced by the Danish Working Environ-
ment Service an autonomous arm of the Ministry of Labor. There are no export in-
dustries in which child labor is significant.

e. Acceptable Conditions of Work.-There is no legally mandated workweek nor
national minimum wage. However, the workweek set-byI abor contracts is 37 hours.
The lowest hourly wage in any national labor agreement is sufficient for an ade-
quate standard of living for a worker. Danish law provides for five weeks of paid
vacation. Danish law also prescribes conditions of work, including safety and health;
duties of employers, supervisors, and employees; work performance; rest periods and
days off; medical examinations; and maternity leave. The Danish Working Environ-
ment Service ensures compliance with work place legislation. In addition, Danish
law provides for government-funded temporary withdrawal from the labor market
through parental, educational or sabbatical leave programs.

Similar conditions of work, except leave programs, are found in Greenland and
the Faroe Islands, but the workweek is 40 hours. Unemployment benefits in Green-
land are either contained in labor contract agreements or come from the general so-
cial security system. A general unemployment insurance system in the Faroe Is-
lands was established in August 1992, replacing former unemployment compensa-
tion covered by the social security system. Sick pay and maternity pay, as in Den-
mark, fall under the social security system.

f. Rights in Sectors with U.S. Investment.-Worker rights in those goods-producing
sectors in which US. capital is invested do not differ from the conditions in those
other sectors where no US. investment is found.

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

(Millions of U.S. dollars]

Category Amount

Petroleum ................................................................................ . .(1)
Total M anufacturing ............................................................... 206

Food & Kindred Products ................................................... (1)
Chemicals and Allied Products ........................................... (1)
Metals, Primary & Fabricated ............................................ (1)
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Extent of U.S. Investment in Selected Industries.-.U.S. Direct
Investment Position Abroad on an Historical Cost Bas--1993-Continued

[Milions of U.S dollars)

Category Amount

Machinery, except Electrical*..............................................0 (1)
Electric & Electronic Equipment..................... 15
Transportation Equipment ................................................. (2)
Other Manufacturing .................................. 78

W holesale Trade ...................................................................... 572
Banking...........9........................9...(1)
Finance/InsuranceReal Estate ............................................. 363
Services............................................... 113
Other Industries ........ .......................................... 20
TOTAL ALL INDUSTRIES .................................................... 1,797

'Suppressed to avoid disclosing data of individual companies.s Leis than $600.000.
Source: U.S. Department of Commerce, Bureau of Economic Analysis.

ESTONIA

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

191993 1994

Income, Production and Employment:
Real GDP (1985 prices).......................N/A.N/A N/A N/A
Real GDP growth (pct.)......................-14.8 2.0 26.0
GDP (at current prices) ................... 1................ 10105.0 1,769.9 3 1,379.2
By Sector. (pct.)

Agriculture ...................................................... 13 11 7
Energy/Water ...............................................95 4 3
M anufacturing ................................................. 33 27 18
Construction ..................................................... 5 6 5
Rents ................................................................. 3 4 6
Financial Services .........................................92 3 3
Other Services ............................ 34 34 45
Government/Health/Education ........................ 6 10 8

Net Exports of Goods & Services................N/A N/A N/A
Real Per Capita GDP (1985 base) .................... N/A N/A N/A
Labor Force (000s) ........... ............................ 873.0 853.9 4840.8
Unemployment Rate (pct.)......................1.7 2.2 41.5

Money and Prices:
Money Supply (M2).........................209.0 439.3 493.8
Base Interest Rate ......................................... N/A N/A N/A
Personal Saving Rate .......................................... 15.5 14.8 11.0
Retail Inflation............................. . N/A N/A N/A
Wholesale Inflation .............................................. N/A N/A N/A
Consumer Price Index ......................................9N/A 35.6 a 26.8
Exchange Rate (official).......................12.9 13.2 12.2

Balance of Payments and Trade:
Total Exports (FOB) ............................................ 430.1 806.2 5967.9

Exports to U.S............'........... .8.1 15.2 516.0
Total Imports CIF.................397.5 897.6 5 1,214.9

Imports from US...................... .. 9.4 24.5 1522.3
Aid from U.S................. ........... N/A 0.9 51.1
Aid from Other Countries ................................. N/A 28.5 616.3
External Public Debt9.......................................... 29 108 5327
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Key Economic Indicators.-Continued
[Millions of U.S. dollars unless otherwise noted])1

1992 1993 1994

Debt Service Payment (paid) .............................. N/A N/A 42.1
Gold and Foreign Exch. Reserves ....................... 194.0 406.4 4444.5
Trade Balance ...................................................... 32.6 91.4 5-247.0

Trade Balance with U.S ................................... -1.3 -9.4 5-6.3

N/A-Not available.
lExchange rate used is 12.2 Estonian kroons to one dollar.
2Annualised estimated rate.
SSix month data.
4Eight month data.
'Nine month data.

1. General Policy Framework
Estonia is well on the road to economic recovery after its economy bottomed out

from post Soviet shocks in the second quarter of 1993. First quarter 1994 data indi-
cate tat GNP growth may be as high as six percent on an annualized basis. Esto-
nia's currency, the Kroon, remains stable and fixed to the German Mark at an six
to one exchange rate; no devaluations or revaluations are anticipated. Trade contin-
ued to expand in 1994, although Estonia fell into a deficit position with imports out-
pacing exports by approximately 10 percent.Inflation remained higher than expected, but began to taper off as the year pro-
gressed; inflation for 1994 is anticipated to be approximately 40 percent. Estonia's
privatization program made commendable progress in 1994, with approximately 50
percent of larger state enterprises now in private hands. Small and medium scale
privatization is virtually complete. Housing privatization is just beginning and is
moving relatively slowly. Estonia also made some headway in introducing vouchers
into its pvatization scheme and in creating mutual funds markets for voucher
holders. The Government continued to report a balanced budget and due to higher
than expected accruals of tax revenues, two supplementary budgets have been
adopted. This permitted some modest increases to state pensions and-salaries.

2. Exchange Rate Policies
Estonia introduced its own currency, the Kroon, in June of 1992. The monetary

reform gave a major boost to Estonia's sovereignty and economic progress. The
Kroon is frequently cited as the most important factor in creating fertile conditions
for economic restructuring and recovery. Estenia's hard currency reserves have close
to quadrupled since the introduction of the Kroon, although the money supply has
contracted to a modest extent during the latter half of 1994.

Estonia eliminated the last of its capital controls in 1994; there are no restrictions
in opening foreign bank accounts either in Estonia or abroad. There are no restric-
tions in exchanging Kroons for hard currency and repatriating funds from Estonia.
The exchange rate policy of Estonia is anticipated to remain 'unchanged. There are
no perceived pressures on the Kroon for a reevaluation (or devaluation). Current
policies should continue to exert downward pressure on inflation which is expected
to be significantly lower in 1995.
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
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.

Tax Policies: Most elements of a modern tax system-such as corporate income
tax, personal income tax, and value-added tax (VAT) are now in prace. property
taxes were introduced in 1993. New tax laws became effective as of January 1, 1994,
which established a 26 percent across the board tax for both personal and corporate
income. Tax holidays for foreign investors were phased out as they were viewed as
distorting and discriminating against local enterprises; companies already receiving
tax holidays were grandfathered, however. An 18 percent VAT is levied on most
goods and services. AT is collected on imports as they enter Estonia- the importer
gets VAT reimbursed when the goods are sold in Estonia or reexportea. The general
trend with Estonian tax legislation has been to decrease taxes associated with pro-
duction of goods and increase taxes associated with consumption.
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Regulatory Policy: Estonia's import and export regime is amongst the most liberal
in the world. 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 rapeseedoil (100 percent), values of culture (e.g. cars from before 1950X100 percent, and
metals (fierrous and nonferrous waste and scrap) (5 to 25 percent). There are some
fields of economic activity, which are subject to licensing, such as the trading of met-
als and precious metals, trading of alcohol and tobacco products. Any legal entity
registered in Estonia can apply for an operational license.
4. Debt Management Policies

With respect to external debts, Estonia has signed loan agreements with foreign
lenders of which 12 have entered into force. The total commitments of foreign loans
as of November 1, 1994 was 251.65 million dollars. An additional 75.16 million dol-
lars is in the form of government creditguarantees.

On the basis of 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 declin-
ing to some 12 percent in the year 2000. Debt service as a promotion of exports to
non-FSU countries is projected to remain in the range of about 5 to 8 percent during
the period 1995 to 1999 before rising to just over 10 percent in the year 2000.

5. Significant Barriers to U.S. Exports
Import Licenses: With the elimination of import licenses on all products except

alcohol, tobacco, pharmaceuticals and weapons, Estonia is a very receptive market
to U.S. exports. Estonia has no major domestic impediments to imports, but minor
impediments involving infrastructure deficiencies and financial institutions exist.

Infrastructure Deficiencies: While the Estonian telephone system has improved
considerably since the formation of a joint venture with Finland and Sweden, tele-
phone service is still uneven; telephone service in areas outside the capital is greatly
inferior. This has been a major factor for the minimal amount of foreign investment
that has gone to regions further from the capital, and since foreign-investment is
a major spur to trade, trade performance in these same regions has suffered.

Financial Institutions: Performance of Estonian banks is uneven, but several larg-
er banks are offering services roughly comparable to western banks. Trade financing
is difficult to obtain (particularly for new enterprises without a track record) and
high interest rates present some obstacles. Some anks have very limited experience
with trade financing options, such as letters of credit.

Investment Barriers: According to the law on foreign investment, foreign investors
have the same rights and obligations as domestic individuals or companies. How.
ever, in some. sectors (mining, power engineering, telecommunications, gas and
water supply, transport, telecommunications, banking) foreign investors require a li-
cense. All property brought into Estonia by foreign investors as an initial capital
investment is exempt from customs duties, but is subject to VAT. A foreign investor
has the right to repatriate profits after paying income tax on proceeds which it has
received after the liquidation of the enterprise.

6. Export Subsidies Policies
The Government provides no subsidies to Estonian exports.

7. Protection of U.S. Intellectual Property
The Estonian Government has passed several important pieces of legislation de-

signed to bring its intellectual property regime up to modern standards. As of Feb-
ray51994, Estonia is a member of the World Intellectual Property Organization

Patents: Estonia has taken several significant steps to improve patent regulation.
The patent law, which has been in force since May 23, 1994; regulates the legal pro-
tection of patentable inventions in the Republic of Estonia. At the same time, the
Utility Model Law came into force. On August 24, 1994, Estonia became a party to
the Paris Industrial Property Convention and the 1970 Washington Patent Coopera-
tion Treaty. The number of objects exempt from protection has not been determined.

Trademarks: Counterfeiting is not a significant problem at this time. The Trade-
mark Law, passed in Parliament on October 12, 1992, stipulates what is protected
by law and sets out judicial proceedings: There have been 15,258 applications for
trademark reitration since 1992, about 60 percent of them are from foreign com-
panies, including 3,032 US. companies. Up to the present, about 7,200 applications
have received certificates proving trademark registration; this number includes 61
companies from the United States. The fee for a trademark registration is approxi-
mately $250.00

Copyrights: The Copyright Law became effective on December 12, 1992. This law
provides for protection of software, cable television publications, records, video
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broadcast, satellite signals, etc. The Copyright Law applies to works "which require
protection in the Reublic of Estonia by virtue of International treaties to which the
Republic of Estonia a pay.' On October 26, 1994, Estonia acceded to the Borne
Convention for the Protection of Literary and Artistic Works.
8. Worker Rights

a. The Right of Association.-The Constitution guarantees the right to form and
join freely a union or employee association. The Central Organization of Estonian
Trade Unions (EAKL) came into being as a wholly voluntary and purely Estonian
organization in 1990 to replace the Estonian branch of the official Soviet Labor Con-
federation, the all-Union Central Council of Trade Unions (AUCCTU). Workers were
tven a choice as to whether or not they wanted to join the EAKL. While in 1990
the AUCCTU claimed to represent 800,000 v~embers in Estonia, in 1992 the
AUCCTU claimed to represent 800,000 members in Estonia, in 1992 the EAKL
claimed to represent about 500,000 members, organized in 30 unions. In 1993
EAKL's membership dropped to some 330,000 organized in 27 unions and in 1994
dropped further to about 200,000 organized into 25 unions. The EAKL explains the
drop in membership by the breakup of large government-owned enterprises and pri-
vatization. EAKL officials estimate that some 40 percent of an approximately
600,000 strong workforce is organized.

The right to strike is legal and unions are Independent of the Government and
political parties. There were no strikes in 1994. There are constitutional and statu-tory prohibitions against retribution against strikers. Unions may join federations
freely and affiliate internationally. The International Labor Orgamzation has not
cited the Government for failure to observe pertinent ILO conventions and stand-
ards.

b. The Right to Organize and Bargain Collectively.-While Estonian workers now
have the legally acquired right to bargain collectively, collective bargaining is still
in its infancy. The Government remains by far the biggest employer. According to
EAKL leaders, few collective bargaining agreements have been concluded between
the management and workers of a specific enterprise. The EAKL has, however, con-
cluded framework agreements with producer associations. The EAKL was also in-
volved with developing Estonia's new labor code covering employment contracts, va-
cations and occupational safety. The Labor Code prohibits anti-union discrimination,
and employees have the right to go to court to enforce their rights. In 1993, a collec-
tive bargaining law, a collective dispute resolution law, and a shop steward law
were adopted. EAKL officials reported that the courts re-instated a union official
who alleged dismissal because of union activity.

No Export Processing Zones have been established.c. Prohibition of Forced or Compulsory Labor.--Forced or ornpulsory labor is pro-
hibited by the Constitution and is not known to occur. It is effectively enforccdby
the Labor Inspections Office.

d. Minimum Age for Employment of Children.-According to the Labor Law, the
statutory minimum age for employment is 16. Minors aged 13 through 15 may work
with written permission of a parent or guardian and the local labor inspector, if
working is not dangerous to the minor's health considered immoral, or interferes
with studies, and provided that the type of work is included on a list the Govern-
ment has prepared. 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. In September, the minimum wage was raised from 300 to 450 Kroons per
month (36 U.S. dollars]. The minimum wage is not sufficient to provide a worker
and family a decent standard of living. About three percent of the work force receive
the minimum wage. The average wage is about four times the minimum.

The standard workweek was reduced frhn 41 to 40 hours in 1993. There is a
mandatory 24-hour rest period in the workweek.

According to EAKL sources, legal occupational health and safety standards are
satisfactory, but they are extremely difficult 'to achieve in practice. They are sup.
posed to be enforced by the National Labor Inspection Board, the effectiveness of
which may improve with experience. In addition, the Labor Unions have occupa-
tional health and safety experts who assist workers in bringing employers in compli-
ance with the legal standards.

The overriding concern of workers during the period of transition to a i .irket
economy is to hold on to their jobs and receive adequate pay. Workers have the
right to remove themselves from dangerous work situations without jeopardy to con-
tinued employment.
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FILAND
Key Economic Indicators

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

I• 1993 109"1

Income, Production and Empkoymen*:
Real GDP (1990 prices)....................................... 102.9 79.1 85.0
Real GDP Growth (pet.) ....................................... .- 3.6 -2.0 3.5
GDP (at current prices)s2................. . . .. . .. . . .. . . . .. . . ..  92.7 73.0 81.2
By Sector-.

Agriculture ........................................................ 2.43 2.01 2.2
Other Primary Production ............................... 2.71 2.02 2.6
Energy/Water .................................................... 2.45 1.93 3.3
Manufacturing .................................................. 20.62 17.83 21.3
Construction ..................................................... 5.81 3.46 3.6
Rents 3 ................................. . .. . . .. . .. . .. . . .. . . .. . . . .. . . ..  13.94 11.44 12.2
Financial Services. ...................... 2.90 3.07 3.4
Other Services.........23.91 18.81 19.8
Public Sector ..................................................... 20.25 14.94 15.3
Bank Service Charges . . . . . . . . . . . . . . . . . . .  -2.35 -2.50 -2.5

Net Exports of Goods & Services +1.43 +4.62
+7.5.

Per Capita GDP (1990 prices) ............................. 20,364 15,572 16,700
Labor Force (000s) ............................................... 2,502 2,484 2,485
Unemployment Rate (pct.) .................................. 13.1 17.9 18.5

Money and Prices:
Money Supply (M2) (annual percentage

growth) .............................................................. -0.4 2.0 4.5
Base Interest Rate'4....... ................. 9.2 6.9 5.3
Personal Saving Rate .......................................... 10.4 9.5 6.5
Retail Inflation ..................................................... -7.3 - 1.4 3.0
Wholesale Inflation .............................................. -9.9 -0.8 4.5
Consumer Price Index (1990=100) ............... . 107.4 109.7 110.8
Exchange Rate (USD 1.00/FIM) ......................... 4.48 5.72 5.5

Balance of Payments and Trade:
Total Exports (FOB) ............................................ 24.0 23.5 28.0

Exports to US .................................................. 1.4 1.8 2.1
Total Imports (CIF).............................................. 21.2 18.0 20.0

Imports from US .............................................. 1.3 1.3 1.5
Aid from US ........................................................ 0 0 0
Aid from Other Countries ................................... 0 0 0
External Public Debt (central government) (in

foreign currency) ............................................... 23.7 27.2 34.5
Foreign Net Interest Payments .......................... 4.4 4.1 3.7

(of which by central government) ................... 0.9 1.6 2.0
Gold and Foreign Exchange Reserves (year-

end)........ .......................... 06.6 5.9 9.1
Trade Balance +2.8 +5.4 +8.0.

Trade Balance with U.S. +0.1 +0.5 +0.5.
11994 flgmre are all eslmatee based on available monthly data In October 1994. or predictions by the

Minis * Finn.
2GDP at factor eost.
'Real estate, renting and buAnes* activities sectoral division is based on UN SIC-96 classification.
4Bank of Finlandm base rate.

1. General Policy Framework
The Finnish economy is slowly and unevenly emerging from Its 3-year recession,

during which GDP has declined by a cumulative 13 percent. An economic recovery
led by strong exports has been underway since the first quarter of 1994. GDP looks
set to grow at least 5 percent in 1994. The recession has resulted in a significant
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shakeout of the Finnish economy, including corporate downsizing, increased com-
petition and cutbacks in government services. Also spurring structural change is
membership in the the European Union (EU), scheduled for January 1, 1995.

The economic recovery so far has been largely jobless, with unemployment re-
maining in the high teens amid stagnant domestic demand. These factors, coupled
with low levels of business investment, have resulted in declining government reve-
nues and increases in countercyclical spending, producing large budget deficits. Also
contributing is continuing government assistance to the banking sector particularly
to the savings bank system. In 1994 the deficit will be about a third of total spend-
ing, the same level as 1993. The deficit is financed by foreign and domestic borrow-
ing through the issuance of bonds; the balance has been roughly evenly divided be-
tween 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 estimated 64 percent at the end of 1994 and debt service will account
for some 11 percent of government expenditures. Cuts in government social pro-
grams and aid to municipalities are helping to keep the debt from rising still faster.
Also contributing are higher income tax rates and increases in indirect taxation.
Finland's tax ratio will rise to an estimated 48 percent in 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 30 percent
as compared to its long-term average in the past several years. Inflation has so far
stayed at a low level as wholesalers and retailers remain reluctant to pass along
increased import prices in the face of depressed domestic demand. However, the
money supply (Ml) is showing rapid growth due to capital inflows, causing concern
among some analysts that inflation could take off in early 1995. Domestic credit is
tight as banks seek to regain profitability;, as inflation fears mount, the Bank of Fin-
land is threatening to raise interest rates further. Banks remain conservative in
their lending practices, particularly to new businesses.

Finnish economic policy is based to a large extent on its forthcoming membership
in the EU. The requirements of the EU, for example, have resulted in new competi-
tion legislation that is helping to reduce the cartelized nature of many Finnish in-
dustries. Legislation which took effect at the beginning of 1993 liberalizing foreign
investment restrictions has helped spur a sharp increase in foreign portfolio invest-
ment and hence has contributed to the internationalization of large Finnish compa-
nies. The rise in stock market activity is also due to lower domestic interest rates
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 "gateway"
for foreign investors in the former Soviet Union.

In October 1994 Finland's citizens voted in favor of EU membership. Membership
will occur in January 1995. EC membership and budgetary constraints have brought
about some reform in Finland's highly protected agricultural sector. Finland will
convert to the EU agricultural regime in 1995, although in the membership negotia-
tions Finland has strived (with some success) to establish special support mecha-
nisms which provide levels of support higher than the EC average. However, the
support mechanisms will not be adequate to prevent major structural changes in the
agricultural sector. Over the longer term, some of these changes will include a re-
duction in the number of farmers and consolidation of surviving farms into larger,
more efficient units.
2. Exchange Rate Policy

The finnmark has been floating since the government and central bank broke its
fixed link with the European Currency Unit (ecu) in September 1992 in the midst
of a currency crisis. Shortly after the float was initiated, the parliament passed new
legislation allowing the float to continue indefinitely. It is unlikely that the govern-
ment will attempt to establish a new currency linkage anytime soon.

The finnmark has declined by about 35 percent in relation to the dollar and over
15 percent in relation to the ecu since the float was initiated, but in recent months
the finnmark has again been gaining strength against both of these currencies. De-
valuation has strongly boosted Finland's international competitiveness and has
dampened demand for imports from all sources, including the United States..Con-
versely, exports have boomed. The government has not regularly intervened in fi-
nancial markets to Influence the value of the finnmark. The government has encour-
aged lower interest rates to boost domestic demand, but rates (particularly long
term rates) remain high. Many analysts -expect that in the medium term the
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finnmark's value may stabilize near present levels. The slightly strengthened
finnmark has eased Vinland's external debt burden and has partially offset the in.
flationary impact of higher commodities prices, but has not had a measurable im-
pact on export competitiveness.
3. Structural Policies

Finland replaced 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 ana consumer services and
construction, are now subject to the new VAT in conformity with EU practice. The

governmentt decided to keep the basic VAT rate at the same rate as the turnover
, 22 percent. Some goods and services, including transportation services, accom-

modations, films, p.harmaceuticals and books, will bie taxed at a 12 percent rate and
other services, InIduin health care, education, insurance, and rentals are not sub-
ject to the VAW_. Agricultural and forestry products will continue to be subject to dif-
ferent forms of taxation outside the VAT. At the beginning of 1993, a uniform tax
rate of.25 percent on capital income took effect, including dividends, capital gains,
rental income, insurance, savings, forestry income, and corporate profits. The sole
exception was bank interest, where the tax rate was increased from 20 to 25 percent
at the beginning of 1994.

The change in capital taxation, along with a sharp decline in interest rates and
liberalization of foreign investment legislation, has resulted in a strong revival of
the Finnish stock market and after corporate use of equity rather than debt fi-
nancing. It has also substantially increased the foreign ownership share of many of
Finland's leading companies, and may become the vehicle for the privatization or
partial privatization of state-owned or dominated comran' a. The government has
moved slowly onprivatization, but has been reducing the government stake in sev-
eral state-dominaMd companies. Currently, four of Finland's 10 largest companies
are majority state-owned, and the government is heavily involved in several key in-
dustrial sectors, including energy, ibrestry 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 begun to reduce subsidies in line with falling
government revenue and the requirements of EU membership. The government has
set the goal of reducing direct subsidies and replacing them with more general
measures to improve the business climate.
4. Debt Management Policies

Finland has rapidly accumulated external debt in order to finance recession-in-
duced budget deficits. Gross public debt (EMU definition) continues to rise and is
projected in the 1995 budget at 78.5 percent (in 1990 gross public sector debt stood
at only 27 percent of GDP). Finnish corporations, formerly heavy users of foreigncapital, are now reducing their foreign obligations. However, financing requirements
of the central government have not diminished. In response to the rapid Increase
in foreign borrowing, Moody's lowered its rating on Finnish long-term government
bonds from its second to its fourth highest category (AA-) in March 1993. Finnish
debt issues continue to sell easily (albeit at slightly higher risk premiums) in inter-
national 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 dDP in the past three years.
5. Significant Barriers to U.S. Exports

In most cases, effective January 1, 1995 Finland will adopt the EU's overall trade
regime, including the EU tariff schedule. The agricultural sector will remain the
most heavily protected area of the Finnish economy. In 1993 Finland changed uis
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 cheaper foreign imports. Surpluses of agricultural prod.
ucts are usually disposed of on world markets through government and producer.
financed export subsidies. The government will end direct government financing of
export subsidies as part of its EU accession terms. Import licenses are no longer re-
quired for any products although some textile imports from Far Eastern suppliers
are covered by quotas. inland will phase in EU textiles tariffs over a 3-year period
starting in January 1995.

Finland's ado option of the EU tariff schedule will result in increased barriers to
U.S. exporters in several key categories including agriculture, chemicals, and elec-



166
tronics. Preliminary analysis indicates that semiconductors will be the US. export
category most adversely affected. Tariffs for several key semiconductor types wiltin-
crease from the present 0 percent to 14 percent under the EU tariff schedule. In
late 1994 the U. Government entered into negotiations with the EU under Article
24:6 of the GATT, seeking compensation for lost exports as a consequence of Fin.
land's EU accession.

The Finnish service sector is undergoing considerable liberalization in comnection
with EU membership. Legislation implementing EU insurance directives has gone
Into effect. Finland will have exceptions in insurance covering medical and drug
malpractice and nuclear power supply. Restrictions placed on statutory laboe pen.
sion funds, which are administered by insurance companies, will in effect require
that companies establish an office in Finland. It is unclear whether such restrictions
will cover workers' compensation as well. Auto insurance companies will not be re-
quired to establish a representative office in Finland, but will have to have a claims
representative there. In 1994 the government opened up long distance telephone
service within Finland to competition. The government requires that the Finnish
Broadcasting Company devote a "sufficient" amount of broadcasting time to domes-
tic production, although in practical terms this has not resulted m discrimination
against foreign productions. Upon accessiou to the EU, 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
and has indicated its opposition to quotas to the EU.

Finland is a GAIT Standards Code signatory and has largely completed the proc-
ess of harmonizing its technical standards to EUnorms.

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 for 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 monitoringprocedure. After 1995, only proposed investments in-
volving the manufacturing of defense equipment will be monitored. A requirement
to obtain the permission of local governments in order to purchase a vacation home
in Finland will also remain. EU membership will eliminate most sectoral invest-
ment restrictions. Foreign investors instead will have to meet the obligations re-
quired of Finnish investors.

Finland is a signatory to the GATT Agreement on Government Procurement (Pro-
curement Code) and has a good record in enforcing Code requirements in letter and
spirit. In the excluded sectors, particularly defense, countertrade is actively prac-
ticed. 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 implementing all EU pro-
curement-related directives.

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 worid-
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 taken a con-
structive position on intellectual property in the GATT Uruguay RG,.ind negotiations
and in other international discussions. Finland is a member of all principal multilat-eral intellectual property organizations.

Finland's copyright legislation has recently been modified to conform with EU
practice, as required by the EEA agreement. The EU directive dealing with reselling
videocassettes has been implemented, as has the EU software directive. The direc-
tive has made it easier to prosecute cases of unauthorized software copying. While
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piracy of audio and video recordings is only a small problem in Finland, industry
representatives estimate that over 50 percent of software installed for business use
hau been illegally copied. Finland will start granting product patent protection for
pharmaceuticals atithe beginning of 1995; currently process patent protection is ap.
plied.
8. Worker Rights

a. The Right of Association.-The Finnish constitution contains specific guaran-
tees for the right of workers to form trade unions and assemble peacefully. The right
to strike Is guaranteed by law. 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.

b. The Right to Organize and Bargain Collectively.-The right to organize andbargain collectively is protected both in law and in practice. collectivee bargaining
traditionally has been conducted according to nationalguidelines agreed among em-
ployers, the three central trade union organizations, and the government, but in the
past two years wage negotiations have been more decentralized. Workers are effec-
tively protected against antiunion discrimination which is prohibited by law.

c. Forced or Compulsory Labor.-Forced or compulsory labor is prohibited by the
constitution and is not practiced.

d. Minimum Age for Employment of Children.-Sixteen Is the minimum age for
full-time employment (eight hours per day). Children that are fifteen years old may
work up to six hours per day under certain restricted conditions. Finland has com-
pulsory education laws. Child labor laws are effectively enforced.

e. Acceptable Conditions of Work.-Finland has no legislated minimum wage, but
non-union employers are required to meet the minimum wages established by collec.
tive bargaining for unionized workers in each sector. The maximum standard legal
work week is 40 hours; in practice most contracts call for standard work weeks of
37-38 hours. Finland's health and safety laws are among the strictest in the world.
They are enforced effectively by government inspectors and actively monitored by
the unions.

f. Rights in Sectors with U.S. Investment.-There is no difference in the applica-
tion of worker rights between sectors with U.S. investment and those without.

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

(Millions of U.S. dollald

Category Amount

Petroleum ........... P .............. ..... ............. (1)
Total M anufacturing .............................................................. 127

Food & Kindred Products ................................................... 1
Chemicals and Allied Products .......................................... .52
Metals, Primary & Fabricated ............................................ 4
M achinery, except-Electrical .............................................. (1)
Electric & Electronic Equipment ..................................... 2
Transportation Equipment ................................................ 0
Other M anufacturing ......................................................... (1)

W holesale Trade ....................................................................... 141
Banking .................................................................................... .(1)
Finanoe/Insurance/Real Estate ............................................. 1
Services .................................................................................... 7
Other Industries...................................... ...... 069s.(1)
TOTAL ALL INDUSTRIES .................................................... 336
I Suppressed to avoid diadouing data of individual companle&
Source: U.. Department of Commerce, Bureau of Economic Analysis
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FRANCE
Key Economic Indicators

(Billions of U.. donars unlea otherwise noted)

1992 1993 19941

Income, Production and Employment:
Real GDP (1980 prices) ....................................... 683 632 657
Real GDP growth (pet.) ..... .................... 12 - 1 1.8
GDP (at current prices) ....................................... 1,322 1,253 1,325
GDP by Sector.2 1,222 1,159 N/A

Agriculture ........................................................ 37 29 N/A
Processed Food ................................................. 37 38 N/A
Energy/Water .................................................... 53 53 N/A
Manufacturing .................................................. 217 194 N/A
Construction ..................................................... 69 64 N/A
Rents.................. . . . 115 116 N/A
Financial Services ............................................ 57 56 N/A
Retail Trade/Other Non-Financial Services ... 471 446 N/A
Government/Non-Profit Services ..................... 216 213 N/A
Statistical Adjustment ..................................... -51 -50 N/A

Net Exports of Goods & Services ........................ 18 27 39
Real Per Capita GDP (1980 prices) .................... 11,920 10,978 11,344
Labor Force (av/000s) ........................................ 25,097 25,159 25,234
Unemployment Rate (avg/pct.) ............................ 10.3 11.6 12.3

Money and Prices (annual percentage growth):3
Money Supply (M3) .............................................. 6.0 -0.9 -3.5
Base Bank Lending Rate (yr-end) ...................... 10.0 8.1 7.7
Personal Savings Rate (avg) ............................... 13.9 14.1 13.0
Retail Inflation (avg) ........................................... 1.9 2.1 1.7
Intermediate Good Prices (avg) .......................... -1.7 -2.8 0.9
Consumer Price Index (1990=100/avg)105.7 ...... 107.9 109.7
Exchange Rate (USD/FF)4 ............ . .. . .. . . .. . . . .. . .. . .. .  5.3 5.7 5.6

Balance of Payments and Trade:
Total Exports (FOB)s5 ................... . .. . .. . . .. . . .. .. . . . . .. .  236.0 210.0 234.0

Exports to U.S.............................................. 15.0 15.0 17.0
Total Imports (CIF) 5 ................... . .. . . .. . . .. .. . . . . .. . .. . .  240.0 203.0 221.0

Imports from U.S..46 ....................... 20.0 18.0 19.0
Trade Balance (CIF/FOB)5  . . . . . . . . . . . . . . . . . . . .  -4.0 7.0 13.0

Balance with US. 4 6e...... ................. -5.0 -3.0 -2.0
Gold and Foreign Exch. Reserves ....................... 56.0 51.0 57.0

N/A-Not available.
'OECD forecasts unless otherwise indicated.
2Excludes value added and other taxes.
2June 1994 data.
41994 estimate based on first nine months average and assumption of fourth quarter equal to Septe-mber

average.
$Merchandise trade-1994 data are for first seven months.
#Department of Commerce figures.

1. General Policy Framework
France is the fourth largest industrial economy in the world, with an economy

about one-fifth the size of that of the United States'. The service sector, including
government and financial services, accounted for 54 percent of output in 1993. In-
dustry and agriculture provided 38 percent and 3 percent, respectively

Economic growth slowed considerably between 1991 and 1993, aIr a period of
healthy expansion between 1988 and 1990. Growth began to pick up significantly
beginning in 1994, with real gross domestic product (GDP) expanding 0.7 percent
and 1.0 percent during the first and second quarters, respectively. Imports have in-
creased as well, with real imports of goods and services increasing 3.2 percent and
2.8 percent during the first and second quarters, respectively. Nominal merchandise
imports from the United States grew over five percent during the first quarter of
1994 and remained steady during the second quarter, after falling by seven percent
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each year in 1992 and 1993. Real GDP is likely to grow about two percent In 1994
and three percent in 1995; the Organization for Economic Cooperation and Develop-
ment (OECD) forecast in June 1994 that real Imports of goods and services would
increase close to three percent in 1994 and six percent in 1995. Unemployment, on
the other hand, is expected to remain high, hovering around 12.5 percent for 1994.

Inflationary pressures remain well contained. The annual inflation rate for
consumer prices fell from 3.6 percent in 1989 to 1.6 percent by September 1994, the
lowest rate in France in 37 years. Continued wage restraint due to high unemploy-
ment is likely to keep inflation from increasing, despite stronger growth.

Low inflation has given French producers a price advantage in overseas and do-
mestic markets. Due in part to this phenomenon, France's merchandise trade bal.
ance (cif/fob basis) changed from a deficit of FF 20 billion in 1992 to a record FF42
billion surplus in 1993, according to French customs statistics. Trade in manufac-
tured goods registered the largest increase, from a surplus of FF7 billion to FF54
billion. France's surplus with other European Union (EU) countries increased from
FF17 billion to FF32 billion. With non-EU OECD countries, France reduced its deft-
cit from FF60 billion to FF31 billion, primarily due to a decrease in its deficit with
the United States, which fell to FF16 billion from FF26 billion in 1992 because of
strong U.S. growth. Much of the overall trade surplus can be attributed to weak do.
mestic demand, and in particular, to persistently weak corporate investment in im-
ported capital goods. France is likely to run another large merchandise trade sur-
plus in 1994, although slightly lower than the 1993 figure.

Due primarily to the merchandise trade surplus, France ran a current account
surplus of FF59 billion in 1993. The surplus in tourism receipts was a record FF60
billion. In contrast, the deficit on net investment income increased to FF45 billion
in 1993 from FF41 billion in 1992, due to the continued inflow of foreign portfolio
investment and higher interest rates relative to rates in other industrialized coun-
tries. Due to a lower merchandise trade balance and lower interest payments to for-
eigners (resulting from a large outflow of foreign portfolio investment at the begin-
nina of 1994), the current account surplus is likely to fall in 1994.

Since France is a member of the EU, its imports are subject to a common external
tariff and to the restrictions of the Common Agricultural Policy. As the EU contin-
ues to implement its "single market" program to remove all barriers to the free in-
ternal circulation of goods, services, capital and labor, jurisdiction over a growing
number of economic areas, including certain aspects of tax and investment policy,
will be transferred to Brussels from Paris.

Since 1991, the sharp drop in economic activity has led to a dramatic decline in
government revenues. This, coupled with increased spending on unemployment, re-
tirement, health care, and interest payments, has resulted in soaring budget defi-
cits. The central government budget deficit as a percentage of GDP rose from 1.9
percent in 1991 to 4.5 percent in 1993, and is expected to be close to four percent
in 1994. The general government budget deficit, which includes federal, local, and
social security budgets, rose from 2.2 percent of GDP in 1991 to 5.8 percent in 1993,
and is expected to be 5.6 percent in 1994.

Like its G-7.counterparts, the Bank of France conducts its monetary policy pri-
marily by adjusting official rates and through open market operations. During most
of 1993, French money supply (M3) grew far less than the Bank of France's target
growth rate of 4-4.5 percent, and fell almost one percent between the fourth quar-
ters of 1992 and 1993. The Bank of France estimated that had it not been for the
large transfer of assets from money market funds (which are included in M3) to
stocks and long-term bonds, in response to tax incentives and declining interest
rates, M3 would have increased 1.5-2 percent during this time, still far below its
target.
2. Exchange Rate Policies

Within the established limits of the European Exchange Rate Mechanism (ERM),
whose bands were significantly widened in August 1993, the value of the French
franc is set by market forces. it is also influenced by macroeconomic policy actions
or central bank interventions. These actions are usually coordinated with those of
other governments, both within the ERM and as part of broader international eco-
nomic policy a series of exchange rate crises to maintain high short term interest
rates to keep the franc within its ERM bands. Even after the bands were widened
in August 1993, the Bank maintained high rates while it replenished the foreign
exchange reserves it spent in July to defend the franc. Beginning February 1994,
the Bank followed the German Bundesbank in gradually lowering official rates. It
is expected to continue coordination efforts among industrialized countries, includ-
ing the United States.
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Throughout much of 1992 and the first half of 1993, the Bank of France was
forced Wy high German interest rates andto maintain a 20-40 basis point spread be.
tween French and German official rates to prevent further serious pressures on the
franc. The interest rate on three-month interbank loans has fallen from 12.1 percent
to 5.6 percent between February 1993 and August 1994. However, the average inter.
est rate on long-term government bonds after declining from 10.6 percent in Sep.
tember 1990 toless than 5.8 percent in October 1993, is expected to rise to 8.3 per.
cent by October 1994, due in part to rising U.S. interest rates.

The Balladur government has continued the "franc fort" (strong franc) policy of
its predecessors. The government's objective is to lower the cost of imports and keep
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 to
ensure further progress toward European Monetary Union (EMU). The Franc appre-
ciated 3.0 percent in nominal terms against other OECD currencies between Sep-
tember 1993 and September 1994. However, factoring in France's low inflation rate,
the Franc only appreciated 1.7 percent in real terms. Compared to the U.S. dollar,
the franc appreciated by 5.2 percent in real terms during this period.
3. Structural Policies

Since it submitted its first budget in mid-1993, the Ball .!-ur government's fiscal
strategy has been to reduce the budget deficit in the long term (primarily by raising
taxes and controlling spending) but offset the immediate restrictive effects through
temporary stimulus measures. in addition, many of the French government's fiscal
policy proposals in 1993 and 1994 were designed to offset, through state aid, effects
of high real interest rates in sectors such as real estate and automobiles where con-
sumption is dampened strongly by high rates.

During 1993, the Balladur government's assortment of supplemental budgets cut
corporate taxes by approximately FF50 billion for 1993-94, while increasing taxes
on households for these two years by FF100 billion. The government's priority was
to limit spiraling unemployment by stopping the hemorrhage of bankruptcies, par-
ticularly among labor-intensive small businesses. The government decided to change
course in 1994, and to try to :boost short-term economic growth by stimulating
household consumption. In its 1994 budget, the government reduced personal in-
come taxes by FF19 billion a year. The government also offered several incentives
to induce households to withdraw funds from savings accounts, in the hopes of re-
ducing savings and boosting consumption. However, the decrease in income taxes
only partially offset the 1993 Increases in excise taxes and in the general social con-
tribution (CSG), a supplemental tax on all earned and unearned income. As a result,
the government expects total taxes as a percentage of GDP will increase from 43.6
percent in 1993 to 44.5 percent in 1994, before falling to 44.2 percent in 1995. This
remains one of the highest ratios among industrialized countries.

In March 1993, the French government began a massive privatization program,
and has already sold some of the largest and best known government-owned cor-
porations. A seven-member commission decides the minimum price for the shares
to be sold and chooses the core of'stable investors for each privatization; and the
Economics Ministry decides the percentage of shares to be sold, the proportion to
be sold in foreign financial markets, and the size of "core" shareholdings.

To meet deficit reduction targets in its 1994 and 1995 central government budg-
ets, the government has essentially frozen non-interest spending and is counting on
receipts of over FF100 billion in privatization revenues. Fiscal policy, or at least
central government spending, is likely to remain tight for many years to come, as
the government seeks to meet common macroeconomic criteria agreed among EU
members in the Maastricht Treaty: general government budget deficits of no greater
than three percent of GDP, and a debt to GDP ratio of no more than sixty percent.
In 1993, the government submitted, for the first time, a multi-year deficit reduction
plan. In the revised 5-year plan in its 1995 budget, the government maintains the
"real freeze on government spending, and extends it to 1998. Real non-interest
spending would be cut by 0.6 percent in 1996 and 1997, and by 0.4 percent in 1998,the longest and largest sustained reduction in non-interest French government
spendingsince the end of World War II.
4. Debt Management Policies

The budget deficit is financed through the sale of government bonds at weekly
and monthly auctions. As a member of the G--10 up of leading financial nations,
France participates actively In the International Monetary Fund, the World Bank
and the Paris Club. France is a leading donor nation and is actively involved in de-
velopment issues, particularly with its former colonies in North and West Africa.
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5. Sign~flcant Barriers to U.S. Exports
U.S. companies sometimes complain of complex technical standards and of unduly

long testing procedures. Requirements for testing (which must usually be done in
France) and standards sometimes appear to exceed levels reasonable to assure prop-
er performance and safety. Most of the complaints have involved electronics, tele-
communications equipment, medical/veterinary equipment/products and agricultural
phytosanitary standards.

An area where French trade policy is clearly discriminatory is in audiovisual
trade. The 1989 EU Broadcast Directive requiring a "majority proportion" of pro.
gramming to be of-European (i.e. EU or Central European origin was incorporated
into French legislation on January 21, 1992. France, however, goes beyond this rule,
speci 0i'ng a percentage of European programming (60 percent) and French program-
nin¶ (40 percent). These broadcast otas were approved by the EU Commission
and])ecame effective on July 1, 1992. ey are less stringent than France'sprevious
quota provisions, which required that 60 percent of all broadcasts be of European
origin and that 50 percent be originally produced in French. The new 60 percent
European/40 percent French quotas are applicable beth during a 24-hour day, and
during prime time slots. The prime time rules go beyond the requirements of the
EU Broadcast Directive and limit the access of U.S. programs to the French market.

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 imple-
menting legislation which went into effect on January 29, 1993, this means that
non-EU lawyers will have to pass either a "short-form exam or the full French bar
exam. Non-EU lawyers quality for a "short-form" exam provided they are able to
prove that the foreign state or territory in which they practice allows French law.
yers to practice law "under the same conditions.* Failing that, they must take the
full French bar exam. Due to EU regulations, France is required to recognize law
degrees for EU nationals but not third country nationals. Nevertheless, non-French
EU lawyers, who are also required to qualify as "avocats," may do so via exams less
Kringent than those for non-EU lawyers. Meaningful access will hinge on how im-
plementing regulations are administered, including the interpretation of what is
meant by granting access on a "reciprocal basis' and the nature of the exam im-
posed on non-EU lawyers.

Since September 1988, foreign investors establishing new businesses in France
are no longer subject to advance notice and approval requirements. However, there
are still several administrative procedures related to acquisition of French firms
that burden foreign investors. Unless firms are controlled by French nationals or
"established" EU-Investors, they must receive prior approvalfrom the Ministry of
Economics in order to purchase existing French businesses valued at more than
FF50 million or having more than FF500 million in sales. To qualify as an "estab-
lished" EU-controlled firm, a business must have annual sales of more than FF1 bil-
lion and have been in business for at least 3 years. EU-controlled firms not qualify-
ing as establishedt and non-EU controlled firms purchasing smaller French entities
are required to notify the Ministry in advance. The Ministry can block large acquisi.
tions deemed not to-be in the national interest, as well as any acquisition, irrespec-
tive of size or nationality of the investors, which the Minister sees as a threat to
public health, public order or national security.

There are several restrictions on foreign holdings in French firms that are
privatized. A December 1993 privatization law prevents the government from sellingmore than twenty percent of a firm's capital to non-EU investors at the time shares
are first sold. The law does not prohibit private EU-investors from selling their
shares to non-EU investors thereafter, and shares held by non-EU investors before
the law went into effect are not affected by the 20 percent limit. The Balladur gov-
ernment also gave the privatization commission the option of waiving the 20-percentlimit if the purchase is part of an industrial, commercial, or financial cooperation
agreement. This option has not yet been exercised in privatizations to date.

Through "golden shares" in key companies being privatized, the government re-
tains the following rights: to block the sale of any assets "essential to the national
interest;" to prevent certain investors from purchasing additional shares; and to
exert significant control over company management, even after privatization is com-
pleted. Finally, any investor seeking to own more than five percent of outstanding
shares of a privatized company in the health security or defense sectors will be re-
quired to seek the approval of the Economics Ministry.

The French government has notified the OECD that it treats foreign investors dif-
ferently than domestic investors and may not provide national treatment in the fol-
lowing sectors: agriculture, aircraft production, air transport, atomic energy, audio-
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visual, accounting.and financial services, defense, insurance, maritime transport,
road transport, publishing, telecommunications, and tourism.

France is a party to all the relevant GAT'T codes, Including those on government
procurement and standards.
6. Export Subsidy Policies

France Is a party to the OECD guidelines on the arrangement for export credits,
which includes provisions regarding the concessionality of foreign aid. The govern-
ment has begun examining ways to concentrate the benefits of its export promotion
efforts more on small and medium-sized businesses.

There are virtually no direct French government subsidies to agricultural produc-
tion. Direct subsidies come primarily from the budget of the European Union. The
French government does offer indirect assistance to French farmers in many forms,
such as easy terms for loans, start-up funds, and retirement funds.
7. Protection of U.S. Intellectual Property

France is a strong defender of intellectual property rights worldwide. Under the
French intellectual property rights regime, industrial property is protected by pat-
ents and trademarks, while literary/artistic property is protected by copyrights.
Prance is a party to the Bern Convention on Copyright, the Paris Convention on
Patents, the Vniversal Copyright Convention, the Patent Cooperation Treaty, and
the Madrid Convention on Trademarks. By virtue of the Paris Convention and the
Washington Treaty Regarding Industrial Property, U.S. nationals have a "priority
period" after filing an application for a U.S. patent or trademark, in which to file
a corresponding application in Franze.
8. Worker Rights

The French constitution guarantees the right of workers to form unions. Although
union membership has declined to ten percent of the workforce, the institutional
role of organized labor is far greater than its numerical strength might indicate. The
French government regularly consults labor leaders on economic and social issues,
and joint works coupcils play an important role even in industries that are only
marginally unionized. The principle of free collective bargaining was reestablished
after World War II, and subsequent amendments in labor laws encourage collective
bargaining at the national, regional, local, and plant levels. French law prohibits
anti-union discrimination 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 of approximately $6.50 per hour. The legal work week is 39 hours long, and
overtime is restricted to 9 hours per week. In general terms, French labor legislation
and practice, including that pertaining to occupational safety and health, are fully
comparable to those m other industrialized market economies. France has three
small export processing zones, where regular French labor legislation and wage
scales apply. Labor law and practice are uniform throughout a industries of the
private sector.

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

[Millions or U.S. dollars]

Category Amount

Petroleum ................................................................................. 973
Total M anufacturing ............................................................... 13,257

Food & Kindred Products ................................................... 1,267
Chemicals and Allied Products ........................................... 4,536
Metals, Primary & Fabricated ............................................ 488
Machinery, except Electrical .............................................. 2,237
Electric & Electronic Equipment ....................................... 359
Transportation Equipment ................................................. 700
Other M anufacturing .......................................................... 3,672

W holesale Trade ...................................................................... 4,733
Banking .................................................................................... 364
Finance/Insurance/Real Estate .............................................. 2,374
Services .................................................................................... 996
Other Industries ...................................................................... 868
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Extent of U.S. Investment in Selected Indcustries e-.U.S. Direct
Investment Position Abroad on an Historical Cost Basis--1993-Continued

(Millions of U.S. dollars)

Catwury Amount

TOTAL ALL INDUSTRIES ......... 23,565
Soums U.. IDepartment of Commeroo. Bureau of Economic Analys

GEORGIA

Key Economic Indicators
1992 199 1994

Income, Production and Employment:
GDP (1990 prlces/bil. rubles)..................
GDP Growth (pct.)..........................
GDP (current prices/bil. rubles).................
By Sector:.

Agriculture......... ........ .
Industry/Manufacturing ..............
Energy/Construction .................
Rents........... ...............
Financial Services (crediting)................
Other Services ......................
Government/Health/Social.
Security/Education/Defense. ............

Net Export of Goods & Services.................
Per Capita GDP (current prices/rubles) .............
Labor Force (000s).............................
Unemployment Rate (pct.) ............................

Money and Prices (annual percentage growth):
Money Supply (M2/bil. coupons)................
Base Interest Rate (pct.) ........................
Personal Saving Rate........................
Wholesale Inflation....................
Consumer Price Index ....................................
Exchange Rate

Official (rubles/USD)................
Official (coupons/USD)........ ..... ..

Balance of Payments and Trade: (Millions of US.
dollars unless otherwise noted)
Total Exports (FOB)I ....................................

Exports to US.20..................................ee.
Total Imports (CIF)1Io.....................................

Imports from US. 2 ........... ......
Aid from US ...................................................
Aid from Other Countries....................
External Public Debt ..........................................
Debt Service Payments (paid) ...................
Gold and Foreign Exch. Reserves...............
Trade BalanceI. .. . . . . . . . .. . . . . . . . . . .

Trade Balance with U.S.'s..........................

9.87
-50.1
149.2

77.7
26.1
9.3

N/A
6.8

N/A

48.3
N/A

27,300
3,138

6.1

72
0

N/A
N/A
846

5.92
-40.0

1,522.9

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

N/A
N/A

280,800
3,100

8.4

1,834
40

N/A
N/A

11,372

193.2 0
0 12,280

86.80
7

183.20
15
0
0

N/A
N/A
N/A

-96.40
-8

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
700
N/A
N/A

40,601

0
824,928

466 465
0 .0

795 739
37 87.6

159 0
0 0

860 N/A
N/A N/A
N/A N/A

-329 -274
-37 -87.6

N/A-Not availabb.
pi tes for 199I M ad 1994 an U.8 Treasury Department .etlmates.
1994PFigurs se estimates based on January-October data.
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1. General Policy Framework
The economic refornf, being carried out by the Government of Georgia aim to re-

duce Inflation to single digits by the end of 1994, arrest the decline in output by
accelerating systematic reformspromoteprivate sector activities improve the gross
external reserve position of the National Bank, and provide social assistance to soci-
ety's most vulnerable groups. The IMP granted Georgia a $40 million Structural
Transformation Facility loan in December 1994 to support its reform program.

However, in 1994.economic decline continued in Girgia. In July, onl 80 percent
of 1,362 registered industrial enterprises reported to the government. Total Indus-
trial production fell by 49.5 percent compared to the same period last year. Produc-
tion of paper, manganese, wool yarn, milk, and soap increased, while production of
the 70 remaining an products decreased. Production declined due to interrup-
tions in energy supplies from Russia, Azerbaijan and Turkmenistan. In October
1994, Turkmenistan cut the delivery of gas on a credit basis because of unpaid
Georgian bills. According to most estimates, the underground economy is greater in
size than the official economy.

The crisis-In-payment system In Georgia and between Georgia and other NIS
countries made it very difficult to maintain trade links with other countries of the
former Soviet Union. At the same time, a chronic fiscal deficit and the National
Bank's subsidizing monetary policy led to hyperinflation with prices increasin
roughly 60 percent a month from mid-1993 through mid-1994. About 80 percent 01
the deficit was caused by spending on electricity, natural gasl and bread. Spending
on education, science, and administration did not exceed three percent of GDP.
Under the IMW program, the cash budget deficit was to be reduced to 3.8 percent
of GDP, bringing the deficit for the year down to 9.1 percent of GDP, still quite high
but about a quarter the 1993 figure.

Since September the value of the coupon has fluctuated significantly, but has
maintaine an upward trend, rising from 2.5 million coupons = 1 USD to 1.5 million
coupons = 1 USD. High inflation was responsible for the currency's collapse In value
during the first three quarters of 1994, which increased the use of rubles and U.S.
dollars in Georgia. Improved financial policies seem to have begun to reverse this
trend, as reflected in the improved exchange rate, and may increase the public's
willingness to use the nationalcurrency.
2. Exchange Rate Policy

In July 1993 the National Bank of Georgia modified its fixed official exchange
rate system after the Central Bank of Russia withdrew Soviet rubles from circula-
tion and moved to a floating exchange rate regime. The official exchange rate of the
interim currency, the coupon, against other major currencies is determined by the
Interbank Currency Exchange .This is the only currently operating exchange mar-
ket, established in April 1993 as a counterbalance to the Caucasian Exchange,
where the actual exchange rate was defined. The banknote rate is defined at the
currency exchange kiosks, which need to have special permission to do so. The bank-
note rate exceeds the cash rate usually by 15-18 percent.

In October 1993 the coupon traded at 21,000 = 1 USD, and in October 1994 the
rate was 2.4 million coupons = 1 USD. The Interbank Exchange operates twice a
week. Gross volume of coupon-dollar trading increased from 50,000 USD to 250-
300,000 USD a week. There is a requirement to surrender 35 percent of foreign ex-
change earnings at the exchange rate determined by the Interbank market auction.
Nonresidents may hold both foreign exchange and local currency accounts and may
freely transfer these balances offshore. However, individual Georgian banks may
have difficulty transferringlarge amounts due to a foreign exchange shortage.

As a rule, the National Bank of Georgia is the only seller of hard currency on the
exchange market. However, trends since September 1994 show that since Interbank
Currency Exchange is the only operating currency market, banks are more willing
to participate as sellers.

Neither the foreign exchange system in Georgia nor exchange controls have any
impact on the price competitiveness of U.S. exports.
3. Structural Policies

Pricing Policies: The government freed most prices in February 1992. In response
to IMF and World Bank requirements, the Cabinet of Ministers of Georgia increased
prices of electricity and natural gas to world market levels and bread prices are
scheduled to be raised to reflect full market cost by the end of December.

Tax Policies: The parliament adopted a new tax system in December 1993 which
is composed mainly of four taxes: a 14 percent value-added tax (VAT); a corporate
profit (income) tax with a 20 percent rate for enterprises, a 10 percent rate for con-
struction enterprises, and a 35 percent rate for banks; excise taxes of up to 90 per-
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cent on the price fods; and a personal income tax, pwrogresive in nature but not
strictly enfoied. O rImportant sources of government income are customs duties,
a two percent import tax, an eight percent export tax rate, a 20 percent tax for
bartered goods, and a fixed tax Ievied on the currency exchange kiosks. The govern-
ment plans to increase VAT up to percent, import tax up to 12 percent, and to
eliminate export tax.

Tax collection is severely undermined because of inflation, decline of government
authority and corruption. In the first quarter of 1994, VAT and excise taxes con-
stituted only 2.3 percent of GDP. In 1994 the government ruled without an adopted
budget with a 46 percent of GDP deficit in the first half uf the year, basically fi-
nanceXd by borrowing from the National Bank. In response to the demands of the
IMP and the World Bank, the Government of Georgia presented a zero deficit budg-
et for the fourth quarter of 1994. However, about 50 percent of income is contrib-
uted by grants and from borrowing abroad.

Government investments are still high, contributing 67 percent of total invest-
ments, though reliable information on private investments is not available. New in-
vestment regulations remain in draft form. In March 1994 the Bilateral Investment
Treaty was signed with the United States. The treaty is pending ratification by both
countries.

Only 25.8 percent of the enterprises approved for privatization by the State Prop-
erty Control Ministry were privatized by May 1994. A total of 1,152 enterprises,
mostly in the trade or service sectors, sold for 11 billion coupons (roughly $40,000).

In order to accelerate the privatization process, a new decree by the head of state
on privatization allows employees to directly purchase 51 percent of company shares
(except in strategically important industries). About 380 large enterprises were
privatized by November 1994.

aThe government regulates the export of strategic commodities produced in Geor-
gia by a system of quotas and licenses, which limit or prohibit export of certaintypes of goods.

4. Debt Management Policies
Official statistics on the national debt do not exist. Some officials have set the

amount of debt at $870 million, including $380 million owed to Turkmenistan, $71
million owed to Russia, $141 million owed to the EU, $86 million owed to Austria,
$40 million owed to Turkey, $24 million owed to Kazakhstan $11 million owed to
Armenia, $8 million owed to Azerbaijan, and $1 million owea to the Netherlands.
5. Significant Barriors to U.S. Exports

Georgia's policy of encouraging imports has meant few established barriers to U.S.
produce Giorgia maintains import licenses on a number of goods: medical equip-
ment, medicines and raw materials for medicines vegetation protection chemicals,
industrial scrap materials, drugs, and weapons anci ammunition.

According to an executive decree all commodities imported to Georgia must have
an insurance certificate from the 6 eorgian insurance company Aldagi. This decree
contradicts another government decree on the limitation of monopolistic activity and
development of a competitive environment, and is expected to be opposed by the
Prosecutor General's office.

Import LUcenses must be obtained through the Committee on Foreign Economic
Relations on the basis of a preliminary decision by the proper branch ministry.' Once
ratified, the US.-Georgia bilateral investment treaty will provide substantial assur-
ances to US. investments.

The exporting company must also submit to the customs office at the border and
to the customs district office at the cargo's destination the following: pro forma in-
voice or bill of lading for sea transport or bill of board for air transport, export pack-
ing list, and a contract for exporting goods. The documentation from cargo origin
country, certificate of quality and sanitary certificates for food products may also be
required at the customs office. In addition, according to the new decree, persons tak-
ing abroad more than $500 must submit a certificate from a bank.

Importers pay a two percent customs duty and a 0.2 percent processing fee, as
well as applicable VAT and excise taxes on goods from outside the Commonwealth
of Independent States (CIS).

The Georgian Customs Department has submitted to the parliament newly pro.
posed customs tariffs and draft laws on customs duties and on transit taxes, and
a customs code. The import tax is expected to be increased from 2 to 12 percent.

The effect of barriers to U.S. trade and investment in Georgia is minimal. The
current law on foreign investment does not specifically hinder U.S. investment. The
only barrier to foreign investments is lack of appropriate legislation and absence of
a law regarding owning land. Currently land cannot be purchased by a foreign in-
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vector. A new law on investment is planned for passage by the parliament by the
end of 1994. A U..-Georgia trade agreement providing for reciprocal most-favored.
nation status was signed and entered into force in late 1993. Outmoded and inad.
equate infrastructure and the absence of first-class bank guarantees create barriers
to trade and investment in Georgia.
6. Export Subsidies Policies

Georgia is not a member of the GATI' Subsidies Code. The government does not
provide any type of significant export subsidy. On the contrary, it discourages ex-
ports throughmlicensing requirements and quotas on a number of products. The ex-
port of some types of goods is prohibited.
7. Protection of U.S. Intellectual Prperty

Laws protecting patents and trademarks 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 approves
patents and trademarks, utilizing the classic system of patent inspection. Norgia
is a member of the Patent Cooperation Treaty and the Madrid Agreement of 1929
on Trademarks. There is currently no copyright protection law in effect, and the
Georgian government, while working on one, does not expect to issue it by the end
of 1994. Georoia is not listed on any special 301 watch Hsts, nor is it identified as
a priority foreign country.

n January 1994 Georgia became a party to the Paris Convention for the Protec-
tion of Industrial Property, a member of the World Intellectual Property Organiza.
tion, and a party to the Patent Cooperation Treaty. The new adjusted laws have not
been completed.

Patent and trademark protection do not appear to pose substantial problems In
Geora. Systematic cases of patent infringement do not exist, although brand coun-
terfe3iing is known to have tken place, though not on a large scale. Patent terms
are for the standard twentyyears, although ater four years there is compulsory li-
censing to domestic firms of rights held by foreigners. No important sector is ex-
cluded from the availability of a patent. Registering a trademark costs $520 and this
can be renewed every five years. There are no procedural barriers to obtaining a
trademark, although Georgia operates on the first-come first-serve system, where
the first to register the trademark obtains the right, unless the trademark is inter-
nationally known, or registered under the Madrid-Agreement.

The absence of any legal protection on copyrights has allowed for some pirating
of U.S. motion pictures, although not on a large scale. Because of the very low levels
of U.S. trade and investment with Georgia, the impact of any of Georgia's intellec-
tual property practices on US. trade and investment is minimal.
8. Worker Rights

Georgia relies on old Soviet legislation which guarantees most major labor rights,
although efforts to refine these laws began in late 1993. Resources devoted to inves-
tigation of complaints and enforcement of rights, centered in the Labor Ministry, are
slim. In 1993 there was little interest in labor activity, and in 1994 there were few
worker strikes demanding salary increases.

a. The Right of Association.--The labor code allows workers to form unions and
associations freely. These associations must be registered with the Ministry of Jus-
tice. In late 1993, the Georgian government had planned to implement specific legis-
lation that would allow for stri kesand prohibit management retribution against
striking workers. A single confederation of trade unions, made up of about 30 sector
organizations; is active in Georgia, but steadily lost membership throughout 1993
and 1994.

b. The Right To Organize and Bargain Collectively.-The labor code also grants
workers the right to organize and bargain collectively. This right is freely practiced
in the Georgia. 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. Children between 14 and 16 years
are allowed to work a maximum of 30 hours a week. The minimum age is widely
respected, and Georgan officials know of no sectors where the rule is violated.

e. Acceptable Conditions of Work.-Acceptable conditions of work generally follow
the old Soviet pattern. A nationally mandated minimum wage applies to the govern-
ment sector. In November 1994, it was revised to one million coupons a month. The
labor week is 40 hours, although the government adopted 35 hour weeks for the
winter period from November 15 to February 15. The labor code permits higher
wages or hazardous work and allows a worker to refuse to perform if the work
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could become a danger to his life, but otherwise, then are insufficient safeguards
for worker wel-beini.

f. RIS in w&or wi U.S . utIm nmiL-Conditions in sectors where there is
U.S. investment do not differ from those in other sectors of the economy.

GERMANY

Key FEonomic Indicators
[Billons ofU.8 dollars ulema othmwise noted

19 fle* 1994I*

Income, Prodtuction and Employment:
Real GDP (1991 prices).......................
Real GDP Growth Rate.......................
GDP by Sector. (1991 prices)

Agriculture/Forestry/Fishing ..........................
Manufacturing/Mining/Construction ..............
Tradefransportation ......................................
Services .............................................................
General Government/Households..............

Net Exports of Goods & Services................
Real GDP Per Capita (USD)...................
Civilian Labor Force (millions)..................
Unemployment Rate (annual average)' ............

Money and Price (annual percentage growth):
Money Supply (M3)s40.........................................
Commercial Interestiate ..... .........
Personal Savings Rate5 16/5,6...................
Retail Inflation .....................
Wholesale Inflations . . . . . . . . . . . . . . . . . .

Consumer Price Inflation . . . . . . . . . . . . . . .

Exchange Rate (annual average) (deutsch
m arks/USD) ......................................................

Balance of Payments and Trade:
Total Exports (FOB) ..................
Total Exports to U.S.?........ ..............
Total Imports (CIF) .................................
Total Imports from U.... .............?
Gold and Foreign Exch. Reserves.........
Trade Balance ................................................

Trade Balance with U.S.7............o.................

1,870.1 1,743.0 1,824.5
2.2 - 1.1 2.5

25.6
717.9
281.9
614.9
271.9

-16.5
23,203

$8.9
7.7

9.6
12.03
13.9
2.5
0.1
4.0

21.7
656.6
268.6
634.0
267.7
-14.7

21,471
86.78.7

7.5
10.16

13.3
2.1

-1.1
4.2

1.5595 1.6544

430.4
28.8

408.8
21.2

3.8
21.6

7.6

379.9
28.6

343.1
18.9
45.6
36.9

9.6

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

-7.3
22,316

38.5
9.

7.9
9.43
12.5
1.2
1.5
3.0

1.62

413.6
30.6

364.2
18.5
50.0
49.4
12.1

N/A-Not available.
*All Germany.
'Estimates based on latest available data.t 2Pereent of civilian labor forea.
a 1994: latest available data.
4Changp 4th qtrJ4th qtr.; for 1994, seaaonally atbusted annual rate,

1993.
61Bundedienk definition.
WeasteGerman •yad all German GDP data are incomplete.

,offia U.SL. fures. aed on firs three quarters.
1. GeneraLPolicy Framework

through September 1994 over 4th qtr.

The German economy is nth world's third largest and attained a GDP equivalent
to USD 1.9 trillion (in nominal terms) in 1993. That same year was marked by_ a
recession in which the German economy contracted by 1.1 percent. In late 1994, the
economy is back on a growth path and the consensus forecast is for 2.5 percent real
growth this year and next. The herman "social market" economy is organized on
free market principles and affords its citizenry a greater degree of unemployment,
health and educational benefits than most other industrialized countries. One of the
world's foremost trading nations, Germany since reunification in 1990 has experi-
enced a substantial decline in its foreign trade surplus due to the demands of inte-
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-ating the economy of the erstwhile GDR. The German parliament has ratified the
UruguayRundagreement.

German fiscal policy also has been driven by the financial exigencies of reunifica-
tion._The government extended the country's generous social welfare system to east-
eraGermany and committed itself to quickly raise eastern German production po-
tential via public investment and generous subsidies to attract private investment.
The budgetary cost of these policies was increased by the decision to rapidly raise
eastern German wages to western German levels. This resulted in heavy job losses
and greatly increased the government's unemployment compensation costs, as well
as wage costs in government-owned firmsabeing prepared for privatization. As a re-
sult, western Germany has had to transfer vast sums to eastern Germany on the
magnitude of DM 150 billion annually, or 5.0 percent of all-German gdp. These
transfers accounted for the dramatic ballooning of public sector deficits andborrow-
ing. The recession of 1992193 further contributed to a widening fiscal deficit as tax
revenues weakened and anticyclical expenditures rose.

Despite the recession and the fiscal demands of reunification, the German govern-
ment has sought to narrow the federal budget deficit through a variety of tax and
fee increases, public spending restraint and cuts in certain social benefits. Nonethe-
less, the overall public sector borrowing requirement (broadly measured to include
all levels of government as well as hitherto "off-budget" funds and agencies) will be
some DM 180 billion in 1994 and is expected to be only, slightly smaller in 1995.

In recent years, relatively high rates of Inflation (the CPI rose an average 4.1 per-
cent in 1992 and 1993) and money growth, as well as concern over wage develop-
ments and fiscal deficits, have preoccupied the German central bank (Bundesbank).
The Bundesbank places overriding importance on price stability and thus responded
to the rising inflation in 1991192 by hiking short term interest rates, which peaked
in July 1992 at post-war highs. Since then, the central bank discount rate has de-
clined by 4.25 percentage points, with the most recent cut occurring in May 1994.
In 1993-94, wage settlements were moderate and inflation has declined to about
three percent. However, the Bundesbank has continued to be concerned about rapid
monetary growth.

The government's public sector deficits are financed primarily through sales of
government bonds, the maximum maturity of which normally is ten years (for the
first time in over a decade, the government issued a 30-year bond in January 1994).
The Bundesbank's primary monetary policy tool is short-term liquidity provided to
the banking system primarily via repurchase operations. It also provides financing
to the banking system via discount and Lombarcd facilities, &nd it sets minimum re.
serve requirements for the banks. The discount rate as of October 31, 1994 was 4.5
percent.
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. The Bundesbank intervenes in the foreign ex-
change markets infrequently, usually in cooperation with other central banks in
order to counter disorderly market conditions.
3. Structural Policies

Since the end of the second world war, German economic policy has been based
on a "social-market" model which has been characterized by a higher level of direct
government participation in the production and services sector than in the United
States. In addition, an extensive regulatory framework, which covers most facets of
retail trade, service licensing and employment conditions has worked to limit mar-
ket entry by not only foreign firms but also by German entrepreneurs. Although the
continuation of the "social market" model remains the goal of all mainstream politi-
cal parties, changes resulting from the integration of the German economy with
those of its EU partners, the shock of German unification and a perceived decline
in competitiveness in its traditional manufacturing industries, has forced a rethink
of t' ! German post-war economic consensus in the so-called Standort Debate.

Aký a result of this debate, numerous structural impediments to the continued
growth and diversification of the German economy have been identified. These can
be broadly grouped as follows:

-An excessively rigid labor market
-A regulatory system which discourages new entrants especially in the services

sector
-High taxes and social charges
-Lack of risk and venture capital for start-up firms
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In recognition of thee problems, the government has been pursuing a PrOFmal

of reforms since the mid.1980'. focusing on tax reform, privatization and deregula-
tion. Within the last year, the reorganization of the German Federal Railroad; and
the operating entities of the German Federal Post into stock companies was com-
pleTe. The federal government also reduced its majority holdings in Lufthansa to
les than 38 percent with the objective of selling the entire stake by the end of 1995.
US. firms an likely to benefit from these developments as purchasing decisions are
driven more by commercial criteria than in the past. It is also expected that the
Introduction of competition in some of these formerly protected sectors will eventu-
ally result in lower costs for the users.

Despite the progrss in recent years, lack of competition in several protected sec-
tors continues to dive up business costs in Germany. The service sectors which con.
tinue to be subject to excessive regulation and market access restrictions include
communications, energy retail distribution and insurance. A government proposal
to modify or eliminate the so-called "rebate and premium! laws which limit firms!
pricing and marketing flexibility failed to pass the German parliament in the sum-
mer of 1994. The government has indicated it may reintroduce legislation to reform
these laws in the next session. Opposition from small shop owners also derailed an
attempt to revise Germany's highly restrictive regulations on store hours. Irrespec-
tive of short-term German government reform priorities, the EU is expected to con-
tinue to pressure its member states to reduce barriers to trade in services within
the Community. U.S. firms, especially with operations in other EU states, will likely
benefit from EU market integration efforts over the long term.
4. Debt Management Policies

Germany has recorded current account deficits since 1991 due to a dramatic drop
in the country's traditionally strong trade surplus, related in part to strong eastern
German demand, and exacerbation of Germany's services account deficit because of
the substantial foreign borrowing undertaken to finance the costs of unification.
Nonetheless, due to large current account surpluses from the 1970's through 1990,
Germany remains the world's second largest creditor, with net foreign assets esti-
mated at some USD 275 billion at the end of 1993. The current export-led recovery
is widely projected to improve both the trade surplus and the current account bal.
ance.
5. Significant Barriers to U.S. Exports

-Germany is one of the most important trade partners worldwide for the U.S. The
counts strong economy poses virtually no formal barriers to US. trade or invest-
ment interests. It is possible to identify some pitfalls especially for the newcomer
to the German market but on the whole the Federal Republic is an excellent place
for U.S. companies to do business.

Import Licenses: The FRG demands virtually no import licenses, having abolished
almost all national import quotas. Germany is subject, however, to the import-li.
cense requirements imposed on some products by the European Union. (An example
is the recent imposition of a quota for "dollar" bananas under the EU's banana im-
port regime.)

Services Barriers: Conditions of access vary considerably but the Embassy has re-"
ceived very few complaints. Some progress has been made in participation of foreign
companies in banking and other financial services. The insurance market is still a
tough one to crack. Telecommunications services are being increasingly deregulated.

Standards, 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
offer a degree of protection to German suppliers. Safety standards, not normally dis.criminatory but sometimes zealously appled, and exemplified by, for example, the
testing and licensing procedures of the Technischer Ueberwachungsverein e.V.
(TUV, or technical inspection association), complicate access to the market for many
U.S. products.

Government Procurement Practices: German government procurement is non-dis-
criminatory and appears to comply with the General Agreement on Tariffs and
Trade (GATF) as well as the terms of the US.-FRG Treaty of Friendship, Commerce
and Navigation. That said, it is undeniably 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 mili-
tary procurement or procurement of services, have been the most susceptible to
these problems. With the implementation, January 1, 1995, of the Uruguay round
agreement under the auspices of the WTO, GATT coverage will commence for some
of these areas.
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Germany recently implemented the EU Utilities Directive and its related Rem.
edies Direitive. With the recent conclusion of a US-EU memorandum of understand.
I gon utilities procurement of heavy electrical equipment, U.S. firms now can claim
rights equivalent to European firms under the Utilities Directive in this sector.
Under the terms of the UE..-German FCN, Germany is also to provide US. firms
with nondiscriminatory treatment in the telecommunications sector.

Investment Barriers: The German investment climate is generally very open, but
some of the concerns mentioned above, such as access to services markets and
standards and procurement questions, may also be seen as obstructing an increase
In investments.

Customs Procedures: Customs procedures at German ports-of-entry are relatively
streamlined and efficient.
6. Export Subsidy Policy

Germany does not directly subsidize exports outside the EU framework of export
subsidies for agricultural 0oods. Government or quasi-government entities do pro.
vide export financing, but Germany subscribes to the OECD guidelines that restrict
the terms and conditions of export finance. An earlier policy that provided exchange
rate guarantees to the German Airbus partner has been terminated, largely as a
result-of U.S. pressure and a GATI finding against this program.
7. Protection of U.S. Intellectual Property

Germany is a member of the World Intellectual Property Organization and party
to the Bern Convention for the Protection of Literary and Artistic Works, the Paris
Convention for the Protection of Industrial Property the Universal Copyright Con.
vention, the Geneva Phonograms Convention, the latent Cooperation Treaty, the
Brussels Satellite Convention, and the Treaty of Rome on neighboring rights.

Intellectual property is generally well protected in Germany. The Cerman 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.

Legislation to transpose the EC software copyright directive into national law was
passed in June 1993. Tis new law met U.S. concerns about IPR protection for com-
puter software by lowering the standards of originality which had undermined the
level of protection for many business application programs. But American software
firms are still concerned with the perceived level of software piracy by businesses
in Germany. These concerns will be addressed when Germany implements provi-
sions required by the TRIPs portion of the Uruguay Round, most likely before the
end of 1995
8. Workers' Rights

a. Right of Association.-The constitution guarantees full freedom of association
(Article 9). The workers' rights to strike and the lock-out are also legally protected
activities. These rights have been developed further by jurisdiction.

b. Right to Organize and Bargain Collectively.-The German industrial relations
system consists of a series of statutory mechanisms for sharing power over certain
activities within firms, coupled and overlapping with an autonomous private collec-
tive barainig system developed between the unions and employers organizations.
The syse m ofcodetermination and worker participation (Mitbestimmun ) is regu-
lated 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 Loabor.--The German constitution guaran-
tees every German the right to choose his own occupation and prohibits forced labor
although some prisoners are required to work.

d. Minimum Age for Employment of Children.-German legislation in general bars
child labor under age 15. There are limited exemptions for children employed in
family farms, delivering newspapers or magazines, or involved in theater or sporting
events.
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e. Acceptable Conditione of Work.--German labor and social legislation is corn-
prehensivs and, in general, imposes strict occupational safety and Health standards.
me legislation andregulations may be supplemented by collective agreements
which cover entire industries or regions. The resulting standards are widely consid.ered to e among thevei highest In the European Union, and thus the orld. Eu-
ropean Union legislation is beo ming mere and more important in this area. There
is also a mandatory occupational accident and health insurance system for all em-
ploaed persons.

.•RWhts in Sectors with U.S. Inuestment.-The enforcement of German labor and
social legislation is strict, and applies to all firms and activities, including those in
which •L.S. capital is invested. Employers are required to contribute to the various
mandatory social insurance programs and belong to and support Chambers of Indus-
try and Commerce which organize the dual (scliool/work) system of vocational edu-
cation.

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

(Millions of U.S. dollars]

Catqo" _Amount

Petroleum ........................................................................ 2,468
Total Manufacturing.............................. .22,283

Food & Kindred Proucts. ........................ 2,054
Chemicals and Allied Products ........................................... 3,812
Metals, Primary & Fabricated ............................................ 1,194
Machinery, except Electrical .............................................. 5,368
Electric & Electronic Equipment ....................................... 877
Transportation Equipment ................................................. 5,293
Other Manufacturing .......................................................... 3,686

W holesale Trade ...................................................................... 2,945
Banking .................................................................................... 2,229
Finance/lnsurance/Real Estate .............................................. 5,107
Services .................................................................................... 862
Other Industries ....................................................................... 1,630
TOTAL ALL INDUSTRIES ................................................ 37,524

Source U.S. Department of Commeor, Bureau of Economic Analysi&

GREECE

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

1992 1993 1994'

Income, Production and Employment:
Real GDP (1988 prices).2 . . . . . . . . . . . . . . .  . 62.6 62.2 62.9
Real GDP Growth (pct.)................ . 0.8 -0.5 1.1
GDP (at current prices)3 ......... . . .. . . . . . .. . . .. .  84.6 80.6 N/A
By Sector.

Agriculture ............................................ 9.2 8.2 N/A
Energy/Water ........................................ 2.2 2.0 N/A
M ining ................................................... 0.7 0.6 N/A
Manufacturing ...................................... 11.5 10.0 N/A
Construction ..... .................. .6.5 6.1 N/A
Rents ..... ........................ 12.3 12.7 N/A
Financial Services.....................16.0 15.5 N/A
Other Services ...................................... 11.0 10.8 N/A
Government/Health/Education ............ 14.0 13.9 N/A
Statistical Discrepancies ...................... 1.2 0.8 N/A

Net Exports of Goods & Services ............ -9.6 -9.0 -9.7
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Key Eoonomic Indlcators-Continued
Billims of U.A. dollars uwles otherwise noted]

192 190 19941

Real Per Capita GDP (1988 prices/USD) 6,087.0 6,005.0 6,041.0
Labor Force (000s).........4,034.3 4,118.4 4,143.1
Unemployment Rate (pct.) ..................... 8.7 9.7 10.0

Money and Prices (annual percentage
growth):
Money Supply (M3/end periods ............. 14.4 15.0 10.0
Base Interest Rate4 ............. .. . .. . . .. . . .. .. .. . . .  29.0 26.0 26.0
Personal Saving Rate .............................. 18-19 17.0 16-17
Retail Inflation ......................................... 15.8 14.4 11.1
Wholesale Inflation .................................. 11.3 11.9 8.5
Consumer Price Index ............................. 15.8 14.5 11.1
Exchange Rate (USD/DRS)

Official ................................................... 190.7 229.3 243.0
Parallel .................................................. N/A N/A N/A

Balance of Payments and Trade: (millions
of USD)
Total Exports (FOB) 5 ............. .. . . .. . .. . . . .. . . .  6,008.8 5,034.3 5,000.0

Exports to US. S.'....... ............. 382.6 377.1 86.2
Total Imports CIFIs .................................. 19,902.0 17,615.5 18,500.0

Imports from U.S. e.. ............... .848.9 820.5 190.6
Aid from U.S ............................ N/A N/A N/A
Aid from Other Countries ....................... N/A N/A N/A
External Public Debt ............................... 22,954.5 26,857.0 28,800.0
Debt Service Payments (paid) ................. 7,974.8 6,987.4 7,000.0
Gold and Foreign Exch. Reserves ........... 5,588.0 8,693.6 13,000.0
Trade Balance65 .. . . . .. . . .. . . . .. .. ...................... - 13,893.5 -12,581.2 -13,500.0

Trade Balance with U.S.e6................... -466.3 -443.4 - 104.4
N/A-Not available.
11994 firres are ll estimates based on available monthly data in October 1994.
GDPMawfacor cosL

2M2 not available in Greece.
4Figures are actual average annual interest rates, not changes In them.
'Merchandise trade. Bank of Greece data, transaction basis.
dCustoms data (National Statistical Service of Greece). 1994 figures cover January-March period.

1. General Policy Famework
Greece has been a member of the European Union (EU) since 1981 and enjoys

a relatively open, free-market economy. It has a population of 10.4 million and a
work force of about four million. The moderate level of development of Greece's basic
infrastructure--road, rail, telecommunications--reflects its middle-income status.
The public sector constitutes 50 to 60 percent of Gross Domestic Product (GDP), a
substantial portion of the total official economy. Despite the recent revision on na-
tional accounts, which boosted GDP by 20 percent some 15 percent of economic ac-
tivity still remains unrecorded (parallel economy). With about 66 percent of GDP de-
riving from services (including government services), 23 percent from industry (13
percent from manufacturing) and 11 percent from agriculture Greece imports more
than it exports. In 1993, Greece had a trade deficit of 12.6 billion dollars on a total
two-way trade of 22.6 billion dollars. Greece exports primarily light manufactures
and agricultural products, and imports mere sophisticated manufactured goods.
Tourism receipts, emigrant remittances, shipping, and, increasingly, transfers from
the EU form the core of invisibles earnings Substantial funds from the EU (about
20 billion dollars) are allocated for major infrastructure projects (road and train net-
work, ports, airports, bridges etc.) over the next five years (1994-99). The Uruguay
Round Agreements were ratified in late 1994.

The government has expressed the intention to meet the targets of the Maastricht
Treaty for EU Economic and Monetary Union (EMU). The new government which
took office on October 13, 1993 has pledged that it will continue efforts to lower in-
flation and to reduce net borrowing as a percent of GDP from the present 12.5 per-
cent to 7 percent in 1996 and 0.9 percent in 1999. The government is concentrating
its efforts on ending tax evasion and an incomes policy aimed at protecting the real
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Income of workers. It also intends to soll minority share holdings of certain state
enterprises and organizations. However, international financial organizations be.
lieve that new measures are required to reduce the budget deficitIf Greece Is to
meet its convergence targets.

Greece's huge government deficit stems from past debts and a bloated public sec-
tor which has many more civil servants than an economy the size of Greece's can
support. 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.
eminent-passed in September 1992 a new bill on social security with the eventual

Ioal of balancing expenditures with receipts. Deficits are financed primarily through
treasury bills.

The government passed a new tax reform package Into law in April 1994. The
new law makes changes in the income tax system mainly through the introduction
of objective income criteria for determining the income of small businesses and some
1,300 professions. A new investment incentives law, introduced in 1994, makes
modifications to the incentives regime. The empasis of the new legislation is on the
assistance for larger projects and on the development of new products. Foreign in-
vestments offering new know-how will get preferential treatment. Greek invest-
ments throughout the Balkans will be subsidized.

Monetary policyis 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. The State continues to retain privileged access to credit
via state-controlled banks and via the tax-free status aorided to government debt
obligations (which includes the right of Greek residents to purchase government
debt-obligations without having to declare their source of income to the tax authori-
ties). 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. The Bank's pol-
icy includes a more active intervention in the secondary money market.
2. Exchange Rate Policy

Greece has followed a relatively strong drachmae policy during 1994 as a means
of holding down inflation. The Bank of Greece maintains a "crowling-peg" system
and allows on a limited depreciation of the drachma against the DeuTche Mairk. In
the past year, the drachma has appreciated slightly against the U.S. Dollar. The
Greek drachma does not yet belong to the EU's Ecchange 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. Remaining restrictions on short-term capital movements were lifted as of
May 16, 1994. This move brings Greece in line with EU rules on free movement
of capital. Some bureaucratic obstacles still remain, but they are expected to be
phased out.
3. Structural Policies

Greece's structural policies are largely dictated by the need to comply with the
provisions of the EU Single Market and the Maastricht Treaty on Economic and
Monetary Union.

Pricing Policies. The only remaining price controls are on pharmaceuticals and
rents; some rents have been freed. However, about one quarter of the goods and
services included in the consumer price index are produced by state-controlled com-
panies, and the government 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. exports.

Tax policies. New tax legislation passed in April 1993:
-Increased the corporate tax rate from 35 to 40 percent for all non-public cor-

porations
-Increased the top personal income tax rate to 46 percent from 40 percent for

amounts exceeding 62,000 dollars annually.
-Imposed presumptive taxation on a large number of professionals on the basis

of a nunler of factors, i.e. the location and type of business, the number of
years in operation, the imputed rent of the property.

The new law did not change the value added tax eVAT) 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 thelower rate. A foir 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 is forecasted at 113 percent of GDP in 1994. A change
in national accounts statistical methodology has recently led to a 23 percent statis-
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tical increase in GDP. Before such adjustment government debt was as high as
135.8 percent of reported GDP in 1993. If one includes the debt of other public enti-
ties, total Greek public sector debt was measured at 150 to 160 percent of GDP,
using the old system of national accounts. Foreign debt does not affect Greece's abil-
ity to inport U.8. products.

Servicing of external debt in 1993 (interest and amortization) was equal to 138.9
percent of exports and 7.8 percent of GDP. With no new net borrowing, Greece's ex-
ternal debt service will be around 7.2 billion dollars in 1994. 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
rograim with the IMF or any program with the World Bank. In 1985, and again
n 1-1, Greece borrowed from the EU.

5. Sfp1cnO t Barriers to U.S. Export
Greece does not have merchandise trade barriers other than those Imposed by the

EU. It maintains, however, specific barriers on trade in services such as law, ac-
counting, aviation, tourism and motion pictures:

-Greece maintains nationality restrictions on a number of professional and busi-
nes s services, Including legal advice and accounting. Except for accounting,
theze restrictions do not apply to EU citizens. The U.S. companies can generally
circumvent these barriers.by employing EU citizens, the mostprominent exam-
ple being in auditing. However, the government recently passed a law which im-
poses burdensome qualifications on non-Greekaccountants, virtually excluding
non-Greeks from most accounting activities. The government has pledged to
withdraw this restriction.

-Foreign air carriers may not sell ground services for aircraft to other airlines.
The Greek flag carrier, Olympic, has a partial monopoly to provide ground serv-
ices 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 doJars).

-Greek film production is subsidized by a 12 percent admissions tax on all mo-
tion pictures. Moreover, Greek laws and practices are currently ineffective in
protecting intellectual property rights, including film, software, music and books
(see below).

Investment Barriers:
-Both local content and export performance are elements which are seriously

taken into consideration by Greek authorities in evaluating applications for tax
and investment incentives. However, they are not legally mandatory pre-
requisites for approving investments.

-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 purchases
in border regions. U.S. banks have been able to overcome this provision by oper-

atin on branches of EU operations.
Greekiaws and regulations concerning government procurement ostensibly guar-

antee nondiscriminatory treatment for foreign suppliers. In fact, the Greek Govern-
ment procurement favors Greek companies, or in some cases EU corpora-
tions.O9icially Greece adheres to the EU procurement policy, and Greece has also
recently joined the GATT procurement code. Greek willingness to adhere to GATT
government procurement procedures is a positive step.

Many problems, however, still exist. Includedaare occasional sole sourcing (ex-
plained as extensions of previous contracts) loosely written specifications whic 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. Occasionally transfer of technology is required in telecommunications
projects.
6. Export Subsidies Policies

The Greek government allows exporters to pay tax deductible commissions and
expenses to support exports. Some agricultural products receive subsidies from the
EU. Greece, as an EU member, is also a member of the GATT 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-
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tion, and the Berne Copyright Convention. As a member of the EU, the government
Intends to harmonize fullyIt. laws with EU standards. Current Greek law extends
equprotection for patents and trademarks to foreign and Greek nationals.

- 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 30 to 50
percent of video cassette rental transactions Involve pirated product. Over 100 unl-
censed television stations frequently broadcast American movies and television pro-
grams without authorization or payment of royalties.

Greece took a step toward addressing this problem by enacting a new copyright
law in February 1993. This law offers a high standard of protection for aul copy-
righted works. Its greatly increased penalties may eventually serve as a deterrent,
If properly enforced. The new law relies heavily upon a new Intellectual property
office IOPI) to supervise implementation. The legal procedures for the establishment
of this new office were completed in October 1994, but the office has not started op-
erating yet. How effective the law is will depend directly upon how well OPI func-
tions. Due to the piracy situation, Greece was placed on the USTR: 'Priority Watch
List" under the 'Special 301" provision of the 1988 Trade Act, in November 1994.
8. Worker Rights

a. The Right of Association.-The right of association is set out in the constitution
and in specific legislation passqd in 1987 and amended in 1992. All Greek workers
except the military and police may form or join unions of their choosing. In 1993,
approximately 30 percent of Greek workers were organized in unions. Over 4,000
unions are grouped into regional and sectoral Federations and two umbrella confed-
erations, one for civil servants and one for private sector employees. Unions are
highly politicized; and there are party-affiliated factions within the labor confed-
erations, but they are not controlled by political parties or the government in their
day to day operations. Greek unions maintain a variety of international affiliations
and are free to join international federations and confederations. Greek labor law
prohibits firms from laying off more than two percent of total personnel per month.
This restricts the flexibility of firms and the mobility of Greek labor. Labor law
mandates skeleton staffs during strikes affecting public services such as electricity,
transportation, communications and banking. The courts have the power to declare
strikes illegal, although such decisions are seldom enforced. Employers do not have
the right to lock out workers.

b. The Right to Organize and Bargain Collectively.-The right to organize and
bargain collectively was guaranteed in legislation passed in 1955 and amended in
February 1990 to provide for mediation and reconciliation services prior to compul-
sory arbitration. Antiunion discrimination is prohibited, and complaints of discrimi-
nation against union members or organizers may be referred to the Labor
Inspectorate or to the courts. However, litigation is lengthy and expensive, and pen-
altiesiare seldom severe. There are no restrictions on collective bargaining for pri-
vate workers..Social security behiefit6 are legislated by parliament and are not won
through bargaining. Although civil servants have no formal system of collective bar-
gaining, they negotiate their demands with the Ministry to the Prime Minister.

c. Prohibition of Forced or Compulsory Labor.-Forced or compulsory labor is
strictly prohibited by the Greek constitution and is not practiced. However, the gov-
ernment may declare "civil mobilization" of workers in case of danger to national
security or to social and economic life of the country.

d. Minimum Age of Employment of Children.-The minimum age for work in in-
dustry is 15 with higher limits for certain activities.

e. Acceptable Conditions of Work.-Minimum standards of occupational health and
safety are provided for by legislation. Although the Greek General Confederation of
Labor (GSEE) has characterized health and safety legislation as satisfactory, it has
also charged that enforcement of the legislation is inadequate, citing statistics indi-
cating a relatively high number of job-related accidents in Greece. Inadequate in-
spection, outdatedindustrlaplants and equipment, and poor safety training of em-
ployees contribute to the accident rate.

f. Rights in Sectors with U.S. Investment.-Although labor management relations
and overall working conditions within foreign business enterprises may be among
the more progressive in Greece, worker rights do not vary according to the national-
ity of the company or the sector of the economy.
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Extent of U.JS Investment in Selected Industri•s.-U.8. Direct
Investment Position Abroad on an Historical Cost Basis--1993

(Millions of Ug.S dollars]

catopay Amount

Petroleum ................................................................................. (1)
Total Manufacturing ............................................................... 125

Food & Kindred Products o........... (1)
Chemicals and Allied Products ........................................... 50
Metals, Primary & Fabricated ............................................ 0
Machinery,lnxcepp Electrical .............................................. 0
Electric & Electronic Equipment ....................................... (1)
Transportation Equipment ................................................. 0
Other Manufacturing .......................................................... 29

Wholesale Trade ...................................................................... 60
Banking .................................................................................... (1)
Finance/InsurancefReal Estate .............................................. 34
Services .................................................................................... (1)
Other Industries ..................................................................... 0
TOTAL ALL INDUSTRIES .................................................... 424

S uppressed to avoid disclosing data of individual companies.
SourL: U.S. Department of Commerci, Bureau of Economic Analysis.

HUNGRY

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

1992 1993 1994 (6s0.)

Income, Production and Employment:
Real GDP (Index: 1985=1(00)()3............................ 85.6 84.5 N/A
Real GDP Growth (pct.) ....................................... -4.3 -2.3 -2.0
GDP (at current prices) 3 . . . .. . . .. . . .. . . .. .................... 36,500 36,055 41,777
By Sector.

Agriculture ........................................................ 2,394.46 2,133.76 2,486.00
Energy/Water .......................................... . 1,291.13 1,150.59 1,220.00
Manufacturing .................................................. 7,397.74 7,301.17 8,463.00
Construction ..................................................... 1,940.50 2,021.94 2,600.00
Rents ........ 3.........................39934.20 4,423.90 5,376.00
Financial Services ............................................ 2,198.73 2,064.31 2,160.00
Other Services .................................................. 7,103.80 7,589.10 10,185.00
Government/Health/Education..............4,893.67 5,180.35 7,098.00

Net Exports of Goods & Services4 .......... . . .. . . . .. ..  10,131 7,990 N/A
GDP Per Capita (USD) ........................................ 3,441 3,700 4,056
Labor Force (000s) ............................................... 45,049 45,522 44,407
Unemployment Rate (pct.) .................................. 12.3 12.1 11.8

Money and Prices (annual percentage growth):
Money Supply (M2)4 ............................................ 27.0 16.6 N/A
Base Interest Rate4 ..................... . . .. . . .. . .. . . . .. . .. . . .. .  22 21 25
Personal Saving Rate 4 ........................................ 10.9 6.5 N/A
Retail Inflation ..................................................... 25.0 25.5 22.0
Wholesale Inflation .............................................. 11.5 10.3 N/A
Consumer Price Index ......................................... 23.0 22.5 20.0
Exchange Rate

Official ............................................................... 79.00 92.04 103.00
Parallel ........................................................... 90 100 110
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K"y Economic Indicator.•-Contlnued
(Millions or UA. dIasM unlase otherwise not6d

1992 19 1994 (4st)2

alneof Payment. and Track'
Total Exports (FOB) .................... 10,678.5 8,912.0 9,625.7

Exports to U.S .............. S 294.6 375.9 350.0
Total Imports (CIF)......... ...........011,120.3 12,635.9 13,383.4

Imports from U.S ........................ 278.5 493.3 392
Aid from U.S.............................116 155 193
Aid from Other Countries'5................................. 618.6 813.6 978.9
External Public Debt ........................................... 21,438 24,580 26,556
Debt Sevice Payments (paid)'4.........4,653 4,806 5,232
Gold and Foreign Exch. Reserves 4 . . . . . . . . . . . .  4,381 6,763 7,000
Trade Balance ................................................. 441.8 -3,723.9 -3,757.7

Trade Balance with U.S ................................... 16.9 - 117.3 -42.0
'Sour..: Centra] StaUstialOffic01unlesmstated othsrwle provided In UK and converted at the olicil

exhwanp rates, Indoatead in this tabl.
2Sourw Ministry of'inans, wmpt data on trUda.
$At father moet.
4 Sour=: National Ban of Huniw y a
'8our: Ministry of induty aTnd .e;all 1994 data aft estimates.

1. General Policy Framwrk
Hungary is well along In its efforts to establish a full market economy. It has lib-

eralized its trade regime extensively during the last five years. Ninety percent of
imported products no longer require prior Rovernment approval. Foreign direct in.
vestment has flowed rapidly into Hu since 1990, brlngv'ng with it a greater fa-
miliarity with foreign, including US., products. Since the.tay 1994 elections, the
new coalition government has been formulating its economic policy. In response to
the need to reduce government spending and the current account defict some
GATT-consistent measures are exp&ed. Two of the key tenets of the program are
promoting exprts and investment. The government ratified the Uruguay Round
Agreement at the end of 1994. As a result, quotas on agricultural products are being
replaced by tariffs. Therefore, the only remaining vestige of protectionism after rati-
fication of the GATT will be consumer goods quotas on manufacturingproducts.

The population of Hungary is saddled with the highest per capita foreign debt in
Europe. Interest payments on the debt are expected to balloon in 1995 and 1996.
In addition, Hungary has very large balance o payment and current account deft-
cits, the former of which was caused primarily by spending on social programs and
a rate of domestic consumption that surpassed domestic production by almost 10
percent. The government has financed the deficit primarily through issuing govern-
ment bonds, both domestically and abroad. At the same time, a tight budget pro.
gram is planned for 1995, pro ecting a $1.6 billion primary budget surplus.

The government, describing the economic situation as a crisis, is seeking to sta-
bilize the economy by calling for zero growth in net debt, keeping a tight ird on In-
flation, and holding growth In real wages to four to five percent below the rate of
inflation. The parliament is currently ebat these measures, as is the Interest
Reconciliation Council (a tripartite group on which government, employers, and em-
ployees are all represented). The final results of these discussions, intended to be
a three-year Social Pact will not be known until the end of the year at the earliest.

Promotion of foreign direct investment continues to be a government priority. The
government has introduced regional development programs that will provide tax
preference to investments in certain regions. Tax preference for investments will be
normative and the threshold for equity will be decreased. Incentives are also pro-
vided for domestic private investment. Tax preferences are being proposed for enter-
prses that reinvest their income and a less burdensome tax process Is being pro-
I sefor small entrepreneurs. In addition, Hungarian law provides for the estab-

nt of companies in customs-free zones. The companies established there are
exempt from customs and foreign-exchange requirements as well as from indirect
taxation tied to the turnover of goods With respect to direct taxes, these companies
enjoy transitory preferences..Effective January 1994, the Corporate Tax Act allowed
for a discretionary tax reduction for companies meeting the prerequisites. This pro-
vision, however, has come under some criticism and the .nw government is expected
to legislate a number of investment incentives which will not discriminate between
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domestic and foreign investment. It has also stated that it will eliminate the mini-
mum two percent turnover taW.

The National Bank of Hunary (known by itgarngarian acronym, MNB) Is the
primary monetary policy actor. In order to control the money supply, the MNB uses
open market opemrtions to a large extent. It controls the rate or Intrest on govern-
ment T-bills an well as the rate applied to repurchase agreements. Under conditions
identical with the repurchase rates, commercial banks can conclude foreign ex-
change swap transactions with the MNB. In addition to controlling the money sup-
ply through open market opetations, the government also carried out a fairly active
exchange rate policy In 1994.
2. Exchange Rate Policy

The Hungarian forint is almost fully convertible for current account transactions,
but not for capital account movements. It should be noted, however, that while the
government is currently reviewing its Foreign Exchange Law with an eye toward
lberalizing both current and capital accounts in an effort to meet OECDmember-
ship requirements, significant changes in capital account restrictions are not ex-
pected/br several years. Currently the forint ts pegged to a currency basket consist-
In of the U.S. dollar (30 percent) and the European Currency Unit (70 percent).
Inflation-led appreciation of the forint has resulted in periodic devaluations. Export-
era have been critical of the government's exchange rate policy, claiming that the
overvaluation of the forint has priced them out of the foreign markets. The worsen-
ing current account fueled anticipation that a sizeable devaluation would occur to
correct the situation. In August 1994, the government devalued the forint by eight
percent-the largest devaluation since 1991f That was followed by a 1.1 percent de-
valuation in early October.

Although the forint continues to be a managed currency, it is in essence fully con-
vertible for business purposes. Foreigners may freely repatriate profits and divi-
dends in hard currency. Foreign exchange controls have been&liberaized steadily.
Foreigners are now permitted to maintain forint accounts which can be used to pur-
chase goods domestically.
3. Structural Policies

There are no centrally-determined prices for consumer products in Hungary. How-
ever the prices for the state-owned gas, electricity, and water utilities (the first two
of which may soon be partially privatized) are determined by the state. As privatiza-
tion of these companies proceeds, prices will be brought more in line with market
prices. The government offers a wholesale floor price for unprocessed agricultural
products, but producers are not obliged to sell their products to state companies at
this price. As a floor support price, this policy has no impact on US. agricultural
exports to Hungary.

Hungary overhauled its tax system in the late 1980's, instituting a western-style
system. It is now in the process of reforming the entire budget system, including
some taxes. The most important taxes for a foreign investor are: company tax (36
percent of corporate profits); the general turnover tax (a value-added tax attached
to the value of goods and services supplied domestically, imported, or exported; cur-
rent rates are 0, 10, and 25 percent, but the new government proposes raising the
10 percent rate to 12 percent); and personal income tax (current rates range from
0 to 44 percent, but a proposal before the Parliament would add a 50 percent brack-
et for those whose annual earnings exceed one million forints, about $10,000). In
addition to taxes, employers must also pay contributions to the Social Security and
Solidarity (unemployment) funds (44 and percent respectively.)

As mentioned above, the new government is now debating its economic policy for
1995 and subsequent years. Tax laws ar likely to change as a result of these dis-
cussions. The government has indicated that promoting investment is one of its pri-
mary goals. According to taxproposals before Parliament, tax on profits will be 18
percent if they are reinvestedand 36 percent if they are remitted as dividends to
shareholders. In 1992, the Act on Separate State Funds established an Investment
Promotion Fund to encourage foreign investment in infrastructure, new technology,
and public utilities. To qualify for subsidies fmrm this fund, a company must have
at least 30 percent foreign participation, a minimum of $500,000 in capital, and the
foreign contribution must be in convertible currency and not less than 50 percent
of the foreign partner's share. Companies that meet the first two of these require-
ments and [nvest in manufacturing that generates more than half of their gross rev-
enues may qualify for a 60 percent tax exemption for the f'ist five years and a 40
percent exemption for the next five. If they invest in one of 15 designated sectors,
they could receive a 100 percent tax exemption for the first 5 years and a 60 percent
exemption Tor the second five.
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Act LXXXVI of 1990 on the Prohibition of Unfair Market Practices (the "Competi-
tion Act") is actually a comprehensive law intended to foster the establishment and
maintenance of a competitive market. The Competition Act addresses consumer
fraud, the restriction of competition, abuse of a dominant market position, and un-
fair competition. The Competition Act created the Economic Competition Omw.
This office is responsible for investigating and stopping any unfair market practices.
4. Debt Management.

As mentioned earlier, Hungary has the highest per capita foreiga debt In Europe.
Despite this, it has never sought debt forgiveness or debt rescheduling. As a result
Hungary has a generally good-relationship with commercial creditors, the IMF, and
the World Bank. It fell fir short of IMF target figures for debt as a percentage of
GDP and for the budget deficit in 1993. Currently, the Government of Hungary and
the IMF are negotiating a new agreement to replace the 18 month agreement that
expired in December 1994 (an a that'has been dormant ror much of its
term). Although the government f-s seeking a three-year agreement to facilitate eco-
nomic restructuring, it is more likely that it will reach agreement on a one-year
credit in the short run, with prospects for a longer.term agreement linked to an ac-
ceptable three-year economic program. Hungary's foreign debt totals approximately
$27 billion, with interest payments on the debt ballooning in 1995 and 1996. The
government is counting on an improving current account balance and increased for-
eign investment to lessen this burden.
5. Significant Barriers to U.S. Exports.

Hungary has liberalized its market substantially in recent years. While Hungary's
average tariff rates are decreasing, peak rates are exceptionally high (on coffee, for
example). Hungary imposes a $750 million global quota on imports of consumer
goods. American companies have complained a-bout an insufficient quota to properly
supply the market. Additionally, by the terms of the Association Agreement, Hun-
gary has reserved quota allotments for imports from the European Union. As a re-
suit of the Uruguay Round, quotas on agricultural products and processed foods will
be replaced by tariffs. On November 1, prior to ratification of the GAIT Agreement,
the government increased tariffs on agricultural poi-nucts that are not bound by
GATT- during the first half of 1995, a ffirther increase will take place in accordance
with tle Uruguay Round Agreement's requirement that non-taiiff barriers be re-
placed by tariffs.

Foreign companies complain that the implementation of new regulations with no
advance notice disrupts trade. For example, in October 1993 the CGvernment passed
new regulations mandating that quality control certificates were required for
consumer goods imports to be customs-cleared. There was no advance notice of the
implementation of tge new regulations. Consequently, neither the importers nor the
testing/certification agencies were prepared for the regulatory change. Similarly the
government gave only a 5 day advance notice of tariff increases on agricultural im-
ports (mentioned above).

While the investment market in Hungary is substantially liberalized, there are
still some potential barriers. Act XVI of 1991 on Concessions authorizes the state
to provide investors with concessions in return for their investment in infrastructure
and certain other sectors. In general, though, 100 percent foreign ownership is per.
mitted in sectors open to private investment. Exceptions include restrictions on, for-
eign investment in defense-related industries, in the media, and on foreigners ac-
quisition of land. While screening of foreign investments does not normally occur,
Hungary does screen investments in financial institutions and insurance. However,
a number of foreign banks and financial institutions currently operate in Hungary
despite this screeningprocess; the Embassy has received no reports of established
UY. banks or other financial institutions being denied permission to operate in
Hungary.

Foreign investors are nearly always accorded national treatment under law. Nev-
ertheless, a few instances of discrimination do exist. For example, foreign investors
may only exercise shareholder rights if they have purchased registered shares (al-
though if they buy unregistered shares, they may petition to have those shares con-
verted to registered shares). The Investment Act gu_.arantees foreigners the right to
repatriate "in the currency of the investment" any dividends, after-tax profits, royal-
ties, fees, or other income deriving from the operation or sale of the investment. The
Act also grants foreign employees of foreign investors the right to transfer abroad
fifty percent of their after-tax salaries. Foreign investors are also allowed to keep
any cash contributions made in a convertible currency in a foreign exchange ac.
count. All companies registered in Hungary, including those with foreign participa.
tion, are required to sell foreign exchange receipts from exports to &.e National
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Bank within eigt days of receipt unless an exemption has been granted by the
MNB. One no tabe exception alows a company to maintain a foreign currency ac-
count to pay for foreign travel, advertising, and related expenses. All companies
must obtain permission from the National Bank before taking out a hard currency
loan (although this requirement will reportedly be dropped as part of the govern-
ments rewrite of the FOreign Exchange Law).

Hungary is not a signatory to the OATT Agreement on Government Procurement.
Increasingly,,foreign businesses criticize the tendering processes, citing non-trans.
parency and irregularities. The government is likely to promulgate new government
procurement gidelines that may address some of these issues, but could, at the
same time, establish local content requirements.

All importers and exporters must file a VAM 91 document which can be obtained
from the Hungarian Customs. Essentially, this document serves as a declaration for
the type and number of goods being imported or exported. This document must con-
tain the Product Code N~umber which Identifles the classification of the goods. The
Product Code Number can be obtained from the Central Statistical Office.

Upon the importation of goods, the importer mustpresent certification documents
from the Commercial Quality Control Institute (KERMI); goods cannot be customs-
cleared without the KERMI permits. In certain instances, the KERMI permit may
be substituted by documentation from other testing and certification agencies such
as the National Institute for Drugs and the Quality Control Office of the Building
Industry. All food products must be labelled in Hungarian and must give the follow-
ing information: net quantity, name/address of producer (or importer), consumption
expiration date, recommended storage temperature, listing of ingredients/additives,
energy content and approval symbols from the National Institute of Food Hygiene
and Nutrition (OETI) and KERMI. There are also specific making and labelling re-
quirements for cosmetics as well as human and animiiipharmhceuticals.

The Hungarian Standardization Office (MEI) oversees the standards system.
There are currently two types of standards: national and sectoral. National stand-
ards are -issued by the MLDI. These standards are binding and supersede sectoral
standards. Sectoral standards are issued by individual ministries and other central
government agencies. National standards conform to international norms. Hungary
is a signatory to the GATT Agreement on Technical Barriers to Trade (Standards
Code). Hungary also participates in the International Organization for Standardiza-
tion (ISO) and the International Electro-technical Commission (IEC).

New consumer goods are subject to an approval process implemented by KERMI.
The Hungarian Electro-technicai Control Institute (MEET) controls electronic/tech-
nical goods; approval is based on compliance with Hungary's standards on protection
against electric shock. In order to import or market these highlighted products, they
must be tested and certified by these control institutes.
6. Export Subsidies Policies

There are no subsidies on exports of industrial products. Various agricultural
product groups, however, receive a certain percentage subsidy from the state. The
general level of agricultural subsidy, however is relatively low. Two institutions
were established in 1994 to support exports: the Export Import Bank and the Ex-
port Oredit Guarantee Ltd. The two institutions will provide credit or credit insur-
ance for about 8 to 10 percent of total exports. Upon ratification of the Uruguay
Round Agreement, Hungary will become an automatic signatory to the GATT Sub-
sidies Code.
7. Protection of U.S. Intellectual Property

The Hungarian legal system protects and facilitates the acquisition and disposi-
tion of roperty rights. The basic legislation providing protection for inventions is
Act II of 1969 (as amended) on the Patent Protection of Inventions. The Patent Act
provides twenty years of protection from the date of filing at the National Office of
inventions, as opposed to the American system which extends protection from the
date of invention. Licenses may be granted. Compulsory licensing to a Hungarian
enterprise may be ordered in certain circumstances when a patent has not been
used within four years of the date of application or three years from the date of
issue.

Act III of 1969 (as amended) on Copyrights is intended to protect literary, sci-
entific, and artistic creations. "Computer programs and the related documentation"
(software) are expressly included in the list of protected works. According to the law,
"the consent of the author shall be required for any use of his work' or of the title
of the work. "Use" is deinmed as "the process in the course of which the work or a
part thereof is communicated to the public" and pertains to "alterations, adapta-
tions, and translations." The law includes under communication "posters, news-
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papers, programs, films, radio, television, etc.' relating to the work. There have
bn numerous complaints that Hungarian enforcementfof the Copyrights Act has
not been sufficiently vigorous and that significant quantities of pirate and counter.
feit software, sound recordings, etc., are marketed iin Hungary.

The registration and protection of trademarks is governed by Act IX of 1969 on
Trade Marks and related decrees. The application process can take from six months
to a year. Foreigners are required to appoint a Hungarian attorney to represent
them. Decisions 0y the Nationid Office ofhventions to deny an application or cancel
a registration may be appealed to the Supreme Court. Registrations are valid for
ten years and can be renewed. Licensing of trademarks is permitted. The law pro.
tects well-known marks, stating that "the existence of a wei-eknown mark (wheooer
registered or unregistered) is a bar to registration of an identical or confusingly
similar mark, regarlless of the goods concerned.* While there are no statutory use
requirements "falure to use a mark over a five-year period renders the registration
open to cancellation *

Trade secrets are protected by Act LXXXVI of 1990 on the Prohibition of Unfair
Market Practices. The law expressly forbids obtaining or using business secrets "in
an unethical way" and disclosing tem to unauthorized persons or making them
public. Business secrets are defined as "every such fact information, solution, or
ata related to economic activity that it is in the entitled person's interest to have

remain secret."
Two new laws protecting intellectual property entered into force in January of

1992. Act XXXVIII of 1991 protects utility models, and Act XXXIX of 1991 protects
the topography (layout design) of semiconductor chips.

In 1993 the United States and Hungary signed a comprehensive Intellectual
Property Righto Treaty. Law Number VII (1994) on the Amendment to Industrial
Property and Copyright Legislation was adopted by Parliament and implemented on
July 1, 1994. This law amends several existing laws and serves to extend patent
protection for pharmaceutical and chemical products (previously, Hungary issued
only process protection for products in these categories); addresses who controls the
rights of works; extends and unifies the terms of protection expands protection for
the original layout designs incorporated in semiconductor chips; provides the legal
means to prevent proprietary information from being disclosed or acquired without
the consent of the trade secret owner by other than "honest commercial practices;"
and ensures enforcement procedures are available under civil, criminal, or adminis-
trative law to permit effective action against IPR infringement.

Hungary is a member of the World-Intellectual Property Organization and a sig-
natory of important agreements on this issue, such as the Paris Convention for the
Protection of Industrial Proerty the Nice Agreement on the Classification and Reg-
istration of Trademarks, te Meadrid Agreement concerning the Registration and
Classification of Trademarks, the Patent Cooperation Treaty, the Universal Copy-
right Convention, and the Bern Convention for the Protection of Literary and Artis-
tic Works.
8. Worker Rights

a. The Right of Association.-The labor code passed in 1992 recognizes the right
of the unions to organize and bargain collectively and permits trade union plural-
ism. Workers have the right to associate freely, choose representatives, publish jour-
nals, and openly promote members' interests and views. With the exception of mili-
tary personnel and the police, they also have the right to go on strike.

b. The Right to Organize and Bargain Collectivefy.-The 1992 labor code ts
collective bargaining at the enteprise and industry level and it is practiced rMini-
mum wage levels are set by the Interest Reconcilation Council (known by its Hun-
garian acronym, ET), a forum for tripartite consultation among representatives from
the employers, employees, and the government, and higher levels (but not lower
ones) may be negotiated at the plant level between individual trade unions and
management. By agreement, the legal minimum wage is centrally negotiated at the
ET in order to control inflation. The Ministry of labor is responsible for drafting
labor-related legislation, while special labor courts enforce labor laws. The decisions
of these courts may be appealed to the civil court system. Under the new legislation,
employers are prohibited from discriminating against unions and their organizers.

c. 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 of Employment of Children.-Labor courts enforce the minimum
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 established by the
ET and subsequently implemented by Ministry of Labor Decree. The 1992 labor code
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specifies various conditions of emplyment, including termination procedures, sever.
ance pay, matemity leave, trade unioconsultation rights in some management de.
cislons, annual and sick leave entitlements, and labor conflict resolution procedures.

C Right in.S&ctor with U.. S.nuime.nt.--Conditions in specific goodi-producing
sectors In which U.S. capital is invested do not differ from those in other sectors
of the economy.

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

(Millions of U.. dollars]

Cateoy Amount

Petroleum ................................................................................ 0
Total Manufacturing ............................................................... 315

Food & Kindred Products ................................................... (1)
Chemicals and Allied Products ........................................... -24
Metals, Primary & Fabricated ............................................ (1)
Machinery, except Electrical .............................................. (2)
Electric & Electronic Equipment ....................................... (1)
Transportation Equipment ............................................... 3
Other Manufacturing .......................................................... (1)

Wholesale Trade ............................................................ .......... 66
Banking .................................................................................... (1)
Finance/Insurance/Real Estate .............................................. (1)
Services .................................................................................... (2)

Other Industries ...................................................................... (1)
TOTAL ALL INDUSTRIES .................................................... 1,001

'Suppres d to avoid diclosing data o" individual companies.SLess than 50,00.4XO
Soures: U.S. Department of Commerce, Bureau of Economic Analysi.

IRELAND

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

1992 1993 19941

Income, Production and Employment:
Real GDP2........................
Real GDP Growth Rate (pct.)..................
GDP (at current prices) 2.
By Sector.

Agriculture/Forestry/Fishing ...........................
Industry....................................
DistributionAransport/Commuinication .........
Public Administration/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).3 ... . . . ..... . . . . . . . . . . . .

Unemployment Rate (standardized)...............

45,339
4.9

4,286
17,109
7,572
2,676

15,633
-1,936
45,339

8,128
- 2,487
50,978
31,744
21,712

1,364
15.5

42,482 43,296
-0.7 1.5

3,752
15,809
7,280
2,502

14,777
- 1,638
42,482
7,158

-2,497
47,143
29,828
18,207

1,378
15.75

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

53,607
33,877
"18,555

1,391
15.25
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Key Economic Indicators-Continued
Mimions of US. dollar unle. otherwise noted)

1i99 1993 19941

Money and Prcke: (annual percentage growth)
Money Supply (MS) (year-end) (year-to-year

pct. change) .................................................

Associated Banks' Prime LAnding Rate (avg.) ...

Commercial Interest Rates
Over 1 Year.Up to 3 Years (avg)..............

Savings Interest Rate........................
Investment Share Accounts..................

Investment Rate:
1-Year to Maturity .................

10-Year to Maturity.......................

Consumer Price Index (base 1985 as 100) .........

Retail Sales Index (base 1990 Aa 100) ...............

Wholesale Price Index (base 1985 as 100) .........
Exchange Rate ($1IP).......................

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

Exports to US• 5 .........................................
Total Imports (CIF) ..................

Imports from US...........................
Aid from the E.U. (000s) ...............
Aid from the U.S. (000s) ... ............
Gross Public Sector Foreign Debt (external gov-

ernment debt) ........................
Debt Service Payments (paid)..................
Gold and Foreign Exch. Reserves (official exter-

nal reserves) ................................................

Trade Balance ................................................
Trade Balance with U.S ......................

9.0

19.00

15.25

-6.50
10.75

13.13

10.12

108.2

106.2

106A
1.70

27,853
2,260

22,137
2,860

19,465
15,590

22.3 8.4
(Aug)

7.19 5.81
(Sept)

10.25 8.90
(July)

-0.75 -0.50
4.00 3.00

5.74

6.26

(July)

6.16
(July)

8.44
(July)

109.8 117.1
(2nd qtr)

109.4 116.2
(2nd qtr)

NIA N/A
1.46 1.53

(3rd qtr)

28,378 32,240
2,500 N/A

21,348 24,156
2,700 N/A

17,520 18,360
19,211 19,600

18,455 17,922 18,918
4,004 3,489 N/A

5,535

5,716
600

6,246

7,030
200

6,850
(June)
8,084

N/A

N/A-Not available.
I Forecasts.
2 GDP at ta cost.3Annual average
4 Merchandise Fade.
U.S Department of Commerce figures.
Ai'd from the European Union for theyers 1995 through 1997 will be increased to USD 24 million per

year allowing the esaiedree in Northern landn.
Sources Central Bank f Ireland (OBI) Central Statistics Office (COO); Economic and Social Research In-

stitute ERI); IrIsh Trade Beard(flB) Department of Enterprise and Employment (DEE).

1. GenemrlPoliqy Framework
Ireland has a small open economy which is very dependent on trade. Exports of

goods and services in 1%93 were equivalent to? percent of GNP, while Imports
were equivalent to 61 percent of GNP. Government slices are generaly formulated
to facilitate trade and inward direct investment. Ireland has a market economy
which is based primarily on private ownership. Government ownership and contri
of companies generally occurs in those sectors which are considered by the govern-
ment to be natural 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,
government owned firms are operated on a commercial basis, and may be in com.
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petition with privately owned firms in the same sector. In recent years the govern-
ment has reduced its share holding in a number of companies which are considered
viable. Government policy is heavily influenced by Bustained high unemployment,
15 percent seasonalli adjusted in September 1994. A young and growing work force
will continue to put pressure on the labor market n Ireland through the end of thecentury and e aton will likely continue at a significant scale.

Fiscal Policy- n1993, Ireland's government debt was approximately IP30 billion,
of which about IP 12 billion was denominated In foreign currencies. The debt has
generally been financed by the sale of grvernment securities. The vast majority of
the de~btwas 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 government employment. The debt grew rapidly in the late 1970's and early
1980 s due to increased interest rates and large government deficits. However, suc-
cessive governments have made considerable progress during the past seven years
in reducing budget deficits and containing the growth of total debt.

Ireland ratified the Uruguay Round agreement and is a founding member of the
World Trade Organization.

In recent years, most collective bargaining in Ireland has taken place in the con-
text of a national economic program. A new program, theProgram for Competitive-
ness and Work (PCW) was agreed to by representatives of government, unions, em-
ployers and farmers in February 1994 and was a major element of the government's
success in fostering economic growth. The PCW is Ireland's third centralized pay
agment and replaces the Program for Economic and Social Progress (PESP)
which expired in December 1993. These programs are credited with providing a fa-
vorable economic climate for strong growth in Irish GNP since 1987. The PCW con-
tains similar provisions to the previous programs for moderate wage increases and
improvements in government finances. Government budget deficits fell dramatically
while exports, investment and consumer spending showed strong growth. Unemploy-
ment has begun to decline, but, the expanding Irish economy is unlikely to make
a significant impact on Ireland's high unemployment rate. The Irish labor-economic
environment is remarkably open. With over a half-million Irish working outside Ire-
land, particularly in the U.K., the robust economy usually attracts home many
emirs offsetting any temporary reduction in unemployment due to emigration.
Projections for 1994 indicate that government borrowing will be about 2.7 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 Irelanc. Over the last few years,
in conjunction with the massive reduction in public borrowing which was achieved,
the government made substantial progress in reducing the standard and higher in-
come tax rates by six points. Income tax rates did not change in the 1994 budget,
however, and remain at 27 and 48 percent. Approximately 62 percent of Irish tax
payers are in the 27 percent standard rate bracket. The controversial one percent
income levy which was introduced in the 1993 budget was abolished in 1994. Irish
value added tax (VAT) rates are among the highest in the European Union (EU)
and were streamlined in the 1993 budget, and remain unchanged. The standard cor-
porate income tax rate in Ireland is 40 percent. Manufacturing firms and many ex-
p orting/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 between Ireland
and the U.K. Following changes to the ERM in August, 1993, membership in the
ERM now involves a commitment to maintain the Irish currency within a 15 per-
cent band against other ERM currencies. The Irish pound has been adjusted down-
ward three times since Ireland joined the EMS. Adustments were 3.5 percent in
1983, 8.0 percent in 1986 and 10 percent in 1993. As part of the Common Agricul-
tural 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 these 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-
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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 the former Yuguslavia) under its international obliga-
tions.

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. n 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 nareslt, the government has revoked price controls
on petroleum products and all other restricive practice orders. Controls on below
cost selling of grocery and food items do exist.

Tax Policies: The Irish tax system for corporations favors manufacturing and ex-
porting companies. Those companies pay income tax of only 10 percent, compared
to the normal rate of 40 percent. This gap encourages the developm-nt of export
and manufacturing industries, and discourages growth in other industries. The 10
percent corporate tax rate (manufacturing companies) has been extended by the gov-
ernment to the year 2010. Personal income tax rates are relatively high encourag-
ing tax avoidance at all income levels, which has led to the creation of a "black econ-
omy,*estimated at between IP 1.5 and 3 billion, or between five and ten percent ofGNP.

In the 1994 budget, the standard rate tax band was extended from USD 23,486
to USD 25,092 for a married couple and from USD 11,743 to USD 12,546 for a sin-
gle person. Together with improvements in personal aAowances, this resulted in the
threshold for the higher tax rate in the case of most employees, being increased to
USD 33,945 if married, and USI. 17,803 if single. While these measures help some
lower paid workers, the middle income class still bears a heavy tax burden. Many
pay an additional 7.75 percent of their earnings for a variety of social security pro-
grams. Value-added tax (VAT) rates are among the highest in the European Union
(EU) and were streamlined in the 1994 budget. The national standard rate of VAT
remains at 21 percent. The lowest VAT rate of 12.5 percent is to be maintained for
labor intensive services, including the construction sector. A zero or 2.5 percent rate,
however, will apply to certain items. VAT rates and many excise taxes are the sub-
ject of harmonization in the EU. The completion of the Single Market has eased the
movement of products between EU member states and has since January 1, 1993,
eliminated many customs controls in Ireland for items of EU origin.

Regulatory Policies: Government investment incentives are weighted in favor of
high technology, export oriented companies. Capital grants by the Irish Irhdustrial
Development Authority (IDA) reportedly have tended to favor capital intensive in-
vestments over labor intensive ones.
4. Debt Management Policies

Ireland's total exchequer debt amounted to about IP 30 billion, or about 102 per-
cent of estimated 1993 GNP from 99.6 percent at end-1992. The increase is attrib-
utable to the adjustment ofethe Irish pound within the exchange ratq mechanism
(ERM). The downward trend in the debt/GNP ratio in evidence each year, from 125
percent in 1987, is expected to resume in 1994 and is now on line to achieve the
60 percent target set by the Maastricht Treaty. While the debt has continued to
grow in nominal terms, it has fallen significantly as a percentage of GNP since
1987. The foreign portion of the debt is IP 12.2 billion. As of June 1994, 15.6 percent
of foreign debt was dollar denominated, 25.6 percent was in deutsch marks, 16.9
percent in Swiss francs, T1.2 percent in Japanese yen, 10.3 percent was in Sterling,
8.7 percent in European currency units (ECU), and lesser amounts in Dutch guild-
ers, French francs, and Austrian schillings. Debt service costs in 1993 were USD
3.5 billion, about 10.9 percent of estimated Irish exports of goods and services and
about 8.4 percent of GNP. In 1991 the government created an independent agency
to manage the debt, the National Treasury Management Agency (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. An immediate opportunity for
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US. companies exists in tho Dublin International Financial Services Center (IFSC).
This center offers interested US. companies the opportunity to establish an EU fi-
nancial base. The IFSC is attracting international financial services 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, guaranteed by the government through the year 2005. The deadline
for granting licences Is December 31, 1994. The special corporation tax rate
of 10 percent applies in the IC until the end of 2005, but the EU deadline means
only companies obtaining licences before December 31, 1994 will qualify for the spe-
cial tax rate. The United States has the second largest representation at the IFSC
with approximately 45 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 import restrictions in the EU. These, together
with EU import duties, effectively exclude many meat based foods, fresh vegetables
and other agricultural products.

The EU directive on-broadcasting activities was adopted on October 3 1989. The
primary purpose of the directive is to promote the free flow of broadcasting services
across national boundaries. Separately, the Council of Europe agreed to a conven-
tion on transfrontier broadcasting which is largely the same as the EU directive.
The main components of the direcive 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 repy. Many of the provisions of the directive have been transposed into law
under the Broadcasting Act, 1990. Two sets of statutory regulations were used to
transpose the remaining provisions, as follows. (1) The EU Communities (Television
Broadcasting) Regulations, 1991 Directive requires broadcasters to reserve a major-
ity of broadcast time for productions of EU origin and to reserve at least 10 percent
of transmission time or budget for independently produced European programs. (2)
The Wireless Telegraphy (Television Program Retransmission and Relay) Regula-
tions 1991 amends the regulations under which cable and multichannel microwave
distribution systems (MMDS) licenses are issued. In short, MMDS operators will no
longer require approval in advance of relaying a service. The Irish government is
concerned about minority languages and cultures, but has not been a major player
on this issue.

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.

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 Food & Forestry administers CAP
export refund and 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 ofrintellectual property rights has been an important part of
the government's business policy. Protection is generally on a par with other devel-
oped countries in Europe, and the government is responsive to problems which
arise.

Patents: Following the enactment in Feliruary, 1992 of the Patents Act, 1992, Ire.
land ratified the European Patent Conveotion and the Patent Cooperation Treaty.
The Convention and the Treaty entered i to force, as did the 1992 Patents Act, on
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August 1, 1992. The Act updates national law in a number of important respects
and the substantive law is in lne with that of other European countries that have
harmonized their laws on the basis of the European Patent Convention. The new
legislation will also facilitate speedier processing of patent applications; it providesfor a atent 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. Legislation extending the term of protection of products covered by me-
dicinal patents came Into force on January 2, 1993, S.I. 125 of 1993. The amend.
ment of the Constitution approved by the referendum held in June 1992 has cleared
the way for Ireland'sratification of the agreement relating to EU 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.

Copyrights: Copyright protection in Ireland is generally considered to be good.
However, industry sources have indicated that penalties for infrin ement of copy-
rights on video tapes are not sufficiently severe to curb pirating. The entire copy-
right system is under review and new copyht legislation will be introduced in
1195. EU directives will be included in the new-legislation.
8. Worker Rights -

a. The Right 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 te Labor Relations Commission, was introduced by the government
in June, 1993. It lays down guidelines of duties and responsibilities of employee rep.
resentatives and the protedion 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 of pay, working conditions, and general welfare.The right to strike is freely ex-
ercised in both the public and private sectors.

The Irish Congss of Trade Unions (ICTU), which represents unions in both the
Republic and NIorthern Ireland, has 68 member unions with 681,138 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 the unaffiliated unions are independent of the government and of the political
parties. The ICTU is aflfliated 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. In recent years, most terms and conditions of employment
in Ireland are determined through collective bargaining in the context of a national
economic program. Representatives of government, unions, employers and farmers
agreed to a new program, the Program for Competitiveness and Work (PCW) in Feb-
ruary 1994. It was a major element of the government's success in fostering eco-
nomic growth. The PCW is Ireland's third centralized pay agreement in recent years
and replaces the PESP which expired in 1993. These programs are credited with
providinga favorable economic climate for the strong growth in Irish GNP since
987. The declared aim of the new program, which provides for pay raises amount-

ing to eight percent over three years to employees in the public and private sectors,
is to help create a substantial number of new jobs. Pay increases in the private sec-
tor will be calculated on the basis of 2 percent of basic pay for the first 12 months
of the Agreement; 2.5 percent for the second 12 months; 2.5 percent for the first
six months of the thirct year, and 1 percent for the second six months of the third
year. In the public sector, pay increases will be calculated on the basis of 2 percent
of basic pay for 12 months starting five months after the expiry date of the PESP
pay agreement; 2 percent for the next twelve months; 1.5 percent for the next four
months; 1.5 percent for the next three months; and 1 percent for the remaining six
months of the Agreement. The government expects the plan to help increase employ-
ment by 60,000 over the next three years. It also plans to create 100,000 jobs for
the unemployed in community work schemes. Of critical importance to unions and
employers are the moderate pay elements of the PCW and the promise of industrial
peace. The PCW has been ratified by all the negotiating bodies.

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
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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 indust

c. ProM"hibit 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 of Employment of Chikdren.-Under Irish legislation, the mini-
mum age for employment of children is 15 years. Children over 14 years are per-
mitted to carry out light, non-industrial work during school holidays with the writ-
ten 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 maxi-
mum of 40 hours in any week. The normal working hours are 37.5hours 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. The EU is adopting a new directive on the protec-
tion of young people at work.

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 gov-
eminent submission to an EC Commission white paper on "Growth Competitive-
ness and Employment suggested that a minimum wage policy could hiinder job cre-
ation and recommended that the EC assess the potential effects on employment, of
any such proposal to regulate the labor market. In 1993 the average weekly wage
was USD 371 (in 1993 IRP I was equivalent to USD 1.46) for production and trans-
port workers. Working hours in the industrial sector are limited to 9 hours per day
and 48 hours per week. Overtime is limited to 2 hours per day, 12 hours per week,
and 240 hours in a year. As part of the new national economic pact adopted in 1993,
the standard work week is being gradually reduced to 39 hours. The Department
of Enterprise and Employment enforces four basic laws dealing with occupational
safety that provide adequate and comprehensive coverage.

f. Rights in Sectors with U.S. Investment.-Worker rights described above are ap-
plicable in all sectors of the economy, including those with significant U.S. invest-
ment.

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

[Millions of U.S. dollars]

Category Amount

Petroleum ............................................................................... . ... ( )
Total M anufacturing ............................................................... 5,122

Food & Kindred Products ................................................... 363
Chemicals and Allied Products..................... 2,340
Metals, Primary & Fabricated ............................................ 198
Machinery, except Electrical .............................................. -14
Electric & Electronic Equipment ....................................... 762
Transportation Equipment ................................................. 52
Other Manufacturing .......................................................... 1,420

W holesale Trade ...................................................................... 159
Banking .................................................................................... (1)
Finance/Insurance/Real Estate .............................................. 3,389
Services ..................................................................................... 684
Other Industries ...................................................................... 52
TOTAL ALL INDUSTRIES ..................................................... 9,575

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

Key Economic Indicators
[Minions of Us& dollars unless otherwise notedJ

1993 1993 19941

Income, Proution and Empkyment.
Real GDP (1985 prices) ....................................... i) 5,520 499,186 508,14
Real GDP Growth (pet.) ....................................... 0.7 -0.7 1.8
GDP (at current prices) (billions UBD) ..............* 1,220 992 1,026
By Sector.

Agriculture ........................................................ 42,778 32,992 N/A
Industry........................... 349,468 269,830 N/A

Energy..............................s 32,094 26,507 N/A
Construction .......... .......................... 71,151 55,088 N/A

Services ...............................o610,418 497,125 N/A
Non-Market Services ..................... 169,185 137,363 N/A

Government ....................... 157,127 116,718 N/A
Net Exports of Goods and Services............ -3,564 27,803 35,694
Real GDP Per Capita (USD) (1985 prices) ........ 13,667 10,612 10,615
Labor Force (000s)......... ................ N/A 22,743 2 22,453
Unemployment Rate (pct.) ...... ............. N/A 10.4 211.3

Money and Pcres:
Money Supply (M2) ..................................... 583,371 543,393 3595,791

(annual pct. growth).......................4.6 7.9 34.5
Base Interest Rates ............... 15.8 12.0 a 11.2
Personal Savings Rate ... ......... o. 17.2 18.0 18.9
Retail Inflation (COL) .............. 5.4 4.2 3.9
Wholesale Inflation (PPI) .... ................. 1.9 3.7 3.4
Exchange Rate (Iir,/USD aver.) .......................... 1,233 1,572 1,600

Balance of Payments and Trade:
Total Exports (FOB).......................177,969 168,630 489,243

Exports to US.........................12,393 13,034 47,071
Total Imports (CIF)....... ............... 188,249 147,772 '79,978

Imports from Us.........9,847 7,855 '3,913
External Public Debt (USD billions) (year end) 44.0 42.9 248.5
Debt Service Payments (billion USD?)o.............. 4.1 4.3 22.7
Gold and Foreign Exch. Reserves (end-period) . 45,219 49,221 858,116
Trade Balance............... ..........- 10,780 20,858 4265

Trade Balance with U.S........................ 2,547 2,741 '4,543
NIA-Not available.
11994 data are estimates by Italian Government at U.S. Embassy except where data are followed by a

footnote. Indicating actual data through that period.
'Figure based on January-July data.
Figure based on January-August data.4Figure based on January-une data.

1. General Policy Framework
The Italian economy is the industrialized world's fifth largest, having undergone

at dramatic transformation into an industrial power in the last 50 years. A member
of the Group of Seven (G-7), the OECD, the GAIT', the IMF, and the European
Union (EU), Italy maintains a relatively open economy. Economic activity in Italy
is centered redominantly in the North, resulting in a divergence of wealth between
North and outh that remains one of Italy's most difficult economic and social prob-
lems.

The state plays an active role in the economy, not only in the formulation of mac-
roeconomic policy and regulations, but also through state ownership of a number of
large Industrial and financial concerns. Recent governments, however, have begun
a process of privatization that, if continued, should lead to a significant reduction
in state ownersbip. To date, several large financial institutions and a few industrial
concerns have beonprivatized. Key state monopolies in electricity and telecommuni-
cations are slated for privatization in 1995. Foreign firms, including US. firms,
have been active both as purchasers of privatizing companies as well as privatiza-
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tion advisors. There Is also a large and dynamic private sector. While a few major
conglomerates with extensive overseas operations exist, the private sector is charac-
terized primarily by a large number of small and medium-sized firms which produce
for domestic andexport markets.

Italy's large public sector deficit and growing public debt constitute its most press.
ing economic problems. The stock of debt is currently estimated to be 123 percent
of GDP. The budget deficit is expected to be about 9.6 percent of GDP In 1994. Since
1992, successive governments have implemented deficit reduction policies designed
to alter the underlying deficit trend. The 1994 deficit was reduced by about 26 tril-
lion lire ($16 billion). The government budget for 1995, with spending cuts and in-
creased revenues of approximately 47 trillion lire ($29 billion), aims to reduce the
deficit to 8 percent of GDP. Deficit reduction in 1995 will be attained primarily by
means of spending cuts on pensions and health care, combined with additional reve-
nues from expeditious settlement of outstanding tax disputes and a pardon on build-
"ing violations.

Given Italy's fiscal imbalances, the primary objective of monetary policy is to sup-
port financing the budget deficit in the least inflationary manner. The monetary pol-
icy 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. The Bank of Italy has moved away from direct monetary controls in favor
of Indirect instruments, an essential shift in light of the integration of European
capital markets. Its principal policy tool is open market operations exercised
through repurchase agreements with commercial banks. The central bank discount
window is seldom used, although changes in the discount rate are used to signal
policy shifts.

In late 1994 the Italian Parliament completed legislation implementing the Uru-
guay Round Final Act. Italy became a founding member of the World Trade Organi-
zation on January 1, 1995.
2. Exchange Rate Policy

Italy has a freely floating exchange rate and no exchange controls. Prior to Sep-
tember, 1992, Italy participated in the Exchange Rate Mechanism (ERM) of the Eu-
ropean MonetarSystem, which obligated Italy to maintain fluctuations of the lira
against other ERM currencies within a narrow band. In September 1992, due to se-
vere pressures in foreign exchange markets the Italian Government devalued the
lira by seven percent against the other ERM currencies. When this failed to relieve
pressure on the lira, Italy withdrew from the ERM. The Bank of Italy continues to
monitor exchange rates and to seek lira stability against other EU currencies (espe-
cially the deutschemark) in order to avoid tensions with other EU countries regard-
ing the question of competitive devaluations. The Bank of Italy does not intervene
in the markets to defend the lira except in exceptional circumstances.

The lira devaluation has made Italian exports more competitive and resulted in
a substantial trade surplus (estimated at 4 percent of GDP for 1994). Italy's share
of global exports increased from 3.5 percent at end-1992 to 3.7 percent at end-1993
and exports are expected to grow by 9 percent in 1994. The lower lira, combined
with the recession in 1992-93, has resulted in stagnation in Italian imports, not
only from the U.S., but from other suppliers as well.
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 distorted the labor market and have had a negative impact
on job creation. On the positive side, two labor cost agrments in the last several
K ears have reduced the cost of labor to less than annual increases in inflation, which

as resulted in increased Italian competitiveness in international markets. As part
of its effort to create jobs, the Berlusconi government passed tax legislation in July
1994 aimed at encouraging the formation of small businesses (Italy's major employ-
ers) and providing incentives to young entrepreneurs.

Another major area of structural rigidity in Italy is financial markets, particularly
the banking sector, which have been heavily regulated and slow to respond to mar-
ket needs.

The Italian stock market, relatively undeveloped compared to its European coun-
terparts has undergone a significant transition over the last few years. A 1991 law,
designed to make the Italian stock market more modern, efficient, and transparent,
established a new type of brokerage company, the Security Intermediation Com-
pany, known by its Italian acronym, SIM. SIMs have replaced individual stock-
brokers as the primary stock market intermediaries. While supporting reform of the
Italian market, U.S. and other foreign firms have objected to a provision of the law
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requiring all securities firms wishing to do business in Italy or with Italian clients
to establish a SIM in Italy. Due to the costs of establishing a SIM the law disadvan.
ages US. and other foreign firms. The SIMs law violates the basic tenets of the
OECD Code of Liberalization and has been challenged by the EU Commission be.cause it also violates the Treaty of Rome. It will likely require modification to con-
form to European Union directives which come into effect In 1996.

Government procurement practices are not completely guided by free market prin-
ciples. Government procurement In some areas (e.g. heavy electrical equipment
telecommunications, and military hardware) is heavily directed toward Italy-based
suppliers. Moreover, procurement procedures are not fully transparent. Except for
agricultural products taxes and customs duties do not present serious obstacles toU . exports. While Italy remains relatively open to foreign investment, direct for-
eign Investment can become a political issue. The 1990 anti-trust law gives the gov.
ernment the authority to block mergers over a certain size involving foreign compa-
nies under certain conditions. Thus far, however, the anti-trust authority has not
acted against foreign investment concentrating instead on promoting increased
competition in Italian markets. There are no impediments to foreign investment
participation in the privatization process.

Legislation to bring Italy Into conformity with European Union regulations has
begun to eliminate some of these structural barriers. The elimination of foreign ex-
change controls is one example. Legislation to reform the banking system, which
took effect on January 1, 1994 is another. Similar legislation for the securities mar-
ket is expected in 1995. The degree to which these policies affect demand for U.S.
exports will to a large extent be determined by the orientation of the unified EU
market. Despite its serious 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 high costs associated with the convergence measures, there
is strong political opposition to the economic policies necessary for Italy to achieve
economic convergence with other members of the EU.
4. Debt Management Policy

Although Italy has not had external debt or serious balance of payments difficul-
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 thirty years. Italy also has a large external debt, though
very little of this represents obligations of the Republic of Italy. Italy's foreign as-
sets primarily in portfolio form, are substantial. Italy's banking system had claims
on the so-called debtor countries of 15.1 billion dollars at end-September 1993, more
than half of which were accounted for by Russia and Eastern Europe. Italy's bank-
ing system is considerably less exposed to the debtor countries than those in other
G-4 countries.

U.S. and other foreign banks have complained about the handling of the liquida-
tion of EFIM, a large state holding company. Two years after the liquidation was
announced in July 1992, some foreign banks and creditors still have not been paid.
5. Significant Barriers to U.S. Exports

In Italy highly-fragmented, non-transparent government procurement practices
and significant problems with corruption have created obstacles for US. firms' seek-
ing to win Italian vernment procurement contracts. A widening investigation of
abuses in this area has created pressure for reform. On January 13, 1994, the Ital-
ian Parliament enacted legislation (Merloni law) which should provide more trans-
parent procurement procedures, including establishment of a central body to mon-
itor implementation. However, the reforms envisaged in the legislation will not be
fully implemented until 1996 and are under review by the Berjusconi Government.

U.S. agricultural exports to Italy compete with products covered under the EU's
Common Agricultural Policy (CAP). For this reason, US. products such as meat and
sugar continue to be subject to quantitative restrictions which are enforced through
licenses. Agricultural imports also face sanitary and phytosanitary barriers that re-
sult in the exclusion or restriction of certain US. products including beef, some
seeds for planting, and citrus fruit (other than grapefruit). Additionally, there are
restrictions on U.S. bull semen Imports into Italy.

Telecommunications services 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
difficult until Italy implements EU directives on telecommunications services. Multi-
user networks are ollicially outlawed, but sometimes tolerated where need is dem-
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onstrated. Mobile phone services are no longer the monopoly of the state.owned tele-
phone utility, SIP. On March 28, 1994, a second cellular operating license was
awarded to the Omnitel consortium (40 percent U.S. participation).

In keeping with the 1989 EU Broadcast Directive, Italy's 1990 Broadcast Law re.
quires that upon conclusion of three years from concession of a national broadcast
license a majority of TV broadcast time for feature films be reserved for EU-originfilms. The Italian law also requires that half of the European quota be dedicated
to Italian films. The Italian law is more narrowly focused than the Broadcast Direc-
tive, since it encompasses only films produced for cinema performance, and excludes
TV films and series and other programming. The film sector decree-law enacted on
January 18, 1994, calls for application of the Italian broadcast quotas proportion.
ately during evening viewing hours, but its language is strictly hortatory.

A separate but related issue concerns films shown in Italian theaters. The film
sector law approved by Parliament on February 23, 1994 eliminated obligatory
screen quotas for Italian films (heretofore 25 days per quarter subject to closing of
the theater, under a 1965 law), and in their place substituted discretionary rebates
on Italy's box office tax for theaters that show Italian films. The rebates and eligi-
bility thresholds (percentages of screenings required toqualify) vary according to
the category of film. The United States continues its efforts both to obtain elimi-
nation of discriminatory laws and regulations in the audiovisual sector and to limit
their impact in the interim.

In the areas of standards and standards setting, Italy has been slow in accepting
test data from foreign sources, but is 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 US. busi.
ness.

Some professional categories (e.g. engineers, architects, lawyers, accountants) face
restrictions that limit their ability to practice in Italy without either possessing Ital-
ian nationality or having received an Italian university degree.

Rulings by individual-local customs authorities can be arbitrary or incorrect, re-
sulting in denial or delays of entry of US. exports into the country. Considerable
progress has been made in correcting these deficiencies, but problems do arise on
a case-by-case basis.

Since 1990, the United States/Italy civil aviation relationship has undergone some
liberalization, including the entry of new US. 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 lengthy proce-
dures can present extensive difficulties for the uninitiated foreign 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.-However, on August 7, 1992 legislation was enacted which
began the process of converting major groups such as IfI (the industrial state hold-
ing company) and ENI (the state energy company) into joint-stock companies. As of
October 1994, several major financial institutions and a few industrial concerns had
been privatized. U.S. firms served as advisors in several of these privatizations. The
government has announced plans to privatize the electricity and telecommunications
sectors in 1995. Foreign firms, including U.S. firms, have expressed interest in up-
coming privatizations.

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 w~hch subjects applications for large retail units
above a certain merchandising surface to a lengthy and cumbersome authorization
process. Italy provides a number of investment incentives consisting of tax breaks
and other measures to attract industrial investment to depressed areas, especially
in the south of Italy.

In September, 1990 the Italian Parliament approved an anti- trust law. The law
tves the government the right to review mergers and acquisitions over a certain

treshold. 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 ur 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.
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6. Export Subsidies Policies
Italy subscribes to EU directives and Organization for Economic Cooperation and

Development agreements on export subsidies. Through the EU, it is a member of
the GAI Subsidies Code. Italy also provides extensive export refunds under the
Common Agricultural Policy (CAP), which are being scrutinized under CAP reform..
Italy has an extensive array of export promotion programs. Grants range from fund.
Ing of travel for trade fair participation to funding of export consortia and market
penetration programs. Many programs are aimed at small-to-medium size firms.
taly provides direct assistance to industry and business firms to improve their

international competitiveness. This assistance includes export Insurance through
SACE the state export credit insurance body, as well as direct export credits. While
subsidies to the steel and shipbuilding industries were legally terminated in July
1992, some U.S. industries have expressed concern that these export-promoting sub-
sidies continue.
7. Protection of U.S. Intellectual Property

The Italian Government is a member of the World Intellectual Propery 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 act, reflecting problems with protection
of copyrights for computer software and film videos. Enactment in December 1992
of the EU software directive making software copyright violations a criminal offense
was a major step forward. Simultaneously, the GOI substantially increased enforce-
ment actions against both video and software pirates and created an
Interministerial Anti-Piracy Committee. Other activity has included specialized
training courses for Italy's three law enforcement agencies, and creation by the Ju-
diciary of specialized "pools" of prosecutors to press the fight against piracy in sev-
eral major municipal centers. US. consultations with Italy have contributed to im-
proved enforcement action and are continuing to seek a stronger legal framework.

Application of the new software law appears to be making a sign" cant dent in
ItalyUs software piracy problem. Following enactment of the law, Italy's Guardia di
Finanza initiated.a large number of investigations, seizing 94,000 illegal programs
and pressing criminal chargeseagainst 60 resellers in 1993. As Italian companies
moved to legalize software holdings, US. industry reported that the rate of software
f iracy in Italy declined from an estimated 86 percent in 1992 to 50 percent in 1993
less than the European average). As a result, the Business Software Alliance re-

ports that sales of packaged personal computer software increased by 331 percent
compared to 1992 sales.

Film video piracy remains a serious problem. US. motion picture distributors esti-
mate that some 40 percent of the video market consists ofpirated material. Accord-
ing to US. distributors, the television piracy rate ranges from 6-8 percent and un-
authorized film screenings account for 15-20 percent of all showings. U.S. industry
has noted a significant increase in raids and confiscation of illegal cassettes and
equipment. Itaiian plans to enact by June 1995 the EU Copyright Duration Direc-
tive, which would extend the general copyright term to 70 years, should help ad-
dress a longstanding issue about protection for older classics.
8. Worker Rights

a. The Right of Association.-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 the past, the three
major labor confederations had strong historical ties to the three major political par-
ties, but now are autonomous of all political parties and continue to administer cer-
tain social welfare services for the Government, which compensates them accord-
ingly. Moreover, the Workers' Statute favors the three confederations to the extent
that it is difficult for small unions, including the so-called "base committees"
(COBAS), to obtain recognition. The election of the new Union Representation Units
(RSU) in the workplaces, as stipulated in the July 1993 agreement, has begun. So
far, less than one-third of all workplaces have held elections. The three major labor
confederations have won most of the elections to date. These unions suffered some
loss of active worker membership due to the recession in 1993. Small autonomous
unions refuse to participate in the RSU elections, and often try to maintain their
local union representation structure.

In June 1994, a period of light collective bargaining activity, 170,000 hours were
lost due to strikes, one tenth of the total lost in June 1993 (1.7 million hours). In
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the period JanuaryJune 1994, 2.4 million hours were lost because of qtrikes, almost
80 percent below the time lost in the corresponding period in 1993 (11.6 million
hours). The total time lost in 1993 (23£ million hours), was the highest recorded
since the 1990 strike law was enacted. Most of the strikes were motivated by layoffs
and downsizing in industry.

b. The Right-to Organine 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 new system of col-lective bargaining was negotiated in July 1993. It provides for wage increases to be
limited to programmed 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. The renewal of the major national labor
contracts started in early 1994 and is expected to continue into early 1995. More
than 10 million workers are covered by these agreements, of which those covering
7 million workers are still pending renewal. Company-level agreements have also
been signed in some large and medium-sized enterprises, providing for wage in-
creases tied to productivity and profitability of the firm, introducing more flexibility
in the use of the workforce and, in some cases, establishing private pension funds
jointly financed by management and labor.

National collective bargaining agreements in fact apply to all workers regardless
of union membership. The July 1993 accord calls for this to be guaranteed by law.
Collective bargaining at the national level (involving the three confederations, the
public and pnvate employers' organizations and, where appropriate the Govern-
ment) occurs irregularly and deals with issues of universal concern. The EU has re-
cently approved a directive on Work councils in multinational companies which is
aimed at permitting unions and workers to establish European-level/representation
structures. The directive establishes a two year period for the implementation of Eu-
ropean Work Councils. Some multinationals operating in Italy have already estab-
lished such bodies in anticipation of this directive.

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 workers who are laid off are entitled to receive their wages from the earn-
ings compensation 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 ofChildren.-Under current legislation, no child
under 15 years of age may be employed (with some specified exceptions). The 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 orharmful 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 most areas. Accoixfng to a research study conducted by sociologists among
children attending elementary school, the number of children below 15 years of age
who work is estimated at 400,000. According to this study most children who work
do so not out of need, but because of family cultural reasons, i.e. early access to
work is considered a normal activity and is even appreciated by the children. How-
ever, in less prosperous parts of the country (primarily in the south), child labor is
more prevalent and often involves evasion of compulsory school obligations. A legis-
lative decree approved by the government in August 1994 provided for more severe
fines for child fabor violations by the employers, but at the same time removed some
minor violations from the criminal code.
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e.Acceptable Conditions of Work•.-Minimum work and safety standards are es-

tablishedby iaw and buttressed and exten.!ed in collective labor contracts. The
Basic Law of 1923 provides for a maximum workweek of 48 hours - no more than
6 days per week and 8 hours per day. The 8-hour day may be exceeded for some
special categories. Most collective labor agreements provide for 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 step
in to determine fair wages on the basis of practice in related activities or related
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 elements. A legislative decree was
approved by the government in September1994 incorporating into Italian law eight
EU directives on health and safety, which had not yet been applied in Italy. Among
other things, the decree stipulates employers' obligations in matters of workplace
adjustments for disabled employees establishes safety rules in workplaces and
guidelines in the use of computers. Enforcement of health and safety regulations is
entrusted to labor inspectors, who are employees of local health units and have the
same status as judicial police officers. Inspectors make periodic visits to companies
to ensure observance of safety regulations. Violators may be fined or even impris-
oned. Trade unions also play an important role in reporting safety violations to in-
specters. In 1993 the number of work-related deaths in industry decreased by more
than 450 compared to 1993 (1,277 compared to 1,729 the year before). In agriculture
there were 306 deaths, (131 less than in 1993). These declines were due to the ef-
fects of the recession (reduction In working hours and employment) as much as to
improved safety measures and the problem of an inadequate number of inspectors
continues. Due to high unemployment, there is also pressure on workers to acceptunsafe conditions as a necessary evil if they need jobs. There are many substandard
workplaces in Italy, especially in the south. A special body which was expected to
be set up to monitor industrial accidents is not yet operating. However, appropriate
legislation was revised in 1994 providing guidelines in case of dangerous production
processes.

f. Rights in Sectors with U.S. Investment.-Conditions do not differ from those in
other sectors of the economy.

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

[Millions of U..,. dollars]

Category Amount

Petroleum ................................................................................. 352
Total M anufacturing ............................................................... 8,745

Food & Kindred Products ................................................... 432
Chemicals and Allied Products ........................................... 2,607
Metals, Primary & Fabricated........................ 215
Machinery, except Electrical.........................3,127
Electric & Electronic Equipment ....................... 577
Transportation Equipment............................... 163
Other Manufacturing ...................................... 11,625

Wholesale Trade ........... ....... o .............. .... . .2,086
Banking.............. .... .................. 0 ... .182
Finance/Insurance/Real Estate...... .......................... 1,816
Services...............0................................... 513
Other Industries .... ....... ............................. 227
TOTAL ALL INDUSTRIES ............................................ 13,920

Source: U.S. Department of Commerce. Bureau of Economic Analysea.
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Key Economic Indicators"
JI[M9in l• oagrubhlr

[198i8-04 n em aiso ft UA. dols unlem otherwise noted)

1992 1908 19942

Incom Production and Employmen,
Real GDP (1985 prices) ....................................... N/A N/A N/A
Real GDP Growth (pct.) .. ................. -14.0 -15.6 -. 2s.9
GDP (at current prices).................*1,213,616 3,924.7 97.5
By Sector.

Agriculture ........................................................ 159,688 988.1 N/A
Enrgy/Water .................................................... N/A N/A N/A
Manufacturing .................................................. 771,568 N/A

1,994.9
Construction ............................................. 75,531 442.5 N/A
Transport/Communication..................80,716 321.6 N/A
Housing ............................................................. 14,899 N/A N/A
Financial Services ............................................ 9,032 N/A NIA
Trade/Other Branches ...................................... 150,607 226.1 N/A
Other Services .................................................. 25,177 N/A N/A
Government/Health/Education ........................ 53,575 N/A N/A

Net Exports of Goods & Services ........................ 1,399 3.4 0.1
Per Capita GDP ................................................... 71,541 231.0 5.8
Labor Force (000s) ............................................... 7,356 7,561 7,697
Unemployment Rate (pct.) .................................. 0.46 0.50 0.66

Money and Prices (annual percentage growth):
Money Supply (M2)3 ...................... . .. . . .. . . .. . .. . . .. . . ..  5,438 1,333.9 671.5
Base Interest Rate4 ...................... . .. . . . .. . .. . .. . . . .. . . ..  N/A 240 300
Personal Savings Rate ......................................... N/A N/A N/A
Retail Inflation ..................................................... 938.6 1,296.8 N/A
Wholesale Inflation 5 .

Agricultural Products...........1,032 776 1,817
Industrial Products ..........................92,469 1,442 2,985
Consumer Goods ............................................... 1,344 1,386 2,716

Consumer Price Index6 ................... . . .. . . .. . . .. . . .. . . ..  3,061 2,265 534
Exchange Rate (USD/tenge)

Official ............................................................... N/A 5.7 49.5
Parallel .............................................................. N/A 7.5 56.0

Balance of Payments and Trade: (USD millions)
Total Exports (FOB) ............................................ 1,398.4 1,270.6 440.6

Exports to U.S .................................................. 94.0 135.5 37.1
Total Imports (CIF) .............................................. 468.8 358.3 242.5

Imports from US ........................................... 6.0 24.2 15.6
Aid from U.S. . .......................... .49.1 42.4 144.2
Aid from Other Countries ................................... N/A 115.5 12.5
External Public Debts ......................................... N/A N/A 2,055
Debt Service Payments (paid) ............................. N/A N/A N/A
Gold and Foreign Exch. Reserves ....................... N/A 722.9 1,004
Trade Balance ...................................................... 929.6 912.3 198.1

Trade Balance with U.............................. .88.0 111.3 21.5
N/A--Not avaflsblL
'Source Kazakhstan State Committee fMr Statistics (OOKKOM1ATl), unless otherwise indicated. Actual

when available, otherwise etimates. Due to limited amount d 1992 information available (exchange rate),
figure are in million of rubles 9IM and 1994 flgurea are converted from tang. at the official exchange
retes as indicated above.

Stmrst six months of 1994 only, unless otherwise indicated.
$Source: International Monstazy Fund (IM) and OOSKOMUSTAT. 1994 money supply ia for nine months.
4Avmge wdhled ntWrt rte t9 r iz-menth Natiomal Bank of aakhutim eedita. Figure. represent

rates for Decomber InM and June 1904.
fin percent to corresponding period of pwimma year. 1994 agricutural wholaaale inflation for first three

months only.
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sDeamber of previous ymr..100.Isourm UA. iLIntrnational Devlopmnt (U.& AID) and U.& Interagwc timtates. 1994 fig-
ure rereesnt smU.vernment and private aid as of June 30, 1994.

s0r 1994 estimac teuM thMinigdty of Pinanm.
1. General Polky Framework

Kazakhstan continues to suffer through a severe economic crisis. Momentum for
economic reform, however, is accelerating. Throughout 1993 and the first half of
1994, industrial output declined, gross domestic product (GDP) dropped, agricultural
production decreased, and inflation increased rapidi:,'. Cost of living increases out-
paced the salary rise of the average Kazakhstani worker during 1993 and the first
half of 1994. In addition, the government's financial crisis has resulted in cutbacks
to many public and social services. To stabilize and reverse the economic situation,
the government has taken a number of steps, including tightening monetary and fis-
cal policy after an inflationary surge in early 1994.

On October 11, 1994, Presdent Nazarbayev accepted the resignation of the entire
Kazakhstan Cabinet of Ministers. Many of the older and more conservative min-
isters were replaced by younger, reform-minded individuals. In general, the govern-
ment shake-up is viewed as a positive step towards accelerating the pace and scope
of economic reform in Kazakhan. This action was preceded by-the July 15 issuance
of a third (and largely inconsequential) anti-crisis program by the government in the
last two years and by public statements by Nazai-bayev advocating the acceleration
of market and government reform and public acceptance of economic "shock ther-
apy." It remains to be seen whether, especially in the absence of further political
reform, the new government can implement economic reform quickly enough to meet
public expectations.

Fiscal Policy: The 1994 budget deficit was approximately 4.6 percent of GDP in
1994. The 1994 deficit was funded primarily by foreign loans and National Bank of
Kazakhstan (NBK) credit resources. The proposed 195 budget, released on Septem-
ber 2, 1994 projects the deficit to be approximately 19.3 percent of GDP. Only 12
percent of the projected 1995 budget deficit is planned to -be financed through for-
eign loans and 'BK credit resources. The remaining 88 percent currently remains
"without definite resources.' The International Monetary Fund (IMF) is reportedly
targeting the 1995 budget deficit at 3.5 percent of GDP.

The 1995 budget proposes a nominal 296.6 percent increase in spending over
1994; revenues are projected to increase nominally by 89.2 percent during 1995.
New legislation addressing tax reform and relief are also planned. If approved, this
new legislation would streamline the current tax system and reduce overall tax
rates.

Monetary Policy: During the first five months of 1994, the money supply increased
270 percent; inflation increased during the same period by 370 percent. The NBK
has attempted to reduce inflation by regulating the distribution of direct govern-
ment credits beginning in May 1994. To date, the NBK efforts appear to have been
successful. Monthly inflation rates in August and September were 13.3 percent and
9.7, respectively. The inflation Index for the first nine months of 1994 is 832 percent
(December 1993= 100).

The sale of three-month and six-month government bonds began on January 12,
1994. As of October 31, 1994, over 45 auctions have been held by the NBK.
2. Exchange Rate Policy

When introduced in November 1993, the Kazakhstan national currency, the tenge,
was not initially traded and its exchange rate against the dollar was artificially
maintained by the government. However, upon advice from US. officials and inter-
national observers, the government permitted the tenge to be freely traded.

On September 17 the governments of Kazakhstan and Kyrgyzstan lifted restric-
tions on bilateral currency transactions. The agreement permits both currencies, the
tenge and the som, to be used as legal tender in investments (securities) in either
country and in interbank and trading transactions.

Currently, the government of Kazakhstan does not-appear to enforce any major
foreign exchange controls, except that enterprises earning foreign exchange are re-
quired to sell 50 percent of the total earnings on the local market.
3. Structural Policies

Pricing Plkicies: Although the government continues to exert price controls and
provide subsidies for certain consumer commodities, there appears to be little, if
any, impact on U.S. exports to Kazakhstan. In general, consumer goods prices are
determined by market sources.

Tax Policies: According to the proposed 1995 budget, government revenues will be
derived primarily from corporate income taxes, a value-added tax_(VAT), and export
duties. At the end of 1993 the government announced a series of tax increases and
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enforcement upgrades with apparently little visible success in either. In February
1994 a tax decree raised individual rates to 60 percent. However, this was later low.
ered to 40 percent. The July 15 anti-crisis program calls for the overhaul and sim-
plification of the current tax system, reduction of overall rates, and improved reve-
nue collection. The government has indicated that the maximum tax rate for indi-
viduals and *legal entities" will not exceed 40 percent and 35-40 percent, respec-
tively.

On October 23, 1993 Kazakhstan signed a double taxation treaty with the United
States. To date, the treaty remains unratified by either the Kazakhstan Supreme
Soviet or the U.S. Senate. However, the Kazakhstan government has Indicated that
it will submit the treaty for parliamentary approval before the end of 1994.

Regulatory Policies: Government reguation policies are extensive and complex.
Implementation of these regulations remains capricious (often varying between min-
istries) and a m.~jor source of corruption. US. and western business representatives
often complain about the lack of standard licensing procedures.
4. Debt Management Policies

Kazakhstan has accepted liability for all Former Soviet Union (FSU) debt. Accord-
ingly, Kazakhstan was assiged a 3.86 percent share of the FSU's total debt, or ap-
proximately $2.5 billion. While acknowledging its formal obligations, Kazakhstan
negotiated a "zero option' agement withthe Russian Federation. Under this
agreement Russia accepted full responsibility for FSU debt, in return for all foreign
assets of the FSU. Kazakhstan has initially agreed, but since the agreement must
be accepted by all successor states, it has not yet entered into force.

To date, Kazakhstan has not paid-off its 1992. 1993, and 1994 debt obligations.
Kazakhstan has paid short-term obligations, but commercial creditors have experi-
eqced some repayment delays. Currently, Kazakhstan has incurred over $1.5 billion
in external debt, primarily to the Russian Federation for gas and fuel payment ar-
rears. In the future, the $115 million Russian lease payment for Baykonur
Cosmodrome is to be applied directly to Kazakhstan's debt to Russia. It appears this
arrangement will continue in 1995. Barter also appears to be growing as an alter-
native to hard currency payments.

Excluding the United States, Kazakhstan has received credits from a number of
countries including Germany, Austria, France, Japan, Hungary, and Turkey. The
US.. Export-Import Bank (EXIMBANK), the Overseas Private Investment Corpora-
tion topic) , the Central Asian Enterprise Fund (CAEF), and the Defense Enterprise
Fund have indicated their willingness to provide funding for U.S.-Kazakhstan com-
mercial projects. Funding for defense conversion projects is provided separately
under the Nunn-Lugar legislation. In addition, international financial organizations
such as the International Monetary Fund (IMF), World Bank and the European
Bank for Reconstruction and Development (EBRD) have also indicated a willingness
to support commercial projects in Kazakhstan.
5. Significant Barriers to U.S. Exports

There appear to be no significant legal barriers to U.S. merchandise exports to
Kazakhstan. The government appears to have adopted a strategy of relatively low
import barriers to encourage international exports to Kazakhstan. U.S. exports to
Kazakhstan are limited more by the logistical capabilities of private firms to service
the Kazakhstan market and the unavailability of credit.

Structural barriers include a weak system of commercial law, including the ab-
sence of effective bankruptcy procedures, a shortage of domestic capital to pay for
U.S. goods, the lack of an effective judicial process for breach-of-contract resolution,
and huge government bureaucracy.

Import Licenses: As of October 1994, U.S. companies were not required to obtain
import licenses. Despite indications in late 1993 that the government would limit
imports and introduce an import licensing system, no such action has yet occurred.
In addition, the government has also proposed restrictions on the import of non-es-
sential goods by means of protective tariffs, duties, and quotas, beginning January
1994. To date, only duties for alcoholic beverages and cigarettes have been increasedunder .this policy.uService Barriers: Certain restrictions on the import of services exist. In April 1993

the government banned foreign insurance companies from providing foreign invest-
ment insurance. Excluding the single western reinsurance firm designated by the
government, no U.S. or western firms are permitted to offer foreign investment in-
surance services in Kazakhstan. A number of US. firms offering accounting and
legal services, however, are currently operating in Kazakhstan, and U.S. and foreign
airlines are welcome.
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Standards Testing, Labelling, and Certification: Government observance of old
Soviet standards, testing, labeling and certification requirements are extensive in
some areas, non-existent in others. Such requirements constitute a barrier when
these requirements differ significantly from US. and western standards.

Investment Barriers: One of the most significant investment barriers to U.S. firms
in Kazakhstan is the severe lack of domestic capital to service loans and to meet
equity percentages in joint ventures. In addition, U.S. firms cannot currently pur.
chase land in Kazakhstan since this sector has not yet been privatized. U.S. firms,
however, can obtain lease rights for 99 years through a domestic partner. Further,
government and local authorities have, at times, insisted that US. firms support
and invest in social programs for local communities.

Finally, phased privatization of state industries may initially limit the foreign in-
vestment share" In such industries. However, complete privatization, should it
occur, will have no such barriers.

Government Procurement Practices: Government procurement practices are not
limited by formal "Buy Kazakhstan" regulations. Western goods, particularly U.S.
goods, are favored by the Kazakhstani consumer.

Customs Procedures: Currently, Kazakhstan has a customs agreement with Rus-
sia, amounting to a de facto customs union. Kazakhstan still uses customs proce-
dures from the old Soviet Union, which can be cumbersome and frustrating. Most
imported goods transit through other newly independent states, unless they arrive
by air or via China. Foreign/firms can import items for their own use duty free.
6. Export Subsidies Policy

Rather than providing export subsidies to domestic enterprises, the government
currently levies an export tax. The precise amount of the export tax varies according
to the product and can range up to 30 percent. Kazakhstan has protested antidump-
ing restrictions on its exports (mostly metals) imposed by the United States and the
European Union (EU). In 1992, the U.S. Department of Commerce reached a con-
sent decree with Kazakhstan limiting uranium exports and imposing a 104 percent
antidumping duty on ferrosilicon. In 1994 the uranium ement was modified to
permit some sales of uranium into the UA. market. The commercee Department in-
vestigated Kazakhstani exports of titanium sponge and found no direct impact on
the U.S. market. Virtually all of Kazakhstan's exports went to Russia.

In 1993, the government moved to further increase controls on exports. Beginning
January 1, 1994 domestic enterprises are not permitted to export goods directly and
are required to channel exports of 18 critical products through approximately 10
state trading organizations controlled by the government. The critical products in-
clude oil and gas, coal and coke, ore and concentrates, ferrous and non-ferrous met-
als, alumina,.precious metals and stones, organic and non-organic chemical prod-
ucts, radioactive chemical elements, grain, cotton, and caviar. These goods are also
subject to an export quota. The regulations include a 100 percent surrender require-
ment for export proceeds, although this may be reduced to 50 percent.
7. Protection of U.S. Intellectual Property

In rinciple, Kazakhstan's civil code protects US. intellectual property. However
the absence of criminal sanctions and lax enforcement have meant that U.S. and
western intellectual property rights are often unprotected. In 1992 Kazakhstan ac-
ceded to the Geneva Convention on the Protection of Intellectual Property and
joined the World Intellectual Property Organization. In addition, the U.S.-
Kazakhstan Bilateral Trade Agreement, which came into force on January 12, 1994,
requires Kazakhstan to protect U.S. intellectual property.

Patents and Trademarks: Current patent legislation guarantees the right of in-
ventors to the "name' of their product, but financial rights of patent holders do not
appear to be protected. A national patent department which registers and regulates
patents and trademarks was established in 1992. In addition, old Soviet patents are
apparently being converted to Kazakhstani patents.

The registration or trademarks began in July 1992. Trademark violation is a
crime and courts are empowered to arbitrate trademark infringement cases. How-
ever, enforcement appears to be rare and arbitrary.

Copyrights: In 1992 Kazakhstan established a national copyright agency with ju-
risdiction over copyrights in the arts, music, science, and software. In late 1993 the
government submitted to the Supreme Soviet a draft copyright law. To date, the
copyright law has not been passed. If passed, legal sanctions against copyright viola-
tors could be implemented and Kazakhstan would accede to the Berne Convention.

New Technologies: Pirated US. and western movies routinely appear on every tel-
evision station in Kazakhstan, but are not apparently mass produced in
Kazakhstan. Sales of pirated counterfeit goods including video and audio_recordings
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and clothing result in some loss to U.S.. industry, but are relatively insignificant.
Pirated computer software is available but use is not yet widespread. However, the
use of pirated desktop software, i.e., MicroSoft Windows, Wordlerfecl, etc., does ap-
pear to be widespread and increasin rapidly. ]legal software development and
manufacture does not occur in Kazakhstan due to limited local availability of ad.
vanced products. This appears to apply to other advanced technologies as well.

In addition, pirated satellite broadcasts are common and availability and use ap-
pears to be generally widespread. I1any television stations routinely broadcast U.S.
and western programs and news reports pirated via satellite dish.

Despite lax enforcement of current laws and delays in approving new legislation,
overall intellectual property losses to US. firms currently appear to be small. How-
ever, counterfeiting and pirating of U.S. and western goods is increasing. Without
more rigorous enforcement of intellectual property laws and new legislation, future
losses to U.S. industry could be significant and potential export and investment op-
portunities could be lost.
8. Worker Rights

a. The Right of Association.-The new labor code, along with the Kazakhstan con-
stitution, guarantees basic workers' rights, including the right to organize and the
right to strike. The law does not, however, provide mechamsms to protect workers
who Join Independent unions from threats and harassment from enterprise manage-
ment or from the state-run unions. Kazakhstan joined the International Labor Or-
ganization (ILO) in 1993, but the Supreme Soviet has not yet ratified the ILO con-
ventions.

b. The Right to Organize and Bargain Collectiuely.-There are significant limits
on the right to organize and bargain collectively. Most industry remained state.
owned in 1994 and was subject to -the state's production orders. Although collective
bargaining rights are not spelled out in the law, in some instances unions have suc-
cessfully negotiated agreements with management. If a union's demands are not ac-
ceptable to management, they may be presented to an arbitration commission com-
prised of management, union officials, and independent technical experts. There is
no legal protection against anti-union discrimination.

c. Prohibition of Forced or Compulsory Labor.-Forced labor is prohibited by law.
In some places, however, compulsoy labor is used. Some persons were required to
provide labor or the use of privately owned equipment with no, or very low, com-
pensation to help gather the annual grain harvest.

d. Minimum Age of Employment of Children.-The minimum age for employment
is 16. A child under age 16 may work only with the permission of the local adminis-
tration and the trade union in the enterprise at which the child would work. Such
permission is rarely granted. Abuse of child labor is generally not a problem, except
that child labor is reportedly used during the harvest, especially the cotton harvest
in the south.

e. Acceptable Conditions of Work.-As of October 1, 1994 the official minimum
wage is 200 teng (slightly less than four dollars) per month. The legal maximum
work week is 48-hours, although most enterprises maintain a 40-hour work week
with at least a 24-hour rest period. Worker and safety conditions in Kazakhstan's
industries are substandard. Safety consciousness is low. The regulations concerning
occupational health and safety', enforceable by the Ministry of Labor and the state-
sponsored unions, are largely ignored by management.

f. Rights in Sectors with U.S. Investment.-Rights and conditions in sectors with
US. investment do not differ substantially from other sectors. However, workplaces
or enterprises with U.S. investment have significantly improved working conditions.

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

(Millions of U.S. dollars]

Category Amount

Petroleum ................................................................................. .(1
Total Manufacturing ..................... ... 0.............0

Food & Kindred Products...........................0
Chemicals and Allied Products ........................................... 0
Metals, Primary & Fabricated .......................................... 0
Machinery, except Electrical ............................................. . 0
Electric & Electronic Equipment ....................................... 0
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Extent of U.S Investment in Selected Industries.-U.S. Direct
Investment Position Abroad on an Historical Cost Basis--1993--Continued

[Milions.of U.S dollars)

Cateory Amount

Transportation Equipment ................................................. 0
Other Manufacturing............................ 0

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

mto avoid disclosng data of individual companies.
SourceU. Department of Commove, Bureau of economic Analysis

KYRGYZ REPUBLIC

Key Economic Indicators 1

[Millions ofmsons unless otherwise noted]

1992 1993 19942

Income, Production and Employment:
Real GDP (1990 prices) ....................................... 7,100 5,800 4,205
Real GDP Rates (pct.)..........-19.0 -18.7 -27.5
GDP (at current prices) ....................................... 772 5,720 7,388
By Sector.

Agriculture ........................................................ N/A 1,739 2,009
Energy/Water/Manufacturing .......................... N/A 2,963 1,899
Construction ..................................................... N/A 232 750
Services/Other .................................................. N/A 785 2,730

Net Exports of Goods & Services ........................ 8.3 460.3 671.6
Real Per Capita GDP ........................................... N/A N/A N/A
Labor Force (000s) ............................................... 1,525 1,500 1,450
Unemployment Rate (pct.) .................................. 0.17 0.29 0.70

Money and Prices:
Money Supply (M1) ............................................. N/A N/A N/A
Base Interest Rates .................... . .. . . . .. . . .. . . . . .. . .. . .. .  6 N/A N/A
Personal Saving Rate .......................................... 4.7 - 11.5 N/A
Retail Inflation (pct.) .................................... 1,391.0 1,464.0 153.7
Wholesale Inflation (pct.) .................................... 1,754.0 1,106.0 516.8
Consumer Price Index ......................................... 1,079.0 1,495.0 166.7
Exchange Rate (USD/som)

Official ............................................................... 7.65 10.60
Parallel .............................................................. 8.85 10.90

Balance of Payments and Trade. (USD millions)4
Total Exports (FOB) ............................................ 131.9 77.6 63.6

Exports to US.... ......... ............ N/A 0.0 0.4
Total Imports (CIF).......... ............. 176.4 26.4 28.7

Imports from US.............................................. 8.9 15.7 2.1
Aid from U.S ........................................................ 18.8 83.6 583.6
Aid from Other Countries ................................... 75.0 N/A 28.0
External Public Debt ........................................... 43.0 45.6 79.3
Debt Service Payments (paid) ............................. 0.0 2.2 24.1
Gold and Foreign Exch. Reserves ....................... N/A N/A 60
Trade Balance ...................................................... -44.5 51.2 34.9
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Key ]Eonomic Indicators '-Continued
Iifons ofsm unless otherwi noted)

1992 1993 1994'

Balance with U.8E.............................................. N/A -15.7 -0.7
N/A-Not available.
tAil figures used are flm KyrgW goverammet sources.mNine-month data in millions of Xyrgys -om unless otherwise noted.
sAverage anuWal interest rate for 1994 was not available. The base Interest rate on October 15, 1994 was

185 pcentL
45ta-month data for 1994.
$Fiscal year 1994.

1. General Policy Framework
After the disintegration of the former Soviet Union (FSU) and the achievement

of independence in 1991 the Kyrgyz Republic (Kyrgyzstan) inherited an economy
which had been highly dependent on the Soviet economy and on budget subsidies
from Moscow. Kyrgystan is one of the poorest of the FSU republics both in terms
of output and resource base. As a result, there was a sharp deterioration of eco-
nomic activity in 1994. GDP for the first nine months of the year dropped 27.5 per-
cent over the same period of 1993, though it is expected that 1994 GDP will reach
the projected figure of 9.38 billion soms (about $900 million) for the entire year.

During 1992 and 1993 the Kyrgyz vernment took some major steps in trans.
forming the economy from one domifinated by central planning to a market oriented
economy. A number of progressive changes were made to the legal system, including
the adoption of laws on privatization, joint ventures, foreign concessions and invest-
ment, and free economic zones. Most prices were liberalized in January 1992, al-
though bread prices were not freed up until February 1994.

In May 1993 an independent national currency, the som, was introduced. At the
same time, a stabilization and structural adjustment program was initiated with
support and assistance from the IMP, and the World Bank, the United States and
other donor countries. Tightened monetary policy, beginning at the end of 1993, re-
suited in a steady decline in monthly inflation rates (from 33 percent in October
1993 to 0.2 percent in September 1994).

However, the government was unable to meet IMP inflation targets and other per-
formance goals for the end of 1993. The IMF stand-by facility was therefore replaced
with an ESAF (Enhanced Structural Adjustment Facility) in July 1994. The ESAF
runs three years and its loans are at concessional rates.

The system of government procurement atfixed prices (the so called "state order*)
was abolished in early 1994 and was replaced by a system where government pro-
curement of a limited range of goods will be accomplished through freely negotiated
contracts with suppliers.

Kyrgyzstan's ESAF program requires the government to finance the budget deficit
primarily through foreign loans, not the central bank. The budget deficit was 8.2
percent of GDP in September 1994. The deficit arises from social programs (52.5
percent of all budget expenditures) and financing of state owned enterprises (15 per-
cent). To increase revenues, the Ky z government is restructuring the entire tax
system. In 1994, the Ministry of Finance was empowered to exercise control over
all revenue raising agencies, such as the State Tax Inspectorate and State Customs
Administration, both of which are now structural units of the Ministry of Finance.
The Tax Police Department, also established in 1994 reports directly to the govern-
ment. It is expected that a new treasury system will cover all budget transactions
nationwide by December 1994.
2. Exchange Rate Policy

Interbank foreign exchange auctions were held twice a week, with the exchange
rate of the som depreciating from 8.03 some to the dollar in January to 10.6 some
in October. The highest point of depreciation was observed in May when the dollar
was traded for 12.45 some.

Since early 1994 all foreign exchange bureaus along with the commercial banks
have been permitted to buy hard currency without any restrictions. This resulted
in a sharp narrowing to about three percent of the margin between the official auc-
tion rate and those of the commercial banks, exchange bureaus and the black mar-
ket. At the end of October the latter ranged from 10.6 to 10.9.

The NBK intends to eventually replace foreign exchange auctions by direct sales
and purchases In the fledgling interbank market.
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3. Structural Policy
In 1994 Kyrgyzetan continued its privatization program. To date, 4,800 small and

medium size enterprises, constituting about fifty percent of all state enterprises,
have been privatized. The rate of privatization is highest in the service sector (99
percent), followed by trade and public catering (93 percent), and then industry (46.5
percent). Privatized enterprises make up 38.1 and 34.5 percent of the construction
and agricultural sectors, respectively, and a much smaller percentage In the trans-
portation and wholesale sectors.

Pricing Policies: Price liberalization continued in 1994. The list of goods and serv-
ices whose prices continued to be regulated was further reduced. Prces for elec-
tricity were doubled both for residential and industrial consumers in September
1994, whereas natural gas prices were raised fivefold. However, prices for elec-
tricity, natural gas, and heat remain partially subsidized. The government will ad.
just them in stages with the objective of full coverage of the cost of energy by the
end of 1995. Liberalization of bread prices on February 17, 1994 caused prices to
double- by September they had risen another 50 percent. State subsidies ?or bread
are scheduled to be eliminated by mid-1995 when state-owned bakeries are
privatized.

Tax Policies: Kyrgyzstan's major source of government revenue is the value-added
tax (VAT-20 percent) and enterprise profit taxes (35 percent). In order to reverse
the rapid decline in tax revenues, the government intends to broaden the base of
the VAT, impose a higher excise tax on imported luxury goods and introduce other
taxes and fees. As a temporary emergency measure, In Septemfer 1994, the govern.
ment introduced a five percent sales tax on retail transactions. Imported raw mate-
rials 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 Kygzstan; by
25 percent if no less than 50 percent of the enterprise's products and services are
exported; by 25 percent if not less than 50 percent of production is derived from im-
ported raw materials and components; and by 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 foreign
investment was created under the government (Goskominvest) with responsibility
for registering and assisting foreign investors.

In September 1994 a presidential decree was issued amending the Foreign Invest-
ment Law and providing further investment incentives. In particular, foreign inves-
tors are exempt from a five percent tax imposed on exported profits.
4. Debt Management Policies

In a July 1992 bilateral agreement, the Russian Federation took over responsibil-
ity for Kyryzstan's share of the former Soviet Union's external debt in return for
Kyrgyzstan s share of the former Soviet Union's external assets.

Loans from foreign countries and international financial organizations amounted
to $197.5 million, of which 24.1 million (interest payments) were to be paid in 1994.
Thus as a percentage of GDP, the external debt is expected to increase from 17.9
percent in 1993 to 19.3 percent in 1994.
5. Significant Barriers to U.S. Exports

Kyrgyzstan lacks hard currency and, despite liberalized foreign exchange laws, re-
patriation of earnings is difficult. Kyrgyzstan's ability to import goods and tech-
nologies which require payment in hard currency is therefore severely limited. In
addition, inadequate telecommunications and banking facilities as well as extremely
high transportation costs add further practical barriers to exporters.

To normalize its trade and investment relations with the K•rgyz Republic, the
United States has proposed a new network of bilateral economic agreements. The
U.S.-Kyrgyz trade agreement, which provides reciprocal most-favored-nation (MFN)
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 agreement offering political
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risk insurance and other programs to U.S. companies interested in investing in
Kyrgyzatan. In January 1993 a U.S.-Kyrgyz bilateral investment treaty (BIT) was
signed establishing a bilateral legal framework to stimulate investment in each oth-
ers country. The Treaty came into effect in December 1993. Further discussions are
needed on the bilateral tax treaty, which would provide businesses relief from dou-
ble taxation.
6. Export Subsidies Policies

Kyrgyzatan inherited the Soviet legacy of subsidization of state enterprises but
these subsidies are aimed at maintaining employment and production, and not ape-
cifically at making exports more competitive.

In 1992, the US. Department of Commerce made a preliminary finding that ura-
nium from K stan was being dumped in the United States. In October 1992,
Commerce signed an agreement with Kyrgyzatan to suspend the dumping investiga-
-tion.
7. Protection of U.S. Intellectual Property

A package of laws intended to protect intellectual property rights was introduced
in Kyrgyzitan's parliament. However, the extraconstitutional dissolution of the par-
liament by the president in September 1994 prevented the parliament from com Ilet-
ing action on the measure. A newly structured parliament is to be chosen in Feb.
ruay 1995 and is expected to review this proposed legislation. The US.-Kyrgyz
trade agreement includes commitments on protection of intellectual property.
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
form and belong to trade unions. The law requires a minimum of five workers to
form a union. There is no evidence that government policy sought to obstruct the
formation of independent unions. Unions are legally permitted to form and join fed-
erations and to affiliate with international trade umon bodies.

b. The Right to Organize and Bargain Collectively.-The law recognizes the right
of unions to negotiate for better wages and conditions. While the right to strike is
not codified, strikes are not prohibited. In most sectors of the economy, wage levels
continued to be set by government decree. Union members are protected by the law
from antiunion discrimination.

c. Prohibition of Forced and Compulsory Labor.-Forced or compulsory labor is
forbidden except in government prisons.

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 the summer or at
part time Job from the age of 16. The law has been largely observed. However, rap-
idly deterirating economic conditions in the country nave resulted in a growing
number of children working to help support the family.

e. Acceptable Conditions of Work.-The standard workweek is 41 hours, usually
within a five-day week. An April 1992 law established occupational health and safe-
ty standards as well as enforcement procedures. Nonetheless, safety and health con-
ditions in factories are far behind Western standards.

f. Rights in Sectors with U.S. Investment.-Rights and conditions in sectors with
U.S. investment do not differ substantially from other sectors. However, work places
or enterprises with US. investment have much better conditions of work than the
norm. U.S. companies have already improved conditions at some job sites.

LATVIA

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

1992 1993 1994

Income, Production and Employment:'I
Real GDP (1993 prices).. . . . . . . . . . . . . . . . . .. ..2650.5 2171.2 2171.2
Real GDP Growth (pct.)............ .. . .- 33.8 - 15.0 0.0
GDP (at current prices) ....................................... 1125.2 2171.2 33457.0
By Sector.

Agriculture/Forestry ......................................... 181.05 230.16 345.70
Energy/Water .................................................... 15.45 148.30 155.57
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Key Economic Indicators-Continued
[Millions ofU.8 dollars unlem otherwise noted)

M anufacturing................................ ............4000.. 060
Construction ... ..................
Rents.... ...... 6996.0.... . 00... 0 0.0.. 00...0.*. ea..... ..........0 .
Financial Services...............................
Other Services .................. .............
Government/Health/Educationo................

Net Export of Goods & Services .................
Real Per Capita GDP (USD)s .......................
Labor Force (000s) ...................
Unemployment Rate (pct.) ..............

Money and ces (annual percentage growth):
Money Supply (M2)1 o. . . .  . . . . . . . . . . . . .

Base Interest Rate ...................
Personal Savings Rate........... ......
Retail Inflation ...... ...............
Wholesale Inflation .......oo...o.o.........
Consumer Price Index ...................................
Exchange Rate (USD/Lat)

Official..............................................
Market (average)... ........ .......

Balance of Payments and Trade:'I
Total Exports (FOB)o...............................

Exports to US ........................................
Total Imports (CIF) ......................................

Imports from U.S.......................................
Aid from US................. .......... ...........
Aid from Other Countries ..............................
External Public Debt..................
Debt Service Payments (paid).................
Gold and FOREX Reserves ?V.......................
Trade Balance ......... ..........................................

Trade Balance with U.S............................

Im

296.56
52.99
27.64
44.14
67.54
69.66
34.94

976
1,502

2.3

169.2
120

N/A
959
N/A
N/A

60.892

7641.4
2.4

606.5
15.8
6.0
41

67.2
1.8

86.8
34.9

-13.4

1993

454.49
83.77
73.77
80.73

360.41
205.84
53.90

846
1,458

5.6

684.4
27

N/A
35

36.3
N/A

1994

594.60
183.22
79.52

117.53
1169.50
380.27

-34.67
855

1,450
48.4

,51054.9
27

N/A
23

24.0
N/A

ee0ooo .....676 0.......56.80.676 0.568

7999.9
22.6

946.0
89.5

9.0
27

236.4
11.6

564.3
53.9

-66.9

32005.0
52.8

32039.7
100.0

10.6
48

387.2
18.1

5688.7
3-34.7

-47.2
N/A-Not available.
'Average exchanyo rate used (ecept for Real GDP):1992 - USD 1 equals 0.893 Leit; 1993-USD 1 equals

0.676 Lat:s1994 -USD 1euals 0.66 Let.
SReal GDP for 1992-19=1 1993 prices converted at average 1993 exchange rate.
1Ministry of Finmme estimate. Sector estimates based on 1994 nine months data CJanuary.September.

"4Mationa Employment Service estimate.
sAs of September 31 1994.
@Latvia's currency, te Let, was not put into circulation until March 1993. The 1992 exchange rate is ex.

pressed in Lats converted from Latvian rubles at the official 200/1 ruble-tolat rate.
'Data has not been corrected to reflect fuel imported by Latvia for re-export.

1. General Policy Framework
When Latvia re-established independence in 1991, it also abandoned the Soviet

command economic system. Though still in transition, the Latvian economy to a
grat extent operates on free-market principles. The private sector accounts for over
fifty percentof GDP. Privatization has so far been most successful in the agriculture
and agribusiness sphere, followed by very small scale manufacturing and retail
trade previously under the direction of local governments. The government has pur-
sued monetary and fiscal policies in compliance with IMP guidelines. Consequently,
the currency (te Lat), which is fully convertible, is very stable. The government's
budget deficit this year is projected to be within two percent of GDP. The decline
in GDP which saw production levels fall to half of the pre-independence level,
ended this year. Flat growth is expected in 1994; three to five percent growth in
the next several years. Inflation has been brought down from nearly one thousand
percent in the first year of independence to thirty five percent in 1993 followed by
a gradual decline to about 26 percent in 1994.

Trade policy: A GATT observer since 1992, Latvia submitted a Foreign Memoran.
dum in June 1994 in preparation for accession to the GATT. Latvia follows a liberal
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trading regime, though Its recently promulgated customs tariff law is more protec-
tive ofthe domestic agricultural market. However, the new tariff levels probably do
not negatively affect potential US. agricultural exports. Latvia signed a free trade
agreement with the European Union, which reduces tariffs on most industrial prod.
ucts to zero and sets out a schedule of tariff reductions over the course of three
years for certain agricultural products. Latvia has already concluded free trade
agreements with the Nordic countries, Switzerland and Liechtenstein. In April,1994, a free trade agreement on industrial goods with its Baltic neighbors came into
force. A further agreement on s"rlculture is expected shortly, as are negotiations on
a customs union. MFN status with Russia was granted as the result of an exchange
of official letters earlier this year. However, asIt is not governed by treaty, the ar-
rangement may not be binding.

Latvian fiscal policylis prudent and financial management, In light of the difficul-
ties of adjusting to independent, western-style accounting, is sound. The Finance
Ministry is in the process of implementing the general budget law which was gassed
in April1994. According to that law, the budget for the next fiscal year is to be pre.
sented'to the Parliament by October 1. However, submission has been delayed by
the government crisis in the summer, which was not resolved until September. In
1994 the government expects a 75 million dollar deficit, about four percent of the
total budget, or two percent of GDP. The deficit is caused by increases in pensions
and government salaries, and defaults on government backed loans. It is financed
primarily by the sale of treasury bills to commercial banks. Difficulties in tax collec.
tion and a low tax base constrain revenue development.

The independent central bank also pursues a very conservative policy, with its
chief aims being stability of prices and currency. Earlier this year, an inflow of for-
eign exchange, which the central bank purchased to keep the currency from appre-
ciating (and-thereby further eroding export potential) helped to swell the money
supply. However, for a number of reasons the flow has stabilized. The bank's main
monetary instruments, which are still being developed, are treasury bill sales and
cash reserves auctions. One consequence ofthe tight monetary policy has been the
persistence of very high interest rates, which are an impediment to new business
activity. Though the rates have fallen over the past year, the average rate for three
to six month credit is around fifty percent.
2. Exchange Rate Policy

Though the Bank of Latvia has loosely pegged the currency to the SDR at the
rate of 0.7997 Lats to the SDR in order to maintain stability, the exchange rate is
largely determined by market forces. The Lat is fully convertible and there are no
restrictions on the import, export, exchange or use of foreign currencies inside the
country.
3. Structural Policies

The Latvian government has made great strides, but is still in the process of de-
veloping the laws and institutions and regulatory framework to support a market
economy. While Latvia passed bankruptcy legislation in 1991,administrative mech-
anisms and procedures are not yet functioning well in that the law does not estab-
lish criteria for initiating bankruptcy procedures or provide a mechanism for reha-
bilitating enterprises on the brink of bankruptcy.

Price Policies: The Latvian government almost completely decontrolled farm pro-
curement and retail foodprices in December 1991 and removed restrictions on the
pricing of industrial goods in January 1992. To safeguard producers, indicative
prices were set for the procurement of cereals, sugarbeets, flax, meat, milk, and
poultry. However, the mechanism has not been effective as farmpate prices havetended to exceed spport phiss. Moreover, the government has neither the mecha-
nisms to enforce indicative prices nor the resources to compensate farmers for lower
prices. Less than eight percent of goods and services remained subject to control,
including energy telecommunications, rents and other public services.

Tax PAlicies: 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 in-
come tax excise and property taxes, customs duties, land and natural resource
taxes ani a social security tax. Under the draft law, which is expected to be passed
shortly, the variable profit tax of 25 to 45 percent will be replaced by a corporate
income tax of 25 percent. Until a true VAT is implemented, the government is col-
lecting an 18 percent turnover tax on most goods and services. The existing law on
foreign investment provides for tax reductions for up to five years for qualifying for-
eign investments, but the new law may repeal these tax breaks. The social security
tax is collected on all wages, fees royalties and rewards for work- the general social
security tax rate is 37 percent ?or employers and one percent tor employees. The
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agricultural sector is exempt from many of these taxes, or taxed at a reduced rate.
According to the new law on customs tariffs, import duties on some agricultural
p products are as high as 55 percent (for countries without MFN status). However,
duties on industrial products are _minimal or zero for countries in a free trade agree.
ment. Latvia collects an export duty on timber, metals, leather, paper and a few
other products.

Regulatory Policies: Latvia Is only beginning to create a modern system to regu-
late economic activity. The Bank of Latvia is responsible for regulating the banking
industry and has created a supervisory structure. An antimonopoly committee su-
pervises monopolies and examines the tariffs set by public utilities. It can rec-
ommend the break-up of large enterprises with high market power and can inves-
tigate claims of unfair competition and false advertising. A regulatory body has been
set up to oversee the activities of the energy sector and provide rate arbitration for
district heating services, electricity and natural gas, which are still provided by mo-nopolies.Privatization: Privatization of large state enterprises, which has lagged behind

other reform measures, has begun to accelerate with the creation of the Latvian Pri-
vatization Agency in April 1994. This entity assumed responsibility for all privatiza-
tion procedures, previously disbursed among various ministries. In early 1995, the
first wave of enterprises will be offered for "mass" privatization, i.e., auctioning of
shares for privatization certificates (vouchers). This event will also kick-off full oper-
ation of the Riga Stock Exchange.
4. Debt Management Policies

As of October 15, 1994, the Government of Latvia's external debt was 329 million
dollars, and could increase to 387 million by the end of 1994. G-24 credits constitute
55 million dollars. Latvia has concluded a second standby agreement with the IMF
(SDR 22.9 million) and two structural transformation facility agreements (SDR 45.7
million). Latvian compliance with IMF programs has been strong, though a minor
problem with budget financing led to temporary suspension of disbursement of the
second tranche of standby credits. On September 30, 1994, Latvia's official foreign
exchange and gold reserves were valued at 688.7 million dollars, covering nearly six
months of exports. The ratio of debt service to exports is a very modest 1.50 percent.
5. Significant Barriers to U.S Exports

The main barriers to U.S. exports to Latvia are structural. While considerable im.
provement has occurred over the last year, Latvia's business, banking and legal in-
frastructures have not yet attained Western standards.

Under the 1991 Investment Law, the laws of the Republic of Latvia apply equally
to domestic and foreign investors. However, there are some restrictions on foreign
investment. Acquisition of controlling shares in a Latvian enterprise with assets ex-
ceeding one million dollars must be approved by the Cabinet of Ministers. Foreign
investors may engage in, but not obtain control over enterprises engaged in activi-
ties related to national defense; the manufacture and sale of narcotics, weapons and
explosives, securities, banknotes, coins and stamps; the mass media; national edu-
cation; acquisition of renewable and nonrenewable national resources; internal fish-
eries; hunting; and port management. Latvia does not restrict the repatriation of
profits. The Bank of Latvia must approve the establishment of a foreign bank
branch. The United States and Latvia signed a bilateral investment treaty in Janu-
ary 1995.

Latvia requires a license for the import of grain and sugar to protect domestic
production. In the case of grain, the importer is required to demonstrate purchases
from domestic producers. The sugar licensing restrictions poses problems for foreign
(or domestic) producers of high quality food products which use sugar, as the domes-
tic product is considered to be of inferior quality. A special permit granted by the
Cabinet is required for the import or transit of weapons, explosives or pornographic
materials.

Latvia is still formulating food safety standards. Meat imports are subject to in-
spection by the state veterinary department for infectious diseases. As of June 1,
1994, imported food products are required to have conformity certificates to guaran-
tee quality and wholesomeness of food products.
6. Export Subsidies Policies

The Latvian government does not currently provide export subsidies. However,
the Minist of culture intends to use state funds allocated for improvement in
animal husbandry to subsidize the export of butter, cheese and rye. (Export sub-
sidies for rye is intended to be a temporary measure to get rid of excess stocks.)
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7. Pýrotection of U.S. Intellectual Property

TheGovernment 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 cop rights, trademarks and patents. While the legal basis for intellectual
property rights has been established, Latvian law has not defined penalties for via.
nation of these_ rights nor established a judicial or administrative mechanism
through which foreign owners may seek effective redress for violation of their intel.
lectual property rights.

In July 1994, President Clinton signed an Agreement on Trade Relations and In-
tellectual Property Rights Protection with Latvia. Latvia has been a member of the
World Intellectual Property Organization since January 1993 and signed the Paris
Convention in September 1993. Latvia will accede to the Madrid, Nice and Budapest
Conventions in December 1994. Latvia also intends to become party to the Bern
Convention not later than December 31, 1995.

Unauthorized reproductions of copyrighted video recordings imported from Russia
are widely distributed In Latvia. To halt the use of pirated films imported from Rus-
sia by private Latvian television stations, the Latvian Radio and Television Board
on October 27, 1992, adopted a ruling under which the license of any domestic tele-
vision company would be revoked if it is unable to show that it has legally acquired
the rights to the films it broadcasts. The board does not apply this ruling to signals
from the Russian television stations that are rebroadcast directly by Latvian tele-
vision.

Latvia's intellectual property practices have not had an serious impact on U.S.
trade outside the film and video industry.
8. Worker Rights

a. The Right-of Association.-Latvia's law on trade unions mandate that workers,
except for uniformed military, have the right to form and join labor unions of their
own choosing. About 50 percent of the work force belongs to unions; union member-
ship 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, although
some leaders ran as candidates for various smaller parties that failed to enter Par-
liament in the 1993 elections. 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, but few strikes were actually held in
1994. On September 2, 1994, the majority of Latvia's teachers participated in a one-
day strike to protest low wages. 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 mar-
ginal.

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-
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 higher salaries and greater bene-
fits 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. In October 1994, the minimum monthly wage was set at about 50 dollars (28
Lats). Latvian laws establish minimum occupational health and safety standards for
the workplace, but these standards seem to be frequently ignored.
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f. Rights in Sector with U.. Investment.-The only significant U.S. Investment
Is in the manufacture of food and related products. Conditions do not differ from
those in other sectors of the economy.

ITMHUANUA

Key Economic Indicators
(Millions toU.&dolam unless otherwise noted)

1992 1993 1994'

Income, Production and Employment:
Real GDP (1985 prices) ....................................... N/A N/A N/A
Real GDP Growth (pct.)...........-37.7 -17.1 -13.0
GDP (at current prices)' ..................................... 6,191.5 2,725.0 909.5
By Sector.

Agriculture ........................................................ 229.0 305.2 266.3
Energy/Gas ........................................................ 154 158 N/A
Manufacturing .................................................. 228 733 275
Construction ..................................................... 340.9 215.2 48.6
Rents................N/A 19.1 N/A
Financial Services ............................................ 52.9 98.1 771.7
Other Services .............. 102.0 449.6 N/A
Government/Health/Education ........................ N/A 262.2 N/A

Net Exports of Goods & Services ........................ 852.3 1,242.2 N/A
Real Per Capita GDP (1985 base) ...................... 470.5 684.0 682.0
Labor Force (000s) ............................................... 1,879.0 1,859.3 N/A
Unemployment Rate (pct.) .................................. 1.2 3.6 3.2

Money and Prices (annual percentage growth):
Money Supply (M2)3 ............................................ N/A 680.2 771.7
Base Interest Rate4 ..................... .. . .. . .. . .. . . .. . . .. . . .. .  120 95 95
Personal Saving Rate .......................................... N/A N/A N/A
Retail Inflation.............1,163 270 180
Wholesale Inflation Consumer Price Index ....... N/A 72.2 80.4
Exchange Rate (USD/LT)

Official ............................................................... 3.79 4.50 4.00
Parallel .............................................................. 3.79 4.50 4.00

Balance of Payments and Trade:
Total Exports (FOB) ............................................ 269.3 1,334.0 161.5

Exports to U.S .................................................. 4.0 4.8 9.0
Total Imports (CIF)5 ........................................... 192.9 1,402.2 230.0

Imports from U.S .............................................. N/A 26.4 26.0
Aid from U.S ........................................................ 10 25 25
Aid from Other Countries ................................... 129.9 216.9 408.0
Debt Service Payments (paid) ............................. 5 25 N/A
Gold and Foreign Exch. Reserves ....................... 232 253 309
Trade Balance ...................................................... 76.5 -68.2 68.5

Trade Balance with U.S ......................... N/A -21.6 -17.0
N/A-Not avallabk.
11994 f at=rallm m estimates based c( available monthly data in October 1994.
'GDP at facto, east.
'In broad money as defined by the IMF.
4FIgures are al, avrag interest .tc, not nges In them.
SMerchandmse trade.

1. General Poicy Framework
Since declaring independence in 1990, Lithuania has implemented reforms aimed

at eliminating the vestiges of the former socialist system. In 1992, with the help
of the IMF and other international institutions, Lithuania adopted a program to re-
strain inflation, reduce price controls, "lower the budget deficit andpivatize the
economy. Lithuania has undertaken a series of price e liberalizations, and most price
controls Fave been abolished. Most businesses have been privatized and private citi.
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zens are allowed to own land. The government is eager to encourage foreign invest-
ments and open new trade ties with the West. Tride ties with Russia and other
former Soviet republics are expected to continue, but at a reduced rate. Lithuania
Is seekingto further liberalize its foreign Investment laws. The Lithuanian govern-
ment .in IOllowlng a cautious, but Western-oriented program of economic reform in
banking and monetary policies, .price structure, tax laws, land ownership laws, fiscal
poll cy and foreign trade legislation.

Inflation subsided during 1994 as a result of tight monetary policies. Wage re-
straint, partly through the pursuit of a tight incomes policy, and significantly re-
duced subsidies to state agricultural and industrial enterprises have reduced the
budget deficit. Tax reform, including the introduction in mid-1994 of excise taxes
and a value added tax, has increased government revenues. Social programs and
subsidies consume the bulk of budgetary expenditures.

In April 1994, Lithuania adopted a currency board arrangement under which
central bank reserve money and liabilities denominated in the local currency are
fully backed by foreign exchange at a fixed rate. Growth in the money supply is tied
to growth in foreign exchange reserves.
2. Exchange Rate Policy

On June 20, 1993, Lithuania introduced its own national currency, the litas. In
April 1994 the Lithuanian currency board fixed the rate of exchange at four litas
to one U.S. dollar.
3. Structural Policies

Price Reform: The Lithuanian government has dismantled most of the centralized
price controls formerly imposed by Moscow. Prices on most foodstuffs and manufac-
tured goods have been liberalized. However, due to raarket monopolies and oligopol.
ies 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. In May 1994
Lithuania introduced an 18 percent value added tax. The value added tax is applied
to most imports. Taxes are-levied on wages through the personal income tax and
through employees' and employers' contributions to the Social Insurance Fund. En.
terprise profits are taxed at rates of between 20 and 30 percent. Reduced rates
apply for agricultural enterprises small-scale enterprises, and reinvested profits.
Joint ventures with foreign capital are exempt from the profits tax for up to three
years. Profit taxes ofjoint ventures are determined by the amount of foreign invest.
ment in the authorized capital and the type of activity (industrial or commercial).
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 repatriated without additional tax.

Regulatory Policies: There are no performance requirements imposed by law as
a condition for foreign investment. However, in tendering bids for purchasing
privatized companies or forming joint ventures with state companies, foreign compa-
nies are often required to offer employment guarantees or technology. Lithuanian
law gives foreign investors the right to lease land for 99 years, but bars foreigners
from owning land.
4. Debt Management Policies

Lithuania has acknowledged only that portion of the Soviet debt incurred by Lith-
uanian entities for use in Lithuania. Negotiations on this matter are in progress.
Lithuania has received balance of payments support from the European Union and
the 0-24 countries. The IMF hasprovided a stand-by arrangement and a systematic
transformation facility. The World Bank and the Euroan Bank for Reconstruction
and Development have contributed infrastructure and import rehabilitation loans.
5. Significant Barriers to U.S. Exports

There are no direct barriers to U.S. exports. However, US. exports are adversely
affected by the absence of an established infrastructure for trade, such as in tele-
communications and banking facilities. US. exporters are also hampered by the lack
of import financing and other credit facilities. Customs procedures at border cross-
ings are time-consuming and burdensome owin1; to the lack of trained personnel and
inconsistent application of customs regulations.

The May 1991 law on prohibited and limited spheres for foreign investment deter.
mines the areas of economic activity where foreign investment is prohibited or lim-
ited. Foreign investment is prohibited in areas of defense and security. Foreign in.
vestment is also prohibited in state enterprises holding a monopoly In the Lithua-
nian market. These are defined as ente rises producingmore than 50 percent of
their goods in the Lithuanian market. Enterprises which exploit existing commu-
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nications, electricity delivery, gas, oil and water supply, heating and sewage systems
are also considered to be monopolistic.
6. Export Subsidies Policies

The government exercises controls on exports of certain scarce commodities. There
are no export subsidies.
7. Protection of Intellectual Property

Upon regaininj its independence, Lithuania declined to assume formally any
binding legal obligations undertaken by the former Soviet Union. In the area of in-
tellectual property, Lithuanian policy has been to observe international standards
and to consider subscribing to international conventions beyond those accepted by
the independent Lithuanian governments before World War Two. In 1990 Lithuania
Joined the World Intellectual Property Organization (WIPO) and it plans to sign the
Paris Convention for the Protect on of Industrial Property. In April 1994 Lithuania
signed an agreement with the U.S. for the protection of intellectual property. The
Lithuanian parliament is considering laws for copyright enforcement, including
amendments to the criminal and civil codes.
8. Worker Rights

a. The Right of Association.-The 1991 Law on Trade Unions and the Constitution
recognize the right of workers and employees to form and Join trade unions and,
with certain limitations, to strike. There are no restrictions on unions affiliating
with international trade unions.

b. The Right to Organize and Bargain Collectiuely.-The Lithuanian Collective
Agreements-Law confirms the right to organize and bargain collectively. Lithuanian

trade unions engage in direct collective bargaining at the workplace as wage deci-
sions are increasingly being made at the enterprise level. The government issues
periodic decrees that serve as guidelines for state enterprise management in setting
wage scales.

c. Prohibition of Forced or Compulsory Labor.-The constitution prohibits forced
labor and this prohibition is observed in practice.

d. Minimum Age of Employment for Children.-The minimum age for employment
of children is 16. Twelve years of schooling are 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 workplace. How-
ever, worker complaints indicate that these standards are sometimes ignored. The
minimum wage is adjusted periodically by the parliament, but enforcement of the
minimum wage is almost nonexistent.

f. Rights in Sectors with U.S. Investments.-There is only a minimal level of U.S.
investment in any one sector. Worker rights are applied uniformly throughout the
economy and there are no known exceptions.

FORMER YUGOSLAV REPUBLIC OF MACEDONIA
(FYROM)

War in nearby Bosnia has severely hurt the FYROM economy and complicated ef-
forts at economic reform. The FYROM has suffered a breakdown of trade and cap-
ital flows, and lacks the resources to shore up a weakened, inadequate infrastruc-
ture, let alone to finance new east-west links that will be needed for long-term de-
velopment. The Greek embargo, imposed in.February 1994, compounded the coun-
trys economic woes by cutting access to the region's main port of Thessaloniki.
Theremhas been limited success in efforts to reroute trade along existing east-west
routes; nevertheless, significant bottlenecks remain at the border crossings with
Bulgaria. The Greek em argo, in particular, has hurt industrial competitiveness by
raising input costs, as overcrowded alternate transport routes are far more costly
than shipping through Thessaloniki.

Despite a. arsh economic climate, the FYROM government put into place a mod-
est economic stabilization progam in the spring of 1992. This program-has received
much praise from IMF officials. Inflation recently dropped to 2 percent per month.
The average monthly salary was $126 by the end of 1993:-less than the cost of food
for the average family, but still considerably more than the average monthly salary
in Serbia.

The U.S. contributed $5 million to a multilateral effort to clear the FYROM's ar-
rears with the World Bank in early 1994, which in turn unlocked the country's first
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Economic Recovery Laan from the Bank. Th June 1994 World Bank Consultative
Group meeting on p ally sueeded in filling the preqected 1994-1995 balanm
of Paymentsgapaof $o10 million. Progress on this count-is needed to enable the IMF
ana 1HRD to move ahead withtheir plannedprograms in 1995.

MOLDOVA

Key Economic Indicators
[Millims of U.S. dolla unless other indicated)

199 1993 19941

Income, Production and Employmen"
Real GDP (991 prices) ....................................... 3,940 6,000 N/A
Real GDP Growth (pct.) ....................................... -27 -14 -3
GDP (at current prices) ....................................... 53,750 583,610 2,138
Gross Output by Sector.

Agriculture ........................................................ 25,900 269,530 N/A
Energy/Water .................................................... N/A N/A N/A
Manufacturing .................................................. 57,570 772,630 N/A
Construction ..................................................... 6,950 63,170 N/A
Rents ..................................6 N/A N/A N/A
Financial Services ............................................ N/A N/A N/A
Other Services .................................................. 144 1,540 N/A
Government/Health/Education ........................ N/A N/A N/A

Net Exports of Goods & Services ........................ N/A N/A N/A
Real Per Capita GDP ........................................... N/A N/A N/A
Labor Force (000s) ............................................... 2,460 2,448 2,479
Unemployment Rate (pct.) .................................. 16.7 15.5 30

Money and Prices:
Money Supply ....................................................... 87,155 376,303 160,650
Base Interest Rate ............................................... N/A 12 225
Personal Saving Rate .......................................... N/A N/A N/A
Retail Inflation (pct.) ........................................... 1,600 2,000 100
Wholesale Inflation ............................................0N/A N/A N/A
Consumer Price Index ......................................... N/A N/A 3256
Exchange Rate (USD/MDL) ................................ 401 364 4403.96

Balance of Payments and Trade:
Total Exports (FOB) ............................................ 18.06 360 600

Exports to U.S. . . ............. 0 0 2.4
Total Imports (CIF)M.........................................*25.81 513 759

Imports from U.S. .. ...................... . 2 31 26.4
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 38 29
Debt Service ......................................................... N/A N/A N/A
Gold and Foreign Exch. Reserves ....................... N/A 76 68
Trade Balance ...................................................... -37 - 162 -255

Trade Balance with U.S. 5 ............ . .. . .. .. . . . . .. . .. . .  -2 -31 -24
N/A-Not available.
'1994 Figures are estimated based on available eight-month data.
21994 Interest rate Is estimated based on five-month data.
SConsumer price index is reported in Mondovan lei (MDL).
41994 Exchange rate Is estimated based on availableeleven-month data.
5 1994 figures are estimates based an Januasy-October data.

1. General Policy Framewrk
Moldova is a small landlocked country located in the extreme southwest region

of the former Soviet Union (FSU). The economic life of Moldova was highly inte-
grated with that of the FSU, and disintegration of the FSU seriously affected
Moldova's economy. The alriculture and industrial sectors each account for about
42 percent of total economic output. Moldovan industry previously was organized to
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supply markets in the FSU, with production concentrated in consumer goods and
defense-related products.

In accordance with a presidential decree dated January 17, 1994, the National
Bank of Moldova.(NBM) was charged with regulating the money supply. The Na-
tional Bank of Moldova allocates about 80 percent its available credit through credit
auctions..The volume of credit offered is determined by a monetary-creditprogram.
Introduction of credit auctions has helped reduce inflation and the cost of financing.

The National Bank of Moldova has implemented faithfully the program agreed to
b the government and the International Monetary Fund (&V) to restrict growth
ofthe money supply. As a consequence, the stability of the lei has improved signifi-
cantly in the first half of 1994.
2. Exchange Rate Policy

Moldova no longer has a policy of multiple exchange rates. Since the introduction
of the national currency the National Banak of Moldova has moved to liberalize its
currency market. An interbank foreign stock exchange was established in August
1993. Auctions are held three times a week for U.S. dollars, Russian rubles, Roma-
nian lel, and German marks.
3. Structural Policies

Moldova officially liberalized prices of most consumer goods in January 1992,
though some products continue-fo remain subject to controls. Imported goods were
exempted from regulation at the wholesale level, but can be subject to controls at
the retail level.

Tax rates in Moldova are as follows: income tax for enterprises-30 percent; value-
added tax-20 percent; import tax, excise tax on wine and tobacco production, natu-
ral gas, and luxury items-from 10 to 80 percent; agricultural enterprises. Farmers
pay a land tax calculated on the basis of he total land area and its quality.

The government has developed much of the legal framework needed to support
a market economy. The Moldovan parliament has adopted laws covering private
ownership of property, foreign investments, bankruptcy, leasing, privatization of
state enterprises, as well as formation of joint-stock companies.
4. Debt Management Policies

Moldova is a member of several international financial organizations, including
the IMF, the International Bank for Reconstruction and Development (IBRD), and
the European Bank for Reconstruction and Development (EBRD).
5. Significant Barriers to U.S. Exports

Moldova has taken steps to simplify policies surrounding its trade regime. With
the exception of unprocessed leather, energy products, cereals and cereal products,
all export quotas were removed in June 1994. Export licensing was eliminated, ex-
cept for national security, medical and cultural products. Moldova has observer sta-
tus in the General Agreement on Tariffs and Trade (GATT).

In July 1994, the Moldovan government began requiring certification of Imports
by the Moldovan Department for Standards, Metrology and Technical Oversight or
by the Geneva SGS international Association. The stated purpose of the certificate
is to ensure the high alit of imported goods. Goods and services determined by
the government toe harmful for customers may not be advertised. These include
tobacco and tobacco products; hard alcohol; narcotic drugs; preservatives and food
additives; and non-traditional curative methods that are not approved by the
Moldovan Ministry of Health. The Department of Standards Metrology and Tech-
nical Oversight is in charge of establishing and accrediting b odies that certify im-
ported products.

Barriers to foreign trade and investments in Moldova include an underdeveloped
banking, insurance, legal, and travel services.

Other investment barriers are as follows:
-Prohibition of land ownership: Existing law prohibits the sale of land to foreign-

ers. However, the government is examining land legislation with the view of
permitting such sales.

-Targeting of favored industries for development: In an October 1993 decree the
government stated it would give preference to investment in the following in-
dustries: radid-and-electronics; chemical and pharmaceutical industry; food

osing industry; telecommunications; railway equipment; packing industry;
Ciotechnogy; detergent and soap manufacturing industry; and goo for chil-
dren.

-Limitations on foreign equity participation: Although the government has taken
steps to liberalize the economy, only.Moldovan citizens can participate in privat-
ization of enterprises sold for patrimonial bonds at the auctions. However,
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Moldovan citizens can sell their shares to foreign businessmen. The government
plans to give greater opportunities for foreign investment. Once ratified, the
U.S.-Moldova bilateral investment treaty will provide substantial assurances to
U.S. investments.

6. Protection of U.S. Intellectual Property
Laws protecting intellectual property (IP) and their enforcement are poor, result-

ing in widespread piracy. There is serious infringement of software, cable television
audio and video cassettes and books. The Department on Intellectual and Industrial
Property Protection has drafted IP legislation which the parliament plans to review
soon.
7. Worker Rights

The 1990 Soviet law on trade unions, which was endorsed by Moldova's then Su-
preme Soviet and is still in effect, provides for independent trade unions. Moldovanlaws passed in 1989 and 1991, gave citizens the right to form social organizations,
and provided a legal basis for the formation of independent unions. The new con-
stitution, adopted in 1994, declares that any employee may form or join a union.
HoWever, there have been no apparent attempts to establish alternate trade union
structures independent of the existing organizations that were part of the Soviet
trade union system. Nongovernment workers (except those in essential services)
have the right to strike, but there were no strikes in 1994. Moldovan law, which
is still basel on former Soviet legislation, provides for collective bargaining. Wages
are set through a tripartite negotiation process involving government management
and unions.

Forced labor is prohibited by Article 44 of the new constitution. No cases of forced
labor have been reported.

The minimum age for employment under unrestricted conditions is 18. Employ-
ment of those agd 16-18 is permitted under special conditions, including shorter
work days no mpht shifts, etc. Moldovan industry does not employ child labor, al-
though children living on farms do sometimes assist in agricultural production.

The average wage is 100 lei (about $25 in December 1994) per month. The new
constitution sets the maximum workweek at 40 hours, and the labor code provides
for at least one day off a week. The state is required to set and check safety stand-
ards in the workplace. Workers have the right to refuse to work but may continue
to draw salaries if working conditions represent a serious threat to their health. The
declining economic situation, however, has led to a decline in safety standards.

THE NETHERLANDS

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

1992 1993 1994

Income, Production and Employment:
Real GDP (1990 prices)2 ... . . . . . . . . . . . . . . ......
Real GDP Growth Rate (pct.)...................
GDP (current prices)2 .. . . . . . . . . . . . . . . . . ......
By Sector.-

Agriculture .......................................................
Energy/W ater ...................................................
M anufacturing ..................................................
Construction .....................................................
Rents........................................................
Financial Services..........................
Other Services ......................................
Government/Health/Education ...................

Net Exports of Goods & Services.................
Real Per Capita GDP (USD)....................
Labor Force (000s) .........................................
Unemployment Rate (pct.) .............................

Money and Prices (annual percentage growth):
Money Supply (M2).......................

287,371
1.4

302,806
3/

10,753
4,839

110,054
16,183
26,389
13,871
82,742
29,731
13,521
18,995
6,158

6.7

288,520
0.4

308,779

10,054
5,000

107,204
16,667
28,655
14,677
87,796
30,645
15,467
18,900
6,233

7.7

294,290
2.0

320,564

10,215
5,107

109,677
17,204
30,295
15,054
89,785
31,183
16,667
19,153
6,306

8.8

8.5 6.06.6
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Key Economic Indicators-Continued
[Millions of U.. dollar wunle.. otherwise noted]

1992t 1993 1994

Base Interest Rate4 ............................................. 8.7 8.1 6.4
Personal Savings Rate ......................................... 9.1 8.7 9.0
Retail Inflation ........................................ 2.0 1.3 1.1
Wholesale Inflation .............................................. -1.2 -1.9 0.0
Consumer Price Index ......................................... 106.4 109.2 112.2
Exchange Rate (guilderv/USD)

Official ............................................................... 1.76 1.86 1.85
Balance of Payments and Trade:

Total Exports (FOB).....................128,736 126,290 133,790
Exports to US...........5,287 5,451 6,000

Total Imports (CIF). .................... 122,269 117,500 124,516
Imports from U,0 ......S......................................." 13,746 12,839 14,000

Aid from U.S......................... .............. 0 0 0
Aid from Other Countries ................................... 0 0 0
External Public Debt ........................................... 0 0 0
Debt Service Payments (paid) ............................. 14,689 15,791 18,509
Gold and Foreign Exch. Reserves (end of pe-

riod) ................................................................... 35,086 40,449 40,806
Trade Balance'5 .................................................... 6,467 8,790 9,274

Trade Balance with U.S............................... -8,459 - 7,388 -.8"J00
I Estimates based on available monthly data In October 1994.
2ODP at market prices.
2GDP at factor costs.
'Figures a. actual, average annual Interest rate.' Merchandise trade.
:Ail of dollar figure have been converted to the exchange rate of $1 - 1A5 guilders for 1993.
Sources Central Bureau ofS tatistics (CBS), Netherlands Central Bank (NB). Central Planning Bureau

(CPB)

1. General Policy Framework
The Netherlands is a prosperous and open economy, and depends heavily on for-

eign trade. It is noted for: stable industrial relations fostered through consultations
among employers, unions, and government; a large current account surplus from
trade and overseas investments* natural gas exports making Holland a net exporterof a popular fuel; a geographic location as a European transportation hub wit theworld's largest port (Rotterdam), one of its top airports (Amsterdam-Schipol), and
an excellent road and rail system, making it a prime production and distribution
center for foreign firms seeking access to Europe.

Dutch trade and investment policy is among the most open in the world. The gov.
ernment has reduced its role in the economy since the 1980s, and privatization con-
tinues with little debate or opposition. Nevertheless, the state dominates the energy
sector and plays a large role in transport, chemicals, aviation, telecommunications,
and steel.

Elections in May 1994 produced a new, three-party left-right coalition govern-
ment. The government inherits an economy that moved out of shallow recession in
1993 (GDP grew 0.4 percent) and that has begun sustained, export-led growth.
Growth is expected to be at least percent in 1994, and near 2.8 percent In 1995.
The consensus forecast I.sfor annual average growth of 2.2 percent over the next
four years (although the Finance Minister has warned of a possible downturn in the
international business cycle after 1996). Inflation is low and falling; 1994 CPI infla-
tion is expected to be 2.8 percent, slowing to 2.7 percent in 1995. Nonetheless, the
government must grapple with a number of structural economic problems if the
Dutch economy is to fully live up to its potential.

A key government goid is to stimulate the creation of 350,000 new jobs over the
next four years. A cut in the "collective burden" of taxes and social security con.
tributions is seen as key to boosting employment and improving competitiveness,
but Dutch industry is not convinced the government is doing enough on this score.
The government also plans to continue (and perhaps speed up) the process of de-
regulation and antitrust reform begun under the previousgovernment.

With much "fat" in spending already pared away, budget cuts are getting into
areas which were regarded as-untouchable: development aid, social security, de-
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lense, education. The 1995 budget cut spending by 4.6 billion guilders ($2.5 billion).
Total planned cuts are 18.2 billion guilders ($*0 billion) by the end of 1998. A com-
bination of budget austerity and economic growth will reduce the budget deficit from
the current 3.75 percent of GDP to 3.3 percent of GDP in 1995. Public debt will rise
from 79.4 percent of GDP at the end of 1994 to 79.9 percent in 1995.

The deficit is largely funded by government bonds. Since January 1 1994, financ-
ing has also been covered by issuing Dutch Treasury Certificates (&QC). DTCs re-
place a standing credit facility for short-term deficit financing with the central bank
which, under the Maastricht Treaty, was abolished in 1994.
2. Exchange Rate Policies

Since the European Monetary System (EMS) was introduced in 1979, the Nether-
lands Central Bank (NB) has maintained a stable exchange rate between the guild-
er and the German mark using interest rate policy. The guilder is one of the strong-
est currencies in Europe. When the EMS fluctuation bands widened to 15 percent-
age points in August 1993, the Dutch and Germans agreed to keep the guilder in
the original 2.25 point fluctuation band. Because Germany is the Netherlands' main
trading partner, the link with the mark is expected to stay intact. A strong guilder
should-encourage Dutch imports from the United States and reduce exchange rate
riu;!-s to US. investors in the Netherlands. There are no multiple exchange rate
mechanisms.

The NB exerts control over money market rates by adjusting short-term rates and
by varying the terms of banks' access to NB financing. The NB's open market poli
gives the bank a tool to signal the market the way it wants it to develop. For this
purpose the NB uses a three billion guilder portfolio of Treasury issues from which
it buys or sells.

There are no exchange controls, although Netherlands residents must obtain an
exchange license for certain large international financial transactions.
3. Structural Policies

Limited, targeted investment incentives have been a well-publicized tool of Dutch
economic policy to facilitate economic restructuring, and to promote energy con-
servation, regional development, environmental protection, research and develop-
ment, and other national goals. Subsidies and incentives are available to foreign and
domestic firms alike and are spelled out in detailed regulations. Subsidies geared
to the previous objectives are in the form of tax credits which are usually disbursed
through corporate tax rebates, or direct cash payments in the event of no tax liabil-
ity.

The Investment Premium Regulation (IPR), the only major strictly investment in-
centive currently available, ainms to encourage investment in areas with high unem-
ployment with subsidies for new investments (industrial buildings and fixed assets).
The IPR applies to investments of which at least 25 percent is the investor's own
capital. Grants range from 10 to 20 percent of the investment in buildings and
equipment, and sometimes land. A 20 percent grant is available for new branch and
restructuring projects, and 15 percent for expansion projects. Local subsidies are
also available from regional development companies.

To combat relatively low spending on research and development by Dutch firms,
the government set up "Senter," an independent agency to encourage and financially
assist firms in innovative research and development projects in targeted fields.
Senter's programs are open to firms without regard to nationality of ownership that
have Dutch-based research and development operations. There are few restrictions
on size and other elements of participating firms, and selection for funding is com-
petitive.

Senter emphasizes technology transfer, and many programs are geared to linking
firms from diverse sectors. Senter has a 700 million guilder (over $376 million) an-
nual budget. A similar agency, 'Novem," has a 300 million guilder ($161 million)
budget for energy and environment-related programs.

In another effort to attract investment, in 1993 the government established an of-
fice to give binding tax rulings to foreign companies in advance of investment. While
normal taxes are not relaxed,compames can clarify, often favorably, tax situations
that may be open to interpretation.

In November 1993 the previous government set up a 900 million guilder (about
$484 million) industrial fund to finance restructuring projects by medium and large
Dutch enterprises. The money came from the government, commercial banks, insur-
ance companies, pension funds, and the National Investment Bank. Financing for
new projects is available up to a ceiling of 50 million guilders per project. The fund
was intended to improve the structure and competitiveness of the economy, but has
so far been used by just one company.
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4. Debt Management Policies
With a current account surplus of three percent of GDP in 1993 and no external

debt (all public debt is denominated in guilders), the Netherlands is a major cre'.I )r
nation. Nonetheless, since the early eighties, the gross public debt of the public ec-
tor (EMU criterion) has grown sharply, to 79.4 percent of GDP in 1994. If current
policiesare followed, most observers predict little decrease in the debt as a percent-
age of GDP in the next four years. Debt servicing and rollover have risen to nearly
ten percent of GDP. All of the government's financing needs (budget deficit and debt
servicing) are covered on the Dutch domestic capital market. There are no difflcul-
ties in tapping the domestic capital market for loans. Government bond issues are
usually over-subscribed, and public financing requirements have recently been met
long before the end of each fiscal year. Since the late eighties, the Dutch have sig-
nificantly improved their fiscal balance. The Netherlands is a participant in and
strong supporter of the IMF, IBRD, and other international financial institutions.
5. Sign•fi•ant Barriers to U.S. Exports

The Dutch economy is an open one. Dutch merchandise and services exports rep-
resent more than 50 percent of GDP, making the Dutch economy one of the most
internationally-oriented in the world. The Netherlands is the ninth largest US. ex.
port market, as well as being a country with which the United States has one of
its largest bilateral trade surpluses: $7.4 billion in 1993. Total US. exports to the
Netherlands in 1993 were down seven percent over 1992. However, a nine percent
increase is forecast for 1994. In 1993, imports from the US. accounted for nearly
11 percent of total Dutch imports. The Netherlands is among the top three direct
investors in the United States, along with the United Kingdom and Japan; Dutch
accumulated investment in the United States in 1993 grew to 68.5 billion dollars.
The US. is the largest investor in the Netherlands: U.S. direct investment fell
slightly, to about 19.9 billion dollars in 1993.

Most trade barriers that do exist result from common EU policies. The following
are areas of potential concern for U.S. exporters to the Netherlands:

Agricultural Trade Barriers: Agricultural trade bariers are generally driven by the
Comaon Agricultural Policy (CAP), and common external tariffs that serve to se-
verely limit imports of U.S. agricultural products..Bilateral import barriers are con-
fimed to the restrictive acceptable limits of Aflatoxin in peanut "imports. These limits
are independent of EU directives and at times, serve to restrict U.S. peanut imports.

Offsets for Defense Sector Contracts: The defense ministry requires all foreign
contractors to provide at least 100 percent offset/compensation for defense procure-
ments over five million Dutch guilders (about $2.7 million). The seller must arrange
for the purchase of Dutch go or permit the Netherlands to domestically produce
components or sub-systems of the weapons systems it is buying.

Broadcasting and Media Legislation: .iberalizing amendments to the Dutch
Media Act admitting local and foreign commercial broadcasters into the Dutch cable
network took effect in 1992. Dutch compliance with the EU Broadcasting Directive
and its 50-percent-EU-content-where-practicable requirement is not primarily a bi-
lateral issue, but one between the United States and the EU. US. television pro-
grams are popular and readily available in the Netherlands.

Cartels: Although the export sector of the Dutch economy is open and free of com-
petition restraints, cartels exist in the domestic sector of the economy. Cartels have
been legal in the Netherlands if accepted for registration by the government. Cartel
arrangements include restrictions against market entry, restrictions on sales terri-
tories, and sales quotas. Cartels are not necessarily limited to Dutch companies. In
order to comply with EU requirements to curtail cartels, the government in 1993
and 1994 introduced legislation to break up the cartel system_. The new government
is expected to proceed quickly with the anticartel bill. For the time being, cartels
are a potential threat to foreign firms seeking to do business in the Netherlands.
However, the U.S. Embassy knows of only two complaints by U.S..firms of having
been disadvantaged by cartels in the Netherlands, and these did not involve exports.

Public Procurement: Central government procurement is generally open and
transparent and complies with the EU procurement directive and the GATT govern-
ment procurement code. However, independent studies show that transparency and
enforcement in this area can be deficient, especially at the local authority level, and
with offset or local content requirements.

In this regard, the EU utilities directive may have a positive effect. It requires
more public notification and ending the virtual monopoly of two Dutch companies
in public utility construction for local authorities. However, the U.S. Embassy has
received no complaints from U.S. firms since 1992. Because U.S. firms operate pri-
marily in the export-oriented sector of the economy and at the central government
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level of procurement, they appear to have experienced little discrimination In public
procurement sector since 1992.
6. Export Subsidies Policies

The EU is a signatory to the GATE subsidies code, making the Netherlands sub.
ject to the provisions of this code.

Under the Export Matching Facility, the Dutch government provides interest sub-
sidies for Dutch export contracts competing with government-subsidized export
transactions In third countries. These subsidies under the "matching fund" seek to
bridge the interest cost gap between a Dutch and foreign export contract which has
benefited from foreign interest subsidies. Under the Dutch scheme, the government
provides up to 10 million guilders (about $5.4 million) of interest subsidies per ex-
port contract up to a maximum of 36 percent per export transaction. To qualify, the
export transaction must have a Dutch content of atleast 60 percent. For defense,
aircraft, and construction transactions, the minimum Dutch content is one-third of
the export portion of a contract.

The Dutch have a local content requirement of 70 percent for exporters seeking
to insure their export transactions through the Netherlands Export Insurance Com-
pany (NCM).

hi 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. With the purchase of a majority interest
In Fokkerby Deutsche Aerospace (DASA), it is expected that the Dutch government
(which had owned 31.8 percent of the company) wi reducesupport of Fokker.

There are some subsidies for shipping. Under strict conditions, Dutch shipowners
ordering new vessels or buying existing vessels not older than five years may be eli-
gible for a premium of 10 percent of the contract price distributed over five years.
Subsidies for shipbuilding have been mrdually reduced since 1980. The present
guideline Is the seventh EU directive which allows a maximum aid level of nine per-
cent for shipbuilding after consideration of tax allowances. In conformity with the
OECD understanding, the government grants interest rate subsidies (maximum two
percent) tc 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 "match-
ink" 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 antipiracy 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 applica-
tion is made through a Dutch patent lawyer within one year of the original filing
date. Patents are vaid 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 obtainingI patent protection in the member states. In-
fringement proceedings remain within the jurisdiction of the national courts. The
enforcement of antipiracy laws remains a concern to U.S. producers of software,
audio and video tapes, and textbooks. The Dutch government has recognized the
problems in protecting intellectual property. Legislation was enacted in early 1994
to explicitly include computer software as intellectual property under the copyright
statutes.
8. Worker Rights

a. The Right ofAssociation.-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 andparticipate in political
life. They also maintain relations with recognized international bodies and formh, do-
me~stic federations. The Dutch unions are active in promoting workers' rights inter-
nationally. All union members, except most civil servants, hiave the legal right to
strike. Even Dutch militia personnel are free to join unions. Measures are pending
which would grant the right to strike to civil servants not involved i *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
again 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 tradeunions. 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 7W percent
of Dutch worker.

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.--Clhild labor laws exist and are en.
forced. The minimum ag for emloyment of young people Is 16. Even at that age,
youths may work full time only if they have completed the mandatory 10 years of
schooling and only after obtaining a work permit (except for newspaper delivery).
Those still in school at age 16 may not work more than eight hours per week. Laws
prohibit youths under the age of 18 from working at night, overtime, or in areas
which could be dangerous to their physical or mental development. In order to pro-
mote the employment of young people, 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 semi-annual cost of living adjustments.

f. Rights in Sectors with U.S. Investment.--The worker rights described above
hold equally for sectors in which US. capital is invested.

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

[Millions of U.S. dollars]

Category Amount

Petroleum ................................................................................. 1,055
Total M anufacturing ............................................................... 7,775

Food & Kindred Products ........................... 955
Chemicals and Allied Products .......................................... 3,406
Metals, Primary & Fabricated....................... 494
Machinery, except Electrical .............................................. 991
Electric & Electronic Equipment ....................................... 468
Transportation Equipment ................................................. 80
Other Manufacturing .......................................................... 1,382

W holesale Trade ...................................................................... 3,090
Banking .................................................................................... 131
Finance/Insurance/Real Estate .............................................. 5,199
Services .................................................................................... 1,845
Other Industries ...................................................................... 791
TOTAL ALL INDUSTRIES .................................................... 19,887

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

NORWAY

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

1992 1993 1994'

Income, Production and Employn(ent:
Real GDP (1991 prices) ...................................... 109,542 112,074 117,229
Real GDP Growth (pct.) ....................................... 3.4 2.3 4.6
GDP (at current prices) ....................................... 113,197 103,478 109,300
By Sector. (1991 prices)2

Agriculture/Forestry/Fishing ........................... 3,066 3,113 3,439
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Key Economic Indicators-Continued
[Millionsr of'U,, dollars unless otherwise noted)

1992 1993 1994'

EnergyShppping ............................................... 25,069 25,948 27,994
Manufacturingnining ..................................... 14,815 15,057 15,358
Construction ................................ 3,812 3,695 3,880
Dwellings ..................................... 5,243 5,295 5,417
Financial Services ............................................ 4,216 4,233 4,403
Other Services ............................ 835,430 36,185 37,484
Government/Health/Educatlono........................ 17,890 18,383 19,141

Net Exports of Goods and Services .................... 8,233 7,024 6,629
Real Per Capita GDP ($, 1991 base) .................. 25,535 25,961 26,986
Labor Force (000s) ............................................... 2,130 2,131 2,145
Unemployment Rate (pet.) .................................. 5.9 6.0 5.5

Money and Prices:
Money Supply (M2) (pct. ch.) .............................. 7.3 0.5 5.0
Base Interest Rate /3 (pct.)....................... 12.6 6.8 7.0
Personal Savings Rate (pct.) ............................... 5.2 5.3 4.3
Producer Prices (pct. ch.) ..................................... -0.4 - 1.0 1.6
Prices (pct. ch.) ..................................................... 2.3 2.3 1.3
Exchange Rate (NOK/IUSD) .................. 6.21 7.09 7.00

Balance of Payments and Trade:
Total Exports (FOB) ............................................ 35,376 32,136 33,971

Exports to U.S.'4 .............................................. 1,782 1,901 2,243
Total Imports (CIF) ............ .......... 26,793 24,930 27,800

Imports from US. ..................... 2,225 1,889 2,286
Aid from U.S................0 0 0
Aid from Other Countries ................................... 0 0 0
External Public Debt ........................................... 8,552 9,789 12,335
Debt Service Payments (paid) 5 ........... . .. . .. . . . . .. . .. .  454 448 437
Gold and Foreign Exch. Reserves ....................... 13,606 21,813 20,000
Trade Balance ...................................................... 8,583 7,206 6,171

Balance with US.4 ................................ -443 12 -43
11994 Figures are all estimates huaed on monthly data in October 1994.
2Only available at constant 1991 prices.
aCewal Bank overnight lending rate not annual pct. growth.
4Norwegian forign trade statistics. Exports exclude ,Norwegian oil shipped to the U.S. from U.K termi-

nals.
$Principal payments.

1. General Policy Framework
Oil, gas, and hydroelectric energy dominate Norway's resource base, with no

major changes expected in the neiL two decades. On the Norwegian continental
shelf, 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-intensive industries such as metals and fertilizers.

Norway has less than & million inhabitants. A highly centralized collective bar-
paining process and a restrictive immigration policy limit its flexibility in increasing
industrial competitiveness.

The petroleum sector and associated service industries will likely remain the en-
gine of economic growth for the next several decades.

Energy-intensive manufacturing industries will also remain prominent. Several
inefficient sectors, including agriculture, survive largely through generous subsidies
and protection from international competition. These will likely experience a painful
period of adjustment in the years ahead as the government adapts to provisions of
the Uruguay Round trade ag ment and to the emerging EU single market.

Norway and the other A countries have concluded a free trade agreement
with the EU-the European Economic Area (EEA) Accord-which came into effect on
January 1, 1994. Norway concluded an EU accession accord on March 16, 1994, but
in a referendum held on November 28, Norway rejected EU membership.

State intervention in the economy is significant. The two dominant industrial
groups-Statoll and Norsk Hydru--are state controlled, and the state retains major-
ity stakes in Norway's top three commercial banks. Moreover, restrictions remain
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on foreign ownership of Norwegian industry, including financial institutions. How-
ever, the EEA accord requires Norway to put in place new foreign investment legis-
lation granting national treatment to EEA member states by January 1, 1995 at the
latest.-folicies vis-a-vis countries outside the EEA will likely continue to be gov-
erned by reciprocity and by bilateral or multilateral agreement.

On budgetary matters, the government's dependence on petroleum revenue has
increased usbstantially over the past decade. On the budgets expenditure side, the
most significant development has been a rise in subsidies and social programs, fi.
nanced by petroleum revenues. In 1986 budgetary pressures increased because of
slump oil prices, and the subsequent recession prompted stimulatore fiscal policy.
Despiteeirebound in world oil prices the budget deficit increased significantly be-
tween 1986 and 1993. The budget deficit is expected to narrow through 1994 and
1995 because of the Impact of economic growth and spending restraint.

No general tax incentives exist to promote investment, although tax credits and
government grants are offered to encourage investment In northern Norway. Several
specialized state banks (e.g., the state agriculture and fisheries banks) provide sub-
sidized loans to Industry. Accelerated depreciation allowances and subsidized power
are also available to industry.

The Government of Norway controls the growth of the money supply through re-
serve requirements imposed on banks, open market operations, and variations in
the Central Bank overnight lending rate. Since the government strives to maintain
a stable exchange rate, its ability to use the money supply as an independent policy
instrument is weakened.
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 weakened over 10 percent vis-
a-via the U.S. dollar. Norway plans to return to a "fixed" exchange rate regime at
a future date et to be decided.

As noted, Norway strives to maintain a stable exchange rate. Norway is not a
member of the European Monetary System, but in 1990 the Norwegian krone (NOK)
was pegged to the European Currency Unit (ECU). Prior to this move,_the NOK was
pegged to a trade-weighted basket of currencies in which the weight of the U.S. dol-
lar accounted for 11 percent. The ECU peg broke the direct link between the NOK
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 U.S. Embassy in remit-ting 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, although some structural re-
forms have been implemented in the past five years. Quantitative restrictions on
credit flows 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. Further reform occurred when Norway
accepted the EU's banking directives as part of its membership in the EEA. The
Norwegian banking industry continues to struggle with bad loan portfolios and over-
stafting, although they have returned to profitability in 1994.

Over the past five years, limited income tax reform has lowered personal income
tax rates but broadened the tax base. Although modest progress has been made in
reducing subsidies to Norwegian industry, Norway's farm sector remains the most
heavily subsidized in the OECD. Norwegian subsidies and nontariff barriers (e.g.,
quotas; the Norwegian alcohol and grain monopolies) adversely affect US. farm ex-
ports.

Norway has taken some steps to deregulate the service sector. However, large
parts of the transportation and telecommunications markets remain subject to re-
strictive regulations, including statutory barriers to entry. Looking ahead, the GON
remains committed to an ambitious structural reform program which may gradually
improve U.S. market access, but progress will likely be slow for political reasons.

4. Debt Management Policies
Norway has embraced a cautious foreign debt policy to limit the state's exposure

in foreign markets. At the end of 1993, the government's gross external debt (foreign
liabilities) stood at about $10 billion, but its external debt will likely fall signifi.
cantly through 1994 and 1995 because of reduced government budget deficits. Nor-
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ways total net foreign debt (foreign liabilities less forei assets), which was $6.5
billion in June 1994, is expected to evaporate in the 1994-96 period because of con-
tinuing balance of payments surpluses and falling government budget deficits.

Since 1990, the governments 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 NOK, foreign capital inflows contrib-
uted to falling Norwegian 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, US. exporters experience few problems
doing business in Norway but some areas of tension exist. While Norway is in the
process of reforming its agricultural support regime, quantitative import restrictions
and producer subsidies adversely affect U.S. farm exports, as noted earlier. With
Norway's approval of the Uruguay Round trade agreement, these agricultural re-
strictions will be tarrifled and gradually reduced. Due to the substantial GON own-
ership of major Norwegian companies and the GON organization of business groups,
American companies that have a Norwegian subsidiary or agent/distributor are able
to operate in this market much more effectively.

The U.S. has in the past won two GAIT panel determinations showing that Nor-
way had acted in a manner inconsistent with its GATT obligations in the area of
public procurement when it discriminated against U.S. companies in the procure-
ment of electronic toll ring systems around Oslo and Trondheim. On November 27,
1992, Norway adopted new public procurement legislation which made rules more
transparent. Nonetheless, the directives governing the so-called excluded sectors
(e.g., energy; transportation and communication) raise competition issues. On July
1, 1994, Norway adopted new regulations for public procurement of services in order
to comply with the EEA accord. According to these regulations all services procure-
ments exceeding NOK 1.6 million (USD 235,000) are now subject to international
bidding and the granting of contracts is to be based on nondiscriminatory criteria.

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 GON purchases.

The Government of Norway is in the process of liberalizing its telecommunications
industry, although the country is already relatively open to purchasing U.S. tele-
communications equipment and services. GON control of this field, however, is still
maintained by majority Norwegian ownership as noted above.

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. U.S. financial firms can establish subsidiaries in Norway, but cannot estab-
lish branches.

Norway maintains reservations to the OECD Code of Liberalization of Capital
Movements with regard to inward direct investment. Foreign ownership in Nor-
wegian corporations remains restricted, and proposed acquisitions are reviewed on
a case-by-case basis. Norway can expect to gradually liberalize these regulations as
it brings its national laws into compliance with the EEA.
G. Export Subsidy Policies

As a general rule the Government of Norway does not subsidize exerts, although
some heavily subsidized products may be exported. Dairy products fafinto 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 Norwegian intellectual property (IPR) practices on US. trade is
negligible. Norway is a signatory of the main [PR accords, including the Bern and
Universal Copyright Conventions, the Paris Convention for the Protection of Indus-
trial Property, and the Patent Cooperation Treaty.

Norwegian officials believe that counterfeiting and piracy are the most important
aspects of intellectual propery rights protection. They complain of the unauthorized
reproduction of furniture and appliance designs and the sile of the resultant goods
in other countries, with no compensation to the Norwegian innovator.
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Product patents for pharmaceuticals became available In Norway in January
1992. Previously, only process patent protection was provided to pharmaceuticals.
8. Worker Rights

a. The Right of Asociation.-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 Hargain Collectively.-All workers including govern.
meant employees and[the military, have the right to organize and to bargain collec-
tively. Labor legislation and practice is uniform throughout Norway.

c. Prohibition of Forced or Compulsory Labor.-Forced labor is prohibited by law
and does not exist.

d. Minimum Age for Employment of Children.--Children are not permitted to
work full time before age 15. Minimum age rules are observed in practice.

e. Acceptable Conditions of Work.-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-1993

[Millions of U.S. dollars]

Category Amount

Petroleum ................................................................................. 3,136
Total Manufacturing .............................................................. 584

Food & Kindred Products .................................................. (k)
Chemicals and Allied Products ........................................... (1)
Metals, Primary & Fabricated ............................................ 2
Machinery, except Electrical .............................................. 10
Electric & Electronic Equipment ....................................... -2
Transportation Equipment ................................................. 0
Other Manufacturing .......................................................... 53

W holesale Trade ...................................................................... 200
Banking ................................ .......................................... .......... 85
Finance/Insurance/Real Estate .............................................. 141
Services .................................................................................... 29
Other Industries.................................... 179
TOTAL ALL INDUSTRIES .................................................... 4,353

18uppresed to avoid disclor•ng data of individual companies.
Soure: U.S. Department of Commerce, Bureau of Economic Analysis.

POLAND

Key Economic Indicators
[Millions of U.S. dollars]

1992 1993 1994

Income, Production and Employment:
Real GDP (1990 prices) ....................................... 56,305 58,474 61,105
Real GDP Growth (pct.) ........................ .. * 2.6 3.8 5.1
GDP (at current prices) ....................................... 84,323 85,759 88,559
GDP By Sector. (pct.)3

Agriculture ........................................................ 6.8 7.0 6.5
Energy/Water .................................................... N/A N/A N/A
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Key Economic Indicator*--Continued
(Minltons of U.& dollars]

1992 1993 1994

Manufacturing .................................................. 38.0 32.9 37.6
Construction.............. ............ 8 7.0 10
Rents................... . . . . N/A N/A
Financial Services ....................... N/A N/A N/A
Other Services .................................................. N/A N/A N/A
Government/Health/Education ........................ WN/A N/A N/A

Net Exports of Good & Services ....................... N/A N/A N/A
Real Per Capita GDP (1990 base) ...................... 1,468 1,620 1,585
Labor Force (000s) ............................................... 17,329 17,321 17,320
Unemployment Rate (pct.)lI ................................ 13.6 15.7/16.4 16.7

Money and Prices (annual percentage growth):
Money Supply (M2) .............................................. 56.5 37.0 34.0
BaseInterest Rate ............................................... 38 35 31
Personal Saving Rate .......................................... 22.4 20.7 N/A
Wholesale Inflation .............................................. 31.5 35.9 21.9
Consumer Price Index ......................................... 44.3 37.6 27.0
Exchange Rate (PZIAJSD)

Official ............................................................... 28.8 33.1 30.1
Parallel .............................................................. 27.2 31.8 28.8

Balance of Payments and Trade: (USD millions)
Total Exports (FOB) ............................................ 13,187 13,471 14,280

Exports to US .................................................. 374.4 410.7 650
Total Imports (CIF) .............................................. 15,913 15,761 16,126

Imports from US .............................................. 636.6 974.5 960
Aid from US ........................................................ 179 96 75
Aid from Other Countries ................................... 270 370 330
External Public Debt ........................................... 47,044 47,246 41,000
Debt Service Payments (paid) ............................. 2,393 2,509 2,000
Gold and Foreign Exch. Reserves (end of year/

USD billions) ................................................... 4.20 4.28 26.07
Trade Balance ...................................................... -2,726 - 2,290 -1,846

Trade Balance with U.S...................-262.2 -563.8 -310.0
N/A-Not available.
I Basis of calculation changed in Decembe 1993.5 End of August 1994.
SIn some cams the statistical systems and methods applied in Poland differ fom those used in U.&. The

GDP by sectors is presented In Polish statistical publicationstuafollows:

1992 1096 1994
Industry ............. 39.6 32.9 37.6

A ........... . . .Const.u.t..n. .............. 11.2 11.8 10.0
nsportation•ommun.cationA ........ M5 35 N/A
e .... . ... 15.0 15.0 N/A

1. General Policy Frameork
In 1994 the Polish economy continued its strong recovery from recession. Most of

the trends seen in recent years continued. Statistically, industrial output was the
fastest-growing sector of GDP, pulling along the rest of the economy (most econo-
mists believe growth of the services sector was also strong, but this is not ade.
quately measured by Polish economic statistics). Agriculture remained handicapped
by its structural problems and its output was depressed by drought for the second
time in three years. Inflation remained high but once again was-lower than in the
previous year. One important change was tlat the trade deficit was substantially
less than in the last two years, largely because of strong growth of exports, particu-
larly to the former Soviet Union.

After a year of government by the post-communist coalition which came to power
after the 1993 elections, the main outlines of economic policy remain unchanged.
Despite many pressures from its supporters for increased spending, the government
hasoheld the line on deficit spending. However, progress on privatization and other
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structural reforms has been slow and uncertain. A number of sectors highl attrac-
tive to foreign investors have so far been held off the market, including tele.
communications and the tobacco industry.

Monetary policy remains in the hands of the National Bank of Poland (NBP),
which continues to focus on control of monetary ag ega to maintain economic
stability and reduce inflation. The main challenge-the-NBP faced in 1994 was to
restrain money-supply growth caused by the rapid build-up of foreign exchange re-
serves.

Poland's main foreign economic policy goal remains membership in the European
Union. Together with Hungary, Poland/filed an application for membership in the
EU in April 1994. Poland's association agreement with the EU, signed in 1991, was
finally ratified by the EU and came into force in 1994, although this was largely
symbolic, since the trade provisions had been provisionally applied since 1992. Rela-
tions with the EU warmed considerably, but remained strained by the EU's reluc-
tance to speed integration of Poland or to open some of its most protected markets
to Polish products. The Polish government continued to seek an end to anti-dumping
actions by the EU, as well as finproved market access for Polish food products coal
steel, andtextiles. Poland's imposition of a variable levy on a number of agriculturaI
products has been hotly protested by the EU, although the levy seems to have had
minimal impact on trade. It is uncertain whether this is because, as the Polish Min-
istry of Agriculture claims, it covered very little trade, or because the mechanism
was designed in a way that made it highly vulnerable to fraud, or if the bulk of
covered imports were always for processing and re-export, and subject to drawback
of the levy.

Poland completed negotiation of a Uruguay Round tariff schedule and signed the
Marrakesh Ageement in April, 1994. However the United States and several other
trading partners used the related process of Poland's re-accession to the GAI'T to
continue negotiations seeking further concessions on a few items. The Polish govern-
ment has indicated it will not seek ratification of the Marrakesh Agreement until
GATT re-accession is completed, changing Poland's status from a non-market to
market economy and its schedule of concessions from quantitative import quotas to
a bound tariff schedule.

A major component of Poland's economic recovery has been the sale of goods to
non-residents visiting Poland. Estimates of this trade range as high as over $4 bil-
lion a year (about five percent of GDP). Because of the relatively low price of gaso-
line in Poland (about $1.75gallon, versus $3.50/gallon in Germany), there is essen-
tially no cost for Germans living up to 300 kilometers from Poland to come shopping
in Poland. For the last three years Germans have come to Poland by the mimoins
to buy food, clothing, and gasoline. In 1994, it became increasingly evident that Rus-
sians were also engaging in this trade, although they were often importing as well
as exporting, and while the Germans came looking for bargains, the Russians often
were looking for imported luxury goods, such as designer fashions and household
appliances. Receipts from this trade, recorded in the Polish balance of payments as
short-term capital flows, are the largest source of the increases in Poland's foreign
exchange reserves seen since mid-1993.
2. Exchange Rate Policies

The zloty has been internally convertible for all current transactions since Janu-
ary, 1990. This includes full repatriation of profits on foreign investments. Since Oc-
tober, 1991 the NBP has managed the exchange rate through a crawling peg mecha-
nism. This devalues the zloty by small daily increments (currently totalling 1.5 per-cent per month) to offset domestic inflation and keep Polish exports competitive. Ex-
porters have long felt that the rate of devaluation was too slow, although their pres-
sures for faster Revaluation have been weaker this year than in the preceding two
years. The exchange rate is set against a basket of reserve currencies, currently the
dollar (45 lercent•, the D-mark (35 percent), sterling (10 percent), and the French
and Swiss francs (five percent each). Zloty rates against individual currencies fluc-
tuate in accordance with changes in cross rates within the basket.

Capital transactions remain controlled. A license from the N'BP is required for
Poles to receive foreign credits, except for credits up to $1 million to be used to pur-
chase goods or services abroad.
3. Structural Policies

Prices: Most subsidies and controls on the prices of consumer goods have beeneliminated. Subsidies remain on a few items, including pesticides and fertilizers.
Prices for fel, public transportation, and rents for publicly owned housing (the bulk
of the housing stock) are set administratively. Housing rents are set welbbeluow the
cost of maintaining the buildings. There is an anti.monopoly office, responsible lot
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policing the competitive practices of Polish enterprises and keeping them from ex-
ploiting their monopoly positions on the domestic market.

Taxes: Although many administrative problems remain, Poland has been highlysuccesful introducing a modern tax system. The largest source of government
revenue is the value-added tax introduced in 1993, and the second-largest is the
personal income tax introduced in 1992. Customs duties remain a significant source
of revenue, contributing about nine percent.

Regulatory Policies: Any person or firm registered as a business may engage in
foreign trade. State-owned trading companies compete with private traders. Many
of the state trading companies have been privatized, and one, Elektrim, is Poland's
largest private company.

F'ew restrictions are placed on foreign trade, except on items in strategic areas.
Import licenses are required only for the import of radioactive materials, munitions
and military goods, internationally-controlled strategic items, fuel, cigarettes, and
liquor. Imports of some high-proof spirits, car over ten years old, and commercial
vehicles and farm machinery over three years old are banned.

Export licenses are required for products in the following areas:
-petroleum products: fuels for engines other than aircraft; fuel for self-ignition

engines; fuel oil;
-metals: non-ferrous scrap; lead, aluminum;
-soil products: nitrogenous fertilizers; peat and peat products; phosphatic fer-

tilizers; potassic fertilizers;
-plastics: polyethylene; polypropelene; copolymer ethylene; propylene;
-polyvinyl chloride;-synthetic rubber and synthetic fiber,--chipboards; wood cellulose; waste paper,
-presrved and half-tanned hides;
-munitions;
-internationally controlled strategic goods.
The export of live geese and goose eggs is banned. The law does not distinguish

between foreign and domestic investors for purposes of trade.
4. Debt Management Policies

In 1994 Poland concluded a debt-reduction deal with its London Club group of
commercial banks. This reduced its debt to foreign commercial banks from $14.4 bil-
lion to $8 billion, and stretched out repayment to 2024. Poland had previously re-
scheduled its debt to the Paris Club group of Western official creditors. In 1994 the
Paris Club executed the second (and last) tranche of its 50 percent reduction of Po-
land's official debt.
5. Significant Barriers to U.S. Exports

U.S. exports have been disadvantaged by Poland's association agreement with the
EU because of the tariff preferences given to the EU by the trade provisions of that
agreement. However, the damage was alleviated by a package of concessions imple-
mented by the Polish government in 1993. Additional relief is provided in Poland's
Uruguay Round tariff schedule and the tariff schedule still being negotiated for Po-
land's GATT re-accession.

Standards of testing, labelling, and certification in some cases have presented bar-
riers to U•S. exports. In some cases they are more rigid and specific than equivalent
regulations in Western countries. Existing regulations are being revised to reflect
Poland's new open trade regime and to conform to EU standards, but periodically
modifications are introduced which are quirky, hard to understand, and difficult to
comply with. Standards enforcement remains in need of improvement. The Ministry
of Health's Central Inspectorate of Sanitation (Sanepid) inspects and tests food and
cosmetic imports to ensure they meet health standards. Sanepid has been over-
v helmed by the increase in food imports since 1990, and much food enters the Pol-
ish market without inspection. U.S. firms have not encountered difficulties getting
approval to sell pharmaceuticals in Poland, providing the products have been ap-
proved for sale in Western countries.

Service Barriers: Foreign banks are permitted to establish subsidiaries in Poland,
either wholly-owned or in partnership with Polish investors. Out of a feeling that
there are already too many small banks in Poland, the NBP has sought to pressure
foreign banks to buy ailing Polish banks instead of opening new subsidiaries. While
the law provides for foreign banks opening branches in Poland, the NBP dislikesthe regulatory complications of this form of organization and is unlikely to license
branches in the near future.
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Foreign insurance firms are.able to enter' the Polish market. Foreign companies

are prominent in the travel and tourism industry, but entry is regulated by the Min-
istry of IndustW and Trade.

Investment Barriers: The present law on foreign investment aims at creating a
level playing field for foreign investors, and eliminated most of the investment-in.
centives previouslygranted. Requirements for incorporating foreign-owned firms are
now the same as for Polish-owned firms. Foreigners are limited to inventing via cor-
porations, not partnerships or sole proprietorships.

One hundred percent foreign ownership is permitted. No registration of an invest-
ment with the government is required, nor is any screening applied, except in the
following cases:

-Real Estate: Foreign acqisition of real estate byjpurchase or long-term lease
or foreign acquisition of 49 percent or more ;t a Polish enterprise owning real
estate, requires a permit from the Minister of the Interior. Foreigners may lease
forests and agricultural land for up to 99 years, but may not buy it outright.
Reports to parliament show that several thousand permits are applied for each
year. While a majority are issued, a substantial number are refused.

-Strategic Industries: A permit from the Minister of Privatization is required for
foreign investment in:
--operation of sea- or airports;
-real estate agency transactions;
-defense industries;
-wholesale trade in consumer goods;

A -performance of legal services.
Permit can only be denied when a proposed investment would threaten the eco-

nomic interests of the state or state security.
Present law provides only limited incentives for foreign investment. An investor

may apply to the Ministry of Finance for a tax holiday if his equity exceeds ECU
2 million and one of the following conditions is met:

-The company will operate in regions of high structural unemployment;
-The company will introduce new technologies;
-The company will export at least 20 percent of its output.
However, the Ministry of Finance takes the position that even if these conditions

are met, granting of a tax holiday is at its discretion.
In addition to the tax holidays provided in the foreign investment law, the Polish

government has used provisions of the customs law providing duty free entry for
parts and components of goods to be assembled in Poland as an incentive for foreign
investors. This has been especially significant in the automobile industry where the
government has sought partners for its many financially ailing car and truck fac-
tories. Beneficiaries oftariff rate quotas to import automobile, truck or bus parts
and components have included Fiat, Opel, VW-Skoda, Peugeot, and Volvo.

Poland is eligible for political risk investment insurance and credit guarantees
from OPIC, and for EXIM Bank export credits and guarantees.

Government Procurement Practices: Improvement of government procurement
practices is an important issue for the Polish government. It is preparing a new law
governing procurement. Large procurements are already usually done by some sort
of tender process, but in the absence of a law or regulations there are often ques-
tions about the procedures used. Poland has not signed the GATT Code on Govern-
ment Procurement because of inconsistencies in its-legislation. It may sign the code
after adoption of the new legislation.

Customs Procedures: The Polish Customs Service has been a leading victim of eco-
nomic reform. The rapid growth of imports over the last four years, as well as the
proliferation of traders, has strained Customs' capabilities. Customs' facilities and
personnel are overloaded by the volume of cargo they must process. The competence
of personnel is not high. Communications between headquarters and field offices is
poor, leading to inconsistent application of the rules. The greatest problems have oc-
curred at road crossings on the German border, where officials are overwhelmed by
the volume of traffic entering Poland, much of it in transit to the former Soviet
Union. Poland signed the GATT Customs Valuation Code in 1989. While it has
never been ratified, the substance has been incorporated into Polish customs law.
6. Export Subsidies Poliwies

Poland has signed the GATT Subsidies Code, but never ratified it. Present plans
are to ratify the new code embodied in the Uruguay Round. Poland has eliminated
its past practices of tax incentives for exporters, but it still offers some tax holidays
to foreign investors who plan to export. A new law on restructuring the sugar refin.
ing industry has the potential for creating export subsidies for sugar, financed out
of high domestic prices.
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7. Prection of U.S. IntellectualProperty
Intellectual property is an area of concern, particularly in copyright matters. How.

ever, the Polish government ha made msaor strides In improvingprotection. The
enactment of a new copyright law in February 1994 gave it a complete set of mod-
ern Intellectual property laws. Full adherence to the 1971 Paris Act of the Berne
Convention in Jul", 1994 was also an important step in guaranteeing protection to
foreign autors. There is still a question whether the new copyright law protects the
rights of fo•ign producers and performers of sound recordings. Ultimately, entry
in toforce of the Uruguay Round-TRIPS agreement will guarantee that protection,
but in the meantime there is a question, which the Polish government could remove
by reversing its position and signing the Geneva Convention on Phonograms.
8. Worker Rights

a. The Right of Association.-The Polish government has ratified Convention 87
of the International Labor Organization (LO). Laws concerning employment, trade
unions and collective bargaining were revised in early 1991. Currently, all workers,
Including the police and 1gontier guards, have the legal right to establish and join
trade unions of their own choosing, the right to join labor federations and confed.
erations, and the right to affiliate with international labor organizations. Independ-
ent labor leaders reported that these rights were largely observed in practice.

Regarding the right to strike, the Trade.Union Ac tof 1991 is less restrictive than
the 1982 version passed soon after imposition of martial law, but still prescribes a
lengthy process before a strike can be launched. When strictly observed, the law
provides several opportunities for employers to challenge a pending strike, including
the threat of legal action. An employer must start negotiations the moment a dis-
pute begins. In August 1994, the government announced that this process would be
shortened.

Under existing law, negotiations end with either an agreement or a protocol de-
scribing the differences between the parties. If negotiations fail, a mandatory medi-
ation process ensues; the mediator is appointed jointly by the disputing parties or,
absent agreement between them, the Ministry of Labor and Sociil Policy. If medi-
ation fails, the trade union may launch a warning strike for a period of up to 2
hours or seek arbitration of the dispute. Both employers and employees have fre-
quentlyquestioned the impartiality of the mediators.

A full-fledged strike may not be launched until 14 days after the dispute is an-
nounced (strikes are prohibited entirely in the Office of State Protection, in units
of the police, firefighters, military forces prison services and frontier guards). If the
strike is organized in accordance with the law workers retain their right to social
insurance benefits but not pay. If a strike is organized contrary to the provisions
of the law," workers may lose social benefits and organizers are liable for damages
and may lace civil charges and fines. Laws prohibiting retribution against strikers
are not consistently enforced; the fines imposed as punishment are so minimal that
employers can easily afford to pay them.

In September 1994, the government announced that legislation proposing impor-
tant changes in existing laws governing trade unions, employers and the resolution
of labor disputes woulcd-be sent to the Sejm before the end of the year. Senior offi-
cials proposed re-defining a 'legal" strike to prohibit "occupation," hunger and "polit-
ical" strikes as well as raising the threshold necessary for a successful strike vote
to a minimum of 50 percent of all enterprise workers. The government also an-
nounced its intention to raise the number of workers necessary to form a trade
union.

These and other proposals grew out of the government's "strategy for Poland,* an-
nounced in June, 1994, which included a comprehensive attempt to adapt the many
existing, and outdated, laws governing labor activity to Poland's emerging market
economy. In August, the government sent a revisedalabor code to the Sejm under
the "strategy" framework, in effect abandoning the landmark February 1993 "State
Enterprise Pact," which had set forth a detailed framework for dealing with labor-
related issues and to which the unions, employers and government had agreed. In
the interim, legal ambiguities continued, leading to some labor tensions.

b. The Right to Organize and Bargain Collectively.-Poland has ratified ILO Con-
vention 98 on the right to organize and bargain collectively. The 1991 law on trade
unions created a favorable environment to conduct trade union activity through pro-
visions for time off with pay, as well as facilities and technical equipment in the
enterprise, provided by the employer. In August, the government announced its in-
tent to reduce some employer-provided, union-related costs in enterprises which
have a large number of unions (some have as many as 50).

Notable weaknesses included weak sanctions for anti-union discriminiation. Polish
law also lacked specific provisions to ensure that a union has continued rights of



239

representation when a state firm undergoes privatization, commercialization, bank-
ruptcy, or sale. Labor leaders claimed that this ambiguity led to
underrepresentation of unions in the large and growing private sector. There were
also a number of confirmed cases where Solidarity activists were dismissed for labor
activity permitted under Polish law, including organizing strikes.

Unions, management and workers' councils currently set wages in ad hoc negotia-
tions at the enterprise level. Collective bargaining as a system of industrial rela-
tions is expected to encompiatis an ever larger percentage of the workforce. By fall
1994, both unions and employers werepreparing themselves for such a relationship.
During 1994, the government repeatedly stated its Intention not to be drawn into
labor disputes, as has been the tendency historically.

The government continued its ceiling on wages in state and private enterprises
(except May-August when the Sejm and the President disputed the law) by means
of a penalty tax, the so-called "neo-popiwek." In an attempt to link wages to in-
creased productivity and reduce inflationary pressures in the state sector, the gov-
ernment charged a penalty to any firm (which does not produce for export) that in-
creased its average wage in excess of a government-set "coefficient." Enforcement of
the neo-popiwek effectively discouraged enterprise or sectoral-level collective bar-
gaining on wages. Both Solidarity and OPZZ challenged the tax in the Polish con-
stitutional court.

Current government policy aims to liberalize investment procedures for both do-
mestic and foreign firms rather than promote special incentive programs. Special
duty-free zones exist in or have been contemplated for some 5-20 locations through-
out Poland but, with the exception of one zone in Poznan and one in Mielec (in
south-eastern Poland), have not attracted much attention. Thus, traditional export
processing zones that relax legal guarantees, do not, at this time, comprise a threat
to workers' rights to organize. However, collective bargaining either does not exist
there or is in its early stages of development.

c. Prohibition of Forced or Compulsory Labor.-The Polish government has rati-
fied Conventions 9 and 105 of the ILO on forced labor. Compulsory labor does not
exist in Poland, although it is not prohibited by law. Drafts of the new constitution
proposed by some political parties contained explicit prohibitions, but a new con-
stitution is not expected to be approved until 1995.

d. Minimum Age for Employment of Children.-Poland has ratified ILO Conven-
tion 138 on child labor. The labor code forbids employment of persons under the age
of 14. Persons aged 14-18 may be employed only if they have completed basic
schooling and if th.' proposed employment constitutes vocational training and is not
harmful. The age iloor rises to 18 if a particular job might pose a health danger.
The government enforces legal protection of minors, but its inability to monitor the
growing private sector, which now accounts for some 60 percent of all Polish employ-
ment, leaves officials less certain the problem does not exist.

e. Acceptable Conditions of Work.-A national minimum wage is negotiated every
3 months on a tripartite basis by the government, employers and the trade unions.
Minimum wages for state-owned enterprises were roughly $90 (ZL 2,050,000) per
month at the October 1 exchange rate, which was insufficient to provide a worker
and family a decent living. Minimum wage has the force of law, but a significant
number of foreign guest workers received less than the minimum wage, especially
in the construction amd agricultural sectors. The average gross monthly wage rose
in 1994 to roughly $220. Despite several recent annual increases in GNP, however,
real wages declined.

The Polish legal code defines minimum conditions for the protection of workers'
health and safety. Enforcement is a growing problem because the state labor
inspe rate is unable to monitor the increasing portion of Polish economic activity
which is in private hands and where a growing percentage of accidents take place.
In addition, there is a lack of clarity concerning which government or legislativebody is responsible for enforcing the law. In 1993, 655 work -related deaths were re-
ported, representing .a slight upward trend over 1992. The government itself has
noted that work conditions in Poland are poor and sanctions are minimal. Standards
for expoure to chemicals, dust, and noise are routinely exceeded.

f. Worker Rights in Sectors of UI.S. Investment.-As with the rest of the Polish
private sector, it is impossible to comment authoritatively on workers' rights be-
cause of inadequate monitoring. Although there were labor-management disputes in
firms with USq. investment in 1994, there was no consistent pattern and none were
protracted or serious.
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Extent of UAS Investment in Selected Industriese-U.8. Direct
Investment Position Abroad on an Historical Cost Basis-1993

[Million of U &. ddla]

¢atee Amount

Petroleum ......................................................................... *...... 0TotallManun•. . . .. . . 232
Food & Kindred P lcs.......................... 95
Chemicals and Allied Products ............................ (1)
Metals, Primary & Fabricated ............................................ 4
Machinery, except Electrical .............................................. (1)
Electric & Electronic Equipment ....................................... (2)

Transportation Equipment ................................................. 0
Other Manufacturing......................................................... (1)

Wholesale Trade ...................................................................... -22
Banking .................................................................................... (1)
Finance/Insurance/Real Estate .............................................. (1)
Services .................................................................................... 2
Other Industries ...................................................................... (1)
TOTAL ALL INDUSTRIES............... .............. . . 256

Isuppremed to avoid disc•oing data of individual companies.
Less than $600,000.

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

PORTUGAL

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

19 19931 19942

Income, Production and Employment:
Real GDP (1989 prices).......................
Real GDP Growth (pct.)......................
GDP (at current prices)......................
By Sector. (pct.)

Agriculture .......................................................
Energy/Water .....................
M anufacturing ..................................................
Construction....... ................
Services (net) ..............................................

Net Exports of Goods, Services and Transfers 4

Real Per Capita GDP (USD).....................
Labor Force (000s) ..........................................
Unemployment Rate (pct.).......................

Money and Prices (annual percentage growth):
Money Supply (M2)...........................
Base Interest Rate's. . . . . . . . . . . . . . . . . . . . .......
Personal Savings Rate............................
Retail Inflation?7............................................
Consumer Price Index 7 .. . . . . . . . . . . . . . .. ........
Exchange Rate (USD/PTE)......................

Balance of Payments and Trade:
Merchandise Expolts (FOB)4 ............

Exports to US ......................
Merchandise Imports (CIF)4...................

Imports from US.....o...........................
Aid from Other Countries .................................
External Public Debt .....................................

65,178
1.1

96,129

6,190
3,749

25,089
5,191

56,910
-20

6,974
4,528

4.1

16.1
16.0
10.9
8.9

108.9
135.0

54,173
-1.0

85,107

4,340
3,404

21,104
4,595

51,664
693

5,794
4,504

5.5

7.6
11.0

8.1
6.5

116.0
160.8

18,275 16,699
590 679

27,675 23,663
916 745

4,129 3,851
19,098 19,721

54,030
1.1

88,494

4,160
3,717

21,687
4,868

54,062
-500
5,779
4,541

6.7

5.0
9.0
8.8
5.3

122.1
163.0

18,000
750

24,500
800

3,712
19,500
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Key Economic Indicators-Continued
[Millions of U& dollars unless otherwise noted]

1992 19931 19942

Debt Service Payments m........... 4920 5,001 4,500
Gold and Foreign Exch. Reserves ....................... 24,335 21,005 21,000
Trade Balancel...................................................... - 9,400 -6,964 --6,500

Trade Balane with U.S . w.................................. -326 -66 -50
'Estimated.
2Profsted.
4As oft/l W W = basis.
191.day Treaury Bifll.-prmary market.
6On new national accounts basis (1986 base).
?Now Seriw 1991 - 100.

1. General Policy Framework
The government's economic goal is to modernize Portuguese markets, industry, in-

frastructure, and workforce in order to match the productivity and income levels of
its more advanced European Union (EU) partners. Portuguese per capita GDP (on
a purchasing power parity basis) reached 64.5 percent of the EU average by the end
of 1993.

The government's medium-term objective is to be in the first tier of EU countries
eligible to join the Economic and Monetary Union (EMU) as early as 1997. To be
eligible, Portupal must reduce inflation, budget deficits, public debt, and interest
rates in line with convergence criteria set by the European Commission. The current
policy mix to meet these criteria includes modestly stricter fiscal policy; continued
tight monetary policy in defense of a broadly stable exchange rate; conservative in-
comes policies to support the disinflation process; and privatization and trade poli-
cies to increase the efficiency and productivity of the economy.

An unexpectedly severe recession, significant fiscal slippage, and turmoil in the
EU exchange rate mechanism undermined Portugal's EULconvergence strategy in
1993. Faced with higher unemployment, a markedly weaker government fiscal posi-
tion, and dimmer growth prospects than originally anticipated, financial markets re-
peatedly tested the government's commitment to disinflation in 1994. In response,
the government consistently reaffirmed its commitment to exchange rate stability.
As a result, inflation is much reduced, interest rates have come down, and the econ-
omy appears headed for recovery of 1.1 percent In 1994 and 3 percent in 1995.

Prime Minister Cavaco Silva and the Social Democratic Party (PSD) face par-
liamentary elections in 1995. Some observers believe the Prime Minister remains
committed to the discipline of EU convergence despite domestic political pressures
to boost the economy in an election year. They point out that the government has
thus far resisted union demands for a 5 percent minliaum wage increase as part
of a one-year social pact and is letting financial markets set a cautious pace for in-
terest rate reductions even at the cost of slower growth and higher unemployment
in the short-term. In addition, they say the government is aware that the European
Commission is linking disbursement of politically-important EU cohesion funds to
demonstrated progress on meeting EU convergence criteria. Other observers believe
electoral considerations are already evident. They point out that government is not
planning to cut the FY-1995 budget deficit as much as might be expected and is
conceding to pressure groups such as local bankers and small merchants..Further-
more, they say accelerated declines in interest rates and a generous off-cycle salary
boost cannot be counted out as electoral concerns build.
2. Exchange Rate Policy

Portugal participates with Belgium, Denmark, France, Germany, Ireland, Luxem-
bourg, the Netherlands, and Spain in the exchange rate and intervention mecha-
nism (ERM) of the European Monetary system (EMS). In accordance with this
agreement Portugal maintains the spot exchange rates between the Portuguese es-
cudo and the currencies of the other participants within margins of 15 percent above
or below the cross rates based on the central rates expressed in European Currency
Units (ECU.). The wider 15 percent band replaced a 6 percent band in August 1993.

Portuguese authorities continue to maintain a stable exchange rate to anchor
wage and price expectations. The authorities have thus far not used the wider 15
percent margins to ease policy, but rather have reacted to bouts of exchange rate
pressure by raising interest rates and intervening in the market. In particular, since
August 1993, the authorities have kept the escudo well within the old 6 percent
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band against the deutsche mark, at approximately PIE 102/DM. The government
believes the general upward trend in Portugal's export market shares in recent
years indicates the exchange rate continues to be consistent with maintaining inter-
national competitiveness.
3. Structural Policies

The Portuguese Government.continues to liberalize the economy to stimulate
growth and convergence with EU standards. EU assistance programs designed to
facilitate structural adjustment in Portuguese agriculture, industry, commerce, and
regional development will approach 4 percent orGDP in 1994. EU transfers are ex-
pected to increase by 8 percent per year during 1994 to 1999. Since the Portuguese
government must provide significant counterpart funding of EU transfers, the struc-
ture of government spending is expected to shift markedly away from current spend-
ing to make room for rising public investment.

In the labor market, the sharp slowdown in nominal wage settlements has sup-
ported the disinflation effort. More broadly, the government is investing in worker
training programs to enhance the quality and mobility of the workforce and improve
its productivity.

The government's privatization program slowed in 1993 after advancing rapidly
in 1992. The government took in revenues of only 400 million dollars in nine
privatizations in 1993. The pace picked up in 1994, however, with six privatizations
yielding over 700 million dollars in revenues through August. By year-end 1994,
"denationalization" of the banking and insurance sector will be virtually complete,
and major non-financial state-owned enterprises (including energy and tele-
communications) will be partially or wholly privatized. The government normally
sets maximum foreign ownership percentages on a case-by-case basis and may re-
tain a substantial voice in management of selected firms.
4. Debt Management Policies

Total external debt stood at $19.7 billion at the end of 1993, or equal to about
23 percent of GDP. As recently as 1989, external debt represented almost 40 percent
of ODP. Portugal's debt is well structured and can be comfortably serviced. Large
international reserves, and the ability to tap international financial markets on fa-
vorable terms, will enable Portugal to manage balance of payments pressures and
maintain financial stability as the economy recovers and imports for investment re-
vive. Portugal is an aid donor nation and closely follows development issues in its
former African colonies. Portugal's aid as a proportion of GDP exceeds the average
for the OECD Development Assistance Committee.
5. Significant Barriers to U.S. Exports

As of January 1, 1993, all barriers to trade, capital flows and labor mobility be-
tween Portugal and its EU partners were eliminated. Most barriers to U.S. exports,
therefore, are common to all EU member states.

Policymakers see foreign investment as a crucial pillar in building a more com-
petitive economy. The government offers a very generous package of incentives to
investors, including 100 percent foreign-owned subsidiaries. The package of incen-
tives can range from 25 to 35 percent of the total investment. However, the govern-
ment restricts or excludes private and foreign participation in some sectors, includ-
ing sewage treatment, postal, transportation and water.

Portugal follows EU directives for standards, testing, labeling, and certification.
The Portuguese Quality Institute establishes national standards and implements
EU directives. Portugal has already adopted most EU directives into Portuguese
law. The Portuguese Telecommunications Institute sets standards for telecommuni-
cation products, and the National Laboratory Civil Engineering sets Construction
Standards.

Low voltage electrical and electronic equipment must meet the requirements of
EC directive 73/23/EEC. Imported textiles, apparel, and leather goods must carry
a label indicating country of origin and composition by percentage of the fabric.

Government procurement legislation makes no distinction as to country of origin.
In July 1993, the GATT accepted Portugal's list of entities covered by the Govern-
ment Procurement Code.I Quantitative import restrictions remain for the following products: automobiles,
fabrics and nets, fuses, parts of footwear, iron and steel tubes and pipes, and weave.
ing machines for certain countries. Textiles are covered by the Multi- iber Arrange-
ment (MFA) and protected by EU-wide quotas that wilbe phased out under the
Uruguay Round over 10 years.
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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 subsidize
Portuguese exports. Also, government support to public firms, primarily designed to
make them more attractive for eventual privatizations, may be considered an indi-
rect subsidy.
7. Protection of U.S. Intellectual Property

On October 20, 1994, Decree Law 262/94, which transposes the EU software law,
entered into effect in Portugal. This law explicitly offers copyright protection for
computer programs and stipulates stiff fines for software piracy. The government
has undertaken rat efforts to improve enforcement, but small-scale copying occurs.
Business and sofw'are organizations have taken a proactive role in the fight against
piracy. Portugal is a member of the World Intellectual Property Organization and
is party to the Berne and Universal Copyright Conventions and the Paris Industrial
Property Convention.

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 vieo cassettes has become more 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, andfood products.
Portugal's patent law also contains compulmory 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 defendtheir Interests. Unions may be established by profession or industry. 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 laborr confederations. TheGeneral Confederation of
Portuguese Workers Intersindical (CGTP-IN) is linked to the Communist party. The
CGTP-is in the process of joining the European Trade Union Congress (ETUC); rati-
fication of its membership is now expected to occur in 1995. The General Union of
Workers (UGT) is a pluralist, democratic federation 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. When
collective bargaining disputes lead to prolonged strike action in key sectors, the gov-
ernment is empowered to order the workers back to work for a specific period.
Under a modification of the strike law, a "minimal level of service! must be provided
during certain strikes, including in the public health, energy, and transportation
sectors.

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 9 years of compulsory schooling
takes effect on January 1, 1997. The UGT and CGTP-IN have charged that a num-
ber of "clandestine" companies in the textile, shoe, and construction industries in
northern Portugal exploit child labor. Despite improvements in the number of in-
spections carried out by the General Labor Inspectorate, however, the government
does not allocate resources sufficient to fully address the problem, which remains
unresolved.

e. Acceptable Conditions of Work.-The national monthly minimum wage was last
adjusted on January 1, 1993, and is generally enforced but legally does not apply
to workers below the age of 18. Current legislation limits regulartours of work to
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-
ers are guaranteed 30 days of paid annual leave. Employers are legally responsible
for accidents at work andare 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 mis also con-
siderable concern about the poor environmental controls in the textile industry.
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f.ppl& aon of Worker RWfAte in Various Sectora.-Legally, worker rights apply
equallyto all sectors of the economy. As noted above, child labor and worker safety
are problems in the textile and construction sectors.

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

[Millions of U.S, dollars]

Cate•ry Amount

Petroleum..............................................(1)
Total Manufacturing............................. .340

Food & Kindred Products......................... 160
Chemicals and Allied Products ........................................... 93
Metals, Primary & Fabricated ............................................ (1)
Machinery, except Electrical .............................................. 3
Electric & Electronic Equipment ....................................... 46
Transportation Equipment ................................................. (1)
Other Manufacturing .......... .............. 43

Wholesale Trade ..................... ................... 266
Banking......................... ..................... 195
Finance/Insurance/Real Estate .............................................. 127
Services .................................................................................... 145
Other Industries ...................................................................... (1)
TOTAL ALL INDUSTRIES .................................................... 1,162

Supproeuad to avoid diclosing data of individual companies.
Source: U.S. Department of Coinmmce, Bumau of Economic AnalysiL

ROMANTA

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

1992 1993 1994

Income, Production and Employment:
Real GDP (billion 1992 lei)................................. 5,982.3 6,060.0 6,181.2
Real GDP Growth (pct.) ....................................... -13.8 1.0 2.0
Nominal GDP (billion current lei)...................... 5,982.3 19,737.2 50,000.0
Nominal GDP ....................................................... 18,407.0 25,901.8 30,300.0
By Sector.

Industry ............................................................. 8,227.3 9,505.9 12,784.0
Agriculture/Forestry ......................................... 3,477.5 5,568.7 7,990.0
Construction ..................................................... 803.0 2,590.1 1,053.9
Transport/Telecommunication ......................... 1,176.9 1,295.1 1,663.4
Tradedrourism .................................................. 2,430.7 2,745.5 3,533.2
Other Services .................................................. 2,291.6 4,196.5 3,275.5

Net Exports of Goods & Services ........................ -1,588 -1,239 -300
Real GDP Per Capita (USD) ............................... 807 1,136 1,328
Labor Force (millions) ......................................... 11.4 11.3 11.3
Unemployment (pct.) .......................................... .5.4 9.3 10.2

Money and Prices:
Lending Interest Rate (pct.) ................................ 39.1 56.7 88.7
Rate on Deposits (pct.) ......................................... 29.7 34.3 72.5
Retail Inflation ........................................... I ......... 210.9 256.1 70.0
Official Exchange Rate (lei/USD) (annual aver.

age) 325 762 1,652
Balance of Payments and Trade:

Total Merchandise Exports ................................. 4,363 4,892 5,900
Exportsato US.S ........................................ 84 39 144



245

Key Economic Indicators-Contlnued
[Million of U.& dollars unlem otherwise noted]

1992 1993 1994

Total Merchandise Imports ................................. 6,260 6,521 6,600
Imports firom U .............................................. 223 202 220

Trade balance ...................................................... -1,846 - 1,631 -700
Trade Balance with U.S ................................... - 139 -163 -76

Aid from U. ............................... 20.1 34.7 44.1
Aid from Other Countries ....................... 156 180 180
Debt Service Payments........................................ 185.9 369.2 958.1
Gold and FOREX Reserves Net (1) .................... 44.0 315.0 951.5

'Total banking qstm net foreign as&etA; and of period.

1. General Policy Framework
With a population of 22.8 Million, a highly educated labor force, and substantial

exploitable natural wealth, Romania offers a potentially attractive market for U.S.
trade and investment. For the next several years however, Romania's economic per-
formance-and thus its demand for imports-will continue to be constrained by the
slow pace of privatization and the decline of its traditional heavy industries.

In the years immediately following the December 1989 revolution, the Romanian
economy was buffeted by the shock ol adjustment to international price levels (espe-

aiaUy for energy and raw materials), the elimination of the former central planning
apparatus, andthe collapse of its traditional COMECON markets. From 1989 to
1992, Romania's GDP contracted by 29 percent; industrial production declined 38
percent; and output in the transport and telecommunications sector fell 50 percent.
Exports dropped 60 percent (from $10.5 To $4.3 billion), limiting the country's abil.
ity to pay for much-needed imports of fuel and capital goods. More than one million
workers lost their jobs in the state sector and open unemployment-not seen for
decades in Romania-rose to about 10 percent of the labor force. Job-holders also
suffered as average monthly wages fell to around $115 per month-about one-half
the pre-revolution level.

The economy bottomed out in 1993 and may have grown by up to 1.0 percent due
to a 14-percent weather-related surge in agricultural output and anemic growth in
industry. However, declines continued to be registered in construction activity and
especially in services, where the growth of private retail and service establishments
failed to offset the continuing decline in some consumer services and in goods and
passenger transport volume.

Preliminary estimates for 1994 indicate that the economy may have finally turned
the corner, to achieve unambiguous growth in most sectors. The consensus is that
the nation's GDP will have grown by about 2.0 percent in 1994 due to an antici-
pated 5-percent jump in agricultural production, the small private sector's growth,
a revival of buldin g activity, and a mild export-led recovery in industry. However,
the pace of growth is unlikely to be sufficient to prevent a further rise in unemploy-
ment to perhaps 11 percent, by the end of 1994.

Although Romania is committed to the development of a market economy, state
ownership of most means of production continues five years after the overthrow of
communism. Nevertheless steady-if slow-progress toward privatization is being
made. Ninety-six thousand square kilometers of arable land have been returned to
private farmers (benefitting over 5_million individuals in the process), nearly
400,000 new private companies have been created, and some 850 state enterprises
have been privatized through management and employee buy-outs. In September,
1994, the government submitted its long-awaited mass privatization legislation to
the parliament, proposing the privatization of an additional 3,000 state-owned en-
terprses, via a-modified voucher system. This law cleared the Senate in December
1994. If implemented In its entirety, the bill would transfer an estimated 10-12 per-
cent of Romania's GDP toprivate hands by the end of 1995.

Progress has been much more visible in the non-state sector, which now makes
up an estimated 35 percent of Romania's economy. In late 1994, private firms and
individuals accounted for about five Vercent of industrial output, 25 percent of con-
struction activity, 40 percent of services turnover, and 80 percent of farm produc-
tion. More significantly, the private sector now employs an estimated 50 percent of
Romania's occupied labor force (5.0 million out of 10.1 million) including 3.0 million
farmers, 1.5 =Ion owners and employees of private firms, and 0.5 million self-em.
ployed individuals.
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The reintegration of.Romania into world markets is a central feature of the gov-
ernment's economic policy. Romania signed an association agreement with the Euro.
pean Union in December 1992. The European Union is by far Romania's most im-
portant trading partner. In 1993, it took 39.3 percent (or $1.924 billion) of Roma-
nia's total FOB merchandise exports of $4.892 billion, and provided 42 percent
($2.741 billion) of its total CIF merchandise imports of $6.525 billion. In contrast,
the United States accounted for only 1.3 percent ($61.9 million) of Romania's ex-
ports and 4.3 percent ($282.1 million) of its imports in 1993.

Despite this difference in relative trade flows, Romania places special emphasis
on improving bilateral economic relations with the United States. As a result of the
restoration of most-favored-nation tariff status with the United States in November
1993; U.S. ratification of a bilateral investment treaty in December 1993; and the
return to Romania of the U.S. Erport-Import Bank and the U.S. Overseas Private
Investment Corporation; prospects for expanded bilateral trade and investment are
much improved. For example, in the first nine months of 1994, Romanian exports
to the United States increased 182 percent, while imports from the United Statesrose 12 percent.ISince -late 1993, the National Bank of Romania has implemented a tough IMF-

backed macroeconomic stabilization package that has succeeded In cutting annual
inflation from around 300 percent in 1993 to less than 70 percent in 1994, restored
real positive interest rates in the financial sector, increased domestic bank deposits,
and stabilized the leu. A parallel Government of Romania austerity program is hold-
ing the central government fiscal deficit to about 3.0 percent of GDP. In the Fall
of 1994, the Romanian government implemented painful budget-driven personnel re-
ductions in the headquarters staffs of most non-defense-related ministries. For ex-
ample, the Bucharest staffs of the Ministries of Agriculture and Food, Industry,
Transportation, and Commerce were all reduced between 40-55 percent.
2. Exchange Rate Policy

As a part of its macroeconomic stabilization package, the National Bank of Roma-
nia liberalized the foreign exchange auction system in April 1994. The reform, which
replaced the former administered rate with a market-clearing rate, substantially
eliminated the gap between the official rate and that prevailing in the system of
legalized exchange houses. The relative stability of the leu since that time (it has
gone from lei 1650 to lei 1750/$) has generally restored public confidence in the na-
tional currency and allowed the National Bank to implement a second-stage liberal-
ization-involving the creation of an interbank market-beginning in August 1994.

As of November 1994, six commercial banks have been authorized to freely trade
the Romanian currency. However, any number of corporate customers can theoreti-
cally buy hard currency through these authorized broker/dealers. In late 1994, the
interbank market appeared to be performing well without any noticeable shortage
of dollars. Moreover, the spread between the leu/dollar rate of exchange on the
interbank market and the exchange house rate was holding stable at around 6-8
percent.

Despite the substantial liberalization of the foreign exchange regime, the leu is
not yet freely convertible. The National Bank of Romania maintains a number of
restrictions aimed at preventing capital flight. Thus, the removal of more than token
amounts of lei from Romania remains illegal. Romanians are prohibited from hold-
ing foreign bank accounts, though they are permitted to own U.S. dollar-denomi-
nated bank accounts in local banks. Foreign exchange restrictions, though somewhat
liberalized, also remain in effect. For example, Romanian citizens are allowed to buy
only $1,000 worth of hard currency per year on an unrestricted basis. For thosetraveling abroad, the limit is set at $5,000 per person per trip. Furthermore, com-
mercial companies must obtain an import license prior to buying hard currency,
though this appears to be less of a problem in late 1994. In September 1994, the
National Bank issued a directive requiring all domestic transactions between Roma-
nian individuals and/or legal entities to be conducted in lei.
3. Structural Policies

Economic reform has entailed creating new laws in virtually every sphere: fi-
nance, commerce, privatization, intellectual property, banking, labor, foreign invest-
ment, environment, and taxation. Among the more recent developments are the July
1, 1993 introduction of an 18-percent value added tax; the May 24 1994 government
ordinance reforming local taxation, the August 11, 1994 passage by the parliament
of a securities and exchange act; and the August 31, 1994 promulgation of a new
tax ordinance on corporate profits. Despite these achievements, several gaps remain
in the legal framework. Chief among these are the absence of a modern bankruptcy
code, a modern copyright law which includes protection for software, legislation on
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the restitution of prperties nationalized during the communist era, and the pro.
viously-mentioned mass privatization bill. Draft bills on all of these subjects were
before the parliament in late 1994.

Since 1989, Romania has gradually liberalized prices and eliminated most direct
producer and consumer subsldios. The main areas of exception are coal production,
public transportation, and houwehold energy and heating. In food products, the prin-
cipal remaining subsidies by summer 19•4 were on bread and milk. However, in Oc-
tober 1994, the government announced its intention to reimpose "temporary" whole-
sale price controls on pork, chicken, eggs, cooking oil, and sugar.

The maor sources of central government revenue in Romania are an 18-percent
value ad ded tax, a 38-percent tax on most corporate profits, and a salaries tax
which rises to 60 percent for the portion of salary in excess of 816,000 lei per month
(about $470). Together these three taxes accounted for about 83 percent of total
central government revenues in the first half of 1994. Romania's generally high cus-
toms duties make up only 6 percent of total central government revenues. Gradual
adjustments to the tariff schedule will be required to bring Romania into harmony
with the European Union by the end of the decade. As a result, rate differentials
will increasingly favor imports from the European Union.
4. Debt Management Policies

During the 1980's, former dictator Nicolae Ceausescu directed the liquidation of
all foreign debt via accelerated repayments and forced exports in order to reduce
foreign influence over Romania. By April 1989, Romania's debt was virtually zero
and the country was a net external creditor. After December 1989, foreign borrowing
was resumed, and by the end of 1994,_medium and long-term external debt amount-
ed to about $4.3 billion (and overall the country was again a net debtor). Nonethe-
less, in 1993, debt service payments still amounted to a mere six percent of Roma-
nia's exports of goods and services. However, debt service is now growing and in
1994 is expected to reach about 15 percent of exports of goods and services.

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 buildup of debt
among state-owned enterprises (essentially soft supplier credits), it became evident
that Romania would not be able to meet the IMF target for monetary growth. An-
other standby agreement was negotiated in May 1992, providing for assistance total-
ing $440 million. This program was also terminated by mutual agreement before the
frial tranche of assistaneW had been drawn.

Negotiations for a third program began in March 1993. In February 1994, the Ro-
manian Parliament apprved the draft "memorandum on economic policies" and a
preliminary 1994 budget in line with the proposed program. In May 1994, the IMF
approved Romania's request for a 19-month standby arrangement in the amount of
SDR 131.97 million and a first drawing under an SDR 188.5 million systemic trans-
formation facility.
5. Significant Barriers to U.S. Exports

There are no laws which directly prejudice foreign trade, investment, or business
operations in Romania. Traditionally defined trade barriers are generally not a
major problem, though there exist areas of exception. In mid-1994, Romania im-
posed a system of reference prices for imports of chicken parts (about 85 percent
of which came from the United States) in order to protect its largely state-owned
chicken industry. In fall 1994, Romania also sharply increased import tariffs on new
and used automobiles in order to support its struggling domestic manufacturers.

The Government of Romania welcomes foreign investment and generally makes
good faith efforts to assist in resolving disputes involving U.S. and Romanian firms.
However, impediments to bilateral trade and investment can arise from cultural dif-
ferences, the nature of the reform process, or attitudes and practices carried over
from the days when Romania's economy was centrally planned.

Formal investment barriers are few in Romania. The foreign investment law al-
lows 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.
Foreigners are permitted to lease land, but under the constitution are prohibited
from owning land. Governmental approval of joint ventures is required but has not
impeded the formation of such ventures. The Romanlan Development Agency at-
tempts to match foreign investors with Romanian partners. In 1994, the Govern-
ment raised the minimum investment requirements for registering foreign invest-
ment to $10,000 from $100.
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Despite the best efforts of the Government of Ronania, a number of problems con-
tinue to restrict the level of foreign investment to relatively low levels. For example,

iaing clear title to property remains problematical and any purchases are poten-
Sally subject to legal chllenge by former owners or managers. The situation is fur-
ther complicated by the absence of bankruptcy legislation and, hence, a means for
pressing claims against debtors.

The large amount of red tap which accompanies many transactions and the need
to deal with overlapping local bureaucracies can prove frustrating to foreign inves.
tobs. Corruption is a major problem and, in certain instances, can pose an actualbusiness riske.

The changing legal and regulatory environment has created difficulties which af-
fect foreign participation in the Romanian economy. There are few legal specialists
qualified-to interpret the commercial implications of recent Romanian legal develop-
ments and there is little experience in Western methods of negotiating contracts.
Once concluded, there is often no effective means of enforcing agreements.

The cost of doing business in Romania can also be unexpc ly high, particularly
rents for offices and charges for telecommunications and business services. The lack
of an efficient modern payments system_ (checking accounts do not yet exist) further
complicates transactions in Romania. Payments can only i made in cash.

Corporate income is generally taxed at a rate of 38 percent. In addition, the gov-
ernment levies a 10 percent dividend withholding tax. The recent revision of the cor-
porate profits tax eliminates nearly all future-investment tax holidays. However,
foreign companies investing over $50 million may still qualify for a seven year tax
exemption. Romania has no income tax, but instead imposes a steeply progressive
salary tax which rises to a 60 percent marginal tax rate on all salaries above $470
per month.

Since 1990, Romania has registered over 38,000 commercial companies with for-
eign capital participation. The total value of foreign investment surpassed $940 mil-
lion in October 1994. The overwhelming majority of the investment is small scale.
U.S. company investments range from a few hundred dollars to many millions and
are increasing in value and number steadily. As of October 17, 1994, U.. invest-
ments in Romania were worth $95.7 million, a virtual tie with the value of invest-
ments from Germany, Italy, and France.
6. Export Subsidies Policies

The Romanian government does not provide export subsidies but does attempt to
make exporting attractive to Romanian companies. For example, the government
provides for the total or partial refund of import duties for goods that are processedfor export or are incorporated into exported products. A September 1994 government
decision permits the Romanian Export-lmport Bank to engage in trade promotion
activities on behalf of Romanian exporters of goods producedin Romania.

There are no general licensing requirements for exports from Romania, but the
government does prohibit or control the export of certain goods and technologies.
For example, the Government has, on occasion, banned the export of various com-
modities (especially foodstuffs) due to domestic shortages. There are also export con-
trols of imported or indigenously produced goods of proliferation concern.

Romania is not a signatory to the GATT subsidies code or government procure-
ment code but has indicated its eventual intention to subscribe to both codes.

7. Protection of U.S. Intellectual Property
Romania has made significant progress in the area of intellectual property protec-

tion since the end of the commumst era. New patent and trademark laws have been
enacted. A new revised copyright law, which will provide protection for software, is
expected to be submitted to the parliament shortly.

All legislation in this field has been modeled after international standards and
norms and has been reviewed by international experts. The Government of Romania
has expressed its intention to have in place in 1995 a complete set of intellectual
property laws consistent with European Union norms.

Nonetheless, the lack of copyright protection has caused some American firms to
be reluctant to invest in Romania. Pirated copies of audio and video cassette record-
ings are openly marketed and inexpensive. Vme are apparently produced locally,
but many appear to be imported from elsewhere in the region. The U.S. Embassy
in Bucharest is not aware of pirated goods being produced in Romania for export.

8. Worker Rights
a. The Right to Association.--Current labor legislation adopted in 1991 guarantees

all workers except government employees, police, and military personnel the right
to associate, to engage in collective bargaining, and to form and join labor unions
without previous authorization. The right to strike is specifically guaranteed, al-
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though union members have been frustrated with the courts' propensity to declare
illeg A the major strikes on which they have been asked to rule. Lega limitations
on the right to strike exist only in certain critical industries involving the public
interest, such as defense, health care, transportation, and telecommunications.

Union members have continued to criticize certain aspects of the 1991 legislation,
but no consensus has been reached on how the laws should be amended. Past stud-
ies have indicated that the legislation falls short of International Labor Organiza-
tion (ILO) standards in several areas, including the free election of union represent-
atives, binding arbitration and financial liability of strike organizers. Although the
legislation Is supportive of collective bargaining as an institution, the contracts that
result are not enfforceable in a consistent manner. This situation is caused in part
by inadequacies in the law itself and by problems created by continued state owner-
ship of most mar industries. In 1994, the government andthe major labor confed-
erations moved to promote a new tripartite collective bargaining relationship among
the government1 labor, and private sector.

Current legislat ionstipulates 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 protected
against employer retaliation. In practice, the government does not seem to exert any
control or influence over labor union activities. In 1994, however, several steps were
taken toward politicization of the Romanian labor movement. In July, Miron Mitrea,
the Executive President of CNSLR-Fratia, Romania's largest labor confederation,
was selected as the president of a dormant political party created by the trade
unions. Fearing that party might merge with the ruling Party of Social Democracy
Victor Ciorbea, President of CNSLR-Fratia, announced in August that he had
formed an alliance with the opposition Democratic Convention and the National
Trade Union Bloc, another major confederation. In a declaration signed by the three
parties each pledged to develop joint programs but to maintain "complete independ-
ence." in October, Ciorbea set up a new labor confederation, 'Mhe Confederation o!
Democratic Trade Unions of Romania."

The majority of Romanian workers are members of some 18 nationwide trade
union confederations and smaller independent trade unions. Virtually all unions
concentrate on economic issues to protect their members' standard of living, which
has continued to decline because of increases in consumer prices and uncertainty
caused by the transition to a market economy.

Labor unions may freely form or join federations and affiliate with international
bodies. The Alfa Cartel and CNSLR-Fratia are affiliated with the World Confed-
eration of Labor and the International Confederation of Free Trade Unions, respec-
tively. Representatives of foreign and international organizations freely visit and ad-
vise Romanian trade unionists.

The Committee of Experts at the 1994 ILO Conference observed that the treat-
ment of the Roma and Magyar minorities continued to be the subject of debate in
the UN Human Riqhts Committee. It noted that the government, which asserted
there were no discriminatory standards against the Roma, had reported that some
22 percent of Roma men and 71 percent of Roma women were unemployed. The
committee noted with interest the measures taken by the Government to promote
better integration of the Roma in the society and the government's estabIshment
of the Council for National Minorities, which monitors the problems of persons be-
longing to those minorities. The committee urged the Government to supply infor-
mation about the work of that council, and information about the programs being
taken to provide education, training, and employment for the ethnic Hungarian pop-
ulation.

b. The Right to Orpanize and Bargain Collectively.-Current legislation permits
workers to organize into unions and to bargain collectively. In January, the Loco.
motive Engine Drivers Federation lost an appeal in which it tried to overturn an
original court decision that had declared its August 1993 strike illegal. As a result
of that strike, several union leaders and strikers were summarily fired. The absence
of effective employer groups, because of continued state control over most industrial
resources, complicates collective bargaining efforts.

c. Prohibition of Forced or Compulsory Labor.-The constitution prohibits forced
or compulsory labor. The Ministry of Labor and Social Protection (MOISP) effec-
tively enforces this prohibition, and no instances of abuse were recorded in 1994.

d. Minimum Age for Employment of Children.-The minimum age for employment
is 16, but children as young as 14 may work with the consent of their parents or
guardians but only "according to their physical development, aptitude and knowl-
edge." Working children under 16 have the right to continue their education, and
employers are obliged to assist in this regard. The MOLSP has the authority to im-
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ose fines and close sections of factories to enforce compliance with the law. No vio-ation of this policy was documented in 1994, and child labor did not appear to be
a problem.

e. Aceptable Conditions of Work.-Most wage scales are established through col-
lective bargaining. However, they are based on minimum wages for given economic
sectors and catego9es of workers set by the government after negotiations with in-
dustry representatives and the labor confederations. Minimum wage rates are gen-
erally observed and enforced, although employers' financial difficulties often result
in nonpayent of wages or postponement 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 still pending in par-
liament. The MOLSPhas established safety standards for most industries and is
responsible for enforcing them. Enforcement, however, is not good because the
MOLSP lacks sufficient trained personnel, and employers generally ignore its rec-
ommendations. Some labor organizations have pressed for healthier, safer working
conditions on behalf of their members. Though they have the right to refuse dan-
gerous work assignments, workers seldom invoke it in practice, appearing to value
increased pay over a safe and healthful work environment. Neither the government
nor industry, still mostly state owned, has the resources necessary to improve sig-
niflcantly health and safety conditions in the work place.

f. Rights in Sectors with U.S. Investment.-The U.S. Embassy has no information
to suggest that conditions differ in goods-producing sectors in ,which U.S. capital is
invested 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-1993

(Millions of U.S. dollars]

Category Amount

Petroleum ................................................................................ 0
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 M anufacturing .......................................................... 0

Wholesale Trade ...................................................................... 0
B anking .................................................................................... (1)
Finance/Insurance/Real Estate .............................................. 0
Services ............................................................................. ...... 0
Other Industries ...................................................................... 0
TOTAL ALL INDUSTRIES .................................................... 25

ISuppressed to avoid disclosing data of individual companieL
2Less than $500,000.
Soture: U.S. Department of Commerce, Bureau of Economic AnalysiL

RUSSIA

Key Economic Indicators
[Billions of rubles unless otherwise noted]

1992 1993 19941

Income, Production and Employment:
Real GDP (1990 prices)2 ... . . . . . . . . . . . . . ....... 409 344469
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Key 2 economic Indicator--Continued
WIcmatfruole unlme othwise noted]

1992 1993 19941

Real GDP Growth (pct.)...............
GDP (at current prices)'2......................
By Sector.

Manufacturing. .............. ......
Services ...... ................... ........
Agriculture . ..... . .. ........................ 00

Real Per Capita GDP (1990 prices)...............
Labor Force (000s) ...................
Unemployment-Rate (pct.-)..............000..................

Money and Prices (annual percentage growth):
Money Supply (M2)........................
Central Discount Rate4 ..............................
Personal Savings Rate'4....0..........................
Consumer Price Index. ..........................
Exchange Rate (USD) .. . . . . . . . . . . . . . . .

Balance of Payments and Trade: (millions of U.S.
dollars]
Total Exports (FOB) ......................................

Exports to US ........................................
Total'Imports (CIF).........................................

Imports from US .........................................
Aid from US ....... .........................
Aid from Other Countries .............................
External Public Debt........................
Debt Service Payments (paid)............
Gold and Foreign Exch. Reserves ...............
Merchandise Trade Balance....................

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

-12 - -11 -16
18,063 162,301 600,000

10,068
6,089

N/A
3,095

75,600
4.8

743
80
16

2,501
415

39,972
500

34,984
2,100
2,380

N/A
87,000

1,815
3,014
4,988

-1,600

88,087
64,216

N/A
2,763

74,900
5.1

480
210
26

840
1,247

46,300
1,700

34,300
3,000
1,700
N/A

83,700
2,000
5,875

12,000
-1,300

157,888
188,898

N/A
2,332

74,800
6.0

3324
170
39

8104
52,204

48,200
2,800

33,200
2,600
1,625
N/A

85,ooo
4,700

54,100
15,000
-200

N/A-Not avallisbls
'Figures- an fn the &at. Statistical Committee (Goekomstat) and U.S. Embassy estimates. The rapid

depredation of the rubl over the pat four years makes it meaningless to delineate this data In dollr
terms.

2CDP at &oter est. 1990 GDP was 644 billion rubles.
spirit eight mths, not ennualised.4Plgures am actual, end of period.
@As of September 1, 1904.
@Rusdan officials have recently quoted debt stock as high as $112 million in 1994. However, this figure

Includes debt to former Soviet Union countries and is generally not included in Russia's hard currency debt
stock.

1. General Policy Frammuhjb
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. This was
compounded by sharp cutbacks in defense spending and an influx of foreign com-
petition, particularly in consumer goods, at very low import tariff rates. Ra GDP
fell by 19 percent in 1991, 12 percent in 1992, 11 percent in 1993, and a projected
17 percent in 1994, for a cumulative decline of 47 percent-greater than that experi.
enced by the United States during the Great Depression. However, Russian statis.
tics fail to capture much of the emerging private sector activity, and thus overstate
the decline.

The *ruble zone of the states of the former Soviet Union collapsed in 1993. Fol.
lowing the July 26, 1993 Central Bank decision to withdraw o614ruble notes from
circulation, other republics of the Commonwealth of Independent States (CIS)
moved to establish their own currencies. This helped bring the ruble under control
of the Central Bank of Russia (CBR) and reduced inflationary pressures from other
republics.

Massive government credit emissions in 1992 and 1993 produced a surge in infla-
tion, leading the Central Bank to raise the discount rate to 210 percent and tighten
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issuance of credits In 1993, achieving a monthly inflation level of 15 percent by the
end of •tat year. In 1994 the discount rate was gradually lowered to 130 percent
as inflation fell to 4 percent monthly in August, rising sharply to 15 percent in Octo-
ber after the ruble's crash. The CBR interest rate was increased to 170 percent in
October and then to 180 percent in November. The government aims at a monthly
inflation rate of five to seven percent by the end of 19-94.

Despite falling demand for their products, Russian enterprises continued to bor-
row money either to maintain the work force or for speculative investments. State
subsidies and cheap government credits massive during 1992 and 1993, declIned in
1994 but remain sigi-ificant for agriculture, defense and the northern territories.
Widespread failure of enterprises and the government to pay for purchases produced
a chain of inter-enterprise arrears which remained unresolved in December 1994.

Russia's mass privatization program utilized individual vouchers issued to each
citizen in its first phase from October 1992 through June 1994. According to the
State Property Committee, 70 percent bf Russian enterprises are now in t~he non-
state sector. The majority of enterprises were privatized under the so-called "option
two," through which enterprises managers and employees purchased 51 percent of
the shares.Lal state property committees, the central State Property Committee
or federal government ministries typically retained a significant interest (up to 30
percent of the shares). The remaining shares were auctioned publicly for vouchers
(through June 1994) or cash, a process in which foreign investors were able to par-
ticipate. Under the second phase of the privatization program, enacted by a July
1994 presidential decree, the remaining 30 percent of state enterprises will be
privatized for cash, primarily through auctions and tender offers, aimed at attract-
ing foreign investment. The remaining shares in privatized firms still held by the
government will also now be sold. The privatization in this phase will include the
land on which enterprises are located.

The right of Russian citizens to own, buy and sell, lease and mortgage land was
established by presidential decree in October 1993 and is protected by Russia's con-
stitution, although Russia still lacks a comprehensive law on land ownership to im-
plement these rights. Beginning in 1992, the government formally shifted ownership
of land and property to workers and pensioners of state and collective farms. All
farm land and other property is now in one of several forms of private ownership.
The 1993 presidential decree established the right of farm workers wishing to leave
the collective to receive their share of farm property or monetary compensation. So
far about 300,000 individual farms have been established, but Russian agriculture
is still dominated by the former collectives, which own over 90 percent of arable
land and produce over 90 percent of the country's total agricultural output.

The 1994 federal budget, which was approved by the parliament in June 1994
called for a budget deficit of 70 trillion ruibles, or roughly 9.6 percent of projected
GDP. The actualfederal deficit reached 11.8 percent of GDP in the first three quar-
ters of 1994, and is unlikely to fall below 10 percent of GDP by the end of the year.
The majority of the deficit (76 percent) in the first three quarters of 1994 was fi-
nanced by credits of the Central Bank of Russia at below-market rates. The remain-
der of the deficit was financed equally through government bond offerings and for-
eign credits. The government's draft federal budget for 1995 calls for zero Central
Bank monetary financing of the projected deficit of 7.8 percent of GDP. The govern-
ment intends to fimance 60 percent of the 1995 deficit through government securi-
ties' offerings and 40 percent through foreign credits.

Due to lower than expected inflation and GDP and optimistic revenue assump-
tions, budget revenues for 1994 were down 43 percent from that projected in the
1994 budget law. In response, the government undertook large scale expenditure se.
questration in an attempt to keep the budget deficit under 10 percent of GDP. Ac-
tual revenues for 1994 can be broken down into tax revenue (70 percent), revenue
from foreign trade and foreign operations (10 percent), and non-tax revenue (20 per-
cent--mostly income from the sale or use of government property).

Nearly half of Russia's 1994 exports by value were concentrated in energy and
another quarter in raw materials. Trade with industrialized countries in 1994 com-
prised over 70 percent of total Russian exports and nearly two-thirds of total Rus-
sian imports in nominal terms; each was up about 20 percent from 1993 levels.
Trade with former Comecon countries, developing countries, and the Baltic states
continues to fall, and remains at a fraction of Soviet-era levels.

Russia has several trade agreements with CIS states involving barter or guaran-
teed delivery of specified commodities, and is in the process of creating a customs
union among CIS states. Russia has agreed to a free trade zone with Belarus. A
Partnership and Cooperation Agreement signed with the European Union in 1994
awaits ratification. Russia has declared its intention to accede to the GAITI (General
Agreement on Tariffs and Trade), and is a member of the World Bank and the Inter.
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national Monetary Fund (IMF). The U.S.-Russian Trade Agreement of June 1990
provides mutual most-favored-nation (MFN) status. The U.S.-Russlan Bilateral Tax
Treaty effective from January 1994, eliminated double taxation of U.S. citizens and
firms.WheU.S.-Russian Bilateral Investment Treaty, signed in June 1992, awaits
ratification by the Russian parliament.
2. Exchange Rate Policy

The Central Bank of Russia quotes a daily official unified ruble exchange rate in
dollars and several other hard currencies, based on market exchange rates deter-
mined in daily auctions held at the Moscow Interbank Foreign Currency Exchange
(MICEX), a private corporation where the bulk of on-exchange hard currency trad-
ing occurs. Auction markets are also organized in St. Petersburg, Yekaterlnburg
Novosibirsk, Vladivostok, Rostov-on-the-Don and other major cities. The Central
Bank intervenes on the MICEX and other exchanges, as well as on the larger inter-
bank market outside the auctions, to smooth currency rate fluctuations and regional
supply distortions. While relatively little trading actually occurs on-exchange the
markets are important in setting official prices since CBR intervention occurs tfiere.

The ruble depreciated against the dollar in nominal terms from 1250 to 2200 ru-
bles per dollar but appreciated slightly against the dollar in real terms between Jan-
uary and August 1994. It then took several sharp falls in September and October
and after recovering with the help of extensive Central Bank intervention, declined
gradually to 3250 rubles per dollar by the end of November. Central Bank reserves
before the October crash stood at 4 billion dollars.

Exporters are required to convert into rubles 50 percent of export earnings at the
free market rate. Through a system of "passports" recording all export transactions,
the commercial banking system cooperates with official efforts to monitor the repa-
triation of export earnings. Purchases of property, transfers of capital abroad, and
foreign borrowing of resident juridical persons require authorization of the Central
Bank. Without Central Bank permission it is illegal for Russian companies or citi-
zens to maintain bank accounts outside of Russia or purposes other than operating
expenses. Non-residents can open individual ruble accounts and commercial ruble
accounts for servicing foreign trade operations and for investment. Both citizens and
non-residents can maintain domestic hard currency accounts.
3. Structural Policies

Russia's rudimentary antitrust law was implemented in December 1993 by presi-
dential decree. A November 1993presidential decree requires larger companies to
establish stock registries to record ownership in the company. The government is
preparing securities and brokerage legislation and a commercial code, part of which
is encompassed in the recently adopted civil code.

By the end of 1994, prices had been freed on virtually all wholesale and retail
goods, and the government planned to free prices on oil (roughly one quarter of the
world market price at the time) and oil products in 1995. In November 1994 the
government preliminarily approved a policy to restrict the number of products and
services subject to federal controls to natural gas, utilities, freight and passenger
rail transportation, precious metals and diamonds, airport services, and postal, tele-
phone, radio and television communications.

A new tax code is in preparation to replace the obsolescent one of December 1991.
Taxes are confusing, constantly revised and inconsistently applied. Currently all
major taxes are collected by a single federal agency and divided between the center
and regions according to a revenue-sharing formula, although much ad hoc bargain-
ing still occurs. A 23 percent value-added tax (VAT) is imposed on Russian and for-
eign firms conducting commercial activities in Russia. Corporate profits, taxed at a
rate of 32 percent in 1993, were taxed at 13 percent on the federal level and up
to 25 percent by the regions in 1994. Personal income tax rates in 1994 ranged from
12 percent through 30 percent. Wages were subject to social security taxes totalling
39 percent. A 38 percent tax is levied on "excess wages' (above the equivalent of
$38 per month as of November 1994). Russian-sourced "passive" income earned by
foreigners is subject to a 15 percent withholding tax on dividends and interests and
a 20 percent tax on royalties and rents.

The rate of excise tax on imported goods differed considerably from the rate on
domestic goods and was assessed on a different basis at the end of 1994, although
an April 1994 decree requires that the two systems be unified. Import taxes have
risen steadily over the past three years. The latest rise in July 1994 doubled duties
on average across the board and raised the average weighted tariff to about 15 per.
cent ad valorem, with some duties well above 30 percent. These have affected US.
exports including aircraft, automobiles and confectionery. The tariff law promul-
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gated in July 1993 establishes types of duties and provides for establishing pref-
erential tariffs on a reciprocal basis.

All enterprises above 100 million rubles capitalization ($80,000 as of December
1993, $30,000 as of December 1994) must be registered with the government, which
can Involve extensive delays. Noncompetitive bidding is sometimes used to award
contracts for very large government projects involving natural resources. Cases exist
of tenders awarded to US. companies being subsequently revoked by the govern-
ment in the interests of domestic competitors. An established and transparent set
of regulations regarding bidding is lacking, but a law on concessions for develop-
ment of raw material reserves, as well as a production-sharing agreement regulat-
ing oil export rights are in preparation.

Export taxes, introduced in 1992 because of vast differentials between domestic
and international prices, were gradually lowered in 1993 and 1994 and are applied
to a diminishing list of commodities, primarily oil and oil products, natural gas, cer-
tain non-ferrous metals, timber and wood products, some fertilizers rare fish and
fish products. Special agreements with certain CIS countries, notably Belarus and
Ukraine, further reduce or waive these export taxes. Oil exports by some joint ven-
tures have been exempted from the export tax.

Annual quotas and licensing of exports of "strategically important" commodities
(e.g. gas, oil, metals, fertilizers, timber), which were designed to limit export vol-
umes and support prices beginning in 1992, were abolished in July 1994 except for
oil and oil products (until January 1995) and commodities subject to international
agreements. The right to export these commodities remains limited to about 500"special exporters" certified annually by the Trade Ministry. Since the abolition of
quotas and licensing, all export contracts for "strategically important" commodities
still require registration with the Trade Ministry, which has proposed extending this
system to all exports. The Trade Ministry also is abetting the formation of industry-
specific cartels called "unions of exporters,* nine of which exist so far, to collectively
maintain export prices of "strategically important" commodities and prevent anti-
dumping actions.
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 shares of the Soviet debt
in exchange for their relinquishing their respective claims on Soviet assets. Russia
has reached agreement with Ukraine on debt repayment.

Russia has succeeded in gaining significant temporary relief from its debt burden
during the transition to a market economy. An April 1993 agreement with Paris
Club creditors rescheduled virtually all of Russia's official bilateral debt arrears and
maturities falling due in 1993. The United States and Russia in October 1994
signed a $900 union debt rescheduling agreement, formally putting into effect the
Paris Club rescheduling accord reached in June between Paris Club official creditors
and Russia. The Paris Club ead to reschedule $7 billion in official debt owed by
Russia in 1994, thus easingte repayment burden. A preliminary agreement with
the London Club of commercial creditors followed in October, but a final agreement
was still pending as of the end of 1994.

Russia's total external debt to Western creditors is approximately $85 billion, of
which half is owed to governments (Paris Club), a third to commercial banks (Lon-
don Club), and the remainder to foreign exporters. Servicing of the debt in 1994,
after rescheduling, was about $4.7 billion. In order to ensure control of contracting
for new foreign ending, the Russian government has formed an inter-ministerial
committee to limit the amount of borrowing, and the parliament has imposed the
requirement that it must approve new Russia- government loans exceeding $100
m" lion. The Russian government claims that it is owed $150 billion from Soviet.
era deals. Although most of the debt will probably never be paid, Russia has begun
to arrange repayment from some countries in the form of goods; approved traders
may bid For the right to import these goods at discounted prices.

Russia became a member of the International Monetary Fund in 1992 and made
a first credit tranche drawing of $1 billion. In 1993, based on Russian efforts to limit
credit expansion and the budget deficit, the IMF approved a $1.5 billion drawing
under the new Structural Transformation Facility (SIT). Russia did not meet its
1993 targets, but renewed stabilization policies in the fall of 1993 opened the way
for a second $1.5 billion STF drawing approved in the spring of 1994. Russia is en-
gaged in negotiations with the IMF for a Standby Agreement of about $6 billion.
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5. S8ficant Barriers to U.S. Expor

The June 1993 Customs Code, which offers 15 alternative regimes for handling
external trade, standardizes Russian customs procedures in accordance with inter-
national norms. However, customs regulations change frequently, often without suf.
filcent prior notice, are implemented unevenly and are subject to arbitrary applica.
tion. There is no journal similar to the Federal Register which comprehensively cov.
ers changes in standards and border restrictions. In December 1993 the United
States and Russia Implemented a 1990 Customs Mutual Assistance Agreement
(with the Soviet Union) which was replaced in September 1994 by a new U.S.-Rus.
sian agreement.

Russia's July 1993 Consumer Protection Law stipulates official certification (by
Gosstandart) of imported products for conformity to Russian technical, safety and
quality standards. Certification is based on a combination of international (notably
European Union) and Russian standards. All food items imported into Russia are
subject to food quality, and safety standards and require a certificate for each ship-
ment. Manufactured items can receive certificates allowing import of a good over a
three-year period. Import licenses are required on the normal range of dangerous
and harmful materials and goods. U.. companies have complained of costly proce-
dures and arbitrary certification requirements. Russia is establishing reciprocal
standardization with the U.S. and other countries and acceptance of foreign certify.
cation by accredited institutions. A joint Russian-U.S. communique of December
1993 pledges cooperation on improving and simplifying certification, testing and
uaity assurance of US. and Russian products in each other's markets. A February
[994 memorandum of understanding between the U.S. Food and Drug Administra-

tion and the Russian Ministry of Health and Medical Industry established a frame-
work for cooperation and exchange of information on drugs and biological products
in order to facilitate their importation.

Most service industries still require comprehensive regulatory legislation. Al-
though little of Russia's services legislation is overtly protectionist, the banking, se-
curities and insurance industries have secured concessions in the form of presi-
dential decrees. In practice, foreign companics are often disadvantaged vis-a-vis
Russian counterarts in obtaining contracts, approvals, licenses, registration and
certification, and in paying taxes and fees.

State procurement plays a limited and declining role for non-defense industries,
although production subsidies and government grain purchases continue in agri-
culture. A December 1993 decree abolished state agricultural purchases at fixed
prices. The federal government has earmarked the equivalent of $15 billion for pur-
chase of Russian domestic aircraft to be leased at a discount to domestic airlines.
Rail transportation prices have been allowed to rise steadily over the past three
years but remain indexed to the cost of inputs. The grain and aircraft programs are
supported from a government fund equivalent to $5 billion. The few remaining im-
port subsidies and centralized imports for nongovernment purposes were eliminated
in 1994, and the 1995 draft budget contains no provisions for subsidized imports.
The U.S. Bilateral Investment Treaty with Russia would provide substantial assur-
ances to U.S. investments if the Russian parliament ratifies it.
6. Export Subsidies Policies

The 1995 budget has no provisions for centralized purchases for exports except
military technology, coordinated through a single state organization,
Rosvooruzhenie, in accordance with an April 1994 presidential decree. The export
of oil oil products and natural gas is still extensively centralized, and provides a
significant portion of federal budget revenue. The government auctions rights to
conduct centralized exports of "strategically important" commodities in return for
waiving export taxes, although such exports "for state needs" have fallen short of
targets due to diminishing margins between domestic and international market
prices. Privatized former Soviet foreign trade organizations continue to handle a
large share of exports.
7. Protection of U.S. Intellectual Property

In 1992-93, Russia enacted laws strengthening the protection of patents, trade-
marks and appellations of origins, and copyright of semiconductors, computer pro-
grams, literary, artistic and scientific works, and audiovisual recordings.

The Patent Law, which accords with the norms of the World Intellectual Property
Organization, includes a grace period, procedures for deferred examination, protec-
tion for chemical and pharmaceutical products, and national treatment for foreign
patent holders. Inventions are protected for 20 years, industrial designs for ten
years, and utility models for five years. One must wait four years before applying
ror a compulsory license. The Law on Trademarks and Appellation of Origins intro-
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duces for the first time in Russia protection of appellation of origins and provides
for automatic recognition of Soviet trademarks upon presentation of the Soviet cer-
tificate of registration.

The Law on Copyright and Neighboring Rights, enacted in August 1993, protects
all forms of artistic creation including audio/visual recordings and computer pro-
grams as literary works for tle lifetime of the author plus 50 years and is compat-
ible with the Borne Convention. The September 1992 Law on Topography of Inte-
grated Microcircuits, which also protects computer programs, protects semiconductor

pographies for ten years from the date of registration.
Russia has acceded to the obligations of the former Soviet Union toward the Uni-

versal Copyr htConvention the Paris Convention, the Patent Cooperation Treaty,
and the Madrld Agreement. In November 1994, the government gave authorization
for accession to the Berne Convention and the Geneva Phonograms Convention.
Under the U.S.-Russian Bilateral Investment Treaty (not yet ratified by the Russian
side) Russia has undertaken to project investors' intellectual property rights. The
Bilateral Trade Agreement obligates protection of the normal range of literary, sci-
entific and artistic works through legislation and enforcement. Still ahead are a
comprehensive revision, now underway, of the Russian Criminal and Civil Codes,
including sections pertaining to intellectual property rights; strengthened penalties;
and the establishment of specialized courts, particularly a Patent Court, with
trained and experienced judges and attorneys, and trained police and customs offi-
cers. 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-cas-
settes, recordings, books, computer software, clothes and toys.
8. Worker Rights

a. The Right of Association.-The right of workers to form or join trade unions
is guaranteed by the Russian constitution and the Russian Labor Code, but full ex-
ercise of that right is limited in practice. The legacy of centralized economic man-
agement and communist state trade union structure continues to retard the develop-
ment of a workers' movement and independent trade unions in Russia. Independent
trade unions began to form in 1989 and continue to develop slowly, but the official
unions, reorganized as the Federation of Independent Trade Unions of Russia
(FNPR), continue to predominate and remain subservient to enterprise managers.
The right to leave an official union and join a new one is guaranteed, but in practice
many workers are reluctant to take this step because official unions have retained
control over the social insurance fund, supported by a 5.4 percent payroll tax and
providing short-term disability, maternity, leave, and annual leave benefits. Most
Russian workers have little understanding of western concepts of worker rights and
do not view trade unions as their advocates. The independent unions have found
it difficult to overcome this cynicism and to educate workers about their rights and
the role of unions in protecting those rights.

Russian law guarantees Russian workers the right to strike, but numerous re-
strictions severely limit the exercise of that right. The law prohibits strikes which
are for political reasons, which pose a threat to people's lives or health, or which
might lead to "severe consequences." This ambiguous language has meant the de
facto prohibition of strikes in key sectors of the economy including defense, commu-
nications, civil aviation, and railroads. The law also requires a multi-stage process
of notification and negotiation before striking, which gives employers ample time to
coerce, intimidate or bribe workers. The Russian government has made little effort
to protect trade union leaders and strikers from retribution. The ambiguity of Rus-
sian labor laws provides employers with opportunities to punish trade union mem-
bers, and there were numerous cases in 1994 of enterprise managers firing workers
for union activities. However, free trade unions have had increasing success obtain-
ing favorable verdicts in-labor violations suits in the Russian courts. With U.S. gov-
ernment assistance, the free trade unions have established two labor law centers in
Russia to help free trade unions defend their rights.

b. The Right to Organize and Bargain Collectively.--Collective bargaining is pro-
tected by Russian law but is not practiced widely in Russia. Many enterprises refuse
to negotiate collective bargaining agreements, and many agreements are not the
product of genuine collective bargaining, given the subordinate relationship of ofri-
cial unions to enterprise management. Free trade unions have been more aggressive
in demanding genuine collective bargaining. Enforcing management compliance
with contracts remains problematic. In several sectors of the economy, wages, bene-
fits and general conditions of work are established by industry.wide tariff agree.
ments reached in talks between trade unions, management and government. i's
arrangement reinforces the traditional tendency of Russian workers to expect the
government to establish wages and other workplace conditions.
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c. Prohibition of Forced Labor.-Russian law prohibits compulsory labor, and

there were no reports of its occurrence in 1994.
d. Minimum Ze for Employment of Children.-The Labor Code does not permit

the regular employment of children under the age of 16. In certain cases, children
aged 14 and 15 may work in Intern or apprenticeship programs. The Labor Code
regulates the working conditions of children under the age of 18, including prohibit-
ing dangerous work and nighttime and overtime work. Government enforcement is
largely ineffective, and there is anecdotal evidence to suggest that the protections
for children under 18 are violated. The responsibility for the protection of children
at work is shared by the Labor Ministry and the Ministryv for Social Protection.

e. Acceptable Cohditions of Work.-The Russian legislature sets the minimum
wage, which applies to all workers. The minimum wage in Russia ranged between
$5 and $10 per month during the second half of 1994, but the average salary was
about $100. The primary purpose of the minimum wage is to serve as a baselinefor computing benefits, pensions and some wages scales. For example, the wage
scale for government workers, who are among the lowest-paid in Russia, is based
on a multiple of the minimum wage. The labor code provides for a standard work-
week of 40 hours, which includes at least one 24-hour rest period, premium pay for
overtime or holiday work, and minimum conditions of workplace safety and worker
health. However, these standards are widely ignored and government enforcement
of safety and health regulations is inadequate.-Industrial deaths and accidents con-
tinue to rise dramatically in Russia. The Labor Ministry reported that 30 Russian
workers die and another 50 are injured each day as a result of workplace accidents.

f. Rights in Sectors with U.S. Investment.-In the petroleum, food and tele-
communications industries where US. investment is significant, observance of
worker rights does not differ markedly from other sectors. The petroleum and tele-
communications sectors are highly unionized, but the orincial unions predominate.
The food sector is less unionized but working conditions there are no worse than
elsewhere.

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

[Millions of U.S. dollars)

Cateory Amount

Petroleum ................................................................................. 227
Total Manufacturing .............................................................. -3

Food & Kindred Products ................................................... - 1
Chemicals and Allied Products ......................................... 0
Metals, Primary & Fabricated ............................................ 0
Machinery, except Electrical (D).

Electric & Electronic Equipment ....................................... 0
Transportation Equipment ................................................. 0
Other Manufacturing (D).

Wholesale Trade ...................................................................... 2
Banking .................................................................................... 0
Finance/Insurance/Real Estate .............................................. 0
Services ................................................................................... 3
Other Industries ...................................................................... (0)
TOTAL ALL INDUSTRIES .................................................... 230

D Suppr.end to avoid disclosing data of individual companies.
*Leas than $500000.
Source: U.S. Department of Commerce, Bureau of Economic Analysis.

SERBIA AND MONTENEGRO

Serbia's economy continues to face stringent UN sanctions on trade and financial
transfers imposed in May 1992 for support of the war in Bosnia-Herzegovina. In Oc-
tober 1994, after Serbia agreed to seal its Bosnian border, the UN lifted restrictions
on international commercial flights and participation in sporting and cultural ex-
changes; the other sanctions remained in place.
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In January 1994, Dragoulav Avramovic, the new Governor of the National Bank
of Yugslavia, introduced an economic stabilization program which dramatically
changed Serbia's economic condition. The program established a new currency, the
"super-dinar,* which is formally pegged on a f1l basis with the Deutsche mark. The
program also set new curbs on monetary emissions which, according to the Belgrade
Institute of Economic Sciences cut 1993's record hyperinflation to a monthly level
of 0.2 percent by September. 'he National Bank of Yugoslavia reported that be-
tween January and August industrial output increased by 26 percent and main-
tained an average monthly growth rate of 3.4 percent per month. According to some
reports, wages have reached the level of early 1992, and increased by a monthly rate
of 17 percent from June to September. In the first six months of 1994, foreign ex-
change reserves increased by over DM 600,000. By April, shops stocked a wide vari.
ety of Western goods which were smuggled in despite the tight international sanc-
tions. Although goods were available, questions remained as to whether average citi-
zens could afford them.

Yet the sustained growth of the economy is uncertain; cracks in the stabilization
program's facade areecoming more apparent with time. A black market in foreign
currency emerged briefly in the spring of 1994 and threatened to reduce confidence
in the super-dinar and reignite inflation; similar indications arose in late October
1994. On the labor front, the monthly wage hikes seen in 1994 may also constitute
a new inflationary factor. The Belgrade Department of Labor reports over 100,000
unemployed in Belgrade, and over 40 percent of government workers placed on
leave. Discontent among workers has resulted in several mini-strikes, and threats
of major strikes. Over two thirds of the 1994 wheat crop could only be sold by bar-
ter. Holding the line on monetary emissions, the government is running out of
money with which to pay its employees. In July the Minister of Energy confirmed
suspicions that funds were low for necessary pre-winter maintainance and repairs
on power plants.

After years of economic suffering, the Montenegrin president announced in Sep-
tember that for the first time in Montenegrin history there would be a balanced
budget. Production in the region was increasing at 0.8 percent a month. Tourism
had returned in full swing, yet high prices kept most of the shops empty.

THE SLOVAK REPUBLIC

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

1992 1993 199412

Income, Production and Employment:
Real GDP (1984 prices)3 ................ .. . . .. . . .. . .. . . . . .. . .  6,295 5,223 5,686
Real GDP Growth (pct.) ....................................... -7.0 -3.2 3.9
GDP (at current prices) 3 ................ . . .. . . .. . . .. . . . .. . . ..  9,554 10,212 12,062
By Sector:4

Agriculture ........................................................ 541 582 721
Industry ............................................................. 5,354 4,003 4,529
Services ............................................................. 3,659 5,320 7,027
Other ................................................................. N/A 307 -215

Real Per Capita GDP (USD) ............................... 1,186 982 1,063
Labor Force (000s) ............................................... 2,764 2,347 2,506
Unemployment Rate (pct.) .................................. 10.4 14.0 14.6

Money and Prices:
Money Supply (M2: pct. gwth.) ........................... 7.91 7.63 8.19
Base Interest Rate (pct..............). .. . . .. . . . .. . . .. . . .. .  13.4 12.0 12.0
Personal Saving Rate (pct.) ................................ .3.3 3.3 2.7
Retail Inflation (pct.) .......................................... 10.0 23.2 14.2
Wholesale Inflation (pct.).........................5.3 17.2 9.4
Consumer Price Index ......................................... N/A 23.2 14.2
Exchange Rate (SK/USD)
Official..................................28.26 32.97 31.46
Parallel .............................................................. 30.50 N/A N/A
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Key Economic Indicators-Continued
[Millions of U., dollars unless otherwise noted)

1992 193 1994"9

Balance of Payments and Trde:"
Total Exports (FOB)............ 3,624 5,086 6,435

Exports to U.S ........................... 47 58 105
Total Imports (CIF) 6 ............................................ 3,564 5,914 6,385

Imports from U.S .............................................. 58 106 168
Aid fromUS. 7. .  . . . . . . . . . . . . . . . . . . . . . . . .  28.51 N/A N/A
Aid from Other Countries 7 ............. . . . .. . .. .. . . .. . . .. .  N/A N/A N/A
External Public Debt ........................................... 2,322 3,600 4,150
Debt Service Payment (paid) .............................. N/A 110 390
Gold and Foreign Exch. Reserves ....................... 790 1,400 2,300
Trade Balance 18.................................................... 60 -828 50

Trade Balance with U.S ................................... -11 -49 -63
NIA-Not available.
'1994 figurwestimated from latest available monthly data in October 1994.
'Growth rates calculated in SK before converting to dollars.
SIn 199 IMa rAepaed MPS method of measuring GDP.
41ndustry Includes ens, manufacturing, and construction; sevices Include rents, financial and sovern-

ment services; other isa residual.
8DIscount rateof National Bank of Slovakia.
sMerchandtse trade; figures for 1993 and 1994 include trade with the Czech Republic.
Assistance is substantial but current figures unavailable.

1. General Policy Framework
On January 1, 1993, the Slovak Republic gained independence, following the

breakup of the Czech and Slovak Federative Republic (CSFR). The economic struc-
ture of the new Slovak state resembles that of the former state in many respects,
and all former federal laws were adopted in Slovakia in early 1993. A customs union
provding 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 to a modern market economy, Slovakia
has had to create new government institutions with limited resources. Data collec-
tion and analysis have improved considerably but remain occasionally insufficient
(or incompletely converted to international standards). Most of the former CSFR's
competitive industry, foreign investment and financial expertise were located in the
Czech Republic. The once-powerful armaments industry now produces at less than
ten percent of its 1988 level. In consequence, unemployment is much higher in Slo-
vakia than in the Czech Republic.

After elections in Fall 1994, former Prime Minister Vladimir Meciar's HZDS party
won a large plurality and formed a new government in December together with two
small coalition partners. The new Meciar government replaced the coalition govern-
ment led by Jozef Moravcik that had ruled since March 1994. The Association of
Slovak Workers (ZRS), one of the coalition partners in the new Meciar government,
has voiced concern about privatization. An official from ZRS is the new Privatization
Minister.

Slovakia has expressed formal interest in EU and OECD membership. Slovakia
signed an EU association agreement in October 1993, and the attendant trade provi-
sions have been implelented. The government adheres to EU standards wherever
possible in modernizing infrastructure and legislation. Slovakia emphasizes its
central location, skilled and low-cost labor force, industrial tradition, and familiarity

with its eastern neighbors in advertising itself as a bridge between East and West
for business.

In 1993 the general government fiscal deficit fell to 7.5 percent of GDP, above the
1W target but substantially below the underlying 13 percent deficit in 1992 under
the Federation. The deficit was aggravated by insufficient tax revenues due to the
creation of a new tax system, high-levels of social spending in response to the dis-
locations caused by economic transformation, and debt service obligations. The gov-
ernment's deficit target for 1994 was 4 percent of GDP; by November it appeared
that this target would be reached. Certain large items (including $94 million for
education and health) remain off-budget. The government has been trying to reduce
the generous levels of social payments. A new insurance system was established in
January 1993, intended to become self-financing (and off-budget) in 1994. The defi-
cit was primarily financed by domestic banking sources, leading to a severe shortage
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of credit available to private sector borrowers. Borrowing from the IMP, World
Bank, EBRD, and other international lenders was also significant.

A restrictive monetary policy has succeeded in increasing foreign exchange re-
sources and limiting inflation. The central bank (National Bank of Slovakia, or
NBS) maintained a tight refinancing policy. The NBS uses mostly indirect controls
as policy instruments. Reserve requirements remained stable; open market oper-
ations and currency swaps are undeveloped and little used. Banks themselves (28
in Slovakia, of which nine are branches of foreign banks) tended to purchase low-
risk government securities as their liquidity increased, thereby reducing credit
available to private borrowers.
2. Exchange Rate Policy

After the division of Czechoslovakia, an initial monetary union dissolved and the
two currencies separated in February 1993. Czechoslovak banknotes with Slovak
stamps have been replaced completely by newly-printed Slovak notes. Since July
1994 the Slovak crown has been pegged to the Deutsche mark (60 percent) and the
U.S. dollar (40 percent), under the supervision of the NBS. The crown was devalued
by ten percent in July 1993 but has since remained stable at approximately 32
crowns to the dollar.

The crown is internally convertible and may move toward full convertibility by the
year 2000. The Moravcik government committed to Article VIII status with the IMF

l Januay 1996, and by the end of 1995 to define a clear timetable for ending thezech-Slovak bilateral payments agreement. Individuals ma maintain hard cur.
rency accounts and are entitled to purchase 9000 crowns' ($285) worth of hard cur-
rency a year, an amount that has been rising annually. Companies registered in Slo-
vakia may earn hard currency but must deposit it in crown accounts; they may pur.
chase hard currency for business reasons, subject to some limitations (see section
5). Foreign investors 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 took effect in January 1994. The new legislation includes provisions for res-
titution claims on Jewish community properties seized after November 2, 1938.
Laws on agicultural restitution permit claims of up to 250 hectares of land (150
hectares for arable land). By the end of September 1994, 156,702 hectares or land
had been returned to roughly 24,000 claimants; an additional 32,379 hectares rep.
resenting joint claims were returned to communities. Restrictions on land usage by
existing owners have been lifted for 461,810 hectares of arable and wooded land.

Privatization: Both small- and large-scale privatization began in 1991 (prior to the
breakup of the CSFR); the former is complete. Approximately 9500 small enter-
prises, including 6500 retail shops, have been privatized; privatization of urban
housing has begun. Large-scale privatization has been repeatedly delayed by politi-
cal and conceptual changes within the Slovak government, along with bureaucratic
bottlenecks. The Moravcik government pursued a mixed approach to privatization
which included standard methods and renewed emphasis on use of the voucher
method. The first wave of large-scale privatization ended in September 1993, with
703 enterprises valued at $5.34billion at least partially privatized. The new Meciar
government has decided to postpone launching the second wave of voucher privat-ization, scheduled to start in December 1994. Government officials stated that the
second wave would be delayed by only a few months. Prime Minister Meciar
planned to remove energy-producing companies and certain other firms from the list
of firms to be privatized. Originally, over two billion dollars worth of firms were to
be privatized. Almost 3.5 million Slovaks, over 80 percent of those eligible, have reg-
istered to participate in the second wave. Overall, the private sector now generates
over 40 percent of GDP versus less than ten percent in 1988.

Commercial Code: The Code adopted in Czechoslovakia in 1992 remains valid in
Slovakia. Key points for US. investors include a low level of government screening
of foreign investment other than for privatization of certain state enterprises; equal
treatment with SlovaQ citizens for conducting business; and elimination of most re-
strictions on foreign investment. The 1992 United States-Czechoslovakia Bilateral
Investment Treaty remains in force in Slovakia.

Taxes: Slovakia introduced a new tax system in January 1993, with later modi-
fications. Taxes are measured by the calendar year and consist of a Value Added
Tax (VAT) of 25 percent on most items and 6 percent on basic foodstuffs and essen-
tials; a6 excise tax; personal income tax of 15 to 47 percent and corporate income
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tax.of 45 percent; and taxes on real estate, auto registration, inheritance, gifts, etc.
VAT accounts for about 30_percent of central government revenue; the government
is considering a lowering of rates. Measures are also being taken to improve collec-
tion and increase penalties for evasion. Significant tax incentives exist for compa-
nies (especially banks) founded in Slovakia after December 31, 1992, depending on
the location and level of foreign capital invested. The United States and Slovakia
signed a dual-taxation treat in October 1993 which entered into force in early 1994.

Price Liberalization and Subsidies: In July 1994, selective wage controls were im-
plemented in loss-making enterprises and the energy and finance sectors; most pri-
vate enterprises are exempt from these controls. Nearly all (96 percent) price con-
trols have been removed; controls on food, fuels, energy, heat, etc. remain but will
be phased out by December 1995, with periodic price increases during the next two
years to bring prices to market levels. Government-granted monopoly rights no
longer exist. Direct subsidies to enterprises have fallen to about five percent of GDP.
In July 1994 selective wage controls were implemented in loss-making enterprises
and the energy and finance sectors; private enterprises are exempt from these con-
trols.

Bankruptcy: Slovakia adopted the 1991 federal law on bankruptcy with additional
amendments in June 1993. Under the law, a board of creditors (maximum of seven)
formed upon court recommendation may take control of enterprises in bankruptcyproceedings; the board has three months to work out a recovery progam before liq-
uidation occurs. The board is elected by domestic creditors, each ofwhom has one
vote regardless of the share of debt held- foreign creditors may not participate on
the board. By January 1994 unresolved long-term claims of Slovak companies to-
taled $2.3 billion with short-term unresolved claims at $9.1 billion. Some claims
have been settled by a mandatory clearing system for enterprise debt (focused on
companies in "secondary insolvency," i.e. those who could operate successfully if
their debtors paid them). This has been an important hindrance to economic reform,
complicating efforts of efficient companies to attract investment due to their unre-
solved claims, while inefficient companies continue to receive government subsidies.
4. Debt Management Policies

Slovakia has a low level of foreign debt, 80 percent of which is medium-term and
the rest long-term. As of late 1994, gross foreign debt was $4.1 billion (roughly one-
third of GDP), down slightly from December 1993. Of this, about 56 percent rep-
resented debt of the government and the NBS. In September the NBS estimated
that 40 percent of Slovakia's foreign exchange reserves are from foreign loans. Debt
service for 1994 represents six percent of export earnings, a figure which will in-
crease in 1995. Slovakia holds claims of $2.5 billion on various countries around the
world; all bilateral repayment agreements were canceled prior to the dissolution of
the CSFR. The former Soviet Union is by far the largest debtor, owing $1.7 billion,
half of which is in convertible currency. Payments to and from the Czech Republic
are handled through an ECU-based clearing system.

Bad Debts: In September 1994 the Slovak Finance Minister characterized 25 per-
cent ($1.6 billion) of all bank loans as bad. Much of the problem dates back several
years to the communist era. In 1991 Czechoslovakia established a Consolidation
Bank to centralize part of the debts and liabilities of the banking system, and subse-
quently the federal National Property Fund issued bonds to aid debt writedowns
and bank recapitalization. The government is considering an extensive program to
address the related problems ofbad debts, inadequate corporate governance, enter-
prise restructuring, and. ommercial law reforms. Foreign investors are concerned
that Slovak legislation does not permit tax deductions for bad debt reserves and has

no provision for reclaiming value-added tax on bad debts. Loss carry-forward provi-
sions are also unclear.

Loan Guarantees: Slovakia has increased its outlays on government loan guaran-
tees (on both domestic and foreign loans), primarily for infrastructure projects; as
a share of the budget these rose to 20 percent in 1994. Commercial banks were
slightly more active in providing loan guarantees in 1994, providing about $95 mil-
lion (up 14 percent from 1993).

Adjustment Programs: The IMF approved a credit under the Systemic Trans-
formation Facility (STF) of approximately $89 million for Slovakia in July 1993; an
IMF advisor is resident in Bratislava. The STF is designed to facilitate Slovakia's
adjustment to the fiscal and external imbalance resulting largely from the end of
fiscal transfers from the federal government in Prague, and to accelerate structural
reform. In July 1994 the IMF approved $263 million in additional credits, including
$169 million under a 20-month standby arrangement and $94 million as a second
credit under the STF. The World Bank approved an Economic Recovery Loan of
about $80 million in November 1993, with Japanese cofinancing of a like amount;
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the purpose of the loan is balance of payments support and broad economic reform
including the social safety net. Talks were under way in 1994 with the World Bank
for an Enterprise and Financial Sector Adjustment Loan. Since 1992 Slovakia has
received over $200 million in technical assistance and other aid from various donors.
5. Significant Barriers to U.S. Exports

In December 1993 Slovakia canceled a temporary measure (implemented earlier
In 1993) designed to check the flow of scarce foreign exchange. Payment conditions
are now negotiated directly between Slovak importers and their foreign suppliers.

Import Licenses: Import licenses are governed by the 1991 decree of the former
Czechoslovak Ministry of Foreign Trade, which remains valid under Slovak law. The
decree divides commodity items into "general" and "specific" categories for the pur-
pose of licensing. For most of the approximately 100 groups of items in the "general"category obtaining a license is a formality. In the remaining ten percent of cases
(in which a 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 NBS is required to offer banking services. Insur-
ance companies must obtain a license from the Ministry of Finance. Permission from
the Ministry of Finance is required for stock exchange services. Foreign entitieL are
welcome to join existing stock and options exchanges, but no provisions exist under
the 1992 law for establishing new exchanges. Lawyers may be licensed either by the
Chamber of Advocates or by the Chamber of Commercial. Lawyers. Advocates may
practice in any field, including commercial law. Commercial lawyers may not prac-
tice criminal law. Lawyers may practice as individuals, associations or general part-
nerships, but not under a limited liability (professional corporation) form. No special
permission is required to offer travel or ticket services or air courier services.

Standards, Testing, Labelling, and Certification: Slovak legislation in this area
closely follows EU legislation. The Slovak Office of Standards, Metrology and Test-
ing is the responsible office for compulsory and voluntary testing of a wide range
of products at 20 testing centers. Testing is compulsory for products in the "regu-
lated" sphere (defined as those which may pose threats to health, life, safety, and
the environment) which mainly comprise=bodstuffs, kitchen devices, medicines, elec-
trical equipment, engineering products, agricultural machinery, plastics, paints,
polishes. cosmetics, and sporting goods. Voluntay. 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 in early 1995, replacing the old federal sys-
tem.

Investment: To date Slovakia has taken a positive stance toward foreign invest-
ment, though in practice some obstacles 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; no barrier to repatriation of profits or capital; no restrictions on down.
stream services; and no lack of national treatment. Investment incentives do not
provide sufficient provision for accelerated depreciation, in the view of some foreign
investors. The government has made clear that certain sectors (e.g., telecommuni-
cations, energy) will not be privatized in the short run. It is still uncertain whether
considerations of employment or development of favored industries will adversely af-
fect 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 plicy on GATT principles, including the GATT subsidies
code. Slovakia is a participant in the following agreements: Multi-Fiber Arrange-
ment, Technical Trade Barriers Agreement, Licensing Pcdures .Agreement, and
Agreements on.GATT Articles VI and VII. Slovakia ratified the Uruguay Round
agreement and joined the World Trade Organization as a founding member.



263
Tax Concerns: Foreign investors have expressed concerns over several tax issues

In Slovakia. Under current law there is no provision for establishment of purely rep.
resentative (Informational) offices exempt from normal tax and accounting require:
ments. Holding companies are subject to a 15 percent withholding tax on intra-
group dividend; payments. Since dividends are paid from after-tax profits, they are
doubly taxed. LExpatriate employees of Slovak entities are not exempted from (rel.

actively high) social security and health insurance payments even when they remain
covered under their home-country system.
6. Export Subidies Polces

Slovakia is a member of the GATr 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. An import surcharge of ten percent on consumer goods was imple-
mented in-March 1994 and is to remain in effect Into 1995.
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 Berne, Paris, Stockholm, Mstdrid, Nice, Lisbon, Locarno, Washing.
ton Strasbourg, and Budapest conventions. Slovak laws and regulations on intellec-
tual property are identical to those of the former Czechoslovakia. Slovak laws in this
area are compatible with western European legislation. A new law on administra.
tive fees was passed in 1993; a law on trademarks is expected in 1995, which will
be harmonized with EU legislation. Slovakia is a successor to Czechoslovak mem-
bership in the World Intellectual Property Organization (WIPO). The U.S. Embassy
is not aware of disputes involving US. interests in the area of intellectual property
protection; however, Slovakia's trademark legislation is based on "first to register"
rather than 'first to use,* which poses potential difficulties for foreign investors.
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; 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 firefighters. At present the policy of the
Confederation of Trade Unions regarding collective bargaining excludes strikes as
a tactic, and there have bebn none in 1994.

b. The Right to Organize and Bargain Collectively.--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. Workers under 16 may not work more than 33
hours per week and are covered by legislation to protect their safety and well-being.

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 workplace.
Th6 minimum monthly wage is SK 2450. The law mandates a standard workweek
of 42.5 hours, which may be modified by collective bargaining. Caps exist on over.
time 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 in sectors with U.S.
investment are the same as in other enterprises in Slovakia.

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

(Millions of U.S. dollars)

Catepry Amount

Petroleum ................................................................................ 0
Total Manufacturing ............................................................ (1)

Food & Kindred Products.........................(1)



264

Extent of U.S. Investment in Selected Industrieso-U.S. Direct
Investment Position Abroad on an Historical Cost Basis--1993-Continued

(Millions of U.S. dollm]

Cate•my Amount

Chemicals and Allied Products ......................................... 0
Metals, Primaiy & Fabricated ............................................ 0
Machines, except Electrical .............................................. 0
Electric & Electronic Equipment ....................................... 0
Transportation Equipment ................................................. 0
Other Manufacturing ............................ 0

Wholesale Trade ......................................................................... 0
Banking....................................................................0
Finance/lnsurancalReal Estate ............................................... 0
Services ................................................................................ 0
Other Industries ................................................................ 0
TOTAL ALL INDUSTRIES............. ..................... (1)

l 8tmpuppr_ to avoid dialodg data of individual companies
Sour U.. Department of Commerce, Bureau of Economic Anslysis.

SLOVENIA

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

1992 1993 19941

Income, Production and Employment:
Real GDP (1985 prices) ....................................... N/A N/A N/A
Real GDP Growth (pct.) .....................- 5.4 1.3 6.0
GDP (at current prices): ...................................... 12,365 12,672 13,800
By Sector.

Agriculture............................ 590 563 570
Energy/Water .......................... 289 322 360
Manufacturing ........................ 4,095 3,870 3,900
Construction ........................ .. .458 521 510
Rents ..................... . . 1,445 1,421 1,600
Financial Services ............................................ 409 443 450
Other Services..e..........................2,637 2,821 3,400
Government/Health/Education ........................ 2,368 2,734 3,000

Net Exports of Goods & Services ........................ 92 50 200
Real Per Capita GDP (1985 base) ...................... N/A N/A N/A
Labor Force (0O0s) ...... ........................ 783 760 748
Unemployment Rate (pct.) .................................. 8.3 9.1 9.0

Money and Prices (annual percentage growth):
Money Supply (M2) .............................................. 2.8 2.5 1.9
Base Interest Rates3..................... . .. . . .. . .. . . .. . . .. . .. .. .  25 18 16
Personal Saving Rate ......................................... 48 30 24
Retail Inflation ........................... 201.3 32.3 20.5
Wholesale Inflation ............................................ 215.7 21.6 18.5
Consumer Price Index ......................................... 201 32 21
Exchange Rate (USD/Sit)

Official................................8.3 115 125
Parallel ................................... 87 117 115

Balance of Payments and Trade:
Total Exports (FOB).........6,681 6,083 6,500

Exports to U. ............................................... 195 216 233
Total Imports (CIF)......... ...... .... 6,141 6,501 6,696
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Key Economic Indicatoro-Continued
(MilliU onsfu.". dM unkls otherwise noted

1992 1995 1994"

Imports from US .............................................. 167 188 197
Aid from U .,, N/I N/A N/A
Aid from Other Countries ................................... N/A N/A N/A
External Public Debt ....................... 1,741 1,873 2,000
Debt Service Payments (paid) ............................. 388 374 390
Gold and Foreign Exch. Reserves ...................... 1,163 1,566 2,800
Trade Balance ...................................................... 791.1 - 154.2 -40

Trade Balance with US ................................... 28 28 35
N/A-Not available.
1994 Blum. are all estimates based an available monthly dita In Odcber 199K

1. General Policy Framework
In 1991, Slovenia set out on the path of complete political and economic trans-

formation. In the first phase, after market reforms and a stabilization policy were
introduced, the immediate conseuences were predominantly lower employment and
somewhat lower standards of living. In the second phase, the positive effects at the
macroeconomic level have appeared step by step. But Slovenia is still at the begin-
ning with regard to some crucial elements of its economic transformation, above all
wit regard to efficient affirmation of property rights (privatization, sanctioning of
contracts) and the development of a financial market.

The main reason for the economic depression in 1991-1992 was a dramatic de-
crease in aggreate remand (the collapsed trade flows with other regions of former
Yugoslavia,.a decrease of trade with eastern European markets). Likewise the re-
vival of activity in 1993 was also caused by the Increase of demand. The contraction
of markets in the former Yugoslavia stopped at a low level, but the growth of ex-
ports to other countries was high. A very restrictive monetary policy was loosened
up to a more neutral one. The credibility of the Slovene currency and domestic insti-
tutions significantly increased.

After five yemrs of decline, the GDP increased by one percent In 1993. In the first
eight months of 1994, positive growth continued, but under conditions of the declin-
ing import of consumer goods and the increasing import of semifinished materials,
while the current balance of payment shows a larger surplus again. The actual an-
nual growth rate as of August 1994 was five percent.

The public debt of the Republic of Slovenia, including potential obligations stem-
ming from the state succession negotiations was estimated at 33 percent of GDP at
the end of 1993. For loan servicing, 0.8 percent of GDP or 1.6 percent of total public
receipts was spent In 1993. Comparable figures for 1994 are 1.1 and 2.3 percent,
respectively. Sfovenia's public debris still relatively small.

The Bank of Slovenia has successfully realized its primary goals, lowering infla-
tion and supplying the required quantity of stable money. Other goals were the de-
creasing of interest rates, facilitating liquidity conditions in commercial banks, and
a fluctuation of the tolar's exchange rate on the foreign exchange market. The most
often used instruments were the liquidity loans given on the basis of papers of value
as collateral. Both MI and primary money increased in real terms in 1993, while
the real growth of money in 1994 is slowing down. In the structure of primary
money, the share of giro accounts and bank reserves is increasing at the expense
of currency In circulation. Financial assets of the population in bans are increasing
very quickly, both in tolar and foreign exchange deposits.

Slovenia signed an accession agreement with the GATIl on September 27, 1994.
Slovenia has also started negotiations to join the new World Trade Organization.
2. Exchange Rate Policy

When creating Its currency (launched on October 8, 1991). Slovenia opted for a
managed float o6 the tolar against the Deutsche mark, rather than a straight peg.
A peg remains the long term objective. In real effective terms, the tolar has appre.
coated strongly against the ma Zthroughot 1992, by 3.3 percent in 1993, and by
an additional 6.8 percent In the first eight months of 1994. This Is due to a surplus
In the balance of payment as well as to high net inflow of foreign exchange in
foreign exchange offices in the country. The mentioned data are valid for the ex-
change rate for-business transactions, which grew at a slightly slower pace than the
rate of the Bank of Slovenia ('the official ratel. The latter reflects actual move-
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ments of different money aggregates in the previous month and Is used for adminis-
trative purposes only (customs, etc.).
3. Structural Policies

Slovenia has made significant progress across a broad spectrum of structural re.
forms. Slovenia is undertaking a rehabilitation and reform of the financial sector
and a privatization of socially-owned capital" to make the economy more market-
oriented. Structural reforms in these two areas are interrelated. New prudential
regulations (e.g., provisioning, capital adequacy, large borrower limits) and account-
ing standards (e.g., nonaccrual of late interest) were put in place along with the es-
tablishment of Bank of Slovenia supervision activities. The necessary legal frame-
work was erected with the pasage of key implementing legislation for ownership
transformation; a bankruptcy law; a company law; a banking law; and a securities
market and mutual fund law.

With regard to bank rehabilitation, the three most important banks were put
under the rehabilitation program. By the end of September 1994, 625 programs for
privatization were submitted to the Rehabilitation Agency. These programs cover
approximately 850 "socially owned' companies (out of around 2,500). 304 programs
were approved (first round of approvals). The programs submitted represent about
55 percent of GDP and an equal percentage of employees.

In 1993 changes were introduced in the personal income tax, effective January
1, 1994. With regard to the corporate income tax, tax holidays have been eliminated
and the depreciation schedule has been liberalized. The carry-forward period for
losses has been extended to five years from the previous regulation that allowed
carry-forward for only one year. A new corporate income tax law has been prepared
and is expected to become effective in the Fall of 1994 with the rate lowered from
40 percent to 25 percent. Overall payroll tax rates were lowered considerably during
1993, from 50.35 percent to 44.60 percent on average, as of the second quarter of
1994.

Prices are mainly market driven. Prices for electricity, gas and telecommuni-
cations are the only prices still controlled by the government.
4. Debt Management Policies

Public debt of the Republic of Slovenia, including potential obligations stemming
from the succession negotiations, is estimated at 33 percent of the GDP at the end
of 1993. For loan servicing, 0.8 percent of GDP or 1.6 percent of total public receipts
was channeled in 1993. Comparable figures for 1994 are 1.1 and 2.3 percent, respec-
tively. Slovenia's public debt is still relatively small.

According to the Monthly Bulletin of the Bank of Slovenia from August 1994, the
latest actual data for foreign debt and foreign exchange reserves are $1,985 million
and $2,208 million, respectively. The debt servicing ratio was 5.4 percent at the end
of 1993.

From a total debt of $1,985 million, $1,891 million represents long term debt, $84
million accounts for short-term debt, and $10 million is IMF credit (all data are stip-
ulated according to the World Bank methodology). The debt data apply only to loans
used directly by Slovene beneficiaries. The division of federal (old Yugoslav) debt
(approximately $2.6 billion-obligations to the IMF already excluded) is the subject
of ongoing negotiations on Yugoslav succession.i_

The Republic of Slovenia became a member of the IMP in January 1993. By the
decision of the Executive Board of the IMP in December 1992, Slovenia was declared
a successor state to a percentage share of assets and liabilities of the former Yugo-
slavia. At the moment of succession, total liabilities were SDR 51 million dollars,
of which disbursed credits amounted to SDR 25.5.

A breakdown by creditors of the external long-term debt follows (millions of dol-
lars): 1) multilateral 442 (IBRD 120, EBRD 14 EIB 204, IFC 65, EUROFIMA 39);
2) Patis Club 227; 3) Refinancing: commercial tanks 418; 4) Other long-term loans
804.

Following the Slovene Government's decision of January 13, 1994, payments relat-
ed to the following obligations are, until final agreement is concluded, made to a
fiduciary account of the Bank of Slovenia in the Dresdner Bank, Luxembourg SA:
16.39 percent of interest due under the *Yugoslav New FinancingAgreement" (NFA)
from 1988 for the amounts for which the obligor is the National Bank of Yugoslavia;
principal and Interest due under the NFA, for live credits only, where the bene-
ficiary is a Slovene entity; and amounts on deposit with the LjublJanska Banka d.d.
under the Trade and Deposit Facility Agreement from 1988. The balance of this ac.
count as of July 31, 1994 is $68 million.
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5. S"4nicat Baiers to U.S. Expots
Traditionally, Slovenia had a relatively market oriented economic system with lib-

eralized prices and a high degree of openness to foreign trade. With the beginning
of its transition to a nAet oriented economy, Slovenia gradually loosened the re-
maining obstacles in its foreign trade regime. However, some statutory barriers to
foreign Investment remain.

In October 1994, Slovenla became a member of the GATF. Slovenia has started
negotiations to join the new World Trade Organization. Slovenia had prepared all
the necessary measures to comply with GAfl by the first half of 1994.

Foreign Investment: Two major barriers to UYS. investment exist. First, any com-
p any incorporated In Slovenia must have a managing director of Slovene national-
ity, or the majority of the board of directors must be Slovene. Second, a foreign reg.
istered company or individuals of foreign nationality are not allowed to buy (own)
land in Slovenia. However, any company incorporated in Slovenia, regardless of the
origin of its founding capital, may buy real estate in Slovenila.

Slovenia's exchange system is free of restrictions on the making of payments and
transfers for current international transactions, following the removal of a restric-
tion limitating transferability of tolar balances held by certain nonresidents.
6. Export Subsidies Policies

Slovenla has no special export subsidies policy. The Slovene economy has always
been export oriented. It Is driven by the exchange rate of domestic currency only.
As a fledgling nation, Slovenia lacks different tools to stimulate exports. Slovenia
adopted new legislation in 1994 on tax exemptions on imported inputs. This helps
domestic companies compete with foreign competition on a more equitable basis.
7. Protection of U.S. Intellectual Property

Intellectual property is well protected In Slovenia, and the governments's commit-
ment to such protection is high. Two bills were submitted to the Parliament in 1994.
The bills are the Act on Protection of Topography of Semiconductors Circuits (which
is harmonized with the American Patent Office) and the Copyright and Related
Rights Act.

Slovenia is a member of all major relevant conventions such as the Bern, Paris,
WIPO, Madrid Arrangement of Internationally Registered Marks, PCT, and two
classification arrangements: Locarno, and Nice. By the end of 1995 Slovenia will fq1-
fill all obligations from the Uruguay Round's Trade Related Aspects of Intellectual
Propertry Rights agreement (TRIPs), including Trade in Counterfeit Goods.

Some years ago, computer soft ware and video pirac was present in the country.
However, several successful court cases in the late eighties helped remedy the situa-
tion. The first and best known case involved the US. company Autodesk. Today
Slovenia's position Is comparable to that of the West.
8. Worker Rights

a. The Right of Association.-The Slovene constitution provides that trade unions,
their operation, and their membership shall be free. Workers, except for some in the
public sector, enjoy the right to strike. Virtually all workers, except for the police
and military, are eligible to form and join labor organizations of their own choosing.

The former Yugoslav government-sponsored and controlled unions disappeared
with Slovenia's independence in 1991. Slovenia now has two main labor groupings,
with constituent branches throughout the country. There is a third, much smaller,
regional labor union on the Adriatic coast. Unions are independent of government
and the political parties. The constitution provides that the state shall be respon-
sible for "the creation of opportunities for employment and for work." There are no
restrictions on affiliating with like-minded international union organizations.

b. The Right to Organize and Bargain Colectively.--Slovenia's economy is in tran-
sition from the command economy of the communist stem, which included some
private ownership of enterprises along with state and "socia" ownership. In the
transition to a fully market based economy, the collective bargaining process is
changing. Formerly, the Yugoslav government had a dominant role in setting the
minimum wage and conditions of work. The Slovene government still exercises this
role to an extent, although private businesses, growing steadily in number, set pay
scales directly with their employees' unions or employee representatives. The U.SS
Embassy has received no reports of anti-union discrimination.

c. Prohibition of Forced or Compulsory Labor.-There is no forced labor in Slove-
nia.

d. Minimum Age for Employment of Children.-The minimum age for employment
Is 16 years. Children must remain in school until age 15. During the harvest on the
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farm. younger children do work. In general, urban employrs respect the Or limits.
"The constitution .spedfcall yrnhfbits _exploitation of childn.

e. Acceptabe Conditionm Wor*.-Slovenia has a minimum wage of $240 (gross
wage) per month, with a 40 hour work week. Slovenia has an active concern for oc-
cupational safety. In nern, Slovene enterprises provide acceptable conditions of
work equal to stand in force in other European countries.

f. &ghta in Sectors with U.S. Inuestment.--The Information given above on the
five areas of concern for worker rights, applies equally in all sectors of the economy.

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

[Minions of U.S. do"laus

Catesly Amunt

Petroleum ............................................. 0
Total Manufacturing...................................... -4

Food & Kindred Products........... ............... 0
Chemicals and Allied Products ........................................... -4
Metals, Primary & Fabricated ............................................ 0
Machinery, except Electrical .............................................. 0
Electric & Electronic Equipment ..................................... 0
Transportation Equipment ................................................. 0
Other Manufacturing............................. 0

Wholesale Trade ...................................................................... 0
Banking...............................................0
Finance/Insurance/Real Estate .............................................. 0
Services ............................................... 0
Other Industries ...................................................................... 0
TOTAL ALL INDUSTRIES ....................................................- 4

Sourse: U.S. Department of Commerce, Bureau of Economie Analyui.

SPAIN

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

1992 1993 1994'

Income, Production and Employment:
Real GDP (1986 prices)2 ..................................... 393.2 312.0 303.0
Real GDP Growth (pct.)......................0.8 -1.0 1.7
GDP (at current prices)s2 .................. .. . . .. . .. . . .. . . . .. .  576.3 478.4 479.1
By Sector:.

Agriculture ........................................................ 20.3 16.5 17.2
Industry ............................................................. 133.8 108.3 108.3
Construction ..................................................... 49.5 39.2 38.3
Services ............................................................. 334.9 286.7 285.7

Net Exports of Goods and Services .................... 101.4 94.6 105.3
Real Per Capita GDP (USD:1986) ......................010,082 7,980 7,728
Labor Force (000s) ............................................... 15,193 15,406 15,550
Unemployment Rate (pct.) .................................. 20.1 23.9 24.5

Money and Prices (annual percentage growth):
Money Supply (M2) .............................................. 1.5 - 15.8 -3.8
Base Interest Rate 3 ...................... .. . . . .. . .. . . .. . . . .. . .. .  13.5 12.6 10.2
Personal Saving Rate .......................................... 19.3 19.4 20.0
Retail Inflation ..................................................... 5.9 4.6 4.5
Wholesale Inflation .............................................. 1.4 2.4 4.0
Consumer Price Index ......................................... 100.4 105.0 109.3
Exchange Rate (Pta/USD) ................................... 102.1 127.4 133.0
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Key Economic[dicatore-Continued
[flnowoua cU daoms wlm oawkw noted)

Blneof ft~mente and Trad,.
Total Extports ( FO B )'4. .... . 64.7 59.5 70.0

Exports to Us. 3.1 29 3.0
Total Imports (CMF) 4 499.9 .78. 08.0

Imports hom Us.................. 7.4 5.6 5.7
External PUblic Debte..................................... 79.8 N/A N/A
Debt Service Payments (paid) .......................... 21.8 N/A N/A
Gold and Foreign Exch. Reserves. 50.5 45.3 45.0
Trade Ballen4 .............. ......................... -35.2 -19.1 -15.0

Trade Balance with USa...n................................ -4.3 -2.7 -2.7
119%4 Igm I lmaD l.Iitl Ibased so mil"wakmt data in Ootbw 19K4
NCG & atctar!41st.
8ActiI, svragO annual Interent rates, not changes In rates.
' Muehnd~a ind -s

1. GeneralPoliy Fmmework
Following the economic boom of 1986-90, the Spanish economy slowed down and,

along with the economies of most other western European countries, fell into reces-
sion during the second half of 1992. Unemployment reached over 24 percent, and
is not expected to decline significantly during 1994. Devaluation of the peseta since
1992 and the beginning of economic recovery in Spain's major European markets
are contributing to an export-led economic recovery; real G15P is expected to grow
by around 1.7 percent in 1994.

Spain's accession to the European Union (then called the European Communities)
in 1986 established the framework for its subsequent economic performance. EU
membership has required Spain to open its economy, modernize Its industrial base,
improve infrastructure, and revise economic legislation to conform to EU guidelines.
Furthermore the 1992 Maastricht Treaty, calling for eventual Economic and Mone-
tary Union (EMU) among the EU member states, established specific criteria for
economic performance which now serve as official objectives for the Spanish govern-
ment. In particular, those criteria call for reduced government deficits, lower infla.
tion and foreign exchange stability. Foreign investors, principally from other EU
countries, have invested over 60 billion dollars in Spain since 1986.

Inflation continues to be a problem. Despite the recession and massive unemploy-
ment, Spanish inflation declined only to 4.5 percent by the end of 1993, and is gen-
erally expected to stay close to that level in 1994, some two percentage points above
the EU average. In years past, high wage settlements contributed significantly to
inflation. Wage settlements in 1994, following modest reforms to the labor market
at the beginnn g of the year, have been more moderate. Inflationary pressure from
the fiscal deficit continues, however, as the public sector deficit reached 7.3 percent
of GDP in 1993, and will stay, close to seven percent-in 1994. Spanish economists
also note that structural rigidities-basically a lack of competition in certain service
sectors--also contribute to Inflaticnary pressures.
2. Ehansge Rate Policy

Spain Joined the European Monetary System (EMS) in mid-1989. The peseta
played a role In the turmoil disruptinF, the EMS beginning• in September 1992 and
resulting in expansion of EMS "bands to 15 percent around the European Currency
Unit (ECU) in August 1993. Since September 1992, the peseta has declined by 18
percent against the ECU and 25 percent against the Deutsche mark; the peseta has
remained among the weakest currencies within the EMS, although it has not tested
the boundaries of the 15-percent band.

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 were rescinded shortly thereafter.
3. Structural Policie

Joining the EU in January 1986 required Spain to open its economy. By Decem-

ber 1992, Spanish tariffs were phased out for imports from other EU countries, and
lowered to tre EU's common external tariff level Tor Imports from non-EU countries.
Many nontariff barriers also had to be reduced or eliminated. While areas of dispute
remain (see section 5) the trend is strongly toward a more open economy. The EU
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program to establish a single market has accelerated Spain's integration into the

Spain's membership in the EU also required liberalization of its7' foreign invest.
ment regulations and the foreign exchange regime. In July 1989, a se urities market
reform went into effect. The reform has provided for more open add transparent
stock markets, as well as for licensing of investment banking services. The reform
also liberalized conditions for obtaining a stock brokerage license Anew foreign In-
vestment law passed In June 1992; removed many of the adminisirative 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-
Iorts of orn, spified nongrain feed ingredients and sorghum from non-EU coun.
ries during a our year period. The agreement was extended through 1994. The

Uruguay Round agreement had the effect of extending this agreement indefinitely.
Thelnited States remains interested in maintaining, access to the Spanish feed
grain market and will continue to press the EU on thfli issue. U.S. exports of corn
and sorghum, of about $200 million annually, are an important part of 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
GATT. In response to U.S. concerns, In October 1988, Spain initiated an automatic,
computerized licensing system for Spanish imports of the affected U.S. products.
Since the system became effective, no US. exporters have reported market access
impediments to their products covered under the automatic approval system.

EU ratification of the Uruguay Round trade agreement will deepen trade liberal-
ization and apply it to new sectors. The Government of Spain also ratified the Uru-
guay Round package and joined the World Trade Organization (WTO) as a founding
member.
4. Debt Management Policies

Spain's external debt totalled $79.8 billion in December 1992 (latest data avail-
able). Foreign investors bought heavily into Spanish government long-term *tebt
during 1993, profitting as interest rates declined from 12.2 percent in January 1993
to eight percent in February 1994. Foreign investors held about $38 billion of this
debtin March 1994, but have since reduced their position in this market as interest
rates have trended upwards. The Spanish government has signed standby loan ar-
rangements in foreign currency with consortia of private banks, and reached agree-
ment with investment banks to float bonds in foreign markets, as alternatives to
domestic financing.

International reserves totalled $4.8 billion in July 1994, equivalent to six months
of imports. Moody's rates debt of the Kingdom of Spain as AA2.
5. Significant Barriers to U.S. Exports

Import Restrictions: Under the EU's Common Agricultural Policy (CAP), Spanish
farm incomes are protected by direct payments an d 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 c'omestic
market to compete with domestic production. However the Uruguay Round agree-
ment established that these variable levies will be replaced by fixed import duties
beginning on July 1 1995. In addition all import duties on agricultural products will
be educed during toe five year period from 1995 to 2000.

In addition to These mechanisms, the EU employs a variety of strict animal and
plant health standards which act as barriers to trade. These regulations end up se-
verely restricting or prohibiting Spanish imports of certain plant and livestock prod-
up.ts. One of the most glaring examples of these policies is the EU ban on imports
or hormone treated beef, imposed with the stated objective of protecting consumer
health. Despite a growing and widespread use of illegal hormones in Spanish beef
production, the EU continues to ban U.S. beef originating from feedlots where
growth promotants have been used safely and under strict regulation.

One important aspect of Spain's EU membership is how U.wide phytosanitary
regulations, and regulations that govern food ingredients, labeling and packaging,
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impact on the Spanish market for imports of US. agricultural products. The major.
ity of. these regulations took effect on January 1, 1993 when EU "single market" leg.
181ation became fully implemented in Spain, and now agricultural and food product
im.rorts into Spain are subject to the same regulations as in other EU countries.

While many restrictions that had been in operation in Spain before the transition
have now been lifted for certain products the new regulations impose additional im.
port requirements. lor example, Spain now requires any foodstuff that has been
treated with ionizing radiation to carry an advisory label. In addition a lot marking
is now required for any packaged food items. Spain, in adhering to gU-wide stand-.
ards, continues to impose strict requrements on product labeling, composition, and
Ingredients. Like the rest of te E, ain prohibits imports which not meet a
variety of unusually strict product standardsFood producers must conform to these
standards, and importers of these products must register with government health
authorities prior to importation. Inl 994, a shipment of squid from the US. had dif.
f ,culty entering Spain as authorities were concerned that it exceeded maximum lev.
els of copper which is considered a heavy metal under Spanish food and drug law.
Neither the &US. nor the EU impose a standard regarding copper.

Telecommunications: Spain's telecommunications policy is in flux, as the Govern-
ment of Spain simultaneously seeks to assure the continued strength of Telefonica,
the state controlled public telephone operator and to liberalize the market in order
to attract foreign investment and comply with EU guidelines. Although regulations
liberalizing value-added services were issued in 1991, US. companies trying to es-
tablish these services, particularly international virtual private networks (IVPNs),
closed user groups, andreal-time fax and voice data service, have encountered ob-
stacles.

Recently, progress has been made. In October 1994, the Government of Spain
began taking bids on its second digital cellular license. (Under the terms of its 30-
year contract with the government, Telefonica will be awarded the first digital cel-
lul ar license on a non-competitive basis.) The Government of Spain has stated that
it hopes to award the permit by the end of 1994, which would allow the winning
company to begin operating in mid-1995. Telefonica has already been offering ana-
log cellular services for over two years, and therefore begins the battle for the digi-
tal market with a substantial advantage.

In its role as public telephone operator, Telefonica has embarked on an ambitious
project to upgrade Spain's communications infrastructure. It plans to lay 2,500 kilo.
meters of fiber optic line in the next one to two years. The Spanish firm is also a
major buyer of U.S. switching and transmission equipment, ang has indicated inter.
est in forming alliances with U.S. companies.

Banking Services: Spain's transposition of the EU second banking directive in
March 1993 placed US. banks with, branches in Spain at a potential competitive
disadvantage with respect to branches of EU banks in Spain. Spanish regulatory au-
thorities temporarily waived the most onerous restrictions, however, and negotia.
tions are underway for a permanent solution.

Government Procurement: During the May 1992 GATT Government Procurement
Code Committee meeting, signatories 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.

OITset requirements are common in defense contracts and some large nondefense.
related and public sector purchases (e.g. commercial #ircraft and satellites). Recent
large commercial contracts have contained offset provisions in the 30 to 60 percent
range.

Television Broadcasting Stations: The government transposed the EU broadcast
directive in July 1994. It imposes a requirement that 51 percent of broadcast time
be reserved for European products. The EU is considering revisions in this directive.
Should the revisions result in further increases in the European content reserva-
tions, this would, of course, further restrict the Spanish market for U.S. products.
Spanish legislation imposes restrictions on foreign ownership of the three private
TV concessions allowed. These restrictions are aimed at developing the localSpan.
ish program industry and encouraging Spanish language productions. The govern-
ment plans to introduce legislation to regulate cable T.V. Two operating concessions
would be granted in each specified geographical area. One concession would be re-
served for Telefonica, the state controlle public telephone operator, while one would
be assigned to a private firm through competitive bidding.

Motion Picture Dubbing Licenses and Screen Quotas: Spain requires issuance of
a license for dubbing non-EU films into Spanish for distribution in Spain. Dubbed
movies are commercially more successful than subtitled original language films in
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the Spanish market. To obtain a license, distributor* must contract to distribute an
EU film. Changes in the Cinema Law, implemented in December 1993, increased
the number of viewers which the EU film must attract for it to confer a dubbing
license, and imposed requirements for dubbing into minority languages. The law
also requires cinemas to show one day of EU films for every two days of non-EU
films. Efforts are underway to seek administrative revisions in the law to limit its
prejudicial effects on non-EU producers and distributors.

Product Standards and Certification Requirements: While product certification re-
quirements (homologation) have been liberalized considerably since Spain's entry
into the EU, problems remain for US. exporters in three areas. First, cumbersome
certification requirements remain for some telecommunications products, terminal
equipment, certain computer peripherals, and some building materials. Second,
there Is a lack of transparency and consistency in the application of certification re-
quirements. There are no published norms for the documentary evidence needed to
establish that an item has met certification requirements of another EU government
and that a product is in "free circulation" in an EU market. Third, the local inter-
pretation and application of some EU directives and regulations have caused disru p.
tion in trade with the U.S. For example, U.S. exporters of gas connectors have had
difficulty in obtaining permission for the entry of their products into Spain.

Another example of such stringent procedural requirements has to do with the im-
port of live bivalve mollusks. Since July of 1993 a new purification process for the
mollusks is required along with an acceptable certification from recognized US. au.
thorities. All this can delay the shipment of clams to the Spanish market, increase
production cost and adversely affect product quality.

The Spanish government generally holds that it does not use product certification
procedures to hinder trade. It has been cooperative in resolving specific trade issues
brought to its attention. The United States has encouraged Spain to simplify its cer-
tiflcation procedures and make them more transparent. In this regard, mutual rec-
ognition of product standards and testing laboratory results is being pursued at the
EU level.
6. Exports Subsidies Policies

Spain aggressively uses "tied aid" credits to promote exports, especially in Latin
America, the Maghreb, and more recently, China. Such credits reportedly are con-
sistent with the OECD arrangement on offically supported export credits.

As a member of the EU, Spain benefits from EU export subsidies which are ap-
p lied to many agricultural products when exported to destinations outside the
Union. Total EU subsidies of Spanish agricultural exports amounted to $551 million
in 1993. Spanish exports of grains, olive oil, other oils, tobacco, wine, sugar, dairy
products, beef, sheep and goat meat, and fruits and vegetables benefitted most from
these subsidies in 1993.
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. Spsin is a party to the
Paris, Bern, and Universal copyright conventions and the Madrid Accord on Trade-
marks. Spanish governAfnt officials have said that their laws reflect genuine con.
cern for the protection of intellectual property.

The patent law greatly increased the protection accorded patent holders. In Octo-
ber of 1992, Spain's pharmaceutical process patent protection regime expired, and
product protection took effect. Industry sources have advised that the impact of the
new product protection law will not be felt until early in the next century when new
pharmaceutical product patents applied for after October 1992 enter the market
after the 10 to 12 years research and development period normally associated with
the introduction of a new product into the market. US. makers of chemical and
pharmaceutical products have complained that this provides effective patent protec-
tion only for approximately eight years. The US. pharmaceutical industry would
like to see some lengthening of the patent 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 prior 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
reported improved ability to secure court orders after the copyright law was enacted.
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.Nevertheless, US. software producers complain of losses from business software
pwacy and are taking legal action under the new intellectual property law to correct
his. 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 De-
cember 1993, legislation was enacted which transposed the EU software directive.
It includes provisions that allow for unannounced searches in civil lawsuits. Some
searches have taken place under these provisions.

Continuing Spanish government enforcement efforts have reduced video and audio
cassette piraK although it remains a significant problem. Operators of small neijgh-
borhood cable networks, called *Community Video,* broadcast video programs with-
out broadcast rights, but the Sanish government has prohibited them from running
cables across public ways and Is attempting to pase them out. This process would
be speeded up if, as the government hti proposed, a new cable television law is en-
acted which ants exclusive franchis-'s over large areas. The copyright law has
clearly established that no motion picture can be publicly exhibited Without the au-
thorization 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, defines trademark in-
fringements as unfair competition, and creates civil and criminal penalties for viola.
tions. Aggressive Spanish enforcement efforts have resulted in numerous civil and
criminal actions; however, the infringement of trademark rights in Spain is still a
problem, particularly in the textile and leather goods sector.
8. Worker Rights

a. The Right of Association.-Ali workers except military personnel, judges, mag.
istrates and prosecutors are entitled to form or join unions of their own choosing
without previous authorization. Self-employed, unemployed and retired persons may
join but may not form unions of their own. There are no limitations on the right
of association for workers in special economic zones. Under the constitution, trade
unions are free to choose their own representatives, determine their own policies,
represent their members' interests, andstrike. They are not nrtricted 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 offi-
cial data are available on the percentage of union affiliation in Spain's free trade
zones, a trade union official has statedc that union membership in these zones is
higher than the average for the whole 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 bargaining in 1989 was
broadened to include salaries and employment levels. Collective bargaining is wide.
spread in both the private and public sectors. Sixty percent of the working popu-
laticn is covered by collective bargaining greements although only a minority are
actually union members. Labor regulations in free trade zones and export processing
zones are the same as in the rest of the country. There are no restrictions on the
right to organize or on collective bargaining in such areas.

c. Prohibition of Forced or Compulsory Labor.-Forced or compulsory labor is out-
lawed and is not practiced. Legislation is effectively enforced.

d. Minimum Age for Employment of Children.-The legal minimum age for em-
ployment as established by the Workers Statute is 16. 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 for work in sectors considered hazardous by the Ministry of Labor and So-
cial Security and the unions.

e. Acceptable Conditions of Work.-Workers in general have substantial, well de-
fined rights. A 40 hour work week is established by law. Spanish workers enjoy 12
paid 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 -Dember. Based on a 1994 average exchange rate of 133 pesetas to the dollar
and full days and years of work, the legal minimum wage for workers over 18 is

S15.18 per day or $455.41 per month. For those 16 to 18 it is $10.03 per day.or
$300.90 per month. The minimum wage is revised every year in accordance with
the consumer price index. Government mechanisms exist for enforcing working con-
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ditions and occupational health and safety conditions, but bureaucratic procedures
are cumbersome. Safety and health legislation is being revised to conform to EU di-rectives.

Rights. n SW, with U.S. lSweatmenL-U-S. capital is invested primarily in
the following sectors: petroleum, automotive, food and related products, chemicals
and related products, primary and fabricated metals, non-electrical machinery, elec-
tric and electronics equipment, and other manufacturing. Workers in those sectors
enjoy al the rights guaranteed under the Spanish constitution and law, and condi-
Uons in these sectors do not differ from those in other sectors of the economy.

Extent of U.S Investment In Selected Industriese-U.S. Direct
Investment Position Abroad on an Historical Cost Basis--1993

[Millions of U.& dollars)

Catepry Amount

Petroleum ..,........................140
Total M anufacturing ............................................................... 3,481

Food & Kindred Products............... ............. .622
Chemicals and Allied Products ........................................... 549
Metal, Primary & Fabricated ...................... 122
Machinery, except Electrical ....................... 415
Electric & Electronic Equipment ....................................... 237
Transportation Equipment ................................................. 946
Other Manufacturing ........................... 590

Wholesale Trade ..................................................... 984
Banking........................................... 1,090
Finance/insurance/Real Estate ............................................. 160
Services .................................................................................... 405
Other Industries ...................................................................... 176
TOTAL ALL INDUSTRIES .................................................... 6,437

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

SWEDEN

Key Economic Indicators
(Billions of Swedish kronor (SEK) unless otherwise notedJ

1992 1993 1994 est.

Income, Production and Employment:
Real GDP (1985 prices) ....................................... 943.7 971.9 1,001.5
GDP Growth (pct.) ..............................- 1.7........... - 1.7 -2.8
GDP (at current prices ) ...................................... 1,438.2 1,436.5 1,431.7
GDP by Sector. (value added 1985 prices)

Agriculture/Fishing .......................................... 4.8 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 .................................................... .k7.0 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 (000s) ............................................... 4,516 4,429 4,305
Unemployment Rate (pct.) .................................. 2.9 5.3 8.0

Money and Prices (annual percentage growth):
Money Supply (M3)1 ...................... . . . .. .. . . .. . . .. . . . . .. .  661.8 682.8 673.65
Base Interest Rate (3-month STIBOR) .............. 13.69 11.87 7.95
Personal Saving Rate (pct.) ................................. 3.4 8.1 9.9
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Key Economic Indicators-Continued
ions of Swedish kruor (SEK) unless otherwise notedl

1992 190 1994 eN.L

Producer Prices.................................................... 4.5 1.0 2.2
Consumer Prices .................................................. 9.4 2.3 4.6
Exchange Rate (SEK/USD1.00) .......................... 6.05 5.81 7.75

a of Paym•nts andTrade:
Total Exports (FOB) ............................................ 332.1 339.9 335.2

Exports to U.S.3 2........................30.9 29.2 30.3
Total Imports (CIF) .............................................. 316.2 323.6 307.1

Imports from US.2s......................... .25.9 28.0 30.2
Aid from U S ........................................................ 0 0 0
Aid from Other Countries ................................... 0 0 0
External Public Debt' ......................................... 59.0 243.5 359.2
Debt Service Payments3  . . . . . . . . . . . . . . . . . . . .  22.1 17.5 55.4
Gold & Forex ReservesI0t.....................99.7 163.6 177.2
Balance on Current Account ............................... -20.3 -29.0 0.0

I Yow%4nd andWowmf
SAnnuaHld 1994 fAzure baud first half.ywr data.
2 Interim and amtmtaions u ematral wernmmt atrunal fundeddebL For 1994, fist half year.

1. Gener Policy Framework
Sweden is an advanced, industrialized country with a high standard of living, ex-

tensive social services, a modern distribution system, excellent internal and external
communications, and a skilled and educated work Force. The Swedish economy has
evolved from a centuries-old resource base of ore, timber, and hydropower into an
economy based increasingly on high-technology gods and post-industrial services.
A third of GDP is exported, and Sweden supports liberal trading practices strongly.
Sweden formally applied for membership in the European Union (U) in 1991, com-
pleted accession negotiations early in 1994, and became a member on January 1,

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
to inluence levels of liquidity inthe economy..On the fiscal policy side, a detern•,na-
tion to lower tax rates combined with the maintenance of expensive government so-
cial prgas, has led to a swelling of the government budget deficit. Some of this
Is fina= by foreign loans, but the bulk is covered by government bonds, treasury
notes, a national savings scheme and so forth.

During 1994 Sweden was slowly but clearly pulling out of her worst and most pro-
tracted recession since the 1930s. (GDP declined by some six percent In the three.
year period 1991-43.) Unemployment in 1994 averaged 13 to 14 percent, generally
trending downward during the year. (Swedish practice is to Tote two unemploy-
ment figures, open and disguiseda. Disguised m unemployment, those ,Intraini and

work programs, accounts for six percent of the total unemployment.) Interest rates
rose to very high levels in the wake of general unrest in European financial mar-
kets, hastening bankruptcies and hampering investment, and even after facing back
have remained at level well above those or-ermany. This development helpe ease
the ongoing financial crisis somewhat. After defending the krona-s fixed exchange
rate tjhogh several waves of speculation in late 1992, Sweden floated the krona
on November 19, 1991

Though the export sector is strong, the domestic economy remains weak. Struc-
turul chngesin recent Year have prepared the way for future economic owth
This process was begun bI the former Social Democratic government, which: deregu-
lated the credit market; began deregulating agriculture; removed foreign exchange
controls; introduced a broad tax reform; won consensus on nuclear power policy-,
abolishd foreign investment barriers; applied for EU membership; and pegged the
krona to the European Currency Unit. The moderate-led coalition government that
came to power In 1991, while moving rapidly down the path of European integration
staked out by the Social Democrats, als achieved some tax reduction, begn the pri-
vatization of government-owned corporations, stepped up investment in infrastruc-
ture, and increased investment In education and research.
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Budgetary constraint. are governing the speed with and extent to which some of
the govermnent's Programs can be implemented. Until the economy picks up suM-
cient momentum, the .atchwords of both the former moderate-led coalition and the
new Social Democrat government are fiscal restral4 t and continued public sector
austerity.
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 US. dollar was accorded double weight. Dur-
ing that period there were, nonetheless, two devaluations of the krona of 10 and 16
percent. As a step on the road to eventual membership in the EU, Sweden unhooked
rrom the dollar-heavy basket and pegged the krona unilaterally 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 US. dol-
lar, the Deutsche mark, 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 after the direct effects of the float
and 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 comprises
routine Central Bank screening for statistical purposes of both ificoming 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 ran at almost 75 percent of GDP, versus an average for OECD Europe of under
50 percent. A broad tax reform in 1990-91 reduced the marginal income tax rate
on individuals toks maximum of around 50 percent. On the corporate side, effective
taxes are compa tively low and depreciation allowances or plant and equipment
are generous, though social security contributions for the work force add a further
one-third or so to employers' gross wage bills. Swedish value-added tax is two-tiered,
with a general rate of 25 percent and a lower rate of 21 percent for food, domestic
transport, and many tourist-related services.

Trade in industrial products between Sweden, the EU and EFTA 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 will increase slightly due to EU mem-
bership.) Most raw materials are import dduty free.

There is very little regulation of exports apart from control of arms exports and
a law governing the export and re-export 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. EU mem-
bership, though, will require Sweden to adhere to the EU's Common Agricultural
Policy and apply its regulations, in effect re-regulating the agriculture production
sector.
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 v.
ernment's external debt fivefold virtually overnight to the equivalent of aproac Ing
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.
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Management of the increased debt level so far poses no problems to the country,
but interest payments on the burgeoning national debt as a whole are growing rap.
idly.
5. Sftg#nant Barrier. to U.S. Rxp s and Investment

To help ensure free Swedish access to foreign markets, Sweden has opened Its
own markets to imports and foreign investments, and campaigns vgorouslj for free

trade in OATTF andrelsewhere. Import licenses are not required in Sweden, except
for items such as munitions, hazardous substances, certain agricultural commod.
cities, fiberboard, ferm4lloys, 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 standard, labeling, and customs
documents, in order to facilitate exports.

Having adjusted its laws and regulations to EU practices in preparation for EU
membership Sweden is now open to virtually all foreign investment and allows 100.
percent foreign ownership except in areas of air and-maritime transportation and

:Is manufacture of war material. In recent years Sweden has done away with laws
governing foreign acquisitions of domestic firms and has relinquished all controls
over foreign purchases of real estate for business purposes. Any shares listed on the
Stockholnm Stock Exchange may now be acquired by Swedes and foreigners alike.
Corporate shares in Sweden can still have differing voting strengths, however.

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 on government procurement, standards etc.

Public procurement regulations have been harmonized with EU directives in light
of Swedish obligations under the EEA Agreement. The new regulations, which apply
to central and lcal government purchases in excess of ECU 400,000, now cover pro-
curement by entities in previously excluded sectors, i.e., the water, transport, en-
ergy, and telecom sectors. Under the EEA Agreement Sweden must publish all gov.
ernment procurement opportunities in the European Community Official Journa
6. Export Subsidies Policies

The Swedish Government provides basic export promotion support through its fi-
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 for
Technical and Economic Cooperation, the Export Credit Corporation also provides
LDCs with concessionary trade financing.

At year-end 1993, Swedish farmers were still receiving government support for ex-
ports 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, amonq them hard cheeses. As a member of the EU, Sweden's agricul-
tural support policies will have to be adjusted to comply with the EU's Common Ag-
riculturalPol cy, including intervention buying, production quotas, and Increased
exort subsidies.

fnSweden 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 Jaws 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 and is a party to the Berne 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. Right of Association.--Swedish workers have the right to associate fleely and
to strike. Unions conduct their activities with complete independence from the gov.
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ernment and political parties, although the Confederation of Labor Unions (LO), the
I arg federation, has always been allied with the Social Democratic Party. Swed-
Is trade unions are fre to affiliate internationally and are active in a broad range
of international trade union organizations.

Sb. R~at .to O~ganlze and Barain Collectiuely.-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 neWv 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.--Forced or compulsory labor is pro-
hibited by law and does not exist.d. Minimum Age of mplo of Chdrn.-Compulsory nine-year education
ends at age 16, and full employment is normally permit at that age under super-
vision of local municipal or community authorities. In effect, however, very few 16.
or 17-yeiir-old children are em1toyd, except in summer vacation jobs. Those under
age 18 may work only during ayr.ime and under a foreman's supervision. Violations
are few, and enforcement-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
guarantees all employees a minimum of N weeks of paid annual leave, and many
labor contracts provide more.

Occupational health and safety rules, set by the governmental National Board of
Occupational Health and Safety in consultation with employer and union represent-
atives, are closely observed. In companies with 50 or more employees, trained safety
stewards monitor observance of regulations governing working conditions. Safety
stewards have the authority to stoplife-threatening activity immediately and to call

for a labor inspector.
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-1993

[Millions of U.S. dollars]

Category Amount

Petroleum ............................................... I ................................. .1
Total M anufacturing ............................................................... 1,166

Food & Kindred Products ........................... 17
Chemicals and Allied Products ........................................... 66
Metals, Primary & Fabricated. ....................... 5
Machinery, except Electrical .............................................. (1)
Electric & Electronic Equipment ...................................... .- 10
Transportation Equipment ................................................. (1)
Other Manufacturing ......................................................... . 95

W holesale Trade ...................................................................... 370
Banking .................................................................................... (1)
Finance/InsurancefReal Estate .............................................. 167
Services ............................................... 70
Other Industries ...................................................................... (1)
TOTAL ALL INDUSTRIES .................................................... 1,802

1Supprusesd to avoid disclosing data of individual companies.
Bour• U.S. Department of Commerce, Bureau of Economic AnalylaL
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Swf-rluLWAND

KyEconomic Indicto
sere s. fSs ddlan

Income, PrN cn and W mploymen"
Real GDP (1980 prices),.................)... 148,689 140,044 172p988
Real GDP Growth wt.. .. -0.3 -0.9 11.8
GDP (at current pries)......... so$*.................... 241,354 232,179 1123,464
Real Per Capita 'GDP..... 21,729 20,448 N/A
Labor Force (000s) ............................................... 38,572.8. 3,552.1 s3,503.1

of Which are Foreigners ................................... 948.5 935.3 '944.8
Unemployment Rate (pct.) .................................. 2.5 4.5 24.6

Money and Piew:
Money Supply (M2Jpct. gwth.) ............................ 0.5 -7.9 _-2.8
Base Interest Rate (pct.) ..................................... 6.0 4.0 '3.5
Personal Saving Rate (pct.) ................................. 12.7 12.0 411.7
Retail Inflation (pct.) ...................... 4.0.3 81.2
Wholesale Inflation (pct.) .................................... 0.1 0.2 B-0.7
Consumer Price Index ......................................... 133.9 138.3 3140.0
Exchange Rate (USD/Sfr) .................................... 0.712 0.677 30.699

Balance of Payments and Trade"
Total Exports.......................... 61,377 58,653 130,996

Exports to US .................................................. 4,989 5,020 12,693
Total Imports ........................... 61,798 56,695 130,083

Imports fromUS .............................................. 3,660 3,247 11,739
External Public Debt...................91,715 102,159 N/A
Debt Service Payments ($Bil.) ................. 7.0 7.4 47.8
Gold and Foreign Exch. Reserves ....................... 26,691 27,648 3 30,022
Trade Balance ...................................................... -421 1,957 1913

Trade Balance with US ................................... 1,329 1,773 1954

NIA--Not available.
1Pirst half of 1994.
2End of June 1994.
sAverae of first six months of 1904.
• Estnimated.

1. General Economic Framework
As a country that has only its famous mountains as natural resources, Switzer-

land derives Its wealth from international trade in goods and services. Swiss export-
ers of goods mainly operate in hi-tech niche markets, where they often have a clear
competitive advantage over foreign rivals. In services, Swiss banking and other fi-
nancial services are reputed for their efficiency, performance and customer privacy.
But when Swiss voters decided in December 1992 to reject the European Economic
Area (EEA) treaty, Switzerland found itself in the awkward position of being located
in the heart of Europe, without being part of the EEA, nor being a member of the
EU. With over 60 percent of its exports going to Europe, the Swiss government is
maki eve effort to limit the negative effect on the domestic economy that may
result rom the EEA rejection. In this respect, the conclusion of the Uruguay Round
was considered by experts as a way to avoid possible discrimination agaist Swiss
products in EU markets. Parliament will discus the ratification of the eA.tI a ree-
ment in December 1994 and if no referendum delays the process of ratifica ion,
Switzerland should join the WTO by May 1995.

In general, Switzerland does not use any fiscal policy tools to stimulate the econ-
ony. The exception to the rule was a $460 million investment bonus, launched by
the Federal government in 1993, which stimulated construction activity In 1994. As
a result of economic recession and excessive government spending toward the end
of the 1980's, Switzerland had combined budget deficits on Uthreegovernment lev-
els of over $10 billion, or 4.2 percent of GDP, at the eud of 1993. Financed by gov-
ernment bonds, the large budget deficits also caused public debt to increase. Fedeeral
and cantonal governments initiated measures to cur expenditures In order to re-
duce budget deficits from 1994 on.
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The main objective of Swim monetary policy Is price stability. Under the respon-
sibility of the Swim National Bank (SNB), moneta policies carried out through
open market operations. Besides being Independent fmtgovernment, the SNB
keeps its indepndence from other central banks. However, the small size of the
country and the fire movement of capital, make Switzerland highly vulnerable to
events in Europe and other world financial centers. Lately the large budget deficits
and public debt raised concerns over possible negative inftuences on interest rates.
2. Exchange Rate PoliceseI

In the mid and long-term, the SNB does not follow any exchange rate policy, and
the Swiss franc Is not pegged to any foreign currency. However, in cases where the
Swiss currency would be-ikely to appreciate considerably over a short period, the
SNB takes measures to prevent further appreciation.
3. Structural Policies

Because of Switzerland's high level of dependence on international trade, few
structural policies have a significant effect on US. exports. One exception is the
field of services, where Swiss telecommunication policy as a significant impact on
demand for U.S. exports. The PTF (a public corporation within the government) still
has a monopoly over voice transmission, and telecommunication equipment has to
be approved by an (independent) Federal office.

Agriculture is heavily regulated and supported by the Federal government. Farm.
era revenues are pegged to those of blue collar workers in industry through guaran-
teed prices or direct payments. Prices of agricultural imports are raised to domestic
levels by variable import duties and by requiring importers to buy domestic prod.
ucts at high prices as a condition of importing. in parallel to the Uruguay Round,
the Swiss government started to reform agricultural policy by switching from price
subsidies to direct payments. As a result of the Uruguay Round, Switzerland will
have to convert all non-tariff barriers into tariffs and reduce them by an average
of 30 percent within six years. These changes are likely to have a favorable effect
on U.S. agricultural exports.

In November 1993, the Swiss electorate voted in favor of a change from a 6.2 per-
cent turnover tax on goods to a 6.5 percent value added tax (VAT) on goods and
services. The introduction of the new tax system at the beginning of 1995 is ex-
pected to add 1.5 percentage points to the consumer price index. -If the SNB can
ward off the beginning of a wage-price spiral, the one-time impact of the VAT on
prices should have no influence on the growth of the economy.
4. Debt Management Policies

As a net international creditor, debt management policies are not relevant to
Switzerland. The country participates in the Piris 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: In general, import licenses are required for all imports of goods.
They are granted free and serve primarily statistical purposes. However, import
licenses for agricultural products are subject to quotas and tied to the obligation ror
importers to take a certain percentage of the domestic production. The implementa-
tion of the Uruguay Round will remove some of these restrictions that also affect
Us. agrcultura exports (asparagus, wine).

Services Barriers: With the exception of telecommunications, the Swiss services
sectors feature no significant barriers to U.S. exports. A new banking law, entering
Into force on January 1995, allows foreign banks to open up subsidiaries, branches,
or representative offices in Switzerlandwithout approval by the Federal Banking
.Commission. This liberalization is based upon reciprocity, and the Government of
Switzerland, vis-a-vis countries where it does not have extensive contacts already,
will'require written assurance that reciprocal access is provided. In addition, a new
Federal law on stock exchanges, which should enter into force in mid-1995, will re-
place the existing system of cantonal regulations..The new law is characterized by
a high degree of self regulation and contains the prnciple of national treatment.

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 here. Government regulations do not call for any spe-
cial restrictions on foreign insurers established in Switzerland.

Attorneys and lawyers, like members of other professions which require certifi-
cation (physidians, pharmacists, therapists, engineers, and architects) must pass a
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federal or in some cases a cantonal, examination and obtain appropriate certifl.
ation before they may set up a business of their own.
The most serious barriers to U.S. exports exist in the domain of telecommuni-

cations. The Swiss PIT controls the public network and all services related to voice
transmission. Satellite communication requires licensing by the PTT and tele-
communication equipment has to be approved by the Federal Office of Telecommuni.
cation (separate from the P ). The-Swiss Pff has the possibility to take stakes
In private companies operating in the domain of Value Added Network Services
(VANS), which have been liberalized, whereas the private sector has no access to
markets controlled by the PIT.

Standards Testing, Labeling, and Certification: As mentioned before, tele.
communications equipment has to be certified by the Federal Office of Telecommuni-
cation. Household electrical appliances must be tested and approved by the Swiss
electrotechnical association, a semi-official body. Cars, motorcycles and trucks have
to comply with Swiss technical standards. Finally drugs (prescription and over-the-
counter) must be approved and registered by the intercantonal Drug Agency. Other
standards and technical regulations in force in Switzerland are based on inter-
national norms. Labels are required to be in German, French and Italian.

Investment Barriers: In most cases, foreign investment In Switzerland is granted
national treatment. Some restrictions on foreign investment apply to the following
areas: Ownershi? of real estate by foreigners; limits on the number of foreign work.
ers; and restrictions concerning the number of foreign directors on the boards of cor-
porations registered in Switzerland. For reasons of national security, foreign partici-
pation in the hydro-electric and nuclear power sectors, operation of oil pipelines,
transportation of explosive materials, television and radio broadcasting, operation of
Swiss airlines, and maritime navigation, are restricted by law.

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 capital markets 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 get governmental approval, citing significant reasons relevant to their
survival or the conduct and purpose of their business. Public corporations may limit
the number of registered shares that can be held by any one shareholder to a cer-
tain percentage of the issued registered stocks. Most corporations limit the number
of shares to between two and five percent of the relevant stock.

Strict regulations govern the admission of foreigners seeking to enter the Swiss
labor market. Nevertheless, the foreign labor force represents more than a quarter
of the total workforce. Sectors like construction and tourism rely on a pool of un-
skilled, low-paid seasonal workers. High-tech and research-intensive sectors depend
on highly skilled and specialized foreign workers. In the chemistry industry, for in-
stance, the proportion of foreigners woi-king in research departments exceeds 40 per-
cent.

In September 1994 parliament agreed to liberalize to some extent the law govern-
ing the purchase o? property by foreign nationals or foreign-owned companies.
Under the modified law, foreigners would no longer need an authorization from can-
tonal governments to acquire real estate. However, to avoid speculation ownership
of property by foreigners will be limited to the purpose of 'own use', which means
that only foreigners working and living in Switzerland, or com panies located in
Switzerland, are allowed to buy property. The system of quotas for the acquisition
of secondary residences by foreign nationals was maintained under the new law.

Government Procurement Practices: On the federal level, Switzerland fully com-
plies with GAIT rules concerninF public procurement. On the cantonal and local
level, however, procurement practices are still subject to certain restrictions.

Customs Procedures: Customs procedures in Switzerland are straightforward and
not burdensome. All countries are afforded GAT.T most-favored-nation treatment.
6. Export Subsidies

Switzerland's only subsidized exports are in the domain of agriculture, where ex-
ports of dairy products (primarily cheese) and processed food-products (chocolate
products, gaminmbased bakery products, etc.) benefit from state subsidies. Rare tem-
porary surpluses of domestic products, like beef or concentrated apple juice, are also
subsidized. The implementation of the Uruguay Round will require a gradual reduc-
tion of export subefdies in Switzerland.
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. Proketion UofU.S IS. lctual operty.
Switzerland has one of the best regimes in the world for the protection of intellec-

tual property, and protection is afforded equally to foreign and domestic
rightaholders. Switzerland Is a member of all major international intellectual prop-
erty rights conventions and was an active suppoiler of a strong IPR text in the
GA'f Uruguay Round negotiations.

Patent protection is very broad, and Swiss law provides rights to inventors that
are comparable to those available in the United States. Switzerland is a member
of both Ce European Patent Convention and the Patent Cooperation Treaty, mak.
Ing it possible for inventors to/fie a single patent application in the United States
(or other PCT country, or any member of the European Patent Convention, once it
enters into force) and receive protection in SwitzeHand. 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 accompanied by detailed specifications and
if necessary by technical drawings. The duration of a patent is 20 years. Renewal
fees are payable annually on an ascending scale. Patents are not renewable beyond
the original 20-year term.

According to the Swiss Patent Law of 1954, as amended, the following items can.
not be covered by patent protection: surgical, therapy and diagnostic processes for
application on humans and animals; inventions liable to disturb law and order and
offend d morals.' Nor are patents granted for species of plants and animals and
biologic, processes for their breeding.in virtually all other areas, coverage is iden-
tical to that in the United States.

Trademarks are also well-protected. Switzerland recognizes well-known trade-
marks and has established simple procedures to register and renew all marks. The
initial period of protection is 20 years. Service marks also enjoy full protection.
Trademark infringement is very rare in Switzerland-street vendors are relatively
scarce here, and even they tend to shy away from illegitimate or gray-market prod-
ucts.

A new copyright law in 1993 improved a regime that was already strong. The now
law explicitly recognizes computer software as literary works and establishes a re-
muneration scheme florprivate copying of audio and video works which distributes
proceeds on the basis or national treatment. Owners of television programming are
fully protected and remunerated for rebroadcast and satellite retransmission of their
works, and rights-holders have exclusive rental rights. Collecting societies are well
established. Infringement is considered a criminal offense. The term of protection
is life plus 70 years.

The Swiss also protect layout designs of semiconductor integrated circuits, trade
secrets, and industrial designs. Protection for integrated circuits and trade secrets
is very similar to that available in the U.S., and protection for designs is somewhat
broader.
8. Workers Rights

a. The Right of Association.-All workers including foreign workers, have freedom
to associate freely, to join unions of their choice, and to select their own representa-
tives..The change from an industrial to a service-based economy, the high standard
of living shares a prosperous workforce, and the Swiss system of direct democ-racy, which accords citizens a voice on important political, social, and economic is-
sues are some of the reasons for the limited interest in union membership. Unions
are free to publicize their views and determine their own policies to represent mem-
ber interests without government interference. The Swiss Trade Unions Federation
belongs to the International Confederation of Free Trade Unions and the World
Confederation of Labor, as well as to the European Trade Union Confederation.

The right to strike is legally recognized, but a unique informal agreement between
unions and employers-in existence since the 1930's--has meant fewer than 10
strikes per year since 1975. There were no significant strikes in 1994.

b. The Right to Organize and Bargain Collectively.--Swiss law gives workers the
right to organize and-bargain collectively and protects them from acts of anti-union
discrimination. The government encourages voluntary negotiations between em-
ployer and worker organizations. There are no export processing zones.

c. Prohibition of Forced or Compulsory Labor.•-There is no forced or compulsory
labor although there is no specific statute or constitutional ban on it.

d. Minimum Wage for Employment of Children.-The minimum age for employ-
ment of children is 15 years. Children over 13 may be employed in light duties ior
not more than 9 hours a week during the school year and 15 hours otherwise. Em-
ployment between ages 15 and 20 is strictly regulated. For example, youths may not
work at night, on Sundays, or under hazardous or dangerous conditions.
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9. Acceptable Conditions of Work.-There is no national minimum wage. Employer

associations and unions negotiate Industrial wages during the collective bargaiinng
process. Such wage agreement are also widely observed by non-union establish.
mente. The labor act established a maximum 45-hour workweek for blue- and white-
collar workers in industry, services, and retail trades, and a 50-hour workweek for
all other workers. Overtime is limited by law to 120 hours annually.

The labor act and the Federal Code of Obligations contain extensive regulations
to rotect worker health and safety. The regulations are rigorously enforced by the
Federal Office of Industry, Trades, and Labor, providing a high standard of worker
health and safety. The government is in the process of completely revising the labor
law dating from 1948. It plans to abolish the ban on night and Sunday work for
women in industry. Instead, it proposes to introduce provisions which will ensure
adequate working conditions for al workers, male and female, who ar employed
on night shifts. These provisions will include specific measures designed to protect
their safety and health, assist them to meet fainily and social responsibilities, and
provide appropriate compensation. There were no allegations of workers' rights
abuses from .domestic or foreign sources.

f Rights in Sectors with U.S. Investments.-Except for special situations (e.g. em-
ployment in dangerous activities regulated for occupational, health and safety or en-
vironmental reasons), legislation concerning workers rights does not distinguish
among workers by sector, by nationality, by employer, or in 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.

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

(Millions of U.S. dollarsJ

Cateury Amount

Petroleum............................................. 629
Total Manufacturing ........ ............................01,923

Food & Kindred Products........................(1)
Chemicals and Allied Products ........................................... 234
Metals, Primary & Fabricated ............................................ 132
Machinery, except Electrical .............................................. 303
Electric & Electronic Equipment ....................................... (1)
Transportation Equipment ................................................. 10
Other Manufacturing..............................594

Wholesale Trade ...................................................................... 9,482
Banking .............................................. 1,791
Finance/Insurance/Real Estate ........................................ ...... 17,823
Services.............................................. 1,156
Other Industries......................................... 98
TOTAL ALL INDUSTRIES .................................................... 32,901

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

TAJIKISTAN

Key Economic Indicators

1992 1993 19941

Income, Production and Employment:
Real GDP Growth (pct.)..................... -76.4 -28.0 N/A
GDP (at current prices)s ..................................... 279.2 305.7 251.7
By Sector.

Agriculture ........................................................ 217.0 116.4 9.4
Energy (bil. KWHs). ..................... 16.3 17.7 13.8
Manufacturing.. .. . . . . . . . . . . . . . . .......207.0 378.6 506.7
Construction. ...................... . . 16.5 17.8 14.4
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Key Roonomic Indicator-Continued

1902 1993 19941

Rents,•........o....o.so.*o.o.toe.•..so*•••s ...••eoo *so...•.
Financial Services ........... ...
Other Services ....................................
Government/Health/Education .......................

Net Exports of Goods & Services................
Real Per Capita GDP (USD)...................
Labor Force (millions).......................
Unemployment Rate (pct.)..............

Money and Priem (annual percentage growth):
Money Supply (M2/bil. rubles)...........
Base Interest Rate4 . .. . .  . . .. . . . . . . . . .

Personal Saving Rate .................
Retail Inflation.....................
Wholesale Inflation..................... .
Consumer Price Index....................
Exchange Rate (USD/ruble)

Official. .........................
Parallel .............................

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

Exports to U.S.. ..................
Total Imports (CIF)s..................

Imports from U.S. ...................
External Public Debt .......... .........
Debt Service Payments (paid) ...........
Gold and Foreign Exch. Reserves ............
Trade Balance'.s......................

Trade Balance with U.S ....... .........

N/A
13.5
0.53
59.5

-11.1
267.5
1.86

4

N/A
13.6
0.40
43.6

-25.0
26.6
N/A
N/A

15.3 145.2
N/A NIA

14 14
406.6 555.4

N/A N/A
823.2 1,065.0

188.0 Z064.3
188.0 2,064.3

55.9
N/A
12.6
71.9

787.0
N/A
N/A

-39.4
-71.9

97.2
6.8

122.2
3.9

1,021.0
N/A
N/A
57.3

2.9
Note: Reliablq income, production and employment, money supply and balance of trade data are not avail.

able In T•ildstan. While a country memorandum was produced by the World Bank In April 1994, even that
document notee the unreliability of data due to Inaccuracies in government accounting methods and poor
government Information collection. The figures provided, a combination of both government and World Bink
data, should be used with caution and primarily as a basis for comparison.

N/A-Not available.
11994 figures are all estimates based an available monthly data in October 1994.
2 GDP at factor cost.
sIncludes the cot of material expenes-net figures not available.
4P/Fiues are actual, average annual Interest rates, not changes in them.
sMerchandise trade.

1. General Policy Frmework
The severing of trade links with the countries of the former Soviet Union (FSU)

after the breakup of the USSR, continuing uncertainty over Tajikistan's entry Into
"the Russian ruble zone and the complete shutdown of all inter-republican banking
payments have exacerbated a situation already in crisis after two years of civil con-
flict and natural disasters. The economy continued to contract sharply throughout
1994, affecting even the industrialized, highly productive region of Leninabada n the
north. Some estimates put 1994 industrial production at no more than 30 percent
of 1988 levels and in some sectors, such as construction, estimates are even lower.
The collapse of domestic production has led to an almost total dependence upon Im-
ports of consumer goods, particularly grain, to the exclusion of capital goods and in-
vestments.

While the government has taken some steps toward reform, these have been to
a large extent legislative exercises, with no active implementation or enforcement.
A governmental preoccupation with political stability combined with the entrnched
bureaucratic opposition to reform made the economy, however din the situation, a
lesser priority. In addition, no resolution could be reached reg i the establish-
ment of a separate TaJIk currency until the political situation stabilized. Approxi-
mately 90 percent of the economy remains government-controlled and that which
has been privatized has gone, in the m jority of cases, into the hands of the work
collective of that particular enterprise. The government further restricted the mar-
ket i Tajikistan by increasing the state orders for cotton and aluminum and limit-
ing the issuance of export licenses.

N/A
20.0
0.20
34.8

-28.8
N/A
1.40
NIA

130.0
N/A

60
N/A
N/A

110.8

2,287.0
2,287.0

241.5
5.5

269.7
12.9

1,461.7
N/A
N/A

-70.1
-7.4
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TaJikistan's adoption of the Russian ruble as its official currency without Integra.
tion into the ruble zone has led to a situation whereby Tajikistan is completely de.
pendent upon the largesse of the Russian Federation in order to obtain bank notes.
This untenable situation has been precariously maintained throughout 1994, al.
though theremIs some hope that the government elected in November 1994 may take
more aggressive steps to resolve the current crisis.

The- money supply has shrunk to the point that the economy has reverted to abarter system, particularly in rural areas. Salary and pension payments lag months
behind and workers are paid on account as the liquidity of the Taik economy is
completely dependent upon the delivery of ruble notes from Russia. The reliance on
impr together with the decline in domestic production have led to the flight of
rubles out of Tajikistan almost as soon as they arrive. Agreement has not yet-been
reached with the Russian Federation on the rate of exchange for pre-1993 rubles
and hence all previously held currency is literally frozen in bank accounts and not
convertible. Thie government's debt to the population for salary and pension pay.
ments in the first-half of 1994 was over 220 billion rubles.

Tajikistan's massive debt, totaling over $440 million or 31 percent of GDP for the
first half of 1994, is financed for the most part by credit from the National Bank.
Inflation has remained fairly constant, even dropping over the summer, due to the
extreme shortage of banknotes in circulation. Government expenditures are largely
for grain, the supply of fuel and raw materials for industry, and expenditures for
the military whic is maintained in response to attacks both along the ToJik-Afghan
border and against pockets of opposition resistance within Tajikistan. In addition
the government still subsidizes inefficient state enterprises and provides subsidized
prices for food, fuel and other consumer items. While the government remains de.
pendent on the Russian Federation for about 80 percent of its trade and 14 percent
of its budget, 1994 saw the successful shift of a large proportion of Tajik exports
to Western partners, particularly in cotton and aluminum.

In 1994, virtually all of the aid which Tajikistan received continued to be devoted
to humanitarian assistance rather than technical or development assistance or
confessional financing. The World Bank donor conference scheduled for February
was postponed in September. Uncertainties remain and hence reconstruction loans
valued at $20 million which were to have become available in 1994 have been ut
on hold pending resolution of Tajikistan's fundamental questions of political stabil-
ity and viable currency. In November 1994, however the European Bank for Recon-
struction and Development decided to initiate a limited technical assistance project
In the banking sector. The bulk of the proposed technical assistance projects, how.
ever, have yet to find donors.
2. Exchange Rate Policy

Tajiktstan is the only FSU state that still has the Russian ruble as its national
currency. On January 5 1994, Tajikistan officially exchanged all of its old Russian
rubles or new 1993 rubles. Exchange rates in Tajikistan are tied to the MIREX rate
in the Russian Federation and are adjusted bi-weekly. The government maintains
only one official exchange rate. This tracks fairly closely with the unofficial or black
market rate, differing only by 100 to 200 rubles. Delayed entry into monetary union
with the Russian Feleration resulted in an acute cash shortage which is becoming
Increasingly severe with the passage of time. Unfortunately, with the conversion to
new Russian rubles, the Russian Federation and Ta ikistan did not agree upon an
official exchange rate for the new and old rubles and this Issue is still outstanding
between the two countries. The Government of Tgjikistan has shied away from in-
troducing a national currency; this decision as prolonged the economic crises and
complicated decisionmaking.

The introduction of the new Russian ruble without Tajikistan's entry into the
ruble zone has further resulted in a segmentation of the money supply. The scarce
cash component is made up of Russian currency which is internally and externally
convertible into cash or goods. Enterprises are charging as much as ten times the
asking prices for purchases made by non-cash transactions. The result of this im-
passe is that all "oldu money deposited in accounts at the time of the ruble change-
over has been, in effect, "frozen and is inaccessible to both enterprises and individ-
uals. Throughout 1994, wages routinely lagged six months behind, and often as
much as eight to ten months.

The impact of Tajikistan's exchange rate policies upon US. exports is slight for
the simple fact that there is little substantial trade between the two countries. Gov.
ernment requirements for the sale of hard currency to the government hard cur-
rency fund remain. Depending upon the export product, exporters are technically re-
quired to senl between 30 and 70 percent of thefr hard currency earnings to the
fund. The rate of exchange, however, has been changed to match the market rate
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and Is adjusted bi-weekly to coincide with the official rate. The percentage of profit
that must by law be exchanged varies according to the percentage of the enterprise
owned by the foreign entity.
3. Structural Policies.

1994 has seen an unfortunate acceleration of the continuation of the return to
centralized economic planning in Tajikistan. The government announced a new for.
eign trade regime which concentrates virtually all export activity in the Ministry of
Foreg lEconomic Relations. This ministry has the exclusive right to issue export
licenses In accordance with quotas issued by the Ministry of Economy for all export
products, of which cotton and aluminum are the two main strategic resources. The
impact of this legislation falls primarily upon U.S. joint ventures or producers doing
business in Tajikistan.

The new government came to power on a platform which clearly stated the neces-
sity to restrict imports of hard liquor, tobacco products, and cotton oil. There was
also a call for the regulation of all food prices. In November, however, Tajikistan
adopted a new constitution which codifies, for the first time, the right of the individ-
ual to own property. This could provide for the intensification of privatization ef-
forts, particularly In agriculture.

Since 1992, Tajikistan has enacted numerous laws aimed at broadening its eco-
nomic reform efforts. These laws have not yet been effectively implemented for a
number of reasons, chief of which Is the lack of political will among both the govern-
ment's top leaders and mid-level functionaries. Tax policy in Tajikistan was sub-
stantially revised In 1994, with an overhaul of the tax code and an attempt to in-
crease tax revenue by the imposition of several new taxes.
4. Debt Management Policies

Tjilistan is a signatory to the zero-option accord with the Russian Federation
and is thus not liable for its share of the debts of the former Soviet Union.

Estimates from the Ministry of the Economy place Tajikistan's budget deficit at
over $440 million or 31 percent of GDP. This debt is financed for the most part by
the National Bank, but Tajikistan has also borrowed on unfavorable terms in the
world markets. Russia is Tajkistan's primary creditor, with current debts totaling
$127 million. The Russian Federation supplied Tajikistan with a 120 billion ruble
loan in January as well as a second tranche of 30 billion rubles in October. Tech-
nical credits valued at 80 billion rubles are promised but have not yet been deliv-
ered. These loans were guaranteed by Tajik assets in the form of major industrial
enterprises. As of July 1994, debts to Kazakhstan totaled $22.3 million while debts
to Uzbekistan topped $96 million. Russia has postponed Tajikistan's repayment of
the loans until January 1, 1996 but Tajikistan must repa $10.73 million to
Uzbekistan and Kazakhstan in 1994. Other debt includes $27.5 million in P.L 480
concessional food credits, $50 million in Turkish commercial credits, and $5 million
each in Chinese and Indian commercial credits.
5. Significant Barriers to U.S. Exports

Tajikistan has several serious barriers to U.S. exports, but these are more related
to geography and the general economic crisis than any deliberate targeting of U.S.
goods and services. Tajikistan's geographical isolation, devastated economy and,
most importantly, lack of a national currency, severely undermine Tajikistan s abil-
ity to trade effectively, even with neighboring CIS states. Interest in U.S. products
is precluded by the lack of banking transfers or cash payments with which to pur-
chase them. Yet another contributing factor is a business culture in Tajikistan

- which emphasizes personal contacts over competitive bidding. In general, legislation
encourages foreign investment but contradictory decrees and a newly expanded tax
burden make doing business in Tajikistan a complex process.

The government conducts virtually all trade in Tjikistan. Fine fiber cotton and
aluminum are the two main sources of governmenthard currency and trade deals
are characterized by the amount of tonnage the government has allocated. The gov-
ernment trade association "Somonion* is given an annual quota of cotton and adu-
minum to sell in exchange for grain, medicine and consumer goods. With some ef-
fort, foreign investors are able to negotiate very favorable deals with the govern-
ment and can receive benefits such as tax relief, long-term land leases and resource
allocations without which it would be exceedingly difficult to do business in
Tajikistan.
6. Export Subsidies Policies

Tajikistan is not a member of the GAIT export subsidies code. Tajikistan retains
to a large extent the Soviet practice of indirect subsidies through inefficient socialist
pricing mechanisms. In the case of aluminum, a major export, concrete data is dif-
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ficult to obtain, due to the common practice sof dealing throughathird .arty or
country. U.S. Department of Commerce figures, however, claim thatTaJIkkstn ac-
counts for approximately one percent of aluminum Imports to the United States.
Subsidized government rates for energy (both as and electicity) and other operat-
ing and raw material costs, give aluminum produced in TuJikistan a distinct advan-
tags over aluminum produced in the United asor elsewhere.

In general, though, the government of Tajikistan has only limited opportunity to
use export subsidies as a means of providing either direct or Indirect support for
exports-a situation exacerbated by the economic crisis. That notwithstandin& mthe
government is publicly committed to supporting export-oriented stateenterprises,

fly by thepovi sion of scarce fin and government credits. Thews credits
have gone largeyto the agriculture, energy, mining and textile sectors.
7. Protection of Intellectual Property

Protection of intellectual property is not a high priority of the Government of
Tajikistan, but neither is the nd e orprotection very severe. While many laws de.
signed to protect Intellectual property 41hts already exist, the government has lim-
ited means by which to enforce them. Piracy of video and audio cassettes which ar'e
brought in from neighboring CIS countries is the most common abuse of Intellectual
property. There is no evidence that Tajikistan exports any locally produced pirated
goods. The small amount of piracy which occurs in Tajikistan has a negligible effect,
if any, on U.S. exports.

However, Tajik1stan is undertaking the appropriate measures to align itself with
international intellectual property rights standards. Tajikistan is a signatory to the
Universal Copyright Convention. The copyright agency created by the government
has little knowledge as to how best to approach its task, and as yet its committee
is not very active.-On February 14, 1994 T fikistan became a member of the World
Intellectual Property Organization (WIPO).In 1993, the government created a na-
tional patent Iormation center. This center is charged with the preparation of leg.
islation required to enter into international covenants. In February 1994, the gov-
ernment enacted legislation on the regulations governing inventions, utility models
and industrial samples. These regulations cover the creation, legal protection and
use of the above. Tajikistan also maintains a state standards agency, which has the
main responsibility for trademarks.
8. Workers Rights

a. The Right of Association.-All citizens are guaranteed the right of association.
Also guaranteed is the right to form and join associations without prior authoriza-
tion, to organize territorially, to form and join federations anda Mnate freely with
international organizations, and to participate in international travel.

The Confederation of Trade Unions, a holdover from the Communist era, remains
the dominant labor organization, although it has since shed its subordination to the
communist party. The Confederation consists of 20 individual trade unions and cur-
rently claims to have 1,500 000 members - virtually all non-agricultural workers.
The separate labor union o? private enterprise workers has registered 3,241 small
and medium-sized enterprises, totaling 60 000 members, some of whom have dual
membership in the Conf/ederation. Both laor unions are formally consulted by the
Council of Ministers during the drafting of social welfare and worker rights legisla-
tion.

b. The Right 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 Social Partnerships and Collective Contract and the Law on Labor.Pro-
tection. Although collective bargaining is guaranteed by law, as the economic situa-
tion declines, enterprises are finding it increasingly difficult to engage in effective
collective bargain..Any anti-union discrimination or the use of sanctions to dissuade
union membership is prohibited.

c. Prohibition of Forced or Compulsory Labor.-Neither the Law on Labor Protec-
tion nor the Law on Employment specifically prohibit forced orcompulsory labor.
However, these laws do provide that a person has the right to find work of his or
her own choosing. This principle is enforced in the local trade union structure by
the labor inspectors. The Soviet practice of compelling students to pick cotton was
officially banned in 1989. However, due to the lack oFfuel and mechanical harvest.
ing equipment in the fall of 1994, students were again sent to the fields to pick cot-
ton as they were in 1993.

d. Minimum Age for the Employment of Children.-According to labor laws, the
minimum age for the employment of children in Tajikistan is 16, the age at which
children may legally leave school. With the concurrence of the local trade union, em-
ployment may begin at age of 15. Those less than 18 may not work more then six
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hours a day and 36 hours a week. However, a cultural work, which is classified
as familyy assistant e,t is routinely done byVIlldren as young as seven. Trade
unions are responsie for reporting any violations Involving the employment of ml.
nors.

e. Acceptable Conditions of Worh.-The legal workweek for adults (over age 18)
I 40 hour, 'with a 48 hour rest period. Overtime payment is mandated by law with
the first two hours of overtime to be paid at one and onq half times the normal rate
and the remaining overtime at double time. The government has established occupa-
tional health and safety standards but theseniall far short of international norms
and are not actively enforced. Relative to former Soviet standards, however, it Is vir.
tally certain, given the continuing economic decline, that the one-fi working in
substandard conditions reported in 1993 greatly underreports the number working
in substandard conditions in 1994 (although reliable new statistics are not avail-
able). There are occasional reports of armed militia forcing villagers to perform agri-
cultural work on private plots. There are no known instces of the use of clild
labor other than in the case of picking cotton.

f. Rights in the Sectors with U.S. I Nuetment.-There is no significant U.S. Invest.
ment in Tajikistan.

TURKEY

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

1992 1993 19941

Income, Production and Employment:
Real GDP (1987 prices) ....................................... 104,440 112,254 107,988
Real GDP Growth (pct.) ....................................... 6.0 7.5 -3.8
GDP (current prices)......................158,735 174,144 N/A
By Sector:.

Agriculture ........................................................ 23,784 25,045 N/A
Energy/Water .................................................... 4,152 4,683 N/A
Manufacturing .................................................. 34,346 37,539 N/A
Mining/Quarrying ............................................. 2,170 1,986 N/A
Construction ..................................................... 10,817 12,357 N/A
Dwelling Ownership ......................................... 5,984 6,206 N/A
Financial Services ............................................ 6,314 7,145 N/A
Other Services .................................................. 48,939 52,680 N/A
Government/Health/Education ........................ 16,237 18,562 N/A

Net Exports of Goods & Services ........................ -4,687 -10,228 N/A
Real Per Capita GNP (USD 1987) ...................... 1,802 1,896 N/A
Labor Force (0009) ............................................... 21,015 20,196 N/A
Unemployment Rate (pct.) .................................. 7.9 7.6 8.3

Money and Prices (annual percentage growth):
Money Supply (M2/TL trillions at mid-year) 143.3 224.5 469.3
Base Interest Rate ............................................... N/A N/A N/A
Personal Saving Rate .......................................... 21.3 21.3 N/A
Retail Inflation ..................................................... N/A N/A N/A
Wholesale Inflation .............................................. 62.1 58.4 116.0
Consumer Price Index ......................................... 71.1 66.0 N/A
Average Exchange Rate (TLIUSD) ..................... 6,888 10,986 31,000

Balance of Payments and Trade:
Total Exports (FOB)3 .......................................... 14,715 15,349 17,500

Exports to US .................................................. 865 986 1,450
Total Imports (CIF)3 ........................................... 22,871 29,428 24,000

Imports from US .............................................. 2,601 3,351 2,280
Aid from US ........................................................ 528 578 526
Aid from Other Countries ................................... N/A N/A N/A
External Debt ....................................................... 55,592 67,360 65,000
Debt Service Payments (medium & long-term/

paid) ................................................................... 6,494 8,085 6,895
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KZy Economic Indicators-Contlnued
Millions otfUI dollars unm otherwise noted)

i iwo 190i4

Gold and FOREX Reserves (mid-year) 12,355 ... 17,429 15,254
Trade Balance& .......... . . -7,440 -14,079 -6,500

Trade Balance with U.S ................................... -1,736 -%35 -830
NIA-Not avalableL
190k4 auare all estimates based an available monthy data In Odcbr 19K

SONP ardue's valm
sMwbtand u tde&L

1. GeneraL Policy Framework
From the establishment of the Republic in 1923 until 1980, Turkey was an Insu-

lated, near autarkic, state-directed economy. In 1980, however, the country em-
barked on a new course. Increased reliance on market forces, decentralization, ex-
port-led development, lower taxes, foreign investment, and privatization became the

ifor the new economic philosophy. These reforms have brought Turkey Impres.
sive benefits: in 1993, Turkey's seven percent real gross national product (GNP)
growth rate was the highest of any OECD country. . s. ..... tad1--

The Turkish government's inability to limit burgeoning fsca defcts and high
transfers to inefficient state economic enterpris however, led to an economic crsm
in early 1994. From January to April, the Turkish Urn depreciated 135 percent
against the dollar and inflation rose to a record 33 percent for the month of April.
Interest rates also skyrocketed to record levels as the Central Bank of Turkeyat-
tempted to combat exchange rate fluctuations by increasing Interbank rates. The
overnight rate briefly exceeded 1000 percent at the heart of the crisis.

The Turkish government implemented an austerity program on April 5 and
signed a standby agreement with the IM in July. The government curbed expendi-
tures sharply and reduced Inflation in the months Immedatly following the pro-
gram's implementation. Recession followed and real GNP wIl decline by approxi-
mately four perceht in 1994. The Turkish government has committed itself to struc-
tural reforms in the area of privatization social security and taxation, but had made
no progress in these areas by the end of october 1994.

Inflation, Growth: Inflation, fueled by massive public sector deficits, worsened in
1994. In 1993 consumer prices (CPI) Increased by 71 percent, four points higher
than in 1992. The CPI rose 111 percent In the twelve months ending September 30,
1994, with wholesale prices Increasing by 130 percent during the same period.

The Turkish economy contracted by nearly eleven percent in the second quarter
of 1994 (compared to the second quarter of 1993) as the austerity program took ef-
fect. The economy has demonstrated a remarkable dynamism in the second half of
the year and a surge in exports Indicated the economy was beginning to recover.
The nine-month balance sheets of Turkey's large companies also show high profit
margins In apparent contradiction of the contraction in national economic activity.

Fiscal Policy: The Turkish government limited current expenditures significantly
In the months immediately following the Implementation ofthe austerity program.
As the end of 1994 approached, however, expenditures again outstripped revenues
and tax receipts. In 1993 the public sector borrowing requirement (SBR) reached
a record 16 percent of GNP. The PSBR Includes the borrowing requirements of
budgetary departments, state economic enterprises (SEEs), and off-budget funds.
The government continues to incur sizable debt to pay current expenses, finance
major infrastructure projects, and to support the SEEs. Both major rating aencles
have lowered Turkey's country risk rating to below Investment grade, orcing the
government to rely entirely on domestic borrowing and advances from the Central
Bank to finance Its deficits.

Monetary Plicy: Turkey's Central Bank has not published a monetary policy
since 1992. In early 1994, the Central Bank focused on foreign exchange rates, a2
tempting to limit exchange rate volatility through regular interventions mi the cur-
rency and open money markets. Since the ImplementatIon of the April 5 austerity
p rogram, the Central Bank has limited its interentions min currency markets. The
Central Bank does not use interest rates as a tool against inflation, conceding con-
trol of interest rate policy to the Turkish Treasury.
2. Exchange 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-
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change rate fluctuations and to provide liquldity during Vitraidinay events (e.g.
the WuWar and the January-April 194 nanfiolveori(lse1g

.The T appreciated signiwantlyvis-a.vis the dollar in teal terms (adjusted by rel-
ative UP! changes) in 1989 and 1990, and de eclatod slightly in real terms In 1991
and 1992. In 1993 the TL appreciated b aout three roent in real terms. The
TL declined by 139 percent against the doiar in the flrse nine months of 1994. The
Government of Turkey expects real depreciation of thu TL In 1994 will be 19 per.
cent.
3. Structural Policies

Since 1980 Turkey has made substantial progress in implementing structural re-
forms and liberalizing its trade and foreign exchange regimes. In contrast, the Turk.
ish government has moved forward marginally in privatizing the SEEs, which ac.
count/for some 35 percent of manufacturing value added. Government transfers to
SEEs constitute a substantial drain on the economy. SEE inefficiencies in produce.
tion and product pricing continue to distort the market and contribute to high infla.
tion rates. Policies related to SEEs, however, do not have a direct effect on Us. ex.
ports.After a liberalization of the Import regime in 1989, imports climbed dramatically,
rising some 41 percent in 1990. Strongeconomic growth plus further liberalization
of the regime in 1993 resulted in another dramatic increase. The April 5 austerity
program, accompanied by the sharp devaluation of the lira, dampened import de.
mand in 1994.

Turkey's largest source of imports'.an 1993 was Germany which accounted for 15
percent of total imports, followed by the United States, witA 13 percent. In the first
eight months of 1994, total imports declined by 23 percent. The Turkish government
estimates that imports will decline to $24 billion in 1994, from $29 billion in 1993,
although most analysts anticipate a rebound in 1995 as the economy begins to grow
again. Imports from the United States declined .by 82 percent during the same pe-
riod, resulting in a US. trade surplus of $633 million fr6m January to Aust.

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 onomnon
External Tariff (CET) by January, 1996. This should result In generally lower tariffs
and fees on US. imports thzi those currently In effect. Turkey will reduce its tariff
schedule in two stages durir- the course of 1995 in order 'o eliminate all customs
duties for EU countries and bring it in line with the CET.
4. Debt Management Policies

At year-end 1993 Turkey's gross outstanding external debt was $67 billion-an in-
crease of $12 billion over 1992. Debt service obligations for 1994 increased from $6.8
billion in 1993 to $8.5 billion. Turkey has had no difficulty servicing its foreign debt,
and the current account may achieve a surplus of approximately $ billion in 1994.
Turkey's official external debt payments will only increase by about $500 million in
1995, but total external debt parents will exceed $11 billion.

The Turkish debt service ratio reached a high In 1988 when it equaled 35.6 per-
cent of foreign exchange revenues. In 1994, the debt service ratio was 26 percent.
The public sector, Including state economic enterprises and local governments, re-
mains the major borrower, accounting for about 78 percent of total outstanding debt
and 96 percent of medium and long-term debt in 1993. Bilateral official lenders,
principally OECD member countries, accounted for approximately 27 percent of Tur.
key's 1993 external debt. World Bank committments to Turkey total $3.6 billion,
with $100 million in new credit approved in 1994. The IMF standby agreement
signed with Turkey is for $720 million (SDR 509.3 million), which will be allocated
in five quarterly tranches.
5. S4pdficant Barriers to U.S. Exports

Import Licenses: While there is generally no requirement for government permis.
sion or licenses In the importation of new product, there is sometimes a problem
Introducing new foodstuffs and foodstuff' ingedients. The Turkish government, how-
ever does impose requirements for importtlcenses on agricultural-commodities, de.
pending on the domestic supply of various grains and/foodstuffs. The Turkish gov.
ernment also requires certification that quality standards are met in the importa.
tion of human and veterinary drugs and certain foodstuffs. Import certificates are
necessary for most products which need after-sales service (e.g. photocopiers, EDPelipmenktdiesel generators .im~portRegime:WeTurkish government Is progressively reducing import duties.

In 1993 the Import Regime introduced a new t system that streamlined a con-
fusing array of duties, taxes, and surcharges. There are now only two tariffs--one
for EU/EFFA and one for other countries--and one fund charge on imports, whereas
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imports faced eight types of duties and sixtypes of fund charges in the past. The
government's 1994 Import Reie continued efforts begun In 1993 to reduce import
duties and harmonize Turkey's tariff system with that of the EU. Tariff rates are
now lower for EU/EFTA-orign goods than for goods from the U.S. and third coun-
tries. U.S. firms exporting to Turkey may now lind themselves disadvantaged com.
p ared to European competitors. In 1996, as Turkey enters the Customs Union, tar.
iffs for products from EUand EFTA countries will disappear altogether, Turkey will
lower tariffs on third-country products to the EU's Common External Tariff,

The Turkish Government has imposed restrictive non-tariff barriers on agricul-
tural commodities particularly high value livestock and meat products. The rep-
resentatives of UA..food industry companies which wish to expand their investment
In Turkey have expressed concern over this trend.

Government Procurement Practices/Countertrade: Turkey normally follows com-
petitive bids procedures for domestic, international and multilateral development
bank-assigned tenders. U.S. companies sometimes become frustrated over lengthy
and often complicated bidding/negotiating processes. Some tenders, especially large
projects Involving coproduction, are frequently opened, closed, revised, and opened
again. There an often numerous requests for best offers.' In some cases, years
have passed without the selection of a contractor.

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 the United States and Turkey exists, this can signifi-
cantly add to the cost of U.S. bids, making them non-competitive. U.S. and Turkish
negotiations on a bilateral tax treaty are ongoing and an agreement may be reached
in 1995.

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-Turkey Bilateral Invest-
ment Treaty entered into force in May 1990. The treaty guarantees MFN treatment
on establishment, and the better of MFN or national treatment after establishment
for investors of both countries; assures the right to transfer freely dividends and
other payments related to investments; and provides for an agreed dispute settle.
ment procedure. The Turkish government provides a variety of incentives to inves.
tors of all nationalities to encourage investment in certain regions and sectors.
6. Export Subsidies Policies

Turkey employs a number of incentives to promote exports, Including expo rt cred-
its and a variety of tax incentives. Turkish Eximbank provides exporters with cred-
its guarantees, and insurance programs. Foreign-owned firms, including several
U. 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 VAT.

In 1994 the government reviewed its subsidy programs for consistency with the
GATT and EU standards. As a result, it will phase out a number of programs, in.
eluding one which discriminates against foreign-flag shippers.
7. Protection of U.S. Intellectual Property

Turkey could strengthen its 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, 1993 and 1994 under the "Special 301* provision of the 1988
Trade Act. The EU has made adequate IPR protection a pre-condition to the Cus-
toms Union. The government has given assurances it will modernize its legislation,
but the process has been painfully slow. The government has said it will abide by
IPR standards agreed to in the Uruguay Round when the agreement goes into effect
in 1995.

Copyrights: Turkey's copyright law ("Intellectual and Artistic Works Law') dates
back to 1951. Unauthorized copying and sale of US.-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 artisticworks through a registration system._It has helped reduce piracy, but enforcement
has been problematic and penalties are not harih enough to act as a deterrent. In
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1991 Turkey passed a law prohibiting computer software piracy. The Turkish gov.
ernment has submitted bills amending both the copyright and cinema and video
laws to parliament, although both contain provisions unsatisfactory to U.S. Indus-
try"tYýatents (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. Nor 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 w seed. The patent term in Turkey is only 15 years from the
date of filing. The Turkish government presented new draft patent legislation to

parliament in 1993, but as of October 1994 that body was still considering it. The
ft legislation contains a ten year delay before pharmaceuticals would be covered.

Trademarks: Counterfeiting of foreign trademarked products, such as jeans, per-
fumes and spare car parts, Is widespread. Trademark lawyers generally believe
that_ te relevant laws are adequate, but that the criminal Justice system, over-
whelmed by 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 difficult to assess the amount of U.S. export loss attributable to lack of ade-
quate protection for intellectual property. The U.S. 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. The computer industry claims its losses exceed $100 million annually.
U.S. pharmaceutical company representatives hesitate to put a dollar value on po.
tentifil sales lost due to the lack of patent protection for U.S. pharmaceuticals. They
cite loss of market share inability to launch new products, and limits on new invest-
ments due to the lack of protection. One U.S. firm estimates losses range from $30
to $40 million annually. The United States has worked closely with Turkish officials
to prepare new intellectual property rights draft laws.
8. Worker Rights

a. Right of Association.-Most workers have the right to associate freely and form
representative unions. Teachers, military personnel, police and civil servants (broad-
ly 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. Nonbinding 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, wildcatand general strikes are illegal.

In 1993, the Turkish Parliament ratified seven International Labor Organization
(ILO) Conventions, including Convention 87 on labor's freedom of association and
right to organize. The Government of Turkey has drafted legislation to permit civil
servants to organize. The government has presented legislation to parliament,
where it is still under discussion. Permission t~or civil servants to form trade unions
will require amendments to the constitution. Constitutional amendments that would
grant al categories of employees the right to form unions and would also expand
t-he 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. Right to Organize and Bargain Collectively.-Apart from the categories of pub-
lic employees noted above, Tur ish workers have the right to organize and bargain
collectively. The law requires that in order to become a bargaining agent a union
must represent not only 50 percent plus one of the employees at a given work site,
but also 10 percent of all workers in that particular branch of industry nationwide.
After the Ministry of Labor certifies the union as the bargaining agent, the em-
ployer 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 of Employment for Children.-The constitution prohibits work
unsuitable for children, and current legislation forbids full time employment of chil-
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dren 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 re-
quirements. The constitution also prohibits children from engaging in physically de-
manding labor, such as underground mining and from working at night. The laws
are effectively enforced only in organized industrial and service sectors. Unionized
indust andservices do not employ underaged children. In the informal sector,
many children under 13 work as street vendors, in home handicrafts, on family
farms, and in other enterprises.

e. Acceptable Conditions of Work.-The Labor Ministry is legally obliged, through
a tripartite government-union-industry board, to adjust the minimum wage at least
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 nonwage benefits such as transport.
tation 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
U.S. investment.

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

[Millions of U.S. dollars)

Category Amount

Petroleum ........................ (1)
Total Manufacturing ...................................... 606

Food & Kindred Products ........................... 128
Chemicals and Allied Products .... .............. 142
Metals, Primary & Fabricated .. .................... (1)
Machinery, except Electrical .............................................. (1)
Electric & Electronic Equipment ..................................... 7
Transportation Equipment ................................................. 113
Other Manufacturing............................ 71

Wholesale Trade ...................................................................... 23
Banking........... ............................. .98
Financellnsurance/Real Estate .............................................. (2)
Services................................................(1)
Other Industries ...................................................................... (1)
TOTAL ALL INDUSTRIES .................................................... 1,023

'Suppressed to avoid disclosing data of individual companies.
aLeis than $500,000.

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

TURKMENISTAN

Key Economic Indicators
[Billions of manat unless otherwise noted]

1992 99 .1994

Income, Production and Employment:
GDP (at current prices) I ..................................... 302.0 13.2 222.5
By Sector.

Agriculture'I ...................................................... 44.3 1.8 42.4
IndustryI.................... .215.4 5.4 84.5

Electrical Energy'I ........................................ 9.0 0.4 7.2
Oil/GasI............................ 60.0 1.1 49.3
Construction'I ................................................ 25.6 2.0 57.8
Production/Non-Production Services'I ......... 16.7- 4.0 37.8
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Key Economic Indicators-Continued
[BMifon of manat unless otherwise notgd]

1992 199 1994'

Per Capita GDP (manat/at current prices)s ..... 71,800 3,065 50,400
Labor Force (000s) ............................................... 1,991.5 2,053.2 2,075.0
Unemployment Rate (pct.).................... N/A N/A N/A

Money and Price (annual percentage growth):
Money Supply (M2) .............................................. N/A N/A 12.8
Base interest Rate4 ............................................. 2-15 40-50 150
Personal Saving Rate4 ........................................ 10-40 4-50 20-160
Retail Inflation ..................................................... 8.1 18.7 15.8
Wholesale Inflation .............................................. 10.9 17.1 5.1
Consumer Price Index .......... : .............................. 8.3 18.6 16.0
Exchange Rate: (USD/ruble)

Official ............................................................... N/A 2 10
Commercial....................................................... N/A N/A 75

Balance of P3ments and Trade:
Total Exports (FOB/mil. USD)5 ........... . .. . .. . . . . .. . .  1,870.6 2,600.0 2,300.0

Exports to U.S. (mil. USD)......... N/A 0.12 20.40
Total Imports (CIS/mll. USD)5 ........................... 1,123 1,600 1,540

Imports from U. s. (mil. USD) ......................... N/A 29.1 63.2
Aid from U........................................................ N/A N/A N/A
Aid from Other Countries ................................... N/A N/A N/A
External Public Debt's ......................................... N/A 288.2 180.0
Debt Service Payment (paid) .............................. N/A N/A 4.4
FOREX Reserves (bil. USD) ................................ N/A N/A N/A
Trade Balance (mil. USD)s ................................. 747.6 1,000.0 760.0

Balance with U.S. (mil. USD) ......................... N/A -28.98 42.80
NIA-Not available.
S1992 Figure in million rubles.
21994 Figures are all estimates based on available monthly data in October 1994.
S1992 figure in rubles.
4Figures are actual, average annual interest rates, not changes in them.
s Merhandise trade.
* Fori credit&.
Note.n October 1, 1994, attracted foreign credits consisted of $468.2 million for the 1993-94 period.
A new currency, the manat, was introduced on November 1, 1993. Since that time, as the following report

will reflect, the rate of the manat has fluctuated so greatly as to make the conversion of domestic dataeto
USD almost meningles. At any one time there am three exchange rates: an official rate, a commercial
rate, and a black market rate. Converting any given data into USD could reflect incorrect information.

1. General Policy ramework
Turkmenistan declared independence following a national referendum on October

27, 1991. Saparmurad Niyazov, head of the communist party since 1985 and presi-
dent since the creation of the position in October 1990, was elected president of the
new country in a direct election on June 21, 1992. Unchallenged, he won 99.5 per-
cent of the vote. The 1992 constitution declares Turkmenistan to be a secular de-
mocracy in the form of a presidential republic. In practice it remains a one-party
state dominated by a strong president and his closest advisory within the Camneyt
of Ministers. On January 15, 1994, a referendum was held which extended
Niyazov's presidential term until the year 2002.

President Niyazov has declared his intention to develop a market economy while
maintaining the state's role in sectors involving oil and gas, electrical energy, rail
and air transportation communications, information, education, science, health, and
culture. Privatization began with a leasehold program for development of new agri-
cultural lands by private farmers, which was approved by the government and put
into effect in earlj 1993. In practice, undeveloped plots of land were distributed
among those intending to grow agricultural products in exchange for forfeiting the
right to freely sell or I've away su products..Farmers must sell mast of their crops
to the state at fixed prices and do not own their anda.There are currently 200 such
landowners, each possessing no less than 50 hectare plots of land. The state has en-
couraged them through construction of irrigation systems, favorable tax and credit
policies, etc. NIyasov also declared a small business privatization process, which
began in December 1993, through auctions of state servimes and, later on, privatiza-
tion of trade and public catering enterprises. Most of the enterprises are ing
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bought by labor collectives and individuals. The government claims that 818 enter.
rises were privatized by October 1, 1994. The Ministry of Economics and Finance
is overseeing- the privatization process which is expected to continue through 1996.

Turkmenistan's economy is highly dependent on the production and processing of
energy resources and cotton. Natural gas provides 69 percent or $1,235 million of
total exports. Energy reserves are estimated at 15.5 trillion cubic meters of natural
gas and 6.3 billion tons of oil. Turkmenistan possesses large deposits of various min-
erals and salts, with indications of commercally exploitable gold, silver and plati-
num.

Despite this abundance of fuel and natural resources, agriculture accounts for
nearly one-third of Turkmenistan's'gross national product and more than two-fifths
of the country's total employment. Cotton is the dominant crop, covering more than
45 percent of arable land and constituting 56 percent of total agricultural produc-
tion. The 1994 target is to harvest 1.5 Dillon tons through improved technology.
Grain production is the second priority. Turkmenistan hopes to harvest one million
tons of wheat in 1994. By 1996, Turkmenistan hopes to be self-sufficient in wheat
production.

Turkmen farmers rely heavily on irrigation. Agricultural yields are 2-3 times
lower than might be e.xqected due to years of Inefficient water use, salinization, in.
appropriate land Irrigation, and overdevelopment of cotton cultivation. The govern.
ment has reduced the area occupied by cotton fields and encourages research into
more efficient water usage. Water distribution among farmers is limited and strong.
ly controlled by the state. The ration of water usage varies and is free of charge'
however, extra supplies beyond the ration can be-bought at low state-subsidized
prices. Limited water resources do not allow development of the remaining 90 per-
cent of this highly arid country.

Large scale specialization of agriculture creates a heavy reliance on food irnAports.
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. To reduce
dependence on food imports, the government promotes domestic sain and sugar
beet production and is-investing in dairy and sugar processing plants and equip-
ment.

As a member of the Commonwealth of Independent States (CIS), Turkmenistan
is affected by the economic decline in neighboring countries. Non-payment from
Ukraine and other CIS countries for natural gas deliveries led to reduced state in.
vestment activities. In turn, this caused production of GDP to decrease 25 percent
compared with 1993. Payment defaults, primarily caused by currency non-
convertability and lack of hard currency m CIS countries make inter-republican
trade much too complex, non-profitable and, thus, minimal. furkmenistan continues
to focus on clearing payments. Rail and road transport, pipeline routes, and ship.
ping via Russi another CIS countries remain the major export routes of Turkmen
goods. Turkmenistan, Iran, and Turkey have signed a political agreement to build
a gas pipeline through from Turkmenistan to Turkey via Iran. Financing, however,
has not been secured, and may prove difficult due to political considerations.
Turkmenistan and Iran are building a rail link between Serakhs and Meshed, which
is scheduled for completion in 1996. The Government of Turkmenistan is also con-
sidering building a railroad through Afghanistan to Pakistan, but once again financ-
ing is a problem. The new international airport in Ashgabat is expected to reach
full operation by the end of 1994.

Turkmenistan's 1994 budget was projected including hard currency payments
owed for gas shipments by Ukraine and the Caucasus (in accordance with pre-
viously concluded agreements). Turkmenistan's tax base is quite small; in 1994
some 70 percent of budget revenue came from exports of natural gas. Payment de-
faults have left the budget in deficit. As a result, the government has had to tough-
en its financial policy by denying credits reducing numerous construction activities,
maintaining high percentage rates on foreignn exchange surrendering from state-
owned enterprises, and strengthening control over budget expenditures. Forty per-
cent of budget revenues are proceeds from a value added tax on goods and services.
Twenty percent of budget revenues also come from a natural resources tax and 15
percent from a profit tax on gross profit. About 60 percent of budget expenditures
go to support price subsidies and 7.3 percent is designated forpdefense purposes. The
government aiso maintains a foreign exchange fund to control hard currency move-
ment in and out of the country.

With respect to monetary policy, the main instruments of credit control include
reserve requirements and refinance policy. In practice, the level of commercial bank
access to central bank credit is determined by the Cabinet of Ministers. The govern.
ment hoped that the establishment of foreign exchange auctions would introduce a
more efficient financial market; however, this attempt failed due to a shortage of
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hard crrency. On August 1, 1994, the Commdity and Raw Material Exchange
(CRME) was sent up to regulate and control hard currency revenue from exports and
Imports. All CRME transactions are in manats; foreign buyers/sellers can exchange
money through the Central Bank. Only transactions which take place through the
ClME receive export licenses.

Turkmenistan Joined the IMF, World Bank, and European Bank for Reconstruc-
tion and Development in 1992. It is a member of the Economic Cooperation Organi-
zation (ECO), along with other central and south Asian countries, Iran, and Turkey.
Turkmenistan became an observer to the GA7'r in June 1992.

The Uruguay Round agreements are not currently under discussion in
Turkmenistan.
2. Exchange Rate Policy

On November 1, 1993 the government introduced a new national currency, the
manat. The initial exchange rate was set at an unrealistic two manat = one dollar.
The government also established a currency auction to assist in setting the ex-
change rate for the manat. However, due to limited foreign exchange availability,
the last auction was held in May 1994. For purposes of trade with Russia, the
manat, the dollar, and the Russian ruble are e ua/ly valid. The official manat/dollar
exchange rate is determined by Turkmenistan s Central Bank. On April 15,1994,
the official foreign exchange rate was changed to ten manat = one dollar, where it
has remained ever since. In an attempt to attract investors, commercial banks intro-
duced a new commercial rate at sixty manat = one dollar. On August 15, 1994 the
commercial exchange rate was raised to 75 manat to one dollar hi connection with
the establishment of the Commodity and Raw Material Exchange.

The government plans to reintroduce the foreign exchange auction once sufficient
foreign exchange has been collected. The government is depending on the successful
operation of the CRME to provide this hard currency to the Central Bank.
3. Structural Policies

The government is anxious to attract foreign investment to develop
Turkmenistan's substantial energy, mineral, and agricultural resources. Laws con-
cerning foreign investment, banking, taxation, foreign exchange regulation, and
property ownership, which were passed in October 1993, are intended to create a
legil commercial framework.

"In 1993, the Khalk Maslakhaty (People's Council) created "economic zones of free
entrepreneurship" in seven regions through Turkmenistan. These zones offer favor.
able taxation and production terms for private enterprises. According to
Turkmenistan's tax laws, every enterprise is required to pay a 25 percent proi tax
and a 20 percent value-added tax. Fty percent of foreign exchange proceeds from
the export of goods and raw materials, and 60 percent of the proceed from gas ex-
ports, are surrendered to support the government's foreign exchange fund. Foreign
investments are exempt from this export tax.

The government continues to regulate salaries. Following the introduction of the
manat and the subsequent increase in inflation (about 23 percent by October 1994)
the president announced a mandatory salary increase effective July 1, 1994. The
minimum and average salaries were set at between 250 and 1,200 manat per
month. Pensions, stipends, and allowances were also increased slightly.

The government also continues to control prices for staples, medicines, rent, pub-
lic transportation services, and some production costs. Price liberalization, which
began in 1992, is expected to continue. Only 50 to 60 kinds of products will be sub-
sidized in 1995, at which time the remainder of prices will be freed.
4. Debt Management Policies

In the "zero-option" agreement signed with Russia on July 31, 1992, Russia as-
sumed all of Turkmenistan's former Soviet Union (FSU) debt obligations, while
Turkmenistan surrendered all claims to FSU assets.

Turkmenistan currently faces difficulties collecting hard currency payments for
gas deliveries to Ukraine and the Caucasus. The overall debt of these countries to
Turkmenistan is $1.5 billion. Despite these payment problems, Turkmenistan is
forced to continue supplying these countries with gas due to pipeline and storage
constraints and a lack of other options. Turkmenistan hopes that the IMF agree-
ment with Ukraine, and the expected economic improvement in Ukraine's economy,
will result in Ukraine resuming hard currency payments toTurkmenistan.

Turkmenistan purchased $10 million worth orPL-480 Title I wheat in FY 1993
and 1994. Turkmenistan also took advantage of $5 and $10 million in GSM-102
credits which were granted in FY 93 and 94, respectively. A new FY 95 Title I
agreement is currently under consideration by the government. Turkmenistan has
also concluded long-term credit deals with American, European and Turkish compa-
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Wes, the European Bank for Economic Development, and the Iranian government.
The World Bank Is exploring a proposed-$25 million credit extension to
Turkmenistan in order to strengthen Turkimen economic potential.
5. Significant Barriers to U.S. Exports

Turkmenistan's lack of a freely convertible currency absence of an efficient bank.
ing system, rudimentary business infrastructure and centralized decision-making
system all present obstacles to US. exports. With Russia and the other CIS coun-
tries, a clearing arrangement exits. But even with these neighbors, trade remains
based primarily on the barter system. To normalize its trade and investment with
Turkmenlstan, the United States concluded the first of a series of bilateral economic
agreements in 1993. In October 1993, a Bilateral TradeAgreement, which provides
reciprocal most favored nation status, went into effect. To date, numerous US. com-
panies are involved in feasibility studies and contract discussions. Approximately
eigt U.S. firms have permanent representatives resident in Turkmenistan.

Discussions on a U.S.-Turkmenistan bilateral investment treaty which would es-
tablish a bilateral legal framework to stimulate investment, continued throughout
1993-1994. The United States has also proposed a bilateral tax treaty, which would
give US. businesses relief from double taxation of income. An Overseas Private In-
vestment Corporation (OPIC) agreement which allows OPIC to offer political risk
insurance another programs to U.S. Investors in Turkmenistan, was also con-
cluded in 1992 and is currently in force.
6. Export Subsidies Policies

The government provides substantial subsidies to state enterprises, including
transportation and communications, which support production and employment.
Subsidies also are focused in the export-oriented energy sector.
7. Protection of U.S. Intellectual Property

A law on the protection of intellectual property was signed by President Niyazov
in September 1992. The law is designed to provide adequate protection, although
enforcement is untested. A copyright law, effective October 1993, was also approved.
The U.S.-Turkmenistan trade agreement contains ,commitments on protection of in-
tellectual property.
8. Worker Rights

a. The Right of Association.-The government restricts the freedom of peaceful as-
sembly. Unregistered organizations, including all political groups critical of govern-
ment policy, or any of those with a political agenda, are not allowed to hold dem.
onstrations or meetings. Citizens theoretically have the right to associate; however,
such action may result in being fired from a job and/or having one's home and other
property confiscated.

b. The Right to Urganize and Bargain Collectively.-Turkmen law does not protect
the right to organize and bargain collectively. The government continues to prepare
guidelines for wages and specifically sets wages in some, though not all, sectors. In
other areas, there is some leeway. The predominantly state-controlled economy seri-
ously limits the worker's ability to bargain collectivel.

c. Prohibition of Forced or Compulsry Labor.--Turkmenistan's constitution for-
bids forced or compulsory labor.

d. Minimum Age of Employment of Children.-The minimum ap for employment
Is 16 with the exception of working in a few heavy industries, in which case it is
18. While the average work day is eight hours, those between the ages of 16 and
18 are not permitted-to work more than six hours per day. Fifteen-year old children
may be allowed to work with the consent of their parents and the trade union. In
such cases, which are rare, they work four to six hours per day. Violations of child
labor laws occur in rural areas during the cotton harvest season.

e. Acceptable Conditions of Work.--The national minimum wage is set quarterly
and continues to fall far short of the amount required to meet the needs of an aver.
age family. Turkmenistan inherited an economic system and sub-standard working
conditions from the Soviet era, when productivity took precedence over the health
and safety of workers. Industrial and agricultural workers are particularly exposed
to unsafe environments. The government recognizes that problems exist, but has not
moved effectively to deal with them.

f. Rights in Sectors with U.S. Investment.-U.S. investment in goods-producing in-
dustries continues to be very limited in Turkmenistan. To date, one investor is plan-
ning the construction of two cotton processing facilities. There is no indication that,
once in operation, the conditions of work, or rights, will be different in these facili.
ties than those in other industries.
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Key Economic Indicators
(Billions of karbovanets unles otherwise noted)

1992 1993 19941

Income, Production and Employment:
Real GDP Growth (pct.) 2.................................... -17.0 -14.2 -34.0
Nominal GDP (trillions kbv) 2............................. 4.09 153.00 31,055.0
Labor Force (millions) ......................................... 24.4 24.5 N/A
Unemployment (000s) .......................................... 70.5 83.9 125.8
Unemployment Rate (pct.) .................................. N/A 0.18 0.77

Money and Prlcew..
Personal Savings Rate (pct.) ............................... 28.5 N/A N/A
Retail Inflation (pct.) ........................................... 2,100 10,300 210
Wholesale Inflation (pct.) .................................... 4,230 9,770 N/A
Consumer Price Index ......................................... 2,100 10,258 N/A
Exchange Rate (KBV/USD/end of period)

Official ............................................................... 638 12,610 44,000
Parallel .............................................................. N/A 31,970 590,000

Balance of Payments and Trade: (USD millions,
unless otherwise noted)
Total Exports (USD billions)'2............................. 11.3 14.9 N/A

Exports to US ................................................ 75 132 6295
Total Imports (USD billions)2............................ 11.9 16.6 N/A

Imports from US .............................................. 156 272 6193
Aid from US........................... N/A 330 700
Foreign Exchange Reserves ................................ N/A 7207 N/A
Trade Balance ...................................................... N/A 510.6 -123.7

Trade Balance with U.8...............S................... -81 -140 1102
N-Ntavaflable.

1199rF are nneomanth data unless otherwise marked."2W datfaltigs.
DIMP staff estimate for 12-month parlod.4Ukralnian Ministry of Statistics. 1994.

"aAs of Octbebr 20,1994.
0 1994 Pigurw. are estimates based on January-October data.
Ukrainian Ministry of PInance, 1993.

1. General Policy Framework
Ukraine declared independence on August 24, 1991, and the population over.

whelmingly ratified this in a national referendum on December 1, 1991. Ukraine is
the second largest nation of the former Soviet Union in terms of pulation and eco.
nomic power, and the third largest in terms of area. Stretching across 603,700
square kilometers, it has a population of 52 million of which three-quarters are cth-
nic Ukrainians and one-fifth are ethnic Russians. Ukraine's principal resources in-
clude fertile "black earth! agricultural land and significant coal reserves. The na.
tion's broad natural resource endowment has led to the development of a diversified
economy with a strong agrcultural and food processing industry, large heavy indus-
tries, and a substantial capital goods sector oriented toward military production.

Despite its natural wet or te pat three years Ukraine has faced inflation
and a declining economy. The decline of production in most sectors of the economy
continues, though the rate of contraction appears to have slowed in some spheres.
In 1992 and 1993 market oriented reforms were implemented at a slow and half-
hearted pace. Ukrainian officials appeared determined to move towards an efficient
economy without creating social upheaval and a decline in the standard of liv•n•,
even if it included a reliance on central administrative planning. Unfortunately, this
policy produced a decrease in industrial production, spiralling fifation, little privat.
isation, and overall economic gridlock. In 1993, attempts at stabilizing the economy
were overwhelmed by the weit of collapsing production, ruptured trade links with.
in the former Soviet Union, and the lack of political will within all levels of the na-
tional government.

In 1994 the economic situation in Ukraine remains grim, but the policy outlook
has brightened considerably. Country-wide elections, which produced a new.Presi-
dent, Parliament and every governor and mayor in the nation, helped provide new
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thinking and fresh ideas. Ukraine has now unambiguously signaled Its determina.
tion to embark on a comprehensive economic reform program. President Leonid
Kuchma's October 11, 1994 address to #.w Ukrainian Parliament registered a wel-
come and drastic change in economic polio. Ukraine is committed -to unifying its
exchange rates, reforming the tax and banking systems, liberalizing prices, reducing
inflation, eliminating subsidies, lifting export and currency controls, attracting more
foreign investment, speeding up privatization efforts, and cutting the budget deficit.
On October 27, 1994, the International Monetary Fund announced the approval of
a $371 million Systemic Transformation Facility loan to help implement the first
stage of this radical economic reform program.
2. Exchange Rate Policies

For the past two years Ukraine has utilized a system of multi-use, legal tender
coupons as a response to two problems: a complete cut-off in the supply of rubles
from the Russian central bhnk and concern over exports of lower priced Ukrainian
goods to other newly independent states. The coupon, or karbovanets (KBV), became
the sole legal unit of currency in Ukrainian territory on November 12, 1992, when
the Government eliminated the ruble from use In all cash and non-cash trans-
actions. The Ukrainian government considers the coupon a transitional currency,
until the new currency, the Ukrainian hryvnla, can be introduced in 1995.

On August 23, 1994 President Kuchma issued a decree "On Improvement of Cur.
rency Regulation' under which the official exchange rate was to be brought closer
to its true market value by year-end 1994 in order to stop the sharp slide of the
KBV. This decree also reduced the proportion of hard currency earning businesses
must sell to the state to thirty percent, down from fifty percent originally mandated.
On October 1 1994, the inter-bank auction market for foreign exchange was re-
opened. The official rate for the surrender of foreign exchange was abolished on Oc-
tober 21; in addition, the government tender committee, which previously allocated
foreign currency was disbanded. The exchange rate Is now unified and the rate is
determined in ti&e Inter-bank market. The government will obtain the foreign ex-
change it needs in the auction at the unified rate.
3. Structural Policies

To date the Ukrainian privatization process has proceeded unevenly, not so much
due to lack of a legislative base but to a lack of political will. For example, in the
housing sector, 23 percent of all eligible dwellings have been privatized to date. The
privatization of small-scale enterprises continues in several cities including Kharkiv,
Zaporizhiya and Luhansk, but most other enterprise privatization has come to a
halt due to a parliamentary review of the privatization process begun in late sum.
mer 1994. However, President Kuchma has outlined an ambitious privatization
strategy for 1995, Including completion of small-scale privatization throughout the
country and privatization of some 8,000 medium and large-scale enterprises. The
Ukrainian government has approved the use of a privatization certificate, which will
be distributed free of charge to enable all Ukrainian citizens to take part In mass
privatization beginning in 1995.

In 1993, Ukraine's tax policies were one of the most difficult elements In the busi-
ness environment. High tax burdens, unclear legislation, and a multitude of dif-
ferent taxes caused confusion and increased tax evasion. In response to heavy criti.
cism from the business sector, both state-owned and private, the government and
parliament have agreed to a comprehensive reform of tax policy to ensure it stimu-
lates investment and productivity rather than suffocates business. Most joint ven-
tures are shielded from income tax by Ukrainian legislation which offers tax holi-
days to qualified investments.

Until October 1994, the Ukrainian government maintained price controls on ap-
proximately 17 percent of production. However, in October 1994, the government
liberalized prices for all but a few specific items including the output of natural mo-
nopolies. Prices for certain communal services have increased and further increases
are expected through 1995.
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 siged a protocol assigning Russia's management respon-
sibilit•y for Ukraine's share of the debt, pending a bilateral agreement to resolve out-
standing issues. The protocol was terminated on December 31, 1992 and negotia-
tions continue between Russia and Ukraine on issues surrounding the division of
the external assets and debt.

Since independence, Ukraine has incurred a modest foreign debt with the west
but an increasingly large debt with Russia and Turkmenistan for deliveries of oil



300
and gas. According to Ukrainian statistics, the iof ll acknowledged debt is $2.71
billiontoRussia and $815 mion to Turkmenistan. The government established a
hadcurreny,, credit committee to consider all governmental hard currency debt ob-
ligations andrissuance of state guarantees on credits.
5. Signiticant Barriers to U.S. Trade

The single most important barrier to trade and investment in Ukraine is the
country's painful transition from a command economy to one based on market eco-
nomics. Ais a result, successful export and investment activity in Ukraine requires
a long term outlook and strategy, as well as a "frontier mentality.'

Ukraine's shortage of hardcurrency earnings, underdeveloped and inefficient
banking system, poor communications infrastructure, and !ack of legal, shipping and
other key infrastructure are the most significant impediments restricting U.S. ex-
rorts to Ukraine. These barriers are further worseneaby Ukraine's inexperience in
trading in an open market environment and its general unfamiliarity with U.S. sup-
pliers 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 these are
being strongly influenced by European Union standards. In the interim, Ukraine's
domestic production standards and certification requirements are based on those or
the former Soviet Union and apply equally to domestically produced and imported
products. Product testing and certification generally relate to technical, safety and
environmental standard as well as to efficacy standards for pharmaceutical and
veterinary products. At a minimum, imports to Ukraine are required to meet the
certification standards of the country of origin. In cases where Ukrainian standards
ar not established, country of origin standards may prevail.

Imported goods are not considered to have legally entered Ukraine until they have
been processed through the port of entry and[been cleared by Ukrainian customs
officials. Duties on goods imported for resale are subject to varying ad valorem rates
and import license requirements.

Ukrainian law allows for virtually all forms of foreign direct investment, including
wholly-owned subsidiaries. In fact, Ukraine has attempted to encourage foreign In-
vestment through a "State Program for Encouraging Foreign Investment," which ex-
tends the length of existing tax holidays and import duty exemptions to qualifying
investors in a number of priority sectors. However, the depressed local market and
numerous tax disincentives weigh heavily on foreign investors. In addition, U.S.
companies, under the Foreign Corrupt Practices Act, are often at a significant dis-
advantage in the Ukrainian business environment where bribery and corruption can
be common tools of business.

It is important to note that the Kuchma government's new export liberalization
policies, attempts at overall financial stabilization and proposed tax policy reforms
are welcome changes that should attract more foreign investors to Ukraine.

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. Furthermore, this agreement provides for the establishment of the
Joint Commission on Trade and Investment (JCTI), which held its inaugural session
on November 23, 1994. The Commission will work to reduce barriers to trade and
investment and promote expansion of commercial relations.
6. Export Subsidies Policies

For the first nine months of 1994 government subsidies to state-owned industries
were an integral part of Ukraine's economy. These subsidies were not designed to
provide direct or indirect support for exports, but rather to maintain full employ-
ment and production during the transition from a centrally controlled to a market-
oriented system. However, in October 1994, in order to reform on the macroeconomic
level, Ukraine agreed in principle to International Monetary Fund recommendations
to cut these subsidies. As a result of these recommendations and price liberalization
measures, all government subsidies were drastically reduced.
7. Protection of U.S. Intellectual Property

A new set of laws on intellectual property rights protection was adopted by the
Ukrainian Parliament in December 1993 andcame into force in July 1994. They are
as follows: the Ukrainian Copyright Law, the Law on Inventions, the Law on Trade-
marks, the Law on Industrial Patterns, and the Law on The Protection of the Infor-
mation in Automated Systems. According to the World Organization of Intellectual
Property and the European Patent Organization's experts, the Ukrainian legislation
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in terms of industrial property rights protection is the most market-oriented relative
to other former Soviet nion countries.

According to the Ukrainian Patent office, there are over 300 licensing agreements,
most of them concluded between local entities. There are no cases of compulsory li.
censing to local companies of rights held by foreigners in Ukraine. As of October
1994, 6,000 trademarks were registered in Ukraine, including about 1,500 trade-
marks of U.S. entities.

In terms of industrial property, there is no data on the infringement or counter.
feiting of trademarks. According to the Ukrainian Copyright Agency, there are also
no statistics on the extent of p=facyof books, records, videos, or computer software.
Computer software and sound recrdings are legally determined as products and
shall be copyrighted according to Article 18 and 19 of the Ukrainian Copyright Law.
Acer.,ding to Krticle 17 of the Ukrainian Law on Foreign Economic Activities, im-
portingFand exporting products in violation of intellectual property rights is strictlyprohib ted. .I

Ukraine is committed legislatively to the protection of intellectual property,
though enforcement remains inadequate and sporadic. Two Ukrainian state agen.
cies are working to ensure intellectual property rights: the State Ukrainian Copy-
right Agency (literary and artistic works) and the State Patent Office of Ukraine
(intellectual property). Ukraine is a successor state to many of the conventions and
agreements signed by the former Soviet Union, and is a member of the World Intel.
lectual Property Organization (WIPO). In fact, Valeriy Petrov who is the head of
the Ukrainian Patent Office, is a Deputy Head of the WIP6 General Assembly.
Ukraine is a party to the Paris Convention for Protection of Industrial Proerty, the
Madrid Agreement on the International Registration of Trademarks and the Agree-
ment on Patent Cooperation. In March 1994, Ukraine signed the Universal Copy-
right Convention. Furthermore, the Ukrainian Parliament is considering ratifying
the Berne Copyright Convention. In September 1994A Ukraine became aparty to the
Eurasian Patent Convention which includes ten of the New Independent States.
Adoption of this convention facilitates exchanges of new technologies and property
rights, reduces customs duties, and provides for a unified patent valid in these ten
countries. Ukraine has property agreements with 25 countries, including the United
States, on exchanging relevant information.
8. Worker Rights

a. The Right of Association.--Soviet Law, or pertinent parts of the Ukrainian Con.
stitution, continue to regulate the activities of trade unions. The Law on Citizens'
Organizations passed in 1992 guarantees non-interference by public authorities in
the activities of citizens' organizations and the right of these organizations to estab-
lish and join federations, and to affiliate with international organizations on a vol-
untary basis. In negotiating wages with the government, all unions are permitted
to participate. In principle, all workers and civil servants including members of the
armed forces are tnree to form unions, but in practice, the government discourages
certain categories of workers (e g nuclear power plant employees) from doing so.
A new Ukrainian Constitution and new trade laws are currently being drafted and
debated which will affect the future status and activities of trade unions.

A successor to the former official Soviet trade union known as the Federation of
Trade Unions (FTU), has begun to work independently of the government and has
been vocal in opposing draft -lelslation that would restrict the right to strike. The
FTU is considered a partner with management in the running of state enterprises.
Although the FTU has no official or legal relationship with any political party, the
government provides this organization with office buillings and resort properties.

Many independent unions now provide an alternative to the official unions in
most sectors of the economy. Some, such as the Independent Miners' Union of
Ukraine (NPGU), emerged out of the 1989 strike committees and were instrumental
in creating the independent miners' unions of the Soviet Union. When Ukraine be-
came independent, these unions followed suit and also split from the Soviet Union.
Independent unions were also established in the Black Sea Fleet, among the mili-
tary officers of Ukraine, and among the scientific workers of the Academy of
Sciences. In early 1992, the NPGU, pilots, civil air dispatchers, locomotive engi-
neers, and aviation .round crew unions formed the Consultative Council of Free
Trade Unions, an entity which acts independently of the FTU.

The Law on Labor Conflict Resolution guarantees the right to strike to all but
members of the armed forces, civil and security services, andeemployees of "continu-
ing process plants" (e.g., metallurgical factories). This Law prohibits strikes that
"may infringe on the basic needs of the population" (e.g., rail and air transpor-
tation). Furthermore, strikes based on political demands are illegal. However, this
did not stop miners and transportation workers from making political as well as eco-
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nomic demands during their September 1993 strikes that forced the government to
hold elections at every level in 1994. Although the government has often relied on
the courts to deal with strikes that it feels violate the law, the courts have not al-
ways ruled in the government's favor.

There are no oKfcial restrictions on the right of unions to affiliate with Inter-
national trade union bodies; the NPGU is a member of the international miners'
union, and independent trade unions have not been pressured to limit their contacts
with international nongovernmental organizations. The American Federation of
Labor-Congress of Industrial Organizations has a permanent representative in Kiev
who interacts freely with the Consultative Council of Independent Trade Unions.

b._The R~qht 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 evel, but overlapping spheres of responsibility often Impede the collective
bargaining process. Wages in each industrial sector are established by the govern.
ment in consultation and agreement with the appropriate trade unions, ana all of
the trade unions are Invited to participate in negotiations. In case a labor-manage-
ment dispute cannot be resolved-at the enterprise level, the National Mediation and
Reconciliation Service, empowered by the Law on Labor Conflict Resolution, will ar-
bitrate the dispute. The President of Ukraine appoints the head of this service.

The Collective Bargaining Lpw often prejudices the bargaining process against the
independent trade unions and favors the official v'nions.-The Collective Bargaining
Law provides for dues to be taken from the pay ef every worker in a collective and
paidto the official union. The social welfare benefits received by workers, including
huge pension benefit funds, are administered for the enterprise by the unions.

Most workers are never informed that they are not obligated to join the official
union, and joining an Independent union can be bureaucratically onerous as well.
Three steps must be followed to direct one's dues to a independent union. First, the
worker must submit a form to the official union stating that the worker does not
wish the official union to represent him. Second, the worker must submit a" form
to the independent union declaring the worker's desire to join it. Finally, a third
form must be submitted to the enterprise directing that payroll deductions be given
to the independent union instead of the official one. Ifidependent unions are not
given resources to administer social welfare benefits, and enterprise directors dis-
courage departures from the official union by meeting with workers to discuss the
benefits of an official union membership.

The collective bargaining law prohibits anti-union discrimination, and the courts
resolve disputes under the law. Unfortunately, there have been cases in which such
disputes have not been resolved in a fair and equitable manner.

c. Prohibition of Forced or Compulsory Labor.-The Constitution prohibits com-
pulsory labor, and it is not known to exist.

d. Minimum Age for Emplo•yment of Children.-The minimum employment age is
seventeen. However, in certain nonhazardous industries, enterprises can negotiate
with the government to hire employees between fifteen and seventeen years of age.
Education is compulsory up to age fifteen, and the Ministry of Education vigorously
enforces the Law on Education.

e. Acceptable Conditions of Work.-In 1992, the Government established a coun-
try-wide minimum wage. Prior to the onset of high inflation, the minimum wage
and numerous other mandatory subsidies provided a decent income for a family.
However during 1994 monthly inflation rose dramatically and seriously eroded in-
comes.Officially over half the Ukrainian population now live below the poverty level
with further declines expected. In theory, the Law on Wages, Pensions, and Social
Security provides for mechanisms to index the minimum wage to inflation, but in
practice, the government has paid most salaries several months late and at pre-in-
fiation rates.

The Labor Code provides for a maximum 41 hour work week and at least 15 days
of paid vacation per year, but stagnation in some industries (e.g., defense) has sig-
nficantly reducedlthe work week for some categories of workers.

The Constitution and other laws contain occupational safety and health stand.
ards, but these are frequently ignored in practice. Lax safety standards enforcement
was the principal cause of many serious mine accidents resulting in over 100 deaths
and injuries in 1993. In theory, workers have the legal right to remove themselves
from dangerous work situations without jeopardizing their employment; however,_in
reality, labor experts say that continued employment wouldbbe in question. The
Labor Ministry is currently rewriting the Mine Safety Law and the NPGU is de-
manding that the Government improve worker safety in the mines.
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THE UNITED KINGDOM

Key Economic Indicators
[Bifnionaa tU." doalna]ua

1902 19" 1"O42

Income, m rdutoon and Employmetn."
Real GDP (1990 prices)s ..................................... 825.9 713.9 752.3
Real GDP Growth (pct. based ou BPS) .............. -0.5 2.0 3.4
GDP (at current prices)* ..................................... 913.3 819.2 876.7
By Sector. 4/

Agriculture ...... ....................... 16.5 15.6 16.6
Energy/Water ............................ .42.5 39.2 41.7
Manufacturing..............197.5 177.5 189.4
Construction ......................................... 52.7 43.8 46.8
Rents ... ............................ 67.3 61.7 64.8
Financial Services ...................................... 153.1 139.4 148.8
Other Services ......................... 261.8 233.9 249.6
Government/Healtb/Education ........................ 163.4 143.6 153.2

Net Exports of Goods and Services ............ -15.9 -12.5 -9.1
Real Per Capita GDP ($U) .................16404.4 14145.0 14916A
Labor Force (millions) ......................................... 28.4 28.2 28.0
Unemployment Rate (pct.) .................................. 9.8 10.3 9.4

Money and Prkm"
Money Supply (M2) .............................................. 920.8 820.2 862.7
Base Interest Rate (pct.) ..................................... 9.6 6.0 5.5
Personal Saving Rate (DI) ................................... 12.8 12.2 11.0
Retail Inflation (CPI in pct.) ............................... 3.7 1.6 2.4
Wholesale Inflation (pct.)...................... .3.1 3.9 2.5
Exchange Rate (USD/BPS).....................1.77 1.50 1.64

Balance of Payments and Trade:
Total Exports (FOB). ........... 189.9 182.1 200.7

Exports to U.S.' s..............20.1 21.7 22.8
Total Imports (CIF)M...................... 213.1 201.9 217.3

Imports from US..6•.......................................... 22.8 26.4 28.8
Trade Balance ...................................................... -23.2 -19.8 -16.6

Trade Balance with US ................................... -2.7 -4.7 -6.0
Foreign Exchange Reserves ................................ 41.4 42.9 43.6

'Converted from British pound sterling (BPS) at th.o sag miwhgn rat.etin' eamhbjr.
SData for 1994 anannulnld esmate based on avalable quartsu data through July 1994.
2GDP at fcto eost.
4 setorsl total contains a4lustment fctor of appralmately BPS 2M billion.
sMstchandi.. trade (does not Include services)'US. Depsartmet of Commore figures. 8oure U.K Central otat. Office survey od Current Business

1. General Policy Framework
The United Kingdom (UK) has a free market economy and an open financial serv-

ices environment which encourage open competition. Most formerly government-
owned industries have been priva-tized. Among the few remaining barriers to inter-
national trade and investment are preferential treatment for UK Airms in broadcast-
ing, telecommunications and utilities procurement.

Tim economy is in its second year of recovery. The government refocused its eco-
nomic policy after leaving the European Community Exchange Rate Mechanism
(ERM) at the beginning of 1993. Low inflation with sustainable growth is now the
prim al Inflation Tell dramatically In 1993 and has remained subdued in 1994.

ft shou-averaeless than 2.5 percent for the Year. The base interest rate was re-
duced to5.255percent at thebeinnngof 19N,butitwasmraiedto5.75 percent
in August to slow the rate of a nsion.

After declining in 1992, realGDP growth was two percent in 1993 and is expected
to exceed three percent in 1994. The unemployment rate continues to fall sharply;
It stood at 9.1 percent In September 1994 compared to the 1993 average of 10.3 per-
cent. (Note that the depreciation of the pound sterling means that the UK's 1993
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GDP expressed in dollars appeared to contract even though real GDP in national
currency expanded.)

Fiscal Policy Although the government entered the recession with a fiscal surplus
in 1990, the loss of revenue during the recession substantially increased cyclical
spending on unemployment benefits, and preelection spend' in 1992 led to a
record budget deficit level and Public Sector Borrowing Requirement (PSBR) by
1993. Seized by the need to rein In the spiraling PSBR the government initiated
a series of stringent fiscal measures to take effect over the three fiscal years start-
ing April 1994. Partially due to falling employment and faster than expected
growth, PSAR performance for 1993/94 was better than projected by the govern-
ment.

In 1994/95, the current fiscal year, progress in reducing the PSBR is being main-
tained, again due to higher than expected growth and falling unemployment. How-
ever, fiscal tightening appears to be slowing consumption expenditure.

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 ains are adjusted for inflation. The first five
thousand pounds in capital gains are Cax free, and the remainder is generally taxed
at regular income tax rates. Gains from the sale of a primary home are exempt. Cor.
porate tax rates vary between 25 and 33 percent. Other domestic tax revenue
sources include the value-added tax (VAT, currently set at a rate of 17.5 percent),
and excise taxes on alcohol, tobacco, retail motor fuels, and North Sea oi produc.
tion.

Monetary Policy: The UK manages its monetary policy through open market oper-
ations by buying and selling inthe markets for overnight finds and commercial
paper. There are no explicit reserve requirements.
2. Exchange Rate Policy

The UK withdrew from the ERM In September 1992, and the pound sterling floats
freely in the exchange market. The Prime Minister has publicly disavowed any re-
turn to the ERM in the foreseeable future. Sterling's trade-weighted exchange rate
index initially fell from 92 in 1992 to 76 in early 1993 and hovered at around 80
for most of 1994.
3. Structural Polcies

The UK economy is characterized by free markets and open competition. Prices
for most goods and services are established by market forces. Prices are set by the
government in those few sectors where the government still provides services di-
rectly, such as passenger railway and urban transportation fares, and government
regulatorybodies monitor the prices charged by electric, natural gas and water utili-
ties. The UK's participation in the European Union Common Agricultural Policy sig-
nificantly affects theprices for raw and processed food items, but prices are not ac-
tually fixed for any of these items.

Over the past 15 years Conservative governments pursued growth and increased
economic efficiency through structural reform, principally privatization and deregu-
lation. The financial services and transportation industries were deregulated. The
government sold its interests in the automotive, steel, aircraft and air transpor-
tation sectors. Electric power and water supply utilities were also privatized. Coal
mining, rail transportation and local bus transportation are in the process of being
privatized. Subsidies were cut substantially, and capital controls lifted. Employment
legislation increased market flexbiity, democratized unions, and increased union
accountability for the industrial acts of their members.

Although there has been great progress, some challenges remain. Social welfare
programs and the business community are still adjusting to job losses and changes
in the business climate resulting from deregulation andprivatization. The govern-
ment has not been able to achieve sustained success in reducing the budget deficit,
and consequently has not been able to lower tax rates as expected.

The current UK government strongly supports free trade and open markets. It
has ratified the Uruguay Round agreement and joined the World Trade Organiza-
tion (WTO) as a founding member.
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 nmjor intermediaries of credit flows to developing countries. The British
government is an active but cautious participant in the development of a coordi-
nated debt strategy. British banks are prominent members of bank advisory com-
mittees on developing country debt and debt of former communist countries. They
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recognize a need in many countries for debt and debt 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 broadcasting, telecommunications and utili-
ties procurement. Problem areas and specific regulations resulting in trade barriers
in these areas are profiled below.

Broadcasting: The 1990 Broadcasting Act, which implements the 1989 European
Community Broadcast Directive, requires that "a suitable proportion* of television
programs broadcast in the UK be produced locally and that a "proper proportion'
be of European origin. The EC directive itself calls for a majority (50 percent) of
EC content "where practicable."

Telecommunications: The UK domestic telephony market was opened for competi-
tion in 1991. In the past year the UK telecommunications regulatory body has
made a number of favorable rulings on issues such as the high cost and difficulty
of negotiating interconnection agreements with British Telecom (the former govern-
ment monopoly, now privatized), number portability (ability to keep a specific phone
number when changing service provider), and other equal access issues. These rul-
Ings have significantly reduced the main market barriers with the aim of completely
eliminating some of the most onerous by 1996. Sufficient progress was made to
allow the FCC to make an initial determination in September 1994, that the UK
market was "equivalent" to the U.S. market. This was followed up in October by
a similar decision on the part of the UK. This mutual action will pave the way for
significant increases in competition in trans-Atlantic telecommunications. Some U.S.
companies believe however, that the UK still has some distance to go, particularly
regarding Access Deficit Charges as well as refusing to permit new entrants to oper-
ate international long distance services using their own facilities in the near term.

Utilities Procurement: The UK implemented the EC 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 EC 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 ECOD's business is conducted at market rates of interest, It
does provide some concessional lending incooperation with the Overseas Develop-
ment Adminiktration (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 conjunction with ECGD-type credits through the Aid an Trade Provision
(ATP), the United States negotiated the 1987 "Arrangements on Officially Supported
Export Credits' with the UK and other developed countries. It appears hat 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 (WIPO), the
Paris Convention for the Protection of Industrial Property, the Berne Convention for
the Protection of Literary and Artistic Works, the Patent Cooperation Treaty, the
Geneva Phonograms Convention and the Universal Copyright Convention.

New copyright legislation simplified the British process and permitted the UK to
join the most recent text of the Berne Convention. The United Kingdonl's positions
in international fora are very similar to the U.S. positions.
8. Worker Rights

a. Right of Association.-Unionization of the work force in Britain is prohibited
only in the armed forces, public sector security services, and police force.

b. Right to Organize and Bargain Collectwely.-Over 10 million workers, about
38 percent of the work force, are organized. Employers are not legally required tobar ain with uon representatives.However, they are legally barred from discrimi.
eating based on union membership (except in the armed forces, police force, or secu.
rity services where union membership is prohibited). The 1993 Trade Union Reform
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and Employment Rights Act limited that prohibition under certain special cir.
cumatances in matters short of dismissal.

The 1990 Employment Act made unions responsible for members' industrial ac-
tionsincluding unomcial strikes, unless union ofcials repudiate the action in writ-
Ing. Unofficial strikers can be legally dismissed, and voluntary work stoppage is con.
sidered a breach of contract.

During the 1980., 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 encouragng suchkactibus are subject W fines and
seizure of their assets. Many unions claim _hat workers are not protected from em.
ployer secondary action such as work transfers within the corporate structure.

c. Prohibition qf Forced or Compulsory Labor.-Forced or compulsory labor Is un-
known in the UK.

d. Minimum Age for Employment of Children.--Children under the age of 16 may
work in an industrial enterprise only as part of an educational course. Local edu-
cation authorities can limit employment of children under 16 years old if working
will interfere with a child's education.

e. Acceptable Conditions of Work.-With the exception of wages in agriculture, the
setting of minimum wages in the UK was abolished by the Trade Union Reform and
Employment Rights Act of 1993. Daily and weekly working hours are not limited
by 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.
vestigatory committees, does research and trains workers. The Health and Safety
Executive (HSE) enforces health and safety regulations and may initiate criminal
proceedings. This system is efficient and fully involves workers' representatives.

f. Rights in Sectors with U.S. Investment.-AII 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-1993

(Millions of U.S. dollars]

Category Amount

Petroleum ................................................................................. 13,802
Total M anufacturing ............................................................... 22,855

Food & Kindred Products ................................................... 2,314
Chemicals and Allied Products ........................................... 3,722
Metals, Primary & Fabricated ............................................ 1,591
Machinery, except Electrical .............................................. 4,265
Electric & Electronic Equipment ....................................... 2,247
Transportation Equipment ................................................. 1,906
Other M anufacturing .......................................................... 6,810

Wholesale Trade....................................... 4,408
Banking.......................................... 4,122
Finance/Insurance/Real Estate .............................................. 44,401
Services.....................................................................................4,447
Other Industries ...................................................................... 2,396
TOTAL ALL INDUSTRIES .................................................... 96,430

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

UZBEKISTAN

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

1992 1993 19941

Income, Production and Employment:
Real GDP (1985 prices)........................ N/A N/AN/A
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Key Economic Indlcator--Continued

[Millions oftu. dollars unless otherwise Indicated)

1992 1993 19941

Real GDP Growth (ptt.) .......................................
GDP (at current prices)........................
By Sector.

Agriculture ........................................................
Energy/W ater ....................................................
M manufacturing .................................................
Construction .....................................................
Rents...........................
Financial Services.........................
Other Services ................................................
Government/Health/Education ....................

Net Exports of Goods and Services...............
Real Per Capita GDP (1985 base)................
Labor Force (000s)...........................
Unemployment Rate (pct.) ..................................

Money and Prices (annual percentage growth):
Money Supply (M2).........................
Base Interest Rate...........................
Personal Savings Rate.......................
Retail Inflation ................................................
Wholesale Inflation...................
Consumer Price Index........................
ExOchang Rate (USD/som)s

Official eo.e....oeooooosoos.ooe....so....os.

Parallel .............................................................
Balance of Payments and Trade:

Total Exports (FOB).........................
Exports to US ...........................

Total Imports (CIF)........................
Imports from US ..........................

Aid from U S ..................................................
Aid from Other Countries.....................
External Public Debt........................
Debt Service Payments (paid)...................
Gold and Foreign Exch. Reserves................
Trade Balance ...............................................

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

-9.6 -2.4
447.2 4,428.1

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

1,424
N/A

10,448
N/A

NIA
N/A
N/A
787

2,688
N/A

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

2,205
N/A

10,631
N/A

N/A
N/A
N/A
867

1,033
N/A

-2.6
N/A

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

10,800
N/A

N/A
N/A
N/A
900
N/A
N/A

0.59 0.00095 0.0436
0.0044 0.00098 0.0322

1,424
38

1,659
21

7.4
N/A
123
20

N/A
-236

18

2,205
7

2,667
73
8.9

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

-463
-66

N/A
3

N/A
100
19

N/A
N/A
N/A
N/A
N/A
-97

N/A-Not available.
11994 Figures se estimates based on Oata available in Odter 1994.
sPIgures fr GDP wa In billions of current rubles.
sR-change ates are avemr•s for M (in rubles), ameges for the first 10

the Introduction of the som-eoupon), and actual figures for enid October 199.

I. General Policy Frmewrk

months of 1993 (i.e., before

The Republic of Uzbeklstan declared independence in 1991. Since that time, like
the other former Soviet republics, it has been engaged in the arduous transition
from a planned to a market economy. Although the Government of Uzbeklstan regu.
larly states its determination to complete this process it Just as steadfastly main.
tains that the process must be done slowly, carehully, and in keeping with
Uzbekistan's unique conditions in order to maintain social stability. The result has
been slower and more centrally-managed reform than in some other former Soviet
republics. Restructuring of the economy and the breakdown of trade links with the
othr former republics Ihas resulted in a declining GNP. However, the decline has
been loes sever than in some of the other repubiics, and officials say production
started to recover in the second half of 1994.

Uzbekistan's economy Is primarily based on agriculture and .procesuin& ac.
counting for about half of GNP. Uzbeklstan is the world's four largest producer
(second-largest exporter after the United States) of cotton, and cotton accounts for
over 40 percent of agricultural production. Much of the industrial production is
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linked to agriculture, including cotton harvesting ecpqpment, textiles, and chemical
fertilizers and pesticides.

Uzbeklstan iaso has promising mineral reserves. It is the world's eighth largest
producer of gold and has rich reserves of uranium, silver, copper, lead, zinc, wol.
frame, and tungsten. It is a net exporter of natural gas. Petroleum and petroleum
products, at 3-4 mmt per year, currently account for the largest share of

Uzbekistan's imports. However, Uzbekistan's oil production is increasingly rapidly,
and the government hopes to achieve self-sufficiency in petroleum in 1996.

Uzbekistan is slowly shifting its direction of trade away from total reliance on the
former Soviet Union (FSU) countries. Trade with the Commonwealth of Independent
States (CIS) still accounts for about 50 percent of Uzbekistan's total trade '.hiefly
cotton exports and oil imports, but also including machinery and other inputs for
Uzbekistan's factories). Although Uzbekistan is a net exporter of fruits and vegeta-
bles to the FSU, it must import about four million tons of wheat each year, includ-
ing from the US. Uzbekistan hopes to reach wheat self-sufficiency by increasing
yields and moving land from cotton to wheat cultivation, but it is likely to remain
a not importer for at least the near future. Aside from wheat and petroleum, other
major imports include machinery and consumer goods.

Fiscal Policy: With independence, Uzbekistan lost budget subsidies from Moscow
which accounted for approximately 20 percent of the republic's budget. As a result,
the government budget deficit increased to 13.8 percent of GDP in 1992, and almost
16 percent in 1993, before declining to an estimated 3.2 percent during the first nine
months of 1994. The increase in the deficit was largely due to the government's deci-
sion to heavily subsidize prices of basic consumer goods and services, such as bread,
flour, fuel, and public transport. Government-owned banks also supported failing
state enterprises through the provision of heavily subsidized credit. The improve-
ment in 1994 is credited largely to the government's decision to eliminate or sharply
reduce most consumer subsidies. The budget deficit has been covered primarily by
borrowing from the Central Bank and credits (particularly for food purchases) from
abroad.

Monetary Policy: Uzbekistan was a member of the ruble zone from independence
in September 1991 until November 1993, when it introduced a transitional currency
the som-coupon. After the introduction of the som-coupon, inflation, chiefly fueled
by sharply negative real interest rate credit to state enterprises, continued at about
20 percent per month during the first half of 1994. In July 1994 the government
introduced its now currency, the som. Through a combination of administrative con-
trols on the value of bills and withdrawals from bank deposits, cutbacks in credit
to state enterprises, a sharp increase in the discount rate, and reduced government
borrowing from the Central Bank, the inflation rate fell to about five percent per
month from July through October 1994. At the beginning of October, the govern.
ment also announced a fourfold increase in savings bank interest rates, making real
rates positive for the first time since independence.
2. Exchange Rate Policy

Since August 1994, there has been a two-tier legal exchange rate system in
Uzbekistan. The official rate is set by the Central Bank based on the outcome of
a biweekly auction of dollars to authorized commercial banks by the governmental
Republican Currency Exchange. The rate is used for government imports and ex-
ports, as well as non-cash transactions, totalling about 70 percent of Uzbekistan's
trade. The commercial rate is determined by the Central Bank on the basis of its
own unpublished calculations. Authorized commercial banks have a small degree of
latitude to charge different rates. Although initially far apart, the two exchange
rates converged in October, and were identical at the start of November. A parallel,
or 'black" market operates openly and vigorously. At the end of October it carried
a premium of about 25-30 percent over the legal rate.

In August, citizens of Uzbekistan were given the right to purchase up to $250 in
foreign exchange through the commercial banking system; this was later increased
to $1,000. A substantial portion of commerce in Uzbekistan was conducted in hard
currency during 1994, but a government decision in October made the som the only
legal tender for domestic sales transactions. Uzbekistan's investment law protects
the right to fully and freely repatriate profits in hard currency. However, the limited
supply of foreign exchange available through the commercial banking system has
made this difficult in practice. As a result, many foreign businesses rely on barter
or countertrade arrangements to repatriate profits. Local private businessmen rely
to a large extent on the parallel market to finance imports of consumer goods.
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3. Structural Policies
Pricing Policies: The government officially decontrolled almost all prices during

1994. The state order system was abolished37for all agriculturl commodities excep
wheat and cotton, of which the majority must still be sold to the government at set
prices . However, the vernment still controls a major share of Industrial produc-
Vion, transport Infrastructure and the distribution network, and so exercises a
strong influence on pricing and marketing policies. The government remains the pri.
mary exporter and importer of agriculture commodities (cotton exports and wheat
imports) and capital goods.

Tax Policies: Taoxlicies are confusing and often fll-administered. Value-added
tax (VAT 26 percent and enterprise (i.e., corporate, 26.9 percent) taxes accounted
for over 60 percent of tax collections in 1993. Excise (14.8 percent) and personal in-
come (10.7 percent) taxes play a smaller role. The government has suspended cus.
toms duties through at least January 1995 in an efMort to provide cheaper consumer
goods to the population. The current enterprise tax law uses the wage base plus
profits, rather than simply profits, in calculating the tax base. The government cur-
rently is working on a new draft law that will change this. Income tax laws were
changed several times during 1994, and the current top marginal rate of 40 percent
takes effect at a relatively low level of income by western standards. Exports carry
a 15 percent hard currency tax and a further 15 percent cash surrender require.
ment, which together are a major factor impeding exports. Joint ventures which in-
vest In priority sectors are eligible for tax holidays ranging from two to five ycars.
Large foreign firms often are able to negotiate individual tax deals with the govern-
ment, but this is more difficult for small-and medium-sized firms.

Regulatory Policies: Uzbekistan inherited many production standards and envi.
ronmental regulations from the former Soviet Union, but enforcement is spotty. Is.
suance of regulations by one government body absent coordination with other af.
fected government organizations has caused problems for some foreign business in-
trests. Although almost all price controls technically have been abolished, the state
plan system stll is partially in place, and still determines quantities (and, indi-
rectly, prices) for many industrial Inputs.
4. Debt Management Policies

Uzbekistan signed the Uzero option" agreement with Russia in 1992, and so as-
sumed no responsibility for any of the Iormer Soviet Union's external debt. Since
independence, it has pursued a very cautious policy on assuming debt partly of its
own volition and partly because of western creditors' reluctance to deal with an un-
known new client. As a result, it has a very low foreign debt, although the actual
amounts (and thus debt/export and other ratios) ar not public. Uzbekistan print.
cipally has relied on short-term commercial debt, collateral~zed by its gold reserves
or cotton. It has also received trade credits from the United States, Turkey, and Eu-
ropean countries, chiefly for purchase of agrcultural commodities. Thus far,
Uzbekistan's repayment record on Its limited debts has been good. It has not re-
scheduled any official or commercial debts to date.

Uzbekistan is a member of the World Bank, IMF (International Monetary Fund),
and EBRD (European Bank for Reconstruction and Development). It has applied to
join the Asian Development Bank, for which it is eligible. The orld Bank thus far
has only approved one $21 million loan for Uzbekistan, although several others arc
in the planning stages. The EBRD has made loans totalling $112.2 million to
Uzbekistan. IMF currently has no adjustment program with the IMF, but an IMF
team was in Tashkent in November to finalize a $140 million Structural Trans-
formation Facility (STF) with the government.
5. Significant Barriers to U.S. Exports

Import Licenses: The Government of Uzbekistan says that no import licenses are
required for any goods.Services Barriers: Foreign company involvement in the services sector remains
limited, and government officials say they would like to increase it. Under current
legislation, foreign banks may be registered by the Central Bank to conduct banking
operation and participate In commercial bank joint ventures. There is only one for-
eign joint venture bank in Uzbekistan, and it has authority to conduct only limited
commercial banking operations. The original monopoly of the national tourist com-
pany UZBEKTOURIZM in travel services is gradually being eroded. The national
airline Uzbekistan Airways still has a virtual monopoly on domestic air travel and
ticket services. Several foreign accountingnfirms are operating In country as foreign
aid contractors, and there appear tobe no barriers to them setting up private busi.
ness without local partners. Foreign insurance companies are limited to participa-
tion in joint ventures, which must be registered by the state insurance company.
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A major American insurance company has successfully negotiated two joint ven-
tres, and found the process easier than in other.CIS countries.

Standard, Testing, Labelling, and Certification: Uzbekistan inherited many stand-
ards and testing requirements from the Soviet Union, but often they are dis-
orearded. Ministries sometimes issue standards requirements that conflict with
other government commitments. However, in cases where the political will to com-
plete a transaction exists the problems are usually overcome.

Investment Barriers: Uizbekstan has a very liberal investment code which allows
for, among other things, free and full repatriation of profits and tax holidays of from
two to five years, depending upon the type of investment. However, in practice, ne-
gotiating and registering a joint venture is a cumbersome process which requires
the approval of numerous government agencies and (usually) approval at the high-
est levels of the government. The registration process alone can take 3-4 months,
but hundreds offoreign companies have completed it. Repatriation of funds is com-
plicated by the lack of foreign exchange in the country.

The government ha targeted oil and gas, mining processing of agricultural com-
modities textiles, and tourism a priority areas for foreign investment. It has stated
it will allow upto 100 percent foreign ownership in all but "strategic" industries,
where it will not allow majority foreign ownership. "Strategic" industries include,
but are not limited to, the mining, energy, and cotton processing sectors. The Gov-
ernment ofUzbekistan has Indicated that it will seek few exemptions from national
treatment for some sectors of the economy in the bilateral investment treaty (BIT)
which it is currently negotiating with the U.S. government.

Government Procurement Practices: Much of Uzbekistan's trade with the states
of the former Soviet Union is governed by bilateral agreements that provide for
countertrade in essential commodities such as petroleum products, food and grain,
fertilizers, metals, and cotton fiber, but these have not prevented U.S. firms from
being active traders in cotton and grain. Efforts to forge closer economic cooperation
with the CIS and particularly other Central Asian states have not yet proved to be
obstacles to U.S. exports in some sectors, even where the government is the cus-
tomer. Noncompetitive bidding is still common, with trade deals often based on rela.
tionships between government officials and foreign firms. However, the government
has begun to make more use of tenders and competitive bid processes.

Customs Procedures: customs procedures are bureaucratic, often arbitrary and
sometimes complicated by corruption.
6. Export Subsidies Policies

M de in Uzbekistan, and particularly those destined for export, such as cot.
ton jawhchprovides 70 percent of Uzbekistan's export revenues) are not bought and
sold at market prices, and the government directly or indirectly controls most ex-
ports. However, government policy primarily is directed at import rather than ex.
port subsidies. All exports are subj ect to an export tax, and the most important ones
require export licenses as well. Export goods are also subject to VAT on the costof their inputs, although not on the finaf-product. A dual exchange rate is in effect,
but the two exchange rates currently are the same; earlier disparities in the rates
favored imports rather than exports. There are no specific promotional export fi-
nancing programs, but the government does give preferential tax treatment to for-
eign investors in priority sectors, including production for export. Uzbekistan is cur-
rently a GATT observer and it has applied for full GATT membership. It is not a
member of the GATTF susidies code.
7. Protection of U.S. Intellectual Property

Uzbekistan is not a party to any international agreements protecting inter-
national property rights. Copyright and trademark violations are not uncommon in
Uzbekistan, particularly involving western films, music cassettes, computer soft-
ware, and clothing trademarks.
8. Workers 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. It also pro-
vides that trade unions themselves can voluntarily associate territorially or
sectorally, and may choose their own international afliations. Unions are also le.
gally independent of the state's administrative and economic bodies. However, to
date the country's de facto centralized trade union structure has not changed very
much following the shift of wer from Moscow to Tashkent. A council of the
Uzbekistan Federation of Trade Unions provides central leadership. Although the
labor law gives unions oversight for both individual and collective labor disputes,
the law does not mention strikes or the right to strike.
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b. The Right to Organi and Bargain Co lectiuely.-Unions ar empowered to

conclude agreements with enterprises. However, there still is no practice of unions
carrying out adversarial negotiations with private employers. The private sector is
growing, but the state still remains the mj*or employer, and the unions function
more like professional associations than adversaial groups in dealing with the
state.

c. Prohibition of Forced or Compulsory Labor.-Uzbekistan's constitution specify.
cally prohibits forced labor. However, the semi-mandatory exodus of students and
government workers to rural areas to help with the cotton harvest for low wages
is an annual phenomenon.

d. Minimum Age of Employment for Children.-Officially, the minimum working
age is 16. 15-year olds can work with permission, but have a shorter work day.
HIowever, nmch younger children work with their families on farms or participate
in street trade.

e. Acceptable Condition, of Work.-The work weeks is set at 41 hours. Some work-
ers are entitled to overtime pay, but rarely receive it. Occupational health and safe.
ty standards are established by the labor Ministry in consultation with the unions.
There is a health and safety nspectorate within the Labor Ministry. However, as
with the other former Soviet republics, enforcement of standards is very poor, and
working conditions are well below western standards.

f. Riht in Sectors with U.S. InvestmenL--U.S. investment is too limited at this
time to permit comment on any differences.

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

(Millions of U.S. dollars]

Category Amount

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

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

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

Suppressed_ to avoid disclosing data of individual companies.
Source: U.u. Department of Commerce, Bureau of Economic Analysis.





LATIN AMERICA

ARGENTINA

Key Economic Indicators
(Billions of U.S doflla unless otherwise noted)

im 1993 1994'

Inome, Production an4 Employment:
GDP (at current prices)t2.....................*229 257 279
Real GDP Growth (pct ....................................... 8.7 6.0 6.5
GDP by Sector. (pctJGDP)

Agriculture ........................................................ 7.8 7.3 7.0
Manufacturing ......................... 27.0 26.6 27.5
M .................................... 2.3 2.3 2.3
Services ......................................................... 55.4 55.9 56.0

GDP Per Capita (USD) .................... 6................... 69932 7,644 8206
Labor Force (000s) ............................................... 13,126 13,126 13,978
Unemployment Rate (pct.) .................................. 6.9 9.3 10.8

Money and Prices:
Money Supply (MU) Growth (pct.)s ....... . . .. . . . .. .. ..  48.9 31.0 10.0
Commercial Interest Rates on 180 Day Depos-

its3..............................8.0 7.8 8.9
(Aug)

Savings Rate (pct. of GDP)........................... 15.2 15.9 13.5
Investment Rate (pct. of GDP) ............................ 16.7 17.7 20.0
Wholesale Inflations ...................... . . .. . .. . . .. . . . . .. . . .. .  3.3 0.1 3.9
CPI (pct. change)S ................................... 17.5 7.4 3.7
Exchange Rate (USD/peso)4

Offcial .............. ............ 9910 .9990 1.0
Parallel.............................................................. .9910 .9990 1.0

Balance of Payments and Trade:
Total Exports (FOB)s5.......................................... 12.2 13.1 14.7

Exports to US. (FOB) ........ ....... 1.4 1.3 1.5
Total Imports (CIF).............................................. 14.9 16.8 20.2

Imports from U.S. (FAS)6 ............................... 3.0 3.8 4.8
Aid from U.S. (USD/0O0s)............................ 1.2 1.8 1.7
External Public Debt? ......................................... 65.5 62.8 70.1
Debt Service Payments8. . . . . . . . . . . . . . . . . . . . . 4.2 4.2 3.3
Gold and Foreign Ex&h. Reserves ................... 12.5 15.0 15.5
Trade Balance ...................................................... -2.6 -3.7 -6.6

Trade Balance with U.S.15............................... -1.8 -2.5 -3.3
'Plillrm for 19945as U.& Embassy .ttmatas.
*NomlnsI" ODI Ia vPrt&mfh l the same i dollars or psm. aftar 191 when the ConwkWty Plan took ao-
$t Dunking thi pso end te dollar at the rate oame to ma

'Aveng for the per"od
#Bamed m offidalArgentine Owarnmemt data.
On-sd Am U.. Deqwmhnt at Cmm e date.I ~ zn•debt.
olndufAr ne4 t det le pid bypublk etor to Intemrtionel finanl Intitutions and on Government

f Argentin•az F rd(3)
(313)
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1. GeneralsPolicy Framework
President Carlos Menem's far-reaching reform program, which began in earnest

in 1991, has revitalized Argentina's economy. From 1991-1993 real GDP growth
averaged eight percent annually, and the government has forecast growth of nearly
seven percent in 1994. By mid-1993 the inflation rate fell to virtually zero-a major
accomplishment given Argentina's bouts with hyperinflation only a few years ago.
Meanwhile, a stable exchange rate and the opening of the economy to international
competition including large reductions in tariffs and other trade barriers and elimi.
nation of all but one exort tax, have resulted in a boom in imports, particularly
from the United States. During the first five months of 1994 Argentina's deficit with
the United States was $1.4 billion, 56 percent of Argentina's overall trade deficit
during that timeframe. The expanding deficit has raised eyebrows, but the govern.
menthias countered this by citing te high concentration (30 percent) or vitally
needed capital goods in the importhtint.

The public sector budget has been in the black for the past few years-a result
of more efficient tax collection, increased revenue from import tariffs (resulting from
the Import surge) and large Infusions of revenue from the sale of state industries.
The government has also eased the tax burden on businesses by eliminating charges
on bank debt freight, shipping, and foreign currency transactions. At the same
time the burden on the consumer has grown, via Increases in the value added tax
(NVA) and personal income tax rates. However, continued heavy expenditures have
threatened to generate a deficit (less than one percent of GDP) in 1994, prompting
the government to crack down on tax evaders and to turn to foreign borrowing.

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
Argentinq 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

Argentina has no exchange controls; customers may freely buy and sell currency
from banks and brokers at market prices. The Convertibility Law, howeverrequires
the Central Bank to sell dollars at a fixed rate of one peso to one dollar. fhe Bank
buys dollars at a rate of .998 pesos per dollar.

The fixed exchange rate, which some observers believe is overvalued, and the re-
lease of pent-up demand stemming from the overall economic recovery, have made
imports increasingly competitive for local buyers. Accordingly, the value of US. ex-
ports to Argentina nearly quadrupled from 1990 to 1993, with further growth In
1994.

3. Structural Policies
The Menem Administration's reform program has made significant progress in

transforming Argentina from a closed, highly regulated economy to one based on
market forces and exposed to international competition. The government's role in
the economy has diminished markedly through the privatization of most state firms,
including the oil firm YPF..Meanwhile, the authorities have eliminated price con-
trols on all but a few goods in the marketplace. Nevertheless, the expanded trade
deficit has occasionally compelled the government to implement ad hoc protectionist
measures. For example, in 1993 the authorities temporarily placed higher duties on
various textile imports which allegedly were being sold In Argentina below cost.
These measures remain in effect until January 31, 1995 with a possible one-time
extension of six months.

Argentina, Brazil, Paraguay and Uruguay formed a customs union (MERCOSUIR)
on January 1, 1995 with a common external tariff (CET) covering 85 percent of trad-
ed goods. (Capital goods, Informatics and telecommunications will be excepted from
the CET until the turn of century). Argentina strove to maintain minimal tariffs
during MERCOSUR negotiations in order to facilitate renovation of its industrial

lant, which requires continued imports of capital equipment and other inputs. The
9ET will range from zero to 20 percent; many non-MERCOSUR products enterin
Argentina will face higher tariffs. The Argentine government has indicated it will
compensate by lowering or eliminating the statistical tax.

Argentina ratified the Uruguay Round Agreements and became a founding mem-
ber o" the World Trade Organization (WTO) on January 1, 1995.
4. Debt Management Policies

The government reduced Argntina's public debt by $10.4 billion in 1993 through
privatizations decline in net sbursements, reduction in capital (Brady Plan),
italization of interest and adjustment of the value of government assets. From 1989
to 1993 Argentina's debt service fell from 101 percent to under 50 percent of exports
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of goods and non-factor services. Total public sector foreign currency external debt
came to $62.9 billion at the end of 1993.

The IMP, World Bank, and InterAmerican Development Bank (MDB) have been
major sources of funds to Argentina. In September 1994 the government terminated
an 7FExtended Fund Faity (EEF) arrangement, initiated in 1992, preferring to
forego Fund conditionality in favor of commercial borrowing. Both the Vorld Bank
and-IDB obligated over billionn annually in 1993-1994.
5. Sigfiant Barriers to U.S. Exports

One of the key free market reforms of the Menem Administration has been to
open the Argentine economy to foreign producers. The government abolished the Im-
port licensing system in 1989 and sinbe 1990 has slashed the average tariff from
nearly 29 percent to less than percent, although many imports must paya higher
surcharge (the "statistics taxes . Tariffs are as low as zero on capital goods and 0.5
percent on raw materials. American exports have capitalized on this and risen dra-
matically over the past few years.

Barriers to US. Exports: Despite the generally favorable environment for imports,
the authorities occasionally erect protectionist barriers. In September 1993, respond-
Ing to what It considered widespread "dumping" of apparel, particularly from the
far east, the government imposed temporary import surcharges on an array of cloth-
ing, rugs and textiles. Restrictions apply to imports of a broad range or used and
manufactured equipment as well. In October 1994, following congressional passage
of a law designed to promote the local film industry the government enacted now
taxes on video sales and rentals, which could curtail demand for U.S.-made films.
(However, President Menem vetoed other sections of the bill, including authority for
the National Film Institute to regulate the release of foreign films and establish-
ment of a six month minimum timeframe between opening of a film in the theater
and its video release). On the other hand, in September 1994 the government elimi-
nated tariffs and duties on imports of computer software, much ofwhich is supplied
by American firms.

Argentina also protects the automobile assembly industry through a combination
of quotas and heavy tariffs. Nevertheless, the number of foreign-manufactured vehi-
cles on the roads is increasing through heavy demand that easily outstrips local pro-
duction. The government claims it w-i dismantle the protection scheme by the turn
of the century.

Service Barriers: The government has progressively eliminated restrictions on for-
eign-owned banks. In January 1994 the authorities formally abolished the distinc-
tion between foreign and domestic banks. They allowed foreign banks to open
branches and bean issuing new licenses. However, lending and other operational
limits for foreignbank bran-6hes are based on local, rather than global capital. Gov-
ernment bodies and state agencies must still direct their business to public banks,
but this stipulation's impoitance is declining, given the ongoing privatization pro-
gram. U.S. banks are well represented in A-gentina and are some of the more dy-
namic players in the financial market. Furthermore, the privatization of pension
funds has attracted some American firms.

Investment Barriers: There are few barriers to foreign investment. Firms need not
obtain permission to invest in Argentina. Foreign investors may wholly own a local
company, and investment in shares on the local stock exchange requires no govern-
ment approval.

A U.S.-Argentina bilateral investment treaty came into force on October 20, 1994.
Under the treaty U. S. investors enjoy national treatment in all sectors except ship-
building, fishing, insurance and nuclear power generation..An amendment to the
treaty removed mining, except uranium production, from the list of exceptions.

Government Procurement Practices: 'Buy Argentina" practices have been vir-
tually abolished. Argentine sources will normally-be chosen only when all other fac-
tor (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 adheres to the GATT Subsidies Code and also has a bilateral agree-
ment with the United States to eliminate remaining subsidies for industrial exports
and to ports located in the Patagonia region. Nevertheless, the government retains
minimal supports, such as reimbursement of indirect tax payments to exporters.
7. Protection of U.S. Intdlectual Property

Argentina officially adheres to most treaties and international agreements on in-
tellectual property, Including the Paris Convention for the Protection of Industrial
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Propery (Lisbon Text and non-substantive portions of the Stockholm Text), the
Brussels and Paris Texts of the Berne 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 (WIPO) and a signatory to the
'urugay Round TRIPS text. However, USTR maintained Argentina on its "priority
wathlistin 1994 because of the lack of patent protection for pharmaceuticals.

Patents: Argentina's patent law, enacted in 1884, is the weakest component of the
country's IPR regime. The law specifically excludes pharmaceutical "compositions"
from patent protection, which have cost UIS. drug firms hundreds of millions of dol.
lars In sales lost to pirates and has damaged Argentina's ability to attract certain
high-tech industries in both production andresearch and development. The law also
contains stringent working requirements and allows a maximum patent term of only
15 years. The-Uenem Adiministration submitted a draft of a new patent law to Con-
gress in 1991. The new law would improve patent protection and extend it to phar-
maceuticals, but as of October 1994, the bill was still not passed by either house
of the Argentine congress.

Copyrights: Argntina's copyright law, enacted in 1993, is adequate by inter-
nationalstandards-. Recent decrees provided protection to computer software and ex.
tended the term of protection for motion pictures from 30 to 50 years after the death
of the copyright holder. As in many countries however video piracy has become a
serious problem. Efforts are underway to combat this, including arrests, seizure or
pirated material and introduction of security stickers for cassettes.

Trademarks: Trademark laws and regulations in Argentina are generally good.
The key problem is a slow registration process, which the government has striven
to Improve.

Trade Secrets: Argentina has no trade secrets law per se, but the concept is recog-
nized and encompassed by laws on contract, labor and property. Penalties exist
under these statutes for unauthorized revelation of trade secrets.

Semiconductor Chip Layout Design: Argentina has no law dealing specifically
with the protection oa layout designs and semiconductors. This technology conceiv-
ably could be covered by existing legislation on patents or copyrights, but this has
not been verified in practice. Nevertheless, Argentina has signed the WIPO Treaty
on Integrated Circuits.
8. Worker Rights

a. Right of Association.-The Argentine labor movement is undergoing a difficult
transition as the government privatizes inefficient state-owned enterprises. These
changes have affected the composition of the labor movement, but have not altered
the worker's right to form trade unions. Most unions belong to the large, national
General Labor Confederation (CGT), which supports, with reservations, the govern-
ment's economic reforms. However, a militant faction within the CGT, the Move-
ment of Argentine Workers, and a separate organization, the Congress of Argentine
Workers, led by some government and teachers' unions, are critical of the govern-
ment's economic reform policies.

Unions have the right to strike and members who participate in strikes are pro-
tected by law. In 1994 major strikes occurred -without government interference
against the privatized greater Buenos Aires electric power utility and the aluminum
smelting plant in the southern province of Chubut. However, the government de-
clared illegal a proposed general strike byttrade union opponents of thesgovern-
ment's economic policies, on the grounds at the constitutional right to strike is
intended to protect workers' economic interests but not to be used as a political
weapon.

Argentine unions are members of international labor associations and secretariats
and participate actively in their programs.

b. The Right to Organize and Bargain Collectivdy.-Anti-union practices arempro-
hibited by law and respected in practice. Argentine labor, the government and the
private sector reaffirmed these rights in a framework agreement signed In July
aimed at reforming labor-management relations in the context of economic restruc-
turing and increasing global competitiveness. The trend towards bargaining on a
company level in contrast to negotiating at the national level on a sectoral basis con-
tinues, but the adjustment isdifficult for both sides. For this reason the agreement
poses to create a national mediation service to promote more effective collectivebaraining.

he Committee of Experts on the Application of Conventions and Recommenda-

tions of the International Labor Organization (ILO) took note of a teachers union
complaint regarding restrictions on collective bargaining in certain specified sectors
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and asked the government to il'.orm the ILO of measures it may take or has taken
to encourage voluntary r gotiations without impediments.

The framework alrviement also covers health and safety issues, employment as-ation and training, work-related injuries, grievance procedures, an distribution
of social benefits. It is exctedtolead to the reform of a signflcant body of the
labor code, which many observers agree needs urgent revision. The framework
agreement aims, in part, to lower labor costs and give employers greater flexibility
In hiring, filing, and redistributing the workforce.

Workers may not be fired for participating in legal union activities. Those who
prove they have been discriminated against have the right to be reinstated.

There are no officially designated export processing zones.
c. Prohibition of Forced or Compulsory Labor.-Forced labor is not known to be

practiced in Argentina.
d. Minimum Age for the Employment of Children.-Employment of children under

14, except within the family, is prohibited by law. Minors aged 14 to 18 may work
in a limited number ofjob categories, but not more than six hours a day or 35hours
a week. Notwithstanding these regulations, a significant number of children be.
tween 10 and 14 years of age, estimated at 200 thousand In a 1993 report by the
Ministry of Labor, UNICEF and the ILO, are illegally employed, primarily as street
vendors or household workers.

e. Acceptable Conditions of Work.-The national monthly minimum wage is $200.
Federal labor law mandates acceptable working conditions in the areas of health,
safety and hours. The maximum workday is eight hours, and workweek 48 hours.
The framework agreement is designed to produce legislation to modernize the acci-
dent compensation process and occupational health and safety norms. In responding
to a complaint from the Argentine Congress of Workers that work-related illnesses
were not covered under the existing workmen's compensation system, the ILO's
committee of experts urged the government to provide information to the Congress
of Argentine Workers regarding the measures it plans to take to fulfill its obHga-
tions under Convention 42, Workmen's Compensation (occupational diseases) which
Argentina ratified in 1950.

Occupational health and safety standards in Argentina are comparable to those
In most industrialized countries, but federal and provincial governments lack suffi-
cdent resources to enforce them fMlly. The most common victims of inhumane work.
ing conditions generally are illegal immigrants with little opportunity or knowledge
to seek legal redress.

f. Rights in Sectors with U.S. Investment.-Argentine law does not distinguish be.
tween worker rights in nationally-owned enterprises and those in sectors with U.S.
Investment. The rights enjoyed by Argentine employees of U..-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--1993

[Millions of U.S. dollars]

Category Amount

Petroleum ............... .......... .................... 566
Total M anufacturing ............................................................... 1,993

Food & Kindred Products.........................667
Chemicals and Allied Products ........................................... 443
Metals, Primary & Fabricated ............................................ (1)
Machinery, except Electrical .............................................. (1)
Electric & Electronic Equipment ....................................... 56
Transportation Equipment ................................................. 23
Other Manufacturing .......................................................... 386

W holesale Trade ...................................................................... 135
Banking .................................................................................... 552
Financellnsurance/Real Estate .............................................. 578
Services .................................................................................... 77
Other Industries ...................................................................... 455
TOTAL ALL INDUSTRIES .................................................... 49355

ouie? U.s. &Deptt ft Cnmoe Bumau of Economic Analysis.
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THE BAHAMAS

Key Economni Indicators
LMIons of U& ddlol ,unles omise noted]

1se 10s 19041

Income, Production and Employmemt'
Real GDP 3............................................................,069 8,065 N/A
GDP Growth Rate .......... o3.................................. .0 3.0 N/A
GDP Share by Sector. (pc*).

Tourism..............0.... . ....................0 . 50 50 50
Finance ......... o....... .................. .12 12 12
Manufacturing. ...................... 4 4 4
Algriculture/lisheries...... ................ .4 4 4
Government ............................. 12 12 12

GDP Per Capita (U8D).......... ........... . 11,588 11,610 N/A
Labor Force .......................................... 135,700 136,900 N/A
Unemployment Rate (pct.). ................... 14.8 13.1 N/A

Money and Priem:
Money Supply (MI)............. .....0....... . . 3...0 77.7 379.5 N/A
CommercialInterest Rate (pct.)... ........... .8.0 7.25 N/A
Personal SavingseRate. ................. 3.20-5.55 2.54-5.13 3.00-4.63
Investment Rate .......................... N/A N/A N/A
Retail Price Index (1987=100) ........................... 133.0 136.2 136.6
Retail Price Index Change (pct.)....................... 7.2 5.7 2.7
Wholesale Price Index......................... N/A NIA N/A
Exchange Rate (USD.BD) ................................... .1:1 1:1 1:1

Balance oPrjayments and Trade:
Total Exports (FOB) ....................... . .. 310.2 256.8 N/A

Non-Oil Exports (estimated) ................ 585.3 348.2 N/A
Exports to U.S........ ..................... 488.2 607.2 227.0

Total Imports (CIF) ........................................ 1,129.9 1,151.3 628.2
Non-oll Imports (estimated) ......................... 972.7 1,014.7 330.5
Imports from U..........S...............712.6 704.1 N/A

Aid from U.......S.. ............................. ... 0 0 0
Aid from Other Countries ............................... 0 0 0
External Public Debt .................................. 133.3 117.2 N/A
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......................... 173.9 146.0 N/A
Merchandise Exports (FOB)................... 310.2 256.8 N/A
Merchandise Imports (FOB).................1,069.2 1,080.9 N/A
Services (net) ......... 711.5 738.9 N/A

N/A-Not avallhble.
I 8ttimadc eaer mid-year 1994.

L. General Policy Framework
The Bahamas is politically stable, middle-income developing country. The econ-

oiy is based primarily on tourism and financial services, which account for approxi-
matelyO 0ernt and12 percent of gross domestic product (GDP), respetively. Theagricultural and industrial sectors, while small, have recently been the focus of gov-ernment efforts to expand these sectors to produce new Jobs and divrsify the econ-

AseUnited States remains The Bahamas' major trading partner. US•. firms ex-

ported an estimated $704.1 million worth of goods and servces to The Bahamas in
1993, down from $712.5 million the previous year but still approximately 55 percent
of all Bahamian imports. The Baharnian Government actively-encourages foreign in.
vestment, with free trade zones on Grand Bahama and New Providence. Capital and
profits are freely repatriated, and investors are offered relief from personal and cor-
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porate income taxes. Designation under the Caribbean Basin Initiative (CBI) trade
program allows qualified Bahamian goods to enter the United States duty-free.

The Bahamascontinues to run a fiscal deficit due to investment in capital projects
bb the government and public corporations. The recurrent government budget in.
eluded repayments estimated at $64 million on a total public debt of $358.4 million.
The public debt service ratio reached 4.6 percent as of the first quarter of 1994. The
overall FY 94/95 government budget of $756 million represented an increase of $75
million over the total projected expenditures in the FY 1993-94 budget. The budget
announced new tax measures, including a 10 percent increase in the gasoline tax
(the second such raise In two years), an import tariff on pork products (previously
untaxed), increases in business license fees and other government fees, and the
elimination of a system of rebates for early payments of annual property taxes.
These new measures were projected to raise an additional $38 million in govern-
ment revenue. The government also projected an increase in public borrowing of $60
million to make upfor the budgetary shortfall. One problem faced by the Ingraham
Administration was that government revenue under the previous budget fell an esti-
mated $30 million short of original projections apparently due to slow growth of the
overall economy and substantial tax evasion. Total 1993 national debt was $1.41 bil.
lion up from $1.28 billion in 1992.

TRe-Bahamas' primary monetary strategy is to maintain stability and expansion
in foreign exchange reserves to purchase essential imports, maintain the parity of
the Bahamian and American dollars, and finance repatriation of corporate profits.
Despite efforts by the Central Bank to ease consumer credit in January 1993 by re-
moving the previous 35 percent down-payment requirement for consumer loans, do-
mestic Bahamian banks were so awash in liquidity by mid.1994 that some banks
even refused new Bahamian dollar deposits. Central Bank authorities blamed overly
cautious lending policies by Bahamian banks for both consumer and business loans
for the excess liquidity problem. By mid 1994, the commercial banks' prime lending
rate was 6.75 percent.
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 which was estimated
at 5.7/percent in 1993 is now 2.7 percent.

Recognized internationally as a tax haven, The Bahamas does not impose income
inheritance or sales taxes. In 1994, the Government raised some customs duties and
imposed new tariffs on pork products. Bahamians shopping in Florida (and else-
where abroad) are permitted to import $300 worth of oo duty free per trip, twice
"a year ($150 for persons under 12 years of age.) In addition, The Bahamas charges
"a host of "stamp taxes" on most imports above and beyond the import duties. These
stamp taxes vary depending upon the item in question, and apply even to many
items otherwise duty free. For example in 1992, the Bahamian government lifted
customs duties on a list of items includingg china, crystal, fime jewelry, leather
goods, crocheted linens and tablecloths, liquor, wines, perfume, cologne, photo-
graphic equipment and accessories sweaters, and watches) which could be sold to
tourists as "duty-free,* but retained variable stamp taxes on these items. Bahamian
Customs requires entry forms and genuine invoices (original or carbon copy) for
goods coming by sea, air or post. The Cjstoms Department only honors discounts
of up to three percent given by U.S. e rters.

Certain goods may be imported conditionally on a temporary basis against a secu.
rity bond or deposit which is refundable on their re-exportation. These include fine
jewelry goods for business meetings or conventions, travelling salesman samples
automobiles or motorcycles, photographic and cinematographic equipment, and
equipment or tools for repair work.

The Bahamian government in 1993 repealed the Immovable Property (Acquisition
by Foreign Persons) Act which required foreigners to obtain approval from the For-
eign Investment Board before purchasing real property in the country, replacing it
with the Foreign Persons (Landholding) Act. Under the new law, approval is auto-
matically granted for non-Bahamians to purchase residential property of less than
five acres on any single island in The Bahamas, except where the property con-
stitutes over fifty percent of the land area of a cay (small island) or involves owner-
ship of an airport or marina.
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The Bahamian government hopes this new legislation will stimulate the second
home/vacation home market and revive the once-vibrant real estate sector. The new
law also provides for a two-year real property tax exemption for foreign persons ac-
quiring undeveloped land in The Bahamas for development purposes, provided that
substantial development occurs during those two years. Following protests by for-
eign property owners, the Bahamian government has revised plans for the proposed
7 percent Increase on the assessed value of undeveloped property owned by non-Ba-
hamians. The new tax structure as of January, 1994 follows:

-143,000: the standard property tax is $30.00.
300i4100,000: the property tax is 1 percent of the assessed value.

-Oýier $100,000: the property tax is l Vs percent ofrthe assessed value.
A gambling tax is also levied. To increase revenues the airport departure tax was

raised from $7 to $13 per person in 1991 and from 613 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 (BA), 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.

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, andthe Tari
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,
equ pment and furniture required in construction or furnishing of hotels.

TIe Arcultural Manufactories Act provides exemption for farmers from duties
on 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 exemptions
on business license fees, real property taxes, and duties on building materials and
supplies in the town of Freeport on Grand Bahama Island. In July 1993, the Gov-
ernment enacted legislation extending most Hawksbill Creek tax and duty exemp-
tions through 2054, while withdrawing exemptions on real property tax for foreignindividuals and corrations. The Prime Minister declared, however, that property
tax exemptions might still be granted to particular investors on a case-by-case basis.

The Bahamas is a beneficiary of the United States' Caribbean Basin Initiative
(CBI) trade program, permitting the country to export most goods duty-free to the
United States.
4. Debt Management Policies

The Bahamas' national debt reached $1.41 billion in 1993, with debt service of
$74.0 million accounting for 8.6 percent of total government revenues.
5. Significant Barriers To U.S. Exports

The Bahamas is a $700 million market for US. companies. There are no barriers
to the import of US. 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 ol"locally grown items exists. The government's quality
standards for imported goods are sinular to those of the United States.
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
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export manufacturers from duty for raw materials, machinery, and equipment. 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 Industrial Prop-
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. Right of Association.-The Constitution specifically grants labor unions the
rights o6 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. Right to Organize and Bargain Collectively.-Workers are free to organize and
collective bargaiiilng is extensive for the 34,225 workers (25 percent of the workforce) 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 Compulso Labor.-Forced or compulsory labor is pro-
hibited by the Constitution and does no 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 mvJornthoroughfares 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 Ministy of Labor is responsible for enforcing labor laws and-has a team or
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 inspections 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.-Authorities enforce Labor laws and
regulations uniformly for all sectors and throughout, the country, including within
the export processing zones.

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

[Millions of U.S. dollars]

Cateory Amount

Petroleum..................... .......................... 471
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 ...................................................................... 140
Banking .................................................................................... 2,707
Finance/Insurance/Real Estate .............................................. 817
Services .................................................................................... --38
Other Industries ...................................................................... (1)
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Extent of US. Investment in Selected Industries--U.S. Direct
Investment Position Abroad on an Historical Cost Basis--1993-Continued

[Millioms of U.S, dollars]

Catepry Amount

TOTAL ALL INDUSTRIES .................................................... 4,194
1Supproseed to avoid disclodsg data of individual .ompande&
SiLmu than 1000.
5oue U.S. Department of Cmnmwer, Bureau of eonemie Anialysis

BARBADOS

Key Economic Indicators
[Millions of UA. dollars um otherwise noted)

1992ma 1994

Income, Production and Employment:
Real GDP (1985 prices) ....................................... 422.2 396.0 401.1
Nominal GDP (current prices) ............................ 1,696.7 1,685.7 1,640.3
Real GDP Growth Rate (pct.).........-4.0 -5.8 0.8
Sectoral Growth Rates: (pct.).

Agriculture/Fishing .......................................... -4.6 -9.2 -7.1
Tourism............................. -9.0 -2.0 3.2
Manufacturing .................................................. -5.6 -9.3 -0.3
Energy/Gas/Water ............................................ -3.0 1.3 0.3
Mining/Quarrying ............................................. 3.1 -9.7 4.2
Construction ..................................................... -7.5 -8.1 2.1
Wholesale/Retail Trade .................................... -6.3 -7.9 2.4
Business/General Services ............................... -2.4 -5.3 0.9
Transport/Storage/Communication ................. 7.5 -3.5 1.2
Government Services ....................................... -2.2 -5.0 0.0

Population (000s) ................................................. 262.5 263.1 263.9
Nominal Per Cap. GDP (official/) .............. 5,600 5,150 5,250
Nominal Per Cap. GDP (GDP/pop/$) .................06,464 6,027 6,216
Labor Force (000s) ............................................... 122.5 124.8 126.3
Unemployment Rate (pct.) .................................. 17.1 23.0 24.5

Money and Prices:
Growth in.
Money Supply (M2/pct.) ....................................... -4.3 8.2 1.7
Prime Landing Rate (pct.)IL................................. 14.50 10.75 8.75
Retail Price Index (pct. change) .......................... 6.3 6.1 1.1
Average Annual Exchange Rate (USD/BDs).

Official ............................................................... 0.50 0.50 0.50
Parallel .............................................................. 0.50 0.50 0.50

Balance of Payments and Trade:
Total Exports (FOB) ............................................ 411.6 382.5 364.0

Exports to US..... ........... ......... 53.4 62.3 N/A
Total Imports (CIF).............................................. 11,394.0 1,048.5 1,153.9

Imports from US.............................................. 494.1 377.3 N/A
Trade Balance ...................................................... -982.5 -665.9 -789.9
Current Account Balance................................... -29.9 -137.9 58.7
Aid from U.S ........................................................ 0.7 1.1 N/A
Aid from Other Countries ................................... N/A N/A N/A
External Central Government Debt ................... 393.8 346.3 330.6
Domestic Central Government Debt .................. 556.8 618.3 808.5
Total Debt Service Payments (paid) ................... 393.8 346.4 330.6

NIA-Not mailable.
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Iand otprPK.
1. GenerlPolicy Frmavork

Barbados is a British-style parliamentary democracy. As a result of the September
1994 neqral elections, the political party comprising the government is the Bar-
bados-Labour Party, headed by Prime-Minister Owen Arthur. The official opposition
is the Democratic Labour Parw. Seated in Parliament also is a member of the Na-
tional Democratic Party, as weU as a few independent Members of Parliament.

As a country with a relatively narrow resource base and limited production struc-
ture, Barbados imports much of what it needs to survive, including energy, food,
and meat types of consumer products. Previous governments have pursued policies--
including hlgh tariffs restrictions on entry into certain sectors orfbusiness activity
(such as telecommunications and broadcasting), and laws which restrict the entry
of subsidiaries or branches of foreign retail establishments-whose purpose was to
protect local businesses from external competition. Those policies have had the unin-

endedeffects of making both manufacturing and many services sectors uncompeti-
tive in terms of price (because inputs are so expensive) and contributing to the gen.
rally high-cost wage environment in Barbados. Early indications are, however that
in its efforts to reduce the high unemployment rate the new Barbados Labor Party
government will act to lower-the costs of doing business here. In October 1994, the
new government announced that businesses in the manufacturing, agricultural, and
fishing sectors will be able to import all inputs free of all duties and taxes. The pol.
icy change should result in higher levels of goods imports, a development U.S. ex-
porters well may be able to take advantage of.

In general Barbados' trade policy seeks to stimulate exports of goods and services
(tourism and offshore financial services), encourage domestic lght manufacturing,
maintain the government's revenue base through direct taxation, and actively man-
age foreign exchange reserves. In 1993 the United States was the leadingsource
of imports into Barbados, followed by CARICOM, the United Kingdom and Canada.
Barbadian attitudes toward the United States and toward U.S. business are also
generally favorable, as evidenced by the approximately 26 percent of the import
market commanded by goods from the Unitect States. According to U.S. Department
of Commerce figures, U e. exports to, Bqrbados grew about 13.9 percent in 1993, to
U.S. $145.5 mion .

Barbados ratified the Uruguay Round Arements and became a founding mem-
ber of the World Trade Organization (WTO)-on January 1, 1995.
2. Exchange Rate Policy

Since 1975, the Barbadian dollar has been pegged to the United States dollar at
a fixed rate of Bds. $2.00 to US. $1.00. Despite intermittent problems in maintain-
ing adequate levels of international reserves, both of the major political parties have
formed governments committed to avoiding a devaluation of the currency. Any im-
pact of this policy on U.S. exports is probably positive, at least in the short term,
since Barbadians can buy more United States goods and services than they would
be able to if the currency were devalued. Some economists hypothesize, however,
that the Barbadian currency is overvalued, which contributes to making Barbadian
manufactures uncompetitive in terms of price (and perhaps quality) in markets out-
side Barbados and restricts the Iong-term potential output of the economy-which
could have implications for import volumes in the long term.

The Ministry of Finance makes foreign exchange control policy, which is then ad-
ministered by the Central Bank of Barbados (CBB) through its Exchange Control
Division. Individuals may convert the hard-currency equivalent of U.S. $2,500 per
year without special permission, if they are traveling outside Barbados, by applying
to a commercial bank. Amounts in excess of U.S. $2,500 may be obtained upon ap.
plication to the CBB. Profits and capital from foreign direct investment usually may
be repatriated if the investment was registered with the bank at the time the in-
vestment was made. The CBB may limit or delay conversions of funds depending
on the l--vel of international reserves under its control. -

3. Structural Policies
Although the Barbadian economy is generally free market-oriented, the govern-

ment controls a relatively large public sector, including a number of "parastatal" en-
tities. Pricing of oods is gnerally left to the market, although the prices of certain

food staples, as well as utility and public transportation rates, are set by the govern-
ment. The government subsidizes losses incurred by the entities-s•,uch as the mo-
nopoly dairy and the public bus system-which it partially or wholly owns, but the
effect of those subsidies on US. exports is probably minimal. For example, milk im-

ports face high tariffs, as they do in most countries. However, even if imports were
liberalized, US. exporters likely would face strong competition from many other
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countries with milk surpluses, such as from those in the European Union. Bulk
users of utilities-such as indutry--are eligible for resource discounts, but the
trade effect of the subsidy is proaby negligible on international markets, because
of the generally higher costs ofiproduction arbadian industry faces.

The 1992 and 1993 reform of the direct tax system broadened the tax base while
lowering maximum rates--a change which resulted in an overall lower level of gov-
ernment revenues in the first half of 1994 (see section four). The previous govern-
ment announced in April 1994 that a value-added tax (VAT) would be initiated in
April 1995, which, among other things, would replace many of the indirect taxes-
such as consumption taxes and stampduties on imports-which now exist. The new
government has not yet announced whether the VAT will be implemented according
to the previous government's plan.

In October 1994, the new government announced that businesses in the manufac-
turing, agricultural, and fisin sectors will be able to import all inputs free of all
duties and taxes. The policy change should result in higher levels ofrgoods imports,
a development U.S. exporters may be able to take advantage of.

In regard to purchases of consumer household durables, the government has not
yet announced its polic•yon the amount of down payment needed, if any, to pur-
chases these big-ticket items, many of which are imported from the United States.
At one point, the previous government sought to constrain imports by making con-
sumers put hefty down payments on installment purchases of durables. Currently,
no down payment requirement is in place.
4. Debt Management Policies

The overall deficit on central government operations widened slightly during the
first half of 1994, from about one percent at the end of 1993 to between one and
two percent of Gros Domestic Product (GDP) at the end of June 1994. The in-
creased deficit was due to a decline in revenues--a result of the 1993 tax reform
which reduced direct levies-and not to increased expenditures. The decline in gov-
ernment revenues took place even as real GDP rose 3.8 percent on an annual basis
in the first six months of the 1994 (from 0.8 percent in 1993). The Barbadian gov-
ernment has continued its concerted effort to repay foreign debt, the levels of which
have declined steadily for over three years. As in the recent past, an increasing
share of debt is being financed locally. As a result of high liquidity in the banking
system, commercial banks and other local buyers were the main source of new credit
to the government to finance the deficit during the first half of 1994. Previously,
the deficit had been financed primarily through purchases by the National Insur-
ance Scheme (akin to the Social Security System) of Treasury bonds. As a result
of the government's repayments of its external debt, net foreign financing in the
January-June 1994 period was negligible.

With the September 1994 election of a new (Barbados Labour Party) government
it seems unlikely that Barbados will willingly participate in a formal International
Monetary Fund (IMP) program in order to obtain funds for structural adjustment
in the near- to mid-term. The new Prime Minister has repeatedly said that he will
not run his country according to IMF dictates. In the autumn of 1991 (under the
former Democratic Labour Party government), Barbados was compelled to ask the
IMF for funds to handle a severe shortfall of international reserves. In exchange,
the IMf required Barbados to institute economic austerity measures to reduce gov-
ernment spending in ways that were politically unpopular, including cutting spend-
ing on public sector wages. Government officials have expressed their desire to con-
tinue to work with the Inter-American Development Bank and the Caribbean Devel-
opment Bank on essential infrastructure projects, and relations between the Gov-
ernment of Barbados and those institutions appear cordial.
5. Significant Barriers to U.S. Exports

The introduction of the-CARICOM Common External Tariff several years ago will
continue to disadvantage imports from countries which are not CARICOM (Carib-
bean Community) mem er states-including exports from the United States. In Feb.
ruary 1994, Barbados eliminated its "negative list" of goods which could not be im-

rtedor for which an import license was necessary, and replaced it with a higher
uty. The benefit of a duty replacing an import license is that the trade barrier is

transparent; previously, there was no way to foretell whetherthe responsible Min-
ister would approve a particular import license application. There is no provision
of Barbadian law that discriminates against U.. exports in or of itself.

U.S. standards are generally acceptable in Barbados; the American Embassy is
not aware of any cases in which Barbadian standards have acted as a trade barrier
to US. goods exports. Barbados is a member of the GATI/Tokyo Round Agreement
on Standards (Standards Code).
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Barbados permits full ownership by foreigners of investments and property, al-
though certain sectors are reserved for citizens of Barbados. There are no maximum
equity, position restrictions on foreign ownership of a local enterprise or participa.
tion In a joint venture. Non-residents need permission from the Central Bank to
pu rhase real property or stock which is traded on the Securities Exchange of Bar-
bados, but permission is usually rted. A property transfer tax is levied on real
pmrperty or stock 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. Previous govern.
ments denied all requests by investors, both domestic and foreign, to open a tele.
vision station to compete With the government-owned monopoly, but the current
government has indicated that at least one new television venture will be licensed.
rn addition the government has licensed only one firm to provide basic (local) tele-
phone service and another to provide long-distance telephone service. Banking andinsurance services are open to foreign direc investment provided the required level
of capital is Invested and prior government approval is obtained. Stock exchange
membership (for traders) is closed to non-Baradians, and only firms lon$-estab-
lished in Barbados may be traded on the local securities exchange. This situation
may change as the new government assesses ways to broaden the possibilities for
attracting foreign direct investment to Barbados. Other services (such as travel) are
generally open to foreign investment, although the ministries responsible for trade
and for labor matters must, by law determine if t'e competition of another service
provider would be detrimental tothfe financial hea,.h of currently-established Bar.badian businesses.

The government requires a Barbadian citizen to apply for many of the requisite
licenses that allow enterprises to operate. Thus, a ioreign-owned firm might have
to hire a Barbadian. Work permits for foreigners usually are granted only when no
Barbadian is qualified to perform. Administrative proceedings involving Customs
clearances are sometimes burdensome. While no special documents are required, oc-
casional capricious or dilatory judgments by officials can slow the importation of es-
sential 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, or any, bid for public works projects or for critical procurements.
The government must "Buy Barbados" where it can, but the Embassy has received
no complaints by U.S. businesses of discrimination against US. goods by Barbadian
goods. Neither offsets nor countertrade is used in making procurements.
6. Export Subsidies Policies

Barbados gives priority to investments which intend to manufacture, especially for
export. Incentives for manufacturing are available under the Fiscal Incentives Act
(1974) which does not discriminate between foreign and national ownership. Any
manufacturer may qualify for a maximum 10-year tax holiday by satisfying a value-
added criterion or as a so-called "enclave' (international business company, or IBC)
under Barbadian law, which, by definition, exports 100 percent of its output. IBCs
enjoy the most advantageous tax treatment, because the higher the level of gains
and profits, the lower the tax rate. IBC tax rates range from a high of three percent
to a low of one percent of net profits. However, under the Income T ax Act, any man-
ufacturing company in Barbados-whether locally- or foreign-owned-may enjoy tax
reductions which vary according to the percentage of its profits derived from export
income. If a manufacturer derives more than 80.percent of its profits from exports,
its effective tax rate can be reduced from a maximum of 26 percent to 2.8 percent.

Commercial and development bank financing is restricted to Barbadian citizens,
but because interest rates in Barbados are generally higher than those in the Unit-
ed States, the subsidy element likely is nil.-The Barbados Investment and Develop-
ment Corporation generally limits its export promotion efforts to firms owned by
Barbadians, although it may make exceptions for firms which employ Barbadian
citizens regardless of ownership. In addition, the government offers export guaran-
tee schemes offering letters of credit and credit insurance for Barbadlan exporters.
Also (as mentioned previously), the new Barbados government has announced that
businesses in the manufacturing, agricultural, and fishing sectors will be able to im-
port all inputs free of all duties and taxes, a measure designed to stimulate the pro-
ductive sectors in Barbados.
7. Protection of U.S. Intellectual Property

The Government of Barbados has made efforts in recent years to improve the
legal regime to protect, as well as to acquire and dispose of, all property rights in-
cluding-intellectual property rights (PR. Barbados is a signatory of the Paris 6 on-
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vention of Intellectual Proprty Rights and the Madrid accords, and is a member
of the World Intellectual Property Organization (WIPO). The law of Barbados does
not promote domestic Industes at the expense of foreign industrial and intellectual
property rights holders. However, Barbados has only -limited experience with IPR
matters and very few industrial designs or patents have been registered here. There
have been no recent court challenges or settlements for patent, trademark, or copy-
right infringements although infringement is commonplace in certain sub-sectors of
the economy (e.g., rentals and sales of films on videocassettes, tee-shirt production
of unlicensed copyrighted images, unlicensed use of trademarks as store names, soft.
ware piracy, satellite signal piracy). Enforcement has not been an active priority of
government, although the Government may initiate some challenges in court in late
1994 or the first half of 1995. Private parties may also initiate court challenges in
that time frame.

Separate statutes govern and regulate IPR protection. The Industrial Designs Act
provides forestration of industrial designs for exclusive use by the registrant for
fve years, wirhf- ma be renewed for two additional consecutive five year periods.
The Patents Act of &1Iallows for protection of patents for 14 years. The Trade-
marks Act of 1981 protects marks initially for ten years with renewals possible for
ten year periods. The Copyright Act protects copyrights during the life of the author
and for seven years thereafter. There is no specific statutory reference to trade se-
crets or semiconductor chip layout designs. In 1990, a WIPO consultant made rec-
ommendations fcir changes in Barbados IPR statutes and administrative and en-
forcement procedures which are still being considered. Embassy cannot estimate lost
U.S. import opportunities related to local 1IPR protection standards.
8. Worker Rights

a. The Right of Association.-Barbados boasts one of the most advanced trade
union environments in the hemisphere. Workers have the right to form and belong
to trade unions and to strike, and they freely exercise these rights. There are two
major unions and several smaller ones representing various sectors of labor. The
Civil Service Union, called the National Union of Public Workers (NUPW), is com-
pletely independent of any political party or the government. The General Secretary
of the NUPW was a candidate of the National Democratic party while the former
Director of Education was a candidate for the Democratic Labor IParty and a Cabi-
net Minister. The largest union, The Barbados Workers' Union (BWU), was histori-
cally closely associated with the governing Democratic Labor Party. However, in
February 1994, Leroy Trotman, BWU General Secretary and President of the Carib-
bean Congress of Labor, resigned from the DLP while remainingin Parliament as
an independent representative. Trotman resigned because the public and especially
union members perceived a conflict between his role as union leader and his role
as parliamentarian. The latter required him to support the government's economic
stabilization and austerity measures which were viewed as setting back union
achievements and harming workers. Nevertheless, one of Trotman's deputies in the
BWU remained a government backbencher in parliament until he was voted out of
office in September, 1994.

Trade unionists' personal and property rights are given full protection under law.
Under a long-stan ng law, strikes are prohibited in the water, gas and electricity
sectors,. However, there have been several cases of work stoppages in the electricity
sector. All other private and public sector employees are permitted to strike.

There were fewer industrial actions in 1993 than 1992, despite severe cutbacks
in personnel in the private sector. In the public sector, wage cuts layoffs, and efforts
to privatize state-run enterprises continued. Public, private, and union sector lead-
ers in the summer of 1993 signed a tripartite wage policy accord that established
a two- year wage freeze. Any increase in wages will be tied to productivity increases
by particular workers or by particular enterprises. Critics argued that the wage pol-
icy undermined the right of unions to bargain collectively because it forestalled any
new company-wide or industry-wide negotiations for wage and benefit increases.
Supporters of the tripartite pact hailed it as a cooperative solution to the recession
whc-h prevailed at the time.

Trade Unions are free to form federations and are in fact affiliated with a variety
of regional and international labor organizations. Leroy Trotman head of the Bar-
bados Workers' Union, is also President of the ICFTU and President of the Carib-
bean Congress of Labor. The CCL is the main regional labor organization; its head-
quarters are in Bridgetown and it conducts many of its seminars and other pro-
grams in Barbados.

b. The Right to Organize and Bargain Collectively.--The right to organize and
bargain collectively is provided by law and respected in practice. In 1993, over 25
percent of the working population was organized, but a major loss of jobs in the
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economy has resulted in a reduction in union membership. The BWU reported that
it alone lost about 2,000 members in 1993 In the private and public sectors as a
result of adverse economic conditions. Normally, wages and working conditions are
negotiated through the collective bargaining process, but this was influenced by the
tripartite wage accord described in Section 8(A).

Employers have no legal obligation to recognize unions under the Trade Union Act
of 1964. But most do so when a majority of their employees signify a desire to be
represented by a registered union. The act expressly prohibits employers from dis-
criminating against employees for enagg in trade union activities. However,
there is no law that expressly sets out fair labor practices by either employers
or trade unions. The courts commonly award monetary compensation but rarely
order re-employment.

There are no manufacturing or special areas where collective bargaining rights
are legally or administratively impaired. Barbados has no specially designated ex-
port processing zones.

c. Prohibition of Forced or Compulsory Labor.-Force or compulsory labor Is pro-
hibited by the constitution and does not exist.

d. Minimum Age for Employment of Children.-The legal minimum working age
of 16 is generally observed. Minimum age limitations are reinforced by compulsory
primary and secondary education policies, which require school attendance until age
16. Occasionally, especially among migrant worker families, children assist in agri.
cultural production during peak season. The Labor Ministry has a small cadre of
labor inspectors who conduct spot investigations of enterprises and check records to
verify compliance with the law. These inspectors are authorized to take legal action
against an employer who is found to have underage workers.

e. AcceptabeConditions of Work.-Minimum wages for specified categories of
workers are administratively established and enforce by law. Only two categories
of workers have a formally regulated minimum wage-household domestic workers
and shop assistants (entry level commercial workers). Household domestics receive
a minimum wage of about UB.$32.60 per week, although in actual labor market
conditions the prevailing wage is almost double that amount. There are two age-
related minimum wage categories for shop assistants. The adult minimum hourly
wage for shop assistants is U.S.'$ 1.87 per hour, the juvenile minimum wage for
shop assistants is U.S. $1.625 per hour. Agricultural workers (i.e., sugar plantation
workers) receive a minimum wage as a matter of practice, but such compensation
is not found in legislation.

The minimum wage for shop assistants is marginally sufficient to meet minimum
living standards; most employees earn more. In 1992 an International Labor Orga-
nization (ILO) Committee of Experts (COE) cited Barbados for not adhering to the
ILO Convention On Equal Remuneration in its wage differentials in the sugar in-
dustry. The COE admonished the government to ensure the application of the prin-
ciple of equal remuneration for work of equal value to male and female workers in
the sugar industry or to provide further information on job descriptions which might
justify such wage distinction. This case was not resolved at years' end.

The standard legal work week is forty hours in five days, and the law requires
overtime payment for hours worked in excess of that. Barbados accepts ILO conven-
tions, standards, and other sectoral conventions regarding maximum hours of work.
However, there is no general legislation that covers all occupations. Workers are
guaranteed a minimum of three weeks annual leave., All workers are covered by
unemployment benefits legislation and by national insurance (Social Security). A
comprehensive government-sponsored health program offers subsidized treatment
and medication.

Under the Factories Act of 1993, which sets out the officially recognized occupa-
tional safety and health standards, the labor ministry enforces health and safety
standards and follows up to ensure that problems cited are corrected by manage-
ment. Workers have a limited right to remove themselves from dangerous or haz-
ardous job situations without jeopardizing their continued employment. The Fac-
tories Act requires that in certain sectors-firms employing more than fifty workers
set up a safety committee. That committee can challenge the decisions of manage-
ment concerning the occupational safety and health environment. Recently, how-
ever, trade unions called on the government to increase the number of factory in-
spectors in order to enforce existing and proposed safety and health legislation more
effectively, and to follow up to ensure that problems cited are corrected by manage-
ment. Government- operated corporations in particular were accused of doing a
"poor JobY in health inspections of government-run corporations and manufacturing
plants as a priority.
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Extent of U.S. Investment in Selected Industries-U.S. Direct
Investment Position Abroad on an Historical Cost Basis-1993

(Milions atU. d.llaumJ

Catewy Amount

Petroleum ................................................................... ........ 95
Tta M ufacturing ....................................................... 7

Food & Kindred Products........................8
Chemicals and Allied Products ......................................... 0
Metals, Primary & Fabricated ............................................ 0
Machinery, except Electrical ............. ......................00
Electric & Electronic Equipment ..................................... 2
Transportation Equipment ............................................... 0
Other Manufacturing............................ 1

Wholesale Trade ......................................... 379
Banking ............................................... (1)
Finance/Insurance/Real Estate .............................................. 88Services ............................................................ .................... ... ... (1)
Other Industries ........................................................... 0.....0
TOTAL ALL INDUSTRIES .................................................... 644

' 8uppred to avoid diadoeing data of indualc ompanles.
SoumC U.& Department of Commerce, Bureau of Economic Analysis.

BOLIVIA

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

1992 19 19941

Income, Production and Employment:5-
Real GDP (pct. change) ................................... 2.69 3.18 104.0
GDP Per Capita Income (USD) ...................... 958 1,017 O01,065

Percent Change ............................................ 5.66 6.16 104.72
Nominal GDP ................................................... 86,527 7,059 107,100
Sectoral GDP (pct.) ...................... *100.0 100.0 100.0

Agriculture ......................... 19.83 20.36 N/A
Manufacturing....................13.90 13.57 N/A
Trade/Services.........................28.52 28.41 N/A
Public Administration .................................. 9.02 8.86 N/A
Mining...............................8.51 8.73 N/A
Transportation/Communications8................. 9.00 9.05 N/A
Oil Industry...........................6.17 6.00 N/A
Others ............................... 5.05 5.02 N/A

Unemployment Rate (pct.)...........5.4 7.4 7.9
Money and Prices:'

Money Supply (Ml) ......................... 503.9 591.3 8643.2
Fiscal Deficit (pct. GDP)" .. . . . . . . . . . . . . . . . . . 4.6 6.0 106.3
Inflation (12 months) ................................... 10.5 9.3 7.5
Commercial Bank Deposits'7.......................t 1,118.4 1,856.0 s2,362.7
Interest Rates (USD)

Loans (avg. pct.) ........................................... 7.6 17.4 1 14.9
Deposits (avg. pct.). .................... 11.7 10.1 19.9
CD Time Deposits (avg. pct.) ....................... 7.5 6.6 86.5

Exchange Rate (Bs/USD)3
Year-end ........................................................ 4.10 4.48 4.70
Average ......................................................... 3.89 4.26 4.55
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Key Economic Indicators--Contlnued
EMinos or .u doulars um ourWise noltdi

isern i s1902 I199319941t

Troda and Balanwc of PaymmW.'*
Total Exports (FOB) ........................................ 637.6 709.7 910.0

Exports to U.S4 .161.2 191.0 5106.6
Natural Gas ......................... ........... .... o... .122.8 90.2 1 75.3
Tin (CIF)o............................................. 107.4 83A 883.3
Other Mineral Eicports (CIF)............600900909.. 272.6 278.6 a281.5

Total Imports (CIF frontier).............0..........0 1,090.3 1,05.9 1,220.0
Imports from U..'4............................... 221.8 215.9 576.9

Current Account Balance .......................... -- 587.0 -224.0 12-542.0
Capital Account Balance ............................... 317.0 211.2 131,316.3
Central Bank Gross Reserves (year-end)....... 416.9 494.8 6635.1
Central Bank Net Reserves (yr. end) ............. 40.0 370.3 8504.5
Public Foreign Debt'9

Total............................3,784.5 3,795.6 4,080.0
Loan Disbursements ....................... 384.5 319.2 6183.2
Capital Payments .................................o 106.9 119.5 089.4
Interest Payments .......................... 99.5 120.6 893.8

N/A-Not available
sour"e
EsZtimated data (Central Bank of Bolivia and UDAPE) and/or target et by the GOB and theo IMP.
National Institute of Statistics (asd on 1992 I ass).

sCentrnd Bank of Bolivia.
"U. Departmentof CommrceL
U.S oDepartmentof Commerce a ofJune 1994.
Biaed•a n surveys of urban arMaL Data does not codr underemployment.

TSuperintendency of Banks.
fCentral Bank of Bolivia as of Spt mber 1994.
*Fwdgn debt of the Central Bank o Bolivia.
6U.1-EmLmbas etUmate based on 1980 figure.

"113IMP data. NI7B. The P estimate of GDP is much lower than that reported by the Central Bank.
32 Central Bank of Bolivia estimate as of September 30, 1994.

1. General Policy Framework
Following a prolonged period of economic instability the Government of Bolivia

initiated a series of economic reforms in 1985 intended to arrest hyperinflation and
open the economy. The currency was allowed to float, commercial banks were al-
lowed to set their own interest rates, import and investment permit requirements
were eliminated, economic activities Which had been reserved for government cor-
porations were opened to private investment, and the government entered into an
DO standby program. For four years, the Paz Zamora Administration, which took
office in 1989 institutionalized and advanced these market-oriented economic re-
forms but limited economic growth was achieved. The Sanchez de Lozada Adminis-
tration, which took office in August 1993, is pushing these market-oriented reforms
further with several structural reforms of which the 'capitalization' (privatization)
program of six of the larger state-owned corporations is the cornerstone. In addition,
t;e Sanchez de Lozada administration has implemented changes in the nation's
Constitution and other reforms in the areas of education, popular participation, and
In the administration of the executive branch. Other reforms that are under consid-
eration include reforms in the judicial system, taxation system, political parties
structures, and national pension tunds.

The results of the economic reforms have been a dramatic drop in inflation (to
less than 15 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.
meant and savings.

During the next twelve to sixteen months, the Bolivian economy will run into un-
certainties as adjustments will have to be made to keep pace with the economic de-
mands and costs that the structural reforms will require. In spite of all this, the
government expects that the economy will •row by about 4.0 percent in 1994 and
4.5 recent In 1995 with inflation around 7.5 percent in 1994 and 6.5 percent in
199r.

Commercial bank deposits have more than doubled since 1992 to over 2.3 billion
dollars. Trade surpluses and large inflows of forelp aid have resulted in growing
foreign exchange reserves. There has been a drastic increase of net reserves in the
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Central Bank, reaching, since 1980, a record figure of 504.5 million dollars by Sep.member 1994,or about six months worth of imports. Exports are expected to Increase
by 30 percent in 1994 compared to the previous year. Positive growth since 1986
has more than offset the decline of the economy during the early eighties.

In compliance with M programs, the government has reduced the budget deficit
of the non-financial public sector (which includes central, regional and municipal
governments along with the arastatal corporations) to 6.5 percent of the GDP in
1993 (as estimated by the IMP) and 6.3 percent in 1994 (as estimated by the Amer-
ican Embassy). Estimated fiscal deficit for 1995 is 3.3 percent and 4.4 percent for
1996. Central Government tax revenues came to about 13.5 percent of GDP in 1993.
Tax revenues have risen sharply due to better administration and increasing tax
rates. The government also receives transfers from public enterprises and from for-
eign grants (about 1.5 percent of GDP). Budget deficits have been covered by foreign
loans and the sale of certificates of deposit by the Central Bank. The IMWhas re-
quested that the fiscal deficit in 1994 and beyond should be covered by concessional
loans only. With the budget deficit shrinking, the number of certificates of deposit
in circulation has decreased to only 90 million dollars worth in 1993 and the inter-
est rate offered on the certificates has declined from 16.2 percent in 1989 to an aver-
age of 7.8 percent in 1993.

The money supply, both M1 and M2, has grown slowly since 1985 with M1 aver-
aging around 5 percent of GDP. However, the published figure for money in circula-
tion (643 million dollars worth of Bolivianos) is misleading since there are also mil-
lions of U.S. dollars in circulation and dollars are a legal means of exchange. Banks
are allowed to keep dollar accounts and make dollar loans. Over 85 percent of the
2.3 billion dollars worth of deposits in Bolivia's 16 commercial banks are presently
in dollars.

The aew investment law allows contracts to be written in dollars. Interest rates
have fallen over the last three 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 September 1994 the average rate of dollar deposits had fallen to 9.9 per-
cent and the average rate on dollar loans was down to 14.9 percent from 10.1 and
17.4 percent respectively in 1993.
2. Exchange Rate Policy

Since 1985, the official exchange rate continues to be set daily by the govern-
ment's exchange house the BOLSIN, which is under the supervision of the Bolivian
Central Bank. The B6LSIN holds daily auctions of dollars. The Directors of the
BOISIN 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 five million. Sealed
bids are then collected and opened with dollars going to those bidding at or above
the minimum rate. With this .mechanism the Central-Bank has slowly devalued the
Boliviano in line with domestic inflation and inflation in Bolivia's major trading
partners. The rates set by the BOLSIN cannot ignore market forces because cur-
rency exchanges in banks hotels, exchange houses and on the street corners are
legal and active. The parallel market exchange rates are always less than one per-
cent different from the official rates.
3. Structural Policies

In 1990, the government reduced tariffs from 16 to 10 percent for all imports ex-
cept for capital goods for which the tariff is five percent. In addition, the govern-
ment charges a-13 percent value-added tax and a two percent transaction tax on
all pods, whether imported or produced domestically, when they are sold..There are
excise taxes on some consumer products including cars. No import permits are re-
quired. The central government sets the prices of finished fuels while the municipal
governments try to control the price of a bread roll commonly consumed by the poor-
er 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 non-technical disputes
in the oil industry. The hydrocarbons law authorized YPFB, the government-owned
oil company, to enter into joint ventures with private firms and to contract compa-
nies to take over YPFB fields and operations, including refriing 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 part-
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hera hold the minin concession. Both laws are under revision to comply with the
as it ponPgram

199 2Mthe 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-
chasing agents sell tle bid specifications, evaluate the bids and rank order the of-
fer for the government office or corporation making the purchase.

For 1994 and beyond, the cornerstone of President Sanchez de Lozada's economic
program is the capitalization (privatization) progam of the six largest state-owned
companies (YPFB-oil, ENDE-electricity, ENTEL - telecommunications, LAB-air-
line, ENFE-railroad, and ENAF.- tin/antimony smelter). The capitalizationprogram
was approved by Cogress in April 1994. Capitalization involves giving a (presum.
ably) oreign partner 50 percent ownership in return for direct investment in the
company. for example, if ENTEL the telecommunication company, is determinedto be worth $200 million, the GOB hopes a foreign investor would agree to make
a $200 million investment over a certain period oftime. The foreign investor would
then own half of an enterprise worth $400 million (the Bolivian Government origi-
nal assets worth $200 million, plus the investor's now investment of $200 million)
and would be granted a Iong-term management contract and control all assets. The
remaining 50 percent would be turned over to all adult Bolivians in the form of
stock to be placed in individual pension accounts. The Sanchez de Lozada adminis-
tration hopes capitalization will boost investment, increase output and efficiency, re-
duce corruption, increase fiscal revenues, and create as many as 500,000 new jobs
4. Debt Management Policie.

The Bolivian government owes over $4.08 billion to foreign creditors. About 55.6
percent of that is owed to international financial institutions, mainly the Inter-

rican Development Bank the World Bank and the Andean Development Cor-
poration. About 42.8 rent is owed to foreign governments and 1.6 percent to pri.
vats banks and suppliers. 85.5 percent of the foreign debt Is owed by the non-financ.
ing public sector of which 65.7 percent is owed by the Central Government and local
government. The external public debt owed by the state-owned corporations
amounts to 19.8 percent of the total foreign debt. The public sector financing institu-
tion's foreign debt adds to 14.5 percent of Bolivia's foreign debt.

The bilateral debtjpayments have been rescheduled-four times now by the Paris
Club, the last time for an 18-month period. A fifth rescheduling is sought for the
end of 1994. Furthermore, several foreign governments have forgiven substantial
amounts of the bilateral debt. In September 1990, the U.S. Government forgave
$372 million owed by the Bolivian government including all of the old A.I.D. loans
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 $8.8 million by the end of 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 re-
deemed for private investment projects in Bolivia. The government has now con-
tracted to exchange the remaining commercial debt at 16 cents on the dollar.
5. Significant Barriers to U.S. Exports

There are no significant barriers to US. exports to Bolivia and the minor barriers
to U.S. direct investment apply to all foreign investors, not just US. investors. The
requirement to obtain import licenses, previously required or 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 faunapartlcularly nuclear
waste. Again, none of these restrictions discriminate against U. exporters.

In October, 1992, as part of the Andean Pact integration effort, the Bolivian Gov.
ernment eliminated the tariffs on all but 11 products coming from three members
of the Andean Pact (Venezuela, Colombia, and Ecuador) which means that similar
products coming from the United States could be at a slight pnce disadvantage.
However, less than five percent of Bolivia's current level of trade is with those An-
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dean 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 and import licensing procedures so far. The Government
is currently studying the Uruguay Round Agreement, but ratification is not likelyuntil 1995.

There are no limitations on foreign equity participation and dozens of Bolivian
companies are wholly owned by US. 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 or oil concessions within 50 kil-
ometers of the borders. However, Bolivians with mining concessions near the bor.ders may have foreign partners as long as they m not-from the country adjacent
to that portion of the border. In the case of the oil industry, an operational contract
is signed with YPFB, the state-owned oil company, avoiding this constitutional re-
striction.
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 programwas replaced
with a "drawback' 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

The Bolivian government promulgated two intellectual property rights laws dur-
ing 1992. The Film Law, passed by Bolivia's congress in December 1991, will pro-
vide protection to films and videos as soon as the implementing regulations are pub-
lished. The law requires all films and videos shown or distribute-d in Bolivia to be
registered with the newly created National Movie Council. Films not registered and
not ca-ring a seal by the Council may be confiscated. The Copyright Law (Ley de
Derecho de Author) passed in April 1992 will provide IPR protection to literary, ar-
tistic and scientific works for the lifetime of the author plus 50 years. The law will
prtect the rights of Bolivian authors, of foreign authors domiciled in Bolivia and
of foreign authors published for the first time in Bolivia. These protections will ex-
tend to authors of computer programs once the implementing regulations have been
promulgated. The Bolivian Congrws has ratified four treaties in order to join the
World Intellectual Property Organization (WIPO) and the Bern, Rome, 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 con-
form to international standards. The executive branch is drafting a bill for congres-
sional consideration that would raise these standards by law.

US. copyright industries note problems with book and software piracy, and with
the pirating of satellite signals for television broadcasting, estimatin 1993 losses
at $13--14 million. Pirated films are also widely available, with most of them appar-
ently coming from other countries.
8. Worker Rights

a. The Right of Association.-Workers ma form and join organizations of thcir
choosing. The labor code requires prior authorization to establish a union, limits
unions to one per enterprise and allows the government to dissolve unions but the
government has not enforced these provisions in recent years. While the code denies
civil servants the right to organize and bans strikes in public services, including
banks and public markets, nearly all civilian government workers are unionized. In
theory, virtually the entire work force is represented by the Bolivian Labor Federa-
tion (OB); approximately one-half the workers in the formal economy belong to
labor unions. Some members of the informal economy participate in organizations.
Workers in the private sector frequently exercise the right to strike. Solidarity
strikes are illegal, but the government does not prosecute those responsible nor im-
pose penalties.

Significant strikes in 1994 centered around annual negotiations over salaries and
benefits for public employees. When the government reffised to accede to union de-
mands, strikers marched; set up roadblocks, and cut access to certain areas of the
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Chapare. Additional talks produced a settlement acceptable to the workers and the
strikes ended. Unions are not independent of government and political parties. Most
parties have labor committees that try to influence union activity, causing fierce po.itical battles within unions. The law places no restrictions on a union's joining
international labor organizations. The COB became an affiliate of the communist-
dominated World Federation of Trade Unions (WFTU) in 1988. COB leadership, ap-
parently unable to free itself from archaic, increasingly inefficient Marxist rhetoric
and practices, is being strongly challenged by the more dynamic leaders of the Con.
federation of Rural Workers Unions (CSUTCB), an organization dominated by coca
growers of the Chapare region.

b. The Right to Organize and Bargain Collectiveiy.-Workers may organize and
bargain collectively. In practice, collective bargaining, defined as voluntary direct
negotiations between unions and employers without participation of the govern-
ment, is limited. Consultations between government representatives and labor lead.
ers are common but there are no collective bargaining agreements as defined above.
In state Industries, the union issues a list of demands and the government concedes
some points. Private employers often use public sector settlements as guidelines for
their own adjustments, and some private employers exceed what the government
grants. The government, conscious of international monetary fund guidelines, rarely
grants wage increases exceeding inflation.

The law prohibits discrimination against union members and organizers. Com-
plaints go to the National Labor Court, which can take a year or more to rule.
Unon leaders say problems are often moot by the time the court rules. Labor law
and practice are the same in the seven special duty-free zones as in the rest of Bo.
livia.

c. Prohibition of Forced or Compulsory Labor.-The law bars forced or compulsory
labor, no cases were reported.

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-
cerning 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-
istrys 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 in charge of mine safety, the
mines, often old and operated with antiquated equipment, are particularly dan-
gerous and unhealthy. Miners work long days, they are often underground for 24-
72 hours straight. They work with no personal safety gear, in areas where res-
pirators are needed for protection against toxic gases. Wages do not reflect the na-
ture of working conditions that miners endure; cooperative mines pay less than
$3.00 per 12-hour day. Miners are told by industry official that the chewing of coca
leaf serves as a substitute for food, water, and rest. The coca leaf, with a catalyst,
releases alkaloids and cocaine. Miners work in these terrible conditions under the
belief that the chewing of coca leaf makes them strong, and protects them from toxic
gases and silicosis. There are no scheduled rest periods, and employers supply no
food or water in the mines; miners often resort to drinking their own urine, which
they also use to fuel their carbide lanterns. These working conditions that fall far
below international labor and human rights standards are perpetuated by employ-
ers, politicians, the COB, and persons having a financial stake in the manufacture
and sale of cocaine.

f. Rights in Sectors with U.S. Investment.-Probably 70 percent of US. investment
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.
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Extent of US. Investment in Selecbtd Industrieso-U.S. Direct
Investment Position Abroad on an Historical Cost Basis-1993

cMlflona ofUs. d& Ma]m

Cat.e.e Amount

1Ptroleurn..............................................1
Total Manufacturing .............................................................. 0

Food & Kindred Products...........................................o0
Chemicals and Allied Products ......................................... 0
Metals, Primary & Fabricated ............................................ 0
Machinery, except Electrical .............................................. 0
Electric & Electronic Equipment ..................................... 0
Transportation Equipment ............................................... 0
Other Manufacturing..............................0

W holesale Trade ...................................................................... (1)
Banking .................................................................................. . .. 1
Flnance/Insurance/Real Estate .............................................. 0
Services.......................................................................... 0
Other Industries ...................................................................... (1)
TOTAL ALL INDUSTRIES ..................................................... 196

Supsdto avoid disclosing data of Individual companies
29 oPuftlU Department of Commerce, Bureau of Economic Aaalyuilm

BRAZIL

Key Economic Indicators
[Millions of U.s dollar. unless otherwise noted)

1992 1908 19941I

Income, Production and Employment:
Real GDP (1985 prices)'2..................................... 332,000 349,000 352,000
Real GDP Growth (pet.).........-0.8 4.1 4.0
GDP (at current prices) 2..................................... 425,000 456,000 474,000
By &)cor. (pct.)

Agriculture ........................................................ 11.1 12.5 N/A
Industry ............................................................. 35.4 38.2 N/A
Mining.............................. . 1.6 1.8 N/A
Manufacturing .................................................. 22.9 24.9 N/A
Construction ..................................................... 7.3 7.4 N/A
Public Utilities .................................................. 3.6 4.2 N/A
Services ............................................................. 62.4 59.4 N/A
Commerce ......................................................... 6.8 7.6 N/A
Transport ............................. .. 4.2 4.6 N/A
Communications ............................................... 1.5 1.7 N/A
Financial Services ............................................ 9.0 9.7 N/A
Government ...................................................... 10.2 11.0 N/A
Rents ................................................................. 16.5 6.9 N/A
Other Services .................................................. 14.3 18.0 N/A

Subtotal ................................................................ 108.9 110.1 N/A
Less: Financial Intermediation ........................... 8.9 10.1 N/A
GDP at Factor Cost ............................................. 100.0 100.0 N/A
Real Per Capita GDP (USD in 1985 prices) ...... 2,226 2,993 2,273
Labor Force (000s) ............................................... 64,400 65,600 66,900
Unemployment Rate (pct.) .................................. 4.5 4.4 5.5

Money and Prim (annual percentage growth):
Money Supply (M2) .............................................. 1,721 2,596 20.9
Interest Rate for Financing Working Capitals . 30.7 41.2 3.9
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Key Economic Indlcators-Continued
[Milliors oUS. ddlsm unoRu othrwse noted)

1m9 '19"6 19941

Personal Saving Rate at........................................ 24 .6  38 .2  2.9

Retail Inflation .. ........................S1,149 2,489 23
Wholesale Inflation .. ..................... 1,154 2,639 24.5
Exchange Rate'

Official/Commercial .......................................... 12.39 326.11 0.839
Parallel .............................................................. 14.60 325.00 0.870

Balance of Payments and Trade:
Total Exports (FOB) ..................... 35,793 38,783 41,400

Exports to US. (FOB). . . . . . . . . . . . . . . . . . . .  7,120 8,028 8,300
Total Imports (FOB) .......................................... 20,554 25,711 28,400

Imports from U.S. (FOB)s5 .............. . . .. . . .. . . . .. . .. .  4,949 6,028 6,800
Aid from U.S ........................................................ 14.6 24.9 14.6
Aid from Other Countries.................... N/A N/A N/A
External Public Debt's.....................95,555 94,018 91,197
Debt Service Payments (paid annually) ............. 7,253 8,453 9,975
Gold and Foreign Exch. Reserves (Inter-

national Uquidity Concept) ............................. 23,754 32,211 48,000
Trade Balance ...................................................... 14,844 13,072 13,000

Trade Balance with U.S ................................... 2,171 2,000 1,500
NIA-Not available.
11994 f""ure are estimates based an available monthly data in October 1994.
*GDP a, market prices.
bFinrtes are actual monthly nominal rates, not changes in them.
4,rus/ro real&%ud end of year, for 1992, 1998; reslsAfsd, as of October 10 for 1994.
'Total trade .Figures for merchandise trade onV not available. CIF prices for imports are not available.

Nonfinancial public sector. Exclude. Petrobras and Vale do Rio Dos (CVRDM

1. General Policy Framework
On July 1, 1994, Brazil introduced a new national currency, the "real" (the fifth

in seven years), replacing the 'cruzeiro real' at the rate of 2,750 cruzeiro reals to
1.00 real. The new currency is the centerpiece of the government's economic sta-
bilization plan, the "Plano Real," designed to curb chronic, rampant inflation, which
had reached an annual level of nearly 5,000 percent by the en of 1993. Other key
elements of the stabilization plan include balancing the federal government budget,
privatization of state-run industries, and strict monetary control. Following the in-
troduction of the new currency, nominal monthly rates of inflation fell from 50 per-
cent in June (measured in the old currency) to 1.5 percent in September (measured
in the new currency). The real rate of inflation (as measured by the IPC-r, the Piano
Real's index, in reals) Is higher than in 1993:15.87 percent for the first nine months
of 1994 vs. 13.38 percent f6r all of 1993.

The stabilization plan under which the real was introduced established quan-
titative targets on the expansion of the monetary base. Monetary policy is also con-
strained by the need to maintain positive real interest rates in order to roll over
the domestic government debt and to prevent capital outflow. High interest rates,
however agavate the fiscal deficit; Brazil has suffered structural deficits for many
years. Provisions of the 1988 Constitution which mandate substantial revenue
transfers to states and municipalities, as well as mandatory federal expenditures,
leave the government with discretionary control of only about 10 percent of revenues
collected.

Long-term stabilization will require structural reforms and revision of Brazil's
1988 Constitution. The constitutional review process which began in late 1993 ex-
pired in May 1994 with virtually no reforms adopted. Among the reforms considered
by the Constitutional Review Congress were fiscal reforms, including a redistribu-
tion of federal, state and municipal-government responsibilities, simplification of thetax system, privatization of the state-owned telecommunications .and troleum mo-
nopolies, elimination of the distinction between foreign and national capital, and
permitting foreign Investment in mining. Broad consensus exists on the need for
constitutional reform to rectify the economic distortions of the current constitution,
but there are significant differences regarding the specific reforms needed. Now that
the constitutional review process is over, approval of constitutional reforms will re-
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quire two votes each by the upper and lower chambers of the Brazilian Congress;
a 60 percent majority is required for all four votes.

The process of economic and trade liberalization begun in 1990 slowed during
1993 and 1994, but has nevertheless produced significant changes in Brazil's trade
regime, resulting in a more open and competitive economy. Imports are increasing
in response to lower tariffs and reduced non-tariff barriers, as well as the strength

of the real relative to the dollar, and are now composed of a wide-range of indus-
trial, agricultural and consumer goods. Access to Brazilian markets in most sectors
is generally good, and most markets are characterized by competition and participa-
tion by foreign firms through imports, local production and joint ventures. Some sec-
tors of the economy. such as the telecommunications, petroleum and electrical en-
ergy sectors, are still dominated by the government, and opportunities for trade and
investment are severely limited.

Brazil and its Southern Common Market (Mercosul) partners Argentina, Uruguay
and Paraguay concluded negotiations in August 1994 for a common external tariff
(CET) which went into effect-on January 1, 1995. The CET levels for most products
range between zero and 20 percent. The Brazilian government unilaterally lowered
tariffs on some 6,000 items to the CET levels in September of 1994, as part of its
anti-inflationary effort. With the exception of tariffs on informatics products and
some capital goods, the maximum Brazilian tariff level is now 20 percent; the most
commonly applied tariff is 14 percent. When the CET enters into force in the fourMercosul countries in January 1995, all revisions to the tariff schedule will have
to be negotiated among the four partners.

The Government of-Brazil ratified the Uruguay Round Agreements in 1994 and
became a founding member of the World Trade Organization on January 1, 1995.
2. Exchange Rate Policy

Brazil has three exchange rates: a commercial rate, a tourist rate and a semi-offi-
cial parallel rate. The commercial rate is used for import-export transactions reg-
istered at the Central Bank and financial transactions linked to external debt. The
tourist, or floating rate, is used for individual transactions such as unilateral trans-
fers, travel, tourism, and transactions involving education and training abroad. The
parallel rate is also used for individual transactions, but they are not recorded. All
three rates fluctuate; the spread between them has diminished since the introduc-
tion of the new currency.

The measure introducing the real established parity with the dollar. However, a
surplus of dollars, caused by financial activities of exporters and foreign investors
resulted in the steady appreciation of the real relative to the dollar. 'Me Centraf
Bank did not intervene until September, when the real reached 0.85 to one dollar.
Subsequent Central Bank interventions indicate that this level is the Bank's floor.

3. Structural Policies
Although some administrative improvements have been made in recent years, the

Brazilian legal and regulatory system is far from transparent. The government has
historically, exercised considerable control over private business through extensive
and frequently changing regulations. To implement economic policies rapidly the
government has resorted to issuing decrees rather than securing congressional ap-
proval of legislation. These decrees are frequently challenged in the courts and a
number have been declared unconstitutional. The regulatory instability makes plan-
ning difficult. In June 1994 a new antitrust law was passed to prevent "abusive
pricing." The law will likely face a legal challenge.

The tax system in Brazil is extremely complex, with a wide range of income and
consumption taxes levied at the federal, state and municipal levels. Both payment
and collection of taxes is burdensome. An effort to streamline the tax system was
begun in 1991; considerable progress has been made to improve collections. Signifi-
cant further reforms will require constitutional revision.

The privatization program initiated in 1990 to reduce the size of the government
and improve fiscal performance slowed to a near halt during 1994. The planned pri-
Yatization of part of the electricity sector was abandoned entirely, while a number
of planned auctions of financially troubled or non-competitive state-owned compa-
nies were delayed in response to lukewarm investor interest and low price offers.
The pace of privatizations is expected to increase significantly during 1995 under
the administration of President-elect Fernando Henrique Cardoso, who tooi office
on January 1, 1995.

4. Debt Management Policies
Brazil's external debt totaled approximately $146 billion at the end of 1993. Of

this total, about $34 billion is medium-term commercial bank debt owed by the gov-
ernment. Foreign private bank debt is $63 billion, of which the US. share is $24
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billion. In 1993, Brazil's debt service payments represented 4 percent of its gross
domestic product, and 42 percent of its export earnings.

In April 199 the government concluded a debt renegotiation agreement with for-
eign commercial banks. The agreement included exchafging $35 billion in medium.
term commercial bank debt for new instruments. The agreement also included re-
scheduling outstanding arrears. Unlike past Brady Plan debt exchanges, the Brazil.
ian deal was closed without the support of the official international financial com.
unity since the Brazilian government was unable to reach an agreement with the
IMF for a standby pr m.

Brazil did not reach an agreement with the Paris Club during 1994 to reschedule
official debt. Under Brazil's 1992 agreement with the Paris Club, further debt re-
scheduling is contingent upon the government concluding a standby agreement with
the IMF.
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 US. exports. Import 1i-
censes, which until 1990 were a significant barrier to imports, are now used pri-
marily for statistical purposes and generally are issued automatically within five
days. However, obtaining an import license can occasionally still be difficult. For ex-
ample, the Brazilian government has refused to grant an import license for lithium
for nearly two years. In January 1992, a standard import license fee of approxi-
mately $100 was instituted, replacing a 1.8 percent ad valorem fee.

The Secretariat of Foreign Trade's computerized trade documentation system
(SISCOMEX), scheduled to be fully operational In January 1995, will further
streamline filing and processing of import documentation.

Services Barriers: Restrictive investment laws, lack of administrative trans.
agency, legal and administrative restrictions on remittances, and arbitrary applica-

ion of regulations and laws limit U.S. service exports to Brazil. In some areas, such
as construction engineering, foreign companies are prevented from providing tech-
nical services unless Brazilian firms are unable to perform them.

Many service trade possibilities are restricted by limitations on foreign capital
under the 1988 Constitution. In particular, services in the telecommunications oil
field, and mining industries are severely restricted. Foreign financial institutions
are restricted from entering Brazil or expanding pre-1988 operations. Restrictions
exist on the use of foreign-produced advertising materials.

Foreign legal, accounting, tax preparation, management consulting, architectural,
engineering and construction industries are hindered by various barriers. These in-
clude forced local partnerships, limits on foreign directorships and non-transparent
registration procedures.

Foreign participation in the insurance industry is impeded by limitations on for-
eign investment, market reserves for Brazilianwfirms 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 (ERB).

Other legal and administrative obstacles to foreign services suppliers are being
eased. In January 1992, the government announced rules which allow foreign remit-
tances of trademark license fees and technology transfer payments covered by fran-
chisin'& agreements. The change effectively ended 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 faces various prohibitions in petroleum
production and refining, internal transportation,ypublic utilities, media, real estate,
shipping, and various other "strategic industries.'In other sectors, such as the auto
industry, Brazil limits foreign equity participation and imposes local-content re-
quirements. Foreign ownership ofland in rural areas and adjacent to international
borders is prohibited.

Foreign investors are denied national treatment pursuant to the constitutional
distinction between national and foreign capital.

Informatics: Under the 1991 Informatics Law, prohibitions or requirements for
government prior review for imports, investment, or manufacturing by foreign firms
in Brazil were eliminated. However, import duties remain high (up to 35 percent)
on informatics products, and Brazilian firms receive preferential treatment in gov-
ernment procurement and have access to certain fiscal benefits, including tax reduc-
tions. For a foreign-owned firm to gain access to most of these incentives, it must
commit to invest in local research and development and meet export and local train-
ing requirements. Rules governing computer software are contained in Law 7646
(the software law) of December 1987. The software law requires that all software
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be .catalogued" by the Informatics Secretariat of the Ministry of Science and Tech.
nolog, pror( to Its commercialization In Brazil and that in many cases software
must be distributed through a Brazilian firm. The law contains provisions to deny
cataloguing of foreign software if the Secretariat determines there is a similar pro.
gram of Brazilianaod""gn. However, this provision is no longer applied. A draft law

ham.been introduced into Brazil's Congress to eliminate the requirement for cata-
logruing, the test of similarities, and the requirement that software to be run on Bra-
zfian-origin hardware must be distributed by a Brazilian firm.

Government Procurement: Given the significant influence of the state-controlled
sector due to Its large size, discriminatory government procurement policies are, in
relative terms in Brazil's market, an important barrier to U.S. exports. For example,
discriminatory government procurement practices in the computer, computer soft.
ware and digital electronics sector may have significant adverse market access im-
plications for U.S. firms, particularly firms not established in Brazil.

Article 171 of the 1988 Constitution provides for government discrimination in
favor of "Brazilian companies with national capital.7 On June 21 1993, Brazil
adopted procurement legislation, Law Number 8666, requiring open bfds based upon
the lowest price. However, in late 1993 the government introduced new regulations
which allow consideration of non-price factors and give preferences to telecommuni-
cations, computer, and digital electronics goods produced in Brazil, and stipulate
local content requirements for eligibility for fiscal benefits. In March 1994, the gov-
ernment issued Decree 1070 regulating the procurement of informatics and tele-
communications goods and services. The regulations require federal agencies and
parastatal entities to give preference to locally produced computer products based
on a complicated and non-transparent price/technology matrix. It is not possible to
estimate the economic impact of these restrictions upon U.S. exports. However, free
competition could provide significant market opportunities for U.S. firms.

Brazil Is not a signatory to the GATT Government Procurement Code.
6. Export Subsidies Policies

In general, the Brazilian Government does not provide direct subsidies to export.
ers, b6*t does offer a variety of tax and tariff incentives to encourage export produc-
tion and to encourage the use of Brazilian inputs in exported products. Several of
these programs have been found to be countervailable under U.S. countervailing
duty provisions in the context of specific subsidy/countervailing duty cases. Incen-
tives include tax and tariff exemptions for equipment and materials imported for the
production of goods for export, excise and sales tax exemptions on exported prod-
ucts, and excise tax rebates on materials used in the manufacture of export prod-
ucts. Exporters also enjoy exemption from withholding tax for remittances overseas
for loan payments and marketing, and from the financial operations tax for deposit
receipts on export products. In October 1994, the Brazilian government issued De-
cree Law 674, granting exporters a rebate on social contribution taxes paid on lo-
cally acquired production inputs.

An exprt credit prom, known as PROEX, was established in 1991. PROEX is
intended to eliminate the distortions in foreign currency-linked lending caused by
Brazil's high rates of inflation and currency depreciation. Under the program, the
government provides interest rate guarantees to commercial banks which finance
export sales, thus ensuring Brazilian exporters access to financing at rates equiva-
lent to those available internationally. Capital goods, automobiles and auto parts,
and consumer goods are eligible for financing under the PROEX program.
7. Protection of U.S. Intellectual Property

Brazil's regime for the protection of intellectual property rights is inadequate. Se-
rious gaps exist in current statutes with regard to patent protection for pharma-
ceuticals, chemicals, and biotechnological inventions; trademarks and trade secrets;
and copyrights. Legislation has been pending before the Brazilian Congress for sev-
eral years to address many of these areas. The Brazilian government has made a
commitment to bring its intellectual property regime up to the international stand-
ards specified in the Uruguay Round Trade Related Aspects of Intellectual Property
(TRIPs) Agreement. As a result of this commitment, the U.S. government termi-
nated the Special 301 investigation initiated in May of 1993, and revoked Brazil's
designation as a "priority foreign country." Brazil remains under Section 306 mon-
itoring.

Brazil is a signatory to the GATT Uruguay Round Accords, including the TRIPs
Agreement. Brazil is a member of the World Intellectual Property Organization and
a signatory to the Berne Convention on Artistic Property, the Universal Copyright
Convention, the Washington Patent Cooperation Treaty, and the Paris Convention
on Protection of Intellectual Property.



339

Patents: Brazil does not provide either product or process patent protection for
pharmaceutical substances, processed foods, metallurgical alloys, chemicals, or
biotechol*Icl inventions. The Industrial propertyy Bill passed in 1993 by the
Chamber of Deputies and currently pending before the Senate would recognize the
first four of these categories and extend the term for product patents from 15 to 20
years. The Brazilian government announced in early 1994 that it would support
amendments to the bill which would bring its provisions into conformity with TRIPs
provisions, including those on compulsory licensing, domestic working requirements
and parallel imports.

Trade Secrets: Brazil lacks explicit legal protection for trade secrets although a
criminal statute against unfair trade practices can, in theory, be applied to pros-
ecute the disclosure of _privileged trade information. The IndustriallPrperty Bill
pending in Congress includes civil penalties and injunctive relief for trade secret in-fringement.

Trademarks: All trademarks, as well as licensing and technical assistance agree-
ments (including franchising) must be registered with the National Institute of In-
dustrial Property (INPI). Without such registration, a trademark is subject to can-
cellation for non-use. The pending Industrial Property Bill includes significant
trademark revisions which will improve trademark protection.

Copyrights: While Brazil's copyright law generally conforms to international
standards, the 25-year term of protection for computer software falls considerably
short of the Berne Convention standard of the life of the author plus 50 years. En-
forcement of copy ht laws has been lax. Current fines do not constitute an ade-
quate deterrent-to Infringement. The US. private sector estimates that piracy of
video cassettes, sound recordings and musIcal compositions, books and computer
software continues at substantiallevels. In the last two years, enforcement of laws
against video and software piracy has improved, and foreign firms have had some
success in using the Brazilian legal system to protect their copyrights. The govern-
ment has also initiated action to reduce the importation of pirated sound recordings
and videocassettes.

Semiconductor Chip Lay-out Design: A bill introduced in 1992, and still pending
before the Congress, will protect the lay-out designs of integrated circuits. Amend-
ments to the draft law are expected to bring its provisions into conformity with the
TRIPs text.

Impact on US. Trade: In early 1994, the U.S. pharmaceuticals industry estimated
losses of.$500 million due to inadequate intellectual property protection. The U.S.
software industry claims losses of $268 million, and estimates that less than 50 per-
cent of the software in use in Brazil was legally obtained. The Motion Picture Ex-
port Association of America estimates its annual losses due to motion picture piracyin Brazil at $39 million.

8. Worker Rights
a. The Right of Association.-Brazil's Labor Code provides for union representa-

tion of all Brzilian workers (excepting military, military police and firemen), but
imposes a hierarchical, unitary system, funded by a mandatory "union tax" on work-
ers and employers. Under a restriction known as "unicidade" one per 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 mu-
nicipality. The 1988 Constitution retains many provisions of the 1943 Labor Code.
The retention of "unicidade" and of the union tax continues to draw criticism both
from elements of Brazil's labor movement and from the International Confederation
of Free Trade Unions (ICFTU).

In practice, however, "unicidade' has proven less restrictive in recent years, as
more liberal interpretations of its restrictions have permitted new unions to form
and, in many cases, compete with unions and federations that had already enjoyed
official 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 retain the right to review the registration of new umons, 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.*
workforce is organized, with just over -half of this number affiliated with an inde.
pendent labor central. (Mandatory labor organization under the Labor Code encom-
passes a larger percentage of the workforce. However, many workers are believed
to have minimal if any contact with these unions.) Intimidation of rural labor orga-
nizers by landowners and their agents continues to be a problem.

The Constitution provides for the right to strike (excepting, again, military, police
and firemen, but including other civil servants). Enabling legislation passed in 1989
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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
igt to strike (such as not maintaining essential services, or failure to end a strike
aer a labor court decision) is punishable by law.

b. The Right to Organize and Bargain Collectively.-The right to organize is pro-
vided by the Constitution, and unions are legally mandated to represent workers.
With some government assistance, businesses and unions are working to expand
and improve mechanisms of collective bargaining. Under current Brazilian law,
however, the scope of issues subject to collective bargaining is narrow and the- labor
court system exercises normative powers with regard to the settlement of labor dis.
putes, thereby discouraging direct negotiation. Existing law charges these same
courts, as well as the Labor MinisLry, with mediation responsibility in the prelimi-
nary stages of dispute settlement. Wages are set by free negotiation in many cases,
and in others by labor court decision. There is a movement for extensive revisions
in the Labor Code which would broaden the scope of collective bargaining and re-
strict the role of the labor courts, but such changes appear unlikely in the near fu-
ture.

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, enforcement of laws protect.
ing union members from discrimination lacks effectiveness.

Labor law applies uniformly throughout Brazil, including the free trade zones.
However, unions in the Manaus free trade zone, rural unions and many unions in
smaller cities are relatively weaker vis-a-vis industry compared to unions in the
major industrial cities of the southeast.

c. Prohibition of Forced or Compulsory Labor.-Although the Constitution pro-
hibits forced labor, there 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, br+, admits that existing enforcement resources are in-
adequate. The largest number of reports of forced labor originate in 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 without extensive improvements in enforcement activity.

d. Minimum Age of 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 theparents or guardians is required for minors to work, and provision must be
made for 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 indicate that nearly three
million children 10 to 14 years of age are employed. Of these, 46 percent work eight
hours or more per day, with most earning no more than one minimum salary ($70
to $100 per month).

e. Acceptable Conditions of Work.-Unsafe working conditions are prevalent
throughout Brazil..Enforcement of the occupational health and safety standards es-
tablished by the Ministry of Labor is weak due to insufficient resources for inspec-
tion. There are credible allegations of corruption within the enforcement system.
Workers, or their union, can file a claim with the regional labor court if a workplace
safety or health problem is not resolved directly with the employer, although in
practice this is frequently a cumbersome, protracted process.

f. Rights in Sectors with U.S. Investment.-US..investment is concentrated heav-
ily in the transportation equipment, food, chemicals, petroleum distribution and
electridelectronic equipment industries. Labor conditions in industries owned by for.
eign Investors generally meet or exceed the minimum legal standards established
under Brazil's Labor Code.
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Extent of U.S. Investment in Selected Industries.-U.S. Direct
Investment Position Abroad on an Historical Cost Basis-1993

[Millions of U.S. dollars)

Cat'ory Amount

Petroleum .............................. ......................... ................. 738
Total Manufacturing............. ................................................ 12,574

Food & Kindred Products .......... ........................................ 1,596
Chemicals and Allied Products...................... 2,144
Metals, Primary & Fabricated ............................................ 673
Machinery, except Electrical .............................................. 1,668
Electric & Electronic Equipment ....................................... 715
Transportation Equipment ................................................. 2,265
Other Manufacturing .......................................................... 3,j514

Wholesale Trade ......................................................... .96
Banking ............. ................................ 1,139
Finance/Insurance/Real Estate .............................................. 1,946
Services..................... ............................ .............. 80
Other Industries........................................ 334
TOTAL ALL INDUSTRIES .................................................... 16,908

Sourcem U.S. Department of Commerce, Bureau of Economic Analysis.

CHUX
Key Economic Indicators

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

1992 1993 1994

Income, Production and Employment:
Real GDP (1993 exchange rate) ..................... 41,100 43,700 45,400
GDP (at current prices) ....................................... 40,800 43,700 48,500
Real GDP Growth (peso terms) .......................... 11.0 6.3 4.0
Real GDP by Sector.

Agriculture ........................................................ 2,930 2,970 3,050
Utilities ............................................................. 1,180 1,240 1,280
Manufacturing .................................................. 7,260 7,550 7,970
Construction ..................................................... 2,200 2,520 2,580
Fishing .............................................................. 460 470 550
M ining ............................................................... 3,350 3,390 3,400
Trade ................................................................. 6,400 6,980 7,150
Transport/Communications8............................. 3,v100 3,350 3,650
Other (includes services) .................................. 14,220 15,230 15,770

Real Per Capita GDP (USD) ............................... 3,030 3,170 3,250
Labor Force (000s) ............................................... 4,844 5,095 5,200
Unemployment Rate (pct.) .................................. 4.9 4.6 5.6

Money and Prices: (annual percentage growth)
Money Supply (MIA) ........................................... 40.3 19.1 17.0
Interest Rate . ... . . . . . . . . . . . . . 8.1 9.2 9.2
Wholesale Inflation (12-month) ......................... .8.9 6.7 9.0
Consumer Price Inflation (12-month) 12.7 12.2 10.5
Average Exchange Rate: (pesos/USD)

Interbank Rate (actual). ................... 363 404 423
Mid-Point of Crawling Peg.....................390 430 460

Balance of Payments and Trade:
Total Exports (FOB) ..................... 9,986 9,202 10,700

Exports to U.S. (FOB)......... ............ 1,649 1,655 1,800
Total Imports (FOB)o.....................9,237 10,181 10,800
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Key Economic Indicators-Continued
(Millions ofU.13 dollars unless otherwise noted)

92 1993 1994

Imports from U.S. (CIF) .................................. 1,985 2,477 2,500
Aid from UIJ.B ... ........................ .. 4 4 4
Public Foreign Debt (yearend) ..................... 9,623 9,035 8,800
Public Foreign Debt Service4 ... . . . . . . . . . . . .. .. 1,400 1,300 1,400
Gold and Foreign Exch. Reserves ..................... 9,009 9,759 10,700
Trade Balance ............................ 749 -979 -100

Trade Balance with U.S........................... -336 -822 -700
1994 I figur ar estimates ased an data tugh Augst.

2R1eal GA.e in addition to inflation) annualized rate for 90-365 day loans
SPisca yur%, including all of PY-194. All grunts.
4Estimate. Includes non central govmennt debts (eag., Central Bank, public corporaUons) and private

debts with publi guarantees.

1. General Policy Framework
Chile's economic expansion is now Into its twelfth year. The most notable develop-

ments over the last several years have been the diversification of the export base
and the renewed ability of Chilean firms to obtain capital from international mar-
kets. Although copper remains the country's largest export earner and foreign In-
vestment pours into the mining sector, exports of fish, forestry products, and fresh
fruit are Important as well. Chile's credit rating is the highest in Latin America;
since Chile received an investment-grade rating in 1992, Chilean firms have ft-
nanced investment with foreign capital by borrowing, issuing bonds, and selling
stock abroad. Domestically financed-Investment is also significant and growing, and
many Chilean firms are expanding abroad.

The democratic governments of Patricio Aylwin (1990-1994) and Eduardo Frei
(1994-present) have emphasized the need to maintain macroeconomic stability and
the economy's export orientation. The government has generated fiscal surpluses in
each of the years 1990-1993, and it is projected to do so in 1994. In the last few
years, the government and the independent Central Bank have privatized some
firms and gradually loosened foreign exchange restrictions, although they remain
concerned about the potential effects on the exchange rate of rapid foreign currency
inflows. In 1994, new laws liberalized capital markets, fixed a framework for envi-
ronmental regulation, and made money laundering a crime. A bill pending in Con-
gress would allow banks to enter new businesses. Chile has ratified the Uruguay
Round agreements and became a founding member of the World Trade Organization
(WTO) on January 1, 1995.

The Central Bank's monetary policy targets real interest rates. It has resisted
calls to lower interest rates as growth rates fell in 1993 and 1994, emphasizing the
need to prevent long-term domestic spending growth from outpacing that of the
economy as a whole. The authorities have sought to maintain an exchange rate
which provides incentives to invest in export industries, although rapid capitalinflows since 1991 have complicated their task by contributing to peso appreciation.

Indicators for 1994 suggest that growth will be around four percent as a result
of decelerating domestic spending. Growth is being led by exports with domestic
trade and construction (which boomed in 1993) facngdifficulties.Ination will be
near the government's target range of 9-11 percent, while unemployment will aver.
age between five and six percent. Because of an unexpected increase in the price
of copper, the trade balance will be very close to even and the current account defi-
cit * be around 2.5 percent of GDP. For 1995 preliminary Central Bank projec-
tions envision growth of over five percent, inflation of nine percent, a slightly posi-
tive trade balance, and a current account deficit of three percent of GDP. Keeping
inflation on a downward path remains a high priority, but the authorities have cau.
tioned that the indexation of the economy makes rapid gains unlikely in the short-
term.
2. Exchange Rate Policy

The Central Bank pegs the peso to a basket composed of the US. dollar, the mark
and the yen (weighted 0 percent, 30 percent and 20 percent, respectively). The peg
is adjusted to reflect inflatin differentials between Chile and its maor trading part-
ners. Although the path for the crawling peg is determined a month in advance, the
individual cross rates are determined daily, depending on market rates for the dol-
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lar, mark and yen. The o.ffcal Interbank rate is allowed to move within a 20 per-
cent band around the crawungpe.

Exporters must remit imost (7 percent or all but $15 million, which ever is great
er) of their foreign currency earnings through the interbank market. The Central
Bank intervenes in the interbank market on different occasions to reduce short-term
fluctuations. A legal parallel market operates, with rates typically within one per-
cent of the interbank rate. The peso appreciated against the currencies of Chile's
trading partners by around 20 percent In real terms between 1991 and 1993. The
appreciation was in large part due to the strong capital inflows prompted by high
ChUean interest rates and the perception abroad of reduced country risk. In the first
half of 1994, the peso appreciated by another three percent as a result of the dollar's
weakness in international markets.
3. Structural Policies

Pricing Policies: The government rarely sets specific prices. Exceptions are urban
public transport and some public utility prices and port charges. State enterprises
purchase at the lowest possible price, regardless of the source of the material. U.S.
exports enter Chile and compete freely with other imports and Chilean products.
Import decisions are typically related to price competitiveness and product availabil-
ity. (Certain Agriculturil products are an exception. See section five.)

Tax Policies:-An 18 percent value-added tax (VAT) applies to all sales transactions
and accounts for 43 percent of total tax revenue. There is an 11 percent tariff on
most Imports. There are duty-free zones in Iquique and Punta Arenas and a limited
duty-free zone in Arica; less than three percent of Chilean imports pass through
these zones. Personal income tax rates will fall modestly in 1995; the top marginal
rate will fall from 48 to 45 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 institu-
tions. Tax evasion is not a serious*problem.

Regulatory Policies: Regulation of the Chilean economy is limited. The most heav-
ily regulated areas are utilities, the banking sector the securities markets, and pen-
sion funds. There are no government regulations tAat explicitly limit the market for
U.S. exports to Chile (although other government programs, like the price band sys.
tem for some agricultural commodities described below, displace U.S. exports). In re-
cent 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 adminis-
tered by a state-owned firm, although stevedoring services are typically provided by
the private sector.
4. Debt Management Policies

Chile's vigorous economic growth and careful debt management over the last dec-
ade have meant that foreign debt is no longer a major problem. The government
restructured 1991-94 foreign debt maturities at market interest rates with its credi-
tor banks in September 1990. As of mid-1994, Chile's public and private foreign debt
stock stood at $19.9 billion. In every year since 1987 public sector debt has declined
and private sector debt has risen, the latter a result of firms borrowing abroad to
finance investment. Public sector debt is now less than private sector debt, and in
the last few years the overall debt level as a percentage of GDP has remained rel-
atively stable at around 40 percent. (In 1985, the debt-to-GDP ratio was 125 per-
cent.)
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. Chile agreed in the
GATT Uruguay Round not to raise Its tariff rates above 25 percent (except for a
few agricultural products, for which the rate is 31 percent). The uniform Chilean
tariff rate is currently 11 percent. Chile has free trade agreements providing for
duty-free trade in most products by the late 1990s with Mexico, Venezuela, and Co-
lombia, and it was expected to complete another such agreement with Ecuador in
late 1994. In 1994, Chile also began negotiations on a trade-liberalizing agreement
with the Mercosur nations (Argentina, Brazil, Paraguay, and Uruguay). Tariffs also
are lower than 11 percent for certain products from member countries of the Latin
American Free Trade Association and products imported by diplomats and the Chil-
ean military. 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 imported products plus the
11 percent import duty. This compounding adds an effective two percent to the duty
charged on the imported good. Duties may be deferred for a period of seven years
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for capital goods imports purchased as inputs/for products to be exported. (See sec-
tion 2.)

Automobiles are subject to additional taxes based on value and engine size. The
engine tax applies to vehicles with engines of over 1,500 cc., while the value tax is
85 percent or the CIF value over a certain level (around $9,700 in 1994). These
taxes discourage sales of larger and more expensive vehicles, including most US.-
made automobiles. Despite these taxes, sales of U..-made vehicles are growing.

Another tax that has the effect of discouraging US. 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 Ucenses: According to legislation governing the Central Bank since 1990,
there are no legal restrictions on licensing. Import licenses are granted as a routine
procedure. Imports of used automobiles are prohbited.

Investment Barriers: Chile's foreign investment statute, Decree Law 600, sets a
standard of treatment of foreign investors in the same manner as Chilean investors.
Foreign investors using D.L. 6 sign a contract with the government's Foreign In-
vestment Committee guaranteeing the terms of their investments. These terms in.
clude the rights to repatriate profits immediately and capital after one year, to ex-
change currency at the oMcial interbank exchange rate, and to choose between ei-
ther national tax treatment or a guaranteed rate for the first ten years of an invest-
ment. Approval by the Foreign Investment Committee is routine. Since 1991, inves.
tore have been required to deposit some (currently 30 percent) of the capital ob-
tained 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, so profits of U.S. companies operating in Chile are taxed by both govern-
ments, although U.S. firms generally can claim credits for taxes paid in Chile.

Firms may invest without using D.L 600 or registering with the Foreign Invest.
ment Committee by bringing capital in through foreign exchange dealers or private
banks. Few firms use this means of investment, as it lacks the guarantees provided
by the contract with the Foreign Investment Committee.

There are some deviations, both positive and negative, from the nondiscrimination
standard. Foreign investors receive better than national treatment on taxation, as
they have the option of fixing the tax rate they will pay at 42 percent for ten years
or paying the prevailing domestic rate, which is at present lower. Unlike domestic
firms, foreign investors may also keep all of their export earnings abroad.

There are also examples of less than national treatment. In an emergency, D.L.
600 allows the Central Bank to restrict the access of foreign investors to domestic
borrowing in order to prevent distortion of local financial markets. The Central
Bank has never exercised this power.

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.
elusive 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.Full-foreign ownership of radio and television stations is allowed, but the prin-

cipal officers of the firm must be Chilean.
A freeze in force for the last decade on the issuance of new bank licenses means

that would-be foreign (or domestic) entrants must acquire existing banks.
The automobile and light truck industry is the subject of trade-related 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 above, which protect their Chilean
production. The manufacturers also receive tax benefits for the use of local inputs
and for exporting auto components. Despite these measures, imports make up
around 85 percent of the market.

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 Nontarifi' Barriers: The main trade remedies available to the Chilean
Government are surcharges, minimum customs values, countervailing duties, anti.
dumping duties, and import price bands. Chile's most significant nontariff barrier
is the import price band system for certain agricultural commodities, which cur-
rently applies to wheat, wheat flour, vegetable oils, and sugar. Surtaxes are levied
on imports of these commodities on top of the across-the-board 11 percent tariff in
order to bring import prices up to an average of international prices over previous
years.

The Chilean Government may apply country-specific duties on products that it de-
termines to have received subsidies from exporting countries and on products that
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it determines to have been dumped at below-market prices. As of late 1994, only
imports of certain textiles and garments from selected Asian countries and imports
of one industrial chemical are subject to these duties. Low world prices have led
Chile to establish minimum customs values for milk, spun cotton, and wheat flour.

Animal Health and Phytosanitary Requirements: Chile occasionally uses animalhealth and phytosanitary requirements in a nontraneparent manner that has the
effect of impeding imports. No public comment process or announcement of proposed
rule changes precedes the promul ation of these requirements..U.S. exporters have
expressed concern about apication 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 many
categories of products are not manufactured in Chile, purchasing decisions by most
state-owned companies are made among competing imports. Requests for public and
private bids are published in the local newspapers. Government officials have on oc-
casion urged some government agencies to buy Chilean coal on a preferential basis.
6. Export Subsidies

With minor exceptions, the Chilean Government does not provide exporters with
direct or indirect support such as preferential financing or export promotion funds.
The Chilean Government does, however, offer a few nonmarket incentives to export-
ers. For example, paperwork requirements are simplified for nontraditional export-
ers. Small nontraditional exporters also qualiWy for the government's simplified duty
drawback system. Through this mechanism, thie 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, quali/, g exporters can apply for the return of
all paid duties. The government also provdes exporters with qucker 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.

In order to encourage forestation of land that would be of marginal agricultural
use, the government subsidizes approximately 75 percent of planting costs as well
as certain 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 eligible
for the subsidy. The law which established the subsidy in 1974 (D.L. 701) expires
in March of 1995, and discussions are ongoing about its possible renewal or revision.
7. Protection of U.S. Intellectual Property

Chile's intellectual property regime is basically compatible with international
norms, and industry representatives have welcomed government enforcement ef-
forts. Continuing deficiencies in patent protection, however, have kept Chile on the
USTR Special 301 watch list since 1989. Efforts to enforce intellectual property
rights in Chilean courts have been successful. Chile does not have an explicit stat-
ute for protecting the design of semiconductors nor does it have comprehensive
trade secret protection. Chi e belongs to the World Intellectual Property Organiza-
tion. Contracts may set fees and royalties only as a percentage of sales, and pay-
ments for the use of trade secrets and proprietary processes are usually limited to
three percent.

Patents: The Industrial Property Law promulgated in September 1991 substan-
tially improved Chile's protection of industrial patents but it falls short of inter-
national standards. The law provides a patent term of 15 years from the date of
grant. (The term in the United States is 17 years.) The law also does not consider
plant and animal varieties or surgical methods to be patentable. Most importantly,
the law does not provide pipeline protection for pharmaceutical patents filed abroad
before the law's promulgation. Because of the lack of pipelineprotection 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 of
products introduced into the market for several more years. In addition, the reg-
istration procedures required by the health ministry to market new drugs are more
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onerous.for first-to-file firms, which tend to be foreign firms. Payments for the use
of patents may not exceed five percent of sales.

copyriIts: Piracy of video and audio tapes has been subject to criminal penalties
since'19A. Chilean authorities have taken aggrssive enforcement measures
against video, video game, audio and computer so)va w pirates in recent years, and
p= i acy hs declined in each of those areas. In the mid-1980s, the software piracy
rate was believed to be around 90 percent; it is currently estimated at around 70
percent..The decline is in part the result of a campaign by the industry, with the
cooperation of the courts and the government, to suppress the use of pirated soft.
ware. Improved access to authorized dealers and service has also helped to reduce
the rate of piracy. Industry sources say that penalties remain low relative to the
potential earnings from piracy and that stiffer penalties would help to deter poten-
tial pirates. In 1992, the Chilean Congress approved legislation that extended the
term of copyright protection from 30 years to 50 years. U.S. recording industry orle-
cials have said-that the copyright law grants producers less favorable treatment vis-
a-via authors than is the international norm.

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: Although it is dif-
ficult to accurately estimate damages, most observers believe that the U.S. pharma-
ceutical industry has suffered most from the infringement of its intellectual property
(in this case, patent) rights in Chile. US. software industry sources have estimated
that some $65 million worth of pirated software was used in 1993, although only
a fraction of this amount would go directly to U.S. exporters if piracy were elimi-
nated.
8. Worker Rights

a. The Right of Association.-Most workers have a right to join unions or to form
unions without prior authorization, and around 11 percent of the work force belongs
to unions. Government employee associations operate like unions in some ways, but
they do net have the same legal protection as unions. Legislation has been intro-
duced to give 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 trying to form unions.

b. The Right to Organize and Bargain Collectively.-The climate for collective bar-
gaining has improved, and the number of contract negotiations has grown steadily,
but only 17 percent of eligible workers had collective bargaining agreements as or
the end of 1992. The process for negotiating a formal labor contract is heavily rcgu-
lated, a vestige of the statist labor policies of the 1960's. However, the law permits
(and the Aylwin and Frei governments have encouraged) informal union-manage-
ment discussions to reach collective agreements outside the regulated bargaining
process. These agreements have the same force as formal contracts.

Temporary workers-defined in the labor code as agricultural, construction, and
port workers as well as entertainers-may form unions, but their right to collective
bargaining is restricted. Some 700,000 workers, including most agricultural work-
ers, are limited to informal negotiations.

c. Prohibition of Forced or ComulsoY Labor.-Forced or compulsory labor is pro.
hibited in the constitution and the labor code, and there is no evidence that it is
currently practiced.

d. Minimum Age for Employment of Children.--Child labor is regulated by law.
Children as young as 14 may legally be employed with permission of parents or
guardians and in restricted types of labor. Economic factors have forced many chil-
dren to seek employment in the informal economy, which is more difficult to regu.
late. A UNICEF study concluded that 107,000 minors (seven percent of their age
goup) held jobs, mostly in the countryside, and that many of them worked withpeir arents.

e. Acceptable Conditions of Work.-Minimum wages, hours of work, and occupa-
tional safety and health standards are regulated bi law. The legal workweek is 48
hours. The minimum wage, currently around $125 per month, is set by government,
management, and labor representatives, or by the government if the three groups
cannot reach agreement. Lower-paid workers also receive a family subsidy. Poverty
rates have declined dramatically in recent years, and real wages have risen, al-
though not as rapidly as the overall GDP has grown.
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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 to the 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.

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

rAlllions of"U. dollars]

Cateory Amount

Petroleum...................................................()
Total Manufacturing ......................................................... 229

Food & Kindred Products............ ................ 30
Chemicals and Allied Products........................119
Metals, Primary & Fabricated.........................-181
Machinery, except Electrical .......................... 1
Electric & Electronic Equipment....................... (1)
Transportation Equipment ......... .................. (1)
Other Manufacturing............................... 169

Wholesale Trade.................................... ............................ 204
Banking ................... ................................ 374
Finance and Insurance ._-o ....................................... 1,185
Services. ......... ......... . ...... ................................ (1)
Other Industries..... o ......................................... 628
TOTAL ALL INDUSTRIES ................................................. 2,869

Sop e to avoid dieiosing data of individual ompard.a
ourcU.S. Department of Commerce, Bureau of Economic Analysis.

COLOMBIA

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

1992 19931 19942

Income, Production and Employment:
Real GDP .............................................................. 23,626 24,872 26,115
Real GDP Growth (pct.) ....................................... 3.8 5.3 5.0
GDP (at current prices) ....................................... 45,358 49,396 54,443
By Sector:.

Agriculture ........................................................ 7,111 6,933 7,501
Energy/W ater .................................................... 1,210 1,580 1,741
Manufacturing .................................................. 8,814 9,127 9,941
Construction ..................................................... 2,577 2,985 3,342
Rents...............3,214 2,976 3,392
Financial Services ............................................ 5,195 5,799 6,386
Other Sectors ................... 17,238 19,996 22,140

Real Per Capita GDP (at current prices) ........... 1,307 1,431 1,562
Labor Force (000s) ............................................... 11,300 11,500 11,700
Unemployment Rate (pct.) .................................. 10.3 7.9 10.0

Money and Prices (annual percentage growth)
Money Supply (M2: an. pct. gwth.) ..................... 39.4 31.7 28.0
Base Interest Rate (pct.) ..................................... 37.2 35.8 38.0
Personal Savings Rate (pct.) ............................... 7.5 7.0 6.5
Retail Inflation (pct.) ........................................... 25.1 22.6 22.0
Wholesale Inflation (pct.) .................................... 17.9 13.2 18.0
Consumer Price Index ......................................... 268.1 325.7 397.7
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Key Economic Indicators-Continued
(Mifliom of U.8. dollam unless othrwise noted]

1992 19931 19942

Exchage Rate (USD/Peso)
Official 6................................ 811.8 917.3 988.0
Market Rate ...................................................... 738.0 802.7 865.0

Balance of Payments and Trade:
Total Exports (FOB) ........................ 6,909 7,111 8,333

Exports to US ................................................. a 2,466 2,641 3,833
Total Imports (CIF).. ............... .0......... 6,513 9,841 10,609

Imports from US............................................... 2,434 3,469 3,712
Aid from US ............................ 48.5 16 1
Aid from Other Countries ................................... N/A N/A N/A
External Public Debt ........................................... 13,601 13,206 12,600
Debt Service Payments (paid) ............................. 3,451 3,141 3,667
Gold and Foreign Exch. Reserves ....................... 7,728 7,932 8,381
Trade Balance ..................................................... 396 -2,730 -2,275

Trade Balance with US ................................... 32 -828 -879
N/A-Not available.'PreUminary.
S Datao14 arenestimates based o anla.t arts fom Colombian Government sources.8U.1 aid Is for fiscal years 1W02, 1993anI

1. General Policy Framework
The Administration of President Ernesto Samper took office in August 1994, fol-

lowing the four-year term of President Cesar Gaviria. The Gavinia Administration
was responsible for a profound economic liberalization program known as
"japertura." That program made great strides in opening the Colombian economy to
international trade and investment by reforming foreign exchange and tax legisla-
tion, the labor code and the foreign investment regime. In addition to slashing tar-
iffs from an average of 42 percent in 1990 to 12 percent In 1992 and eliminating
many nontariff barriers, apertura also led to great strides in the privatization o0
state enterprises such as ports and railroads. Although President Samper has said
he will take no backward step in the apertura process, he will try to reduce some
of the economic dislocations, especially in agriculture, caused by the rapid economic
policy changes. Colombia has ratified the Uruguay Round agreements and became
a founding member of the World Trade Organization (WTO) on January 1, 1995.

Concurrent with the economic reform program, the Colombian government has
continued its policy of gradually reducing inflation. Inflation, as measured by theCPI, was brought down to 22.6 percent in 1993; it was 32.4 percent in 1990. Govern-
ment economists forecast that the inflation rate will be between 21 and 22 percent
in 1994. The CPI has not dropped more quickly in recent years primarily because
of inflationary pressures stemming from the strong inflows of foreign capital, the
policy of indexing the wages of Colombian workers, and the desire of the govern-
ment to avoid the adverse impact on the economy a shock treatment would have.

In 1990 and 1991 the government resorted to restrictive monetary and fiscal poli-
cies to cope with inflation. In late 1991 monetary policy was directed at overcoming
the effect of large Inflows of foreign capital while maintaining the stability of the
peso. Monetarypolicy in the period between 1990 and 1992 was impacted by devel-
opments in the foreign exchange sector. The high domestic interest rates caused by
restrictive monetary policies boosted the expected yield from Colombian assets. The
large capital inflows that followed would have caused the money supply to increase,
complicating monetary policy, if the Central Bank had not taken action. That action
came in the form of a June 1991 decree mandating that foreign exchange receipts
would be redeemed for exchange certificates, denomirnated in US. dollars. Govern-
ment authorities also increased the tax on unilateral transfers of foreign exchange
to residents of Colombia from abroad to 10 percent in mid-1992.

The exchange certificate system war discontinued in January 1994. In March
1994 the Central Bank announced reguidt1s to limit internal and external credit
availability to private Colombians. The measures were aimed at reducing inflation-
a U notary policy in the Samper government will be aimed at the further gradual
reduction of Inflation while avoiding abrupt movements in the exchange rate of the
peso. The Samper administration is sympathetic to complaints by Colombian export-
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era that the strong.peso has adversely affected the price competitiveness of Colom-
bia's exports, especially nontraditional exports. Days after President Samper took of-
fice e: C•entral.bank amended regulations to discourage the public and private sec.
tors firm incurring more short-term debt in foreign currencies.

Colombia's. fscal policyover the lat four years has been designed to achieve four
principal objectives: (1) the establishment of a macroeconomic foundation for sus-
t•anable growth, (2) the direction of public resources to those sectors of the economy
which can best support the social development and competitiveness of the nation
(3) the restructuring of the budgetary system to increase constitutionally-mandated
transfers to states and municipalities, and (4) the decrease in reliance on import
tariffs as a source of revenue.
2. Exchange Rate Policy

In January 1994 the Central Bank moved to free market exchange rates for Co-
lombia's peso. Since that time the daily quotation is set by the Banking
Superintendency, and is based on quotations from certain commercial banks and fi-
nancial corporations.

Colombia's exchange rate policy underwent significant reforms following the intro-
duction of the aperture program in 1990. In 1991 Colombian residents were per-
mitted to hold foreign currency and maintain foreign bank accounts. Furthermore
the Central Bank relaxed the total control over the foreign exchange regime it had
exercised; the primary aim was the development of a foreign exchange system gov-
erned by market forces. Also, the crawling peg system, introduced in 1967, was re-
placed by a floating rate system under the controlof the Central Bank.

In September 1993 the foreign exchange system was further liberalized by the in-
troduction of streamlined administrative procedures and the reduction of the num-
ber of transactions that had to be done through commercial banks or other sanc-
tioned intermediaries. In January 1994 the Central Bank moved to the free market
exchange sstem in which the peso may move within a band 7.5 percent above or
below the daily quotation. The Central Bank may intervene by buying or selling its
instruments in oirder to keep the currency within the band. The strength of the peso
in recent years has improved price competitiveness of US. exports to Colombia and
has resulted in a significant shift in the-balance of bilateral trade.
3. Structural Policies

Taxes: Part of the aperture program consisted of the reform of Colombia's tax sys-
tem. Tax reform legislation passed in 1990 and 1992 reduced the dependence of the
central government on import tariffs as a source of revenue. As a result, import tar-
iffs fell from 42 percent in 1990 to 12 percent in 1992 while the VAT increased from
10 percent to 14 percent in the same period. The Colombian government imposes
a "war tax" on producers of crude oil and minerals, two sectors with heavy foreign
participation. Tax collection showed improvement in recent years because of better
enforcement and administrative changes (i.e., introduction of simpler forms and per-
mitting taxpayers to make payment at local bank branches).

Privatization: The Colombian government initiated an ambitious privatization
p lan begining in 1991. Since that time the nation's ports, its railroad system, cel.lular telephone service and domestic long-distance service, five banks, eight chemi-
cal firms, three shipbuilding companies, six agroindustry enterprises, a fishing com-
pany, and a retail gasoline chain, among others, have been sold to private owners.
In early 1994 a court decision made it mandatory that all shares of firms being
privatized thereafter must be offered first to the employees of those firms and tosuch institutions as pension funds, cooperatives, and unemployment funds.

Regulatory Policy: Performance requirements exist in the automotive assembly
sector in the form of local content requirements, as outlined in Decree 2642 of De-
cember 23, 1993. This decree requires the following local content: passenger vehicles
carrying up to 16 persons and cargo vehicles up to 10,000 pounds, 30 percent; all
other vehicles, 15 percent

Government Procurement: Government procurement is subject to the norms es-
tablished by Law 80 of October 1993. Certain articles contained in the legislation
have been problematic to potential foreign investors, including some U.S. companies.
Article 20 of Law 80 requires that foreign firms without an active local head.
quarters document that Colombian companies enjoy reciprocity in similar bids
under the foreign firms' countries' procurement legislation. The law suggests that
reciprocity be confirmed through bilateral or multilateral treaties or accords, or that
it be certified by an 'authorized' government entity. The American Embassy has
been in contact with the Colombian government to attempt to find a mutually satis-
factory resolution to these issues. However, no resolution had been reached as of
late December 1994.
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4. Debt Management

The Colombian Government continues to pursue ambitious structural economic re-
forms to stimulate real growth, strengthen its external sector, and enhance the
country's access to new sources of credit. The debt management strategy is aimed
at accessing new sources of credit in the external and domestic capital markets and
on improving the debt profile of the country generally. The government used the
proceeds of external bond sales in 1992, 1993 and the first nine months of 1994 to
prepay approximately $1.8 billion of debt. At the end of 1993 Colombia's long term
and medium term public and private debt was $17 billion, equivalent to 34 percent
of GDP.

The Samper administration has announced that it will conti,,ue the orthodox
management of Colombia's foreign debt pursued by the previous government. The
administration's main debt-related objectives include obtaining a better rating for
Colombian securities and increasing exposure with multilateral banks. The latter
objective is being sought to provide priority financing for social prog ...ms and infra.
structure improvements that are key elements of Samper's development program.

The government also intends to continue to reduce the burden of externa debt
service by keeping the growth of indebtedness below GDP growth. The government
will also continue to broaden its access to funds in money, markets in Europe
Japan, and the United States. In September 1994 the Colombian government placed
$175 million in five-year "Yankee Bonds" in the United States market (at 1.6 points
over Libor). That made $425 million placed in the United States during the first
nine months of 1994. Colombian financial authorities will continue to seek runds
under the most favorable terms in the world's largest markets.
5. Significant Barriers to U.S. Exports

Import Licenses: Colombia's prior import licensing requirement was formerly the
country's most onerous import restriction. In 1991 the government abolished nearly
all prior import requirements. Some 98 percent of tariffcategories can now be im-

or d freely, requirn only prior registration with the Colombian Trade Institute
(omex). The remaining two percent of product categories still subject to prior im-
port licensing include chemicals which could be used to manufacture cocaine, arms,
and munitions. Imports by government entities, donations, and nonreimbursable im-
ports also require prior licenses. The impact of import licensing requirements on
U.S. experts is minimal.

Banking and Securities: Law 9 and Resolution 49 of 1991 opened up Colombia's
financial sector to foreign investment. This legislation permits foreign investors to
own up to 100 percent of financial institutions. There were two wholly-owned U.S.
banking subsidiaries operating in Colombia in October 1994. A third is expected to
commence operations before the end of 1994. US. companies in the Colombian
banking and security sectors receive full national treatment.

Legal: The provision of legal services is limited to those licensed under Colombian
law. Foreign [aw firms are not permitted a commercial presence in Colombia.

Insurance: A commercial presence (i.e., a registered place of business, a branch
or an agent) is required in order to sell policies other than those for international
travel or reinsurance. Colombia permits 100 percent foreign ownership of subsidi-
aries, but the establishment of branch offices of foreign insurance companies is not
allowed.

Accounting and Auditing: Some restrictions exist because the firms which control
80 percent of the market are subsidiaries of multinationals. Providers of these serv-
ices must be licensed in Colombia. However, services offered by tax and administra-
tive consulting firms or individuals are not restricted.

Mining and Hydrocarbons: Petroleum and mining companies have expressed con-
cern about restrictions on the use of local versus expatriate personnel, especially
during the start up phase of a project. Colombian law requires that, unless an ex-
emption is $ranted, at least 80 percent of employees be Colombian nationals.

information Processing: Commercial presence is required to provide this service.
Advertising: At least 50 percent of programmed advertising must have local con-

tent. However, this applies only to public broadcast network programming.
Audiovisual Services: Public network programming limits foreign air time to 40

percent of the total.
Standards Labeling, and Marking Requirements: The Colombian Foreign Trade

Institute (INCOMEX) does not require specific technical standards for any, products.
However, specifications established by the Colombian Institute of Technical Stand-
ards (ICONTEC) apply to Colombian government imports made pursuant to inter-
national bids. The Colombian Import Code states a preference, but not a require-
ment, that imports be described in metric system terms.
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SpeL• ifc marks or labels are required only for pharmaceutical and food products.
Labels on food products must indicate the specfic name of the product ingredients
in order of content, the name and address of the manufacturer, and tle total con-
tents. No label or illustration may be inaccurate or misleading in any way. Pharma-
ceutical products must bear a label, in Spanish, stating "for sale under medical, den-
tal or veterinary prescription," the generic and brand names of the product, the net
weight or volume of the package, the weight or quantity of active Ingredients, the
product's license number, and the lotcontrol number. Products with limited shelf
life must indicate the product's expiration date.

Investment Barriers: Foreign direct investment policies in Colombia are guided by
two principles: (1) equality in the sense that foreign and national investors receive
the same legal and administrative treatment; and-(2) openness, meaning that few
restrictions will be imposed on the value of foreign direct investment or its destina-
tion.

Law 9 of 1991 Resolutions 51, 52, and 53 of the Council of Economic and Social
Policy (CONPEF) and Resolution 21 of the Board of Directors of the Central Bank
are the principal regulations which govern foreign direct investment. These resolu-
tions grant national treatment for/ioreign direct investors and permit 100 percent
foreign ownership in virtually all sectors of the Colombian economy. The few excep-
tions include ownership of real estate, activities related to the national security, and
the disposal of hazardous waste.

Investment Screeing:. Investment screening has been largely eliminated, and
those procedures still fn place are generally routine and non-iscrimInanry. Prior
approval by the National Planning Department for foreign direct investment is re-
quired only if the investor is providing a public service (energy, water, communica-
tions etc.), requesting coverage by international insurance or risk protection (i.e.,
OPId) or investing more than $100 million in activities related to mining, smelting,
refining, transportation, or distribution. The Ministry of Communications must up-
prove foreign direct investment in that sector and the Ministry of Mines and Energy
must approve all investment dealing with hydrocarbons. All foreign direct invest.
ment must be registered with the Central Bank's foreign exchange office within
three months of start up in order to obtain permission to repatriate earnings. Fi-
nally,.all foreign direct investment must obtain an operating license from the Super-
intendent of Companies and must be registered with the local Chamber of Com-
merce.

Customs Valuation: Establishing the value of imported merchandise, previously
performed only by customs officials, is now done in many cases directly by the im-
porter. The importer declares the value of the import and pays the corresponding
tariff and other taxes at a commercial bank. Customs clearance, which frequently
took months under the former system, can now be completed in a few hours.

Customs officers inspect merchandise on a random basis to verify that description
and classification conform to the importer's declaration. A program is also being im.
plemented for major customs brokers which provides them with a computer termi-
nal linked to the computer network operated by the Bureau of Customs. Brokers
with these terminals can complete most clearance procedures in their offices before
picking up the merchandise at the port of entry.
6. Export Subsidies Policies

The Colombian Government has sharply reduced export subsidies. At present
there are three types of export incentives: (1) indirect tax rebate certificates of 2.5
percent, 4 percent and 5 percent, (2) import duty exemptions on the import of cap-
ital goods and raw materials used to manufacture goods that are subsequently ex-
ported, and (3) export credits provided by the Colombian Bank of Foreign Trade.
The overall effect of these programs has diminished considerably following Colom-
bia's aession to the GATT Subsidies Code.
7. Protection of U.S. Intellectual Property

Colombia continues to improve protection of intellectual property rights through
Andean Pact Decisions. Colombia remained on the Special 301 Watch List in 1994
due to continuing concerns over deficiencies in the patent regime and copyright en-
forcement efforts. Enforcement concerns arise not only at the police level, but also
in the juridical system. Several private attorneys have commented on the lack of
respect for preservation of evidence and frequent instances of perjury. Colombia is
a member of the Convention establishing the World Intellectual Property Organiza.
tion.

Patents: Andean Pact Decision 313 of 1991 provides patent protection for most
products, including pharmaceuticals, biotechnology, and plant varieties. (Only phar.
maceuticals on the World Health Organization list of "essential medicines" are ex-
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cluded.) In 1993 the Andean pact adopted Decision 344, which represented a signifi-
cant improvement over previous standards used for the protection of industrial
property. For example it provided for a 20-year patent protection term beginning
with the filing date. JHowever, the decision still falls short of US. goals in several
respects, and is inconsistent with several provisions of the recently concluded agree-
ment on Trade Related Aspects of Intellectual Property (TRIPs) in the Uruguay
Round and the Paris Convention for the Protection of Industrial Property. For ex-
ample, the compulsory licensing authority is inconsistent with TRIPs and no pipe-
line protection exists. Colombia also adopted Andean Pact Decision 345, which pro-
vides protection to certain plant varieties.

Colombia has not joined the major international conventions on patent protection.
However, the government has stated its intention to sign the Paris Convention for
the Protection of Industrial Property the Patent Cooration Treaty and the UPOV
Convention. In April 1994, the UPdV determined that Colombia met the require-
ments for admission to the UPOV Convention, and authorized it to deposit accession
documents.

Copyrights: In 1994, Colombia adopted Andean Pact Decision 351, which har-
monizes, integrates and modernizes the laws of the five Andean countries. It also
expressly protects software. In general, however, Decision 351 does not significantly
alter copyriht protection in Colombia.

Colombia copyright law is based on Law 23 of 1982 and Law 44 of 1993, which
increase criminal penalties. Colombian law provides copyright protection for the lire
of the author plus 80 years. If the holder o the rihts to the work is a legal entity,
the term of protection drops to 30 years from the date of first publication. Computer
software was protected under Law 44. Colombian copyright law is unclear as to
whether it must honor foreign satellite signals.

Although Colombia has a modern coprght law, weak enforcement remains a se-
rious problem. Video cassette and satellite signal piracy continue to be widespread.
Amendments to the copyright law made in 1993h ave significantly increased pen-
alties for infringement. The police administrative agencies now can seize pirated
material and close an establishment, and either suspend or cancel the operating li-
cense of any establishment open to the public where copyright infringement has oc-
curred. Nevertheless, enforcement efforts have been sporadic.

Colombia belongs to the Berne (1987) and Universal (1976) Copyright Conven-
tions, the Buenos Aires and Washington Conventions, the Rome Convention on
Copyrights (1976) and the Geneva convention for Phonograms (1994). It is not a
member of the Brussels Convention on Satellite Signals.

Trademarks: Colombia's trademark protection requires registration and use of a
trademark in Colombia. Trademark registrations have a ten-year duration and may
be renewed for successive ten-year periods. Priority rights are granted to the first
application for trademark in another Andean Pact country or in any country which
grants reciprocal rights. Trademark owners do not have a cause of action against
importation of products from other Andean Pact countries that bear their trade-
marks without authorization, though certain labeling requirements concerning coun-
try-of-origin apply. Colombia is a member of the Interamerican Convention for
Trademark and Commercial Protection. Enforcement of trademark legislation in Co-
lombia is weak.

Trade Secrets: Andean Pact Decision 344 protects industrial secrets. Protected
property includes that which is secret (not generally known or easily accessible to
those who usually handle such information) or has an effective commercial value or
a potential commercial value as a secret, when the person possessing the secret hastaken reasonable steps to ensure secrecy.

Semiconductors: Semiconductor design layouts are not protected under Colombian
law. However, the Colombian Copyright Office has expressed its willingness to dis-
cuss the issue.
8. Worker Rights

a. The Right of Association.-The right of workers to organize unions, engage in
collective bargaining and strike is recognized by the Constitution and the law. The
Colombian labor code was completely revised in December 1990 by Law 50, which
authorizes automatic legal recognition of unions which have obtained internally 25
signatures from a work place. It also strengthens penalties for interfering with
workers' freedom of association. The new L-ibor Law also authorizes the independ-
ence of labor organizations in determining internal rules and electing officers. Inad.
dition, the law forbids the dissolution of trade unions by administrative decree. Co-
lombian workers are organized into 2,265 unions, 101 federations and three confed-
erations. Unions may establish international affiliations without governmental re-
strictions. The Constitution extends the right to strike to nonessential public em-
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plyees, but the definition of "essential" has yet to be determined by law. Before car-
rying out a legal strike, unions must negotiate directly with management and, in
the absence of an ement, engage in conciliation procedures. By law, public em-
ployees must go t binding arbitration if conciliaton talks fail. In practice, public
service unions decide by membership vote whether or not to seek arbitration.

b. The Rght to Orgaize and Bag~ain CoUectively.-Colombian unions have been
moderately successful in organizing larger firms and public services, but their mem-
bers comprise less than eight percent of Colombia's economically active population.
Weak umon organizations have limited workers' bargaining power in the private
sector. Antiunion discrimination or the obstruction of union association is illegal and
is enforced by administrative labor inspections. The use of strikebreakers is prohib-
ited by the labor code. Colombian labor law is applied in the country's free trade
zones (FTZs). There is no restriction against union organization or collective bar-
gaining agreements in the FTZs.

c. Forced or Compulsory Labor.-Forced or compulsory labor is prohibited by the
Constitution, which specifically forbids slavery or any treatment of human beings
in servitude. This prohibition is respected in practice.

d. Minimum Employment Age.-:The Constitution prohibits the employment of
youngsters in most jobs under the age of 14. The labor code prohibits those under
age 18 from receiving government work permits. While this provision is generally
respected by larger private companies the extensive informal economy as well as
specific areas such as cut flowers, coal mining, and leather tanning are effectively
outside governmental control.

e. Acceptable Conditions of Work.-The Colombian Government annually sets a
national minimum wage which serves as an important benchmark for wage negotia-
tions. However, an estimated one-quarter of the labor force, mainly in the informal
sector, earns less than the minimum wage. The labor code also establishes a stand-
ard work day of eight hours and a forty-eight hour work week. Enforcement of these
laws is the responsibility of the Ministry of Labor and the court system.

f. Rights in Sectors with U.S. Investment.-All foreign investors are subject to Co-
lombian laws protecting worker rights. U.S. investment is found principally in the
petroleum, coal mining, chemicals, and manufacturing industries. Worker rights
conditions in those sectors in practice are superior to those prevailing elsewhere in
the economy 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 maintenance of occupational health and safety
standards well above the national average.

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

[Millions of U.S. dollars

Category Amount

Petroleum ................................................................................. 758
Total M anufacturing ............................................................... 769

Food & Kindred Products ................................................... 220
Chemicals and Allied Products ........................................... 284
Metals, Primary & Fabricated ............................................ 34
Machinery, except Electrical ............................................ 0
Electric & Electronic Equipment ....................................... 26
Transportation Equipment ............................................... 1
Other M anufacturing .......................................................... 204

Wholesale Trade ...................................................................... 117
Banking .................................................................................... (1)
Finance/Insurance/Real Estate .............................................. 335
Services .................................................................................... 13
Other Industries ................................................................. (1)
TOTAL ALL INDUSTRIES .................................................... 2,542

1 Suppressed to avoid diaclosing data of individual companies.
Soure U.S. Department of Commerce, Bureau of Economic Analysis.
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COSTA RICA
Key Economic Indicators

(CMulon of U.& dollaM unleMs otherwise noted)

199 199 1994

Income, Production and Employment:
Real GDP (in current USD) .........
Growth Rate (pet.) (1966 colones)................
By Sector.

Agriculture .................................................
Industry .............................................................
Electricity/Water......... ...........
Construction.............................
Commerce .....•...................................................
Transportation/Communications ....................
Financial/Insurance................
General Government.......................
Other Personal Services.....................

Real GDP Per Capita
1966 Colones............................
Current U.S. Dollars ..................................

Labor Force (0OOs).........................
Unemployment (pct.) ..........................

Money and Prices:
Money Supply (Ml, daily avg.) (millions cur-

rent col.) ...... ................................................
Interest Rate (lending pet.) ..........................
Interest Rate (deposit pct.)....................
Gross Domestic Investment (pct. of GDP) .........
Consumer Price Index (pct. change Dec to Dec)
Colon to USD Rate (avg. balance of payments).
Colon to USD Exchange Rate (December, par-

allel market) ..............................................
Balance of Payments and Trade:

Total Exports (FOB)...........................
Exports to US. (FOB)......................

Total Imports (CIF)..........................
Imports from U.S. (CIF).....................

Assistance from U.S.............................................
Assistance from Other Countries................
Foreign Public Debt.........................
Annual Debt Service Paid .........................
Gold Reserves .................................................
Net International Reserves....................

IMF Methodology................................
Current Account Balance.....................

6,737.3 7,563.1 8,325.1
7.7 6.1 4.7

3.9
10.3

6
2.6

12.5
14.0
10.8
1.0
4.2

4,302
2,292
1,087

4.1

90,390
28
20

23.4
17

134.3

138

1,814.3
789.8

2,455.8
1,148.5

1 17.4
N/A

3,263.8
496.6

9
1,096.0

354.0
-357

2.2
6.5

7
4.7
8.2

11.3
12.4
2.0
4.5

4,464
2,317
1,109

4.1

107,022
37
25

25.9
9

142.4

152

2,044.6
850.0

2,900.7
1,300.0

20.5
N/A

3,158.4
481.6

9
1,076.7

457.5
-470

0.0
5.5

6
7.5
4.0
8.7

10.7
2.5
5.5

4,590
2,543
1,131

4.1

126,714
38
27

26.0
19

155.0

168

2,300.0
915.0

3,400.0
1,470.0

3.317
.N/A

3,192.8
181.5

13
900.0
277.5
-600

I bndudsd ESP obilited but ...w.disbursed.
Sour Central Bank of Costa Rica, for table and tut.

1. General Policy Famework
The Government of Costa Rica continues trade and economic policies in favor of

open markets international competition and freer trade. These policies are sup.
ported through active IMF and World Bank rograms. Significant setbacks to this
general policy have resulted from European Community restrictions on banana ex.
ports, domestic pressure to restrict foreign competition, constitutional protection of
state-owned monopoly enterprises, disagreements with major trade partners within
the GA7T framework, and domestic political pressures resultin from uneven eco-
nomic growth. Many reforms are lacking permanent legal backing or are still too
new to gauge their efficacy, and some recent reforms have become political issues.
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The reforms have contributed to an improving economy. The economy of Costa
Rica showed significant growth during 1993, but-slightly less than in 1992. Gross
Domestic Product (GDP) Increased 6.1 percent in 1993 (7.7 percent growth in 1992).
Financial intermediation continued to be the fastest growing activity In Costa Rica,
growing 12.4 percent in 1993, followed by communications, transportation and stor-
age which grew 11.3 percent in 1993, and electricity and water which grew 7.0 per-
cent in 1993, largely the consequence of price increases in state-supplied services.
Industry grew 6.6 percent, and agriculture 2.2 percent, in 1993. Commerce, res-
taurants and hotels grew 8.2 percent in 1993. The general price level, as measured
by the Consumer Price Index (CPI), increased 9 percent in 1993, a significant im-
provement after an increase of 17 percent in 1992. However, the CPI had increased
10.5 percent by the end of August 1994, and is expected to be close to 20 percent
by the end of 1994. 1993's lower p rice levels were the result of tight money controls
by the Central Bank and continuing decreases in tariff rates. These reduced tariffsalso caused record-breaking increases in imports of cheaper goods. While increased
taxation and public sector revenue reduced disposable income in 1992 and 1993, the
relative stability of the exchange rate, plus the gradual reduction of tariffs, contrib-
uted to a record 40 percent increase in imports from the United States in 1993.

The Central Government's fiscal deficit reached USD 145.7 million in 1993, vs.
USD 129.8 in 1992 and USD 173.9 million In 1991. Despite the increase in nominal
terms, the Central Government deficit in 1993 remained equivalent to 1.9 percent
of GDP, the same share as in 1992, and much lower than the 3.1 percent of GDP
share in 1991. According to Central Bank data, the consolidated Public Sector fiscal
deficit totalled USD 66.5 million in 1993, equivalent to 0.9 percent of GDP, an im-
provement over 1992 when the deficit was 1.1 percent of GDP. While tax income
increased 15.8 percent in 1993, government bond sales (USD 686.2 million in 1993)
increased 92.2 percent, becoming a critical source of financing. Monetary measures
taken by the Central Bank in the second half of 1993 and rising interest and ex-
change rates made the cost of borrowing higher for the GOCR. On the revenue side,
decreased tariff revenues (caused by lower tariff rates) and reduced export tax reve-
nues (due in large part to low world coffee prices) resulted in lower tax revenues.

In 1993 the Central Bank continued to use a range of tools to control the growth
of the money supply, including open market operations, restriction of public sector
credit, and increases in the reserve requirements to commercial banks. Starting Au-
gust 1, 1993, the Central Bank raised by 2 percent per month the reserve require-
ment for local currency demand deposits. By the end of 1993, the rate was 36 per-
cent. The reserve requirement for time deposits in local currency (less than 180
days) increased from14 percent at the end of 1992, to 17 percent at year-end 1993.
Reserve requirements for foreign currency deposits were made equal to those ap-
plied to deposits in local currency. This measure consisted of a 13 percentage points
increase in reserve requirements for dollar deposits of less than 30 days, and 5 pr-
centage points for dollar deposits of more than 30 days but less than 180 days. The
rate of interest paid by the Central Bank for its bonds was increased gradually by
18 percentage points from June to September 1993, in an effort to capture excess
liquidity. On October 31, 1994, the Central Bank announced forthcoming increased
reserve requirements for on-sight deposits from 36 percent to 43 percent, and from
17 percent to 30 percent for tune deposit less than 6 months, effective at the end
of November 1994. The reasons given for the increases were the need to capture ex-
cess liquidity and for the Central Bank to cover some of the losses resulting from
the closing of Banco Anglo. Also for reasons of excess liquidity, limits were put by
the Central Bank on amounts that could be used by public institutions from dona-
tions previously made by USAID and deposited in the form of bonds with the
Central Bank.
2. Exchange Rate Policy

The exchange rate policy in 1993 continued practices set in March 1992 by the
Central Bank, aimed at primarily allowing the market to determine the exchange
rate. The single exchange rate is set indirectly every morning by the Central Bank
through its sade or purchase of foreign currency. Exporters are allowed to keep 60

percent of incoming dollars, but must sell the remaining 40 percent 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. Commercial banks are free to
negotiate foreign exchange prices. However, the difference between the sell and buy
rates cannot exceed 1 percent, and from that limited spread, 0.39 colon per dollar
is a tax, and 0.68 colon is a fee paid to the Central Bank. Commercial banks must
liquidate their foreign exchange positions daily.
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This exchange policy resulted in an essentially unchanged exchange rate during
1993, as freely traded dollars from tourism and capital investment continued to now
into Costa Rica. The free and sufficient supply o foreign currency continued to be
the most significant factor in increasing imports during 1993, particularly from the
United States, aided by the relative devaluation of the US. dollar vs. other major
currencies. Between June and August of 1993 high demand for dollars forced the
Central Bank to depreciate the exchange rate. Ay t e end of 1993, the exchange rate
had depreciated 9 percent with respect to the end of 1992, resulting In an increase
of 13.52 colones per dollar.
3. Structural Policies

While consumer protection laws in Costa Rica fix prices, regulate profit margins,
and prohibit price speculation, most price controls and all margin controls are cur-
rently suspended bj executive decree. Pending legislation would remove most price
and all profit margin controls, impose antitrust rules and protect consumers against
product misrepresentation and price fixing. This change in pricing laws is a require-
ment for the World Bank's Third Structural Adjustment Loan (SAL HT), which was
signed by the Government of Costa Rica in 1993, but which has not been ratified
by the Legislative Assembly.

Other laws and regulations affecting U.S. exports to Costa Rica include the exclu-
sive use of metric units, detailed labeling requirements, including the required use
of Spanish, and strength requirements for car bumpers. Phytosanitary and
zoosanitary restrictions on the import of fresh produce, as well as import permit re-
quirements for many agricultural products limit or act as a de facto ban on U.S.
exports of these products. Pharmaceuticals, veterinary drugs and chemicals includ.
ing chemicals that are component parts must be registered and approved by the
Ministry of Health before the chemicals or finished products can be imported.
Chemicals and pesticides exported to Costa Rica must be legally available in the ex.
porting 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
US. 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 a le-
gally responsible representative in Costa Rica in order to sell goods or services in
Costa Rica.
4. Debt Management Policies

Costa Rica had a net foreign reserve decrease of USD 19.3 million during 1993.
This was the result of a record USD 856.1 million deficit in the trade balance, re.
suiting from an 18.1 percent increase in imports and a 12.7 percent increase in ex.
ports.lhe trade deficit was offset by net foreign investments of USD 275.0 million
(USD 222.0 million in 1992) and services and transfers mostly due to tourism of
USD 486.1 million in 1993 (USD 384.5 million in 1992). Costa Rica imported USD
1,300 million from the United States in 1993, a 13.2 percent increase from 1992.
In 1993 Costa Rica exported USD 850 million to the United States, resulting in a
trade surplus for the United States of USD 450 million. While the pending (since
1992) SAL Ifi funds, for USD 350 million, are a potential source of foreign ex-
change, it is unlikely to be disbursed in the near future, if at all, due to the unwill-
ingness of the Legislative Assembly to approve loans and pass quickly the laws that
are conditions for its disbursement. Consequently, Costa Rica will continue to expe-
rience pressure on its balance of payments, especially its trade account, and will
need to attract more foreign investment and tourism, in order to avoid an eventual
foreign exchange shortage.

Costa Rica paid USD 481.6 million in 1993 (USD 497 million in 1992) to service
its official foreign debt, equivalent to 24 percent of exports. The debt is now USD
3 158.4 million-(Dec. 31, 1993), equivalent to 42 percent of GDP. During 1993, the
government of Costa Rica managed to renegotiate USD 56.7 million of bilateral
debts with the members of the Paris Club. Debt service payments decreased 3 per.
cent in 1993, after an increase of 42.9 percent in 1992 when a concerted effort to
reduce the country's debt was made in order to qualify for an eventual partial debt
forgiveness by the United States. Servicing the very large internal debt continues
to be a more serious immediate problem. Almost a third of the government's budget
is spent in servicing its domestic debt, more than the amount spent in paying public
employees, leaving precious little for making capital improvements and for import.
ing U.S. goods and services. The Central Bank's anti-inflation policy of keeping in-
terest rates high keeps debt service costs extremely high for the Finance Ministry.
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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 facto bans on U.S. exports. That the requirements can be met
is evidenced by US. exports of wheat, which is not produced in Costa Rica, and is
almost exclusively imported from the U.S. However, it is expected that on November
24, 1994, in compliance with GAIT requirements, import permits will be replaced
by tariffs. Solvents and precursor chemicals are carefully regulated to prevent illegal
use. Surgical and dental instruments and machinery can be sold only to licensed im-
porters and health professionals. All food products, medicines, toxic substances
chemicals, insecticides, pesticides and agricultural inputs must be registered and
certified by the Ministry of Health prior to any sale.

The Central Bank no longer licenses imports. All imports and exports are reg-istered for statistical purposes only. Foreign companies and persons may legally own
equity in Costa Rican companies, including r•aestate. However, several activities
are reserved to the state, including public utilities, insurance, bank demand depos-
its, the production and distribution of electricity, hydrocarbon and radioactive min-
erals extraction and refining, and the operation of ports and airports. (Note: Elec-
tricity can be produced, in plants up to 90KVA capacity, by private entities for sale
to the state electricity grid, and legislation is under dicussion to increase the per.
centage of foreign ownership allowed). However, recognizing the impossibility of
public financing of large scale infrastructure projects, the leglature recently passed
a law, which, once its implementing regulations are approved, would allow private
construction and operation of public projects on a concession basis. Such facilities
would revert to the state after an agreed upon period.

Many service 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, and examination and apprenticeship requirements
that can only be met by long-time residents of Costa Rica. Investment in such pri-
vate sector activities as customs brokerage firms is limited to Costa Rican citizens.
In October 1994 the law limiting ownership of newspapers and radio and TV sta-
tions to Costa Rican citizens was repealed by the Constitutional Court. The law.
which had been enacted in 1974 to prevent fugitive American financier Robert Vesco
from owning a newspaper, was deemed discriminatory and therefore unconstitu-
tional by the Constitutional Court of Costa Rica.

While the Government encourages the development of nontraditional exports and
tourism, and may provide incentives for US. investment, it does not restrict foreign
equity 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-
ment exists 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
Contraloria (General Accounting Office). Public bidding is complicated and foreign
bidders are frequently disqualified 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-
era, including U.S. companies, suffer from defective customs procedures, poor ad-
ministration, theft graft and inadequate facilities. The Government of Costa Rica,
with USAID and UK. Customs Service assistance, is implementing a profound re-
form of the system to automate and streamline to lessen the possibility of corruption
and improve efficiency. This project is expected to be completed by December 1995.
In addition, the Government of Costa Rica, again with USAID financial assistance,
is setting up a one-stop window to speed up the pre-import permit process.

The government's expropriation policy is a disincentive to US. investment in
Costa Rica. The government has expropriated large amounts of land for national
parks, biologic and indigenous reserves, and squatters and in a number of cases has
yet to provide adequate compensation. Some unpaid US. expropriation claims date
back over 25 years. While it is theoretically possible to obtain compensation through
the court system, the time, cost and frustration of litigating against the government
greatly diminish the value of such efforts. The government has made some efforts
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to resolve expropriation cases. However, several US. citizens with long-standing
claims have not yet receivedrprompt, adequate or effective compensation. The Uf.
government, through extraordinary means, has been able to encourage progress in
some individual cases. In theory, claimants also have had recourse to international
arbitration through the International Center for the Settlement of Investment Dis-
putes since early 1993 although the Government of Costa Rica has thus far not sub.
mitted any case to ISID. Local arbitration has been employed since 1991. Land-
owners in Costa Rica also run the risk of losing their property to squatters, who
are often organized and increasingly violent. Costa Rican land tenure laws favor
squatters, and police protection 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-
sidies p roved ostly and violated the requirements for Costa Rica's GATT member-
ship. However, existing export contracts call for the issuance of CATS until 1996.
Costa Rica is a member of GATF but not the GATT subsidies code. There are nodiscriminatory import policies. However under the terms of the Central American
Common Market Treaty of 1960, industrial products produced in any of the five
countries enter duty-free into the other member countries.

Costa Rica did not sign the services agreement or the subsidies code under GAIT.
Costa Rica has ratified the Uruguay Round agreements and became a founding
member of the World Trade Organization (WTO) on January 1, 1995.

Export companies wishing to locate In duty free production zones can benefit from
exemption from import duties on raw materials and products, from all export, sales
and consumer taxes, from taxes on remittance abroad, and from taxes on profits for
a period of six years from the beginning of the operations, and a 50 percent exemp-
tion for the following four years.
7. The Protection of U.S. Intellectual Property

Costa Rica is a signatory to most major intellectual property rights (IPR) conven-
tions and agreements, and is a member of the World Intellectual Property Rights
Organization. However, significant weaknesses exist in the country's IPR system,
particularly in enforcement and in patent protection. Pending legislation would rat-
ify the Paris Convention on Industrial Property and create a Trade Secrets law.
However, prospects for passage of such legislation in 1994 are problematic. The
Uruguay Round TRIPS agreement should improve the Costa Rican IPR regime.

Copyrights: Costa Rica is a signatory to the following copyright conventions: Title
17 USC (October 19, 1899 and April 9, 1910); Mexico City Convention on Literary
and Artistic copyights (1902); Rio de Janeiro Convention on Patents, Industrial l)e-
signs, Trademarks and Literary and Artistic Property (1906); Buenos Aires Conven-
tion on Literary and Artistic Copyrights (1910), and as revised at Havana (1928);
Inter-American Convention on the Rights of the Author (1946); Universal Copyright
Convention (Paris 1971); Rome Convention for the Protection of Performers, Produc.
ers of Phonograms and Broadcasting Organizations (1961); Berne Convention for the
Protection of Literary and Artistic Works (Paris Act 1971); Convention for the Pro-
tection of Producers of Phonograms (Geneva 1971); and Central American Conven-
tion (1982).

Costa Rica's copyright laws are generally adequate. The major problem for copy-
right holders is enforcement. On May 10, 1994, the copyright law (No. 6683 of 1
October 1982), was modified to extend protection to all forms of intellectual cre-
ations, including music scores, paintings, software programs, books, etc. The modi-
fications also increase protection by directing the police to prevent non-authorized
presentations of protected works. On May 24, 1994, the Government of Costa Rica
issued regulations to Law No. 6683 that provide better protection and mandate po-
lice participation. The cable television industry now operates almost entirely under
quitclaim agreements with foreign producers. However, a number of hotels are
pirating transmission signals. Pirate videocassettes are widely available. According
to industry sources and their legal representatives no authorized distributor of vid-
eocassettes is currently operating in Costa Rica. Whe new copyright law has been
challenged before the Constitutional Court by video operators. The Court has not
yet decided whether it will hear the challenge.

Patents: Costa Rica is a signatory to the following patent conventions: Convention
of Paris (1883); and Rio de Janeiro Convention on Patents, Industrial Design, Trade-
marks and Literary and Artistic Property (1906).
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Costa Rican patent laws are deficient in several key areas. The patent protection
term is far too short. Patents are granted for non-extendable 12 year terms. In the
case of products deemed "in there blic interest,* patents are granted only for one
year. This exception applies to all pharmaceuticals, items with therapeutic applica.
tions, chemical and agricultural fertilizers, agrochemicals and all beverage and food
products.

No patent protection is available for plant or animal varieties, any biological or
microbiological process or products, although the government is working on a legis-
lative proposal Chat would protect such products. Costa R ica also has broad compul-
sory licensing requirements that force patent owners to license inventions that are
not produced locally. The limited patent protection available cannot be enforced
until local production has begun. Costa Rican law also provides for compulsory de-
pendent patent licensing andfor expropriation of patents.

Trademarks: Costa Rica is a signatory to the following trademark conventions:
Paris Convention (1883); Rio de JaneiroConvention on Patents, Industrial Designs,
Trademarks and Literary and Artistic Property (1906); and Central American Trea-
ty on Industrial Property (1970).

Trademarks, service marks, trade names and slogans can be registered in Costa
Rica. 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 Costa Rica. Litigation to re-
move such speculative registrations can be lengthy 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
penalities for divulging trade secrets. The burden of enforcement is on the affected
party.
8. Worker Rights

a. The Right of Association.-Workers are nominally free to join unions of their
choosing without prior authorization, although barriers exist in practice. Unions are
independent of government control and are generally free to form federations and
confederations, and to affiliate internationally. Various trade union organizations
contend that trade unionism's right of association has been hurt by Costa Rica's"solidarismo" (solidarity) movement. This movement espouses cooperation between
employers and workers, offering such services as credit unions and savings plans
in return for their renunciation of the right to strike and bargain collectively. How-
ever, in practice, solidarity associations have been accused of acting as collective
bargaining agents. In 1993, the Government of Costa Rica approved a package of
reforms that, in part, addressed the International Labor Organization's (ILO) con-
cerns about the effect of solidarity organizations on workers' right to association.
Prominent among these reforms was a provision explicitly prohibiting solidarity as-
sociations from participating in collective bargaining or drect agreements affecting
labor conditions. In June 1994, the ILO's Committee of Experts ruled that, with the
1993 changes to the Labor Code and the promise of further reforms made by the
Government of Costa Rica, progress has been made in assuring worker rights.

Costa Rican law restricts the right of public sector workers to strike, but two arti-
cles of the Penal Code that mandated tough punishment for striking government
workers were repealed in 1993. There are no restrictions on the rights of private
workers to strike, but the Labor Code contains clauses that employers have used
to fire employees who try to organize or strike. Very few private sector workers are
union members.

b. The Right to Organize and Bargain Collectivey.-The right to organize is pro-
tected by the Constitution. Specific provisions of the 1993 Labor Code reforms pro-
vide protection from dismiss for union organizers and members during the period
of union formation. Previously, employers used a clause in the Labor Code, permit.
ting employees to be discharged "at the will of the employer' provided the employee
received severance benefits. The payment of severance benefits to dismissed workers
has often been circumvented in practice. Public sector workers cannot engage in col.
lective bargaining because the Public Administration Act of 1978 makes labor laws
inapplicablein relations between the Government and its employees. Collective bar.
gaining is allowed in the private sector but, due to the dearth of unions, is not a
widespread practice.

c. Prohibition of Forced or Compulsory Labor.-The Constitution prohibits forced
or compulsory labor, and there are no known instances of either.
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d. Minimum Age of Employment ofChildren.-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. A child
welfare agency, in cooperation with the Labor Ministry, is responsible for enforce-
ment. Enforcement in the formarsector is reasonably effective. Nonetheless, child
labor appears to be an integral part of the large informal economy, although data
on this is lacing.

e. Acceptable Conditions of Work.-The Constitution provides the right to a mini-
mum wage. A National Wage Board sets minimum wage and salary levels for all
sectors. The monthly minimum wage ranges from USD 115 for domestic servants
to USD 557 for certain professional. Public sector negotiations normally follow the
settlement of private sector negotiations. In addition, the Constitution sets the
workday hours, remuneration for overtime, days of rest, and annual vacation rights.
Maximum work hours are eight duringthe day and six at night, up to weekly totals
of 48 and 36 hours, respectively. Ten- our days are permitted for work not consid-
ered unhealthful or dangerous, but weekly totals may not exceed 48 hours. Non.
agricultural workers receive an overtime premium of 50 percent of regular wages
for work in excess of the daily work shift. Agricultural workers are not paid over-
time, however, if they work beyond their normal hours voluntarily. A 1967 law gov-
erns health and safety at the workplace, but there are too few labor inspectors, es-
pecially outside of the San Jose metropolitan area, to ensure that minimum condi-
tions of safety and sanitation are maintained.

f. Rights in Sectors with U.S. Investment.--Generally, in industries with signifi-
cant US. investment (primarily food and related products and other manufactur-
ing), respect for worker rights is good. This holds for those plants and operations
under ITS. management and capital and does not necessarily hold for the industry
as a whole. Outside of these US. companies, working conditions and respect for
worker rights vary enormously, often to the detriment of workers seeking to orga-
nize trade unions.

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

[Millions of U.S. dollars]

Category Amount

Petroleum............ ....................................... 2
Total M anufacturing ............................................................... 339

Food & Kindred Products ................................................... 134
Chemicals and Allied Products ........................................... 97
Metals, Primary & Fabricated ............................................ 21
Machinery, except Electrical ............................................ 0
Electric & Electronic Equipment ....................................... 35
Transportation Equipment ................................................ . 0
Other M anufacturing ......................................................... .53

Wholesale Trade ...................................................................... 67
Banking .................................................................................... 0
Fin ance/Insu rance/Real Estate ............................................. 0

Services ............................................................................ . 6
Other Industries ...................................................................... -30
TOTAL ALL INDUSTRIES .................................................... 385

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

DOMINICAN REPUBLIC

Key Economic Indicators
(Millions of' U. dollars unlon otherwise noted)

1992 19 19941

Income, Production and Employment:
Real GDP (1970 prices)....................... 4,104.9 4,228.7 4,333.75
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Key eonomio Indicators--Continued
[IM60. .o US. ddlhu u e uin ybww 11 mdl 6

Real GDP Growth (pct) .. 7A 3.0 2.5
GDP (current pris))=...s 7,828 8,689 9,172
By Sector.

Agrlatuu. 4..... ."."....4*..................... 1j174 1,804 1,376
Energy/Water........ ........... 157 174 183
Manufacturing ................................................ 1,252 1,390 1,467
Construction ..................................................... 648 608 642
New Housing Investment ............................... 548 608 642
Financial Services ............................................ 470 521 550
Other Services .................................................. 783 869 917
Government/Health/Education ........................ 783 869 917
Others ................................................................ 2,113 2,346 2,476

Net Exports of Goods & Services ........................ -824.0 -749.5 N/A
Real Per Capita GDP (1985 prices in DR

pesos)$'............................................................... 2,202 2,209 2,211
Labor Force (000)8 ............................................. 3,240 3,370 N/A
Unemployment Rate (pct.)4 ............. .. .. . . .. . . . .. .. . . ..  30 30 30

Money and Prices (annual percentage growth):
Money Supply (M2) .............................................. 32 28 8
Base Interest Rate68 ...................... . . .. . .. . .. . . .. . . .. . . .. .  30 29 27
Personal Saving Rate .......................................... N/A N/A N/A
Retail Inflation ..................................................... 7 8 12
Wholesale Inflation .............................................. N/A N/A N/A
Consumer Price Index,$.................. .. . . .. . .. . . .. . . .. . . ..  779 800 896
Exchange Rate (DR peso/U.S dollar)

Official .................................. 12.75 12.75 12.87
Parallel .............................................................. 12.74 12.60 14.00

Balance of Payments and Trade.-
National Exports (FOB)• ......................... 561.9 530.4 530.9

Trade Zone Exports (value added) ...... 287.4 368.5 N/A
Exports to U.S. 8................................................ 2,095.0 2,349.5 2,584.5

National Imports (CIF)'. . . . . . . . . . . . . . . . .. 2,178.1 2,118.4 2,224.3
Imports from U . .....$. %2,098.1 2,671.5 2,938.7
Aid fromUS........ ...... ................ 22.5 24.6 N/A
Aid from Other Countries..... . .............. N/A N/A N/A
External Public Debt ........................................... 4,582.3 4,685.4 3,900.0
Debt Service Payments (paid) ............................. 480.9 N/A N/A
Gold and FOREX Reserves'10o.............. . . .. . .. . . . .. . . ..  580.8 714.2 2,50.0
Trade Balance (National) 7  . . . . . . . . . . . . . . . . - 1,616.2 - 1,588.0 - 1,693.4

Trade Balance with U.S. .............................. e -3.1 -322.0 -354.2
N/A--Not uvailble.
U.1 Embassy pctfmo (or 194 calendar ymr.
Source: ThetN=atNstMal StUstic Of6. is the source A( population figures used to calculate per"raita rDPhSounccominica National Phaning Offie

4800W eU.S. Iibmsy Seonoviswmle estisma esiu.i
aThe 1994 figwe Ise#a at July 1994.SUaet term (90 day) au"t e=4sU (prime Wu.4
0May 197"09pdit"1"Web la100."'Natuol ma u me n all pan t. ether tham me & ud. tm e. "National Import means all Im-

pert. ether thUa thes bund fr fre aud. amuse
"6Sr"& U.. Do--enmmot of Cemmus . TWs data Indudme all Iwtm exportd to or imported from the Do-
inkan publi by the United States, including Delnma free m ud. an iezotne ty.
scakukt=bsed en US. Oevmmat emI keWrn.MEbs eatimle hr Dau 1994.is Skewml e Depuate, Central Dan a( theaDoinican Republic, uness •outerwi• Indi.

1. GteneralPolcy Fmomewrk
uring1994, the Dominican Republic begn to show signs of macroeconomic in-

stability. While inflation had stayed In the idngle digit range during 1991-1993, by
the end of 1994 the consumer price index is expected to register a Jump of some
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12 percent (over December 1993). Similarly, exchange rate stability began to dete-
riorate; during early October 1994 the buy rate for UVS. Dollars in Santo Domingo's
informal foreign exchange market reached 14.70 pesos per dollar-a 15 percent de-
cline from the peso's October 1993 value. Because of the Dominican Republic's yery
high propensity to Import, changes in the exchange rate inevitably have a signifi-
cant impact on consumer pries.

The reasons for this deviation from macroeconomic stability are clear. national
elections were held on May 16,1994 and government spending increased during the
period prior to the elections. Much of the increased spending was-in essence - fi-
nanced via money creation. By. July 1994, cash in the hands of the public (mO) had
increased by 24 percent over its July 1993 level. This increase in the money supply
caused a big increase in aggregate demand forg goods and services, putting pressure
on both the exchange rate and the consumerprice index.

Significant reductions in the Dominican Central Bank's dollar reserves loft the
government with a greatly reduced capacity to intervene in the foreign exchange
market: beginning the year with dollar reserves of some 736 million dollars by late
August reserves were down to approximately 150 million dollars. The reserves were
diminished as a result of CentraVlBank efforts to bolster the peso in the face of elec-
tion-related nervousness. The Central Bank also used a significant portion of its re-
serves to settle the Dominican government's long-standing commercial debt problem
(see below).

Starting in early September 1994, the Dominican government initiated efforts to
recover macroeconomic stability. A seasoned finance professional was given the posi-
tion of Central Bank Governor and steps were immediately announced to reign in
the monetary expansion mentioned above. President Balaguer pledged his support
for the Central Bank's stabilization program. As of late October 1994, it appears
that the government was having some success in these efforts.
2. Exchange Rate Policy

In effect there are three different sets of exchange rates in the Dominican Repub-
lic: the official Central Bank rates, the rates used by the commercial banking sys-
tem and the rates used by the semi-legal "informal" foreign exchange market. Some
sectors of the Dominican economy are still required by law to buy and sell foreign
exchange at the Central Bank, but most businesses and individuals are free to carry
out foreign exchange transactions through the commercial bank system. In practice
the Central Bank works to prevent the commercial bank rates from deviating too
widely from the official rates, but when dollars are in short supply the informal
market exchange rate will begin to rise and dominicans seeking to buy or sell dol-
lars will make increasing use of this market.

In its attempts to influence the exchange rate, the Central Bank buys or sells dol-
lars and attempts to influence overall demand for dollars by manipulating the re-
serve requirements of the commercial banks. To a limited extent the Central Bank
also eng short-term notes).

While the peso price of US. Dollars has increased, as of October 1994 there was
no indication that business activity was being seriously affected by any shortage of
foreign exchange. Businesses here do, however, worry that the government might
respond with exchange rate controls should the value of the peso continue to de-
cline.
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 US. 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 reduced and simplified the tariff schedule to six
categories with seven tariff rates ranging from 3 to 35 percent. It also replaced some
quantitative import restrictions with tariffs and transformed all tariffs to ad valo-
rem rates.

While it marked an improvement over the previous tariff regime, the 1990 decree
still left the Dominican Republic with trade barriers significantly higher than 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 modifica-
tions 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.)
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The Dominican government has also -mp-Ia-ted hongs in its tax ystem
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.

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 Wrules of the game." Unfortunately 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 uneasiness about the health 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. A draft foreign
investment law is currently in the hands of the Congress, but progress in this area
has been very slow.
4. Debt Management Policies

The total external debt of the Dominican government is now approximately 3.9
billion dollars. A significant portion of the official debt was rescheduled under the
terms of a Paris Club negotiation concluded in November, 1991. In August 1994 the
Dominican government successfully concluded debt settlement negotiations with its
commercial-bank creditors. The deal involved a combination of buy-back schemes
and U.S. Treasury backed rescheduling.

The Dominican Republic's debt burden is fairly typical for a lower middle income
country. Total external debt as a percentage of GNP is approximately 48 percent.
5. Significant Barriers to U.S. Exports

Trade Barriers: Tariffs on most products fall within a 5 to 35 percent range. In
addition, the government of the Dominican Republic imposes a 5 to 80 percent selec-
tive consumption tax on "non-essential" imports such as home appliances, alcohol,
perfumes, jewelry, automobiles and auto parts. Due to the way in which this selec-tive consumption tax was assessed, U.S. made automobiles were prohibitively ex-
pensive in the Dominican market. In response to inquiries from the U.S. Embassy,
the Dominican government corrected this situation and the number of US. made
automobiles increased significantly.

The Dominican Republic continues to require a consular invoice and "legalization"
of documents, which must be performed by a Dominican consulate in the United
States. Moreover, importers-are frequently queried to obtain licenses from the l)o-
minican customs service.

There are food and drug testing and certification requirements, but these are not
burdensome.

Customs Procedures: Many businesspersons have complained that bringing goods
through Dominican customs is a slow and arduous process, but there are indications
that this situation improved during 1994. Customs department interpretation of ex-
onerated materials being brought into the country still provokes many complaints
and businessmen here must spend considerable time and money to get items
through customs.

Arbitrary customs clearance procedures sometimes cause problems for business-
men. The use of"negotiated fee" practices to gain faster customs clearance continues
tovut some U.S. Firms at a competitive disadvantage in the Dominican market.
U . 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 entity has its own procurement of-
rice, both for transactions in the domestic market and for imports. Provisions of the
U.S. Foreign Corrupt Practices Act often put US. 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 presidentia/approval.

Investment Barriers: As indicated above, legislation designed to improve the in-
vestment climate is being discussed, but as of October 1994, no significant changes
in the investment climate had been put into effect.
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Foreign investment must receive approval from the foreign investment directorate
of the Central Bank in order to qualify for repatriation of profits. The granting of
such app sovalsometimes is time-consuminns an the pocedu res ar unclear, making
approval sometimes difficult. As per Law "W1, Article 16, of July, 1978 companies
registered under the foreign investment law are limited in remitting profits or divi-
dends 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 tc disapprove them.

Financial institutions doing business in the Dominican Republic must b,_ at least
50 percent Dominican owned, as per Law 861, Article 23 of July, 1978. Exceptions
to this law are Citibank and the Bank of Nova Scotia which were grandfathered
in because they were here prior to passage of this law. A new finance and monetary
code (and the foreign investment law mentioned above) could bring changes to this
local ownership requirement.

Foreign companies cannot obtain internal credit for a period greater than one year
without prior approval from the Central Bank, as per Law 861, Article 28 of July,
1978.

Sectors reserved by other provisions of Law 861 for Domestic Investment are:
Public utilities, communications and media, national defense production, forest ex-
ploitation, and domestic air, surface and water transport. (Some foreign businesses
operate in these sectors because they have been "grandfathered in.*) Foreign inves-
tors can participate in joint ventures (defined as having 51 to 70 percent Dominican
capital and management control) in fishing, insurance, farming, animal husbandry,and commercial and investment banking.

The electricity sector continues to be a weak link in the Dominican economy. Busi-
nesses operating in the DR cannot depend on the power utility to be a reliable
source of electricity. While the government has been exploring the privatization of
portions of the electric power system, little progress has been made.

Foreign employees may not exceed 20 percent of a ru-m's work force. This is not
applicable when foreign employees only perform managerial or administrative func.
tons.

Dominican expropriation standards (e.g., in the "public interest") do not appear
to be consistent with international law standards; several investors have outstand-
ing disputes concerniag expropriated property.

The Dominican Republic has not recognized the general right of investors to bind-
ing international arbitration.

All mineral resources belong to the state, which controls all rights to explore or
exploit .hem. Although private investment has been permitted in selected sites, the
process of choosing and contracting such areas has not been clear or transparent.

Investors operating in the Dominican Republic's free trade zones experience far
fewer problems than do investors working outside the zones. For example, materials
coming into or being shipped out of the zones are reported to move very quickly,
without the kinds of bureaucratic difficulties mentioned above and the onerous re-
strictions on profit remittances do not apply to free trade zone businesses.
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 provi& s 100 percent exemption on
all taxes, duties, and charles affecting the productive and trade operations at free
trade zones. These incentives are providedto specific beneficiaries for up to 20
years, depending on the location of the zone. This legislation is managed jointly by
the foreign trade zone national council and by the Dominican customs service.

The export incentive law provides for tax and duty free treatment.of inputs from
overseas that are to be processed and re-exported as final products. This Uegislation
is managed by the Dominican export promotion center and the Dominican customs
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service. In practice, use of the export incentive law to import raw materials for proc.
ess and re-export is cumbersome and delays in clearing customs can take anywhere
from 20-60 days. This customs clearance process has made completion of production
contracts with specific deadlines very diffcut. As a result, non-free trade zone ex-
porters 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.
7. Protection of U.S Intellectual Property

In general, copyright laws are adequate, but enforcement is weak, resulting in
widespread pira. Although the Dominican Republic is a signatory to the Paris
Convention and the Universal Copyright Convention, and in 1991 became a member
of the World Intellectual Property Organization, the lack of a strong regulatory envi.
ronment results in inadequate protection of intellectual property rights. In 1992, the
Dominican Republic was the subject of a petition by the Motion Picture Export Asso-
ciation of America (MPEAA) before the United States Trade Representative, alleging
piracy of satellite television signals and unauthorized use of videos in Dominican
theaters. In response to this complaint, the Dominican government took effective ac-
tion against cable television pirates and most of the television piracy was halted.

Patents (product and process): In a local pharmaceutical market of approximately
110 million dollars a year, Dominican manufacturers supply about 70 percent of the
total. Of 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 addition to the MPEAA complaint, problems have arisen with
illegally copied videos, software and books.

Impact of EPR Policies on U.S. Trade: Non. protection of intellectual property
rights is so widespread that it is virtually impossible to quantify its impact on U.S.-
Dominican Republic trade. The US. Motion Picture Exporters' Association had esti-
mated that losses to its members due to theft of satellite-carried programming were
more than one million dollars per year. 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 organize
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 Domimican Republic represents about 10-15 percent of the work force and
is divided among three large confederations, three minor confederations, and a num-
ber 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. According to law workers cannot be dis-
missed because of union activities or membership. There has been a history of labor
conflict in the free trade zones, with companies firing workers for engaging in union
organizing activities. The 1992 Labor Code protects from layoffs up to 20 members
of a union in formation and between 5 to 10 members of a union executive council,
depending on the size of the work force. The 1990 firings of unionized workers by
the Dominican Electric Corporation led to management/labor disputes which have
yet to be fully resolved. The free trade zones have also been the scene of some man-
agement/labor disputes (see Section 8.Y.).

c. Prohibition of Forced or Compulsory Labor.-Forced or compulsory labor is pro-
hibited by law. The Dominican government has been criticized for its treatment of
Haitian workers employed by the State Sugar Council (CEA). Alleged abuses have
included forced recruitment, compulsory labor, and restrictions on freedom of move-
ment. Instances of forced labor and restrictions on movement' occurred in only iso.
lated 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
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have diminished greatly and most observers note that such practice is no longer a
serious problem.

e. Acieptfi Canvditiors of Work.-The Labor Code established a standard work
period of eight hours per day and 44 hours per week, with an uninterrupted rest
p'odof 36-hours each week. In practice, a typical workweek is Monday through
Friday plus half day on Saturday, but longer hours are not unusual, especially ror
aplcultural 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 agove 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 under funded.

f. Rights in Sectors with U.S. Investments.-U.S.-based multinationals active in
the frhe trade zones represent one of the principal sources of US. investment in the
Dominican Republic. The free trade zone sectors compliance with the right to orga.
nize and bargain collectively has been a matter of controversy, but during 1994
some progress was made. Some companies in the free trade zones adhere to signifi.
cantly higher worker safety and health standards than do non-free trade zone com-
panies. In other categories of worker rights, conditions in sectors with U.S. invest-
ment do not differ significantly from conditions in sectors lacking US. investment.

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

(Millions of U.S. dollars]

Category Amount

Petroleum..........................................................(1)
Total M anufacturing ............................................................... 237

Food & Kindred Products ................................................. 4
Chemicals and Allied Products ........................................... (1)
Metals, Primary & Fabricated ............................................ (1)
Machinery, except Electrical ............................................ 0
Electric & Electronic Equipment ..................................... 5
Transportation Equipment ............................................... 0
Other M anufacturing .......................................................... 210

Wholesale Trade ..................................................................... 5
B anking .................................................................................... (1)
Finance/Insurance/Real Estate .......................................... 3
Services ........................................................................ ............ (1)
O ther Industries ...................................................................... (1)
TOTAL ALL INDUSTRIES .................................................... 1,020

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

ECUADOR

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

1992 1993 19941

Income, Production and Employment:
Real GDP (1985 factor cost) ................................ 10,694 10,908 11,279
Real GDP Growth (pct.) ....................................... 3.6 2.0 3.4
GDP (at current prices) ....................................... 12,233 14,311 16,590
By Sector.

Agriculture/Fishing .......................................... 1,554 1,733 2,010
Petroleum/Mining ............................................. 1,537 1,534 1,780
Manufacturing .................................................. 2,697 3,112 3,610
Electridty/Gas Water ....................................... 14 40 40
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Key Economio Indicator"--Continuud
Nifficsa otcmt Ut dai uniu4 oei noted"

1992 1993 1994'

Construction ..................................................... 556 699 810
TraneportOommunications . . ... 949 1,277 1,480
CommeroeHotelsH..o............................................ 2,627 2,894 3,350
Finance/Busiuses Services ............................... 568 718 830
Government/Other Services ............................. 1,132 1,531 1,780
Sales Tax/Other ...................................... . 599 775 900

Net Exports of Goods & Services.............(110) (490) (890)
Real Per Capita GDP (1985 USD) ...................... 996 993 1,005
Labor Force (000slestimated) .............................. 3,455 3,503 3,590
Open Urban Unemployment (pct.) ..................... 8.9 9.4 N/A

Money and Prices: percentt)
Money Supply (M2 growth) ................................. 55.5 54.0 67.0
Base Interest Rate$ ............................................. 47.4 33.8 34.0
Consumer Price Inflation .................................... 60.2 31.0 25.0
Exchange Rate (Sucres/USD)s3............................ 1,587 1,918 2,200

Balance ofPayments
Merchandise Exports (FOB) ................................ 3,008 2,904 2,850

Exports to US .................................................. 11,408 1,327 1,311
Merchandise Imports (CIF)................................. 2,430 2,562 2,820

Imports from U.S............................................. 813 824 902
Aid from U.S. (fiscal year) ................................... 32.1 23.7 16.9
Aid from Other Countries ................................... 88 106 113
External Public Debt ........................................... 12,122 12,806 413,248
Debt Service Payments'4 ......... ...... .. .1,532 1,299 -
Foreign Exchange Reserves ............................. 782 1,254 851,583
Merchandise Trade Balance ................................ 960 578 310

N/A-Not available.
11994 estimates are based on data available in October 1994. GDP sector figures are based on sector

shares of 1993 01P.
"Average annual Inteset rate for 90-day bank deposits.
SAverae annual fe market change rat.G1994 debt stock, excluding interest on interest, as of June 30. Debt service includes public and private

scheduled payments. Including arrvers, but not refinanced payments.
GReserves as of September 30, 1994.

1. General Policy Framework
The Ecuadorian economy is based on petroleum production, along with exports of

agricultural commodities (chiefly bananas) and seafood (particularly shrimp). Indus-
try is largely oriented to servicing the domestic market, but is becoming more ex-
port-oriented. During the oil boom of the 1970's, the Ecuadorian government bor-
rowed heavily from abroad, increased subsidies to consumers and producers, and ex-
panded the state's role in economic production. In the 1980's, such policies became
less financially sustainable leading to chronic macroeconomic instability. The re-
sulting fiscal deficits were financed by accumulation of arrears to suppliers and for.
eign banks, along with monetary emissions by the Central Bank. Nevertheless, a
functioning democracy and partial reform measures kept Ecuador's economicprob-
lems within manageable limits. In 1992 the electorate turned away social demo-
cratic and populist presidential candidates to choose a conservative advocate of eco-
nomic liberalization. President Sixto Duran Ballen took office in August 1992 prom-
ising to stabilize the economy, modernize the state, and expand the role of the free
market. While the macroeconomic program has been successful, the fundamental
structural reforms required to improve the investment climate and prospects for
long-term growth has proven more difficult to achieve.

Iwo rounds of economic stabilization measures in 1992 and 1994, including large
fuel and public utilt price hikes, all but eliminated the pIublic sector budget deficit,
reduced €hronic inflation, slowed the depredation of the currency, and Wilt Up Ec-
uador's foreign currency reserves. The 1992 budget reform law should help unify the
central government budget, curtail the earmarking of revenues for unrelated ex-
penditures, and give the Ministry of Finance rater control over spend.n by blic
a0enetas. The elimination of the Central Ban0s role in subsidizing credit earner in
1992 has also helped curb the deficit. Since February 1994, the government has set
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domestic gasoline erice according to world market factors, thereby stabilizing an
Important source of government revenue. Finally, the tax reform of Decem3r I993
and the March 1994 customs law, If fully implemented, should increase the govern.
ment's non-oil revenues.

After failing to close an agreement with the IMF in mid-1993, the government
concluded a two-year stand-by arrangement in March 1994 and has applied strict
fiscal discipline to date. Deferral of capital projects has helped keep the 1994 con.
solidated public-sector deficit to below 0.5 percent of rCDP. Government revenue
from oil exports and domestic sales of fuel will account for about 7.5 percent of GDP
In 1994, while sales and income taxes will only contribute 6.2 percent of GDP. Pub.
lic sector expenditures (including the state enterprises, but excluding the military's
capital budget funded by a direct allocation of oil revenues) will account for about
26 percent of GDP in 1994. Debt service is the largest area of government spending
followed by education and defense. For 1995, the government plans to increase real
spending on debt service road building, public health, and the military, and cut
spending on housing, welfare, agriculture, and general administration.

As a result of the stabilization program and weaker demand for Ecuadorian ex.
ports, economic growth slowed to 2 percent in 1993, down from 3.6 percent in 1992.
Greater oil and banana production volumes in 1994 may result in GDP growth of
over 3 percent in 1994. The government hopes that reform measures wll finally
produce a general economic recovery and 4 percent growth in 1995. Gross domestic
product for 1994 should reach about $16.6 blllion, producing a GDP per capita of
$1,479. In 1993, Ecuador ran a $578 million merchandise trade surplus and a cur-
rent account deficit of $360 million due to a services deficit of $1,068 million. Ecua-
dor's trade surplus will fall further to around $300 million in 1994, with oil and ba-
nana prices remaining below the levels of previous years.

After experiencing general price rises of 60 percent in 1992 and 31 percent in
1993, Ecuador's inflation rate is slowing to about 25 percent for 1994. The govern.
ment hopes to reduce inflation to 15 percent in 1995 and single digits in 1996. Driv.
en by capital inflows, the money supply (M2 or bank liquidity) increased by 54 per-
cent in 1993 and as of the end of September 1994 was up 70 percent over the pre-
vious 12 months. M2 has risen to 21 percent of GDP. Since late 1992 the Central
Bank has tried to smooth out fluctuations in liquidity through weekly bond auctions
and interventions in the secondary market. The government has attempted to com-
pensate for the inflationary effect of the foreign exchange influx by increasing its
sucre deposits at the Central Bank. In July 1994, the Central Bank abandonedthe
use of reserve requirements as a monetary policy tool when it unified the require-
ment for checking and savings deposits, then lowered it to 10 percent. From late
1992 to early 1994, free market sucre interest rates swung sharply in response to
alternating periods of declining inflationary expectations and renewed uncertainty
over the direction of government economicpolicy. Declining liquidity produced a
slower climb in rates from April to July 1994 to peak at 41 percent for 90-day CD's.
During the second half of 1994, 90-day CD rates eased to about 35 percent. The
spread between savings and lending rates has narrowed from an average of II
points in 1993 to 8 points for 1994.
2. Exchange Rate Policy

In September 1992, the government devalued the currency by 35 percent, set an
intervention rate of 2,000 sucres to the dollar and embarked on a controlled float.
Since December 1992 exporters have no longer had to surrender their foreign ex-
change earnings to the Central Bank. The intervention rate was abandoned in Sep-
tember 1993. Foreign currency is readily available on the free market, trading at
about 2,275 sucres to the dollar in October 1994, a 12 percent nominal depreciation
since the beginning of the year. There are no restrictions on the movement of for-
eign currencies into or out of Ecuador. A partially-controlled exchange rate structure
remains in effect for the public sector. The state oil company and other public enti-
ties currently receive about 11 percent less for dollars earned from exports than the
free market rate for buying dollars. The spread, which the government plans to
eliminate, serves to finance the Central Bank and force savings by the public sector
enterprises.

A high interest rate differential between Ecuador and the United States has at-
tracted-net capital inflows of around $700 million since late 1992, slowing the nomi-
nal depreciation of the sucre. Relative exchange rate stability contributed to a real
inflation-adjusted appreciation of the sucre of 16.7 percent in 1993 a pattern that
has continued in 1994. The overvalued currency and earlier trade liberalization
measures have made imports more competitive and served as a partial anchor
against inflation, but Ecuadorian exportersare increasingly caught between rising
sucre costs and stagnant sucre earnings. The Central Bank has intervened in the
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exchange market on occasion to keep the currency from appreciating by sellingsucres, leading to an increase in foreign reserves, but creating upward pressure on
the money supply. By the end of September 1994 foreign exchange reserves had
risen to $1.58bil lon, enough to cover imports for about 6-months. During 1995, in-
creased inflows of multilateral development resources should be offset by renewed
debt service payments.
3. Structumi Policies

The Duran Ballen administration has had only partial success with its structural
reform program designed to promote investment and economic growth. In the ad.
ministration's first year, progress was made on budget reform and promoting the
development of capital markets. The government's staffing level, particularly for
conloactors, was significantly reduced. Many unnecessary and market-distorting reg-
ulations were eliminated. With a few exceptions for pharmaceuticals and some rood-
stuffs, all prices are now set by the free market. During the second year, the state
development banks began selling their equity shares In commercial enterprises to
the private sector, although there have been no sales of shares owned by the mili-
tary. The government hopes to move forward during its final two years with the
partial privatization of some of the major state enterprises, while continuing the ef-
fort to implement earlier government modernization legislation and combat corrup.
tion.

The version of the state modernization law finally passed by Congress in late 1993
allows private sector participation In "strategic sectors' of the economy, including
petroleum, electricity, and telecommunications, but only on a concession basis. Leg-
islation to promote private sector involvement in telephone service and electricity
generation may be enacted in 1995. Meanwhile, the government is proceeding with
the sale of Ecuatoriana, the bankrupt state airline. Since April 1994, new leaders
at the National Modernization Council (CONAM) have given direction and purpose
to the government's structural reform program. In addition to the plans for the
major state enterprises, CONAM is developimg concession programs for public
works, the civil registry, airports, and ports and customs administration. Postal and
railroad services will be left more to the private sector. Efforts will also be made
to modernize higher education and the social security system's troubled pension and
health .ystems. The Ministry of Education is introducing a modern curriculum in
the public schools designed to emphasize reasoning over memorization.

The May 1993 capital markets law provided a mechanism for privatizing state en-
terprises by establishing the legal basis for turning the Quito and Guayaquil stock
exchanges into true equity markets. During the first year of operations under the
new law, monthly trading volume of equity shares grew from practically nothing.to
$53 million in July 1994. The markets should expand further in the wake or social
security pension reform, privatizations of state firms, and greater private sector in-
terest in the markets' capital-raising potential..Meanwhile, Congress enacted a new
financial institutions law in May 1994 that substantially deregulates the financial
sector, while providing greater safeguards against bank failures.

Investment liberalization measures in 1991 and 1993 provided foreign investors
with full national treatment and eliminating prior authorization requirements for
investment in most industries including finance and the media. Specific restric-
tions, most applicable to Ecuadorian as well as foreign investors, remain for petro-
leum, mining, electricity, telecommunications, and fishing investments. A bilateral
investment treaty that provides free transfers and a binding arbitration dispute set-
tlement procedure was signed with the United States in August 1993 andraLified
by Ecuador's Congress in September 1994. The capital markets law equalized in-
come tax rates on foreign anddomestic companies at 25 percent. A value-added tax
of 10 percent applies to sales of imports of goods and services in the formal sector.
Utilizing the more investor-friendly procedures of the November 1993 hydrocarbons
law, the goverment generated considerable foreign interest in the 1994 seventh pe-
troleum exploration licensing round and a project to construct and manage a second
oil pipeline across the Andes. In July 1994, Conpress approved an agrarian develop-
ment law that will improve the security of agricultural land tenure for both peas-
ants and agrobusiness.
4. Debt Management Policies

At the end of the first half of 1994, Ecuador's external debt, including past-due
interest, exceeded $13.3 billion. Over half of the debt, about $4.5 billion in principal
and $2.8 billion in interest arrears, was owed to foreign commercial banks and sec-
ondary market investors in bank paper. Total debt service owed in 1993 amounted
to 36 percent of goods and services exports and 9 percent of GDP. Ecuador stopped
paying debt service to the commercial banks in 1987, resumed paying 30 percent
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of interest due In June 1989, then halted partial interest payments in September
1992. Settlement of the debt issue has been a major priority for the Duran Ballen
administration. Resolution of the debt problem should improve Ecuador's credit.
worthiness and attractiveness to investors.

In May 1994 Ecuador and its commercial creditors agreed on a comprehensive
restructuring of its external commercial bank debt. Under the agreement, creditors
can exchange existing instruments for new bonds carrying a 45 percent discount or
for par bonds with fixed interest rates varying from 3 to 5 percent. Given the mix
of instruments chosen by the creditors under the agreement signed in October 1994,
Ecuador received a net reduction of 26 percent in principal owed, while 57 percent
of the remaining debt stock of $3.32 billion will carry a fixed interest rate of no
more than 5 percent. The government will have to spend about $540 million to pur-
chase collateral for debt principal and interest. Multilateral bank financing, made
possible by the 1994 agreement with the IMF, will help Ecuador meet the upfront
costs of the debt settlement. Service on the commercial debt should average some
$275 million over the next 6 years and rise thereafter unless the government takes
steps to retire some of its debt stock.

in June 1994 Ecuador reached an agreement with the Paris Club to reschedule
$304 million in official bilateral debt service on pre-1983 obligations that fell due
in 1993 and 1994. Ecuador is currently negotiating a bilateral rescheduling agree-
ment with the United States. The Ecuadorian government is also negotiating a
major structural adjustment loan with the World Bank.
5. Significant Barriers to U.S. Exports

In the early 1990's, the Borja administration initiated a major trade liberalization
program, reducing tariffs and tariff dispersion, eliminating most non-tariff sur-
charges, and enacting an in-bond processing industry (maquila) law. As part of the
Andean Pact integration effort, the Duran Ballen administration concluded bilateral
free trade agreements with its Andean Pact partners Colombia, Bolivia, Peru, and
Venezuela. Ecuador applied to join GA'T' in September 1992 and is currently eniw
gaged in negotiations with GAW contracting parties over the terms of its accession
to both GAfl and the WTO. As part of its accession, Ecuador will commit to ensure
its trade regime is GATT-consistent.

Ecuador's tariff schedule is based on the GATT's Harmonized System of Nomen-
clature. In 1991, the Borja administration overhauled a highly protectionist tariff
system, 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 light trucks.

Customs procedures can be difficult, and have occasionally been used to discrimi-
nate against US. products. The government is implementing a new customs reform
law to reduce corruption and improve efficiency in the customs service, thereby
eliminating a major constraint on trade. Sanitary requirements for imported foods,
as well as some other consumption goods have had the effect of blocking the entry
of some imports from the United States. The government is phasing out its policy
of setting minimum prices for assessing customs duties on textiles and some other
imports. Import bans are in effect for used clothing, cars, and tires. Price bands
have resulted in high effective tariffs for a variety of agricultural products.

All importers must obtain a prior import license from the Central Bank. Licenses
arq usually made available for all goods, although imForters sometime encounter
bureaucratic delays. A 1976 law prevents U.S. and other foreign suppliers from ter-
minating existing exclusive distributorship arrangements without paying compensa-
tion. Foreigners may invest in most sectors, other than public services, without prior
government approval. There are no controls or limits on transfers of profits or cap-
ital 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.
6. Export Subsidies Policies

Ec-iador does not have any export subsidy programs.
7. Protection of U.S. Intellectual Property

Ecuador's protection of patent and trademark rights is based on Andean Pact De-
cisions 344 and 345, while copyrights are covered by Decision 351. The new deci-
sions provide 20-year patent terms (except for some pharmaceuticals), protection for
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plant varietkeL Ecuador's implementing regulations provide pipeline protection for
patents, and control of parallel imports.

Inamorbreakthrough, Ecuador and the US. signed a bilateral Intellectual
PropertyRi sAgreementin October 1993 that guarantees full protection for copy.
rights, trademarks, patents, satellite signals, computer software, integrated circuit
layout designs, and trade secrets. While the government implemented some provi-
sions by executive order and legislation, the Ecuadorian Congress has not yet rati-
fied.the agreement; nor has the government introduced legislation to harmonize
local law with the agreement's requirements. Ecuador is committed to adopting leg-
islation implementing the Trade-Related Intellectual Property (TRIPS) Agreement
of the Uruguay Round, as part of its GATT/WTO accession.

Enforcement of intellectual property rights remains a problem for Ecuador. Copy-
right infringement occurs and there is some local trade in pirated audio and video
recordings, as well as computer software. Local registration of unauthorized copies
of well-known trademarks is a problem since the government lacks the resources to
monitor and control such registrations. Some local pharmaceutical companies
produce or import patented drugs without licenses.

8. Worker Rights
a. 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 required for
an establishment to be unionized to 30. Less than 10 percent of the labor Force,
mostly skilled workers in parastatal or medium to large sized industries, is orga-
nized. Except for public servants and workers in some parastatals, workers by aaw
have the right to strike. Sitdown strikes are allowed, but restrictions on solidarity
strikes were imposed in 1991. Ecuador does not have a high level of labor unrest.
Most strike activity involves public sector employees.

b. Right to ~anize 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 labor code prohibits discrimination against
unions and requires that employers provide space for union activities. The labor
code provides for resolution orconflicts through a tripartite arbitration and concilia-
tion board process. Employers are not permitted to dismiss permanent workers
without the express permission of the Ministry of Labor. The in-bond (maquila) law
permits the hiring of temporary workers in maquila industries, effectively limiting
unionization in the sector. Despite reforms in 1991, employers consider the labor
code to be highly unfavorable to their interests and a disincentive to hiring union
members and to employment in general.

c. Prohibition of Forcd or Compulsory Labor.-Compulsory labor is prohibited by
both the constitution and the labor code and is not practiced.

d. Minimum Age of 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 18 are required to have the permission of
their parent or guardian to work. In practice, many rural children begin working
as farm laborers at about 10 years of age, while poor urban children under age 14
often work for their families in the informal sector.

e. Acceptable Conditions of Work.-The labor code provides for a 40 hour work
week, a 15 day annual vacation, a minimum wage, and other variable employer-
provided benefits such as uniforms and training opportunities. The minimum wage
is set by the Ministry of Labor ever six months and can be adjusted by Congress.Mandated bonuses bring total monthly compensation to about $123. The Ministry
of Labor also sets specific minimum wages by job and industry so that the vast ma-
jority of organized workers in state industries and large private enterprises earn
substantially more than the general minimum wage. The Duran Ballen administra-
tion has proposed a simplification of the complex wage and bonus system. The labor
code also provides for general protection of workers' health and safety on the job.
Occupational health and safety is not a major problem in the formal sector. There
are no enforced safety rules in the agriculture sector and informal mining.

f. Worker Rights in Sectors with .S. Investment.-The economic sectors with US.
Investment include petroleum, chemicals and related products, and food and related
products. US. investors in these sectors are primarily large, multinational compa-
nies which abide by the generous Ecuadorian labor code. In 1994 there were no
strikes or serious labor problems in any US. subsidiary. U.S. companies are subject
to the same rules and regulations on labor and employment practices governing
basic worker rights as Ecuadorian companies.
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Zztent of U.S. Inv@ stunt In Selected Industries-U.S. Direct
Investment Position Abroad on an Historical Cost Basis--1993

im otI U. dAllar]

catem Amounnt

Petroleum ........................... 355
Total Manufact ring ............................................................... 97

Food & Kindred Products ................................................... 33
Chemicals and Allied Products ........................................... -3
Metals, Primary & Fabricated ............................................ 18
Machinery, except Electrical .............................................. 0
Electric & Electronic Equipment ....................................... (1)
Transportation Equipment ................................................. (1)
Other Manufacturing............ . ............. 31

Wholesale Trade ................................................................ 38
Banking .................... .........................................................(1)
Finance/InsurancewReal Estate....................................0
Services .. ............ ..o ........... o ................. . .0
Other Industries ...............................0.0... .(1)
TOTAL ALL INDUSTRIES .................................. 5..................511

"Supprood to avoid discd.~ng datea( individual companiesS U.&Department at Comma. s Bue.tE. of lo.s .Analysis.

EL SALVADOR

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

1992 1993 19941

Income, Production and Emptoymans:
Real GDP (millions of 1962 colones) 2........ . .. . .. ..  3,563.0 3,761.7 3,978.2
Real GDP Growth (pct.) ..................................... .4.8 5.1 5.8
GDP (at current prices) ....................................... 6,543.1 7,600.9 8,784.4
By Sector.

Agriculture ....................................................... 606.9 651.8 797.2
Energy/Water.............. ................ 153.4 198.7 230.7
Manufacturing ......... .................. 1,236.3 1,447.8 1,669.8
Construction .................................................... 186.0 237.5 279.8
Rents ................................................................. 367.7 400.9 450.9
Financial Services ........................................... 172.7 213.5 247.7
Other Services .................................................. 682.2 779.4 894.2
Public Administration......................461.2 495.9 550.3

Net Exports of Goods & Services ....................... 1,028.5 -1,077.2 -1,228.9
Nominal Per Capita GDP...................1,201.0 1,495.0 1,632.0
Urban Labor Force (000s)3................................. 893 965 1,041
Unemployment Rate (pct.).................................. 7.9 7.8 7.5

Money and Priew:
Money Supply (M2 annual pct. growth) ............. 31.4 35.7 21.4
Base Interest Rate.4 .. . . . . . . . . . . . . . . . . . .. ..16-18 16-19 16-19
Personal Saving Rate (on deposits) .................... 12-14 11-15 11-14
GDP Deflator (pct. change) ................................ 8.9 14.9 8.8
Consumer Price Index ......................................... 19.9 12.0 10.0
Exchange Rate (colonfLSD) 8.37 8.73 8.76

Baiwe of Ptments and Tade.-
Total Exports (FOB)............597 731 823

Exmorts to U.S........ ..... 257.3 219.0 173.0
TotatlImports (CI) .. ......... 1,698.5 1,912.0 2,142.0
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K.y Economic Indicatom-.-ContinuWd
cMWW6004o(camst V.8. dollars sal0e. thwise ao0404

iou io19941

Imports fim U.S. ....... 850 844 910
Aid from U.S.15  27l0  161  215

Aid from Other Countries.................. 20.0 44.3 30.0
External Debt ........................................ 2,337.5 1,924.0 2,051.0
Debt Service Payments (paid) ....................... 346 290 365
Gold and Foreign Exch. Reserves .... .. **....... *... 554.2 645.0 780.0
Trade Balance..... . *90.......................... -1,101.5 -1I,181.0 -1,319.0

Trade Balance with U.S ........................... -392.7 -625.0 -737.0
'1994 r.a" eJuyCentral Bwank mate&

2ODP a mercetemat IMaboa. erruiUy bdng rwvisd by Centra Bank to 1968; no dollar figures avail.
able.

3 Mlird@Ur.( Plannin household aum~y.4 LinzaMate
'Exeludee =W"aa a&d

1. General Policy Framewoork
The Salvadoran economy continues tore the benefits of sound economic pro-

ga s, commitment to a free economy, and'careful fiscal management. Real G.IDP
wth in 1994 reached an estimated .8 percent, led by a strong performance in

te service and construction sectors, while Inflation was held to 10 percent. Exports,
particularly to the reconstituted Central American Common market, expanded nota-
bly durn the year. The new p resident, Armando Calderon Sol, who took office in
June 1 ~has stated clearly his intention to pursue the trade liberalization and
economic reform programs begun by his predecessor. However, the post-war eco-
nomic recovery is fragile, heavily dependent on a favorable balance of payments po-
sition maintained by large amounts of remittances from Salvadorans abroad.

El Salvador turned decrisivel toward market-riented economics in the four years
under President Alfredo Cristlanl (1989-1994). The Cristiani government rejected

teImport-srubstitution model and pur-sued trade liberalization and export-led
grwh.eFro a structure with tariffs a~s high as 240 percent, the government estab-

syste a m in which most duties fall in a range of 6-20 percent. Nontariff bar-
riers and import licensing were almost totally a-bolished. The Central American
Common Market has been reactivated, with most commerce duty-free. Government
agricultural monopolies were dismantled, as were internal price controls on 240
consumer goods. Trade has grown 12 percent (higher than real economic growth)
from 1993 to 1994; although the absolute value ormerchandise exports is still less
than half the value of Imports.

The anvernment's drive to liberalize trade has been matched by reforms In the
financial markets.Parallel exchange rates were abolished, and the foreign exchange
market was opened to both banks and dealers. The colon, currently valued at about,
8.7 to the dollar, has traded in a narrow range for the past two years, maintained
to a certain extent by modest interventions on the part of the C~entral Bank and
remittances. The banking system has been reprivatized. Controls on interest rates
have been removed, allowing rates to return to real positive levels. A generally dis-
ciplined monetary policy has reduced inflation from 12 percent in 1993 to an esti-
mated 10 percent In 1940A.

Fiscal policy has been the bigget challenge for the Salvadoran government. The
peace accrds signed between the government and the Faribundo Marti Liberation
Movement (FMLN) in December 1991 committed the government to heavy expendi-
tures for transition programs and social services. International aid has not been as
pnierous as expected. The government has focussed on improving te collection of'
its current revenues relying mome on Its own resources than on foreign aid. Govern-
ment revenues, half of them generated by the new Value Added Tax (IVA), have
Increased substantially during 1993 and F~994. The shaem of domestic taxes In GDP
is expected to grow from 9.4 percent in 1993, to 10.6 in 1994. Efforts now are under-
way to improve tax collection. Government planners estimate that the IVA to pres-
ently contributing only 60 percent of its potential revenue., Overall, enhanced reve-
nues-includlng IVA and income tax and ipro ed collection of import duties-and
some expenditure reduction are expected to sarply reduce the need for domestic iI-
nanclztg of the deficit.

TheU government completed implementation of an Integrated Accounting System
in the public sector in June 1994. It has also taken stpep to improve its financial
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control overpublic enterprises and is pu in_ privatization of key institutions-the
National Telecommunications Ente (ANTEL), parts of the Hydroelectric Pro.
auction Agency (CEL), and the Social Security Institute (ISSS). Other Important fis.
cal reforms include the repeal of the wealth tax in April 1994, approval of a new
Customs Law in May 1994, and elimination of all import duty exemptions in July
1994, including exemptions to public enterprises.
2. Exchange Rate Policy

A multiple exchange rate regime that had been used to conserve foreign exchange
was chased out during 1990 and replaced by a free.floating rate. The colon depre-
iated from five to the dollar in 1989 to eight in 1991 but has remained relatively

stable since. Large inflows of dollars in the form of family remittances from Salva.
dorans working -n the U.S. offset a substantial trade deficit. The monthly average
of remittances reported by the Central Bank is slightly less than $80 million, rep.
resenting more than $900 million for 1994. In addition, the Central Bank intervenes
periodically in the exchange market to moderate speculative pressures and smooth
out rate fluctuations.
3. Structural Policies

U.S. exports to El Salvador have increased over 60 percent since 1991, accounting
for some 40 percent of El Salvador's total imports. The key policy change driving
this trend was the government's decision to radically lower tariff barriers. El Sal.
vador's open trade policies are not likely to be reversed. Although the country has
run up huge trade deficits in recent years, they have been more than offset by re-
mittances, short-term capital inflows, official transfers and loans. In fact, El Sal-
vador's net International reserves are estimated at $780 million as of December
1994, up 20 percent over 1993. Also contributing to the surge in imports is the ro-
bust rate of economic growth and a post-war construction boom. Over 73 percent of
imports in 1994 were in the categories of capital and intermediate goods.

_Prices, with the exception of bus fares and utility rates, are set by the market.
The 10 percent value-added tax is applied equally to all goods and services, im-
ported and domestic, with a few limited exceptions (dairy products, fresh fruits and
vegetables, and medicines). It has not proven to be an impediment to import sales.
In October 1994, the government suspended a price band mechanism, introduced in
1990 to regulate tariffs on basic grains, and imposed a fixed tariff of 20 percent ad
valoremn However, Salvadoran officials have indicated that they plan to reinstitute
price bands sometime in 1995, probably on a regional basis.
4. Debt Management Policies

El Salvador's external debt decreased sharply in 1993, chiefly as a result of an
agreement under which the United States forgave about $461 million of official debt.
As a result, total debt service decreased by 16 percent over 1992. In 1994, El Sal.-
vador received $265 million in external aid, from multilateral institutions, bilateral
sources and private sources. External debt crept up from $1.924 billion in 1993 to
$2.142 billion in 1994 and debt service rose correspondingly to $365 million. How.
ever, El Salvador has eliminated all payment arrears, and its debt burden is consid-
ered moderate.

The government of El Salvador has been successful in obtaining significant new
credits from the international financial institutions. Among the most recent loans
are a second structural adjustment loan from the World Bank, for $52.5 million, an-
other World Bank loan of $40 million for agricultural reform, a $20 million loan
from the Central American Bank for Economic Integration to be used to repair
roads and a $60 million Interamerican Development Bank loan for poverty allevi.
ation projects.
5. Significant Barriers to U.S. Exports

There are no legal barriers to U.S. exports of manufactured goods or bulk, non-
agricultural commodities to El Salvador. Virtually all import licenses and prohibi-
tive tariffs were removed by the Cristiani administration. U.S. goods face tariffs
from 5 to 20 percent with higher duties only applied to automobiles, alcoholic bev-
erages, textiles and some luxury items. As of January 1, 1995 the tariff on textiles
will-decrease from 35 to 25 percent.

Generally, standards have not been a barrier to the importation of U.S. consumer-
ready food products. The Ministry of Health re ires a Certificate of Free Sale
showing that the product has been approved by US. 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
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dairy products also must have import licenses. Authorities also have not enforced
the Spanish labeling requirement.

Restrictions on fore•in banks entering El Salvador have been removed. Fore'ign
banks now face the same requirements as Salvadoran banks and can offer a full
rang of services.

Salvador officially promotes foreign investment In most sectors of the economy.
The foreign investment law allows unlimited remittance of net profits for most types
of companies, and up to 50 percent for commercial or service companies. Both elec-
tricity generation and distribution and telecommunications remain in the hands of
government monopolies. The government is privatizing some services in these Indus-
tries, improving the prospects of U.S. exports in these sectors. One U.. power com-
pany has already invested In a local generating station. It is possible that the gov.
ernment will choose to accelerate this -trend.

El Salvador is a member of the GATT and expects to become a member of the
World Trade Organization. The government is drafted legislation to Implement the
full range of its Uruguay Round commitments.
6. Export Subsidies Policies

El Salvador does not employ direct export subsidies. It does offer 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 10-year exemption from Income tax as well as duty-freeim o rt privil~ees

9 OCtober 994, the Salvadoran Central Bank announced that It would write off
$5.7 million in credits granted to some 10,000 small businesses that sustained losses
during the armed conflict. El Salvador is a not member of the GATT subsidies code.
7. Protection of U.S. Intellectual Property

El Salvador's new law protecting Intellectual property rights took effect in October
1994. Implementing regulations have not yet been promulgated, but the law is being
enforced. Local representatives of US. companies report a significant dro in viola-
tions, particularly in the areas of sound and video recordings. However the govern-
ment has been hampered by resource limitations and a burgeoning crime rate that
has forced it to give priority to crime-related issues. El Salvador remains on the
Special 301 watch list pending U.S. government evaluation of the law's implementa-
tion.

The new law addresses several key areas of weakness. Patent terms are length-
ened to 20 years (15 for pharmaceuticals), and the definition of patentability is
broad. Compulsory licensing applies only in cases of national emergency. Computer
software is also protected, as are trade secrets. Trademarks, however, are still regu-
lated by the Central American Convention for the Protection of Industrial Property.
It is an occasional practice to license a famous trademark and then seek to profit
by selling it when the legitimate owner wants to do business in El Salvador. The
gvernment is working on consensual amendments to the convention to eliminateas problem.

El Salvador is a signatory to the Geneva phonograms and Rome copyright conven-
tions. The government has signed the Berne convention on the protection of artistic
and literary works. The National Assembly ratified the Paris Convention on the pro-
tection of Industrial property In January 1994.
8. Worker Rights

a. The Right of Association.-Approximately 150 unions, public employee associa-
tions, and peasant organizations represent over 300,000 Salvadorans, about 20 per-
cent of the total work force. Private sector workers can form unions and strike,
while public sector workers can form employee associations, but may not strike. (De-
spite the restriction, there have been many strikes in the public sector.) Major re-
forms to the labor code were pamed in April 1994 streamlining theprocess required
to form a union; extending union rights to agricultural, independent, and small-
business workers; and extending the Agt to strike to union federations.

b. The Right to Organize and Bargain Collectivdy.-.Only private sector unions
and unions at autonomous public agencies have the right to collective bargaining,
though In practice government workers do so as well. The employment ofunion owli.
cals is protected by law until one year after the end of theirterm. This measure
is generally respected, but some organizers have been dismissed before receiving
union credentials. The labor code reforms attempt to address this problem.

c. Prohibition qf Forced or Compulsory Labor.-The.Constitution prohibits forced
or compulsory labor except in the case of calamity and other instances specified by
law. This prohibition is followed In practice.
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d. AIftl am A f f •moynwnt in Chidrn--The Constitution prohibits the em.
ployment of Clildren undertOe age of 14. Exceptions may be made only where such
eraploylient Is absolutely indispensable to the su tenance of the minor and his fam-
ily, most often the case or children of peasant families, who traditionally work with
their families during planting and harvesting seasons. Children also frequently
work Lu small businesses as laborers or vendors, despite the legal requirement that
they complete schooling through the ninth grade. Child labor is not found in the in-
dustrial sector.

e. AcCeptable Conditions of Work.-In July the government raised the minimum
wages for commercial, industrial, service, and agro-industrial employees by 13 per.
c.a. The new rate for industrial and service workers was 35 colones per day (about
$4); agro.Industrlal employees must be paid 26 colones (about $3), including a food
allowance, per day. Despite these increases, approximately 40 percent of the popu-
lation lives below the poverty level. The law lmlnts the workday to eight hours and
the work week to 44 hours requiring premium pay for additional hours. Occupa.
tional safety remains a problem because of outdated regulations, limited enforce-
ment sources and a reluctance to strictly enforce regulations.

r. Rights in ectors with U.S. Investment.-U.S. investment In El Salvador is dis-
tributed fairly evenly inside and outside the so-called "maquilas" or free zones. The
labor laws apply equally to all sectors, including the free zones. However In practice
businesses I the free zones discourage union activity; those trying to form unions
have been fired. The Ministry of Labor lacks the resources and support from the
legal system to adequately monitor the activities of the companies in the free zones.

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

(Millions of U.S. dollars]

Category Amount

Petroleum ................... ............... ................ 44
Total M anufacturing ............................................................... (1)

Food & Kindred Products ................................................... (1)
Chemicals and Allied Products ........................................... (1)
Metals, Primary & Fabricated ............................................ 7
Machinery, except Electrical ............................................ 0
Electric & Electronic Equipment ....................................... -1
Transportation Equipment ............................................... 0
Other Manufacturing .......................................................... (1)

Wholesale Trade ......................................................... ............. 2
Banking ..................................................................................... ()
Finance/Insurance/Real Estate ............................................. 4
Services .................................................................................... (1)
Other Iudu strikes ...................................................................... (1)
TOTAL ALL INDUSTRIES .................................................... 104

'Suppm,resedto avoid disclosing data of individual companies.
Sotartv U.S. Department of Commerce, Bureau of Economic Analysis.

GUATEMALA

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

1992 1993 1994

Income, Production and Employment:
Real GDP (1985 prices) ....................................... 7,264 8,262 9,089
Real GDP Growth (pct.) ....................................... 4.8 3.9 4.0
GDP (at current prices) ....................................... 7,741 11,260 12,527
By Sector. (pct.)

Agriculture ........................................................ . 25.3 24.9 24.8
Enaergy/Water .................................................... 2.7 2.9 2.9



377,

Key Eonomic Indloatome-Continued
DiihloI. oW1'.8, ddluans unle othslw~se holedJ

1noi"m 0m 1504

Manufacturing ................... 14.6 14.5 14.5
Construction .... ...... 2.3 2.2 2.2
Rents o............. .*............................. +.... .4.9 4.8 4.8
Financial Services. ........ 4.3 4.5 4.5
Other Services ...... ........ 6.0 5.9 5.8
Government/Health/Education ........................ 7.1 7.5 7.5
Transportation ................................................. .8.4 8.4 8.5
Commerce .................... 24.1 24.1 24.1
Mining................................0.3 0.3 0.4

Real For Capita GDP (1985 base) ...................... 745 824 881
Labor Force (000s) ....................... 2,803 2,897 3,213
Unemployment Rate (pct.) 2................................ 6.1 5.5 4.9

Money and Prices (annual percentage growth):
Money Supply (M2) ... ....................s2,234 2,451 2,584
M2 Annual Percentage Change .......................... 19.5 8.9 8.0
Base Interest Rates

Commercial Banks (deposits) .......................... 16.0 14.0 15.0
Commercial Banks (loans) ............................... 25.0 27.0 25.0

Consumer Price Index ......................................... 13.7 11.6 12.0
Exchange Rate (quetzal/dollar) ........................... 5.70 5.66 5.80

Balance of Payments and Trade:.
Total Exports (FOB) ............................................ 1,284 1,356 1,383

Exports to US...........................453 501 417
Total Imports (CIF)........2,328 2,381 2,566

Imlforts from U.S....... . .............. 1,081 1,172 1,120
Aid• -r•m U.S ....................................................... 70 56 54
External Public Debt...................... 2,252 2,071 62,034
Debt Service Payments (paid)........720 556 N/A
Net Gold and FOREX Reserves ...................... 473 608 608
Total Trade Balance ........................................ -1,044 -1,025 - 1,183

Merchandise Balance with US. ...................... -628 -671 -703
NIA-Not available.
11994 figures are U.S. Embassy estimates.
esUnomment figures provided by the Guatemalan Government do not reflect serious underemployment."etimted as high as 50 percent.
"Interest rates are average maximum levels.
4Based on Guatemalan customs data.
$As orfJune 30. 1994.

1. General Policy Framework
With a GDP of roughly 12.5 billion dollars, Guatemala is the largest economy in

Central America, as well as the biggest importer of U.S. products. The 1993 mer-
chandise trade deficit of 671 milliondollars with the U.S. was more than double the
figure recorded two years earlier.

Guatemala's economy Is dominated by a strong private sector, with the govern-
ment sector accounting for only about 12 percent of GDP. Agriculture accounts for
a quarter of all output, two thirds of all exports, and over half of all employment.
Half of all exports come from just five traditional agricultural products: coffee,
sugar, bananas, cardamom, and meat. After several years of depressed world prices,
export receipts from these traditional products have rebounded significantly in the
last several years. Coffee export earnings for example, are running 60 percent high-
er in 1994 than in 1993. The other main roductive activities are commerce and
manufacturing, which contribute 24 percent and 15 percent, respectively, of total
GDP. Nontraditional exports-such as drawback textile manufacturing and high
value agricultural products now account for about 40 percent of export earnings, up
ftom 17 percent sax years ago. Tourism receipts accounted for $26 million In ex-
change earnings in 1993 but arrunninge 10 percent below that level in 1994.

The administion of Ramire de Leon Carplo has adhered to the sound fiscal and
monetary policies that have been in place since 1991. As a result, real GDP growth
for 1993 was about 8.9 percent, down somewhat from the 4. growth of 1992.
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Growth is expected to be about 4.0 percent in 1994. The Bank of Guatemala has
adhered to a number of fairly tight monetary measures and kept prices in chock.
Beginning In 1991, Guatemala implementel a policy of zero net credit to the
Central Government, which halted the prior tendency to monetize the deficit. Since
then, the Central Government deficit has been financed primarily by varioi's bonds
issued by the Finance Ministry. From a rate of 60 percent in 1990, inflation fell to
an average of around 12 percent in subsequent years.

By drastically curtailihg expenditures in 1991 the government successfully re-
duced the consolidated public sector deficit from 4.7 percent of GDP in 1990 to Just
1.6 percent in 1991. With the 1992 fiscal reform, the overall deficit fell further to
Just 0.6 percent. However, due to declining tax collections In real terms the com-
bined public sector deficit rose to 2.7 percent of GDP in 1993 and could reach as
high as 3.3 percent in 1994.

Late in 1993 Guatemala began a shadow program with the International Mone.
tary Fund, which the government hopes to convert to a formal standby agreement
in 1995. In accordance with that agreement the government has eliminated sub.
sides for municipal wags and In March of 1994 liberalized gasoline prices. The
government also concluded a nancial Sector Modernization Loan agreement with
the Inter-American Development Bank. Under this prram Guatemala is moving
to liberalize and better supervise its financial system. TheGovernment has yet to
present legislation to implement the Uruguay Round to the Guatemalan Congress,
although it has expressed its intent to do so.
2. Exchange Rate Policy

Guatemala maintains an open, relatively undistorted exchange regime. There are
no legal constraints on the quantity of remittances or other capital flows. In early
1994, the government ended the requirement that local private banks sell all their
foreign exchange to the Bank of Guatemala every day and eliminated the daily auc-
tion system for foreign exchange. Although the Bank still intervenes occasionally to
dampen speculation, there are no longer any delays in acquiring foreign exchange.
The government sets only one reference rate, which it applies only to its own trans-
actions and which is based on the market determined commercial exchange rate. Re-
mittances can take the form of dollar denominated government bonds, although the
supply of these is limited. A number of banks also offer "pay through" dollar de-
nominated accounts. Under this plan, the depositor makes deposits and withdrawals
at a local bank, but the account is actually maintained in a U.S. bank on behalf
of the depositor. The holding of dollar accounts in local banks is still prohibited.

The quetzal depreciated 10 percent in nominal terms during 1993. Thus, the quet-
zal more or less maintained Its real value vis-a-vis the dollarlast year, after having
appreciated about 7 percent in real terms during each of the two prior years. So
far in 1994 the nominal value of the quetzal, currently about 5.7 to the dollar, has
not change significantly.
3. Structural Policies

In mid-1992, the government instituted a sweeping tax reform. The income tax
was simplified. Individuals now face a three tier income tax structure with a top
rate of 25 percent; corporations pay a simple 25 percent flat rate. Most exemptions
for value added taxes and most stamp taxes were eliminated. As a result of these
reforms, the bases for both the income and value added taxes were broadened con-
siderably. Tariffs on most imports from outside Central America were lowered first
to a 5-30 percent band in 199r2 and then to a 5-20 percent band in 1993. The main
exceptions are on imports of rice, poultry and petroleum products, where tariffs
ranging up to 45 percent remain in effect. In addition, the 3 percent surcharge on
imports was eliminated in 1992. As a result of this reform, tax revenues increased
from 7.4 percent of GDP in 1991 to 8.4 percent in 1992. Since then however, tax
revenues fell to 7.9 percent of GDP in 1993 and are expected to decline further to
approximately 7 percent of GDP in 1994. The government's goal is to increase the
tax burden to 8.5 percent in 1995, by increasing taxes and by increasing penalties
for tax evasion.

Wheat, flour and sugar are virtually the only products on which Guatemala main.
tains eurice controls. Direct government control of production is small and decreas-
ing, with growing private participation in key areas such as electricity generation.
Even in sectors controlled by the government (telecommunications, for example), for-
eign companies are generally allowed to compete for contracts on an equal basis
with domestic producers.

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
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the procws of establishing a "one stop shop" for investors, as well. Nonetheless, the
bureaucracy often presents a difficult hurdle for both domestic and foreign compa-
nies, subjecting them to requirements that are both ambiguous and inconsistently
applied. It is not unusual for regulations to contain few explicit criteria for the gov-
ernment decision maker, thus generating significant uncertainty and latitude. MWre-
over. there is no consistent pattern or Judicial review of administrative regulations.
4. Debt Manopment Pol/ck.

Guatemala's modest foreign debt has been declining for several years. The drop
has been most marked in relation to GDP. From 35 percent of GDP in 1990, foreign
debt fell to 22 percent by the end of 1992 and to 19 percent by the end of 1993.
Public sector foreign debt has declined faster than total external debt, reflecting an
increasing reliance on private, rather than public, Investment. From 32 percent of
GDP in 17990, the external debt of the public sector declined to just 18.8 percent at
the end of 1993. During themsane time period, debt service increased steadily, reach-
Ing 16.3 percent of exports in 1992, as Guatemala cleared its foreign arrears, before
falling back to 14.4 percent in 1993. Following its first Paris Club agreement In
1993, the Government reached bilateral agreements to reschedule about a quarter
of its approximately 450 million dollars in arrears on official bilateral debt. As of
late October, 1994 however, Guatemala was still negotiating the rescheduling of its
official arrears with Spain.

In December 1992 Guatemala signed a 120 million dollar Economic Moderniza-
tion Loan (EML) with the World Bank. Although Guatemala could have borrowed
approximately 70 million dollars under the standby agreement with the Inter-
national Monetary Fund (IMF), the government decided to treat the agreement as
precautionary and never requested any disbursements. Guatemala received the first
EML disbursement of 48 million dollars in December, 1992. The second tranche dis-
bursement under the EMI, scheduled for June 1993 finally occurred in the begin-
ning of 1994 after the loan was restructured and the government entered into a
new "shadow agreement" with the IMP (following the successful, constitutional res-
olution of the adto-golpe of May 1993 and the resultant economic dislocations). The
third tranche, rescheduled for June 1994 has yet to occur since Guatemala had
failed to meet several conditions for disbursement, particularly tax reforms and rais-
ing electricity rates. In early 1993, the World Bank provided another 20 million dol-
lar loan for Guatemala's Social Investment Fund. Guatemala is close to meeting the
conditions for disbursement of the second tranche of a 130 million dollar financial
sector modernization loan from the Inter-American Development Bank.
5. Significant Barriers to U.S. Exports

Exporters to Guatemala enjoy a generally open trade regime. For the most part,
imports are not subject to nontariff trade barriers, although arbitrary customs valu-
ation and excessive bureaucracy can sometimes create delays and complications.
The vast majority of tariffs has been reduced to a band of 5-20Opercent.

Restrictions remain on foreign Investment in very few sectors. The Constitution
provides the state telephone company, Guatel, with a monopoly on most tele-
communications services. The Constitution also designates all subsurface minerals,
petroleum and other resources as property of the state. Concessions are.typically
granted in the form ofproduction sharing contracts. However the solicitation andcontracting process for energy concessions tends to t. retracted and

nontransparent. Some foreign oil companies also complain that the G.uatemalan roy-
alty scale is not competitive with that of other countries.,Also, only Guatemalan citi-
zens or corporations which are at least 75 percent owned by Guatemalans can oper-
ate radio or television stations. Foreigners can own no more than 30 percent of
"small mining" or forestry companies. Ground transportation is limited to companies
with at least-60 percent-Guatemalan ownership. Licensing requirements for fishing
operations are enforced insuch a way as to ensure at least minority Guatemalan
participation. Only airlines with at least 51 percent Guatemalan ownership can pro.
vide domestic service.

Foreign firms are barred from directly selling insurance or rendering licensed pro.
fessional services, such as legal or accounting services, in Guatemala. Foreign firms
are still able to operate however, through correspondents or locally incorporated
subsidiaries. Most "Big Aix" US. accounting firms are represented in Guatemala.
Restrictions on housing construction are so onerous that they virtually exclude for-
eign participation.

Sanitary licenses are required for all imports of animal origin..During the past
year, the impact of this requirement on U.S.exporters has been negligible. However,
recent reports indicate that Guatemala may begin using these license requirements
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as nontariff barriers toprotect domestic producers. Licenses are also required to im-
portapp~les and wheat flour.

In addition, all processed foods are required to have Spanish language labels at.
tached. In the past this rule has not been enforced. However, on October 25, 1994,
the Government began a to crack down on violators, a move which could signifi.
cantly Impact the 26 million dollars per year in U.S. exports of processed foods to
Guatemala, a figure which had been growing rapidly.
6. Export Subsidies Policies

Significant tax exemptions are granted to both foreign and domestic enterprises
producing for export. With the rise in coffee prices, there has been no effort to re.
peat the coffee sector's 1993 bond program which provided a 15 dollar per hundred
weight subsidy to exporters (to be repaid with higher coffee prices). The country is
not a member of the GAIT Subsidies Code.
7. Protection of U.S. Intellectual Property

The level of protection provided ;atellectual property remains inadequate. In gen.
eral, the Criminal Code contains ineffective penalties for infringement of intellectual
property rights and a poorly trained judiciary is slow to provide injunctive relief.
However there have been significant recent improvements. The 1991 GSP petition
against 6 uatemala filed by the Motion Picture Export Association of America was
dropped in 1994 after Guatemala passed an antipiracy law and local cable operators
generally ceased illegal retransmission of signals. In addition, the current legisla.
ture is considering laws to afford more effective protection of intellectual property
rights. The government has also announced its intention to accede to the Paris Con-
vention for the Protection of Industrial Property and to the Berne Convention for
the Protection of Literary and Artistic Works. Guatemala is named on the Special
301 "Watch List."

Copyrights: While the right to copy, publish and distribute is clearly protected,
control over leasing or renting of protected works is not clear under Guatemalan
law. Despite membership in the Rome and Geneva Conventions, Guatemalan law
does not generally protect sound recordings. Legislation was enacted in 1992 to pro.
hibit pirating for commercial use of satellite television transmissions. As a result,
unauthorizedretransmission of signals has dropped significantly. However video pi.
racy remains a problem. Pirated videos are both locally produced (but not (or export)
and brought in via parallel imports. At the urging of a legitimate distributor, the
Government has begun to crack down on video clu-bs that rent pirated copies. The
distributor also plans to work with these clubs to develop a plan for voluntary com.
pliance. In addition, a new copyright law has been drafted or consideration by the
Guatemalan Congress early in 1995. This law would impose greater sanctions for
noncompliance, as well as protect sound recordings, computer programs, videos and
films and the transmission of these works.

Patents: Guatemala's patent law is old and does not protect mathematical meth-
ods, living organisms, commercial plans, surgical, therapeutic or diagnostic methods,
or chemical compounds or compositions. Protection is circumscribed by short patent
terms (15 years, except for the production of food, beverages, medicines and
agrochemical products, which last only 10 years), compulsory licensing provisions
and local exploitation requirements. Patent rights do not extend to any action exe-
cuted in the pursuit of education, research, experiments or investigation. Patent
rights do not prevent the importation of counterfeits, unless the product is being
produced in Guatemala. Protection lapses six years from the date of the patent if
the product is not being produced locally. To address these issues and bring Guate-
malan law in line with international standards, the government is currently draft.
ing new patent legislation for submission to Congress in early 1995.

Trademarks: The Central American Convention for the Protection of Industrial
Property (CACPIP) forms the legal basis for the protection of trademarks In Guate-
ma a. Guatemalan law does not provide sufficient protection against counterfeiters,
nor does It afford adequate protection for internationally famous trademarks. The
right to exclusive use of a trademark, for instance, is granted to whoever files first
to register the mark. There is no requirement for use, nor any cancellation process
for nonuse. As a result, foreign firms whose trademark has been registered by an-
other part in Guatemala have often had to pay royalties to that party, or buy him
out. The Central American countries are currently revising the Convention to bring
it more in line with emerging international standards and to simplify the registra-
tion process. It is expected that the Government will approve the changes to the
Convention in November and submit the Convention to Congress for ratification.

New Technologies: Guatemala makes no specific provision for the protection of
trade secrets or semiconductor chip design, although it has signed the Washington
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Treaty on Intellectual Property in Respedt of Integrated Circuits. Guatemalan copy.

g do not currently extend to databases, audiovisual works, or software.
International Intellectual Property Alliance estimates that in 1993 trade

loss etopracy of mo1tionpictures, records and music, computer programs and
books in Guatemala were 2.7 0 llon dollars.
8. Worker Rights

a. The Right of Ausciauion.-Apprximately five percent of the Guatemalan work
foreIs. union in approximately 900 unions. Bureaucratic procedures necessary
to obtain legal authorization to form a union were significantly eased in late 1992,
as part of a successful effort to amend the Labor Code. Regulations to implement
thes changes remain under discussion with trade union Feaders, in an effort to
make the procedure as quick and as transparent as possible. Even though the regu-
lations have yet to be adopted, the time and steps required to register a union have
been signicantly reducedsince the labor code asmendments. Union leaders continue
to charge, however, that it is more difficult to register a trade union than it Is to
register a business. They also claim that management often encourages competing
unions and/or Msolidarity" associations to form ̀ w-en negotiating contracts ana that
these groups make no strike" agreements.

In 1992, petitions filed by the-international Labor Rights Education and Research
Fund (ILRERF) and the AFL-CIO to remove GSP benefits from Guatemala for fail-
ure to protect internationally recognized worker rights were accepted for review by
the USGovernment. The review was extended through the end of the 1993-1994
review cycle.

b. The Right to Organize and Bargain Collectively.-The Labor Code allows collec-
tive b argaing, but emphasizes the protection of individual worker rights.
Antlunion practices are forbidden but enforcement requires court action and this
is generally subject to inordinate delay. The labor court system is badly overloaded.
One new labor court was added in 1993 and a second new court was established
in 1994. The greatest obstacles to union organizing and collective bargaining are not
the law, but the inability-of the legal system to enforce the law adequately, the
weakness of the labor movement and a continuing enormous excess of labor. A se-
ries of tripartite discussions took place in 1993 to address these problems, signaling
a major change in attitude by both management and labor.

c. Prohibition of Forced or Compulsory 1abor.-The Guatemalan Constitution pro-
hibits forced labor and specifically states that service in civil defense partols is vol.
untary. Human rights groups claim, with some justification in conflictive zones, that
coercion is used to recruit some people for these patrols.d. Minimum Age for Employment of Children.ý-The Constitution provides a mini-
mum age of 14 for the employment of children and, then, only in certain types of
jobs. Government statistics indicate that 50,000 children under this age are em.ployed in the formal sector, including agIlture, with only 10 percent having legal
permission to work. An unknown number are employed in the informal sector as
street vendors, beggars and menial laborers. Enforcement of labor regulations has
been given greater emphasis by the de Leon administration; the Labor Ministry has
started a program designed to educate parents about the rights of children in the
work force.

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 an overcrowded and lethargic labor court system. The selec-
tion of-all new judges on the supreme court and appellate courts in mid-1994, based
on new selection procedures designed to protect against incompetent, corrupt, or po-
litically biased judges is expected to make a major difference, over time, in the hon-
esty and efficiency of the court system. A minimum wage applies to most workers;
although the the minimum wages remain low, they were Increased for all sectors
of the private economy in late 1994 by an average of 35 percent. Surveys carried
out by the Labor Ministry Indicate, however, that many workers do not receive the
minimum wage.

f. Rights in Sectors With U.S. Investment.-Guatemala does not register foreign
investment, so accurate records of U.S. investment are not available. Union officials
say that, in general International corporations in Guatemala have been respectful
of worker rights. The high profile exception continues to be some, mostly Asian-
owned firms-in the maquila sector, which assemble garments primarily for the US.
market. U.S. companies operating in Guatemala are more likely to have unions than
their Guatemalan competitors and are also generally credited with providing better
wages and working conditions.
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Extent of US. Investment in Selected IndustrIes--U.8. Direct

Investment Posldon Abroad on an Historical Cost Basis--1993
(millions of Us do&lMs

Cauv Amount

Petroleum .............................................................................. 28T o w ta M n u fa c tu ri ng ,. . . . . . . . . . .. . . . . . . . . ............ $ 40 0 0 0 9 * 1 o ** o * &0 0 # 0 0 e s0 0..........1 0 2
Food & Kindred Products ................................................... 51
Chemicals and Allied Produc ot........................................... 23
Meals, lrlnaz & Fabricated ..........60 ................... -4
Machnery, except Electrical .............................................. 0
Electric & Electronic Equipment ....................................... 0
Transportation Equipment ................................................. 0
Other Manufacturing .......................................................... 32

Wholesale Trade ......................................................................- 6
Banking .................. ......................... ............ 1
Finance/Insurance/Real Estate ................................... ........... 7
Services ..................................................................................... 3
Other Industries ..................................................................... 3
TOTAL ALL INDUSTRIES .................................................... 138

Souar U.S. Department of Commece. Bureau of Economic Analysis

HONDURAS

Key Economic Indicators
[Millions of U.S. dollars 1)

1992 1993 1994•

Income, Production and Employment:
Real GDP (1978 Prices) 3................... . .. . .. . . .. . . . . .. . . 2,791 2,889 2,830
Real GDP Growth (pct.) ....................................... 5.6 3.7 -2.0
GDP (at current prices) 3 .................. . .. . .. . . .. . . . .. . .. .  3,221 3,092 2,950
By Sector.

Agriculture ........................................................ 607 754 N/A
Mining ............................................................... 67 50 N/A
Energy/Water .................................................... 91 83 N/A
Manufacturing .................................................. 474 489 N/A
Construction ..................................................... 181 195 N/A
Rents..............................180 197 N/A
Financial Services ............................................ 216 288 N/A
Other Services .................................................. 991 735 N/A
Government/Health/Education ........................ 205 192 N/A

Net Exports of Goods & Services ........................ -70 -57 N/A
Real Per Capita GDP (1978 prices) .................... 500 503 493
Labor Force (000s) ............................................... 1,477 1,521 1,770
Unemployment Rate (pct.) .................................. 15.5 15.8 16.0

Money and Prices (annual percentage gmwth):
Money Supply (M2) .............................................. 24.7 12.3 0.5
Base Interest Rate4 ...................... . .. . .. . . .. . . .. . . .. . . . ..  23.4 26.4 35.0
Personal Saving Rate .......................................... 19.3 18.8 N/A
Retail Inflation ..................................................... 6.5 13.0 33.0
Wholesale Inflation .............................................. 10.1 14.6 N/A
Consumer Price Index ......................................... 6.5 13.0 33.0
Exchange Rate (USD/LP):

Official ............................................................... 5.8 7.8 8.8
Parallel .............................................................. 5.8 7.8 8.8
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Key Economic Indicators--Continued
(Minions otUS. dolar 1)

im 193 19042

Bazawnw of fymnmts and TradeTotal Exports (FOB)' ... 833.1.846.0.............. ........... 00.0 **o o 9e4.0
Exports toU.S.. 431.9 433.4 440.0

Total Imports (CF). ... 990.2 1,079.5 1,217.0
Imports from U.8.... .. 539.3 563.0 615.0

Aid from US ........................................................ 9b.7 57.0 45.0
Aid from Other Countries ................................... 520.8 490.0 N/A
External Public Debt ........................................... 3,403 8,607 3,612
Debt Service Payments (Paid) ............................ 332 296 300
Gold and Foreign Exch. Reserves ....................... 544.4 434.5 -81.1
Trade BalanceIs.................................................... -157.1 -233.5 -313.0

Trade Balance with U.S................................... -107.8 - 129.6 -175.0
N/A-Net available.IExchange rates used are the averapg omacil rate for each year cited:- 5.75 (1992), 6.82 (1993). 8.8 (1994).
2 1994 f6Aure all estimates based on available monthly data in October 1994.
'GDP at tOWLr cot.4PIgues are actual, average annual Into"a rates, not change In them.
SMe=rhandis trade.

1. General Policy Framework
Despite abundant natural resources and substantial US. economic assistance,

Honduras remains one of the poorest countries In the hemisphere. In the 1980'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 doomed Honduras to a decade of low growth rates and
declining living standards.

From 1990 untIl 1993, the Government of President Callejas embarked on an am.
bitious economic reform program, including dismantling price controls, lowering im-
port tariff duties and remoVing many nontariff barriers to trade. The Government
of Honduras adopted a free market exchange rate regime and legalized/licensed for-
eign exchange trading houses. Interest rate ceiling were removed. Modern national
Investment lgislatlon was enacted which mandated generous, nondiscriminatory in.
centives for local and foreign investment. To confront the chronic fiscal deficit, the
Callejas government took measures to increase revenues and slash credit and ex.
change rate subsidies. Unfortunately, in 1992 and 1993, a sharp rise in public sector
investment spending reversed the progress on the fiscal front and raised the deficit
to 11.2 percent of GDP for 1993. External grant inflows financed part of the fiscal
gap, but the monetized fiscal deficit resulted in a resurgence in domestic inflation.

President Carlos Roberto Rena, inaugurated in January 1994, has taken a series
of measures to deal with the fiscal deficit. Reina ordered a 10 percent cut in current
spending and negotiated with the IMF a series of economic measures designed to
cut the-fiscal deficit by four percent..Under President Reina, the restrictive (anti.
inflationary) monetary and fiscal policies of the Central Bank have been further
tightened. Absolute limits have been imposed on public sector borrowing. The re-
serve requirement (currently 42 percent) remains the favored policy tool to control
money supply growth and inflation.

Honduras bicame a member of the General Agreement on Trade and Tariffs
(GATT) in April 1994, and the accession was ratified by the Honduran Congress
that same month. Honduras ratified the Uruguay Round in May 1994 in Marrakesh.
Honduras has ratified the Uruguay Round agreements and became a founding mem-
ber of the World Trade Organization (WTO) on January 1, 1995.
2. Exchange Rate Policy

Beginning In 1990, the Honduran government abandoned the fixed exchange rate
system and-rdually moved to a flexible exchange rate mechanism. These phased
policy measures allowed for a smooth transition to a floating exchange rate regimeIn 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 (cases de cambio). As of June 1992, the Central Bank author-
ized commercial banks to buy and sell foreign exchange at freely-determined rates.
These foreign exchange reforms improved Honduras' export competitiveness in a
wide range of industries.
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In June 1994, the Central Bank changed to a more restrictive foreign exchange

regime. A foreign exchange auction system was introduced by which all foreign ex-
change in the ormal financial system was auctioned daily by the Central Bal. The
auction rate then became the legal exchange rate for foreign exchange transactions.This rate Is revised with every auction, but is permitted to rise by not more than
one percent every three weeks. Commercial bknks and exchange houses are no
longer allowed to retain foreign exchange purchased from the public, but are ra-

ed t sell this foreign exchange to the Central Bank within 24 hours. In January
19909,the lempira-per-dollar exchange rate had been two to one for many decades.
Since January. 1994, the lempira-perdollar exchange rate has moved from 7.3 to -he
current rate of 9.2 lempiras per dollar, a 26 percent depreciation.
3. Structural Policies

Trade Polcy: 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. An important byproduct of trade liberalization is
the promotion of technology transfer. Among other measures taken was the reduc.
tion of tariff barriers to trade, by gradually cutting import duties from a past range
of 5 to 20 percent. The Government also removed many protectionist/cumbersome
import licensing and prior Import deposit requirements.

Pricing Policy: In an effort to boost production incentives the Government lifted
price controls on several hundred consumer and industrial products in 1990 and
suspended the operations of the State Marketing Board. In the period 1990-92,
price hikes were ado pted on gasoline, electricity, water and telephone services. In
December 1992, the Government moved to a flexible petroleum pricing system re-
flecting changes in world market prices. As of September 1994, the only existing
government controlled prices were for utilities, public transport, fertilizer, cement,
ground roasted coffee and air fares. In October 1994, the Honduran Congress en-
acted legislation mandating price controls on 26 basic market basket items through
the end of 1994.

Tax Policies: Honduras has long maintained a high corporate tax rate. This rate
has been generally considered a major disincentive to direct foreign investments not
covered by the tax exemptions for export-oriented firms operating in free trade
zones and Industrial parks. Early in his term, President Reina lowered the top mar-
ginal corporate tax rate from above 40 percent to 35 percent. The most important
sources of government revenue are the seven percent sales tax and various con-
sumption taxes.
4. Debt Management Policies

Since early 1990 the Honduran government has been working to restore the
country's creditworthiness, reschedule its 3.3 billion dollar external debt and regain
support from the multilateral development banks. In early 1990, negotiations began
with the World Bank (IBRD) Inter-American Development Bank (IDB) and Inter-
national Monetary Fund (IM) to pay off arrears and reestablish pipeline disburse-
ments being withheld by these institutions. The payments of 246.7 million dollars
in arrears were made possible by a bridge loan from the U.S. Treasury Department.
This bridge loan was complemented by additional financing from Venezuela, Mexico
and Japan.

In July 1990, the IMF approved a 12-month standby arrangement, later extended
for seven additional months. The standby provided Honduras with 30 million dollars
in balance of payments support funds. In the second half of 1990, the IDB and IBRD
renewed pipeline disbursements. The IMF program, and repayment of international
financial institution (IFI) arrears paved the way for favorable debt rescheduling
terms for 350 million dollars of debt. The Paris Club accord strengthened Honduras
capacity to service its debt with a number of other creditors, including Venezuela,
Mexico and OPEC. In 1991, the US. government also provided 430 million dollars
In debt forgiveness for Honduras. The-Honduran government reduced its debt obli-
gations with international commercial banks from 245 million dollars in 1982 to 45
million dollars in 1992. A series of privatizations and conversion mechanisms was
used to settle these obligations.

In 1992, Honduras was classified as an IDA-only country. This opened the door
to concessional loans from the IBRD's soft loan window. In June 1992, the IMF ap-
proved a three-year (1992-95) enhanced structural adjustment facility (ESAF),.al-
lowing Honduras to obtain a second favorable Paris Club Agreement in October
1992.5n 1993 the Callejas government took on substantial new commercial debt ob-
ligations for public investment projects and began to fail to make scheduled debt
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service payments to the United States and other Paris Club creditors. The Paris
Club 7agreement was technically suspended in August 1993, landing agreement with
the IM on an economic program and payment of all Par eniub arrears. The woina

geveunt Is currently negotiating with-the WIs and the Paris Club. In 1994, Hon.
dras' total external ebt obl lgations total 3.6 billion dollars, well in excess of the
country's annual gross domestic product (GDP).
5. Sgnflnt Barriers to U.S. Exports

anormt Policy: While reforms have gone far to open up Honduras to US. exports
and tvestment, a number of protectionist policies remain in place. For example, al-
though all Import licensing requirements have been eliminated, Honduras has re.
sorted to an onerous phyto-sanitary system that effectively denies market access to
U•S. chicken parts. Sfmilar phyto-sanitary requirements are used to limit U.S. corn
exports to Honduras.Labeling and Registration of Processed Foods: Honduran law requires that all
processed food products be labelled In Spanish and re istered with the Ministry of
Health. The laws are indifferently enforced at present. However, these requirements
may discourage some suppliers.

Services Barriers: Undr Honduran law special government authorization must
be obtained to invest in the tourism hotet and banking service sectors. Foreigners
are not permitted majority ownership of foreign exchange trading companies. For.
eigners cannot hold a seat in Honduras' two sfock exchanges, or provide direct bro.
kerage services in these exchanges.

Investment Barriers: Several restrictions exist on foreign Investment In Honduras
despite the 1992 Investment Law. For example, special-government authorization
is required for foreign investment in sectors including forestry, telecommunications,
air transport and aquaculture. The law also requiresHonduran majority ownership
in certain types of Investment, including beneficiaries of the National Agrarian Re.
form Law, commercial fishing and direct exploitation of forest resources, and local
transportation.

Honduran law also prohibits foreigners from establishing businesses capitalized at
under 150,000 lempiras. In all cases of investments, at least 90 percent of a compa-
ny's labor force must be national, and at least 80 percent of the payroll must be

arid to Hondurans. Finally, while a one-sto investment window has been instituted
facilitate investment, this office does not provide complete information or assist-

ance to the foreign investor.
Government Procurement Practices: The Government Procurement Law (Decree

No. 148.5) governs the contractual and purchasing relations of Honduran state
agencies. Under this law, foreign firms are given national treatment for public bids
and contractual arrangements with state agencies. In practice, U.S. firms frequently
complain about the mismanagement and lack of transparency of Honduran govern.
ment bid processes. These deficiencies are particularly evident in telecommuni-
cations, pharmaceuticals and energy public tenders.

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 Policies

With the exception of free trade zones and industrial parks almost all export sub.
sides have been eliminated. The Temporary Import Law (Rif), 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 Central America. This law also provides a 10 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, chag, surcharges an internal consumption, and sales
taxes. In addition, the production and sale of goods within the ZIPs are exempt from
state and municipal taxes. Firms operating in ZIPs are exempt from income taxes
for 20 years and municipal taxes for 10 years.
7. Protection of U.S. Intellectual Property

Until recently Honduran legislation on intellectual property rights ([PR) dated
back to the early 1900s, and provided inadequate protection. In August 1992, a
United States government decision to review Honduras' status under 1he General-
ized System ofrferences (GSP), as a result of widespread piracy of US. satellite
signals by local cable TV companies, forced the Honduran government to move seri-
ously to modernize its IPR regime. On August 31-Sptember 1, 1993, the Honduran
congress approved comprehensive, world-class copyright, trademark, and patent
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laws. Honduras is a signatory to the Berne Copyright Convention and, in May 1993,
became a member of the Pails Industrial Property Convention. An part of its appli-
cation for membership In the GATT Honduras has committed to the 'TRIPSW stand.
ard established under the Uruguay Round negotiations. Honduras' recent enactment
of modern IPR legislation and its active support of international IPR conventions
and agreements pave the way for substantive progress In this area. As part of the
0SP review however Honduras will have to demonstrate a serious commitment to
enforcing PR protection.

Patents: The Patent Law enacted in September 1993 provides full and effective
patent protection for up to 20 years. The exception Is patent protection for pharma-
ceutcasa, whch are protected for 17 years from the date ofpant application. The
Patent Law also contains stiff fines and jail sentences for violators.

Trademarks: The registration of notorious trademarks is widespread in Honduras.
Several local firms have profited greatly from the loophole in the old law excluding
notorious trademarks. The new law has strict regulations on the registration and
use of notorious trademarks and provides strong penalties against violators.

Copyrights: Thepiracy of books, music cassettes, record, video tapes, compact
discs, cable TV and computer software is widespread in Honduras. The new Copy.
right Law provides strong protection for copyright owners, however. The Honduran
government has committed itself to legalizing the activities of its cable TV compa-
nies and video store operators. There are no reliable data on the cost of local piracy
to U.S. industry. Belbre the Honduran cable industry legalized most of its oper-
ations, the Motion Pictures Exporters Association of America (MPEAA) estimated
the annual loss of revenues from local cable piracy at 2.5 million dollars.
8. Worker Rights

a. The Right of Association.-Workers have the legal right to form and join labor
unions and, with few exceptions, the unions are independent of the government and
political parties. Although only about 20 percent of the work force is organized,
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 by the constitu-
tion and honored in practice. The Civil Service Code, however, stipulates that public
workers do not have the right to strike.

A number of private firms have instituted "solidarity" associations, which are es-
sentially aimed at providing credit and other services to workers and management
who are members of the association. Organized labor strongly opposes these associa-
tions.

b. The Right to Organize and Bargain Collectiveljy.-The right to organize and
bargain collectively is protected by law, and collective bargaining agreements are
the norm for companies in which the workers are organized. In practice, manage-
ment often discourages workers from attempting to organize. Workers in both
unionized and nonunionized companies are under the protection of the labor code,
which gives them the right to seek redress from the Ministry of Labor. Depending
upon the decision of the labor or civil court, employers can be required to rehire em.
ployees fired for union activity. Such decisions are uncommon. Generally, however,
agreements between management and their union contain a clause prohibiting re.
taliation against any worker who participated In a strike or union activity.

c. Prohibition of Forced or Compulsory Labor.-There is no forced or compulsory
labor in Honduras. Such practices are prohibited by law and the constitution.

d. Minimum Age for Employment of Children.--The constitution and the labor
code prohibit the employment of children under the age of 16, but the Ministry of
Labor lacks resources to exercise its responsibility to ensure enforcement. Children
between the ages of 14 and 16 can legally work with the permission or the parent
and the Ministry of Labor. Violations of the labor code occur frequently in rural
areas and in small companies. High adult unemployment and underemployment
have resulted in many children working in small family farms, as street vendors,
or in small workshops to supplement the family income. According to the Ministry
of Labor, human rights groups and organizations for the protection of children,
there were no signflcant child labor problems in Honduras in 1994.

e. Acceptable Conditions of Work.-The constitution and the labor code require
that all libor be fairly paid. Minimum wages, working hours, vacations, and occupa-
tional safety are all regulated, but the Ministry of Labor lacks the staff and other
resources for effective enforcement.

The law prescribes an eight-hour day and a 44-hour workweek. There is a require-
ment for at least one 24-hour rest period every eight days, a paid vacation of 10
workdays after one year and 20 workdays after four years. The regulations are fre-
quently ignored in practice as a result of the high level of unemployment and
underemployment.
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f. Right. in Sector. with U.S. Investment.-The same labor regulations apply in
export processinzones (EPZs) as in the rest of private industry.U .. firms employ.
l garment worers are active in several EPZ. Working conditions and wages fn
the EPZs are generally considered superior to those prevailing in the rest of the
country. Unions are active in the government-owned P!ierto Cortes Free Trade Zone,
but factory owners have resisted efforts to organize the new privately-owned indus-
trial pa

While progress has been made in some maquiladoras towards unionization, a hard
-line In other mostly Korean-owned, maquilas has led to plant seizures and blockageof ua j'blic hi wa.lacklistesg islcearly prohibited by the labor code, but nevertheless occurs in the

privately owned industrial parks. Some companies in the industrial parks have dis-
missed union organizers before union recognition was granted.

There are still as many as 50 deaths per year resulting from serious health and
safety hazards facing Miskito indian scuba divers employed in lobster and conch
harvesting off the Caribbean coast of Honduras. The seafood is destined primarily
to the U.& market.

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

(Millions of U.& dollars]

Category Amount

Petroleum ................................................................................. )
Total Manufacturing-...............................................................-144

Food & Kindred Products------------).............()
Chemicals and Allied Products ........................................... 3
Metals, Primary & Fabricated .......................................... 3
Machinery, except Electrical ............................................ 0
Electric & Electronic Equipment ..................................... 0
Transportation Equipment ............................................... 0
Other M anufacturing .......................................................... (1)

Wholesale Trade ...................................................................... 15
Banking ................................................................................... 5
Finance/Insurance/Real Estate .............................................. 23
Services ................................................................................... 0
Other Industries ...................................................................... (1)
TOTAL ALL INDUSTRIES .................................................... 223

SSuppressed to avoid disclosing data of individual companieL
Source: U1.. Department of Commerce, Bureau of Economic Analysisl

JAMAICA

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

1992 1993 1994'

Income, Production and Employment:
Real GDP (1988 base year) ................................. 768.7 712.5 546.4
Real GDP Growth Rate...................... 14 1.2 2.0
GDP (at current prices).
By Sector.

Agriculture/Forestry/Fishing ........................... 251.2 320.3 N/A
Mining/Quarrying ............................................. 297.6 277.2 N/A
Manufacturing .................................................. 619.1 703.6 N/A
Construction/Installation ................................. 407.9 491.5 N/A
Retail Trade...........................745.1 904.3 N/A
Transportation/Storage/Communication ......... 242.7 303.9 N/A
Real Estate/Business Services ......................... 392 429 N/A
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Key Economic Indicatorw.-Continued
DMIllmos of U.S ddl unlkme othrWe notedW

Government Services .......................................6 191.6 360.9 N/A
Other ............................ 6.7 23.9 N/A
Total ..................................................................S 8153.9 3814.6 N/A

Real GDP Per Capita ($, 19N8 base) .................. 314.0 288.2 221.2
Labor Force (000)............................................... 1074.9 1083.0 N/ha
Unemployment Rate (pet.) .................................. 15.7 16.3 N/A

Money and Prim:
Money Supply (M2) .................. 1209.5 1549.9 31372.8
Commercial Interest Rate ......... .. ......... 4.4 61.3 65.0
Personal Savings Rate ................................. 15-28.8 15-25.0 15-30
Retail Inflation ......................... .40.2 30.0 39.0
Wholesale Price Index ......................................... N/A N/A N/A
Consumer Price Index ......................................... 419.6 546.0 4758.9
Exchange Rate (JD/USD) 23.00 25.11 33.40

Balance of Payments and Trade:
Total Exports (FOB) ............................................ 1053.6 1044.5 1200

Exports to US ...................... 386.3 379.9 397
Total Imports (CIF) .............................................. 1775.4 2165.2 2230

Imports from UOS .............................................. 943.6 1074.3 1128
AID from US. (FY 93, 94, 995)5.......................... 50.4 34.6 22.5
AID from Other CountriesI$................................ 170.1 429.0 N/A
External Public Debt ........................................... 3678.0 3647.2 73608.0
Debt Service Payments (actual) .......................... 637.9 542.1 539.9
Net Official Reserves (Dec.) ................................ -50.7 70.8 8194.8
Trade Balance ...................................................... -721.8 -1120.7 - 1030.0

Trade Balance with U.S.................................... -557.3 -694.4 -731.2
N/A-Not available.Iprojetd.
2Orowth rate Is based on Jamaican dollars whereas real GDP is ehown In U.S dollars.
SPigure is baoed on Janua"7-4une data.
4Plata) yearending December.
@FY 1996 doesnot Include military stance.
@Commitments frem Jamica's ceooperation partners.
'lgare is based on January-May data."alto Is based on January-une data.

1. Gener Policy q amework
Economic Structure: Jamaica is na import-oriented economy with imports of goods

and services accounting for two-thirds of GDP. Tourism and the bauxite/alumina in.
dustry are the two major pillars sustaining the economy. In 1993 these two indus-
tries accounted for about 77 percent (USD 1535.9 on of the country's foreign
exchange earnings. Hence, both GDP and foreign exchange inflows are extremely
sensitive to external economic factors. Agriculture employs 24 percent of the
workforce and contributes about eight percent of GDP. The relatively small size of
the Jamaican economy, and relatively lhi costs of production (e.g., Interest rates)
has reduced the contribution of the manufacturing sector over the last several years
to about 18 percent in 1993. However, the Government of Jamaica has made some
progress in promoting investment in certain nontraditional export-oriented manu-
facturing enterprises (especially the garment Industry) In the last few years. About
56 percent of Jamaica's work force is employed in the services sector, contributing
59 percent of GDP.

Economic PUlicies: The Jamaican economy grew by 1.2 percent in 1993, following
a growth of 1.4 percent in 1992. The pace of economic growth thus far in 1994 has
been modest due to tight monetary and fiscal policies. However, continued high In.
flation (arising from wage increases high interest rates, and drought during the lat.
ter part of the year, among other factors) has led to declining.real incomes for themajority of the population. The government has reduced public sector operations
through privatization of certain public entities. To date, about 29 entities have been
divested and the government is seeking to divest some 78_entities in the next few
years to increase economic efficiencY. Under the Common External Taril, the tariff
rate Is to be phased down from the current 5-30 percent to 5-20 percent by 1998.
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Fiscal Policyv The Jamaican fiscal year (JFY) 1994/95 budget calls for Jamaican
dollars (JD) 552 billion in outlays, an increase of 27.2 percent over the previous fis.
cal years budget, but will be about 10 percent lower in real terms given the 37.1
percent inflation rate in JFY 93/94. The present budget reflects a tight budgetary
situation with only 38 percent of the outlay directed to meet the economic develop-
ment and social needs of the country. The other 62 percent will be used for debt
servicing costs (49 percent), Bank of Jamaica losses (3.5 percent), and government
employee compensation (8.5 percent).

The government hopes to finance the budget through an expected total revenue
of JD 39.9 billion through recurrent, capital revenue, and the capital development
fund. The balance Is proposed to be financed from external debt (44.7 percent of
total deficit) and internal debt (55.3 percent). Furthermore, in order to ease the
pressure for foreign exchange and to reduce inflation to the target of one percent
per month for FY-94/95, the government has increased the issue of local registered
stocks, treasury bills and certificates of deposit (offering high interest rates) 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.

Monetary Policy: The Bank of Jamaica (BOJ) continued to reduce spending de.
mand by issuing long term securities (Local Registered Stock, short-term certificates
cf deposit (CDs), and T-bills) at very high interest rates (varying from 52 percent
in January 1994 to 37.5 percent in October 1994). These increases in deposit yields
were transmitted through the financial system and had the effect of raising commer.
cial bank lending rates as high as 65 percent in September 1994. Interest payments
on the maturing securities have served to increase liquidity, necessitating additionalsecurity offerings. Funds acquired by the BOJ through issuance of CDs were gen.
rally borrowed by the government and used to finance current expenditures. Itis
contemplated that the BOJ will reduce its reliance on CDs as an instrument for
mopping up excess liquidity in the future. The BOJ has increased the ceiling on
treasury bills recently from JD 7.5 billion to JD 12 billion. Other instruments used
b the government to control aggregate demand and stabilize the exchange rate in-
clude the reserve requirements of financial institutions (50 percent), and issuing a
USD 12.5 million bond (the first such issuance was in September 1993 for USD 20
million). The Bank of Jamaica achieved a positive stock of net international reserves
(NER) by the end of 1993 for the first time since the mid 1970's. The NIR has re-
mained positive through 1994 and has reached the level of USD 316.4 million as
of July 1994.
2. Exchange Rate Policy

On September 26, 1991, exchange controls were eliminated to allow for free com-
petition on the foreign exchange market. The principal remaining restriction is that
foreign exchange transactions must be effected through an authorized dealer. Li-
censes are regulated. Any company or person required to make payments to the gov.
ernment by agreement or law (such as the levy and royalty due on bauxite) will con-
tinue to make such payments directly to the BOJ. There is also a requirement that
20 percent of foreign exchange purchases by authorized dealers must be paid di-
rectly to the BOJ. Tis' represents a significant reduction from the earlier require-
ment, lifted in July 1994, For 28 percent of foreign exchange purchases to go to the
BOJ. A requirement that 25 percent of foreign exchange purchases go to Petrojam
(the government monopoly for imports of petroleum) is still in effect but is not fully
utilized given the availability of foreign exchange in the system. When Petrojam is
privatized, this requirement will, of course, be terminated completely.

With the increased use of foreign currency by importers and other earners of for.
eign exchange, together with the decline in official inflows, the Jamaican dollar lost
ground by 47 percent in December 1993 over December 1992. In an effort to in-
crease the official inflows of foreign exchange, the government introduced and in-
creased the number of cambios as authorized dealers in April 1994. To date, 116
licenses have been issued, although only 46 are in operation. This increase in au-
thorized dealers, along with high interest rates offered on the government securities,
has had a positive impact on the inflows of foreign exchange. For the period Janu-
ary-September 1994, foreign exchange inflow into the official trading market in-
creased remarkably by 93.5 percent over the corresponding period in 1993 to USD
996.6 million. The weighted average selling rate of one U.S. dollar was JD 33.45
in September 1994. If this positive trend continues, U.S. exports to Jamaica are
likely to increase.
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3. Structural Policies
Pricing Policies: Prices are generally determined by free market forces. However,

prices of certain items such as domestic kerosene and bus fares are subject to price
controls. Prices of these Items can only be changed by ministerial approval. In addi-
tion, the margins of motor vehicle dealers is restricted to 12.5 percent of CIF plus
customs duty on motor vehicles, and between 12.5 to 20 percent on motor vehicle
parts. The Fair Competition Act was introduced in 1993 to create an environment
of free and fair competition and to provide consumer protection.

Tax Policies: Taxation accounts for 90 percent of total recurrent and capital reve-
nue. Tax revenue Includes: personal income tax (38 percent of tax revenue), value-
added tax (29 percent), and import duties (12 percent). Although no new taxes have
been imposed so far during FY 94/95, the government proposes to raise additional
revenue of about JD 723 million through increases in the ad valorem tax on petro-
leum products, the departure tax, and the general consumption tax on purchases of
motor vehicles. Given the increase in the national minimum wage from JD 300 to
JD 500 per 40 hour workweek effective July 1994, the income tax threshold was
raised fiom JD 18,408 to JD 22,464 effective January 1994 and will be Increased
to JD 35,568 effective January 1995. 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 pro.
duced in Caricom states are not subject to Import duty. Third-country imports are
presently subject to Import duties ranging between 5 percent and 30 percent, with
higher rates applicable to certain agricultural items, "non.basice and finished goods.
The tariff rate is to be phased down to 5 to 20 percent by 1998. The Government
of Jamaica offers Incentives to approved foreign Investors, including income-tax holi-
days and duty-free importation of capital goods and raw materials. The United
States and Jamaic& signed a bilateral investment treaty in early 1994.

Regulatory Policies: All monopoly rights of the state Jamaica Commodity Trading
Company (JCTC) ceased December 31 1991, but it retains responsibility for con.
cessionary sales such as P1,-4 8 0. The ULS. Embassy is unaware of any government
regulatory policy that would have a significant discriminatory or adverse impact onUS. exports.

4. Debt Management Policies
Jamaica's stock of external debt fell to JD 3.65 billion in 1993, the lowest since

1986. The average annual decline over the past three years hits been 4.2 percent.
Cancellation by official bilateral creditors, conversions on commercial bank debt,
debt servicing, and reduction in contracting new loans contributed to this debt re-
duction. 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 com-
mercial banks, and 6 percent to other entities.

Actual debt servicing during 1993 accounted for 22.6 percent (USD 637.9 million),
of which 8.42 percent represents interest payments. The debt service burden in 1993
was lower than for any year since 1984. The ratio of total outstanding debt to ex-
ports of goods and services declined from 156.3 percent in 1992 to 150.59 percent
in 1993 due mainly to debt reduction and improvement in exports. Although the
debt per capita improved by 14.6 percent to USD 1,475 over the last four years, debt
servicing continues to be a major burden on the government budget (49 percent).
Jamaicapassed the June IMF test for its Structural Adjustment Program. The cur-
rent IMF agreement is expected to be Jamaica's last. ,Jamaica negotiated a new
Multi-Year Rescheduling Arrangement (MYRA) with the Paris Club of OECD credi-
tor countries and agencies in 1992. The MYRA provides for rescheduling of USD
281.2 million of principal and interest for the period October 1992 to September
1995.

Under the debt conversion program (reducing foreign commercial debt), about 30
percent or USD 119.4 million of outstanding commercial debt has been converted
over the last five years.
5. Significant Barriers to U.S. Exports

Government Procurement Practices: Government procurement is generally ef-
fected through open tenders. U.S. firms are eligible to bid. The range of manufac.
tured goods produced locally is relatively small, so instances of foreign goods com-
peting with domestic manu facturers are very few.

Customs Procedures: Due to the efforts of the Government of Jamaica, customs
procedures are being improved and streamlined. In order to facilitate the movement
of goods, the government has simplified the documentation and clearance require.
ments for exporters. Computerization of the entire system is underway.
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6. Eqxort Subs.4u Padl is
The Export Industry Encouragement Act allows approved export manufacturers

access to duty-free imported raw materials and capital goods for a maximum of ten
are. Other benefits are available from the Jamaican Government's EX-IM Bank,

luding access to prelorential financing through the Export Development Nund,
lines of credit, and export credit insurance. Jamaica does not adhere to the GAT
subsidies code.
7. Protection of U.S. Intellectual Property

Jamaica is a member of the World Intellectual Property Organization (WIPO) and
respects intellectual property Fights. The Jamaican Constitution guarantees prap-
erty rights and has enacted Ieislation to protect and facilitate acquisition and dis-
position 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 Govern-
ment of Jamaica and the Government of the United States signed a bilateral Intel-
lectual Property Rights Agreement in March, 1994. The U.S. Embassy is not aware
of any complaint concerning the protection of intellectual property in Jamaica.

Patents: There are plans to modernize the patents, trademarks, and designs legs.
lation. Under the present regulations, patent rights in Jamaica are granted for a
period of 14 years with the provision of extension for another seven years. The 'nov-
elty test" contained in the Jamaican patent law, however, limits the definition of
"novelty of invention" to that which is novel in Jamaica, without reference to the
novelty of the invention abroad. Further, patents granted in Jamaica shall not con-
tinue in force after the expiration of the patent granted elsewhere. The 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
which entered into force September 1 1993. The Adtadheres to the principles of
the Bern Convention and covers a wide range of works, including books, music,
broadcasts, computer programs and databases.

New Technolcoges: There is no statute with regard to new technologies. Jamaica
follows common law principles as established in England. Breaches of such laws can
result in either injunction or suit for damages.

Impact on US. Trade: Piracy of broadcasts and pre-recorded video cassettes for
distribution in the domestic and regional market is widespread. Video stores import
a large number of copyrighted motion pictures and television programs each year.
However, a draft policy paper on cable television was tabled in parliament in Feb-
ruary 1994 which identified 100 unauthorized cable systems involving Investment
in Jamaica valued at between JD 20-40 million. The government Is presently exam-
ining submissions from the public before it decides on the final licensing regime for
the legal operation of cable television.
8. Worker Rights

a. The Right of Association.-TThe 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 asa means of settling
disputes. The Labor Relations and IndustriaF Disputes Act (LRIDA) codifies regular.
tions on worker rights. About 15 percent of the work force is unionized, and unions
play an important economic and political role in Jamaican affairs. In the Kingston
Free Zone, none of the 18 factories are unionized. Jamaica's largest unions, includ-
ing the National Workers' Union, have been unable to organize workers in the Free
Zone.

c. Prohibition of Forced or Compulsory Labor.-Forced or compulsory labor is not
practiced. Jamaica is a party to the relevant 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 8-hour days is standard,
with overtime and holiday pay at time-and-a-half and double time, respectively. Ja-
maican law requires all factories to be registered,_inspected and approved by the
Ministry of Laior. Inspections, however, are limited by scarce resources and a nar-
row legid definition of*factory."
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f. Rights in Sectors With ]U.S. IrwstmenL--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 cistribution. Worier right
are respected in theme sectors, and most of the firms involved are unionized with
the important exception of the garment assembly firms. No garment assembly firms
in the fee zones are unionized and only one firm outside the free zones Is union-
ized. There have been no reports of U.S..related firms abridging standards of accept-
able working conditions. Wages in U.S.-owned companies generally exceed the in.
dustry average.

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

(Millions of U.8. dollars)

Category Amount

Petroleum ................................................................................. .(1)
Total Manufacturing ............................................................... 168

Food & Kindred Products.......................... 0
Chemicals and Allied Products ........................................... 157
Metals, Primary & Fabricated ............................................ 0
Machinery, except Electrical .............................................. 0
Electric & Electronic Equipment ..................................... 0
Transportation Equipment ................................................. 0
Other Manufacturing .......................................................... 11

W holesale Trade ...................................................................... (1)
Banking .................................................................................... (1)
Finance/Insurance/Real Estate ................................... ........... 8
Services ......................................................................... ........... 20
Other Industries ...................................................................... (1)
TOTAL ALL INDUSTRIES .................................................... 11,077

SSuppressed to avoid diadoung data of Individual companies.
Source: U.S. Department of Commerce, Bureau of Economic Analysis.

MEXICc

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

1992 1993 19941

Income, Production and Employment:
GDP (current) ....................................................... 329.3 360.5 368.0
Per Capita GDP (current USD) .......................... 3897.3 4186.6 4116.6
Real GDP Growth Rate (pct. over previous

year) ................................................................... 2.8 0.4 2.8
By Sector: (current)

Agriculture/Forestry/Fishing ........................... 24.7 26.8 26.5
Mining/Oil/Gas .................................................. 11.3 12.5 12.5
Manufacturing .................................................. 75.0 80.6 82.1
Construction ..................................................... 17.3 19.5 19.0
Electricity...............4.9 5.5 5.5
Commerce/Restaurants/Hotels ........................ 85.8 92.4 94.5
Transport/Storage/Communications ............... 23.1 25.8 26.3
Financial Services/Insurance/Real Estate ...... 35.9 41.0 41.3
Social Services .................................................. 56.7 62.5 66.7

Labor Force (millions) ......................................... 27.4 28.0 28.6
Open Unemployment Rate (pct.) (year-end) ...... 3.0 3.7 3.7
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Key Economic Indlcators-Continued
[Billions f•rU. dollars oml o w notd1

1992l 193 19941

Money and Prim (annual percentage growth):
Money Supply (M .......... 20.4 14.4 16.0
Banks' Average Cost of Funds ............................ 18.8 18.6 15.3
Financial Savings Rate (M4 as pct. of GDP) ..... 45.6 52.7 57.4
Consumer Price Inflation (Dec-Dec pct. change) 11.8 8.0 6.8
Wholesale Price Inflation .................................... 10.6 4.6 6.4
Exclnge Rate (year-end Interbank rate) (new

pesos. 1NP=1,000 old pesos) ........................... 3.115 3.106 3.40
Balance of Payments and Trade.

Merchandise Exports (FOB) ................................ 46.2 51.9 57.2
Exports to U.(US. . Customs Data)35.2 ........ 39.6 47.0

Total Imports (FOB) ............................................ 62.1 65.4 74.7
Imports from US.(FAS) ................................... 40.6 41.4 49.0

Aid from US ........................................................ N/A N/A N/A
Aid from Other Countries ................................... N/A N/A N/A
External Public Debt ........................................... 75.8 78.7 81.4
External Debt Service Payments (public sector

amort. & Interest) ............................................. 18.4 13.9 16.0
Gold and Foreign Exch. Reserves ....................... 18.6 24.5 19.5
Trade Balance ...................................................... - 15.9 - 13.5 - 17.5

Trade Balance with US ................................... -5.4 - 1.8 -2.0
N/A-Not available.
I Estimated.

1. General Policy Framework
The new Zedillo Government's decision in mid-December to devalue and subse-

qently to float the peso provoked a deep financial crisis in Mexico and highlightedt vulnerabilities or the Mexican economy. Principal among these were the over-
valued peso, excessive trade and current account deficits, and undue reliance on
short-term capital to finance the government and current account deficits. The De-
cember crisis has led the Zedillo Government to reinforce Its policy commitment to
economic reform and adjustment and to enter into discussions with the Inter-
national Monetary Fund (IMF) on a new macroeconomic stabilization program sup-
ported by an IMF stand-by arrangement. The government has also promised greater
foreign access In key sectors such as ports, railroads, satellites, telecommunications
and financial services as part of its renewed commitment to economic reform and
market opening.

In doing so, the Zedillo Government continues to rely on a general understanding
with key labor and private sector groups to underpin its economic policy approach.
Economic goals have been set and implemented since December 1987 through a se-
ries of 14 government/labor/private sector agreements known as economic pacts.
Heretofore, the pacts combined dramatic increases in government revenues and re-
ductions in government expenditures, tight monetary policies, and a managed ex-
change rate policy with voluntary price and wage controls. As a result, 12-month
inflation fell from 159 percent In 1987 to a rate of 6.7 percent as of October 1994.
At the same time, the average annual rate of economic growth between 1988 and
1994 is expected to be 2.6 percent.

Responding to the December crisis, the signatories of the pact agreed on January
3, 1995 to a new set of austerity measures. Key goals: to temper the inflationary
impact of the peso devaluation by tough measures and limiting annual wage in-
creases to seven percent, with additional increases possible for productivity and a
negative tax for the lowest paid workers. To reduce Mexico's reliance on foreign fi-
nancing, the government's new economic program alms to halve the USD 30 billion
1994 current account deficit and to boost domestic savings. Moreover, the program
calls for continuing structural reforms within the economy, including a cut in gov.ernment spending equal to 1.3 percent of GDP and a further wave of privatizations
In key sectors. Monetary policy is expected to be tight.

Mexico Joined the General Agreement on Tariffs and Trade (GATT) In August
1986 and unilaterally lowered Its average tariff level from 100 percent ad valorem
to a structure with a top rate of 20 percent. At the same time it reduced or elimi-
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nated many non-tariff barriers such as import licenses and quotas. 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 seuently, Mexico began to run trade deficits in 1990. The trade deficit is ex-
pected to reach USD 17.5 billion in 1994. U.S. companies have been the primary
beneficiaries of Mexico's trade liberalization since about 70 percent of all Mexican
imports come from the United States. In 1994 with the implementation of the

iorth American Free Trade Agreement (NAYFA), US. exports to Mexico will be
about USD 50 billion, an increase of about 21.7 percent compared to 1993. Mexico
has ratified the Uruguay Round agreements and became a founding member of the
World Trade Organization (WTO) on January 1, 1995.
2. Exchange Rate Policies

Prior to the mid-December decision to widen the exchange rate band and subse-
quently to allow the free fiat of the peso, Mexico had relied since November 1991
on a regime by which the peso was allowed to float within a designated band. The
rate at which large foreign exchange transactions were conducted fluctuated within
a band that was defined by the rates at which banks would buy and sell U.S. dollars
on a cash basis. Within the band, the actual exchange rate was determined by mar-
ket forces with some government intervention. In the run-up to the December de.
valuation, Mexico's Central Bank reserves declined substantially. At the time of the
decision to allow a 13 percent devaluation of the peso, the dollar sold in the inter-
bank market for 3.4647 new pesos. In the final days of December, the peso traded
as low as six to the dollar. It closed the year at 5.505 to the dollar.

The value of the peso in US. dollars changed little in nominal terms between No.
vember 1991 and early 1994. At the same time, Mexican inflation was higher than
that in the United States. As a result, during 1992 and 1993 the Mexican peso ap-
preciated in real terms by almost 10.5 percent against the dollar. This appreciation
gave Mexican importers an incentive to buy U.S. exports which gained a slight com-
petitive advantage over domestic goods, whose prices were rising more rapidly. Due
to political uncertainty in 1994, steady capital outflows caused the peso to lose value
against the U.S. dollar. Between January and July 1994, the peso depreciated by
about eight percent In real terms. Despite the depreciating peso, U.S. exports to
Mexico grew at a faster pace during 1994 than in 1993. Between January and July,
Mexican purchases of U.S. goods rose by 18.5 percent compared to a,2.3 percent
growth rate In the same period of 1993. Sales of Mexican goods to the United States
rose by 19.2 percent in the first seven months of 1994 versus 12.6 percent growth
in the comparable period of 1993.
3. Structural Policies

Prior to the financial crisis of the Zedillo Government's early weeks, the Salinas
Government sought during its six-year tenure to modernize and Increase efficiency
of the Mexican economy by promoting greater external and internal competition.
The North American Free Trade Agreement (NAFTA) implemented in January
1994, with its side accords for labor and the environmen , and a new dispute resolu-
tion mechanism, represents the cornerstone of future M, xican trade policy. Mexico
also signed free trade agreements (FTA) with Chile, Crta Rica, Bolivia and a tri-
lateral (G-3) agreement with Venezuela and Colomb~a. Mexico is negotiating an
FTA with the 'Northern Trianle" nations of Central America: Guatemala, Hon-
duras, and El Salvador. Mexico s other FTA's (except for Chile, which was nego-
tiated before NAFTA) track, with some variation, the basic objectives of NAFTA.

NAFTA's key features include:
-Progressive elimination of tariffs, non-tariff barriers and quantitative restric-

tions on traded merchandise.'
-Phased and market-share limited opening of Mexico's service industries, includ-

ing financial services, to US. and Canadian firms wishing to invest or provide
cross-border services.

--Gradual opening of Mexico's central government purchasing and construction
contracts to bidding by U.S. and Canadian firms.

-Establishment of clear dispute resolution and international arbitration Proce-
dures to provide proper protection to U.S. and Canadian investors in Mexico.

-Commitment from all parties to afford effective --otection for intellectual prop-
ert rights.

The Isincorporation (privatization or elimination) if about 900 state-owned com-
panies since 1986 stands as a major achievement ai4 testimony to the government's
belief in the benefits of private enterprise. The process of privatization of.state-
owned companies has generated USD 22 billion in government revenues and shrunk
the number of state-owned firms to under 200 today. During President Salinas' ad-
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ministration, important privatization sales included all 18 government-owned com-
mercial banks, the telephone company, a television network, airlines, film theaters,
several sugar and food processing plants, large copper mines, and steel production
facilities. The privatization drive also opened the door for private investment in
Mexico's surface transportation infrastructure such as the modernization of air and
maritime ports. In its early response to the December financial crisis, the Zedillo
Government has clearly signaled that it will continue to rely on privatization as a
key element of its structural reform policy.

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 July 1993, eliminated most non-tariff trade restrictions and estab-
lished procedures for remedying unfair trade practices such as export subsidies and
dumping. The number of unfair trade investigations has grown steadily over the
past five years, yet they are, with some exceptions, considered to be conducted in
an equitable and transparent manner. Most new regulations affecting U.S. trade
have been formulated in anticipation of increased trade under NAFTA. At times,
however, these regulations have disrupted trade as a result of poor drafting and/
or lack of coordination between various government agencies responsible for their
implementation. The Mexican customs service has been modernized and automated,
and a program to professionalize personnel and weed out corrupt practices is ongo-
Ing.
4. Debt Management Policies

Prior to the December financial crisis, Mexico had made considerable strides in
regaining access to International financial markets. During 1993, Mexico reaped the
benefits of a sound macroeconomic program and the successful renegotiation of its
external debt, concluded in February 1990. Greater confidence among investors and
creditors has resulted in large investment capital inflows in late 1993 and early
1994 and Increased access to international credit markets at progressively more fa.
vorable terms. During 1993, public and private sector Mexican companies made 77
issues on International debt markets valued at USD 9.8 billion, or 138 percent above
the 1992 level. This situation was largely reversed following the assassination of
Luis Donaldo Colosio, the ruling Institutional Revolutionary Party's presidential
candidate in March, 1994. The fear and political uncertainty generated by this event
resulted in massive capital outflows which were hastened again nine months later
by the devaluation crisis. International borrowing slowed over the course of 1994 be-
cause political conditions In Mexico and interest rate trends internationally made
the environment less hospitable to new issues. Debt flows became increasingly
short-term.

Mexico's external debt increased by USD 12.6 billion during 1993 to USD 130.2
billion, or 36 percent of GDP. Most of the increase was on the part of private compa-
nies and commercial banks. Public sector debt has been declining as a proportion
of total debt. At year-end 1993, public sector debt was 83.5 billion, an increase of
USD 3 billion for the year but USD 2.3 billion below 1988 levels and only 64 per-
cent of all external debt. 'he ratio of debt service to exports fell to 24.9 in 1993
from 34.0 in 1992.
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 GAIT' and the NAFTA, to eventually
eliminate all import licensing requirements. The Mexican Government still requires
import licenses for slightly under 200 product categories many of which are in the
agricultural sector. For US. and Canadian exporters to Mexico, NAFTA replaced ag-
ri-cultural import licenses with tariff rate quotas and, it may be argued, in some
cases with phytosanitary and zoosanitary requirements. The agricultural sector of
the NAFTA negotiations was one of the most difficult, with the result that many
products will bei slowly liberalized over a fifteen-year span. Readers who wish more
information in this area should contact the U.S. Department of Agriculture to obtain
specialized Information.

Automobiles: Investment and trade in the automobile sector are subject to the re-
strictions of the Mexican Auto Decree, including such performance requirements_ as
local content,.foreign exchange balancing, and quantitative import restrictions. For-
eign ownership in most auto parts manufacturing companies is limited to 49 per-
cent, rising to 100 percent in January 1999. The Automotive chapter of NAFTA has
created new opportunities for U.S. automobile manufacturers and parts suppliers in
Mexico. One of-the eye-catching commercial stories in Mexico in 1994 was the suc-
cess of new imported automobile models in the Mexican market. Mexican auto-



mobile imports jumped from 3,278 units in 1993 to 25,729 units in the first six
months of 1994, capturing 13 percent of the domestic retail market.

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
establish wholly-owned subsidiaries in Mexico, subject to aggregate market share
limits which will be eliminated in 2000. U.S. insurers that have ownership in exist-
ing joint-ventures may increase their equity participation to 100 percent by 1996.

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. In early 1995, the government announced it would open sat.
elite services to foreign participation. Long distance telephone service is reserved
for Telmex until 1997 by a concession the government announced in January 1995.
Numerous American companies have shown interest in participating in this market
when it opens.

Financial Services: Mexico's Foreign Investment Law permits foreign investors to
own minority interests in most Mexican financial services companies (banks,
brokerages, insurance companies, etc.) while they may not invest In foreign ex-
change houses and credit unions. The NAFTA provides an exception for U.S. and
Canadian companies which can establish wholly-owned subsidiaries in most finan-
cial sectors, subject to initial market share limits that will be eliminated in the year
2000. U.S. and Canadian companies submitted 102 applications to establish Mexi-
can subsidiaries, and by late October 1994, 52 of these-had been approved, including
18 requests to establish banks. Foreign banks and brokerage houses may also set
up representative offices in Mexico. Thfe government indicated in early 1995 that It
Intends to accelerate the timetable for foreign.participation in financial services but
full details were not available as of the end ot January.

Motor Carriers: As a result of bilateral consultations and the Mexican Govern.
ment's deregulation of truck and bus operations, U.S. truckers and charter bus oper-
ators now have substantial access to Mexico. Although full trucking authority for
U.S. carriers is still limited to the border commercial zone, U.S. freight carriers
have open access for trailer entry into Mexico and may thus deliver door-to-door.
Mexican tractors and drivers are required by law to haul all trailers bound for inte-
rior points, but this has not been considered a major obstacle by U.S. transportation
companies. This practice, however, does increase risks for shippers of goods. U.S.
charter tour buses now have full access to all points in Mexico; regularly scheduled
bus operations are restricted reciprocally to the border zones. Mexican authorities
are implementing new safety, weight and dimension regulations to meet U.S. stand-
ards, and the two countries are preparing for the standardization and reciprocal rec-
ognition of commercial drivers' licenses. A schedule for full liberalization has been
negotiated under NAFTA. In December 1995, U.S. trucks will be allowed access to
all of Mexico's border states for the delivery and haul-back of cargo. By January
2000, this access will be extended to all of Mexico's territory.

Standards, Testing, Labeling and Certification: The Government of Mexico has
traditionally been the primary actor in determining product standards, labeling and
certification policy with some input from the private sector and less from consum-
ers. But the 1992 Law on Metrology and Standards included a provision for the es-
tablishment of private standardization and certification bodies, as well as for private
sector certification services to regulatory bodies. A U.S. Government officer will be
stationed at the US. Embassy permanently starting in January 1995 to cooperate
in standards' development.

The 1992 law also provides for greater transparency and access by the public and
interested parties to the regulation formulation process. This exercise has resulted
in a reduction of obligatory product standards to just above three hundred.

Under the NAFTA, Mexico has reaffirmed its GATT obligations to base its obliga-
tory norms on international standards. Mexico is working to make its standards
compatible with U.S. standards in a number of sectors andto recognize U.S. stand-
ards-certifying entities beginning on the fourth year afer NAFTA's entry into force.
Toward the end of 1994, Mexico revised its testing and certification procedures to
require more frequent re-testing of products or, in its stead, certification of import-
ersp quality control procedures to ensure that tested products are representative of
production models.

Investment Barriers: The National Foreign Investment Commission, chaired by
the Secretary of Commerce and Industrial Development, decides questions of foreign
investment in Mexico. The country's constitution and new Foreign Investment Law
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of December 1993 reserve certain sectors to the state (such as oil and gas extraction
and the transmission of electrical power) and a wide range of activities to Mexican
nationals (for example, forestry exploitation, domestic air and maritime transpor-
tation, and gas distribution). Despite these restrictions, the Foreign Investment Law
greatly liberalizes the investment process and eliminates the requirement for gov-
ernment approval in around 95 percent of foreign investment applications.

Provisions contained in NAFTA will open Mexico to greater U.S. and Canadian
investment by assuring U.S. and Canadian companies' national treatment, the right
to international arbitration and the right to transfer funds without restrictions.
NAFTA will also eliminate some barriers to investment in Mexico such as trade bal.
ancing and domestic content requirements. Mexico has already implemented its
commitment under NAFTA to allow, since June 1993, the private ownership and op-
eration of electric generating plants for self-generation, co-generation, and independ.
ent power production. The NAFTA will also lift Mexican investment restrictions in
the dml sector on all but eight basic petrochemicals reserved to the state.

Investment restrictions exist prohibiting foreigners from acquiring title to residen-
tial real estate within 50 kilometers of the nation's coasts and 100 kilometers of the
borders. The new Foreign Investment Law eliminated these restrictions for all non-
residential property. Foreigners may acquire the effective use of residential property
in the restricted zones via a trust through a Mexican bank. In addition, both for-
eigners and Mexican citizens may encounter problems with enforcement of property
rights. Only Mexican nationals may own gasoline stations, whose gasoline is sup-
pliedby Pemex, the state-owned petroleum monopoly. These gasoline stations only
carryPemex lubricants although other lubricants are manufactured and sold in
Mexico.

Government Procurement: There is no central government procurement office in
Mexico. Government agencies and p.,blic enterprises use their own purchasing or.
(ices to buy from qualified domestic or foreign suppliers, subject to guidelines issued
by the Finance Ministry. Suppliers from all countries, whether GATT members or
not, may bid on government tenders, and requirements for participation are the
same for foreign and domestic suppliers. In 1991, Mexico abandoned the rule that
state-owned enterprises give preference in procurement to national suppliers. But
Mexico's new procurement law, enacted in. 1994, distinguishes between procurement
contests open to national versus international suppliers. The law vaguely acknowl-
edges Mexico's procurement obligations under NAFTA and other international trade
agreements. Still, Mexican nationals enjoy preferential treatment, both official and
unofficial, in bidding for government orders. A specific preferential treatment in
public procurement is granted to domestic drug suppliers (which includes foreign
companies established in Mexico). NAFTA will increase US. suppliers' 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 4AFTA Mexico immediately
opened 50 percent of PEMEX and CFE procurement to U.S. suppliers and this per-
centage will increase in steps until all _PEMEX and CFE procurement 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, oaten-
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
valid arms-length commercial transaction. Fine tuning of this directive has allowed
large, frequent importers to be exempted from its bond-posting requirements.

in September 1994, the Mexican Government began to require certificates of ori.
gin for all goods subject to Mexican unfair trading orders, and imposed more strin.
gent proff of origin requirements for textiles, apparel and footwear produced in cer-
tain South and East Asian countries. The directive has disrupted some U.S. retail-
ers' inventory and logistics systems, precluding them from exporting such third-
country goods to stores in Mexico. The Mexican Government is expected to come to
an understanding to exempt certain large volume U.S. exporters from the directive's
most burdensome requirements.

Traders and Mexican customs brokers (by law, imports into Mexico must be han-
dled by Mexican customs brokers) agree that Mexican customs procedures have im-
proved in recent years. Remaining complaints center on vaguely worded regulations
that prescribe excessively strict penalties, and a general increase in customs' assess.
ment of minor infractions and fines.
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
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on export subsidies. The U.8. International Trade Commission found in April 1990
that past Mexican export subsidy programs have either euded or the subsidy ele.
ment has diminished Provisions for promoting exports in Mexico's new foreign
trade law are limited to training and assistance in finding foreign sales leads
project financing (at market rates) for export oriented business ventures, and special
tax treatment for companies that have significant export sales. There is no provision
for export subsidies.
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 Berne 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 Brussels Satellite Conven-
tion.

The Mexican Government strengthened Its domestic legal framework for protect-
ing Intellectual property by amending its 1991 industrial property law (patents and
trademarks), effective October 1, 1994, to create the Mexican Institute for Industrial
Property (IMPI) and give this agency enhanced powers to implement and enforce
Mexico's IPR laws. The amended law clarifies the protections afforded inventions re-
lated to living materials by excluding specific processes from patent protection. It
also incorporates Mexico's IPR obligations under NAFTA. These NAFTA provisions
will further strengthen IPR protection by providinX for nondiscriminatory national
treatment of IPR matters, establishing certain minimum standards for protection of
sound recordings, computer programs and proprietary data, and by providing ex-
press protection for trade secrets and proprietary information. Product patent pro.
action was extended to all processes and products including chemicals, alloys,
pharmaceuticals, biotechnology and plant varieties. The term of patent protection
was extended from 14 to 20 years from the date of filing. Trademarks now are
granted for 10-year renewable periods. One of the new features of the amended law
is that it is sufficient for a company to have its mark recognized among the U.S.
industry to be protected in Mexico.

At the same time, Mexico has requested and received over 600 pages of private
sector commer, . on amending its copyright law of August 1991 to bring it into ac-
cord with the most up-to-date international practices. The amended copyright law
should be promulgated in early 1995. The 1991 copyright law provides protection
for computer programs against unauthorized reproduction for a period of 50 years.
Sanctions and penalties against infringements were increased and damages now can
be claimed regardless of the application of sanctions.

Although raids by federal authorities led to the confiscation and destruction of
several million pirated audio and video cassettes between 1992 and the end of 1994,
music industry sources estimate that two out of every three audio tapes sold in Mex-
ico still are pirated products (an annual loss of about USD 240 million). These raids
have affected street vendors and have closed some pirate cassette fabrication oper-
ations. However, the ease in which pirate tapes maybe fabricated and the continued
growth of the informal sector economy create a major challenge for the Mexican
Government. In an effort to put teeth into its IPR laws, the Mexican Government
formed a commission in October 1993 to cut through the bureaucratic obstacles hin-
dering effective action. Much work remains to be done in combatting piracy In Mex-
ico, but the Mexican authorities have demonstrated their interest in making sub.
stantial progress in intellectual property enforcement.
8. Worker Rights

For an introduction to the Mexican labor law, see "A Primer on Mexican Labor
Law" (USDOL) and "A Comparison of Labor Law in the United States and Mexico
an Overview" (USDOL 1992). In general, worker benefits mandated by law include
paid vacations, maternity leave, end-of-year bonuses, generous severance packages,
mandatory profit sharing and social security coverage, including comprehensive
medical care, plus mandatory individual savings and retirement accounts to which
employees and employers must contribute.

a. The.RWght 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. Once formed, unions must register with the labor secretariat or equivalent
state government authorities to acquire legal status to fur,.Oion. In theory, registrar.
tion requirements are not onerous, Involving the submlqison of basic information
about the union. However, there are allegations that the federal or state labor au-
thorities use this administrative procedure improperly to withhold registration from
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groups considered disruptive to government policies, employers, or unions. Unions
and labor centrals are free to join or affiliate with international trade union organi.
zations and do so.

"b. The Right to Organize and Bargain Collectively.-The FLL strongly upholds the
rightto organize and bargain collectively. On the basis of only a small showing of
nte by employees, or a strike notice by a union, an employer must recognize
the union concerned and make arrangements for a union recognition election or to
negotiate a collective bargainingagreement. The degree of private sector organiza-
tion varies widely by states; while most traditional Industrial areas are heavily or-
ganized, states with a small industrial base usually have few unions. Workers are
protected by law from anti-union discrimination. Collective bargaining had been in-
stitutionalized in many sectors in the "Contrato Ley,* industry or sector-wide agree.
ments that carry the weight of law and apply to all firms in the sector whether
unionized or not, but this [o less-and-less common.

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 o0 Children.-The FLL sets 14 as the minimum
age for employment by childirn. Children age 14 to 16 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 good at large
and medium-sized companies; less pervasive at small companies. As with employee
safety and health the worst enforcement problem lies with small companies and the
informal sector. Eity-five percent of all registered Mexican companies have fifteen
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 parents
legally liable for their children's non-attendance.

In 1991, the Secretariat of Labor and Social Welfare (STPS) and the US. 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
(RD) 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-gevernmental organization media campaigns to convince par-
ents to keep their children in school.

e. Acceptable Work Conditions.-The Constitution and the FLL provides for a min.
imum wage for workers, set by the Tripartite National Minimum Wage Commission
(government/labor/employers). In December 1987, this commission agreed on an ac-
cord to limit wage andprice increases, which has since been renewed annually. Gen-
erally in the private sector in the past few years, wages set by collective bargaining
agreements have kept pace with inflation even though the minimum wage did not.
In January 1994, the minimum wage was 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 normal 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 Work place"_issued jointly by STPS and Mexico's Institute of Social
Security. The focal point of standard setting and enforcement in the work place 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
work place 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 work place committees.

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

(Millions orU.. dollars)

Catqooy Amount

Petroleum ................................................................................. .(1)
Total Manufacturing..................................... 10,802

Food & Kindred Products............ . ..... 2,334
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Extent of UA.S Investment in Selected Industries.-U.S. Direct

Investment Position Abroad on an Hlstorcal Cost Basis--1993--Contdnued
(Minlion of U.s. dollars)

cahaw"Aumont

Chemicals and Allied Products ........................................... 2,392
Metals, Primary & Fabricated )............ .()MachInery, except Electrical .............................................. (1)
Electric & Electronic Equipment ....................................... 605
Transportation Equipment ................................................. 2218
Other Manufacturing........... ................. 2,438

Wholesale Trade ...................................................................... 823Banking ........................................... ()

Finance/InsurancelRal Estate .............................................. 912
Services .................................................................................... 316
Other Industries ...................................................................... 2,258
TOTAL ALL INDUSTRIES .................................................... 15,413

"Suppr~med to av*W db d el~~~a vi tdudWm1 mpuanea.
out.. U.S. Department fCinemma• Bumeou .t fLou .Andle e

NICARAGUA

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

1992 1993 19941

Income, Production and Employment:
Real GDP (1991 dollars).....................
Real GDP Growth (pct.)......................
GDP by Sector.

Agriculture*.................................
Energy/Water ..... .....................
Manufacturing .......................
Construction .................. .........................
Rents..........................
Financial Services.........................
Other Services................. ....
Government/Health/Education .......................

Net Exports of Goods & Services.3 ... . . . . . ........
Real Per Capita GDP (USD)...................
Labor Force (OOs)4 ... . . . . . . . . . . . . . . . ......
Unemployment Rate (pct.).....................

Money and Prices: (annual percentage growth un-
less otherwise noted)
Money Supply (M2).........................
Rediscount Rate (pct.)s5.................................
Personal Saving Rate (pct. of GDP)• .................
Retail Inflation .............. ...............................
Wholesale Inflation......................... .. ...
Consumer Price Index........................
Exchange Rate (cordobas:USD)

Official ............................
Parallel ............................

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

Exports to US. (FOB)......................
Total Imports (CIF)......................

1,781.2 1,765.2 1,800.5
0.4 -0.9 2.0

434.6
55.2

399.0
53.4
74.8
57.0
78.4

199.5
-567.0

430.4
1,445.4

17.8

21.1
13.0

-15.2
N/A
N/A
3.5

5.00
5.34

223.1
52.0

855.0

437.8
56.5

391.9
54.7
74.1
56.5
79.4

195.9
-430.0

414.4
1,489.5

21.8

8.0
13.0

-14.6
N/A
N/A
19.5

6.32
6.42

226.9
125.9
727.7

448.3
57.6

397.9
55.8
75.6
59.4
81.0

198.0
-426.1

410.1
1,543.7

23.5

16.5
10.5

-13.3
N/A
N/A
13.5

7.08
7.43

328.9
121.1
786.0
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Key Economic Indicator*-Continued
MiAllions of US. doars unkms othewis noted]

" 1992/... 1993 1994'

rtfm US. (C I.................................. 220.0 149.8 164.5
A C m U S. .................................................... 114.7 80.5 80.9
AID from Other Countriesrse s. 644 .8  806 .2  482.1

External Public Debt ............... G...... 10,808.2 10,987.0 11,553.0
Debt Service Payment (paid) .. ...............0194.0 178.0 272.0
Gold and FOREX Reserves (gross) ..................... 179.1 87.7 109.1
Trade Balances9. .............- 551.2 -390.0 -389.1

Trade Balance with U.S.* ............................... -147.2 -23.2 -28.6

N= S•,manannual Iwen based upon 84 months of data.,it Wtursdoes net in~uaUvil vcatoamdfisher",
2= "e include interest payenets er debt service.
4 Definod as working apg popuation as reported by the Nicaraguan Mlinistry of Labor.
'Central Bank redisount rate.
11and pnelnudm eli n oo-m• a*V& aid Imrated

ainuludes total nts and credits received minus U.S aid.
#Trade balanehm lulated on FOB bads.
Sources: International Monetary Fund (IMP), the World Bank, and the Central Bank of Nicaragua unless

otherwise noted.

1. General Policy Framework
Over the period 1990-93, the Government of Nicaragua focused on making the

transition from a centralized to a market-oriented economy, and on reversing the
severe mismanagement of the economy during the Sandinista era, which had re-
sulted in a 25 percent drop in real GDP nx•d 50 percent drop in GDP per capita
during the 1980'a.

During the first four years of the Chamorro Administration, the currency was sta-
bilized and inflation brought under control. The cordoba Is presently devalued
against the dollar on a crawling-peg basis of 12 percent per annum, and inflation
has fallen from 13,490 percent In 1990 to an estimated 13.5 percent in 1994. The
executive implemented various structural adjustment measures, including the suc.
cessful privatization of more than 800 of the 350 non-financial public sector compa-
nies it inherited from the previous government. A Superintendencp was createto

supervise the banking sector, which now includes nine private banks and three
state-owned institutions. The Government of Nicaragua has also reduced tariffs,
eliminated most non-tariff trade barriers, and greatly relaxed foreign exchange con-
trols.

All of these measures were designed to pave the way for economic expansion. To
date, however, the anticipated growth has Tailed to materialize, as real GDP growth
has remained stagnant, registering rates of 0.4 percent in 1992 and -0.9 percent in
1993. Estimated growth of4 percent in 1994 has been revised downwardto 2per.
cent due to a drought which damaged the first agricultural planting cycle andJan
accompanying energy shortage which has resulted in mid-1994 in power cutoffs of
4 hours per day. The lack of credit to the productive sector continues to be a major
stumbling block to growth, and private investment flows remain limited as concerns
over property rights and political stability persist.

In June 1994, the Government came to agreement with the IMP on an Enhanced
Structural Adjustment Facility (ESAF)-a 3-year program designed to maintain sta.
bility and generate growth. Consequently, the stage has been set for continued lend.
ing from international financial Institutions and other bilateral donors, including an
Economic Recover Credit from the World Bank. These credit sources represent crit.
ical elements for the nations economic stability, as Nicaragua continues to suffer
from a chronic balance-of-payments gap estimated at 1.1 billion dollars for 1994.
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 5:1. With its devaluation, Che Government set the cordoba at 6:1, with a
crawling.peg schedule adjusted daily, at an annual rate of 5 percent. This schedule
was accelerated In November 1993 to an annual rate of 12 percent. A parallel ex.
change market, legalized In September 1991, continues to operate, supplying foreign
currency for virtuidly all types of exchange transactions. The spread between the
official and parallel market has been generally maintained at 2-4 percent.
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Foreign exchange generated from the export of most traditional products (e.g.,beef,,cofee, sugar, cotton) must be surrendered to the Central Bank, although pri.
vate banks can accept the dollars as agents of the Central Bank. Remittance of prof.
Its generated through foreign investments, as well as original capital 3 years follow.
Ing investment, is guaranteed through the Central Bank at the official exchange
rate for those investments registered under the Foreign Investment Law. Investors
who do not register their capital may still make remittances through the parallel
market, although these transactions are not guaranteed by law. Embassy is aware
of no Investor who has encountered remittance difficulties since the inception of the
Foreign Investment Law in 1991.
3. Structural Policies

Pricing Policies: Since taking office in April 1990, the Chamorro Administration
has lifted price controls with the exception of those imposed upon "fiscal" goods (e.g.,
tobacco, soft drinks alcoholic beverages), pharmaceuticals and medical goods, petro.
leum products and public utility charges. However the Central Government (i.e.,
the Ministry of Economy and Development) commonly negotiates with domestic pro-
ducers of important consumer goods to establish voluntaryprice restraints and, on
several occasions, has purchased emergency stores of important basic foods (sugar,
beans, basic grainm; etc.) during period, of shortages to maintain domestic supplies
and moderate prices.

Tax Policies: Nicaragua maintains a maximum tariff level (DAD on virtually all
imports of 20 percent o-f CIF value. An additional Temporary Protection Tariff (ATP)
of 5-15 percent of CIF value is levied on some 900 Imported items, largely goods
also produced in Nicaragua. Some 750 other products (whether imported or locally
produced) are assessed a Specific Consumption Tax (IEC), generally limited to 15
percent of CIF value. A stamp tax of 5 percent (ITF) is levied on all Imports. The
country4s 15 percent sales tax (IGV) is charged (in a cascading fashion) on entry
of all Imported goods that are not categorized as basic food basket items. Overall
import taxation levels on "fiscal" *oods are particularly high.

The highest income tax rate is 30 percent (for taxpayers earning more than
180,000 cordobas yearly--or about 25,000 dollars at the official exchange rate. Indi-
viduals earningbetween 100,000 and 180,000 cordobas are taxed at a rate of 26 per.
cent; between 60,000 and 100,000-20 percent; between 40,000 and 60,000-12 per-
cent; and between 25,000 and 40,000-7 percent. Individuals earning less than
25,000 cordobas yearly are exempt from income tax. Corporations are levied taxes
at a flat rate of 30 percent. In addition, busines income is subject to a series of mu-
nicipal and special taxes, such as the 2 percent tax on sales charged by the Munici-
pality of Managua.
4. Debt Management Policies

Although it inherited an enormous foreign debt burden from theprevious govern-
ment, the Chamorro Administration succeeded in clearing its total arrears to the
World Bank and IDB in 1991 with the assistance of grant contributions from the
international community. This made Nicaragua eligible to receive new credits from
the multilateral development banks, and the country began to renegotiate its bilat-
eral debt. Nicaragua entered into agreements with Mexico, the United States, Ven-
ezuela6 Colombia, and Argentina for rescheduling, debt swaps, and/or debt forgive-
ness. Over the past 2 years, Nicaragua has held discussions with Russia over the
large debt owed to the former Soviet Union. Similarly, Nicaragua continues to seek
renegotiation of its debt of roughly 1.7 billion dollars to private foreign banks, via
a buy-back mechanism. However, Nicaragua's foreign debt still totals more than six
times its GDP and more than 35 times its annual merchandise exports

In December 1991, the Paris Club creditors agreed to grant Nicaragua the most
favorable rescheduling terms offered by the club to date. in April 1993, Paris Club
members made new pledges of 46.8 million dollars, which, although significant, still
left Nicaragua with a substantial financing gap. That gap was closed by additional
sources of assistance, new austerity measures, and the suspension, beginning Sep.
tember 1993, of pre-cutoff day (October 31, 1988) Paris Club obligations.

In August 1994, Germany and Nicaragua reached agreement for an overall 70
percent forgiveness of the 180 million dollars subject to the 1991 Paris Club agree.
ment. This set the stage for a second round of Paris Club talks to beheld in early
1995 to deal with the remaining bilateral debt, the majority of which (approximately
500 million dollars) consisting of debts to the former German Democratic Republic
(East Germany). It is anticipated that Nicaragua will seek even more favorable
treatment ("enhanced Toronto Terms") at the talks, requesting up to two-thirds for-
giveness of its remaining debt.
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5. Slgniflcmt Bnrrker to U.S. Exports
Import Licenses: In most cases the issuance of import licenses is a formality, or

at worst an inconvenience. U.S. pharmaceutical importers, however, continue to
complain that licensing procedures, continually under review due to a process of re.
gonal harmonization of such regulaMns, can continue to delay the entry of some
U.S. pharmaceutical products.

Service Barriers: 1991 legislation allowed the establishment of the first private
banks in Nicaragua in a decade. Nine private banks are now In operation in a com-
petitive financial market. Although current banking law does allow foreign banks
to open and operate branches in Nicaragua, no US. bank has initiated the nec-
essary paperwork. Insurance activities are currently in the hands of a state monop.
oly. However, legislation is pending in the National Assembly that would allow pri.
vate sector participation in the insurance sector.

Investment Barriers: An investment law, passed in June 1991, allows 100 percent
foreign ownership in virtually all sectors ol the economy, guaranteed repatriation
of profits, and repatriation of original capital 3 years an r the initial investment.
However, to benefit from this law, investments must be approved by the Forein
Investment Committee which analyzes the proposal based upon various criteria. 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 (i.e., domestic processing for eventual export). In early 1993, the Government
of Nicaragua lifted its moratorium on lumbering in state forests (representing over
50 percent of the courtry@s forest area); but authorities painstakingly review all
project proposals in this sector.

The Government continues to move forward with privatizing state-owned compa.
nies in government-domln&td sectors. In the mining sector, a private worker-owned
consortium is active, and several foreign companies have initiated operations. In Oc-
tober 1993, the Government began the pre-qualification bid process for privatization
of the national telecommunications company, which was scheduled to be finalized
by October 1994. However, the privatization still awaits National Assembly ap-
proval and at this writing it is unclear when such approval will be granted. The
Government also is in the process of drafting legislation which would idlow for the
liberalization of petroleum imports, establish an oil exploration regime and explic-
itly grant the private sector the right to generate electrical power. At tihis time, the
legislation is still under executive review.

Definition of property rights continues to remain an obstacle to both domestic and
foreign investment. Claims for thousands of homes and businesses, as well as large
tracts of land, confiscated without compensation by the Sandinista government of
Nicaragua have yet to be resolved. In early 1993, the Chamorro government's ad-
ministrative property claim resolution mechanism began to process claims for some
16,000-18,000 individual pieces of property. A small number of properties have been
returned to original owners; other cases have been settled through the issuance of
long-term compensation bonds.

The current market value of these bonds remains a matter of concern. Trades of
the securities on the stock market have ranged from 17-28 percent of face value.
As of November 1994, informal trading on the secondary market has settled at 19-
21 percent of face value. The bond compensation program remains controversial, asthe majority of U.S. citizen and Nicaraguan claims have not been resolved, and most
claimants believe their properties should be more fully compensated.

Customs Procedures: Importers commonly complain of steep "secondary* customs
costs including custom declaration form charges and consular fees. In addition, Iam-
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" firms
are able to bring in the same goods at greatly reduced tariff rates and then offer
these under-priced goods on the open market.
6. Export Subsidies Policies

An export promotion decree, signed in August 1991, established a package of fis-
cal exonerations and incentives for exporters of non-traditional goods (for this pur-
pose, goods other than coffee, cotton, sugar, wood, beer, lobster, and sea-harvested
shrimp). Export operations for ouch products receive exemption 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 pods are allowed to import inputs (u.ed to produce exports goods)
duty-free and are exempt from paying the current 15 percent value-added tax on
this merchandise. The decree also allows for preferential access to foreign- exchange
at the official rate for exporters of non-traditional goods.
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One of the more attractive benefits of the export promotion law Is the right to

a Tax.Benefit Certificate equivalent to 15 percent of te FOB value of exported non-
traditional os. (The percent of FOB value eligible decreases to 5 percent in 1996.)
In May 1993, the first group of*Nicaraguan exporters. received the certificates, valid
for payment of tax and -duties, or payable 24 months from the date of Issue.
7. Protection of U.S. Intellectual Property

In 1990, the Nlacraguan 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 Caribb6an Basin Initiative
Recovery Act. Current levels of protection, however, still do not meet modern inter-
national standards.

Although unfortunately unable to dedicate extensive resources to the protection
of intellectual property rights, the Government of Nicaragua is in the process or
evaluating and modernizing its intellectual property rights regime. Drafts of a now
patent law and a new copyright law are under review. The trademark law in Nica.
ragua, codified in the Central American Convention for the Protection of Industrial
Property, is currently undergoing revision by the four signatory countries (Nica-
ragua, Costa Rica, Guatemala, and El Salvador).

The Government has publicly committed itself to accede to the Paris Convention
for the Protection of Industrial Propery, and to the Born Convention on Copyrights.
As of this writing, the Government has acceded to neither convention. However,
Nicaragua is a signatory to the following copyright conventions:

-Mexico Convention on Literarmy and Artistic Copyrights (1902)
-Buenos Aires Convention onLiterary and Artistic Copyrights (1910)
-Inter-American Copyrights Convention (1946)
-Universal Copyright convention (Geneva 1952 and Paris 1971) Brussels Con.

vention on Satellites (1974)
Trademarks: Notorious trademarks represent a problem area for*Nicara.ua. Cur.

rent Nicaraguan procedures allow individuals to register a trademark without re-
striction at a low fee, for a period of 15 years.

Copyrfghts/New Technology: Pirated videos are readily available in nation-wide
video rental stores, as are pirated audio cassettes. In addition, cable television oper-
ators are known to intercept and retransmit U.S. satellite signals-a practice which
continues despite a limited trend of negotiating contracts with US. sports and news
satellite programmers. One of Managua's private television stations similarly trans.
mits (often from video cassettes) pirated U.S. films. A report prepared in September
1992 by the International Intellectual Property Alliance estimated that losses in
Nicaragua due to copyright infringements involving books and the motion picture
industry cost U.S. ftims I.3 million dollars annually.
8. Worker Rights

a. The Right of Aasociation.-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 ofLabor and be granted legal status before they. may engage in
collective bargaining with management. Some labor groups report occasionaFldelays
in obtaining legal status. Nearly half of Nicaragua s workforce, including agricul.
tural workers, Is unionized. Unions may freely form or join federations or confed-
erations and affiliate with, and participate in, international bodies.

b. The Right to Organize and Bargain Collectively.-The Constitution provides for
the right to bargain collectively, and, despite unfamiliarity with the practice follow.
Ing 10 years of central planning under the Sandinista regime, collective bargaining
is becoming more common in the private sector. The International Labor
Organizations Committee of Experts on the Application of Conventions and Rec.
ommendations issued a report in 1992 asserting that the Nicaraguan law which re-
quires collective agreements to be approved by the Ministry or-Labor before they
come into force violates the Convention on the Right to Organize and Bargain Col-
lectively, ratified by Nicaraguan in 1967. No action has been taken to modify this
provision, although the Labor Code is currently being revised by the National As.
sembly.

c. Prohibition of Forced or Compulsory Labor.-The Constitution prohibits forced
or compulsory labor, and there is no evidence that it is practiced.

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. Education is compulsory to age 12, and children under the age of 14
are legally not permitted to work. Nevertheless because of the prevailing economic
difficulties in Nicaragua, reportedly more than 100,090 children are members of the
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workforceparticularly in the agricultural and informal commercial sectors of the
economy. The child labor law is,-however, generally observed in the modem, formal
segment of the economy.

e. ceptable Cond"tions of Work.-The standard legal work week is a maximum
of 48 hours with one day of rest. Health and safety standards are extensive, but
not strictly enforced due to an insufficient number or inspectors. Sectoral minimum
wages were set in mid-1991, but, according to a study by the Government's National
Commission on the Standard of Living, the minimum wage does not provide a fam-
ily of four with the income to meet its basic needs. Minimum wage levels were not
adjusted following the 23 percent devaluation of the cordoba in January 1993. How.
ever, Ministry of Labor surveys indicate that some 86 percent of urban area workers
earn more than the minimum wage.

f. Rights in Sectors with U.8.%'nueatmenta.-The above rights are observed in sec-
tors with US. investment and overall working conditions do not differ adversely
from the general description above.

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

[Millions of(U.S. dollars)

Caterry Amount

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

Food & Kindred Products ......................... (1)
Chemicals and Allied Products......................0
Metals, Primary & Fabricated................. 0
Machinery, except Electrical .............................................. 0
Electric & Electronic Equipment ..................................... 0
Transportation Equipment ......-. 6*... .......... 0
Other Manufacturing..............................0

Wholesale Trade ..................................................................... 2
Banking ...................................................... 0
Finance/Insurance/Real Estate .............................................. 0
Services 3........................................ .. .. 3
Other Industries ......................................... 0
TOTAL ALL INDUSTRIES .................................................... (1)

SSupprssed to avoid diadlouing data of individual companies.
Sourc: U.S. Department of Commerce, Bureau of Economic AnalysiL

PANAMA

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

1992 19931 19942

Income, Production and Employment:
Real GDP (1985 prices) ....................................... 5,477 5,801 6,091
Real GDP growth (pet.) ....................................... 8.6 5.9 5.0
GDP (at current prices) ....................................... 6,001 6,562 6,975
GDP Share by Sector. (pct.).

AgricultureForestry/Fisheries ........................ 10.6 10.1 9.8
M anufacturing... ............................................... 9.2 9.3 9.1
Utilities ........ 0. ..................... 3.2 3.2 3.2
Construction ..................................................... 5.1 6.7 7.7
Commerce/Hotels/Restaurants ........................ 11.8 11.9 11.9
Panama Canal .................................................. 9.2 8.6 8.4
Oil Pipeline ....................................................... 1.7 0.8 0.3
Colon Free Zone ................................................ 8.1 8.6 9.0
TransporV/Communications ............................. 7.2 7.4 7.3
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Key Economic Indicator&--Continued
(Millions oUS dola, unless otherwise noted]

ill i i s

Finanace'insurancewReal Estate ..................... 14.6 14.9 15.4
Government Servicest....................................... 11.7 10.8 10.6
Other .................................................................. 7 5 7.4 7.3

Real GDP Per Capita (1985 prices) .................... 2041 2167 2256
Labor Force (000s)........................921 949 979
Unemployment (official rate) .. . . . . . . . . . . . . . . . 18.1 12.5 11.9

Money and Priem:
Money and Quasi-Money (M2) ............................ 3,535 4,300 3,916
Commercial Interest Rates

Fixed deposit (pet.)...........5.5 5.0 5.3
Average lending (pet.).................... 11.0 10.5 10.8

Gross Saving (pet. GDP)....... ........ 17.3 16.0 16.7
Gross Investment (pet. GDP) ................. 22.7 20.0 21.4
Consumer Prices (pctiannual average CPI)...... .1.8 0.9 1.4
Wholesale Prices (pctJannual average) .............. 2.7 2.5 (2.6)
Exchange Rate (balboa:USD) ..............................01:1 1:1 1:1

Bala oflPayments and Trad'
Total Merchandise Exports (FOB) ...................... 481 500 520

Exports to U.S. (pet.) ........................................ 45 45 45
Totalsmerchandise imports (CIF) ....................... 1,827 2,007 2,205

Imports from U.S. (pct.) ................................... 40 40 40
Aid from U.S. Government .................................. 234 42 21
External Public Debt ........................................... 5,204 5,369 5,539
Debt Service Paid4  ...................... . . .. . .. .. . .. . . .. .. . . .. ..  230 234 238
Foreign Assets ...................................................... 504 566 636
Balance of Payments

Current Account ............................................... -41 - 16 N/A
Foreign Investment .......................................... 1 2 N/A

NIA..-Not sva.ibl.lEsthnatad.

Da revised Octobe •• I.M4.4Excludos clearance of arrears to International Financial Institutions (IFI'.) In 1992.

1. Oeneral Podicy 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,
banning insurance government, the transisthmlan oil pipeline, and the Colon Free
Zone (CMZ). Manu/.acturing, mining, utilities, and construction together account for
approximately 20 percent oaGDP. Agriculture accounts for about 10 percent of GDP.
Growth of Panama's economy continues to slow from the previous four years (the
high point was reached in 1991, with a hiqh point of 9.6 percent), with 1994 growth
projected at 5.0 percent, down from 1993"s 5.9 percent and 1992's 8.6 percent. As
In preceding years, private construction and capital goods spending plus CFZ activ-
ity and certain services exports have been the main sources of growth. A slight up.
swing in Panama Canal triaf and revenues has also boosted growth.

The new government, which took office September 1, 1994 has announced its in.
tention to address directly a past failure by policy-makers to follow through on key
economic polcy reforms: reduction of the public sector payroll, liberalization of the
trade re gime, privatization of state-owned enterprises, and encouragement of Job.
creation throu labor code reforms. Decisive government action in these areas will
be key to Panama s current application to join the GATr and the soon-to-be-formed
World Trade Organization, the establishment of increased investor confidence, and
the resolution ofrPanama's large outstanding foreign debt. In the absence of effective
action, growth In all sectors is likely to be negatively affected,.and job creation will
begin to lag behind population growth. Although a comprehensive national economic
plan has beien released which incorporates the above concerns, as of the date of this
report there had been no specific implementation of proposed reforms. Medium-term
prospects for strong economic growth and job-creation are therefore uncertain, pend-
ing furtherr policy developments.
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The use of the US. dollar as Panama's cumncy means that fiscal policy In the
government's principal macroeconomic policy instrument. Because Panama does notPrint* a national currency, government spending and investment are strictly bound
by tax and nontax revenues (including ranama 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 fixed parity means price and availability of U.S. products
In Panama depend on transport costs and taiiff and non-tariff 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 newly elected Government of Panama, which took office on September 1
1994, has declared its policy commitment to trade lberalizatlon, and has publshea
an ambitious but disciplined national economic plan. The plan has as Its centerpiece
Panama's accession to GATr/WTO, and the associated trade liberalization measures
which accession will require. The new government is also emphasizing fiscal.dis-
cipline, internal savings, partial privatizations of some public entitles and utilities,
revision of the inflexible labor code, elimination of price controls and establishment
of an antitrust law and enforcement authority, and health and housing programs
to ease the severe rural and urban poverty and high unemployment which reflect
Panama's very uneven distribution ofwealth and income.

In the area of trade liberalization, an lowering of tariff and non-tariff barriers
would build on the previous government's conversion from specific tariffs to an ad

valorem system on about 280 tariff line items. Current tariff rates for industrial
products are set at 40 percent for agroindustrial products. Some 227 product classi-

cations carry a 50 percent tariff, while a 60 to 90 percent rate applies to some 60
sensitive agricultural products.

Panama-is an observer to the General Agreement on Trade and Tariffs (GATT)
but applied for full GATT membershipin .May 1998. Bilateral and multilateral
working party meetings on Panama's application have already been held.

Panama enacted a new tax law in December 1991 and a privatization Framework
law inJuly 1992. The tax reform act reduced corporate income tax rates to 30 per-
cent effective as of 1994. The 1991 privatization law resulted in very few actual
privatizations. It is likely that any of the privatizations being considered by the new
government will, if carried out, be performed pursuant to fresh legislation.

4. Debt Management Policies
Panama is 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, and took steps in 1993 and 1994 towards normalizing relations with foreign
commercial creditors (bondholders, commercial banks and suppliers)• Panama's ac-
crued commercial debt, including interest, stands at about 5.3 billionsAollars.

Panama remains current on interest and principal payments to US. government
creditor agencies. Some 1994 disbursements from International Financial Institu-
tions of previously agreed credits were suspended, however, due to the previous
GOPs failure to satisfy all IFI conditions, most prominently a failure to privatize
and to reduce the size of the public sector suMciently. The GOP remains committed
to reaching an agreement with its external commercial creditors. In October 1994,
shortly following announcement of its national economic plan, the GOP signed an
agreement with the Inter-American Development Bank (IBD) whereby IBD will pro-
videup to 750 million dollars between 1999-1996 for a variety of social welfare and
infrastructure improvement projects.
5. Significant Barriers to U.S. Exports

The new government's economic reform program is still largely inchoate, but ap-
pears strongly oriented toward export-led policies designed to attract increased for-
eign investment. At the same time the Panamanian economy remains, for now, one
of-the most heavily protected ones in Latin America.

The Panamanian agricultural sector is protected by significant non-tariff barriers.
Agricultural products such as rice corn beef, dairy products, soybeans, and wheat
are controlledby the Ministry of Agriculture and the cultural Marketing Insti-
tute (IMA). Impo permits are required from the Ministry of Agriculture for im-
ports of animal procts,animal by-products, and seeds. In 1993, the.government
passed a law restricting imports of poultry products based on zoosanitary restric-
tions and trade reciprocity. The new governments agriculture ministry has an-
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nounc1d its intention to enforce strictly the prior approval requirement (Decree 15
of May 18, 1967) for all imports of meat products, in addition to phytosanitary re-
quirements.

IMA maintains a list of 48_agricultural products under import quota and 30 prod-
ucts under Import permit. The prior government issued several decrees (effective
December 1, 1_993) eImCmiting seven products from the list of products under quota
and two from the it ofprducts under import permit.

Non-agricultur product registration requirements, which were previously ap.
plied prior to market entry (by customs authorities) now become effective six
months after Initial product entry. Thus, Importers can establish product sales po.
tential prior to an investment ol 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
limitations on foreign private investment or ownershi

While the Government of Panama does not offlcaly present any barriers to U.S.
suppliers of banking, insurance, travel/ticket, motion picture, and air courier serv.
ices, some professionals can expect certain technicalfprocedural 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 toprfority areas. Under
the terms of its Bilateral Investment Treaty with the United tates Panama places
no restrictions on the nationality of senior management. Panama aces restrict for.
eign nationals to 10 percent of the blue-collar work force, however, and specialized
foreign 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 involved in labor-intensive production, because of labor code regulations, which
restrict dismissal of employees and require large severance payments. The current
government is considering modifications to the labor code.
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 an amount that is 20 percent of the exports' national value added. The cer.
tificates are transferable and may be used to pay tax oblig tions 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. Companies that
benefit from these exemptions are not eligible to receive CATS for their exports,
however.
7. Protection of U.S. Intellectual Property

Panama recently passed major legislation (Law No. 15 of August 8, 1994) in-
tended to modernize its copyright protection regime and is also considering legisla-
tion to strengthen industrial property (patents, trademarks, and trade secrets) pro.
tection. Panama is a member of-the World IntellectualiProperty Organization, the
Geneva Phonograms Convention, the Brussels Satellite Convention, and the Univer-
sal Copyright Convention but it is not a member of the Bern Convention for the
proton of Literary and Artistic Works, the Paris Convention for the Protection
of Industrial Property, or the Central American Copyright Convention.

Panama signed with other Central American countries a declaration of intent to
join the Paris Convention in October 1992.Offcially, 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 new copight law, which takes effect January 1, 1995, strengthens copy ht
protection, facilitates prosecution of copyright violators and makes copyright in-
fringoment a felony, punishable by fine and incarceration. The bill also protects
computer software as a literary work. The next major challenge for Panama in the
copyright is establishment and ending of the new Copyright Directorate called for
in Law 15, the drafting and application of detailed implementing regulations, and
the creation of the judicial expertise necessary to enforce the new [aw.
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The Legislative Assembly' Commerce and Industries Committee during the legis-

lative session ending June 80 had taken under consideration an industrial property
law, modeled after the Mexican industrial prorty rights law. The Assemby, how.
ever, did not take final action on the bill before adjourning. The draft law would
have established a standard of 20 years of protection for all patent holders, in place
of the current range of 5 to 20 years for Panamanians and 5 to 15 years for foreign-
orn. The bill also would protect processes. The draft law would impose 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 would
be able to Issue compulsory licenses only after notice to and a hearing for the patent
holder. In addition, a patent holder would still preserve his rights by beginning
manufacture or importation within one year of the Initial notification of the compul-
sory licensing procedin g. The recipient of a compulsory license would have the ca-
pacity to manufacture the product himself in Panama.

The draft industrial property law also provides for protection of trademarks and
trade secrets. The bill would s% 1iy trademark registration, and give protection for
10 years, renewable for an unlimited number of additional 10-year periods.

The newly elected Assembly, which was sworn In September 1, has not yet placed
the bill on its agenda. The government will likely re-introduce the bill no later than
1995 since its passage is an important element of Panama's application to join
GATf. It is possible there will be significant modifications made in the drait bill
to strengthen its protections before the National Assembly takes final action.

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 have also com-
plained about trademark infringement by firms in the CFZ and about use of the
CFZ as a transshipment point or pirated products. GOP police authorities recently
have raided several CFZ warehouses, In response to concerns about Illegal trans-
shipments and illegal assembly activity.
8. Worker Rights

a. The Right of Asociation.-Panamanian private sector workers have the legal
right to form and Join unions of their choice, subject to registration by the govern-
ment. Unions have criticized, however, government requirements for registration,
Including the minimum number of workers necessary for union formation (currently
51). With a large percentage of small-scale shops and businesses in Panama having
less than the required number of employees, many work forces fall below this num-
ber. The only option for such employees is to affiliate themselves with an existing
trade union in another company, which is often difficult. Easier registration require-
ments are one demand that the unions have been making In Panama. Despite being
legally allowed, attempts over the past twenty years to organize in the banking sec-
tor have not been recognized by the government. No organizing efforts also-have
been successful in the Colon Free Zone either. Unions claim that the government
will never allow organizing efforts to succeed in these important economic sectors.
Some economists, on the other hand, argue that these sectors have flourished in
part precisely because the unions have been excluded.

The ILO's Committee of Experts (COE) has criticized the excessively high num-
bers of members required to establish a union along with the requirement that 75
percent of union members be Panamanian nationals and the automatic removal
rom, ofice of trade union officials dismissed from tieir jobs. The COE also has

noted that Panama's Constitution and the Labor Code require that the executive
board of a trade union be composed exclusively of Panamanians. The ILO feels that
government legislation should be made more flexible to permit organizations to
choose leaders without hindrance and should allow foreign workers to hold trade
union office.

According to Ministry of Labor statistics, approximately 11 percent of the total
employed labor force Is organized. There are 289 active unions, grouped under six
confederations and 48 federations representing approximately 82,000 members in
the private sector. From January to August, two new unions registered with the
Government. Some unions formerly affilated with federations and confederations
have chosen to function independently in recent years. Organized labor, which re-
ceived various benefits from and was largely coopted by the military regime from
1968 to 1989, is no longer identified with nor controlled by the Government or politi.
cal parties. Although the new Perez Balladares PRD government has closer ties
with organized labor than did the Endara AAdministration, union organizations at
every level may and do affiliate with international bodies.

Prior to the passage of Panama's new Civil Service Law (Lay Administrativa) or
Law 9 of June 20, 1994, most government workers were not permitted to organize
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unions or bargain collectively. The exception was workers in certain state-owned
companies, such as public utilities, which have been allowed to organize unions-
rigbts they carried over from when their companies were private sector entities-
and these unions are among the strongest In Panama. FENASEP (the umbrella or.
organization for the public employee associations) was -epecially active in the debate
leading up to the passafie i June of the Civil Service Law which established the
basis for the creation of a career civil service for the first time in Panama, formal.
sized the formation of public employee associations and federations and established
their right to represent their members in collective bargaining with their respective
agencies.%-ost workers have the right to strike. Some key groups, however, do not (i.e., cer-

tain government workers in areas vital to public welfare and security such as the
police and health workers and those employed by the US. Military Forces and the
Panama Canal Commission). Unionized employees of formerly private and telephone
companies, retain their original right to strike when certain criteria are met. For
example, a notice of intention to strike must be served at least eight calendar days
In advance and strikers must continue working in reduced shifts to prevent public
services from being completely paralyzed.

b. Right to Organize and Bargain Collectiuely.-As noted above, the Panamanian
labor code grants individuals the right to organize labor unions and employee asso-
ciations. 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 sec-
tor. 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 bar-
gaining 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.

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
pefborm 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 illegal employ-
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 Worke.-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 Industrles.--U.S. Direct
Investment Position Abroad on an Historical Cost Basis-1993

(Millions of U.S. dollars)

Categrey Amount

Petroleum ................................................................................. 724
Total M manufacturing ............................................................... 169

Food & Kindred Products.......... ................ (.)
Chemicals and Allied Products........................(1)
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Extent of UA.S Investment in Selected Industrieso.-U.S. Direct
Investment Position Abroad on an Historical Cost Basis--1993-Continued

[Million. of U.& dollars]

Catqowry Amount

Metals, Primary & Fabricated(........................(2)
Machinery, except Electrical ...... A ...................................... 0
Electric & Electronic Equipment ....................................... 0
Transportation Equipment ................................................. 0
Other Manufacturing ......................................................... .21

Wholesale Trade ...................................................................... 678
Banking .............................................................................. ....(1)
Finance/Insurance/Real Estate ..................................... ......... 10,926
Services.....................................................................................(1)
Other Industries ...................................................................... (1)
TOTAL ALL INDUSTRIES .................................................... 12,575

'Suppnrod to avoid diecldng data of individual €omparnoa,
2Le" than 500,000.
bourcs U.S. Dspartmmt of Comnme, Bureau of Economlc Analysis.

PARAGUAY

Key Economic Indicators

1992 1995 1994

Income, Production and Employment:
Real GDP (1982 prices)'..................................... 7,113 7,407 7,681
Real GDP Growth (pct.) ................................. 1.8 4.1 3.6
GDP (at current prices)'2............................... 6,447 6,841 7,000
By Sector.

Agriculture ........................................................ 26.3 26.6 26.1
Energy/Water .................................................... 3.8 4.1 4.3
Manufacturing .................................................. 15.6 15.3 15.1
Construction ..................................................... 5.4 5.3 5.8
Rents ................................ N/A N/A N/A
Financial Services ............................................ 26.5 26.5 26.8
Other Services .................................................. 9.6 9.4 9.5
"Government/Health/Education ........................ 4.8 4.8 4.9

Net Exports of Goods & Services2 -821.3 ......... -805.6 N/A
Real Per Capita GDP (1982 base) ...................... 1,574 1,595 1,640
Labor Force (000s) ............................................... 1,627 1,672 1,725
Unemployment Rate (pct.) .................................. 9.8 11.0 11.2

Money & Prices (annual percentage growth):
Money Supply (M2) .............................................. 35.1 27.2 19.8
Base Interest Rates ............................................. 36.3 39.6 39.4
Personal Saving Rate/GDP ................................. 18.3 19.5 18.9
Retail Inflation ..................................................... N/A N/A N/A
Wholesale Inflation .............................................. 13.9 14.8 14.2
Consumer Price Index ......................................... 17.8 20.4 18.3
Exchange Rate (USD/fs) .................................... 1,509 1,754 1,915

Balance of Payments and Trade."'
Total Exports (FOB)'4.......................................... 656.5 725.2 715.5

Exports to US .S.......................... 34.4 50.3 46.5
Total Imports (CIF)'...................... 1,237.1 1,477.5 2,853.3

Imports from U.8 .............................................. 414.9 520.9 580.5
Aid from U.S .................................................... 2.9 4.4 5.0
External Public Debt ....................................... 1,249 1,217 1,265
Debt Service Payments (paid) ............................. 628.4 233.0 125.0
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Key Economic Indicators-Continued

Gold and Foreign Exch. Reserves ....................... 610.7 697.7 983.6
Trade Balance 4 ............................ . .. . . .. . . .. .. . .. . .. . . . ..  -580.6 -752.3 -2,137.8

Trade Balance with U.S,.................................. -380.5 -470.6 -534.0
NIAP-Not available.
11994 igue aneall estimates based a available monthly data In October 1994
2 In millfeme of U.S. dollar
'MIgurndan actual, auyag. annual Interest rates, not changes In them.4Merchtandse. trade. Export. exclude unrqlstered r*expoeta

I. General •Poicy Framework
The Paraguayan economy continues to be dependent on agricultural exports and

the rexnpot of goods to Brazil and Argentina. Because of this, it in particularly sus.
eptible to external factors, such as bid weather or economic malaise in its neigh.

boring countries. Since 1989, the government has liberalized and deregulated the
economy, eliminating foreign exchange controls and Implementing a free floating ex-
change rate. Paraguayan authorities have also established tax incentives to encour-
age and attract Investment, reduced tariff levels, launched a stock market, reformed
the tax structure, and started a process of financial reform. The Wasmosy govern-
ment has continued these policies, and has taken important steps forward in-joining
the international economy through the ratification of GATT' and acceptance of the
Paris Conventions on intellectual property. It has also strengthened Paraguay's eco-
nomic base by keeping government expenditures in line with revenues, combating
inflation, eliminating restrictions on capital flows, reforming and deregulating the
financial sector keeping customs duties low and uniform, encouraging production
and exports, privatizing state owned enterprises and condemning official corruption.
The government provides national treatment to foreign investors and business peo-
ple.

Paraguayan imports of U.S. made products have increased steadily. According to
the U.S. Department of Commerce, exports to Paraguay totaled 520 million dollars
in 1993. United States products and services enjoy wide acceptability among the
Paraguayan public. Major sectors for U.S. exports include computers and peripher
als, machinery, automobiles, auto parts, and consumer goods. Other areas ror busi.
ness are home entertainment equipment, communications equipment, and ofmco ma-
chines and equipment. A healthy trade surplus is maintained with Paraguay.

Several large government investment projects could offer interesting opportunities
for US. firms in the future. Paraguay and Argentina are considering a hydroelectric
project at Corpus. The two governments plan to establish a concession to let private
sector companies construct and manage the project. Another ambitious project will
be the Hidrovia, a long-term river transportation project that aims to improve the
navigation system of the River Plate region, including the Paraguay and Parana riv-
ers. The project will be financed with funds provide-by the Interamerican Develop.
ment Bank. The Hidrovia Project will fund improvements in roads and ports and
may include some river dredging. A US. consulting firm is preparing a feasibility
study for the recuperation of ate-pacarai lake basin and theYbay of Asuncion fund-
ed by a Trade Development Agency grant. The final report will include rec-
ommendations for the installation of wastewater treatment plants and the construc-
tion of dikes to prevent flooding of land bordering the bay of-Asuncion.

The scheduled privatization of four state companies including the national steel
company, the state merchant fleet, the Paraguayan railroad, and an alcoholic bev-
erage plant could also offer attractive investment opportunities to prospective U.S.
Investors. The government has also recently announced its intention to privatize the
state telecommunications, and water and sewage companies, although the legisla-
ture has yet to approve these plans. Despite high-lovel support within the govern-
ment, opposition from many parts of society long accustomed to a large public sector
may stall privatization.

Paraguay is a member of the Latin American Association for Regional Integration,
the Southern Cone Common Market (MERCOSUR) and the GATT. The Paraguay
has ratified the Uruguay Round agreements and became a founding member of the
World Trade Organization (WTO) on January 1, 1995.
2. Exchange Rate Policies

All foreign exchange transactions, public and private are settled at the daily rree
market rate. The value of the Guarani vis a vis the U.S. dollar and other foreign
currencies is established by market forces, with some minor intervention by the



413

Central Bank. The free market rate on September 30 stood at 1,915 guaranies to
the dollar. It is legal to hold savings accounts in foreign currency and in October
1994 the executive promulgated a decree legalizing contractual obligations in foreign
currencies. At present the majority of savings accounts are denominated in dollars.
3. Structural Policies

Consumer prices are generally determined by supply and demand, except for pub.
lic sector utility rates (water, electricity, telephone), petroleum products, pharma.
ceutical products, and bus fares. As a step to slow down inflation the government
implemented in April 1994 a number of economic measures, including a stringent
monetr policy, foreign exchange market interventions to prevent sharp fluctua.
tionsin the value of the guarani a voluntary price freeze, and a tight rein ongov-
emrnent expenditures that has generated a sizable budget surplus. Monthly infla-
tion declined from slightly more than three percent in January to 0.3 percent in
September, 1994.

The Ministry of Finance overseas all tax matters. With the implementation of the
new tax system (Law 125/91), corporate incomes are subject to a 30 percent tax rate.
As an incentive to investment, the income tax rate on reinvestment profits is 10 per.
cent. The fiscal incentive package (Law 60/90) includes total exemption from certain
taxes on the establishment 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 government expanded the tax base with the implementation of a value added
tax (IVA) in 1992. Compliance has been lower than expected, primarily as a result
of Inexperience in its administration.
4. Debt Management Policies

In 1992 the government reduced external debt with both official and commercial
creditors. Thefull payment of arrears was accomplished without assistance from the
IMP or the Paris Club by drawing down reserves. The Government of Paraguay cur-
rently has approximately 1.2 billion dollars of debt. About half of the debt is to mul-
tilateral lending institutions, with the rest to Paris Club members. Since 1992,
Paraguay has been meeting its obligations with foreign creditors in a timely fashion.
5. Significant Barriers to U.S. Exports

U.S. manufactured goods face strong competition from Far East producers. U.S.
companies have been kept out of government procurement through purchasing prac.
tices which grant a 15 percent preference to local bidders (bids are let on all pur-
chases in excess of 60,000 U.S. dollars]. Paraguay prohibits the imports of certain
foods and agricultural products. Although the list is reviewed every six months, it
normally stays the same. The potential -for U.. computer software products is lim-
ited by widespread piracy.

In general, financing for both imports and exports is limited. High nominal and
real interest rates due to inflation present a major obstacle to the availability of me-
dium and long term credit. The banking system also enjoys a wide spread (over 20
percent) on its funds.
6. Export Subsidies Policies

There are no discriminatory or preferential export policies. Paraguay does not
subsidize its exports. In fact, export taxes and duties represent a significant source
of central government revenues.
7. Protection of U.S. Intellectual Property

Despite signing the Paris Conventions in early 1994 and a legal framework which
affords protection to intellectual propery, protection for intellectual property is lax
in Paraguay. The lack of effective enforcement of existing IPR laws and the slow
pace of the judicial system in issuing timely and clear decisions has encouraged the
development of a sizable business of counterfeiting, particularly sound recordings
and video movies. The US. Government has ongoing discussions with the Para-
guayan Government on issues that must be addressed in order to establish an ade-
quaLe intellectual property regime.

The outdated patent law of 1925 established an office of patents and inventions
and the requirements and procedures for obtaining patents. The law does not meet
modern standards. The law grants patents for 15 years and may be renewed.

The procedure for registering a trademark resembles the US. system. The illegal
appropriation of well-known trademarks presents a seriousproblem. Anyone may
register a trademark and the process is relatively simple and inexpensive. The law
grants trademark rights which may be renewed before its expiration. Ownership of
a trademark may be transferred by contract or inheritance.
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In 1991, Paraguay became a signatory to the Bern Convention for the protection
of literary and artistic works. Although the government has taken measures to flight
piracy, widespread production and trade in pirated recordings, computer software,
and vieoo cassettes remains a problem.
8. Worker Rights

A Generalized System of Preferences (GSP) program was reinstated in February
1991. Paraguar's status as a beneficiary under he-US. GSPswas suspended In 1987
for violation of labor rights under the Stroessner regime. The restoration of trade
benefits was in recognition of improvements in worker rights under the Rodriguez
Government and the promise that the government would pass a new labor code with
internationally accepted protections for labor. In 1993, the AFIJCIO filed a petition
requesting suspension of GBP benefits for worker rights violations and for failure
to approve a new labor code. On October 28, 1993, the Paraguayan parliament ap.
proved a new labor code that met international labor organization standards.

a. Right of Association.-The Constitution allows both private and public sector
workers, excepting the armed forces and police, to form and Join unions without gay.
ernment interference. It also protects the right to strike and bans bindingatra.
tion. Strikers and leaders are protected by the constitution against retribution.
Unions are free to maintain contact with regional and international labor organza.
tions.

b. Right to Organize and Bargain Collectively.-Collective bargaining is protected
by law. When wages are not set in free negotiations between unions and employee
they are made a condition of individual employment offered to employees. Co1l4ive
contracts are still the exception rather than the norm in labor/management rela-
tions.

c. Prohibition of Yored or Compulsory Labor.-Forced labor is prohibited by law.
Domestics, children, and foreign workers are not forced to remain In situations
amounting to coerced or bonded-labor.

d. Minimum Age of Employment of Children.-Minors from 15 to 18 years of age
can be employed only with parental authorization and cannot be employed under
dangerous or unhealthy conditions. Children between 12 and 15 years old may be
employed only In family enterprises, apprenticeships, or in agriculture. The labor
code prohibits work by children under 12, and all children are required to attend
elementary school. In practice, however, many thousands of children, many under
the age of12, work in urban streets in informal employment.

e. Acceptable Conditions of Work.-The labor code allows for a standard legal
work week of 48 hours, 42 hours for night work, with one day of rest. The law also
provides for an annual bonus of one month's salary and a minimum of six vacation
days a year. It also requires overtime payment for hours In excess of the standard.
Conditions of safety, hygiene, and comfort are stipulated.

f. Rights in Sectors with U.S. Investment.--Conditions are generally the same as
In other sectors of the economy.

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

(Millions of U.S. dollars]

Category Amount

Petroleum ................................................................................. 9
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 M anufacturing .......................................................... (1)

Wholesale Trade ...................................................................... (1)
Banking................................................ (1)
Finance/Insurance/Real Estate ............................................. 0
Services ................................................................................... 0
Other Industries ...................................................................... 0
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Ezteut of Us. Jnvstmi nt In Sfshctsd [ndutri.s--U.8. Direct
Investment Position Abroad on an Hbistrical Cost Baui.-1993--Contlnued

SMlhos'(US. dalm]

Catq.7Amount

TOTAL ALL NMUSTRIES....................................................064

PERU

Key Economio Indioators
[Min"m of . dolhS unles oherwise noted

i i I M e1992 1995 1994.o61

Income, Prfodutio, Rmplaymet.
Real GDP (1985 prices)e....................................... 19 ,946  2 1,3 18  23 ,6 37
Real ODP Growth (pet.) ....................................... -2.4 6.5 10.0
GDP (at current price e)). 2 5,587  28 ,047  3 1,8 0 0

By Sector.
Agriculture ........................................................ 3,045 8,332 3,865
Fisheries ........................................................... 273 344 447
M ~ troleumn ................... 2,866 3,175 3,334
Manufacturing..e..... ....... 5,696 6,257 7,195
Construction .......... .... 1,716 2,002 2,500
Government ................. 1,587 1,635 1,650
Others ...................... 10,413 11,302 12,809

Net Exporte of Goods & Services ........................ -2,1" -2,216 -2,500
Real Pr Capita GDP (1985 USD) ...................... 888 930 1,011
Labor Force (000s) ............................................... 8,184 8,400 8,500
Unemployment Rate (pct./year-end).....n............. .9.4 9.9 9.5

Mona and Priem: (end of year)
Money Supply (M2)2............................................ 1,435 1,530 2,084
Discount Rate (pct.) .. . . . . . . . . . . . . . . . . . . . . . 80.3 56.8 33.0
Consumer Prices (pct. change) ............................ 56.7 39.5 18.0
Wholesale Prices (pct. change) ............................ 50.5 34.1 15.0
Exchange Rate .................................................... 1.63 2.16 2.25
alceoPament# and Trad
Total Exports (FOB) ............................................ 3,484 3,464 4,100

Exports to U.S.................a739 750 760
Total Imports (FOB) ............................................ 4,051 4,042 6,100

Imports fvomn 0US. ............................................. 1,002 900 1,050
Aid from U.8 ........................................................ 123 146 150
External Public Debt ........................................... 21,409 22,157 22,400
Debt Service Paid4 .............................................. 725 886 900
Foreign Exchange Reserves ................................ 2,001 2,701 6,000
Merchandise Trade Balance ................................ -566 -578 -1,000

tB3eau of mot lapanfl'tion, the current dollar value of Pu' CGDP b aI suJt of debate. Thae. lt
ure reresent eaMWCetraltRank mtinate.7 Thq do not equate to nominal GDP In oesirasmatd at the
market mel ange rte.;16. anmh n sa esupply in natinl current onl,. The mjrity of financial qtanm liquidity on.-

sAnnualimd rate of interest commerciW beas urep each ether ea loam denominated in Wir. The rates
on dollar loans a ign.fU. -antly lower.

4Deee net include lumposum a~enta in 1996 omneed" with Paris Club eudui
@1 E1rN' Ce0 Rntral 3m Dank, ational ntlstut Statisties, Miniefty e aof U.& Embasay est.=m&•

1. Gen" Po FliFrammwrk
Pau has taken dramatic steps to stabilize and liberalize its economy since the

inauguration of President Alberto Fujimori in July 1990. Bureaucratic procedures
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have been streamlined, price controls terminated, the tax system simplified, and
labor laws made more flexible. Exchange controls have been lifted, and there are
no restrictions on remittances of profits, dividends or royalties. By mid-1995, the
government expects all remaining state-owned firms to have been privatized or liq-
uidated.

Import licenses have been abolished for practically all products and non-tariff bar.
riers eliminated. The average tariff rate has been cut to 16 percent, compared with
80 percent in 1990. The government plans to move to a flat 15-percent tariff in
19995. Currently, 98 percent of imports enter at the 15-percent rate, the rest at 25
percent. Peru maintains import surcharges on five basic agricultural products,
which reduces the competitiveness of US. farm products. But these surcharges are
scheduled to be phased out by 1997.

The economy is recovering from the deep recession and hype-inflation of the late
80s and early 90s, but it has yet totproduce significant Job growth. Real gdp growth
could exceed 10 percent in 1994, and inflation is likely to fall below 20 percent (ver-
sus 39 percent in 1993 and 7,650 percent in 1990). In September 1994, consumer
prices rose just 0.5 percent-th" lowest monthly inflation rate in 19 years.

The Central Bank manages the money supply and affects interest and exchange
rates through emission, open-market operations, rediscounts and reserve require-
ments on dollar and sol depots. Dollars still account for more than 60 percent of
total liquidity (the legacy of hyperinflation), which complicates the government's ef-
forts to manage monetary policy. The central bank does not finance the fiscal deficit.
Current government expenditures have been in balance with revenues since late
1990, and the combined fiscal deficit (resulting fromdebt payment) has been fl-
nanced by external sources. Over the last two years, a strong inflow of foreign cap-
ital, primarily from privatizations, has more than offst the merchandise trade deft
cit, and net foreignreserves have grown to nearly USD 6 billion (they were negative
when F•jimori took office).

Peru has ratified the Uruguay Round agreements and became a founding member
of the World Trade Organization (WTO) on January 1, 1995. President Fujimori
faces re-election in April 1995. His principal opponent is former UN Secretary Gen-
eral Javier Perez de Cuellar, running as an independent.
2. Exchange Rate Policy

The exchange rate for the Peruvian New Sol is determined by market forces, with
some intervention by the central bank to stabilize movements. There are no mul-
tiple rates. The 1993constitution guarantees free access to and disposition offoreign
currency. There are no restrictions on the purchase use or remittance of foreign ex-
change. Exporters conduct transactions freely on the open market and are not re-
quired to channel their foreign exchange transactions through the central bank.

Since the end of 1992, the Sol has declined 27 percent against the dollar in nomi,
nal terms. However, when differences in inflation rates are taken into account, the
Sol has appreciated in real terms.
3. Structural Policies

In the short span of four years, Peru has been converted from an economy domi-
nated by a protectionist and interventionist state to a liberal economy dominated
by the private sector and market forces. Several major state-owned businesses have
been privatized in the past two years, including the phone company, the national
airline (Aeroperu), electrical utilities and a number of mining properties. By the
middle of 1995, the government intends to have sold off all remaining state-owned
enterprises, including the petroleum company (Petroperu), the remaining electrical
utilities, the water and sewage utilities, the fish-processing operations (Pescaperu),
the ports (ENAPU), the airport authority (Corpac), tourist hotels and the remaining
mining properties, including the largest, Centromin. There is some public sentiment
against privatization especially the privatization of Petroperu. But the government
is determined to go ahead with its plans.

Price controls, subsidies and restrictions on foreign investment have been elimi.
nated. A major revision of the tax code was enacted at the end of 1992, and the
corrupt and inefficient tax authority (Sunat) was completely revamped, as was the
customs authority. Tax collection has improved from 4 percent of gdp in 1990 to be-
tween 10 and 12 percent in late 1994. Customs collections in 1994 were running
at a record pace despite the sharp cut in tariff rates. Although income tax collection
has increased, the government still relies primarily on consumption taxes including
an 18 percent value-added tax. There am also surtaxes on certain big-ticket luxury
items, such as automobiles. As a result, the total tax levied on an imported car, in-
cluding VAT, luxury tax and 15-percent tariff, exceeds 40 percent.
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Regulatory regimes have been streamlined in most sectors. For example, registra-
tion of a new company now takes about a month in most cases, compared with two
years under the previous regime. There are exceptions for certain related indus-
tries, such as casinos, which require approval of the Gaming Commission. Under the
new automatic registration process, companies may open for business if they do not
receive a negative reply to their license applications within 60 days. The 1993 con-
stitution guarantees national treatment for foreign investors. However many U.S.
investors continue to have problems because of Peru's unpredictable judicial system.
4. Debt Management Policies

Peru's public external debt at the end of June 1994 totaled USD 22.4 billion-
roughly two-thirds of gdp. Total service payments on the debt in the first half of
1994 totaled USD 460 million, or 23 percent of merchandise exports.

Peru cleared its arrears with the Interamerican Development Bank in September
1991. In March 1993 it cleared its USD 1.8 billion in arrears to the IMF and World
Bank and negotiated an extended fund facility with the WMF for 1993-95. The Paris
Club rescheduled almost USD 6 billion of Peru's official bilateral debt in 1991. A
second Paris Club rescheduling in May 1993 lowered payments for the period March
1993 to March 1996 from USD 1.1 billion to about USD 400 million.

In September 1994, the Peruvian congress voted to recognize the government's ob-
ligation to repay the debt to Chemical -Bank and American Express dating to 1983
for the lease of two ships-the Mantaro and tho Pachitea. The settlement of this
longstanding dispute paves the way for Peru to renegotiate its debt with the foreign
commercial banks--estimated at between USD 6 billion and USD 9 billion, includ-
ing arrears and penalties. Peru hopes to negotiate a Brady Plan agreement with the
commercial banks that will significantly lower its debt-service obligations. Prelimi-
nary discussions with the banks were underway in October 1994. The government
is also accepting cancelled debt as partial payment in selected privatizations. In Oc-
tober 1994, Peruvian debt was trading at about 60 percent of face value.
5. Significant Barriers to U.S. Exports

Almost all barriers to US. exports and direct investment have been eliminated
over the past four years. There are no quantitative or qualitative ceilings on Im-
ports. The investment law Is extremely liberal. Customs procedures have been sim-
plified and the customs administration made more efficient.

Import licenses have been abolished for the vast majority of products. The onlyremaining products requiring licenses are firearms, munitions and explosives; chem-
ical precursors (used In cocaine production); and ammonium nitrate fertilizer, which
has been used as a blast enhancer for terrorist car bombs.

Import surcharges imposed In May 1991 remain in effect on 18 categories of agrin-
cultural products, covering five basic commodities: wheat, rice, corn sugar and milk
products. The surcharges on wheat (including wheat flour), rice (milled and paddy),
corn and sugar are variable import levies, based on price bands determined weekly
by the Ministry of Agriculture, tied to world market prices. Whole and skimmed
milk powder and milk fat are subject to per-ton surcharges. The Peruvian govern-
ment defends the surcharges as necessary to protect Peruvian farmers from sub.
sidized international competition and cushion Uhe effect of an overvalued Sol and
structural adjustment. In March 1993, the government agreed to phase out the sur-
charges over a three-year period as a condition for disbursement of an
Interamerican Development Bank trade-sector loan. The surcharge levels were re.
duced by about 5 percent in April 1994 and by an equal amount in October, 1994.
Further cuts are scheduled to take place in January and July 1995, and every six
months thereafter until the surcharges ar eliminated. At present, however, it is dif-
ficult for U.S. grain exporters to effectively compete in the Peruvian market.
6. Export Subsidies Policies

The Peruvian government provides no export subsidies. The Andean Development
Corporation, of which Peru is a member, provides limited financingto exporters at
rates lower than those available from Peruvian banks (but higher than those avail.
able to US. companies). Exporters of non-traditional and mining products can apply
certain sales and consumption taxes paid on inputs as a credit against income and
asset taxes. Exporters also can receive rebates of the value-added tax on their in-
puts.
7. Protection of U.S. Intellectual Property

Intellectual property protection in Peru has improved in recent years but still falls
short of internationalstandards. Enforcement mechanisms are in the early stages
of development and are still unproven for the most part. Peru remains on the Spe-
cial 301 WatchList.
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Peru is a signatory to the Berne Convention for the Protection of Literary and
Artistic Works and to the Universal Copyright Convention and is a member of the
World Intellectual Property Organization. In October 1994, the Peruvian congress
ratified the Paris Convention on Industrial Property. The government plans to im-
plement the GATI" TRIPs provisions once the Peruvian congress ratilies the Uru-
guay Round agreement.

As of January 1, 1994, Peruvian law provides patent protection for all classes of
inventions, without exception. This exceeds the protection provided under Andean
Pact Decision 844. Peru does not provide transitional (pipeline) protection. Decision344 which went into effect on January 1, 1994, lentened the patent protection

riod to a straight 20 years (compared with the I plus-6 regime under the old
laew). It permit. member countries to improve patent and trademark protections be-
yond those provided by the pact. Decision 344 contains compulsory licensing provi-
sions, but these provisions are unlikely to be used in Peru bicause of the numerous
requirements that must first be fulfilled.

Counterfeiting of trademarks is prevalent, because there is only rare, disjointed
regulatory enforcement. At times the local courts have failed to back enforcement
efforts in clear-cut cases. Some U.S. companies have spent years in fruitless litiga-
tion attempting to secure protection for their trademarks in Peru.

Copyrights are widely disregarded, but enforcement is improving, particularly
with regard to software, videos, and musical recordings. Tex ks and books on
technical subjects are rampantly copied, and illegal copies of audio cassettes are
widely available. Pirated copies of motion picture videos constitute the inventories
of nearly all video rental outlets. As soon as a film is in general release in Lima,
its bootleg appears in local video stores. Although computer software is now pro-
tected by Peruvian copyright law, pirated software is widely available. Recently,
however, authorities have raided large-scale software users, such as computer
schools and economic consulting firms, to check for pirated software, and pirated
software has been destroyed in well-publicized public burnings.

Peruvian law does not protect semiconductor chip layout designs, but the Em.
b issy is not aware of any infringement of integrated circuits or semiconductor chips.
Private freebooting of broadcast satellite signals may exist, but the commercializa-
tion of the captured signals without a license appears to have ended.
8. Worker Rights

Articles 28 and 42 of the Peruvian constitution recognize the right of workers to
organize, bargain collectively and strike. Out of an estimated economically active
population of 8 million only about 7 percent belong to unions. Roughly two-thirds
are employed in the informal sector, beyond government regulation and supervision.
Strike activity increased In 1994 as the economy picked up and workers demanded
better pay and conditions. The beginning of the campaign for the 1995 presidential
election also inspired labor actions.

a. Right of Association.-Peruvian law allows for multiple forms of unions across
company or occupational lines. Workers in probational status or on short-term con-
tracts are not eligible for union membership. Public employees exercising super.
visory responsibilities are excluded from the right to organize and strike, as are the
police and military. The amount of time union officials may devote to union work
with pay is limited to 30 days per year. Membership or non-membership in a union
may not be required as a condition of employment. Though some unions have been
traditionally associated with political groups, unions are prohibited by law from en-
gaging in explicitly political, religious or profit-making activities.

-G.Collecthwe BaYaining.--Bargaining agreements are considered contractual
agreements, valid only for the life of the contract. Productivity provisions must be
included in any collective bargaining agreement. Unless there is a pre-existing labor
contract covering an occupation or industry as a whole, unions must negotiate with
each company Individually. The government has set up a system of conciliation and
arbitration to resolve disputes in collective-bargainng impasses. Strikes may be
called only after approval by a majority of all workers (union and non-union) voting
by secret ballot. Unions in essential public services, as determined by the govern-
ment, must provide sufficient workers, as determined by the employer, to maintain
operations during the strike. Companies may unilaterally suspend collective bar-
gaining agements for up to 90 days if required by force majeur or economic condi.
tions with 15 days notice to employees.

c. forced or Cormulsory Labor.:-Forced or compulsory labor is prohibitted, as is
imprisonment for debt. There are periodic reports of fo-ced labor in remote moun-
tainous and jungle areas, which the government claims it cannot control.

d. Minimum Age of Employment.--The minimum legal age for employment is 16.
Workers aged 16-21 may not exceed 15 percent of a company's workforce. However,
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although educationI A tgh primary level is fiee and compulsory, many school.
children must work to support thar families, usually in the informal economy
Without government supervision of wages or conditwna.

a. Acceptable Conditons of Work.-The 1993 constitution provides for a maximum
eight-hour work day, a 48-hour work week, a weekly day of rest and 30 days annual
pald vacation. The labor code also sets a 45-hour work week for women. Workers
are. promised a just and sufficient wage (to be determined by the government In con.
sultation with labor and business representatives) and adequate protection against
arbitrary dismissal. No labor agreement may violate or adversely affect the dignity
of the worker. These and other-benefits are readily sacrificed in exchange for regu-
lar employment, especially in the informal sector. The current minimum wage is 130
Soles per month (about USD 67 at the current exchange rate).

f. Rights In Sectors With U.S. Investment.-U.S. investment In Peru is con.
centrated primarily in the mining and petroleum sectors. Labor conditions in those
sectors compare favorably with other parts of the Peruvian economy. Workers are
primarily unionized, and wages far exceed the legal minimum. Oil and mining work-
era called a number of strikes in 1994 to demand higher pay and to protest govern.
ment privatization plans.

Extent of U.S. Investment in Selected ]ndustries.-U.S. Direct
Investment Position Abroad on an Historical Cost Basis-1993

(Millions of U.& dollars]

Category Amount

Petroleum ............................................................................... . ... ()
Total Manufacturing ............................................................. 20

Food & Kindred Products ................................................. 5
Chemicals and Allied Products ........................................... -4
Metals, Primary & Fabricated ............................................ 9
Machinery, except Electrical .............................................. 0
Electric & Electronic Equipment ....................................... 1
Transportation Equipment ................................................ 0
Other Manufacturing............................ 9

Wholesale Trade ...................................................................... 51
Banking .................................................................................... (1)
Finance/Insurance/Real Estate .............................................. 0
Services .................................................................................... 8
Other Industries ...................................................................... (1)
TOTAL ALL INDUSTRIES ....; . .............. ...... 631

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

TRINIDAD.AND TOBAGO

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

1992 199 19941

Income, Production and Employment:
Real GDP (1985 prices)2 . . . . .. . . .. . . .. . . ..................... 3,827.6 3,770.2 3,883.3
Real GDP Growth (pct.) ....................................... -0.6 - 1.5 3.0
GDP (at current prices)32 .. . . .. . . .. . . .. . .. .................... 4,846.2 4,161.4 4,745.8
By Sector.

Agriculture ........................................................ 132.66 108.37 102.68
Energy/Water.........................1,227.79 1,122.26 1,138.53
Manufacturing ........................ 484.14 389.65 386.34
Construction ..................................................... 450.71 344.58 344.92
Transport .......................................................... 1,446.73 1,288.33 1,334.10
Rents ................................................................. N/A N/A N/A
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Key Eeonomic Indicators-Continued
[Miflions of UA dollars unlem otherwise noted

1992 1993 19941

Financial Services ............................................ 472.38 393.93 408.31
Other Services .................................................. 369.88 310.63 304.39
Government/Health/Education ........................ 620.33 510.45 513.26

Net Exports of Goods & Services ........................ 138.60 39.10 500.00
Real Per Capita GDP ........................................... 3,189.7 3,141.8 3,236.1
Labor Force (000s) ............................................... 505.2 504.6 508.4
Unemployment Rate (pct.) .................................. 19.6 19.8 18.0

Money and Prce (annual percentage growth):
Money Supply (M2) .............................................. -6.6 5.1 -1.8
Base Interest Rates ....................... . .. . .. . .. . .. . . .. . . .. . .  15.50 15.50 15.50
Personal Saving Rate .......................................... N/A N/A N/A
Retail Inflation ..................................................... 6.5 10.8 9.0
Wholesale Inflation .............................................. 0.8 5.3 3.0
Consumer Price Index ......................................... 247.0 273.6 295.3
Exchange Rate (USDfT).................................... 4.25 5.39 5.83

Balance of Payments and Trade:
Total Exports (FOB)' .......................................... 1,868.9 1,632.8 1,933.9

Exports to US .................................................. 879.0 735.0 874.1
Total Imports (CI) 1..............,435.6 1,390.6 996.9

Imports from US .............................................. 594.4 540.9 470.5
Aid from US........................................................ 0.60 0.15 0.70
Aid from Other Countries..................... . N/A N/A N/A
External Public Debt ........................................... 2,14.7 2,095.8 2,000.0
Debt Service Payments ........................................ 612.1 613.5 594.0
Gold and Foreign Exch. Reserves ................. 40.2 207.4 117.6
Trade Balance'4.................................................. 433.3 242.2 512.6

Balance with US .............................................. 284.6 194.1 253.8

N/A-Not available.
11994 fgure are all estimates based on available monthly data In October 1994.
2ODP at factor coal .Figures reflect the exchange rt.. applicable in each year. 1992 exchat rate:

Uj•|l.= .2. Exchange rate for 1993 isa speriod•vera•e which Includes the post-flost va/untion:MI8. .39. Exchange rate .for 1994 is an a=era of th period Januaryptembe~r 19:. MIA)/•

T1Ir.83. Sector indicator Pinancial Service. include finance, Insurance and real estate; Transport includes
transport, storage and communication, and distribution.

SPigurea are actual, average annual interest rates, not changes in them.
4Merchandie trade.

1. General Policy Framework
The dual-island Republic of Trinidad and Tobago is endowed with rich deposits

of oil and natural gas. During the oil boom of the 1970's, Trinidad and Tobago be-
came one of the most prosperous countries in the Western Hemisphere. Oil revenues
enabled the nation to invest in state-owned and state-controlled corporations, which
became a drain on the nation's resources. The oil wealth also fueled a dramatic in-
crease in domestic consumption. The collapse of the oil boom in the 1980's and con-
current decrease In Trinidadian oil production, caused a severe recession from which
Trinidad and Tobago is only now benning to emerge. Prospects for continued eco-
nomic growth, however, remain closey tied to oil prices an• oil and gas production
In the short term as the government's structural reforms require time to stimulate
growth.

Since January 1992 the Government of Trinidad and Tobago has moved deci-
sively to lay the foundations for private-sector based, expoit-led growth and to re-
form its state-controlled economy to a market-controlled one. On April 13, 1993, the
government removed currency controls, floating the Tr dollar. In 1992, it undertook
a large scale divestment program and has since divested several previously state-
owned companies. In addition the government bepn dismantling ra barniers.in
1991 eliminating the import Hcensi-ng requiment for most manufactured goods in
July 1992, and or most agricultural iools in September 1994.

The Government of Trinidad and Tobago has aggressively courted foreign Inves-
tors and on September 26, 1994, signed-a Bilateral Investment Treaty with the
United States, which provides national treatment for US. investors. New US. in-
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vestment in Trinidad and Tobago increased from US$428 million in 1993 to about
US$660 million In 1994.

The Government of Trinidad and Tobago uses a standard array of fiscal and mon.
etaypolicies 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 and 1994 have boosted VAT, income-tax and customs
duty revenues dramatically. Nevertheless, a public sector budget deficit of approxi.
mately US$52 million is projected for 1994 because of lower-than-projected oil prices
resulting In less revenue from the energy sector. The 1994 budget based oil reve-
nues on a price of US$19/barrel, but prices hit a five-year low in February and have
not sufficiently recovered to budget-projected levels.

To protect the exchange rate which has several times neared the TI$6.00-
US$1.00 rate, the Central Bank Las attempted to manage liquidity by keeping aq-
gregate demand consistant with balances. The Central Bank continues to rely pn-
marily on reserve requirements to control the money supply, despite its stated goal
of moving to open market operations as a more market-oriented means of influenc-
ing the money supply. The Central Bank has raised the reserve requirement for
commercial banks twice in 1994, to a current 20 percent. The tight money supply,
combined with a weakening of the inflationary effects of the 1993 float, are keeping
inflation low. The year-on-year rate of inflation was 7.8 percent from June 1993 to
June 1994 compared with 11.2 percent in the twelve months preceding June 1993.
2. Exchange Rate Policy

On April 13, 1993, the Government of Trinidad and Tobago removed exchange
controls and floated the TT dollar which had been pegged to the U.S. dollar at the
rate of TT$4.25 equals US$1.00 since 1988. The average rate of exchange for the
first three quarters of 1994 is TT$5.83 equals US$1.00. Foreign currency for im-
ports, profit remittances, and repatriation of capital is freely available. Only a few
reporting requirements have been retained to deter money laundering and tax eva-
sion.
3. Structural Policies

Pricing Policies: Generally, the free market determines prices. The government
maintains domestic price controls on sugar, schoolbooks, and pharmaceuticals. Con.
trols on rice and counter flour were lifted in.September 1994 and remaining controls
are expected eventually to be eliminated entirely.

Tix Policies: In an effort to curb consumption, the government instituted a 15 per-
cent VAT on January 1, 1990. Corporate tax rates were raised by five percentage
points to 45 percent in 1992, but a revision in the 1993 budget allows Incremental
profits of accompany over a given base year to be taxed at 30 percent. The govern-
ment's 1993 budget included substantial tax breaks for construction activity in 1993
and 1994, as wiel as/for export-oriented venture-capital companies. The petroleum
tax regime was revised in 1992 to index tax rates to oil prices, and to make Trinidad
and Tobago a more competitive location for investment. A tax of 0.25 percent was
imposed on business sales on January 1, 1993. Additional taxes in the 1994 budget
hit motorists with a five percent gasoline tax for road improvements, a new used-
car transfer tax and an increase in the motor-vehicle tax applied to new purchases.

Regulatory Policies: All imports of food and drugs must satisfy prescribed stand-
ards. Imports of meat, live animals and plants, a large percentage of which come
from the United States, are subject to specific regulations. The import of firearms,
ammunition and narcotics are rigidly controlled or prohibited.
4. Debt Management Policies

From 1988 to 1991, the government negotiated International Monetary Fund
(IMF) standby agreements, rescheduled Paris Club debt and concluded an agree-
ment for a World Bank structural-adjustment loan. From 1992 to 1994 Trinidad and
Tobago's high debt-service payments averaged about US$600 million per annum.
The government has met these payments by relying on bond issues, proceeds from
the divestiture of state enterprises and the offset effects of substantial loans from
the Inter-American Development Bank. The country should emerge in 1995 with a
manageable debt burden of approximately US$450 million per annum, and, as of
1996, a debt-service ratio of 15.1 percent down from 27.7 percent in 1994.

Total foreign debt now stands at approximatel US$2 billion, or 42 percent of
GDP, down from a high of 59 percent in 1989. With the government meeting its
debt payments, the elimination of trade barriers and the economy edging toward
growth, prospects for increased trade with the United States in the years aead are
excellent.
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5. Significant Barrirs to U.S. Exports
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-othor developed countries. Only sugar, poultry parts, left.hand drive vehicles,
small boats and firearms remain on the "Negative List" of products requiring import
licenses. Current import surcharges and stamp duties required on most manufac-
tured goods will be reduced to zero on January 1, 1995 although Caricom Common
External Tariff (CET) rates will continue to apply. Surcharges on agricultural goods
removed from the negative list in September 1994, will be phased to zero on Janu-
ary 1, 1998.

liberalizing agricultural trade will eventually open the market for more U.. com-
modity exports Into Trinidad and Tobago raising concerns among local farmers that
the domestic agricultural sector will suffer from the cheaper foreign products mak-
ing farming unprofitable. However, the government firmly expects the introduction
of competition to result in a more efficient agricultural sector.

The removal of Import-licensing requirements has also forced local manufacturers,
traditionally accustomed to producingonly for a protected domestic market, to look
outward and become more efficient. The government actively encourages export in.
dustries and small business development as a means of employment generation. In
1994, government officials championed the role of the private sector in the genera-
tion ofeconomic growth. The government now views its role to be more a facilitator
than an engine of growth.

Trinidad and Tobago's exports remain concentrated in oil and downstream petro-
chemical 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 float and resultant depreciation of the TT dollar has made local
manufactured and agricultural exports more competitive and imported goods more
costly for local consumers. As a result, Trinidad and Tobago's overall trade balance
has improved. During the first quarter of 1994, Trinidad and Tobago's merchandise
trade surplus was US$256.3 million compared with a US$4.5 million deficit in the
first quarter of 1993 before the currency was floated. 1994's first quarter surplus
was Trinidad and Tobago's fourth consecutive quarterly surplus.

Trinidad and Tobago signed the Uruguay Round Agreement on April 15, 1994 in
Marrakech, Morocco.

Foreign ownership of service companies is permitted. Trinidad and Tobago cur-
rently has one 100 percent U.S.-owned bank, several U..-owned air-courier serv.
ices, and one U.S. majority-owned insurance company. The government has ex-
pressed interest in attracting another U.S. bank.

Standards, labelling testing and certification to the extent that the are re-
quired do not hinder U.S. exports. The Trinidad and Tobago Bureau of Standards
(TTBS) is responsible for all trade standards except those pertaining to food drugs
and cosmetic items, which the Chemistry, Food and Drug Division of the Ministry
of Health monitors. The TFBS uses the ISO 9000 series of standards and is a mem-
ber of ISONET. Trinidad and Tobago is not a party to the GATT Standards Code.

Foreign direct investment is actively encouraged by the government. Generally
speaking there are no de facto restrictions on investment and the government is ac.
tively removing all disincentives to investment. On September 26, 1994 the Govern-
ment of Triniad and Tobago signed a Bilateral Investment Treat with the U.S.,
granting national treatment to US. investors in Trinidad and Tobago on a recip-
rocal basis. Foreign investment is screened only for eligibility for government incen-
tives, and assessment of its environmental impact. Foreign investors are eligible for
tax concessions in the form of tax holidays and concessions in the manufacturing
and hotel industries. Both tax and nontax incentives may Ie negotiated with the
government for investments in the manufacturing, tourism and energy sectors. The
repatriation of capital dividends, interest, and otler distributions and gains on in-
vestment may be freely transacted.

Government procurement practices are generally open and fair, and the govern-
ment and government-owned companies generally adhere to an open bidding process
for procurement of products and services. However, some government entities re-
quest prequalification applications from firms then notify prequalified companies in
a selective tender invitation. Trinidad and Tobago is not a member of the GATT
Government Procurement Code.

Customs clearance can consume much time because of bureaucratic inefficiency
and administrative procedures can be burdensome. Local importers often complain
that it takes several working days to get Import documents approved and their
goods released. In October 1993, the Government of Trinidad and Tobago engaged
three full-time U.S. Customs Service consultants for two years to improve efficiency
and revenue collection. The Trinidad and Tobago Customs Service has implemented
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several consultant recommendations. Cowputerization of the Trinidad and Tobago
Customs Service import clearance process is under consideration but no date is set
for implementation.
6. Export Subsidies Policia

There is no evidence of directly subsidized exports to the United States. However,
the government offers Incentives to manufacturers operating in a Free Zone or Ex-
port Processing Zone (EPZ) to encourage foreign and domestic investors. Such man-
ufacturers are exempt from customs duties on capital goods.spare parts and raw
materials imported to construct and equip their premises. They are also exempt
from all corporation and withholding taxes on profits from manufacturing and inter-
national trading in products or export services.

On January r, 1993, the government implemented the five percent CET on all fac-
tors of production. 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, that can be applied against duties owed on further imports. Trinidad and To-
bago is not a member of the GATT subsidies code.
7. Protection of U.S. Intellectual Property

Few resources are currently devoted to intellectual property rights, a situation
that isexpected to change during the two-year phase-in perio for compliance with

revisions in the Intellectual Property Rights (IPR) agreement, signed with the
united States September 26, 1994. The agreement will, in most instances, provide
IPR protection e•quivalent to that in the uMS., and is part of the Trinidad and To-
bago governments drive to attract more U.S. investment to Trinidad and Tobago.
Falure in law to provide for minimum statutory damages, recovery of legal costs,
and criminal penalities for willful infringement undermines the deterrent value of
existing legislation.

Trinidad-and Tobago is a member of the Universal Copyright Convention; the
Universal Copyht Convention, Revised- and the Convention for the Protection of
Producers of Thonograms Against Unauthorized Duplication. 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 Broadcasting Organizations. As a
member of the Caribbean Basin Initiative, the government is committed to prohibit-
ing unauthorized broadcasts of US. programs.

Current copyright protection is governed by the Copyright Act of 1985, which com.
plies with the revised Bern and Universal copyright conventions. A copyright isvalid for a period of fifty years. Although the Act provides for protection of literary,
musical and artistic works, computer software,.sound recordings, audio-visual works
and broadcasts, it is not enforced. Video rental outlets in Trinidad and Tobago arm
replete with pirated videos and operate openly.

The existing law on patent protection is the Patents and Design Act, which estab.
lishes a registration system with no form of examination of patentable subject mat.
ter, novelty, inventive step, or industrial applicability. Patents are currently valid
for a period of 14 years and may be extended before expiry for any period not ex-
ceeding seven years without limit. Infringement of patents is not a discernible prob-
lem in Trinidad and Tobago, but the existing law is outdated. A new patent law to
provide for new technologies is being drafted.

Trademarks can currently be registered for a period of 14 years, and renewed by
application before the expiration of the registration for an unlimited number of 14
year periods. The current Trademark Act is also slated for review. Counterfeiting
of trademarks is not a widespread problem in Trinidad and Tobago.

New Technologies: Larger firms in Trinidad and Tobago are scrupulous about ob-
taining legal computer software while many smaller firms are believed to use wholly
or partially pirated software. Licensed cable companies are faced with unlicensed
cable operators and satellite owners who connect neighborhoods onto private sat-
ellites for a fee. Even licensed cable companies are not exempt from piracy since
they regularly provide customers with U.S. "premium" cable channels for which they
have not obtained rights.

Given the popularity of U.S. movies and music and the dominance of the United
States in the software market, US. copyright hofders are the most heavily affected
by the lack of copight enforcement in Trinidad and Tobago, although the market
is relatively small. By signing the IPR agreement the government has acknowl.
edged [PR infringement is a deterrent to additional UiS. investment in Trinidad and
Tobago and is committed to improving both legislation and enforcement.
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8. Worker Rights
a. The Right of Association.-The right of association is respected in law and prac-

tice. Approximately 26 labor unions were active in Trinidad and Tobago in 1994.
The unions are i2pendent of government or political party control and freely rep-
resent their members' interests. There are no excessive or arbitrary registration re-
quirements, nor restrictions on selections of union omcers or advisors.-Union mem.
bears are free to choose representatives, publicize their views and determine their
own programs and policies. All employees except those in "essential services" have
the right to strike.

b. T? Right to Organize and Bargain Collectively.-The rights of workers to col-
lective bargaining is established In the Industrial Relations Act of 1972. Anti-union
discrimination is prohibited by law.

c. Prohibition of Forced or Compulsory Labor.-Forced or compulsory labor is not
explicitly prohibited by law and is not a problem in EPZs since the same labor laws
applied in the country at large are also applied in in EPZs. Some prison inmates
sentenced to hard labor are involved In subsistance agriculture and dairy farming
and fishing.

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. General employment is permitted after
14 years.

e. Acceptable Conditions of Work.-A minimum wage structure is in place for gas
station employees, domestic assistants, retail-sales personnel and hotel workers.
These wage rates are adjusted for cost of living increases at regular intervals, every
few years. In 1994, the parliament considered legislation which would set a mini-
mum wage for security guards. There is no national or general minimum wage. The
standard work week In Trinidad and Tobago is forty hours with no cap on overtime.
The Factories and Ordinance Bill of 1948 sets occupational health and safety stand.
ards in certaj industries; state inspectors monitor conditions in work places and
workers whorefuse to perform work because of hazardous conditions are protected
from retribution under the Industrial Relations Act of 1972.

f. Rights in Sectors with U.S. Investment.-Employee rights and labor laws in sec-
tors with U.S. investment do not differ from those in other sectors.

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

[Millions of U.S. dollars]

Category Amount

Petroleum............... .................................. 469
Total Manufacturing ............................................................ (.)

Food & Kindred Products ................................................... 7
Chemicals and Allied Products ........................................... (1)
Metals, Primary & Fabricated ............................................ 0
Machinery, except Electrical .............................................. (2)

Electric & Electronic Equipment ..................................... 0
Transportation Equipment ............................................... 0
Other Manufacturing .......................................................... 4

Wholesale Trade ..................................................................... 0
Banking .................................................................................... 5
Finance/Insurance/Real Estate .............................................. (1)
Services. .................................................................................... 1
Other Industries ..................................................................... 3
TOTAL ALL INDUSTRIES .................................................... 693

1 Suppressed to avoid disclosing data of individual companies.
Me"s than $500,000.
Source: U.S. Department of Commerce, Bureau of Economic Analysis.
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URUGUAY
Key Economic Indicators

[Millions of U.S. dollar unless otherwise noted)ia

192 1993 19941

Income, Production and Employment:
Realp GDP (1988 prIces)s'..................................... 6,802 6,903 7,042
Real GDP Growth (pct)............7.7 1.5 2.0
GDP (at current prices)s2..................................... 11,676.8 13,144.9 15,034.5
By Sector.

Agriculture ............................................. 1.164.9 1.159.4 1,341.2
Ene yW ater...........................................283.6 336.3 374.7
Manukfacturing .................................................. 2,687.9 2,471.3 2,761.3
Construction ..................................................... 566.6 748.4 887.6
Rents ................................................................. 1,667.6 2,194.4 2,544.4
Financial Services ............................................ 1,153.0 1,267.5 1,459.6
Other Services .................................................. 3,056.2 3.525.6 4,008.9
Government/Health/Education ........................ 1,097.0 1,442.0 1,656.8

Net Exports of Goods & Services ........................ 99.0 - 155.4 -161.7
Real Per Capita GDP (1983 prices/USD) ........... 2,172,8 2,192.3 2,223.4
Labor Force (000s) .......... ) .................................... 1,382 1,395 1,409
Unemployment Rate (pct.) .................................. 9.0 8.3 9.0

Money and Prices (annual percentage growth):
Money Supply (M2) .............................................. 50.9 49.7 45.3
Base Interest Rate8s .. .. . .. . .. . . .. . .. . .. . . .......... ............. 50.1 42.7 45.6
Personal Saving Rate23.................... . .. . . . .. . . .. . . . .. . ..  24.5 17.2 20.1
Retail Inflation ..................................................... 58.9 52.9 41.0
Wholesale Inflation .............................................. 46.9 31.1 35.0
Consumer Price Index ......................................... 58.9 52.9 41.0
Exchange Rate (USD/New peso)

Interbank Floating Selling Rate ..................... 39.9 26.9 34.3
Balance of Payments and Trade:

Total Exports (FOB)4 .......................................... 1,702.5 1,645.3 1,780.0
Exports to U.................................................. 177.8 148.8 160.0

Total Imports (CIF)4 ........................................... 2,045.1 2,324.4 2,460.0
Imports from US.............................................. 203.2 222.6 245.0

Aid from US ........................................................ 1.2 1.2 1.0
Aid from Other Countries ................................... N/A N/A N/A
External Public Debt ........................................... 4,136 4,291 4,430
Debt Service Payments (paid) ............................. 620 645 665
Gold and FOREX Reserves (net) ........................ 946.8 1,201.8 1,290.0
Trade Balance4 .................................................... -342.6 -679.1 -680.0

Trade Balance with U.S................................... -25.4 -73.8 -85.0
N/A-Not available.I1994 fifures are all estimates based en available monthly data In October 1994.
2GD? at producer price.
spi r actual, averap annual interest rates, not changes In them.
0Merchandise trade.

$Data in Uruguayan pesos was converted into U.S. dollars at the average interbank selling exchange rate
for each year.

1. General Policy Framework
Uruguay has a small, relatively open economy. The historical basis of the economy

has been agriculture, particularly livestock production. Agriculture remains impor.
tant both directly (woo and rice) and indirectly for Inputs for other sectors (textiles,
leather and meat). Industry, which diversifiedbbeyond agro.industry into chemicals
and consumer goods for local consumption, has declined-In the face of greater com.
petitioN and now accounts for 21 percent of GDP. Services, particularly tourism and
financial services, now dominate the economy, accounting for over 60 percent of
GDP. Banking benefits from Uruguay's open financial system.

Tna Government has been relatively successful in reducing its fiscal deficit from
7.4 percent in 1989 to 1.6 percent In 1993. Principal sources of the deficit are losses
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by the Central Bank on nonperforming loans purchased from private banks, foreign
debt payments and transfers to the social security system. Inflation peaked at 129
percent in 1990, and is expected to fall to 41 percent In 1994.

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 pro.
$ram of economic reform. Major elements of the Government program are privatiza-
tion of state enterprises, financial sector reform and reform of the costly social secu.
rity system. 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 adjustment 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.

On April 1994 the IMF approved the Uruguayan government economic program
for 1994 which will be subject to the IMF staff monitoring procedure. Uruguay has
ratified the Uruguay Round trade agreements and became a founding member of
the World Trade Organization (WTO) on January 1, 1995.
2. Exchange Rate Policy

The Uruguayan government allows the peso to float freely against the dollar with.
in a declining 7 percent band. The band currently declines bY 2 percent per month.
Up to mid August 1994, the Central Bank regularly bought dollars to keep the peso
value from rising above the band. For a penod thereafter, the value of the dollar
was floating close to the top of the band pushed by high liquidity and expectation
of formal devaluation. By the end of October the speculative burst ended and the
Central Bank was again buying dollars. The la between devaluation and inflation
decreased from about 21 percentage points in 1993 to 16 percentage points fior the
twelve-month period ended October 1994 continuing to make Uruguayan exports
less competitive and imports more attractive.

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 1994, its total
external debt was $7.8 billion, almost $300 million over the amount in March 1993.
Of this amount, $4.4 billion was public sector debt and $3.4 billion represented
debts of the private sector. The public sector external debt included 1.6-billion of
dollar-denominated Uruguayan government bills and bonds, $269 million of foreign
currency deposits of nonresidents, $2 billion of long term loans of the nonfinancial
public sector and $158 million of suppliers credits. The balance, amounting to $373
million, represents liabilities reserves and other credits of the Government of Uru-
guay financial sector. International reserves of the public sector banking system
amounted to $2.5 billion, resulting in a net public sector foreign debt of $1.9 billion.

The $3.4 billion of the private sector foreign debt were primarily made up of $2
billion of foreign currency deposits by nonresidents and $359 million of suppier
credits. The balance amounting to $1 billion represented liability reserves of the pri-
vate banks. International reserves of the private sector banks amounted to $3 bil-
lion resulting in a net private sector foreign debt of $452 million.

The debt service in 1992 was $750 million, equivalent to 45.6 percent oF total mer-
chandise exports, 26.7 percent of combined merchandise and service exports and 5.7
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,
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seeds, hormones, meat and vehicles. To protect Uruguay's important livestock
try, Imports of bull semen and embryos also face certain numerical limitations

and must comply with animal health requirements, a process which can take years.
reaucratic delays also add to the cost of imports, although importers report that

a "debureaucratizationw commission has improved matters.
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 law allowing foreign companies to offer insurance coverage in Uruguay
was passed in October, 1993.

There have been significant limitations on foreign equity participation in certain
sectors of the economy. Investment 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. Passage of port reform legislation in April 1992 allowed
for privatization of various port services. Recently approved legislation also allows
for the private generation of electric power and the privatization of the state-owned
gas company. Cellular telecommunications are operated by both private consortiums
and the state-owned phone company. Privatization of the telephone company was
rejected In a referendum in 1992.

Government procurement practices are well-defined, transparent and closely fol.
lowed. Tenders are generally open to all bidders, foreign or domestic. In the past
year, however, several important government bids appeared to have been awarded
to non US. companies based on other than objective criteria such as price and qual-
ity. A Government decree also establishes that in conditions of equal quality or ade-
quacy to the function, domestic products will have preference over foreign ones.
Among foreign bidders,; preference will be given to those who offer to purchase Uru-
guayan products. The Government favors local bidders even if their price is up to
10 percent higher. Uruguay Is not a signatory to the GAIT government procure-
ment code.

Following a recent reduction in the top rate, Uruguay's tariff structure now varies
between 0 and 20 percent. Imports from MERCOSUR member countries (Brazil, Ar.
gentina, and Paraguay) enjoy significantly lower rates and will become 0 percent on
most products as of January 1, 1995. The only exemptions to tariff regulations, in
the context of anti-dumping legislation, are reference prices and minimum export
pries, fixed in relation to international levels and in line with commitments as-
sumed under GAIT. 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. Minimum export
prices are scheduled to be phased out in 1995.
6. Export Subsidies Policies

The Government has provided a 9 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 May 1, 1995. 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 eflrrts to strengthen
the rules governing intellectual property protection in international fora such as the
World Intellectual Property Organization (WIPO) and the Uruguay Round of GAlT.

The Government does not discriminate between foreign and domestic patent hold-
ers. Owners and assignees of foreign patents may obtain confirmation of patents in
Uruguay, provided application is made within 3 years of registration in country of
origin. Confirmed patents are protected for 10 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 pat-
ent protection for pharmaceuticals has had a marked effect on U.S. trade and in-
vestment In the sector.



428

Foreign trademarks mqy be registered in Uruguay and receive the same protect.
tion as domestic trademarks. Protection is afforded or 10 years initially, renewable
Indefinitely.

Uruguay affords copyright protection to, inter alia, books, records, videos, and
software. Despite tha 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 piracy of motion pictures,
sound recordings and musical compositions, and books at $9.9 million.
8. Worker Rights

a. The Right of Association.-The Constitution guarantees the right of workers to
organize freely and encourages the formation of unions. Labor unions are independ.
ent of government or political Part control.

b. The 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 andcthere is no evidence of its existence.

d. Minimum Age for Employment of Children.-Children as young as 12 mar 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.-mThere is a legislated minimum wage. The
standard work week Is 48 hours for six days, with overtime compensation tor work
in excess of .48 hours. Workers are protected by health and safety standards, which
appearto 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 US.-amflliated 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-1993

[Millions of U.S. dollars]

Category Amount

Petroleum ................................................................... ........... 8
Total Manufacturing ............................................................... 73

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

Wholesale Trade ................................................................... 111
Banking..................................... .... (1)
Finance/Insurance/Real Estate .............................................. 25
Services .................................................................................... (1)
Other Industries .......................................................... ............ 0
TOTAL ALL INDUSTRIES .................................................... 316

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



429

VENEZUELA

Key Economic Indicators
(Millions of Us. dolls unless otherwise noted)

192 198 19941

lnwram Production and Employmen"
Real GDP (1985 pries) c ..................................... 72,999 72,297 68,393
Real GDP Growth (pet.) -............. . .. 8 -1.0 -5.4
GDP (at current prices)'2 ..................................... 60,414 58,973 57,158
By Sector.

Agriculture ........................................................ 3,223 3,146 2,857
Energy/Water .................................................... 11,969 11,684 11,800
Manufacturing .................................................. 8,786 8,576 7,916
Construction ..................................................... 3,939 3,845 3,480
Rents. .............. ............... .3,807 8,716 3,456
Financial Services ............................................ 1,540 1,503 1,398
Other Services .................................................. 23,203 22,650 22,668
Government/HealthWEducation ........................ 3,947 3,853 3,583

Net Exports of Goods & Services .............- 1,169 273 1,522
Real Per Capita GDP (1985 base) ...................... 3,587 3,473 3,212
Labor Force (000s) ............................................... 7,538 7,546 7,622
Unemployment Rate (pct.) ......... ........... 7.1 6.3 12.0

Money and Prices (annual percentage growth):
Money Supply (M2) ....................................... .18.4 25.7 62.7
Base Interest Rates ............................................. 42.1 61.5 56.5
Personal Saving Rates ........................................ 11.9 8.5 6.1
Retail Inflation ..................................................... 31.9 45.9 75.0
Wholesale Inflation .............................................. 26.0 47.3 109.0
Consumer Price Index (1984=100) ..................... 1,071.6 1,563.5 2,736.1
Exchange Rate (USD/Bs)4

Official ............................................................... 68.40 91.15 153.4
Parallel........ .............. ...0....68.40 91.15 161.9

Balance of Payments and Trade:
Total Exports (FOB)s5.......................................... 13,955 14,222 15,100

Exports to U.S. (CV) ........................................ 7,564 7,782 8,000
Total Imports (FOB)5 ..................... . . .. . . . .. . . .. . . . . .. . .  12,266 11,013 7,400

Imports from U.S. (FAS) .................................. 5,178 4,395 3,800
Aid from U.S ........................................................ 0 0 0
Aid from Other Countries ................................... N/A N/A N/A
Extemal Public Debt ........................................... 27,083 27,297 26,700
Debt Service Payments (paid) ............................. 2,695 2,989 3,200
Gold and Foreign Exch. Reserves ....................... 13,001 12,656 11,000
Trade Balance'5 .................................................... 1,689 3,209 7,700

Trade Balance with U.S ................................... 2,386 3,387 4,200
NIA-Not available.
'U.& Embassy estimates based on Information available In October 1994.
2ODP at =ctu costs
aFigures ae actual, average annual interest rates, not rates of cbane.4Annual averapVges.nezuela adopted a fixed ihngle emhange rate r170 bolivars to the dollar on July 11,

1994. A parallel mcharg market I currently Illepi.
'Merchandise trade.

1. General Policy framework
Venezuela's long-term potential as a market for U.S. business remains positive,

although 1995 will be difficult. The country has a moderately well-established eco-
nomic infrastructure and an impressive potential for economic growth in petroleum,
natural gas, hydroelectric power, iron ore, coal, bauxite and gold. Venezuela is a
major oil producer/exporter and a founding member of OPEC. The petroleum sector
dominates the economy, but the government is encouraging the development or non.
traditional basic export industries, such as petrochemicals, aluminum, steel, cement.
forestry, manufactured consumer products, and mining.
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The bulk of accumulated foreign Investment ir Venezuela is from the United
States. The United States remains Venezuela's cbjef trading partner, absorbing 55
percent of its exports and supplying 51 percent of its imports in 1993. In December
1994 ratified the G-3 Free Trade Agreement between Venezuela, Colombia and
Mexico. Venezuela has also ratified the Uruguay Round agreements and became a
founding member of the World Trade Organization (WTO) on January 1, 1995.

After three years of solid economic growth, Venezuela's economy went into reces.
sion in 1993 with real GDP falling by I percent. This contributed to a major finan-
cial sector collapse in early 1994, followed by an even more severe contraction of
the economy. GDP is expected to drop by more than 5 percent in 1994.

The government recorded a fiscal deficit of about 3.6 percent of GDP for the con.
solidated public sector in 1993. Tax revenues from the petroleum sector as a share
of GDP have declined substantially in recent years as international petroleum prices
in real terms have fallen and non-oil revenues have increased. As a result, oil reve-
nues are expected to provide less than 50 percent of total revenues in 1994. As a
result of the federal government bailout of the banking sector, the government's fis.
cal deficit could climb to 15 percent for 1994.

Financing of the deficit has been accomplished primarily through the issuance oftreasury bills rangin# in maturity up to two years, but heavily weighted toward the
short-term. Substantial financial support to the commercial banking sector in 1994
has principally been supplied though borrowing from the Central-Bank. The gov-
ernment has forecast a modest rebound in output and a budget surplus for 1995.
Economic and fiscal performance will depend on several factors, Including ongoing

'application of price and exchange controls, continuing problems in the financial sec-
tor proceeds from the privatization process, and International petroleum prices.

WThe Central Bank operated a tight monetary supply in 1993. In real terms, M2
lost 18.84 percent. However, in 1994 government assistance to the financial sector
overwhelmed attempts to restrict liquidity. From the end of 1993 through August
1994, although M2 decreased 8 percent In real terms, it expanded by 33 percent in
nominal terms. During 1993 and 1994, the government has relied primarily on 91-and 181-day zero coupon bonds to soak up excess liquidity. Inflation has been on
the rise the last several years, climbing from 32 percent in 1992 to 46 percent in
1993. Prices for items in the CPI basket increased by about 50 percent for the first
eight months of 1994. For the year, inflation is expected to reach 60 percent.

The Caracas Stock Exchange has fluctuated in recent years. The broad market
index decreased'32 percent in 1992, but climbed 10 points in 1993. Foreign invest-
ment in the stock market dropped in 1994 with the imposition of exchange controls
in July, but the market index hit a new high in September 1994, bid up by local
investors without dollar instrument investment alternatives.

2. Exchange Rate Policy
From November 1992 to April 1994, Venezuela's Central Bank implemented a

crawling peg exchange rate regime of daily minidevaluations. In May, an auction
system was introduced to stem capital flight prompted by a lack of confidence in
the economy following a massive bailout of troubled banks and resignation of the
Central Bank President. Central Bank reserves, which stood at $12.7 billion at the
end of 1993, dropped to $9.0 billion by the end of June 1994. On July 111 1994 a
fixed exchange rate system was established with a single rate of 170 bolivals to the
dollar, compared to an exchange rate of 115 at the beginning of April.

In addition to a fixed exchange rate, access to foreign currency is strictly con-
trolled under the new regime. All requests for foreign currency must be submitted
to the Technical Exchange Management Office (OTAC). An Exchange Control Board
sets general policy. Importers, exporters, private debt holders, and foreign investors
must register with OTAC prior to submitting an application for currency. Proce-
dures under the new exchange control regime are still evolving. Currency trans-
actions conducted outside the official system are illegal and legislation is pending
that would impose heavy penalties for violations. The Venezuelan government has
characterized the new controls as temporary, but afsr six'months of controls has
not yet set a date for their elimination.
3. Structural Policies

In 1994,the Venezuelan government adopted a mix of heterodox measures to re-
spend to the economic recession and collapse of the/financial sector. The government
suspended constitutional economic guarantees using this mechanism as the basic
framework to implement foreign exchange and price controls on a variety of goods
(primarily essential goods such as foods)and services (parking, funeral services,
laundry and drycleaning, and cinemas). The stringent government regulations for
obtaining foreign exchange have disrupted lines of credit for the private and public
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sector. No progress has been made on raising the domestic price of gasoline, which
is below the marginal cost of production; on reforming the severence pay system"
or in trimming public sector participation in the economy through privatization of
state enterprises."-

A major Income tax reform designed to improve government tax collection and in-
crease revenues in the nonpetroleum sector was implemented in mid-1994. The
maximum rate for individuals and corporations increased from 30 to 34 percent.
Venezuelan tax law does not differentiate between foreign-owned and Venezuelan-
owned companies, with the exception of the petroleum sector. Hydrocarbon revenues
of the state petroleum company, PDVSA, are subject to a tax rate of 67.7 percent.
However, joint-ventures between PDVSA and private companies in the production
and processing of off-shore natural gas and extra-heavy crudes and bitumens are
taxedat the lower 34-percent rate. Venezuela imposes a one percent assets tax, as-
sessed on the gross value of assets (with no deduction for liabilities) after adjust-
ments for depreciation and inflation. It Is deductible for income tax purposes. An
investment tax credit of 10 percent is available for the purchase of capital goods to
be used in manufacturing processes.

The government also has implemented a temporary, controversial 0.75 percent fi-
nancial debit tax on financial transactions that covers credit card charges, with-
drawal of funds and other debits to checking accounts, saving accounts, trust funds,
and other money market funds; it may be continued beyond the end of 1994. A value
added tax, which was applied at the wholesale level in late 1993, was converted to
a *wholesale" tax In August 1994 and applied to all goods and services, including
imports. The wholesale Uax rate is to be defined each year within a range of 5 to
20 percent. The rate through the end of 1994 is 10 percent. An additional luxury
tax of 10 or 20 percent for certain items was also established in mid-1994.

The Venezuelan tariff schedule has been substantially liberalized, and quan.
titative restrictions have been almost completely removed (prohibitions remain on
used vehicles, used tires and used clothing). With its accession to the General
Agreement on Tariffs and Trade (GAIT) on September 1, 1990, Venezuela agreed
to bind its tariff rate to a 40-percent ceiling. Venezuela's present maximum tariff
rate is 20 percent, with the exception of a 35-percent tariff rate applied to passenger
vehicles as part of the Andean Pact Common Automotive Policy. The country's aver-
age Import tariff on a trade-weighted basis is around 10 percent. Sensitive agricul-tural products (milk, meat, rice, wheat, feedgra~s, 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 commodities drops below trigger prices. In addi-
tion, the Venezuelan tariff legislation permits the duty to be temporarily increased
by 60 percent (e.g., from 20 percent to 32 percent) should the Economic Cabinet de-
termine that import of these products pose a particular threat.
4. Debt Management Policies

As of December 1993, Venezuela's public sector external debt totaled $27.3 billion,
which included $6.7 billion in nonrestruc~urcd external debt (including commercial
bank debt and military promissory notes). Medium-term private sector debt totaled
an estimated $5.3 billion. External debt represents about 54 percent of GDPl. In
1993, Venezuela's debt service payments totaled about $2.7 billion, or 19 percent o1"
total exports. Debt service payments for 1994 are estimated to reach $3.2 billion,
or 21 percent of total exports.

Relations with commercial creditors have deteriorated because the high inflation
rate has increased the cost of servicing external debt obligations. In addition, strn-.
gent foreign exchange .controls have slowed debt payments to official and commer-
cial creditors. Due. to higher US interest rates and downgrading of Venezuelan debt,
the cost of borrowing has also risen.

In December 1990, the government rescheduled $19.8 billion in commercial bank
debt within the context of the Brady Plan. Current government policy does not in-
clude an adjustment program with the IMF; The Word Bank and Inter-American
Development Bank are providing multi-year sectoral loans to assist with economic
restructuring and infrastructure programs.
5. Significant Barriers to U.S. Exports

Import Uicenses: Venezuela no longer ha~s an import licensing regime. Sanitary
and phytosanitary_ certificates from the Ministries of Health (Nota 3) and Agri-
culture (No~a 6), however, are required for most agricultural and pharmaceutical
imports. The nota 6 requirement is used aggressively by the Ministry of Agriculture,
in effect banning U.S. poultry and pork impo~rts..

Service Barriers: Foreign equity participation in enterprises engaged in television,
radio, Spanish language press, and professional services subject to Uicensing legisla-
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tion, is limited to 19.9 percent. As of January 1, 1994, banks from countries that
provide reciprocal access to Venezuelan institutions may establish branches and 100
percent foreign-owned subsidiaries or acquire 100 percent equity in existing banks.
Foreign companies now receive national treatment in the insurance sector. The sec.
tor was opened to foreign investment through reforms to the Insurance and Reinsur.
ance Law, which were gazetted on December 23, 1994 in the Extraordinary Gazette
Number 4.822.

Standards, Testing, Labeling and Certification: The Venezuelan Commission of In.
dustrial Standards (COVENIN) requires certification from COVENIN-approved lab.
oratories for imports of over 300 agricultural and industrial products. US. exporters
have experienced difficulties in complying with the documentary requirements for
Issuance of COVENIN certificates.

The Consumer Law, which went into effect in May 1992, contains provisions regu.
latinjg labeling. All goods placed on sale must bear a label indicating price to the
public and expiration date (where appropriate). In the event of future price in-
creases, goods in stock with previous piice labels must be sold at no more than theprior price.

Investment Barriers: Pursuant to Executive Decree 2095, published February 13,
1992, foreign equity participation is unlimited in all sectors of the economy, except
those specically restricted. Prior government approval is not required for invest-
ment in those sectors covered by the decree. Investors must simply register with the
Superintendent of Foreign Investment within 60 days following the Investment. De-
cree 2095 also guarantees the right of foreign investors to repatriate profits and per-
mits shares of foreign companies to be publicly sold. The repatriation of capital has
been complicated by the imposition of foereign exchange controls In June 1994.
However, the Venezuelan govenment is attempting to resolve these difficulties
through the publication of a series of specific relolutions by the Foreign ExchangeBoard-.

In addition to the sectorial restrictions noted above under "Service Barriers," for-
eign investment is restricted in the petroleum sector. The exploration, exploitation,
relining transportation, storage, and foreign and domestic sales of hydrocarbons are
reserved to the Venezuelan government or to its entities. When in the public inter-
est, the government may enter into agreements with private companies, as long asthe agreements g'iarantee state con trol of the operation, are of limited duration, aiid
have the prior authorization of the legislature meeting in joint session.

The Andean Pact Common Automotive Policy, which entered into force on Janu-
ary 1, 1994, obligates auto._assemblers in Venezuela to satisfy a minimum percent.
age foreign exchange contribution, to offset foreign exchange spent on imports, and
a minimum precentage regional content. An addendum to the policy, which will take
effect on January 1, 1995, eliminates the Venezuelan foreign exchange balancing re-
quirement and modifies the formula for calculating regional )ontent.

The Organic Labor Law, passed on May 1, 1991, limits foreign employment in
companies with ten or more employees, to 10 percent of the payroll. Remuneration
for foreign workers must not exceed 20 percent of total wages paid. Foreigners arc
prohibited from offering any of the professional services subject to licensing legisla-
tion (e.g. attorneys, architecture and engineering, medical professions, veterinary
practice, economists, business administration/management, and accounting) u unless
they revalidate their title at a Venezuelan university.

Government Procurement Practices: The Law of Tenders, published on August 10,
1990 and subsequently modified though Decree 1906 on October 30, 1991, provides
for three methods of procurement, depending mainly on the value of the goods and
services being procured. For general or selective tenders which are within a reason.-
able range, this law permits, but does not require, p reference to be given in award-
ing contracts to offers based on the extent to which they include national content
labor, investment, technology, transfer, etc. PDVSA is required to purchase national
materials and supplies; foreign purchases are permitted only if domestic firms can-
not meet quantity, ¶luality, or delivery requirements. Imported materials supplied
by local representatives of' foreign manufacturers are classified as "domestic pur-
chases." Foreign firms that supply PDVSA must register with PDVSA's unified sup-
pliers register or with the uni fled contractors registry. Venezucla is not a signatory
of the GATT Government Procurement Code.

Customs Procedi'res: Customs clearance prdcedures are time consuming,_and
delays can occur if documents are not in order. Venezuela is not a signatory of the
GATT Customs Valuation Code.
6. Export Subsidies Policies

Venezuela has reduced the number and type of export incentives, but has retained
a duty drawback system which enables exporters to receive a rebate on duties paid
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on imported inputs. The current system was established under Finance Ministry
resolution 2603, dated June 10, 1994. Under the program, exporters must submit
to Venezuelan customs information on the quatntity of exports, imported and na-
tional inputs, and waste. The duty drawback is calculated by means of a formula
which takes Into account the exporter's production efficiency. Maximum rebates,
which are expressed as a percentage of the export free-on-board (FOB) price have
been established by productive sector. ý bates are given in the form of Certlcados
de Reintegro Tributario (CERTs), which are denonmnated in local currency. CERTs
are nevgotable and transferrable, and can be used to cancel duty payments. The
Wholesale and Luxury Tax Law, enacted August 1, 1994, also provides for a rebate
of the wholesale tax paid on imports used in producing goods for export. The rebate
is in the form of a tax credit, which is negotiable on the secondary market.

A joint resolution of the Foreign and Finance Ministries, published June 13, 1991,
lists those agricultural products for which an export bonus is available. The pro-
gram provides a credit against an exporters tax liability of one percent for certain
agricultural items whose national value added is from V0to 98 percent. For prod-
ucts whose value added is from 99 to 100 percent, exporters are eligible for a credit
of 10 percent of the FOB value.
7. Protection of U.S. Intellectual Property

Venezuela does not yet provide an adequate and effective level or protection of in-
tellectual prop erty rights. Traditionally, Venezuela's intellectual property rights
(IPR) regime has tensed to protect national industries and firms. Nonetheless, re-
cent changes have taken place which-may benefit U.S. and other foreign firms by
improving IPR protection. Specifically, on October 1, 1993, a new copyright law en-
tered into force which strengthens copyright protection and increases sanctions For
violation of the law. Andean Pact Decisions 344 and 345, which became effective
January 1, 1994, have improved protection for patent and trademarks, and plant
varieties, respectively.

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. The Chamber of Deputies approved legislation for Venezuela's accession to the
Paris Convention for the Protection of Industrial Property on December 8, 1994, fol-
lowing Senate approval of the measure on October 31. President Caldera is expected
to sign the law 'before the end of the year. Venezuala is not yet it signatory to the
Patent Cooperation Treaty and the Brussels Convention Relating to the Distribution
of Program-Carrying Signals Transmitted by Satellite. Venezuela signed the Uru-
guay Round TRIPS Agreement and plans to implement it, along w the World
Trade Organization, from January 1 1995. The US. Trade Representative has
placed Venezeula on the Special 301 'Watch List" as a result of its annual assess-
ment under Section 301 of the 1988 Omnibus Trade and Competitiveness Act, most
recently, in April 1994.

Patents: Although Decision 344 extended the patent term to 20 years; narrowed
compulsory licensing arrangements; and lifted the ban on patentability of pharma-
ceutical products (except for those included on the World Health Organization list
of essential medicines), deficiencies remain. Among these, the Decision did not grant
transitional or pipeline protection for technologies previously excluded from patent
eligibility (particularly pharmaceuticals and agricultural chemicals) working re-
quirements were retained (although importation can be used to satisfy the require-
ment), and parallel imports are allowed. Few patents have been enforced under past
and current law.

Trademarks: Decision 344 strengthened protection for well-known trademarks,
prohibits the coexistence of similar marks, and provides for cancelLation of trade-
mark registrations for "nonuse" within the Andean Pact for three years or on the
basis of -bad faith.' However, problems remain with the registration process. Appli-
cation procedures enable local pirates to continue producing and selling counterfeit
products during lengthy opposition proceedings, often lasting for years. Trademark
piracy is common in the clothing, toy, and sporting goods areas and enForcement re-
mains poor.Comainphtsr Venezuela's Copyright Law is modern and comprehensive (Andean

Pact Peclsion 351, which wapadcopted in December 1993, complements the Ven-
ezuelan law). Venezuela's law extended copyright protection to all creative works,
including computer software. The law is currently in force and is being used aggres.
sively by private concerns to combat piracy. However, the Venezuelan government
has yet to pass regulations establishing a National Copyright Office, as mandated
under the law. The National Copyright Office is to play a key role in enforcement
efforts. Computer software and videotape piracy is still rampant and unauthorized
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interception and retransmission of U.S. satellite signals and services is widespread.
A local association of computer program companies estimates that 72 out or every
100 programs used in the country is pirated. According to the International Intellec.
tual Property Alliance (IIPA), some of the largest pirate videotape manufacturing
laboratories in South America are located in Venezuela. Pirate copies are sold on
the domestic market as well as exported to a number of countries in the region, in-
cluding the United States.

New Technologies: Computer software, satellite signals and cable television are
covered under Venezuela's Copyright Law and Decision 351. Decision 344 excludes
from patent protection diagnostic-procedures, animals genetic material obtained
from humans, and many natural products. However, Decision 344 includes provi-
sions for the protection of industrial secrets.

The IEPA estimated that U.S. trade losses due to inadequate copyright protection
in Venezuela were approximately $123 million in 1993. Piracy of computer programs
accounted for the largest losses ($51 million), followed by motion pictures ($40Omil-
lion), books ($20 million), and records and music ($12 million). Comprehensive esti-
mates for losses due to patent and trademarktinfringement were not available..How-
ever, at least one company has estimated its losses due to trademark piracy in Ven-
ezuela at $170 million between 1987 and 1993.

8. Worker Rights
a. The Right of Association.-Both Venezuela's Constitution and its labor law rec-

ognize and encourage the right of unions to exist. The comprehensive labor law en-
acted in 1990 extends to all public sector and private sector employees (except mem-
bers of the armed forces) the right to form and join unions of their choosing. There
are no restrictions on this right in practice and no special rules or laws governing
labor relations in export processing zones. One major union confederation, the Ven-
ezuelan Confederation of Workers (CTV) and three small ones, as well as a number
of independent unions, operate freely in Venezuela. About 25 percent of the national
labor force is unionized.

b. The Right to Organize and Bargain Collectiuely.-Collective bargaining is pro-
tected and encouraged by the 1990 labor law and is freely practiced throughout Ven-
ezuela. According to the law, employers "must negotiate" a collective contract with
the union that represents the majority of their workers. It contains a provision stat-
ing wages may be raised by administrative decree, provided Congress approves the
decree. The law prohibits employers from interfering with the formation of unions
or with their activities and from stipulating as a condition of employment that new
workers must abstain from union activity or must join a specified union.

c. Prohibition of Forced or Compulsory Labor.--•There is no forced or compulsory
labor in Venezuela. The 1990 labor law states that no one may "obligate others to
work against their will."

d. Minimum Age for Employment of Children.-The 1990 labor law allows chil-
dren between the ages of 12 and 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, in occupations "that risk life or health" or in occupations that
could damage intellectual or moral development, or in "public spectacles." For those
under 16, the-work day may not exceed six hours or the work week, 30 hours. Mi-
nors under 18 can work only during the hours between 6 a.m. and 7 p.m.

e. Acceptable Conditions of Work.-Venezuela has a national urban minimum
wage rate ($90 monthly) anda 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 specified amounts (up to a maximum of 25 times the
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. Inuestment.-Labor rights and conditions of work
in sectors in which there is U.S. investment are provided the same protection as
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other workers In many cases, the wages and working conditions for those in U.S.-
affiliated 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--1993

[Mifllons or U.& dollars]

Category Amount

Petroleum ................................................................................. 198
Total Manufacturing..................................... 1,371

Food & Kindred Products......................... 221
Chemicals and Allied Products ............ ; .............................. 255
Metals, Primary & Fabricated ............................................ (1)
Machinery, except Electrical .............................................. (1)
Electric & Electronic Equipment ....................................... 35
Transportation Equipment ................................................. 438
Other Manufacturing .......................................................... 316

Wholesale Trade ...................................................................... 223
Banking .................................................................................... (1)
Finance/Insurance/Real Estate .............................................. 156
Services .................................................................................... (1)
Other Industries ...................................................................... 281
TOTAL ALL INDUSTRIES .................................................. 2,295

,0uPpred to avoid diaos•nlrg date o individual companies.
5ouVoP UVs.IDepartment of Commewee Bunru of Keonomle Analysis.





NEAR EAST AND NORTH AFRICA

ALGERIA
Key Economic Indicators

(Millions of U.S. dollars unim otherwise noted)

1902' 19932 19943

Income, Production and Employment:
GDP (at current prices) ....................................... 45,300 46,500 N/A
GDP Growth Rate (pct.)..........$.........2.3 2.6 N/A
GDP Per Capita (USD) ........................................ 1,674 1,694 N/A
By Sector:

Agriculture ........................................................ 5,450 5,700 N/A
Industry ............................................................. 16,592 22,100 N/A
Services ............................................................. 14,142 15,700 N/A

Labor Force (millions) ......................................... 6.2 6.45 6.70
Unemployment Rate (pct.) ....................$22 24 NIA

Money and Prices: (annual percent growth)
Money Supply ....................................................... 23.9 21.2 N/A
Consumer Price Index ......................................... 31.8 20.8 31.0
Commercial Interest Rate ................................... 17 20 22
Exchange Rate (dinars/USD) .............................. 21.8 23.0 40.0

Balance of Payments and Trade:
Exports (FOB)4 .................................................... 111,510 10,330 N/A
Imports (CIF)4......................... 8,300 7,770 N/A
Current Account Balance.......... 1,290 1,010 N/A
Exports to U . ..................................................... 1,694 1,711 1,232
Imports from U................................................. 677 898 821
Trade Balance with U.S ...................................... 1,017 813 411
External Debt ....................................................... 26,349 24,600 N/A
Debt Service Payments ........................................ 9,277 9,100 N/A
Gold and Foreign Exch. Reserves ....................... 3,318 3,300 N/A
MA-Not available.

'Wordd Bank data.
2U.& Embasy estimates.
$Data as of August 1994.
'Marchandis trade.

1. General Policy Framework
With a rapidly growing population of about 27 million people and tremendous nat-

ural gas and petroleum reserves, Algeria has the potential to be a major market Cor
American exports. Algeria has an aging Industrial sector in need of new investment.
The infrastructure of its cities isi nadequate and often employs antiquated tech.
nologies. With the vast bulk of its territory desert, Algeria also will remain a sub.
stantial market for agricultural exports.

This potential for American exports of goods, services and Investment so far has
not been iflly realized, due mainly to Algerian government mismanagement of the
economy. With the exception of the state-owned hydrocarbons sector, an efficient
economy able to compete internationally has never evolved. As a result, hydro.
carbons exports still account for about 97 percent of Algeria's foreign exchange earn.
ings. The low level of petroleum prices In 1993 left Algeria unable to finance needed
imports and also make payments on its foreign debt.

(437)
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During 1994, however, the Algerian government began in earnest a broad pro.

gram aimed at freeing more ham currency for imports. It concluded an agreement
with the International Monetary Fund ([MF)whfch allowed it to close a debt re.
scheduling agreement with Its Paris Club creditors. The subsequent rescheduling of
about five billion dollars in payments will make possible a substantially higher level
of imports in 1995. The government is also negotiating a rescheduling of payments
due on its five billion dollar commercial debt. Meanwhile, Algeria also signed the
Uruguay Round agreements which now await ratification by tho country's legisla-
ture.

In conjunction with its IMW accord, the government also enacted measures to
transform eventually the state-managed economy to one guided by market forces.
Beyond the structural measures discussed in section 3 below, the government re-
duced its budget deficit from about nine percent of GDP in 1993 to about three per-
cent in 1994. It cut a broad series of consumer-good subsidies and raised energy
prices. It also restrained government expenditures and limited wage increases to the
roughly two-thirds of the labor force who work in the government, public and pri-
vate sectors. The government has financed its budget deficits primarily by borrow-
ing from the Bank of Algeria (Central Bank) which Increased the money supply. The
government had little choice, since monetary policy instruments are relatively rudi-
mentary. There are no bond sales to finance government spending, and much of the
monoy circulating in the economy is outside government control in the parallel mar-
ket. Reduced bank financing for the government budget deficit and public-sector en-
terprises has slowed money supply growth from about 22 percent in 1993 to roughly
14 percent in 1994. To attract some of the liquidity back out of the parallel economy
into the formal commercial sector, the government raised interest rates at the
banks. These measures should reduce inflation in 1995 from the roughly 30 percent
level of 1994.

The period of transition for an economy in which the government-owned sector is
so predominant will take years. Moreover, the ultimate success of the reform poli-
cies will remain linked to an improvement in the unsettled political and security sit-
uation.
2. Exchange Rate Policy

The dinar is still not a fully convertible currency. However, the structural read-
justment changes put into effect this year, such as the debt rescheduling, the de-
valuation of the dinar and "n easing of controls on imports and access to hard cur-
rency, have made it somewhat easier for companies to buy the hard currency nec-
essary to pay for imports. In April, after negotiations with the IMF, the Algerian
government devalued the dinar by forty percent, setting the official rate at USI)1
equals 36 dinar. By November that value had fallen to an official value of USD
1 e uals 41.7 dinars, versus a black market rate of approximately USD 1 equals
65 dinars. To establish the exchange rate, the Algerian Central Bank sells foreign
currency to the commercial banks once a week, thus tying the exchange rate to com-
mercial demand. Central Bank officials anticipate that by 1995 foreign currency
sales to banks will be made on a daily basis.

In -1994 the Algerian government made it easier for investors and private citizens
to buy and to hold foreign currency. Algerian banks allow deposit accounts denomi-
natedin a foreign currency. The most restrictive control still limiting the ability of
potential investors to import products is the commercial banks' requirement that an
importer deposit the full cost of the imported item and also a percentage of the cost
in the bank before it will ask international banks for letters of credit. The banks
justify this extra charge by saying that their costs have risen. This extra dinar mar-
gin also protects the Algerian banks from losses stemming from additional devalu-
ations. International banks have been reticent in extending new credit lines to Alge-
rian banks because of the debt rescheduling and because of a longer term concern
about the political unrest in Algeria.
3. Structural Policies

Prior to the initiation of its reform policies, the government controlled many
prices directly and allowed fixed profit margins on many others. In April 1994, the
government eliminated controls on prices for agricultural equipment and spare parts
and lubricants. These measures should lead to an increase in U.S. exports of these
products. The government is also moving towards eliminating the requirement that
producers notify it of their prices with an obligation that they simply publish their
prices. This should encourage more efficient pricing policy, especially in sectors such
as food industries and construction which could utilize American inputs.

Government officials stress their desire for foreign investment and have sought
to streamline the application process. In October 1993 the government issued an in-
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vestment code which liberalizes the regulatory environment outside of the hydro-
carbon sector. The code provides investors with a three-year exemption from the
value added tax on goods and services used as production inputs and a two to five
year exemption from corporate taxes. It also cut the duty on imported goods to three
percent ana p laced a ceiling of seven percent on an employer's contribution to local
social security. The government, in November 1994, was preparing to create an
agcy, modeled on success stories in Morocco and Tunisia, to determine incentive
e ability and shepherd the applications through the maze of Algerian bureaucracy.
In July of 1994 the government opened to foreign Investment up to 49 percent of
selected public-sector enterprises: there is no limit on ownership shares of the sub.
sidlaries now owned by public-sector firms. An influx of foreign investment, how-
ever, hinges on improvements in the security situation.
4. Debt Management Policies

The fall in oil prices in the last quarter of 1993 triggered a balance of payments
crisis that obliged Algeria to conclude an IMF agreement and seek debt relief. The
Algerian government had resisted debt rescheduling, preferring to carry a heavy
payments-load (in 1991 debt service payment consumed 75 percent of export earn-
ings, and in 1992, 77 percent) rather than permit outside "interference" In the mon-
etary management of the country. The Algerian government was facing 9.3 billion
dollars of debt servicing in 1994 and the possibility of export revenues reaching only
USD 8.8 billion to USD 9 billion. Unable to secure large new inflows of credit, the
government could continue on its old policy track no longer.

After the IMF approved Algera's reform program on May 31, 1994, Algeria
reached agreement on June 1 with its official (Paris Club) creditors to reschedule
USD 5.3 billion in principal and interest payments falling due between June 1994
and May 1995. An eventual agreement with commercial debtors to reschedule com-
mercial debt payments coming due is expected to further reduce Algeria's debt sub.
stantially. Central Bank foreign exchange reserves quickly recovered? from 1.5 billion
dollars in December 1993 to 2.8 billion in August 1994. This provided Algerian com-
mercial banks far easier access to hard currency for their customers. In addition,
the World Bank released 150 million dollars in July 1994 as part of its loan for pub.
lic-sector reform. However, because of the debt rescheduling, some commercial and
official creditors have been reluctant to extend new credit lines to Algerians, thereby
limiting Algerian importers' ability to take further advantage of the government s
reform measures.
5. Significant Barriers to U.S. Imports

The government has deregulated the foreign trade sector significantly, but some
controls remain. The list of items which may not be imported was reduced from 107
products to 85 in April 1994. Those items still on the list are foods, consumer goods
and machinery produced in the Algerian public sector for which the government
wants to extend trade protection. The government has indicated it will eliminate
this list entirely by early 1995, thus opening up many new product areas to poten-
tial US. exporters. The government maintains a second list of products for which
an importer must receive a special permit. This list includes a number of goods in
which American producers enjoy comparative advantage, such as wheat, flour, har-
ley, powdered ml medicines and medical equipment. Some Algerian business peo.
ple have complained that the necessary permits are difficult to obtain. It is unclear
when this second list will be abolished.

Aside from import controls, many importers still lack ready access to foreign ex-
change by which they can finance imports from the U.S. Prior to the June 1994
Paris Club accord, there was an acute shortage of foreign exchange, and the govern.
ment channelled the available hard currency resources into priority needs such as
food imports. As 1994 progressed, hard currency reserves at the Bank of Algeria in.
creased substantially. Nonetheless, imports were slow to increase for two reasons.
First, well-established importers, most notably public-sector enterprises, lack dinar
liquidity with which to buy the foreign exchange. In addition, the Bank of Algeria
in April 1994 ordered banks not to provide importers with foreign exchange until
they had undertaken careful stud of the importers' projects. Many business people
claim the banking system is too bureaucratic to complete the studies quickly, and
the applications for hard currency have piled up. Notably, private importers have
obtained only about 18 percent of the foreign exchange allocated to imports in 1994,
with the remainder channelled to the public sector.

To save hard currency, the Algerian government gives preference to local engi-
neering and construction firms unless the technology needed is not available in Al-
geria. The ability of foreign firms to obtain contracts depends critically on their abil-
ity to offer attractive financing. U.S. Eximbank's decision in April 1994 to suspend
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new medium. and long-term financing will hinder U.S. firms' ability to find suitable
finance terms for Algerian customers. Firms from countries retaining extensive bi-
lateral lines of credit with Algeria have an advantage over U.S. firmsin this regard.

The government had maintained a monopoly on particular services, most nofabl•
insurance and banking. In November 1994 the legislature Is reviewing a draft bill
ending the governments monopoly in the Insurance sector. The banking sector how.
ever, is opening up to private Investors. One private bank now operates in Aigeria,
and a second bank has received a license. Foreign banks are allowed to have rep.
resentative offices in Algeria, but these may not engage in commercial transactions.
A U.S. bank, Citibank, maintains such an office in Algeria.
6. Export Subsidies Policies

About 97 percent of Algeria's export earnings come from the hydrocarbons sector.
To date few other economic activities able to compete internationally have emerged.
The government's contractionary budget policies preclude it from offerin any kind
of explicit export subsidy to foster new exports. Exporters do enjoy below.market
priced energy, but to the extent that the official rate for the dinar remains over-
valued, exporters pay an implicit tax as well.
7. Protection of U.S. Intellectual Property

Algeria is a party to the Universal Copyright Convention and the Paris Conven-
tion for the Protection of Industrial Property.1The government of Algeria has a good
record of respect for intellectual property rights. Generally, Algerian practice is to
obtain authorization and pay royalties for proprietary technolo Coping or pat.ented technologies is generally beyond Algeria's technIcal capabilities. There are no
reports of trademarks being counterfeited or suffering problems obtaining registra.
tion.
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 limits are imposed on union activities. Unions may
not receive funds from abroad, and the government may suspend a union's oper-
ations if it violates the law. Unions may form and join federations or confederations
and affiliate themselves with international bodies.

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 of the workplace.

c. Prohibition of Forced or Compulsory Labor.-Forced or compulsory labor has
not been practiced in Algeria and is incompatible with the Constitution.

d. Minimum Age of Employment of Children.-The minimum employment age is
16 years and state inspectors enforce this regulation in the state sector. It is not
much enforced in the agricultural sector or in the growing informal sector, where
economic necessity is forcing a wing number of children into menial jobs.

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 or employers
in consultation with employees. A guaranteed monthly minimum wage rate for all
sectors is set by the government. Algeria has a 44-hour workweek. A government
decree regulates occupation and health standards.

f. Rights in Sectors with U.S. Investment.-Nearly all U.S. investment is located
in the-hydrocarbons sector. The rights outlined above better enjoyed by Algerian
workers at these U.S. facilities than in the Algerian economy at large.

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

(Millions of U.S. dollars)

Category Amount

Petroleum ................................................................................. (I)
Tntnl Mnufncftrinst ................................................................ 0
•vUU M S M, iswa O-fs-. 4. 0 ..-.-- .--- 0............. .........................

Food & Kindred Products ..............................................
Chemicals and Allied Products..................

0
0
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Extent of U.S. Investment in Selected Industries,-U.S. Direct
Investment Position Abroad on an Historical Cost Basis--1993--Continued

(Millions of U.S. dollars]

Catqory Amount

Metals, Primary & Fabricated ............................................ 0
Machinery, except Electrical .............................................. 0
Electric & Electronic Equipment ....................................... 0
Transportation Equipment ................................................. 0
Other Manufacturing .......................................................... 0

Wholesale Trade ...................................................................... 0
Banking ..................................................... 0
Flnance/Insurance/Real Estate ................................... ........... 3
Services ...................................................... 0
Other Industries ....................................................................... 0
TOTAL ALL INDUSTRIES ..................................................... (1)

1SupPres.d.to avoid disclosing data of individual companies.
Sourc~e:U.8. Department of Conmerce, Bureau of Economic Analysis.

BAHRAIN

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

1992 1993 19941

Income, Production and Employment:
GDP (at current prices) ....................................... 4,338 4,555 4,637
GDP Growth (nominal) ........................................ 3.4 6.0 1.8
Per Capita GNP (USD) ........................................ 8,300 8530 8725
Labor Force (000s) ............................................... 203 212 221
Unemployment (pct.) ........................................... 12 15 15

Money and Prices:
Money Supply (M2/ann. pct. growth) ................. 4.1 5.5 6.0
Prime Interest Rate ............................................. 7.5 6.1 6.5
Savings Rate ......................................................... 3.5 3.0 3.0
Consumer Price Inflation .................................... 2.0 4.8 2.3
Consumer Price Index (1983/84=100) ................ 96.5 101.1 103.5
Exchange Rate (USD/BD) ................................... 2.65 2.65 2.65

Balance of Payments and Trade:'
Total Exports (FOB) ............................................ 3,408.2 3,675.6 3,174.7

Non-Oil Exports to US .................................... 69.0 102.2 103.0
Total Imports (CIF) .............................................. 4,133.7 3,811.2 3,561.6

Non-Oil Imports from U.S.3 ............................ 345.1 349.4 277.0
Aid from Other Countries ................................... 50 50 .50
Aid from US ........................................................ 0 0 0
External Public Debt...........N/A N/A N/A
Debt Service ......................................................... N/A N/A N/A
Gold and Foreign Exch. Reserves ....................... 1,449 1,350 1,336
Trade Balance ...................................................... (-725.5) (-135.6) (-386.9)
Non-Oil Balance withU.S ................................ (-276.1) (-247.2) (-174.0)

N/A-Not available.
S1994 Figures are all estimates based on data available in October 1994.
sTrade figures are for merchandise trade.
sExcluding imports of military items and civil aircraft.

1. General Policy Framework
Although the Government of Bahrain has controlling interests in many of the is-

land's major industrial establishments, its overall approach to economic policy, cspe.
cially those policies which affect demand for U.S. exports, can best be described as
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laissez-faire. Except for a few basic foodstuffs, theprice of goods in Bahrain is deter.
mined by market forces, and the importation and distribution of foreign commodities
and manufactured products ispcarried 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 and by creating a regulatory framework which has
fostered the development of Bahrain 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/day share of the offshore Abu Safa Field, which is shared with and managed
by Saudi Arabia.

The budgetary accounts for the central government are prepared on a biennial
basis..The budget for 1993-94 was approved in April 1993. Budgetary revenues con-
sist primarily ea receipts from oil and gas (over 60 percent) supplemented by fees
and charges for services, customs duties, and investment income. Bahrain has no
income taxes and thus does not use its tax system to implement social or investment
policies. In 1993 revenue was $1.487 billion and expenditures were $1.659 billion.
The resulti ng i72 million shortfall was financed through the issuance of three-
month and s -month treasury bills to domestic banks, according to the normal prac-
tice of recent years. 1994 revenue is projected to be $1.590 billion and expenditures
are projected to be $1.789 billion. The projected $199 million deficit will also be fi-
nanced through the issuance of treasury bills. The 1995-96 budget is expected to
be approved by the Council of Ministers by spring 1995. It will most likely project
budget shortfalls similar to those seen over the past two years.

The instruments of monetary policy available to the Bahrain Monetary Agency
(BMA) are limited. Treasu r bills are used to regulate dinar liquidity positions of
the commercial banks. Liquidity to the banks is provided now through secondary
operations In treasury bills, including: (A) discounting treasury bills; and (B) sales
by banks of bills to the BMA with a simultaneous agreement to repurchase at a
later date ("repos"). Starting in 1985, the BMA imposed a reserve requirement on
commercial banks equal to five percent of dinar liabilities. Although the BMA has
no legal authority to fix interest rates, it has published recommended rates for Bah.
raini dinar deposits since 1975. In 1982, the BMA instructed the commercial banks
to observe a maximum margin of one percent over their cost of funds, as determined
by the recommended deposit rates, for loans to prime customers. In August 1988,
special interest rate ceilings for consumer loans were introduced. In May 1989, the
maximum prime rate was abolished and, in February 1990, new guidelines permit-
ting the issuance of dinar certificates of deposit (CD's) at freely negotiated rates for
any maturity from six months to five years were published.
2. Exchange Rate Policies

Since December 1980, Bahrain has maintained a fixed relationship between the
Bahraini dinar and the U.S. dollar at the rate of one U.S. dollar equals 0.377 B1).
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

Bahrain ratified the Uruguay Round Agreements and became one of the founding
members of the World Trade Organization (WTO) on January 1, 1995. Bahrain is
also a member of the regional Gulf Cooperation Council (GCC). As a member of the
GCC, Bahrain participates fully in its efforts to achieve greater economic integration
among its member states. In addition to according duty-free treatment to imports
from other GCC states, Bahrain has adopted GCCUfood product labeling and auto-
mobile standards.

Efforts are underway within the GCC to enlarge the scope: of cooperation in fields
such as product standards and industrial investment coordination. In recent years,
the GCC has focused its attention on negotiations on a trade agreement with the
European Union. If these negotiations are successfully concluded, such an agree-
ment could have a long-term adverse impact on the competitiveness of U.S. products
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within the GCC, including Bahrain. Bahrain is also an active participant in the on-
going 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 LeaUe economic boycott against Israel, but this year an-
nounced that it would not observe secondary and tertiary boycott policies against
third-country firms having economic relationships with Israel.

With the exception of a few basic foodstuffs and petroleum product prices, the
Government of Bahrain does not attempt to control prices on the local market. Be-
cause meat manufactured products sold in Bahrain are imported, prices are basi.
cally dependent upon the source of supply, shipping costs and agents' mark-ups.
Since the opening of the Saudi Arabia-Barain Causeway in 1985, local merchants
are les able to maintain excessive margins and, as a consequence, prices have tend.
ed to fall toward the levels prevailing In other GCC countries.

Bahrain is essentially tax-free. The only corporate income tax in Bahrain is levied
on oilf gas and petroleum companies. There is no individual income tax, nor does
the island Lave any value added tax, property tax, or production tax. A few Indirect
and excise taxed are assessed. Aside from customs duties, including a tax on gaso-
line, a ten percent municipal levy on rents paid by residential tenants and a 12.5
percent tax on office rents are imposed.
4. Debt Management Policies

The Government of Bahrain follows a policy of strictly limiting its official indebt-
edness to foreign financial institutions. In the past, it has financed its budget deficit
through local banks. The $1.4 billion Aluminum Bahrain (ALBA) Smelting Plant
Expansion Project, completed in December 1992, was financed in part through for.
eign commercial and supplier credits. The Government of Bahrain does not regard
this debt as sovereign risk. Bahrain has no International Monetary Fund or World
Bank programs.
5. Significant Barriers to U.S. Exports

Standards: Processed food items imported into Bahrain are subject to strict shelf
life and labeling requirements. Pharmaceutical products must be imported directly
from a manufacturer which has a research department and must be licensed in at
least two other GCC countries, one of which must be Saudi Arabia.

Investment: The government actively promotes foreign investment and in recent
years promulgated regulations permitting 100 percent foreign ownership of new in-
dustrial establishments and the establishment of representative offices or branches
of foreign companies without local sponsors. Most other commercial investments are
subject to government approval and generally must be made in partnership with a
Bahraini national controlling 51 percent of the equity. Except for citizens of Kuwait,
Saudi Arabia, and the UAR.E., foreign nationals are not permitted to purchase land
in Bahrain. The government encourages the employment of local nationals by set-
ting local-national 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, prequalified 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
individual ministries and departments and are not subject to prequalification.

Customs Procedures: The customs clearance process is used to enforce the pri-
mary boycott of Israel. While goods produced by blacklisted firms may be subjected
to minor delays, the secondary and tertiary boycotts are no longer used as the basis
for denying customs clearance. Bahraini customs also enforces the Foreign Agency
Law. Goods manufactured by a firm with a registered agent in Bahrain may only
be imported by that agent or, if by a third party, upon payment of a commission
to the registered agent.
6. Export Subsidies Policies

The Government of Bahrain provides indirect export subsidies in the form of pref-
erentialrates for electricity, water, and natural gas to selected industrial establish-
ments. The government also permits the duty-free importation of raw material in.
puts for incorporation into products for export and the duty-free importation of
equipment and machinery for newly-established export industries. The government
does not specifically target subsidies to small businesses. Bahrain is a member of
GATT, the GATT Subsidies Code, and the WTO.



444

7. Protection of U.S. Intellectual Property
The Government of Bahrain is not yet a signatory to any major intellectual prop-

erty convention and its new COpyright law, adopted in 1993, excludes from protec.
tion nearly all foreign works which are first introduced outside Bahrain. Procedures
for enforcement even of this limited law are unduly cumbersome, and there is noeffective enforcement mechanism. Consequently, protection or intellectual property
is considered unsatisfactory by US. standards. The sale of unauthorized cheap video
and audio tapes and counterfeit computer software is widespread. Patents and
trademarks however, are protected by Bahraini law.

ExistingIntellectual property protection is provided by the Patent, Design, and
Trademark 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-
ýear periods; (2) A design can be registered for a period of five years, but the reg-
istration is only renewatle for two periods of five years each; (3) A patent can be
registered for 15 years, renewable for one five-year period if the patent is deemed
by the Patents and Trademarks Registration Office of the Ministry of Commerce
and Agriculture to be of special importance and not to have realized revenue com-
mensurate with the expenses involved in its formulation.

The enforcement of trademarks is generally left to the lucal agent or an appointed
representative of the trademark owner. The government does not have a proactive
policy of seeking and/or removing counterfeit goods from the marketplace. Trade-
mark registration fees and procedures have not been identified as obstacles to seek-
ing or maintaining trademark protection.

Infringement of new technology in Bahrain is basically limited to software pirticy.
Private satellite receivers are banned. The U.S.-based Cable News Network (CNN)
is transmitted for one hour every night on an open channel by the Ministry of Infor.
mation 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 otherArab authors who are
nationals of states which have ratified the Arab Copyright Protection Agreement of
1958. Intellectual properties of other foreign authors are protected only if originally
published in Bahrain. There are no reliable estimates of losses to U.S. trade as a
result of Bahrain's failure to provide adequate copyright protection. However, as
part of its Uruguay Round obligations under the Trade Related Intellectual Property
Agreement (TRIPS), Bahrain will bring its laws into conformity with international
intellectual property rights conventions.
8. Worker Rights

a. The Right of Association.-The partially suspended 1973 Constitution recog-
nizes the right of workers to organize, but trade unions do not exist in Bahrain, and
the government does not encourage their formation. However, the government
passed a series of labor regulations which, among other things, allow the formation
of elected workers' committees in larger Bahraini companies.-Worker representation
in Bahrain today is based on a system of joint labor-management consultative coun-
cils (JCCs) established by ministerial decree. Between 1981 and 1984 12 JCCs were
established in the major state-owned industries. In 1994 four new JdCs were estab-
lished in the private sector, including one in a major hotel. Further expansion of
the JCC system into tourism and banking sectors is under active consideration. The
JCCs are composed of equal numbers of appointed management representatives and
worker representatives elected from and by company employees. The selection of
worker representatives appears to be a fair process, and worker representatives ap-
pear generally to genuinely represent worker interests. The elected labor represent-
atives of the JC&s select the 11 members of the General Committee of Bahraini
Workers (GCBW) established in 1983 by law, which oversees and coordinates the
work of the JCCs. The JCC-GCBW system represents close to 70 percent of the is-
lands indigenous industrial workers, although both government and labor represent-
atives readily admit that nonindustrial workers and expatriates are clearly
underrepresented within the system.

b. The Right to Organize and Bargain Collectively. -While the JCCs 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, recognizedlvehicle for representing their interests on these or other labor-
related issues. Bahraini labor law neither grants nor denies workers the right to or-
ganze and bargain collectively or to strike. There are no recent examples of major
strikes, but walkouts and other job actions have been known to occur without gov-
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ernmental intervention and with positive results for the workers. Minimum wage
rates are established by Council of Ministers' decree. Increases in wages above the
minumum, which are subject to discussion in the JCCs, 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 pro-
hibited in Bahrain, and the Labor Ministry is charged with enforcing the law. The
press often performs an ombudsman function on labor problems, reporting instances
In which private sector employers occasionally compelled foreign workers from de-
veloping countries 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 Labor
Ministry 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 ages of 14 and 16 may not be employed in hazardous
conditions or at night, and may 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 (labor) within 15 days. In practice, most employers prefer
to settle such disputes through arbitration, particularly since the court and labor
law are nerally considered to favor the worker/employee. The law provides protec-
tion for bth Bahraini and expatriate workers. However, all foreign workers are re-
quired to be sponsored by Bahrainis or institutions and companies based in Bah-
rain. Foreign workers, particularly those from developing countries are often unwill-
ing to report abuse for fear of losing residence rights in Bahrain and having to re-
turn to their native countries, in which they would face significantly inferior work-
ing conditions and earning possibilities. In addition, the labor law specifically favors
Bashrainis, followed by Arab expatriates, over all other expatriate workers in the
areas of hiring and firing. Women are generally paid less than men, and arc prohib-
ited from performing night work, except in certain exempted fields. Women arc enti-
tled 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 primarily in the petroleum sector. It takes the form of minority share
interests in the Bahrain Petroleum Company (BAPCO), Bahrain National Gas Com-
pany (BANAGAS), and the Bahrain Aviation Fueling Company (BAFCO). There are
also joint venture factories producing plastic bottle caps, tissues, and pipes. 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-1993

(Millions or U.S. dollars]

Category Amount

Petroleum........ o ........... ....... 0 ............ .25
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.................................................. 4
Banking ........................................................... -152
Finance/Insurance/Real Estate ............................................... ()
Services ................................................................................ ()
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Extent of U.S. Investment in Selec"d Industies--U.S. Direct
Investment Position Abroad on an Historical Cost Basis-1993--Continued

[Millions of U.S. dollars]

Categry Amount

Other Industries ...................................................................... 0
TOTAL ALL INDUSTRIES -...............-114

~upupreu.e __to avoid diclouing data of individual companies.
Sores U..Department ot Com-merco, Bureau ot Economic Analysis.

EGYPT

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

1991/92 992M93 993/94

Income, Production and Employment:
Real GDP (1991/92 prices)..... . . . . . . . .........
Real GDP Growth (pct.)......................

Current GDP by Sector..
Agriculture.......................
Industry/Mining ...................
Petroleum/Related Products.................
Electricity ................
Construction ................................
Transportation................................
SuezCanal............................

Finance ....................................
Insurance . ..........................
Tourism ........................ ..... o...................
Housing ......................................................
Public Utilities...................................
Social Insurance .............................................
Government Services .................................
Personal Services.......... ...........

Per Capita GDP (1991/92 prices) ...........
Labor Force (000s) ...... ........... .......................
Unemployment Rate (pct.) .............................

Money and Prices:
Money Supply (M2). ............................
Banks Lending Rate (pct.)2 .. ........... . . .. . . . . . .

Banks Saving Rate (pct.)2 . . ...... . . . . .. . . . .

Consumer Price Index (pct.)....... .......
Wholesale Price Index (pct.)......................
Exchange Rate (USD/LE)

Free Market Rate ........... ................
Balance of Payments and Trade:

Total Exports (FOB)s............ ..........
Exports from US. (CY/USD) 4 .. .. . . . . . . .

Total Imports (CIF)...... .................
Imports to U.S. (CY/USD)4 . . . . . . . . . . . .

Trade Balance..............................
Trade Balance with U.S. (CY) .....................

Aid from U.S. (USFY/obligations) .................
External Public Debts . ......................
Debt Service Payments (paid) ......................

3,947 40,341 41,177
N/A 2.5 3.6

6,530
6,545
3,918

668
2,028
2,623
1,845
6,545
1,369

23
729
708
121

26
2,814
2,980

715
15,141

9.2

31,511
20.6
16.2
9.7

14.0

0.332

1,094
3,037
3,028

434
-1,933
-2,603

2,342
5,300
N/A

6,C73
6,715
3,967

689
2,042
2,721
1,742
6,712
1,405

24
758
736
128
28

2,925
3,076

715
15,571

10.1

36,576
19.1
15.1
15.0
10.2

0.333

1,026
2,762
3,222

613
-2,196
-2,149

2,097
3,430

N/A

6,797
6,886
4,051

707
2,103
2,781
1,806
6,878
1,447

24
608
775
134

28
2,995
3,154

714
16,013

9.8

N/A
17.5
12.1
N/A
N/A

0.338

N/A
1,579

N/A
324
N/A

-1,255
1,892
3,400

N/A
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Key Economic Indicator--Continued
(Millions of U.S. dollars unless otherwise noted)

1991192 992/90 993M94

Gold and FOREX Resereess6 ............................... 9,900 1,480 1,600
N/A--Not available.
The Egptian fiscal year is July 1 to June 30. Urnei otherwise indicated, all figures above are fo" this

period.
IRoal GDP are factor cost figures based on the 1991/92 prices.
2Lending and deposit rates are average estimates
sTotal imports (CIM and total exports (FOB) are drawn from the Central Bank or Egypt's annual report

and are based on the Rgyptian fiscal year.
4U.SiEgypt trade figures are baikid on CY. The 1994 figures cover the period January 1994 through end

dInist y f Finance and Central Bank preliminary estimates
gCentral Bank preliminary figures, including gold.

1. General Policy Framework
Egypt is instituting reforms to reduce the role of the state and increase reliance

on market mechanisms. In 1991, Egypt lifted most foreign-exchange controls, uni-
fled the exchange rate, instituted a sales tax, reduced the budget deficit, freed inter-
eat rates and began financing the deficit through treasury bill auctions. In the last
three years, a stable Egyptian pound (LE) against the dollar and high interest rates
haveprompted a preference for the use of pounds in favor of dollars by the economy
and fed a steady growth in the money supply. While the macroeconomic stabiliza-
tion program has proved highly successful, the Government has proceeded more
cautiously in key areas such as trade policy and privatization. Three years into the
economic reform, the international financial institutions and donors are concerned
that the Government's timid approach to structural reform is condemning the econ-
omy to prolonged stagnation.

Follow-on IMF ancdWorld Bank programs focus on supporting the private sector.
The Government has taken tentative steps toward privatization of the public sector,
which represents approximately 70 percent of industrial production. In 1993, the
314 public sector enterprises were organized into 17 holding companies, which am
permitted to sell, lease or liquidate company assets, and sell Government-owned
shares. The Government clainis to have sold approximately LE 4.5 billion (USD 1.3
billion) in assets to date. Despite these claims, delays in the procedure, disagree-
ments over the valuation process, and a general reluctance to fo3owthrough on-bids
have slowed the process to a crawl. Outright sales have been few and share flota-
tion, a method now favored by the Government, have been hampered by the weak-
ness of the long-dormant stock exchange. Further, many important public sector
companies are not candidates for privatization, including the national airline (Egypt
Air), telecommunications (Arento), and electricity utilities (EEA). Trade reformhas
been significant; but domestic industry remains protected by relatively high tariff
rates and non-tariff import bauriers. In 1993, import bans on most commodities were
eliminated, and in 1994 the maximum tariff rate was reduced from 80 percent to
70 percent (with a few exceptions).

As reforms proceed and tCeprivate-sector gains more strength, exporters of U.S.
products (which are popular in Egypt) may find improved market opportunities in
Egypt. This will depend on the Government's ability to spur private investment,
which remains dormant outside of the tourism sector. Potential investors await
prors in privatization and the elimination of bureaucratic barriers before pro.
cee with new projects.The nlnited States is E pt's largest supplier of imports. US. exports to Egypt
in 1993 totaled USD 2.8 Million. Annually over USD 200 million worth of exports
are financed through USAID's Commodity Import Program, over USD 400 million
through various USAIDprojects and about USD 165 million under Department of
Agriculture programs (GSW102). A substantial portion of the USD 1.3 billion in
US. military assistance finances U.S. exports to Egypt.
2. Exchange Rate Policy

Egypt, in November 1991, adopted a free-market exchange system subject only to
Central Bank buying and selling intervention. The exchange rate is essentially free
of restrictions now and non-bank dealers are allowed. High interest rates and stable
exchange rates have stimulated larve capital inflows and a change in preference fa.
voting the use of pounds instead ofWUS. dollars by the economy. Central Bank for-
eign exchange reserves stand at USD 17 billion. New inflows are concentrated in
short-term deposits and Treasury bills. A new foreign currency law was passed in



448

April 1994, eliminating all restrictions on repatriation of tourism and export pro.
ceeds.

Exchange rate stability and the sharp increase in the availability of hard cur.
rencies, now readily accessible In the market, should increase opportunities for U.S.
exports to Egypt when demand conditions become more favorable and with expected
future reductions in trade restrictions. Egypt's export competitiveness, however, has
eroded significantly due to the exchange rate which has not been depreciating to
compensate for annual inflation rates of 10-13 percent.
3. Structural Policies

Egypt is committed to eliminating most domestic price controls. The Government
freed all industrial prices with the exception of pharmaceuticals, cigarettes, rationed
sugar and rationed edible oil. The Government still subsidizes mass-consumption
bread, which stimulates demand for U.S. wheat. The Government has shown no
sign of relaxing price controls on pharmaceutical products, which are administered
inflexibly and are financially harmful to U.S. and other foreign pharmaceutical com.
pansies. While energy, transportation, and water prices are expected to remain ad-
ministered, price increases have brought domestic petroleum product prices to about
88 percent of international prices (June 1993) and electricity prices to about 77 per-
cent of long-run marginal costs (the exact figure is in dispute between the World
Bank and the Government). The Government is committed to raising energy prices
further. Additionally, the Government is in the process of deregulating the cotton
sector and reactivating the cotton exchange.

Despite much progress, domestic industry is still protected by high tariff rates.
In March 1994, the maximum tariff rate was cut to 70 percent and tariffs between
70 and 30 percent were reduced by ten percentage points. The lower rate was main-
tained at five percent. The Government is committed to reduce further the maxi.
mum custom tariff to 60 percent by end-1994 and 50 percent by mid-1995. Several
commodities includingpassenger cars, tobacco products, and alcoholic beverages are
exempt from the tariff ceiling. In February 1994, the Government imposed 'service
fee" surcharges of three and six percent (depending on the custom duty of the im-
ported item), which undid much of the benefit of the customs rate reduction. After
the World Bank cried foul, the Government undertook to abolish this surcharge by
July 1995. In addition to the custom tariff, a sales tax ranging between five and
25 percent is added to the final customs value of the imported item. Assembly in-
dustries may benefit from lower custom rates on imported goods if they meet a local
content requirement of 40 percent. Continued liberalization of the import regime
and free-market pricing of domestically-produced commodities should help U.S.
goods competing in the Egyptian market.

The Government instituted a General Sales Tax (GST), at first applicable at the
import and manufacturing level,_in May 1991. The GST is to develop in stages into
a full value added tax by 1995. Taxes on certain consumer goods (alcoholic and soft
drinks, tobacco and petroleum products) not integrated in the GST were raised and
progressively converted to ad valorem taxes. A Unified Income Tax has been passed
which reduces marginal tax rates, simplifies the tax rate structure, and aims to im-
prove administration of tax policy. Both the GST and the income tax are designed
to broaden the tax base and compensate for the loss of customs revenues caused by
tariff reductions.
4. Debt Management Policies

In early 1991, official creditors in the Paris Club agreed to reduce by 50 percent
the net present value of Egypt's official debt, phased in three tranches of 15, 15 and
20 percent. Release of the three tranches was conditioned on successful review of
Egypt's reform program by the IMF. At about the same time, the U.S. Governmentforgave 6.8 billion dollars of high-interest military debt. As a result, Egypt's total
outstanding medium- and long-term debt has declined to about USD 34 billion, and
the debt service ratio has been reduced from 46 percent to around 17 percent. Egypt
has cleared-up its arrearages to Paris Club creditor countries and is committed to
remaining current on its Paris Club payments. The reduction in Egypt's debt service
bill has helped it reduce dramatically the budget deficit, create macroeconomic sta-
bility and build a high level of reserves (approximately USD 17 billion). In Septem-
ber 1993, the IMF announced an extended fund facility of Special Drawing Rights
(SDR) 400 million (USD 556 million), covering the period June 1993 to June 1996.
The World Bank is working in parallel with the IMF on a Structural Adjustment
Monitoring Program (SAMP). In July 1994, the Paris Club postponed implementa-
tion of the final tranche of debt relief, due to a lack of satisfactory IMF review, as
required by the agreed minute.
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5. Significant Barriers to U.S. Exports
Import Barriers: Egypt does not require import licenses. In July 1993, the Govern-

ment canceled the list of items requiring prior approval before importation. The im-
port ban list, which included 210 products in 1990, was significantly reduced in July
1993 and it now Includes three commodity groups: poultry, fabrics and apparel,
which represent approximately four percent of total production. The Government
has pledged to remove the ban on poultry in 1994 and review the ban on textile
roductsin conjunction with GATT negotiations on the Multifiber Arrangement. For

food and non-food imports that have a shelf-life, the Government mandates that
they should not exceed half the shelf-life at time of entry into Egypt.

Services Barriers: In March 1993, the Bank Law was amended to allow existing
foreign bank branches to conduct local currency dealings, and two US. bank
branches have received licenses to do so. The domestic insurance market is closed
to foreign companies, but they may operate in free trade zones as minority partners.
Four public sector insurance companies (one of which is a reinsurance company)
dominate the market, although three private sector Egyptian companies exist. Two
joint ventures, each with 49 percent ownership, operate in the free zones. Other
services barriers include the following: a screen quota exists for foreign motion pic-
tures; 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.

Standards, Testing, Labeling and Certification: Egypt is party to the GATT Stand-
ards Code. The Egyptian Government 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 to the list of commodities requiring inspection
for quality control. In August 1994, five more items were added to the list, which
now consists of 131 items, including food stuffs, spare parts, construction products,
electronic devices, appliances, and many consumer goods. Although Egyptian au-
thorities stress that standards applied to imports are the same as those applied to
domestically-produced goods, importers report that testing procedures for imports
differ, and tests are carried out with faulty equipment by testers who often make
arbitrary judgments. Moreover, importers face the problems of ill-defined or u nwrit-
ten product standards, and backlogs resulting from authorities having limited staff
or too few inspection machines.

All imported goods should be marked and labeled. The following information must
be written on each package in clear Arabic letters in a non-erasable manner: the
name of the product, type and brand; country of origin; date of production and
expiry date; any special data on transportation and handling of the product. An Ara-bic-language catalog should accompany imported tools, machines and equipment.

Investment Barriers: In early 1991, Egypt replaced its investment licensing re-
gime with a system for automatic approvalof investments in sectors not on a "Nega-
tive List." The list now includes: all military products and related industries; to-
bacco and tobacco products; and investments in the Sinai (except oil, gas, and min-
eral exploration). Foreign investors seeking incentives (primarily tax holidays)
under Investment Law 230 must obtain project approval from the General Authority
of Investment (GAFI), which may cause delays. Industrial establishments may also
be formed under Companies Law 159, but they will not receive incentives or protec-
tions offered by Law 230. The US.-Egypt Bilateral Investment Treaty (BIT) was im-
plemented in June 1992. While its safeguard provisions are generally no more lib-
eral than those in Law 230, it provides a further measure of protection to American
investors. The BIT has notyet resulted in significant new U.S. investments which
would stimulate Egyptian demand for US. 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. Egypt's tender regulations are written by the Gov.
ernment, for the Government's benefit. A contractor/supplier's safeguard must be
negotiated before contract signing, particularly in defining force ma4eure, "final ac-
ceptance," and dispute resolution. Egyptian bidders (public and/or private sector) re-
ceive a 15 percent pricepreference. Government tenders should be awarded to the
best qualified, lowest bidder, however, it is typical for Government negotiators to
bargain with several bidders. There is no penalty for Government delays in making
an award decision or in returning bid or performance bonds. Egypt does not observe
the Arab League boycott of Israel. Egypt has moved away from government-to-gov-
ernment barter agreements and toward-private sector initiatives.
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Customs Procedures: Egyptian customs procedures are complicated and rigid in
areas such as duty rates. Customs procedures are subjective when it comes to iden-
tilying whether a commodity fits in one tariff category or another. In February 1994,
Egpt implemented the Harmonized System (HS) which replaces the previously
used CCCN (Customs Commodity Classification Nomenclature). This should help
eliminate the arbitrariness because it identifies items by a ten-digit code which al-

lows simpler and more accurate classification of commodities. Tariff valuation is
based on the so-called "Egyptian selling price" based on the commercial Invoice that
accompanies a product the first time it is imported from any source, although some
allowance Is given on an ad hoc basis for different sources of supply (such as expen-
sive versus cheap-labor source countries). Customs authorities retain information
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 ship-
ment. As a result of that expectation and the belief that under-invoicing is widely
practiced, customs officials routinely increase invoice values from 10 to 30 percent.

The government does not abide by tariff rates outlined in the CATW, and in late
1991, importers began to experience difficulties with customs officials who refused
to apply the lower rates that Egypt had offered in GATT for imports from GATT
member countries. Subsequent to customs authority actions, the Government sub-
mitted to GATT a request for a waiver of its obligation to provide these lower rates.
The waiver was approved with the Government pledging to negotiate new rates with
its GATT partners.
6. Export Subsidies Policies

Direct export subsidies do not exist in Egypt. Exporting industries, including In-
vestment Law 230 projects, may benefit from duty exemptions on imported input,
(if released under the temporary release system). Alternatively, these industries
may receive rebates on duties paid on imported inputs at the time of export or the
final product (if released under the drawback system). Under its commitments to
the World Bank, the Egyptian Government has increased energy and cotton pro-
curementprices, and has abolished privileges enjoyed by public sector enterprises
(subsidized inputs, credit facilities, reduced energy prices and preferential custom
rates), thus reducing the indirect subsidization of exports.
7. Protection of U.S. Intellectual Property

Egypt, as a party to the Berne Convention for the Protection of Literary and Ar-
tistic Works and the Paris Convention for the Protection of Industrial Property
(inter alia), has undertaken to protect US. intellectual property. Egyptian law pro-
vides protection for most forms of intellectual property rights (IPR). However, IPR
enforcement, although improving, is still ineffective. The Egyptian government
passed an improved copyright law in 1992 and added software protection in early
1994. A new patent law is currently under consideration. Due to Egypt's progress
on copyright protection, the US. Trade Representative lowered Egypt from the "Pri-
ority Watch List" to the "Watch List" in April 1994. The U.S. Government is work-
ingclosely with Egypt to improve intellectual property rights protection.

agents (product and process): Egypt's 1949 Patent Law excludes certain cat-
egories of products and contains overfy-broad compulsory licensing provisions. In-
dustrial designs also receive protection under the patent law through registration
with the Bureau of Industrial Designs in the Ministry of Supply. Pharmaceuticals
and food products are among¶those excluded from patent protection under Egyptian
law. In addition, for patentable products or processes, the term of patent protection
is limited to 15 years from the application filing date. A five-year renewal of a pat-
ent may be obtained, but only if the invention is of special importance and has not
been worked adequately to compensate patent holders for their efforts and expenses.
Compulsory licenses, which limit the effectiveness of patent protection, are granted
if a patent is not worked in Egypt within three years or if the patent is worked in-
adequately. In 1994 U.S. officials conferred with Egyptian orncials as they consid-
ered revisions to the existing patent law. At the end or the year, the GOE had made
substantial progress toward-a draft law. However, the U.S. government continue"
to express its concern that the new law include adequatepatent protection for prod.
ucts not currently covered (including pharmaceuticals, food products and agricul-
tural chemicals) and that the new law be consistent with international conventions
to which Egypt is atparty, particularly the Paris Convention.

Trademarks Trademark protection is provided by Law 57 of 1939. Egypt is a
member of the Paris Convention for Protection of Industrial Property of 1883, the
Madrid Convention of 1954, and the Nice Convention for the Classification of Goods
and Services. Instances of trademark infringement have been cited by U.S. and
o0her foreign firms operating in Egypt. The Trademark Law is not enforced strenu-
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ously and the courts have only limited experience in adjudicating infringement
cases. Fines amount to less than USD 100 per seizure, not per infringement, al.
though criminal penalties are theoretically available.

Copyrights: In response to calls for improved legal protection for copyrighted
works, the Government passed Law 38 of 1992, amending the 1954 Copynght Law.
The amendments did not resolve all areas of US. concern, however. The Berne Con-
vention, to which Egypt acceded in 1977, is self-executing according to Egypt's Con-
stitution. Thus, in cases where the coverage of the Egyptian copyright law may be
vague or non-existent, such as protection for satellite or cable transmissions and
data banks, and on the question of retroactivity, US. copyright holders may be able
to rely directly on Berne Convention provisions in the Egyptian courts. As a result
of U.S. lobbying, in March 1994, the Egyptian government passed Law 29 which
amended some provisions of Law 38 to ensure that computer software was afforded
protectin as a literary work (allowing it a 50-year term of protection). In addition
in April 1994, the Government issued a ministerial decree which clarifies rental and
public performance rights, protection for sound recordings, and the definition of per-
sonal use. Copyright piracy is still widespread and affects all categories of works.
Although motion picture piracy (in video cassette format) has declined over the past
year, holders of copyrights on sound recordings printed matter (notably medical
textbooks), and computer software continue to suffer harm. Most piracy seems to be
for the local market, with some Imports of pirated works from Lebanon and the Gulf
States.

New Technolog*es: There is no separate legislation protecting semiconductor chip
layout design, although Egypt signed the Washington Semiconductor Convention.
Further, plant and animal varieties do not receive protection under current law.

Estimated 1993 trade losses due to piracy of U.S. intellectual property were USD
84 million of which approximately USD 11 million were due to video piracy (a sig-
nificant drop from the 1992 levelof USD 37 million prior to the passage of Copy-
right Law 38/92), and USD 52 million in losses due to computer software piracy.
U.S. officials continue to stress the need for better enforcement efforts by Egyptian
authorities and to underscore the importance of following police activity with court
decisions and prosecutions.
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 members, about 25 percent of the labor force, are
employed by State-owned enterprises. The law stipulates that "high administrative
officials" in Government and the public sector may not join unions. There are 23
industrial unions, all required to belong to the Egyptian Trade Union Federation
(ETUF), the sole legally recognized labor federation. However, the International
Labor Organization (ILO) has long noted that a law requiring all unions to belong
to a single federation infringes on a worker's freedom of association. The Govern-
ment has shown no sign that it intends to accept more than one federation and
ETUF leadership asserts that it actively promotes worker interests and that there
is no need for another federation. ETUh leadership has close relations with the rul-
ing National Democratic Party: some ETUF leaders are members of the legislature.
While ETUF leaders speak vigorously on behalf of workers' concerns, public con-
frontations between ETUF and the government are rare. Disputes are often resolved
by consensus behind closed doors.

b. The Right to Organize and Bargain Collectively.-The Government has drafted
a new labor law which is under discussion in committee in the People's Assembly.
The proposed law provides statutory authorization for collective bargaining. Under
the current law, unions may negotiate work contracts with public sector enterprises
if the latter agrees to such negotiations, but unions otherwise lack collective bar-
gaining power in the public sector. Under current circumstances, collective bargain-
ing does not exist in any meaningful sense because the government sets wages, ben-
efits, and job classifications by law. Larger firms in the private sector generally ad-
here to such government-mandated standards. Labor law and practice are the same
in thL export processing zones as in the rest of the country.

c. Prohibition of Forced or Compulsory Labor.-Forced or compulsory labor is ille-
gal and not practiced.

d. Minimum Age of Employment of Children.-The minimum age for employment
is 12. Education is compulsory until age 15. An employee must be at least 15 to
join a labor union. The Labor Law of 1981 states that children 12 to 15 may work
six hours a day, but not after seven p.m., and not in dangerous activities or activi-
ties requiring heavy work. Child workers must obtain medical certificates and work
permits before they are employed. A 1988 survey found that 1.4 million children be-
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tween the ages of 6 and 14 work in Egypt. A 1989 study estimated that two-thirds
of child labor, perhaps 720,000 children, work on farms. However, children also
work as apprentices in repair and craft shops, in heavier industries such as brick
making andtextiles, and as workers in leather factories and carpet-making, which
largelysupply the export market. While local trade unions report that labor laws
are well-enorced in state-owned enterprises, enforcement by the Ministry of Labor
In the private sector, especially in family-owned enterprises, appears quite lax.

e. Acceptable Conditions of Work.-For government and public sector employees,
the minimum wage is approximately USD 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
family could survive on a worker's base pay at the minimum wage rate. The mini.mum wage is also legally binding on the private sector, and larger private compa-
nies generally observe the requirement and pay bonuses as wel Smaller firms do
not always pay the minimum wage or bonuses. The Ministry of Manpower sets
worker health and safety standards, which also apply in the free trade zones, but
enforcement and inspection are uneven.

f. Rights in Sectors with U.S. Investment.-There are US. investments in the fol.
lowing industries (inter alia): petroleum, food and related products, metal, non-elec-
tric machinery, electric and electronic equipment, and transportation equipment.
Rights available to workers as describedcin the foregoing sections also apply to
workers in these industries.

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

[Millions of U.S. dollars]

Category Amount

Petroleum.............-..........................1,087
Total Manufacturing ............................................................... 81

Food & Kindred Products ................................................... (1)
Chemicals and Allied Products ......................................... 6
Metals, Primary & Fabricated ............................................ 7
Machinery, except Electricsl .............................................. 5
Electric & Electronic Equipment ....................................... 5
Transportation Equipment ................................................. (1)
Other Manufacturing .......................................................... 0

Wholesale Trade ...................................................................... 41
Banking .................................................................................... (i)
Finance/Insurance/Real Estate .............................................. (1)
Services .................................................................................... 36
Other Industries ...................................................................... (1)
TOTAL ALL INDUSTRIES .................................................... 1,374

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

ULAN

Key Economic Indicators
[Millions of Iranian rials (I0) unless otherwise noted)

Years ending March 20 1991-92 992-93 993-94

Income, Production and Employment:
Population (millions) ............................................ 55.8 57.0 62.0
Real GDP1

(billion 1985 rials) ............................................ 16,871 17,647 18,176
(million USD) .................................................... 59,300 65,000 66,950

Per Capita GDP USD .......................................... 1,071 1,140 1,140
Real GDP Growth (pct.) I.................................... 8.6 4.6 3.0
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Key Economic Indicators-Continued
(Million of Iranian rials (IR) unless otherwise noted)

Years ending March 20 1991-42 992-03 993-94

GDP by Sector. (pct. of GDP)
Manufacturing .................................................. 21.2 21.0 21.0
Agriculture ........................................................ 23.3 23.3 23.0
Petroleum.......... .................. 21.2 21.0 21.0
Services.............................. 35.5 36.0 36.0

Money and Prices:
Money Supply (MI/billion rials) ......................... 14,300 17,000 N/A
Interest Rate on Short-term Deposits (pct.) ...... 6.5 7.0 N/A
Wholesale Price Index (1985 = 100) End-Year.. 417.1 547.6 712
Consumer Price Index.

(1985 = 100) End-Year ..................................... 346.6 411.0 534
Exchange Rate (IR per USD)

Basic Rate ......................................................... 67.4 67.1 1,740
Floating Rate .. ....................... 1,440 1,540 2,200

Balance of Payments and Trade: (million. of U.S
dollars)
Total Exports (FOB)1 ................... . .. . . .. . . .. . . .. . . . . .. . .  18,415 19,280 15,400

Exports to U.S. 2 ............................................... 0.8 0.2 3 0.5
Total Imports (FOB)1I ..................... . . .. . . .. . . .. . . .. . . . ..  24,975 24,000 17,800

Imports from US.2 .......................................... 749 616 3 169
Trade Balance ...................................................... -6,560 -5,720 -2,400
Current Account' -................................................. -10,300 -5,000 - 5,000

N/A- Not available.
I Estimate.
sYear ending December 31.
SJanuary.August, 1994.

1. General Policy Framework
In 1994, Iranian President Rafsaniani's political opponents blocked and even

rolled back several important elements of his economic reform program. Military
spending continued to burden the economy. Reschedulings of $10 billion of Iran's of-.
ficial debt brought temporary relief, but the country isfnding it difficult to obtain
significant new credits and may face a new debt crisis.

Economic uncertainty and parliamentary opposition to economic liberalization re-
sulted in the postponement of the regime's second Five-Year Plan (FYP), which was
originally to have gone into effect inMarch, 1994. The government now states that
it will have the FYP in place by March, 1995. In late 1994, senior government and
parliamentary figures were highlighting features of the new FYP which emphasizes
social justice concerns over economic liberalization.

Rafsanjani's administration had to retreat from one of its hardest-fought victories
of 1993-the unification of exchange rates-when the Iranian rial plunged from an
open market value of about 1,400 to the dollar in March 1993 to over 2,500 to the
dollar in the spring of 1994.

The large influx of imports which came with postwar reconstruction after 1989
abated due to the 1993 credit crunch. The government's efforts to improve its credit
position have led to a significant import compression.

There are no diplomatic relations between the United States and Iran. The cur-
rent state of political relations has acted generally to discourage a U.S. business
presence in Iran. Moreover, U.S. trade restrictions and the Iranian foreign exchange
shortage are major deterrents to reviving significant economic ties with the United
States. Despite theseproblems, there is a modest trade relationship; U.S. exports
to Iran peaked at $749million in 1992. However, because of its economic problems,
Iran's purchases of US. products have been steadily declining since then.
2. Exchange Rats Policies

Iran moved from its former three-tiered system ofr legal exchange rates to a uni.
fled exchange rate of on March 20, 1993. However, because of public outcry at the
declining international purchasing power of the rial, the government intervened
throughout the summer of 1993 in an effort to hold the exchange rate at about 1,700
rials to the dollar, using up billions of dollars in scarce foreign exchange. When, in
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the spring of 1994, the rial dropped as low as 2,800 to the dollar, the government
reimposed complicated import controls which amount to foreign exchange rationing
for most transactions. There has also been a return to government-subsidized prof.
erential exchange rates for the import of selected consumer goods, another drain on
scarce foreign exchange resources.
3. Stnwtural Policies

The banking, petroleum, transportation, utilities, and mining sectors are national.
ized. The government has announced Its intent to begin lhiited privatization In
banking and finance, but so far has not been able to implement its plans. At the
time of the revolution radicals were put in charge of bonyads (foundations) which
inherited much wealth confiscated from the former elite. They retain control of
many large industrial and trading enterprises, and are politically powerful oppo-
nents of privatization.

The petroleum sector is the economy's traditional mainstay. Iran's current maxi-
mum sustainable capacity is around four million barrels per day (mbd), according
to the government. Iran's OPEC quota is 3.6 mbd. Capacity is constrained by the
natural-decline in the productivity of major onshore fields, delays in implementing
necessary gas re-injection projects, and a shortage of experienced personnel. Without
large infusions of capital, the oil sector may have difficulty maintaining current pro.
duction, much less achieving the government's publicly-stated goal of five million
barrels per day (mbd) of sustainable capacity..

The government did not meet its projected petroleum revenues in 1994 due to soft
oil prices. The government sells petroleum products domestically at about 10 per-
cent of the world price, thus cutting exports and encouraging over-consumption.
4. Debt Management Policies

During the eight-year war with Iraq, Iran contracted almost no external debt.
From 1988 through 1992, Iran borrowed large amounts, primarily In the form of
short-term trade credits (often covered by creditor government guarantees), in order
to increase domestic living standards, rebuild its petroleum and industrial sectors,
and modernize its armed Forces.

The credit crunch of 1993-94 crippled Iran's trade. A series of bilateral
reschedulings with official creditors In 1994 did not include significant new credits.
Several export credit guarantee agencies, including those of Japan, France, Ger-
many, and Italy, have either suspended coverage for Iran or are considering new
loans only on a case-by-case basis.
5. Significant 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
Nonproliferation 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.
Iranian exports to the United States were prohibited by order of the President on
October 29, 1987. Exceptions to the embargo of imports of Iranian oil are allowed
in connection with payments to U.S. claimants awarded by the U.S.-Iran Claims
Tribunal at The Hague. U.S. sanctions have had a deleterious efTect on U.S. exports
to Iran. However, Iran's current financial problems can be considered the most sig-
nificant 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 U.S. 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 Prutection of Industrial 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. Right of Association.-Artlcle 131 of Iran's Labor Code grants workers and em-
ployers 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
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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 enterrises. 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 *obs. The guild unions operate with the backing of the gov-ernmenf. ý

No information is available on the right of workers in Iran to strike. However,
it Is unlikely that the government would tolerate any strike deemed to be at odds
with its economic and labor policies.

b. Right to Organize and Bargain Collectively.-In practice, the right of workers
to organize independently and bargain collectively cannot be documented. It is not
known whether labor legislation and practice in the export processing zones differ
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 Iraqi government, according to the COE, stat-
ed 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 Gov-
ernment of Iraq-had indicated in its 1977 report that similar regulations concerning
unemployed 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
region. It is not known if minimum wage levels are in fact issued annually or if the
Labor Ministry'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.
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f. Rights in Sectors with U.S. Inveatment.-The U.S. investment which remains
in post-revolutionary Iran, ai reported to the U.S. Department or 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-1993

(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

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

SSuppraNemd to avoid dieclouing data of individual compmaie.
Source: U. Department .a tommrve. Bureau of Economic Analysis.

IRAQ
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 of8 U.S. persons, and
barred virtually all unlicensed transactions between US. persons and Iraq. This em-
barge remains in effect unaltered.

UT. sanctions against Iraq incorporate all the measures contained in the numer-
ous United Nations Security Coundl Resolutions passed and still in effect since the
invasion. These resolutions forbid member states companies and individuals from
undertaking any economic intercourse with the Iraqi government or with private
Iraqi firms, except in regard to goods deemed by the U.N. Sanctions Committee to
be of a humanitarian nature.

Between January and August of this year the UN Sanctions Committee was noti-
fied of $2 billion worth of food planned or shipment to Iraq, and $175 million worth
of medicine. During the same period, the Committee approved shipments of $2 bil-
lion worth of other-items deemed to be for essential civilian needs.

Iraq's Ba'athist regime engages in extensive central planning and management of
industrial production. Small-scale industry and services and most agriculture are in
private hands. While the country has extensive arable land, it is historically a net
food importer. The economy is dominated by oil, which traditionally provided 95 per-
cent of foreign exchange earnings.

The economy, already battered by the impact of three.years of sanctions, appar-
ently took a drastic turn for the worse during 1994. Reliable statistics are not avail-
able, but anecdotal evidence points to an increasingly desperate economic situation.
The standard of living has been reduced to at least alf of its pre-war level.

In late September, the government announced a 40 percent cut in government-
provided rations of basic foodstuffs such as cooking oil, flour, and sugar. These ra-
tions no longer provide minimum daily caloric requirement.

Rampant-inflation has made it difficult for the average Iraqi to turn to the.open
market to find the products now restricted under rationing. Again, reliable statistics
are not available, b*Ct it Is reported that the cost of basic food items has far out-
stripped salaries. Government troop movements to the Kuwaiti border in October
led to a temporary doubling of food prices.
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Trade unions independent of the government do not exist in Iraq. Workers in pri.
vate and mixed enterprises-but not public employees-- have the right to join local
union committees, which are part oflarger trade union federations. At the top of
this pyramid is the Iraqi General Federation of Trade Unions, linked to the ruling
B-aathlarty and utiized to prome part principles and policies. The right to
strike is heavily circumscribeapby the Labor Law of 1987, and no strike has been
reported over the past two decades.

The value of the Iraqi dinar has plunged against the dollar in the past year. In
late 1993, the dinar traded on the black market at a rate of approximately 100
dinar to the dollar. In late 1994 the official rate was approximately 500 dinar to
the dollar and on the black market it traded as low as 650-750 dinar to the dollar
after the october troop movements. Many consumer goods and basic necessities, in-
cluding medicine, are available on the black market at highly inflated prices.

The seriousness of the economic situation is illustrated by the increasing number
and severity of punishments for economic crimes. Apparent hoarding of crops has
led the government to withhold seeds and fertilizer from farmers who rail to bring
their crop to market. Farmers who fail to cultivate their land altogether have their
land confiscated. Capital punishment has been decreed for those smuggling cars and
trucks from the country and harsh penalties have been levied on currency traders
and "profiteers." Merchants have been executed for hoarding and fixing prices.

Since the end of Desert Storm, it appears Iraq has been able to rebuild most of
its infrastructure in telecommunications, transportation, and power, as well as oil
production. This reconstruction has been concentrated in areas which support the
government and which are visible to outsiders. The depth and permanence of much
of this reconstruction is difficult to estimate, since it relied heavily on cannibaliza-
tion and the drawdown of spare parts. Shortages of inputs and spare parts have
shut down much of the counti-y's industry.

United Nations Security Council Resolutions 706 and 712 (1991) authorized the
export of $1.6 billion of Iraqi petroleum during a six-month period. Proceeds of the
sale would go to a United Nations escrow account, which would be used to purchase
humanitarian supplies for the Iraqi population, as well as fund other programs
mandated by the U.N. The government or Iraq has refused to implement these reso-
lutions.

In summary: 1. UN resolutions preclude trade with Iraq except approved exports
to Iraq of humanitarian-related gods. 2. Treasury Deparment regulations and li-
censing requirements enforce US. compliance with the N embargo. 3. Iraqi imple-
mentation of UNSCR 706 and 712 would open the possibility of a limited resump.
tion of international oil trade for humanitarian supplies. 4. Reliable economic statis-
tics are unavailable, and those produced by the Government of Iraq cannot be con-
sidered accurate.

ISRAEL

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

1992 1993 19941

Income, Production and Employment:
Real GDP (1990 prices)2 ................ . .. . .. . . . . .. . . . . .. . . .  58,872 60,878 75,190
Real GDP Growth (pet.) ....................................... 6.7 3.4 5.0
GDP (at current prices) 2 ................. . . .. . . .. . . .. . . . . . .. .  63,962 73,544 85,716
By Sector:

Agriculture/Forestry/Fishing ........................... 1,791 1,765 1,714
Construction/Electricity/Water ........................ 6,460 6,619 7,029
Industry ............................................................. 13,490 15,812 18,686
Ownership of Dwellings ................................... 4,478 5,369 6,429
Finance/Business Services ............................... 17,001 13,679 16,286
Government/Health/Education ........................ 14,391 16,621 19,286

Net Exports of Goods & Services ........................ 20,779 22,143 25,000
Real Per Capita GDP (USD) ............................... 11,993 13,820 15,727
Labor Force (000s) ............................................... 1,860 1,960 2,020
Unemployment Rate (pet.) .................................. 11.2 10.0 7.8
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Key Economic Indlcators-Continued
[Millions of U.& dollars unless otherwise noted)

I199 1993 19941

Money and Prim (annual percentage growth):
Money Supply (M2) .............................................. 26 47 N/A
Base Interest Rates'............................................. 11.3 11.9 N/A
Personal Savings Rate ......................................... 19.6 17.7 N/A
Wholesale Price Index ......................................... 9.1 7.2 9
Consumer Price Index ......................................... 9.4 11.2 14.0
Exchange Rate (USD/shekel) ............................. .2.5 2.8 2.98

Balance of Payments and Trade: (billions USD)
Total Exports (FOB)4 ..................... 12.48 14.08 16.20

Exports to US .......... 4.0 4.6 5.2
Total Imports (CIF) ....................... 18.56 20.24 22.50

Imports from US .......................... 3.2 3.6 4.2
Aid from U S ........................................................ 3.0 3.0 3.0
Aid from Other Countries.....................N/A N/A N/A
External Public Debts'......................24.31 22.97 25.89
Debt Service Payments (paid) ............................. 1.36 1.40 1.6
Gold and Forex Reserves'4..................... ... 6.3 5.6 6.5
Trade Balance4 ...........................- 5.09 -5.05 -6.3

Trade Balance with U.S...................... 0.8 1.0 1.0
N/A-Not available.
11994 Figures arall estimates based on available monthly data in October 1994.
sODP at factor coet.
4PM4re are actual, average annual rate.
• Merhandiee trade.
5ourfee: Bank of Israel; Central Bureau of Statistices Minitty of Finance.

1. General Policy Framework
Israel is in the midst of a four year economic expansion, with five to six percent

growth projected to continue throughout the decade. Economists estimate that Isra-
el's economy will grow by over 5 percent in 1994. Inflation, likely to reach 14 per-
cent on an annualized basis, has replaced unemployment as the biggest cause for
concern in the economy. Increased inflation is driven by soaring housing costs, high-
er than anticipated private consumption and costly public sector wage agreements.
The best economic news is unquestionaily Israel's success in reducing the unem-
ployment rate from over 11 percent in 1992 to approximately 7.5 percent in the
tiid quarter of 1994. Given changes in the composition of the labor force due to
the recent wave of immigration the rate of unemployment may be approaching
what some economists believe is Israel's normal unemployment rate.

An increase In Imports relative to exports has cause d the balance of payments def-
icit to widen in the first half of 1994. Increases in imports continue to outstrip ex-
port growth, despite 10 percent growth in exports in 1994. The import bulge consists
of industrial inputs (which may lead to increased production), fuel, diamond and
ship and airplane imports, and continued increases in Israeli tourism abroad. This
trend of increased imports moderated in the third quarter. The trade deficit in-
creased by 28 percent during the first nine months of 1994, in comparison to the
same period in 1993. The Government of Israel estimates that the balance of pay.
ments deficit for 1994 will exceed 2 billion dollars.

The United States continues to be Israel's single largest trading partner. Although
the US. consistently runs a trade deficit with Israel U.S. sales of goods and serv-
ices to Israel are expanding. In 1993, exports of UA. goods and services to Israel
went up by 12 percent, and this trend continued in the first nine months of 1994.
Total bilateral trade is estimated to approach 10 billion dollars in 1994, with Israel
accruing a trade surplus with the United States of nearly I billion dollars. The U.S.-
Israel Free Trade Area Agreement will be completely phased-in as of January 1,
1995, with all tariffs drooping to zero. Israel retains non-tariff barriers for sensitive
areas like agriculture andprocessed food products.

Israel's 1993 budget deficit equaled 2.5 percent of GDP. Israel finances Its deficit
through sale of government bonds, sale of government-owned companies, tax reve-
nues, unilateral Iransfers from abroad, and-borrwing on the international market.
Under balanced-budget legislation passed in 1991, the deficit ceiling was reduced by
a set percentage every year. In 1993, the government revised the legislation to re-
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place mandated reductions in future years with a general requirement that each
year's planned budget deficit target be less than that of the previous year. In 1994,
he budget deficit is expected to reach 3 percent of GDP.

Total government debt is increasing, due primarily to borrowing under the U.S.
Loan Guarantee Program. While Israel lowered several purchase taxes, corporate
income tax and income tax rates for the middle class, in 1994 the tax burden rose
slightly to 41 percent due to bracket creep, increased private consumption, and reve-
nues rom purchase taxes on sales of homes, whose prices continue to rise ahead
of inflation. Government policies such as continued capital market reforms and
shifting national priorities from housing construction and wads in the Occupied Ter-
ritories to investment in infrastructure and human capital within Israel have laid
the groundwork for continued growth.

Foreign investment is likely to increase as the peace process advances and the
Arab League Boycott weakens. In the course of 1994 Jordan, Morocco Tunisia and
other Arabstates extended new ties to Israel. The dulf Cooperation council (GCC)
announced the discontinuance by its members of the secondary and tertiary aspects
of the Arab League Boycott.
2. Exchange Rate Policy Framework

Under the "diagonal" exchange rate 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-
eign currency. Since its Introduction, the diagonal mechanism has successfully fore.
stalled large speculative currency movements and attendant swings in reserves and
interest rates.
3. Structural Policies

Prime Minister Rabin's government, up for reelection in 1996, has made some lim-
ited progress on reducing government intervention in the economy. The Rabin gov-
ernment has achieved more In the areas of capital market reforms and taxation,but
has barely made a dent in the privatization of large government-owned companies.

Privatization efforts stalled in 1994. In 1993, the government of Israel raised USD
1.24 billion through privatization. In the first nine months of 1994, by comparison,
the government generated only 50 million dollars through privatization. Even if
scheduled sales are concluded of limited shares in the government-owned Shekem
retail chain and Israel Chemicals Limited (ICL), and sale of the Housing and Devel-
opment Corporation and the Mizrachi Bank are completed by the end of 1994, reve-
nues will still fall far short of the 1993 levels (USD 1.24 billion) and the Govern-
ment of Israel's own goals for 1994. However, Israeli officials are gearing up for
1995, to lay the groundwork for USD 1.5 billion worth of sales.

Ten government-owned firms account for 90 percent of earnings of government-
owned companies: El Al Bezek (the national telecommunications firm), Israel Oil
Refineries Israel AlrcraA Industries, Israel Military Industries, Israel Electric Cor-
poration, Israel Shipyards, Zim (the national shipping company) and the Housing
and Development Corporation. Bezek, ZIM, Israel Shipyar ang El Al are all tar-
gets for partial or substantial sale in the next twelve to fifteen months.

Capital market reform and liberalization of foreign exchange movements initiated
in 1987 have continued, sharply reducing government involvement in the allocation
of capital and integrating the Israeli banking system more closely with international
financial markets. Recent liberalizations include: elimination of constraints on pri-
vate sector investment in real assets abroad, allowing private sector investment in
foreign financial assets as well as long term savings funds to invest in securities
overseas, loosening of foreign currency restrictions on Israeli citizens traveling
abroad, and opening the Israeli capital market to foreign corporations.

The overall tax burden for Israelis has increased over the last few years. largely
due to bracket creep. The government announced reductions in indirect taxes and
income taxes in 1994, but initiated a new capital gains tax on stock exchange earn-
ings effective January 1, 1995. In addition, new taxes to pay for health and pension
fund reforms may be implemented in 1995." Tax levels are higher than rates in
Japan or the U.S., but roughly comparable to European standards. A U.S.-Israel
double taxation treaty went Into effect January 1, 1995.
4. Debt Management Policies

Israel's net external debt increased in 1994 (8.9 percent in first half of the year),
due to increased borrowing under the Loan Guarantee Program and increased de-
posits by foreigners in Israeli banks. The government's foreign debt reached $21.4
bill ion dollars or 79 percent of total external debt. Israel's debt to GDP ratio rose
to 27 percent, up from 26 percent in 1993.
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5. Significant Barriers to U.S. Exports
All duties on products from the United States were eliminated under the 1985

United States-Ismael Free Trade Area (FTAA) Agreement as of 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, especially in
sensitive sectors like agriculture and processed food products.

Although Israel has liberalized imports of all bulk agricultural commodities except
beer, extensive import restrictions remain, including variable levies on such US. ex-
ports as prunes, raisins, almonds, and baked goos. Quantitative restrictions, and
in some cases outright prohibitions, affect primarily U.S. beef, plywood, poultry,
and dairy products.

In addition tolthese restrictions, the Government of Israel has two unique forms
of protection for locally produced goods. The first is Harama, or uplift, applied at
the pre-duty stage of import, and the second is TAMA, a Hebrew acronym standing
for additional quota percentage, which applied after imposition of duty but before
any assessment of purchase taxes.

Harama is a pre-duty uplift applied to the CIF value of goods to bring the value
of the products to an acceptable level for customs valuation. Israel calculates import
value according to the Brussels Definition of Value (BDV), a method which tolerates
uplifts of invoice prices. For purposes of calculating duty and nther taxes, the Israeli
Customs Service arbitrarily uplifts by two to five percent the value of most products
which exclusive agents import, and by 10 percent or more the value of other prod-
ucts. Israel has agreed to use only actual wholesale price for large importers after
1995. Israel is not a signatory to the GAIT Valuation Code.

TAMA is a post-duty uplift designed to convert the CIF value plus duty to an
equivalent wholesale price for purposes of imposing purchase tax. Coefficients for
calculation of the TAMA vary from industry to industry and from product to prod-
uct.

In addition, purchase taxes that range from 25 to 95 percent are applied on goods
ranging from automobiles to some agriculture and food items. The Government of
Israel eliminated or reduced purchase taxes on many products in 1994, including
consumer electronics, building inputs, and office equipment. Where still remaining,
purchase taxes apply to both local and foreign products. However, when there is no
local production the purchase tax becomes a duty equivalent charge.

Israel has reduced the burden of some discriminatory measures against imports.
Israel agreed in late 1990 to harmonize standards treatment either dropping health
and safety standards applied only to imports or making tiem mandatory for all
products. implementation of this promise has been slow. Enforcement of mandatory
standards on demnestic producers can be spotty and in some cases (e.g. refrigerators,
carpets and packaging/labeling for food items) standards are written so that domes-
tic goods meet requirements more easily than imports. The Government of Israel is
stil[ reviewing the issue of package size standards to facilitate entry of some stand-
ard U.S. units. Israel has agreed to notify the United States of proposed new, man-
datory standards to be recorded under the GAIT.

The Standards Institution of Israel is proposing a bilateral Mutual Recognition
Agreement of Laboratory Accreditation with the United States that could remslt in
the acceptance of U.S. developed test data in Israel. The proposed program would
eliminate the need for redundant testing of US. products in Israel to ensure compli-
ance with mandatory product requirements.

The Israeli government actively solicits foreign private investment, including joint
ventures especially in industries based on exports, tourism, and high techno ogy.
Foreign firms are accorded 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 ror-
cign entity must be registered in Israel. Profits, dividends, and rents can generally'
be repatriated without difficulty through a licensed bank. About 100 major U.S.
companies have subsidiaries in the Israel and some 170 Israeli companies have sub-
sidiaries in the United States. Investment in regulated sectors, including banking,
insurance, and defense industries, requires prior government approval.

Israel has one free trade zone, the Red Sea port city of Eilat. In addition to the
Eilat Free Trade Zone, there are three free ports: Haifa (including Kishon), Ashdod,
and Eilat. Enterprises in these areas may qualify for special tax benefits, and are
exempt from indirect taxation.

Israel is a signatory to the Uruguay Round Procurement Code, which provides
wide coverage of Israeli government entities to enable more open and transparent
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international tendering procedures. Legislation establishing the loan guarantee pro.
gram envisions a substantial increase of U.S. exerts of investment goods to Israel,
as Israel makes use of the loan guarantee funds. To this end, the Israeli government
provides information to the USG on existing and proposed tenders issuednby goven.
ment entities valued at over $50,000.

The Government of Israel frequently seeks offsets (subcontracts to Israeli firms)
of up to 35 percent of total contract value for purchases by ministries state-owned
enterprises and municipal authorities. Failure to enter or fulfill such Industrial co-
operation agreements (investment, codevelopment, coproduction, subcontracting,
purchase from Israeli industry) may disadvantage a foreign company in government
award. ,Although Israel pledged to relax offset requests on civilian purchajes under
the FTAA, US. firms may still encounter requests to enter into offset arrangements.
Israeli government agencies and state-owned corporations not covered by the Uru.
guay R6und Government Procurement Code follow this "Buy Israel" policy to pro-
mote national manufacturers.

Recent legislation codified and strengthened a 15 percent cost preference accorded
domestic suppliers in many Israelipublic procurement purchases although the leg-
islation explicitly recognizes the primacy of Israel's bilateral ana multilateral pro-
curement commitments. This preference can reach as high as 30 percent for domes-
tic suppliers located in priority development areas.

In addition to its GATT! multilateral trade commitments and its FTAA with the
U.S., Israel also has FTAs with the European Union (EU) and European Free Trade
Area (EFTA) states. With respect to all other countries, Israel substituted steep tar-
Iffs for non-tariff barriers previously applied to trade, and has gradually reduced
these tariffs. The seven-year phase-In oflIsrael's import liberalization program has
diluted, to some extent, US. advantages under the U.S.-Israel FTAA. AsRErTA
countries accede to the European Union, Israel's EFTA FTAA will be superceded by
the E.U.-Israel Agreement, currently being renegotiated in an attempt to broaden
and deepen the 1975 accord. Israel has also begun negotiations of FTAAs or other
trade agreements with Canada, Turkey, Jordan, Egypt, and individual Central and
Eastern European states.
6. Export Subsidies Policies

The U.S.-Israeli FTAA included agreement to phase out the subsidy element of
export enhancement programs and not to institute new export subsidies. Israel has
already eliminated grants, and in 1993 eliminated the mejor remaining export sub-
sidy, an exchange-rate, risk-insurance scheme which paid exporters five percent on
the FOB value of merchandise. Israel still retains a mechanism to extend long-term
export credits, but the volumes involved are small-roughly $250 million. Israeli ex-
port subsidies have resulted in past U.S. anti-dumping/countervailing duty cases. In
1994 the United States Goveinrn-ment cited Israeli subsidy of butt-weld pipe fittings
in an anti-dumping/countervailing duty investigation. Israel has been a member of
the GATT Subsidies Code since 1985.

The Israeli Parliament passed legislation in May 1994 authorizing creation of free
processing zones (FPZs). Qualifying companies operating in the (still undetermined)
FPZs wil[-be exempt from direct taxation for a twenty-year period, and imported in-
puts will not be subject to import duties or tariff or most health and safety regula-
tions generally in effect throughout Israel. Companies will also be exempt from col-
lective bargaining and minimum-wage requirements, although subject to other labor
requirements. The legislation was originally intended to promote investment in ex-
por-related industries, but the wording or the legislation as passed does not limit
applicant companies to exporters or providers of services to overseas clients. Accord-
ingly, the FPZs will not violate the US.-Israeli FTAA export subsidies commitment.
7. Protection of U.S. Intellectual Property

Standards of Intellectual Property Rights (IPR) protection are adequate, but en-
forcement in some areas is weak. US. industry has complained that Israeli compa-
nies violate intellectual property rights by illegal duplication of video cassettes. Un-
authorized showings of films and television programs by unregulated cable tele-
vision systems has en reduced to some extent as legal cable services become avail-
able throughout the country. Legislation is currently-being drafted to improve copy-
right protection in cable television broadcasts. This law provides for binding arbitra-
tion as the appropriate remedy for disputes over broadcast rights. Israel is a mem.
ber of the International Center for the Settlement of Investment Disputes (ICSIi))
and the New York Convention of 1958 on the recognition and enforcement of foreign
arbitral awards.

Protection for software has been upgraded, and the two major movie distribution
chains generally comply with copyright requirements. The Government of Israel
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hopes to pass a general overhaul of the copyright law in early 1995 to correct weak.
nesses in status quo protection of IPR. Israeli patent law contains overly broad Hi.
censing provisions concerning compulsory issuance for dependent and nonworking
patent. Israel is a member oT the Paris Convention for the Protection of Industrial
Property, the Universal Copyright Convention, and the Berne Convention for the
Protection of Literary and Artistic Works. Further, as a signatory of the GATI' Urn.
guay Round and World Trade Organization (WTO) agreements, including the Agree.
ment on Trade Related Aspects ol Intellectual Property Rights (TRIPS), Israel Is In
the process of making all legal and regulatory revisions necessary to meet all GAfl
TRIPS requirements.
8. Worker Rights

a. The Right of Association.-Israeli workers may join freely established organiza.
tons of their choosing. Most unions belong to the General Federation of Labor in
Israel (Histadrut) and-are independent of the government. In 1994 about 70 percent
of the workforce, including Israel Arabs, are members of Histadrut trade unions,
and still more are covered-by Histadrut's social and insurance programs and collec-
tive bargaining agreements. Non-Israeli workers, including the approximately
57,000 nonresident Palestinians from the West Bank and Gaza currently working
legally in Israel, may not be members of Israeli trade unions, but are entitled to
some protections in organized workplaces. The right to strike is exercised regularly.
Unions freely exercise their right to form federations ahd affiliate internationally.

b. The Right to Organize and Bargain Collectively.-Israelis fully exercise their
legal right to organize and bargain collectively. Whflq there is no law specifically
prohibiting anti-union discrimination, the Basic Law against discrimination could be
cited to contest discrimination based on union membership. There are currently no
export processing zones, although the Knesset has passed legislation authorizing
creation of free processing zones, as discussed in section 6.

c. Prohibition of Forced or Compulsory Labor.-The law prohibits forced or com-
pulsory labor, and neither Israeli citizens nor nonresident Palestinians working in
Israel are subject to such practices.

d. Minimum Age for Employment of Children.-lBy 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 inad-
equate, especially in smaller, unorganized workplaces.

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 living increases. Union officials have expressed concern over enforcement of mini-
mum wage regulations, particularly with respect to employers of Illegal nonresident
workers. Along with union representatives, the Labor Inspection Service enforces
labor, health and safety standards in the workplace. By law, maximum hours of
work at regular pay are 47 hours per week (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.

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

[Millions-of U.S. dollars)

Catepry Amount

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

Food & Kindred Products ................................................... (1)
Chemicals and Allied Products .......................................... (i)
Metals, Primary & Fabricated ............................................ (1)
Machinery, except Electrical .............................................. 17
Electric & Electronic Equipment ....................................... 834
Transportation Equipment ............................................... 3
Other M anufacturing .......................................................... (1)

W holesale Trade .........................................0,............................ 25
Banking .................................................................................... 0
Finance/Insurance/Real Estate .............................................. 202
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Extent of US lavestment in Seecte Industreso.-U.. Direct
Investment Position Abroad on an Histclcal Cost Bass-1993-Contlnued

mIDions of UA. dollan]

cas"qN7Amount

Services ....................................................... ........... .............. 133
Other Industries ...............................................- (1)
TOTAL ALL INDUSTRIES .................................................... 1,660

'sop Wito w I.mid 1sd"ng data .onf rldtml .. upsis.
5m U.S.Dsmmnwit of C.inau, flSumsuof tenssionkAmlyus.

JORDAN

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

1992 1993 19941

Income Production and Employment:
Real GDP (1985 prices)2 ..................................... 3,236.1 3,194.5 3,370.2
Real GDP Growth (pct.) ................... 11.2 5.8 5.5
GDP (at current prices)'2 ..................................... 4,851.3 5,034.0 5,523.0
By Sector.

Agriculture ........................................................ 330.6 342.9 N/A
Energy/Water .................................................... 106.4 105.4 V/A
Manufacturing .................................................. 610.1 632.0 N/A
Construction ..................................................... 231.0 252.3 N/A
Rents..................11.1 11.2 N/A
Financial Services ............................................ 770.3 819.6 N/A
Other Services .................................................. 141.9 144.8 N/A
Government/Health/Education ........................ 832.5 901.3 N/A

Net Exports of Goods & Services..............-1,732.2 - 1,648.2 -1,960.0
Real Per Capita GDP (1985 base) ...................... 807.0 770.0 802.2
Labor Force (000s) ............................................... 706 712 760
Unemployment Rate (pct.) .................................. 14 13 sII

Money and Prices (annual percentage growth):
Money Supply (M2) .............................................. 12.8 9.3 6.0
Base Interest Rate'3............................................. 8.5 8.5 8.5
Personal Saving Rates.......................................... 7.0 8.0 8.0
Retail Inflation ..................................................... 8.2 4.0 4.0
Wholesale Inflation .............................................. 4.8 0.7 2.0
Consumer Price Index ......................................... 100.0 103.3 107.3
Exchange Rate (USD/JD),

Official.4 .............................. . . . . .. . . .. . . .. . . .. . . .. . . .. . . .. .  1.5 1.4 1.4
Balance of Payments and Trade:

Total Exports (FOB)s5.......................................... 950.6 967.8 1,100.0
Exports to U.S...........................6.3 10.2 11.3

Total Imports (CIF)s ........................................... 3,321.0 3,435.1 3,550.0
Imports from U,8 .............................................. 369.3 436.1 470.0

Aid from U........................................................ 50.0 90.0 120.0
Aid from Other Countries ................................... 206.1 198.8 347.0
External Public Debt ........................................... 7,804.7 7,750.1 6,500.0
Debt Service Payments (paid) ............................. 490.2 612.6 400.0
Gold and Foreign Exch. Reserves ....................... 1,501.7 1,337.3 2,155.7
Trade Balance ...................................................... -2,280.4 -2,485.3 -2,450.0

Trade Balance with U.S ................................... -363.0 -425.9 -458.7
NA--N mt mtkl .I IM• figu m a wItii t s lm DA m1 h wgota
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GDP at producers' prices.Average rediscount rate.

4Actual echng rate.
s Merch-ndsl tAd.

1. General Policy Framework
The Jordanian economy experienced sustained growth in domestic output in

1993-94. GDP increased by 5.8 percent in 1993, with the rate of investment to GDP
stabilizing at 30 percent. F or 1994, the IMF forecasted GDP growth at 5.5 percent.
The construction sector has continued to dominate economic activity, while the fi-
nancial, manufacturing, agricultural and trading sectors have also expanded. Over-
all, the Jordanian economy responded positively to the structural adjstment pro-
gram formulated by the Government of Jordan and the IMP in 1992.

The government is beginning to a4just its economic policies in response to recent
progress in the peace process. It is in the second year of implementation of a five.
year Economic and Social Development Plan for 1993-97, but is now considering
amendments to account for Jordan's peace treaty with Israel and plans for coopera-
tion on economic issues with the Palestinian Authority.

In May 1994 the government entered into a three-year Extended Fund Facility
with the IMW t&at requires a variety of sectoral policy reforms. Under this program,
the government projects annual GDP growth will reach 5.5 percent, the annual in.
flation rate will fall below five percent, the current account deficit will decline to
9.7 percent of GDP and Central Bank reserves will rise to the equivalent of" 2.4
months of imports, or 665 million dollars. To sustain development and reach these
targets, the government has announced that increased public and private sector sav-
ings and sustained investment levels are key priorities.

In January 1994, the government announced its intention to adopt an agenda of"
economic reforms affecting the legal environment of doing business in Jordan. The
government plans to introduce a new investment law, amend the customs and in-
come tax laws, harmonize the General Sales Tax with customs duties and simplify
tariff schedules. In addition to reforming the civil service system, the government
also plans to limit the growth of the public sector by freezing hiring during 1995.

As for monetary policy, the Central Bank of Jordan announced in July that it
would begin exercising indirect control over the banking system through the use ofr
dinar-denominated certificates of deposit. It also has encouraged holdings in dollar-
denominated CD's by offering interest at two ints above the London Interbank Of-
fered Rate (LIBOR) a move intended to enance reserves and discourage capital
flight. The Central bank also plans to streamline its handling of deposit facilities
and credits. By early 1995, it will eliminate commercial bank deposit requirements
and no longer compel local banks to adhere to credit/deposit ratios. The Central
Bank has not fully eliminated the double reserve requirement on interbank depos-
its, but has announced its intention to simplify its oversight of this market.
2. Exchange Rate Policies

The Central Bank regulates foreign currency transactions in Jordan and sets the
banking system exchange rate. It also restricts moneychangers to dealing within a
specified range of buying and selling rates. On October 12, 1994, the average ex-
change rate was one dinar equals USD 1.43, one cent lower than the average rate
in 1993. The Central Bank has announced that it will not float the dinar despite
its application to the IMF for assistance in implementing a system for partial dinar
convertibility. In negotiations between the Jordanian government and the Palestin-
ian Authority, the Central Bank has sought to assure West Bank residents holding
dinars of the currency's continued stability.
3. Structural Policies

Pricing Policies: In general, market forces set prices. However, the government
imports and subsidizes the prices of basic foodstu fs such as cereals, sugar, milk *tnd
frozen meat. It also controls the prices of other non-strategic commodities such as
automobile spare parts, construction materials, household cleaning materials and
food and beverage served in restaurants. The Ministry of Supply may intervene and
set a maximum price ceiling on any consumer commodity. It operates a ration card
system for consumer purchases of sugar, rice and milk for citizens whose monthly
income is less than 715 dollars. Subsidized prices and controls have no impact on
Jordanian imports of U.S. food staples. The Ministry of Supply has submitted a pro-
posal to the Cabinet to eliminate price controls on non-subsidized, non-strategic
commodities and limiting food subsidies to employees in the civil service andthe
military.

Tax Policies: The government remains dependent on customs duties and import
taxes as its primary source of domestic revenue, which it collects on all imports. To
stimulate export production, import tariffs are low for many raw materials, machin-
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cry and semi-finished goods. Although high tariff rates are imposed on many
consumer and luxury goods, tariff reducing measures have recently been taken. In
November, for instance, the government announced a duty reduction on auto-
mobiles previously ranging from 110 to 310 percent, to 44 to 200 percent. Also an-
nouncea were tariff reductions to50 percent on numerous consumer products.

In recent years, customs collections have yielded a lower percentage of total gov.
ernment revenues as other taxes have assumed greater Importance. In June, 1994
the government enacted a general sales tax to replace a previously-imposed con-
sumption tax. The sales tax applies to all durable and consumer goods except food
staples and health care and education-related products. An income tax is levied at
a maximum marginal rate of 40 percent for all businesses. The marginal tax rate
on individual income is capped at 55 percent, with high personal, educational and
medical deductions permitted. Interest, dividend and capital gains earnings are ex-
empt from taxation, except for income earned by flnancal institutions. In addition,
income derived from agriculture is exempt. The government plans to submit changes
to the income tax law to parliament in November, 1994 that will extend its coverage
to capital gains inproperty and stock market transactions and limit total liability
to 35-40 percent of income.

Regulatory Policies: Jordanian regulations pertaining to the licensing and oper-
ations of regional offices of foreign firms are fairly clear. However, local American
businessmen complain of difficulties with customs authorities regarding tariff ex-
emptions and licensing. Potential investors note that cumbersome and time consum-
ing procedures delay registration and government approval of their projects. In Au-
gust 1994, King Hussein announced the formation of a Royal Development and Mod-
ernization Commission under the leadership of Crown Prince Hassan. One of the
Commission's stated goals is the facilitation of foreign investment through the elimi-
nation of major regulatory and bureaucratic Impediments and disincentives. In one
of its first recommendations, the Commission has proposed the establishment o" a
centralized office for foreign investment applications.
4. Debt Management Policies

Jordan's external debt as of December 1, 1993 stood at 6.8 billion dollars, about
130 percent of GDP. A wee[" later the government reached agreement in reschedul-
ing its $895 million commercial debt under terms finalized with the London Club.
Commercial creditors agreed to sell up to 35 percent of principal with a discount
of 35 percent, on which Jordan would pay 50 percent of outstanding interest. The
rest of the principal (at least 65 percent) was converted into 30-year par-value bonds
guaranteed by U.S. zero interest coupon bonds. Under this option, Jordan agreed
to immediately pay ten percent or outstanding interest while converting the remain-
der into 12-year dollar bonds payable in 19 semi-annual installments after a three-
year ace period. The London Club agreement helped Jordan reduce 60 percent of
its debt to the Club, or 12 percent of its total external debt.

Following successful negotiations in June 1994, Jordan and its bilateral creditors
in the Paris Club reached a $1.2 billion debt rescheduling agreement covering prin-
cipal and interest payments falling due between 1994 and 199? in addition to ar-
rearages from the first half of 1994.

Despite its success at rescheduling its forei debt, the Jordanian government
continued to pressure its bilateral creditors for ebt forgiveness. After the Washing-
ton Declaration of King Hussein and Prime Minister Rabin of Israel in July 1994,
the United States agreed to write off $705 million of Jordanian debt over a three-
year period. An agreement was signed in September 1994 to forgive the first tranche
of $220 million. Other bilateral creditors have followed the United States' example.
The United Kingdom, Germany and France agreed to write off $90 million, $53 mil-
lion and $4.5 million respectively. Even with these commitments, Jordan's total for-
eign debt remains above five billion dollars, one of the highest in the world on a
per capita basis.
5. Significant Barriers to U.S. Exports

Import Licenses: The 1993 Import and Export Law abolished import licensing re-
ý uirement. But due to the lack of implementing regulations, the Jordanian Customs

Department continues to require licenses on all imports except for certain exemp-
tions for agricultural commodities and imports by the royal family and government
agencies. The continued need for import licenses, which are tied to the issuance of
foreign exchange permits controlled by the Central Bank of Jordan (CBJ), hampers
the free flow of trade between the United States and Jordan.

Standards, Testing, Labeling, and Certification: All imports to Jordan are subject
to the approval of the Standards and Measures Department. Foodstuffs and medi.
cines must undergo laboratory testing and certification. Local traders who regularly
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import from the United States complain that Jordanian testing standards for
consumer and durable items are not fully transparent. They also complain that they
are routinely fined for importing U•S. products that contain parts and components
made outside the U.S.

Investment Barriers: There are no restrictions on the degree of foreign ownership
In manufacturing enterprises. However, foreigners may not own more than 49 per.
cent of hotels, restaurants, banks and businesses engaged in trading and transport.Although the government officially encourages foreign investment, an application re-
quires prior approval by the Council of Ministers, which is often a lenkthy process.
To facilitate foreign investment, the Jordan Investment Promotion Department was
separated from the Ministry of Industry and Trade and made an independent agen-
cy in January 1994. The Jordan Investment Corporation, a government agency that
manages the pension fund of civil service employees, encourages foreign participa-
tion In projects that it promotes.

Government Procurement Practices: All government purchases, with a few excep-
tions, are made by the General Supplies Department of the Ministry of Finance.
Foreign bidders are permitted to compete directly with local counterparts in inter-
national tenders financed by the World Bank. However, local tenders are not di-
rectly open to foreign suppliers. By law, foreign companies must submit bids
through their agents. While Jordan's procurement law does not permit non-competi-
tive bidding, the law does not prohibit a government agency from pursuing a selec-
tive tendering process. In addition to the review committees at the Central Tenders
and the General Supplies Departments, the law gives the tender issuing department
the right to accept or reject any bid while withholding information onits decisions.
Foreign bidders may seek recourse only through the Jordanian legal system. In re-
sponse to a recommendation of the Royal Development and Modernization Commis.
sion, a higher procurement commission was created in October 1994 to monitor the
procedures of the Supplies Department.

Customs Procedures: Businessmen often comment that customs procedures are
the greatest impediment to doing business in Jordan. While the government has
often promised to reform its customs regime, overlapping areas of authority and nu-
merous signature clearance requirements remain n place. Actual commodity ap-
praisal and tariff assessment practices commonly differ from written regulations.
Customs officers often make discretionary decisions about tariff and tax applications
when regulations and instructions are conflicting. To secure tariff exemptions, busi-
nessmen must document that imported raw materials will be used in export produc-
tion, and that the final product will have at least a 40 percent Jordanian value-
added content. The Director General of Customs may grant temporary admission
status to certain goods such as heavy machinery and equipment used for executing
government or government-approved projects. Foreign construction companies oper-
ating alone or with Jordanian partners may apply for this temporary admission sta-
tus. The government plans to present amendments to the customs law to Par-
liament In November 1994. These will delegate greater authority from the Minister
of Finance to the Customs Department director, giving him increased discretionary
powers to investigate violations and order confiscations.

6. Export Subsidies Policies
Under Central Bank regulations, 70 percent of profits earned from exports is ex-

empted from corporate income tax, with a maximum exemption of 30 percent of a
company's total income. Excluded are exports under bilateral trade protocols and
phosphate, potash and fertilizer exports. The Central Bank has also implemented
other export financing measures, such as reducing interest rates on advances from
eleven to six percent, reducing the value-added requirement for financing from 40
percent to 25 percent, excluding export advances from outstanding lines of credit,
offering long-term export financing For up to five years, and permitting the Indus-
trial Development Bank to offer export financing loans on machinery imports for 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 (WIPO) and
a party to the i ris Convention for Protection of Industrial Property. Domestically,
Jordan's copyright law, passed by Parliament in 1992, is the counts only recent
effort to extend legal protection to foreign intellectual property. The Trademark and
Patents and Designs Laws have not been amended since the early 1960's. The Copy-
right law deals With all aspects relating to the exclusive rights to 1) copy or repro-
duce works, 2) translate, revise, or otherwise adapt or prepare program derivatives
work, and 3) distribute or publicly communicate copies of the work. Royalties may
be remitted abroad under licensing agreements approved by the Ministry of Indus-
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try and Trade. However, only the intellectual property of Jordanian and foreinau-
thors who register their work Inside the kingdom are protected by Law. Infringe-
ment of U.S. Intellectual property rights is not subject to any penalties.

The government has not yet begun to enforce its copyright law. The pirating of
audio and video tapes for commercial purposes Is a widespread practice, over which
the government exercises no control. Pirated books are also sold in Jordan, although
few, if any, are published within the country. Although the government announced
that it would issue strict measures on copyright protection in January 1994, it has
issued only procedural notes for existing regulations thusfar.

Patents (product and process) must be registered at the Ministry of Industry and
Trade to receive protection. A foreign company may register a patent by sending a
power of attorney to a local patent agent or lawyer. Registration may be renewed
once for a period of 14 years. Protection under the law is only available to domestic
and foreign patents that are registered in Jordan. Infringement of a foreign patent,
such as a manufacturing process for a chemical compound, is considered to be a vio.
lation by Jordanian courts only if it is proved to be an exact duplication.

New Technologies: Computer software piracy is rampant in Jordan's small, but
growinP, computer market. The Government of Jordan has announced that it will
give pority to protecting computer software copyrights, but has not yet taken any
action or issued clear policy directives.

There is no agreement between the United States and Jordan concerning the pro-
tection of US. exports of intellectual property. Although the impact or this lack or
protection may not have been severe enough to cause losses to U.S. firms, it has
created lost opportunities.
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 dealing with issues such as wages, working conditions and worker layoffs. Seven-
teen unions make up the Genera[Federation of Jordanian Trade Unions (GFJTU).
The GFJTU actively participates in the International Labor Organization.

b. The Right to Organize and Bargain Collectiueiy.-GFJTU member unions regu-
larly engage in collective bargaining with employers. Negotiations cover a wide
range of issues, including salaries, safety standards, working conditions and health
and- life Insurance. If a union is unable to reach agrepment with an employer, the
dispute is referred to the Ministry of Labor for arbitration. If the Ministry fails to
act within two weeks the union may strike. Arbitration is the usual means of re-
solving disputes, and labor actions are generally low-key and do not lead to strikes.

c. Prohibition of Forced Compulsory Liabor
Compulsory labor is forbidden by the Jordanian constitution.
d. Minimum Age of Employment of Children.--Children under age 16 ar not per-

mitted to work except in the case of professional apprentices, who may leave the
standard educational track and begin part-time (up to 6 hours a day) training at
age 13.

e. Acceptable Conditions of Work.-Jordan's workers are protected by a com-
prehensive labor code, enforced by 30 full-time Ministry of Labor Inspectors. There
is no comprehensive minimum wage in Jordan. The government maintains and peri-
odically adjusts a minimum wage schedule of various trades, based on recommenda-
tions of an advisory panel consisting 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.
Working conditions and minimum wage for foreign workers are stipulated in bilat-
eral treaties, but are not strictly enforced or consistently adhered to. Jordan also
has a workers' compensation law and a social security system which cover compa-
nies with more than five employees. A new draft labor law is under consideration,
but does not appear to be a hi h priority.

f. Rights in Sectors with U.S. Investment.-Workers' rights i sectors with U.S.
investment do not differ from those in other sectors of the Jordanian economy.

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

[Millions of U.S. dollars]

Category Amount

Petroleum ................................................................................. .(1)
Total M anufacturing ............................................................... (2)
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Extent of U.S. Investment In Selected Industrlesm-U.S. Direct
Investment Position Abroad on an Historical Cost Basis-1993-Contlnued

(Millions of U.S. dollars]

Catwgry Amount

Food & Kindred P r o d u c ts...... 0
Chemicals and Allied Pr o d u cts...................... 0
Metals, Primiary & Fabricated ....................... 0
MachineMy except Electrical ........................ 0
Electric & Electronic Equipment .................... 0
Transportation Eq uipnm e nt........................ 0
Other Manufacturing 00(2)

Wholesale Trade........................................................ 0
Banking.................................................................. (1)
FinancellnsurancW/Real Estate ....................................... (1)
Services.................................................................. 0
Other Industries ........................................................ 0
TOTAL ALL INDUSTRIES ........................................... 16

'Sluppmessed to avoid disclosing data of individual companies.
MLe" than *500.000.
Source: U.S. Department of Commerce, Bureau of Economic Analysi&

KUWAfT

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

1992 199 19941

Income, Production and Employment:
Real GDP (1985 p rices) ............................... N/A N/A N/A
Real GDP Growth (pct.) ............................... 76.3 22.6 5.0
GDP (at current prices)'2............................. 18,762 23,000 121,076
By Sector.

Agriculture ........................................... 46.0 71.0 39
Energy/Water ....................................... - 340.0 323.7 178
Manufacturing....................................... 723.8 761.3 418
Construction......................................... 703.4 738.4 355
Rents.......................... 9.000 000e686"00" 0".0* N/A N/A N/A
Financial Services ................................. 1755.0 796.0 438
Other Services ...................................... N/A N/A N/A
Government/Health/Education................... 5,743.0 5,858.0 3,222

Net Exports of Goods & Services ................... -2,723 11,720 946
Real Per Capita GDP (USD)........................ 13,420 15,674 17,500
Labor Force (000s).).................................. 600 735 745
Unemployment Rate (pct.)..................0.5 0.5 0.5

Money and Prices (annual percentage growth):
Money Supply (M2)................................... -0.58 5.7 2.19
Base Interest Rate (pct.) .............................. 7.5 6.65 6.17
Personal Savings Rate................................ N/A N/A N/A
Retail Inflation......................................... 5.0 5.0 3.0
Wholesale Inflation .................................... N/A N/A N/A
Consumer Price Index 2................................ 110 110 110
Exchange Rate (USD/KD)............................ 3.40 3.32 3.40

Balance of Payments and Trade.:
Total Exports (FOB) ........ .................. 6,693 10,554 5,400

Exports to U.S........................................ 310 2,003 822
Total Imports (CMI ................................... 7,0239 7*052 3,500

Imports from U.S ................................... 1,327 1,009 498
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Key Economic Indicators-Continued
(Millions of UB dollars unless otherwise noted)

19 199 1994

Aid from U.S ........................................................ 0 0 0
Aid from Other Countries ................................... 0 0 0
External Public Debt ........................................... 5,500 5,500 6,216
Debt Service Payments (paid) ............................. N/A N/A 60
Gold and Foreign Exch. Reserves ....................... 3,104 4,034 3,847
Trade Balance ...................................................... -546 3,502 968

Trade Balance with U.S. .................................. -1,017 994 324
N/A--Not available.

S1M94 figures ar for the first and second quarters only.
Potr first half of year, annual rate would be USD 24,152. These statistics are based on the Central Bank

of Kuwait's "the Economic Report 1990-199?* and The Economic Report 1993V These reports reflects a
number of post-liberation revisions and additions In statistics. Hence, previous statistical series should be re-
vised to reflect current data. The estimates for the first two quarters of 1994 are U.S. Embassy estimates
based on Central Bank of Kuwait data and general trends in the economy. The publications cited are avail.
able from the Central Bank of Kuwait.

'Mday 1990 equals 100-ectually the CBK domestic price index.

I. General Policy Frammeork
Kuwait is a politically stable emirate where rule of law prevails. The press is free

and commercial advertising is available. Arabic Is the official language obut English
is widely spoken. Kuwait has a small and relatively open, oil-rich economy which
has created an affluent citizenry who benefit from a generous welfare state. In 1989,
Kuwait's population was 2.3 million. Its current population is 1,752,000 of whom
approximately 669,000 are Kuwaiti citizens. Kuwait's proven crude oiA reserves
amount to approximately 94 billion barrels (i.e., ten percent of total world reserves)
makingKuwait, potentially, a very rich nation well into the next century.

The Kuwaiti economy has been subject to several severe shocks over the past two
decades. These include a massive increase in government intervention and control
of the commercial economy during the late 1970's and eafly 1980Ws; the collapse of
the Souk al Manakh-an unregulated curbside securities market-in 1982; thie col.
lapse of world oil prices during the mid-1980's; the Iraqi invasion of 1990 and the
massive rebuilding effbtt undertaken after the liberation in 1991. The Kuwaiti
budget for FY 94/95 will be in deficit by over 1.7 billion Kuwaiti Dinars (USD 5.8
billion). Revenues will be KD 2,637.2 billion, virtually all from oil. FY 94/95 reve-
nues will be 6.5 percent less than FY 93/94- projections while expenditures will be
11 percent higher than FY/94. The deficit increase is caused in part by the inclusion
In te budget of almost KD 450 million (USD 1.5 billion) of arms purchases that
were included-in supplemental budgets rather than the regular budget.

A World Bank report summary, published in the local English press in the sum.
mer of 1993, advocates an economic program that will reduce the deficit, privatize
many government-owned companies and services, reduce subsidies and promote em-
ployment of Kuwaiti citizens in the private sector. Most officials agree with the
overall conclusions of the report. That said, little has been done to date to move to-
ward specific implementation of the report's recommendations.

A "diflIcult debts" law passed the National Assembly in 1993. The Government
of Kuwait purchased the commercial debts of the banking system with US!) 20 bil-
lion worth of government bonds. The debtors were given the option or a twelve-year
interest-free rescheduling of their debt or an "immediate payment" of approximately
45 percent of the balance of the debt. Local banks are administering the program
for the Government of Kuwait. The law contains a September 1995 "immediate pay.
ment" deadline which has led to a more conservative investment posture on the part
of the private sector. There may be revisions in the regulations governing the law.
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. Equit, oan capital, interest, dividends, profits,
royalties, fees and personal savings can all be transferred in or out of Kuwait with-
out hindrance. The Central Bank maintained this police during the uncertainties of
October 1994 when Iraq mounted a serious threat on Kuwait's border. The Kuwaiti
Dinar itself is freely convertible at an exchange rate calculated daily on the basis
of a basket of currencies which reflects Kuwait's trade and capital flows. In practice,
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the Kuwaiti Dinar has closely followed the exchange rate fluctuations of the U.S.
Dollar over the past year, as the Dollar makes up over half of the basket.
3. Structural Policies

As a member of the Gulf Cooperation Council (GCC), Kuwait plays a part in GCC
efforts to promote economic integration among its member states. In practice, this
means duty free imports from other GCC states and adoption of some GCC product
standards.

There are three basic points worth noting about the government's structural poli-
cies in Kuwait. First, policies as a body tend to strongly favor Kuwaiti citizens and
Kuwaiti-owned companies. Income taxes, for instance, are only levied on foreign cor-
porations and' foreign interests in Kuwaiti corporations, at rates that may range as
high as 55 percent of all net income. Individuals are not subject to income taxes,
w ich eliminates one government tool used in other countries to institute social or
investment policies. Foreign investment, similarly, is welcome in Kuwait, but only
in select sectors as minority partners and only on terms compatible with continued
Kuwaiti control of all basic economic activities. Moreover, some sectors of the econ-
omy-including oil, banking, insurance and real estate--have traditionally been
closed to foreign investment.

There are proposals to allow foreign equity participation in the banking sector (up
to 40 percent) and in the upstream oil sector (terms still to be determined). Foreign.
ers (with the exception of nationals from some GCC states) are forbidden to trade
in Kuwaiti stocks on the Kuwaiti Stock Exchange except through the medium of
unit trusts.

Foreign nationals, who represent a majority of the population, are prohibited from
having majority ownership in virtually every business other than certain small serv-
ice-oriented businesses and may not own property (there are some exceptions for
citizens of other GCC states). In past years, as part of its deliberate demographic
poli to reduce the number of expatriates in the country, the government also madet difcult for foreign workers to sponsor their families for residency by installing
high minimum wage requirements for the individual workers wishing to apply for
family visas. Currently, third-country nationals employed in the private sector must
earn approximately $2,000 a month, while public sector employees must earn $1,400
a month in order to sponsor their families fn Kuwait. This is currently under review
and the income levels may be reduced to permit more families to come to Kuwait.Families may elect to stay in their country of origin, however, since the cost of living
is comparatively higher in Kuwait than in other Arab or South Asian countries. FF.
nally, In labor markets, resident foreign nationals are subject to stringent visa re-
quirements, special taxes and fees that are intended to both discourage their employ
and limit their tenure in Kuwait.

Biases are also in place in regard to trade. Government procurement policies, for
Instance, generally specify loca[-products, when available, and prescribe a 10 per-
cent price advantage for local companies on government tenders. There is also a
blanket agency requirement, which requires all foreign compares trading in Kuwait
to either engage a-Kuwaiti agent or establish a Kuwaiti company with majority Ku-
waiti ownership and management.

Secondly, price signals are only partially operational in Kuwait. In many ways,
Kuwait is stil a welfare 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 public 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' (such as medical care overseas, free or cheap building lots and
subsidized home mortgages) 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 and Kuwait's
share of the additional expenses of the October 1994 "Vigilant Warrior" exercise u n.
dertaken in response to Iraqi provocations has highlighted the need for Kuwait to
contemplate the World Bank recommendations particularly reduced subsidies, in-
creased fees and possible taxes on Kuwaitis and expatriates. A proposal for a short-
term, emergency wage tax was quickly killed andreplaced with a system of vol-
untary donations for the national defense.
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 variously have been valued at between USD 80 billion and
USD 100 billion. A current reasonable estimate of the value of Kuwait's performing
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assets in the Future Generations Fund would be in the range of USD 35 to 39 bil-
lion.

Kuwait owes a USD 5.5 billion Jumbo loan to foreign banks and other amounts
to oicial export credit agencies (ECA). According to Government of Kuwait oMcials,
these obligations will be paid on schedule and according to terms. In 1995, Kuwait
Is scheduled to pay USD 2.486 billion which will increase to USD 3.298 billion in
1996.
5. S4/pdntct Barrlre to U.S. Export.

There are few significant barriers to US. exports in Kuwait. Tariffs are low (cur-
rently,,no higher than four percent on any product), although there are proposals
to rain some tariffs on January 1, 1995, as part of a GCC 'harmonization upward,"
which contradicts efforts in most other countries to lower tariffs. There are also rev.
enue reasons for considering tariff increases.

Kuwait is a Muslim country and does not permit the import of alcohol or pork
from anycountry. It continues to participate in the Arab League primary boycott
of Israel. Kuwait has renounced the secondary and tertiary boycotts of Israel. Boy-
cott questions involving U.S. firms should be referred to the US. Embassy in Ku.
wait or to responsible-U.S. Government agencies in the US. Finally, Kuwait has
a new offset program which will establish significant investment and/or
countertrade obligations for all foreign suppliers in the case of all government con.
tracts In excess of KD 1.0 million ESD 3.40 million).
6. Export Subsidies Policies

Kuwait does not directly subsidize any of its exports which consist almost exclu-
sively of crude oil petroleum products and fertilizer. Almost 98 percent of Kuwait's
food is imported. Small amounts of local vegetables are grown by farmers receiving
government subsidies, and small amounts of these vegetables are sold to neighbor-
ing countries. However, not enough of these vegetables are grown or sold to make
any significant impact on local or foreign agricultural markets. Periodically, Kuwait
cracks down on the re-export of subsidized Imports such as food and medicine.
7. Protection of U.S. Intdlectual Property

Kuwait is a founding member of the new World Trade Organization. In keeping
with related obligations under the Uruguay Round/ Trade Related Intellectual Prop.
erty Agreement (TRIPS) it will have to begin to implement laws and practices con-
sistent with international conventions on intellectual property protection (notably
the Berne Convention for the Protection of Literary and Artistic Works and the
Paris Convention for the Protection of Industrial Property.) Currently, intellectual
property rights protection is extremely minimal in Kuwait. Kuwait is not party to
any worldwide conventions for the protection of intellectual property rights. Ku-
wait's laws do not address important areas of intellectual property and those areas
which are addressed in law do not provide adequate deterrents to piracy.

Kuwait has no copyright law, with the result that there is now a large, overt mar-
ket for pirated software, cassettes and videotapes, as well as unauthorized Arabic
translations of foreign language books. A draft copyright law beingprepared by the
Government of Kuwait was still not complete by the end of 1994. There is concern
that the content of the draft may still not include adequate protection for foreign
works, sound recordings or compilations of facts and data. The adequacy of terms
of protection for various types of works and the need for deterrent penalties for In-
fringement are also concerns the US. has raised with officials in the Kuwaiti gov-
ernment.

Kuwait has had patent and trademark laws since 1962, but the penalties under
both are so low (a maximum fine of USD 2,100) as to be effectively irrelevant in
deterring illegal activities. The patent law excludes certain products such as chemi-
cal inventions involving foods, pharmaceuticals and other medicines, from protec-
tion. Among patentable products and processes it offers a term of protection of only
15 rather than the more conventional 20 years. It also contains extraordinary provi.
sions for compulsory licensing whenever a patent is insufficiently used in Kuwait
or Is of "great Importance to national industry."
8. Worker Rights

a. The Right of Association.-Kuwait is a member of the International Labor Or.
ganization (LO) and has ratified the 1948 ILO Convention 87 on Freedom of Asso-
ciation.

Both Kuwaiti and non-Kuwaiti workers have the right to establish and join
unions but the government restricts the right of association b.y limiting the number
of unions whici may be established. There are certain additional restrictions on
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non-Kuwaiti workers. In 1994, 28,400 workers in Kuwait wee organized as union
members; non-Kuwaitis constituted 33 percent orunionized workers. _m

New unions must have at least 100 members, 15 of whom must be Kuwaf. Expa.
triate workers, who comprise about 80 percent of the labor force in Kuwait are al.
lowed to join unions after five years residence, but only as nonvoting members. In
practice, foreign workers can join unions after one year.

One law requires that workers may establish only one union in any occupational
trade, and that the unions may establish only one federation. Both the ILO and
International Confederation of Free Trade Unions (ICFTU) have criticized this re-
quirement since it discourages unions in sectors employing few Kuwaiti citizens (e.g.
In construction).

b. The Right to Organize and Bargain Collectively.-Although legally unions are
independent organizations, in fact, the government maintains a large oversight role
with regard to their financial records: 90 percent of union budgets are in the form
of government subsidies. Unions must also follow a standard format for internal
rules and constitutions, which includes prohibitions of any involvement in domestic
political, religious, or sectarian issues. In practice, these limitations have not pre.
vented unions from engaging in a wide range of activities. A court (under certain
circumstances) or the Mir may dissolve a union. In practice, no union has been
dissolved in either manner. Kuwaiti citizen union members have the right to elect
representatives of their own choosing, provided the candidates are also Kuwaitis
and can demonstrate that they have no criminal record.

All but two unions, the Bank Workers Union and the Kuwait Airways Workers
Union, are affiliated with the Kuwait Trade Union Federation (KTUF). The KTUF
consists of nine civil service unions and three oil sector unions but the. oil unions
have equal representation (36 members) In the 72-member KTUF Assembly. The
KTUF belongs to the International Confederation of Arab Trade Unions and the for-
merly Soviet-controlled World Federation of Trade Unions.

The KTUF opned an 'Expatriate Labor Office,' responsible for resolving prob-
lems between foreign workers and their employers in the private sector. The office
is not connected with the government. It provides assistance to all foreign laborers.
regardless of whether or not they are union members.

The right to strike is recognized, but limited by Kuwait's labor law, which stipu-
lates compulsory negotiation, followed by arbitration if a settlement cannot he
reached between labor and management. There are no specific legal provisos to pro-
hibit retribution against strikers and strike leaders. Despite limitations, strikes do
occur. In 1994, one strike was called by cleaning personnel in Kuwaiti schools for
a pay raise; the second, by security guards at the Social Welfare Home over unpaid
wages. The majority of these workers were expatriates.

The ILO has critized: Kuwait's prohibition on more than one trade union for a
given field; the requirement that a new union must have at least 100 workers; the
five-year residence requirement for foreign workers to join a trade union; the denial
to foreign trade unionists voting rights and the right to be elected to union posi-
tions; the prohibition against trade unions engaging in any political or religious ac-
tivity; and the reversion of trade union assets to the Ministry of Social Afairs and
Labor in the event of dissolution.

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 absent
their employers' consent. Kuwaiti sponsorship is necessary in order to obtain a resi-
dence permit and foreign workers cannot change their employment without permis-
sion from their original sponsors. Domestic servants are particularly vulnerable to
abuses from this practice because they are not protected by Kuwaiti labor law. In
addition, domestic servants who run away from their employers can be treated as
criminals under Kuwaiti law for violations of their work and residence permits, es-
pe.ially if they attempt to work for a new employer without permits.Sponsors frequently hesitate to grant their servants permission to change jobs be-
cause of the financial investment travel medical examinations and visas- made be-
fore they even arrive in Kuwait (often 6SD 700-1,000). In many cases, employers
can exercise control over servants by holding their passports. The practice is prohib-
ited, however, and the government has acted to retrieve passports of maids involved
in work disputes. There are some reports employers illegally withheld wages from
domestic sern a.ItS to cover the costs involved in bringing them to Kuwait. The gov-
ernment has dor.c little, if anything, to protect domestics in such cases.

d. Minimum Age for Employment of Children.-Under Kuwaiti law, the minimum
employment age is 18 years for all forms of work, both full- and part-time. Compul-
sory education laws exist for children between the ages of 6 and 15. The Minister
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of Social Affairs and Labor Is charged with enforcing minimum age regulations. The
laws am not fully observed in the nonindustrial sector, although no instances Involv-
Ing uwaiti children have been alleged. Children may be employed part.timo In
small family businesses. There have been unconfirmed reports of some South Asian
domestics under 18 who falsified their age to enter Kuwait.

Employers may obtain Ministry pernits to employ juveniles (14-48 years old) in
certain trades. Juveniles may worksa maximum of six hours daily, provided they
work no more than four consecutive hours followed by at least an hour of rest.

e. Acceptable Conditions of Work.-The Ministry of Social Affairs and Labor Is re-
sponsible for enforcing all labor laws. A two-tiered labor market ensures high wages
for Kuwaiti employees while foreign workers particularly unskilled laborers, receive
substantially lower wages. In 1993, the minimum wage in the public sector, set by
the government, was riately USD 630 a month (180 Kuwaiti Dinars) for Ku-
waitis and approximately USD3 15 a month (90 Kuwaiti Dinars) for non-Kuwaitis.
There Is no legal minimum wage In the private sector although occasionally it has
been suggested.

The la-bor law establishes general conditions of work for both the public and the
private sectors, with the oil industry treated separately. Women are permitted to
work throughout the oil industry, except in hazardous areas and activities, with
equal ta or equal work. The civil service law prescribes additional conditions for
the publIc sector. It limits the standard workweek to 48 hours with one full day of
rest per week, provides for a minimum of 14 days of leave annually, and establishes
a compensation schedule for industrial accidents.

Foreign laborers frequently face contractual disputes, poor working conditions
and in some cases, physical abuse. Domestic servants, excluded from the purview
of Kuwait's labor laws, frequently work hours greatly in excess of 48 hours. Re.
course is uneven. Domestic servants from Asian countries have complained in some
cases of the lack of assistance from their embassies. In other cases, embassies have
founded shelters for abused domestics and worked with the Kuwaiti government to
repatriate workers who wished to return home.

The ILO has urged Kuwait to guarantee the weekly 24-consecutive-hour rest pe-
riod to temporary workers employed for a period of less than six months and work.
ers in enterprises employingfewer than five persons. In November 1994, the govern-
ment received an ILO Expert Delegation for consultations on possible labor reform.

Laws and regulations do exist on health and safety, medical care and compensa.
tion. However, compliance and enforcement appear poor, especially regarding un-
skilled foreign laborers. While Kuwaiti employers have been known to exploit work-
ers' willingness to accept substandard conditions, workers can remove themselves
from hazardous work situations without jeopardizing their jobs, and legal protec-
tions exist for workers who file complaints. The government periodically inspects in-
stallations to raise awareness among workers and employers and ensure that they
abide by the rules.

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-1993

[Millions or U.S. d0olarui

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/Insur ::ice/Real Estate .............................................. (2)
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Extent of UAL Investaet i nSe hled ndustrwe--U.8. Direct
Investment Position Abroad on an Historical Cost Basis-1993--Continued

(Millionf t UA. dollars)

cato.pqAmount

Services .............................................................................. .. (.)
Other Industries ...................................................................... 8
TOTAL ALL INDUSTRIES ........... ........ (1)

I dupp toavoibcln dod dait a dat huai . eodpinipano
*Lm than $500P&00
Sourw U.S. Departaonot af Commerce, Burmau ovf l Analys

MOROCCO

Key Economic Indicators
(Millions or U.s. dollar unile. otherwise noted)

1992 .. 19. 19"4
Income, Production and Employment:

Real GDP (billions, in 1980 DHs) ....................... 110.3 109.1 117.8
Real GDP Growth (pct.) ................................. -4.4 - 1.1 8.0
GDP (at current prices).....................28,253 26,636 30,419
By Sector'.

Agriculture/Fishing .......................................... 4,220 3,809 5,333
Mining................592 524 576
Energy/Water .................................................... 2,084 2,043 2,369
Manufacturing .................................................. 5,118 4,800 5,184
Construction ..................................................... 1,410 1,252 1,327
Commerce ......................................................... 6,010 5,555 6,111
Other Services .................................................. 3,411 3,370 3,707
Transport/Communications ............................. 1,779 1,788 1,966
Government ...................................................... 3,628 3,496 3,845

Per Capita GDP (USD) ........................................ 1,112 1,021 1,142
Labor Force (millions)'I ....................................... 4.1 4.3 4.6
Unemployment (pct.)1........................ .0.......... 16.0 16.0 16.0

Money and Prices (annual percentage growth):
Money Supply (M2) .............................................. 9.3 8.7 12.7
Maximum Lending Rate 2.................................... 15.6 14.0 12.0
Private Savings Rate (pct. GDP) ........................ 4.9 6.1 8.0
Retail Inflation ..................................................... 5.7 5.2 5.4
Wholesale Inflation .............................................. 2.8 4.5 2.7
Exchange Rate (year.end, DH/USD)............ .8.5 9.3 9.3

Balance of Payments and Trade:
Total Exports (FOB) ............................................ 3,977 3,685 4,138

Exports to US .................................................. 149 126 N/A
Total Imports (CAF) ............................................ 7,356 6,646 7,503

Imports from US.............................................. 435 672 N/A
Aid from US.S3 ..................................................... 126 112 51
External Public Debt ........................................... 20,422 20,246 20,525
Debt Service Ratio4 ............................................. 37.3 38.1 34.7
Foreign Exchange Reserves ................................ 3,948 4,105 4,100
Trade Balance ...................................................... -3,379 -2,961 -3,365

Trade Balance with U.S ................................... -286 -546 N/A
NIA-Not available.'Urban.
$Year-end rate, not chanp
p5 iscs] year.4 As aPerent o "ods fanonctor semrvkes and pvate transfers.

"sProjetions bAsed oa daztaavailable October to.
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. General Policy Framework
Morocco boasts the largest phosphate reserves in the world, a diverse agricultural

sector (including fishing& a large tourist industry, a growing manufacturing sector
(especially clothng), and considerable inflows of funds from Moroccan expatriate
woi-kers. Most of Morocco's trade is with Europe, with France alone accounting for
about a quarter of Morocco's imports and a third of its exports.

The Moroccan Government has pursued an economic reform program supported
by the International Monetary Fund (IMP) and the World Bank since the early
U198s. It has restrained government spending, revised the tax system, reformed the
banking system, followed appropriate monetary policies, eased import restrictions
lowered tariffs and liberalizedthe foreign exchange regime. Further reforms are still
needed in some areas, notably trade and agriculture.

The government eased slightly both monetary and fiscal policy over the last year.
In late 1993 the Central Bank reduced the reserve requirement from 25 to 10 per.
cent, but required the value of additional reserves made available by the measure
to be placed in interest-bearing treasury bonds. The growth in deposits after October1993 is only subject to the 10 percent reserve requirement, and not to the treasury
bond requirement. This led to an increase in the growth of the money supply (M2)
from 8.7 percent in 1993 to an annualized rate of over 12 percent by late 1994.

The government's budget deficit is running above initial projections in 1994 due
to unfulfilled expectations contained in the budget, unfavorable exogenous develop.
ments and new spending initiatives not included in the budget. The government
took measures to reduce spending during the second half of 1994 year-in order to
stem the growing deficit. The government also relies increasingly on the sale of as-
sets under its privatization program to offset higher spending. The deficit is fi-
nanced largely through the domestic sale of government paper.

Overall, reforms have contributed to lower inflation, narrower fiscal and current
account deficits and modest growth in per capita income during the last decade.
While the overall trend has been positive, there have been wide year-to-year fluctua-
tions due to exogenous factors such as rainfall and conditions in Morocco's export
markets. The economy rebounded sharply in 1994, with real GDP expected to grow
by over eight percent. Virtually all of the growth is due to a record cereals harvest
following drought-depressed harvests in 1992 and 1993. Nonagricultural GDP is
only expected to grow by two to three percent in real terms.
2. Exchange Rate Policies

The Moroccan dirham is convertible for all current transactions (as defined by the
IMF's Article VIII) as well as for some capital transactions, notably capital repatri-.
ation by foreign investors. Foreign exchange is routinely available through commer.
cial banks for such transactions on presentation of documents. Moroccan companies
may borrow abroad without prior government permission.

The Central Bank sets the exchange rate for the dirham against a basket of cur-
rencies of its principal trading partners, particularly the French franc and other Eu-
ropean currencies. The rate against the basket has been steady since a nine percent
devaluation in May 1990, wivth changes in the rates of individual currencies reflect-
ing changes in cross rates. The large weight given to European currencies in the
basket means that the fluctuation of the dollar against those currencies results in
a greater volatility of the dollar than the European currencies against the dirham.
This increases the foreign exchange risk of importing from the United States as
compared to importing from Europe.
3. Structural Policies

Morocco's trade regime is in a flux. A new foreign trade act passed in 1992 re-
verses a legal presumption of import protection, spelling out permissible grounds for
exceptions to the general principle of free trade and providing a legal basis for anti.
dumping and countervailing duties. It replaces quantitative restrictions with tariffs
(both ad valorem and variable) on the importation of politically sensitive items.
However, the new law has not been fully implemented as of late 1994 and nontariff
barriers (i.e. licensing requirements) remain on a number of goods notably agricul.
tural products and crude oil. Many of these requirements are scheduled to be elimi-
nated by January 1995 under the Uruguay Round agreement.

Interest rate policy has also changed in recent years. In early 1994 the govern.
meant revised the interest rate ceilings on bank loans. The ceiling had previously
been set as a 2.5 percentage point markup over the average rate banks receive on
deposits, excluding the below-market-rates for some required holdings. The new coil.
ing is set as a three to four percent markup over the rate received on deposits, in-cludingthe beow-market-rates on required deposits. The effect of the change is to
lower the interest rate ceilings, although real rates remain high.
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Morocco has a three-part tax structure consisting of a value added tax (VAT) a
corporate profits tax, and an individual income tax. The investment code provides
exemptions from some taxesbased on the type and location of investment. In 1993
the government lowered the maximum personal and erporate income taxes and re-
duced the tax on stock dividends.
4. Debt Management Policies

Morocco's foreign debt burden has declined steadily in recent years. Foreign debt
fell from 128 percent of GDP in 1985 to about 67 percent of GDP in 1994. Similarly.
debt service parents before rescheduling, as a share of goods and services exports,
fell from over 8 percei~t In 1985 to about 35 percent in 1994, which is roughly what
actual rescheduled debt service payments averaged in recent years. The Moroccan
Government therefore does not foresee the need ror further Pans Club rescheduling.
5. Significant Barriers to U.S. Exports and Investment

Import licenses: Morocco has eliminated import licensing requirements on a num-
ber of'items in recent years. Import licensing requirements for several items, includ.
ing sugar, cereals and edible oMis, are slated to be eliminated in early 1995. That
A leave mainly motor vehicles, used clothing and explosives covered by import li.
censinagrequirements.

Tariffs: Tariffs have been gradually reduced in recent years. By 1993 the maxi-
mum tariff was 35 percent and the (trade-weighted) average tariff was about 13 per-
cent. That trend is now being reversed as Morocco replaces quantitative restrictions
with higher tariffs on a number of products. In particular, tariffs of up to 300 per-
cent were imposed in late 1993 on dairy and meat products in conjunction with the
elimination of licensing requirements on those items. Tariffs of between 73 and 311
percent may be imposed on cereals, edible oils and sugar following the elimination
of licensing requirements and reference price systems on those goods early next
yjar. There is also a 10 to 15 percent surtax on imports.

Services barriers: In November 1989 Parliament abrogated a 1973 law requiring
majority Moroccan ownership of firms in a wide range oT industries, thus eliminat-
ing what had been a barrier to U.S. investment in Morocco. In 1993 the Moroccan
Government repealed the 1974 decree limiting foreign ownership in the petroleum
refining and distribution sector, which allowed Mobil Oil to buy back theMoroccan
Government's 50 percent share of Mobil's Moroccan subsidiary in 1994.

Standards, testing, labeling and certification: Morocco applies approximately 500
industrial standards based on international norms. These apply primarily to packag-
ing, metallurgy alid construction. Sanitary regulations apply to virtually all food im-
ports. Meat must be slaughtered according tolIslamic law.

Investment barriers: The Moroccan Government actively encourages foreign In-
vestment. The investment law contains separate sectoral codes covering industry,
tourism, housing, maritime, mining, petroleum exploitation and exports. These
codes generally provide incentives equally to both Moroccan and foreign investors.
There are no foreign investor performance requirements, although investors receive
incentives such as tax breaks under the varnous sectoral codes depending on the
size, sector, and location of the investment. Investment screening procedures, appli.
cable to both domestic and foreign investors, are implemented only when an inves-
tor requests benefits under the applicable sector code.

Government procurement practices: While Moroccan government procurement
regulations allow for preferences for Moroccan bidders, the effect of the preference
on U.S. companies is limited. Virtually all of the government procurement contracts
that interests U.S. companies are large projects -or which the competition is non-
Moroccan (mainly Europan) companies. Many of these projects are financed by
multilateral development banks which impose their own nondiscriminatory procure-
ment regulations. US. companies sometimes have dilficultien with the requirement
that bids for government procurement be in French.

Customs procedures: In principle customs procedures are simple.and straight-
forward, but in practice they are sometimes marked by delays. A commercial invoice
is required, but no special invoice form is necessary. Certification as to country or
origin of the goods is required.
6. Export Subsidies Policies

There are no direct export subsidies. The centerpiece of export promotion policy
is a temporary admission scheme which allows for suspension of duties and licens-
ing requirements on imported inputs for export production. This scheme has been
extended to include indirect exporters (local suppliers to exporters). In addition,.a
prior export program exists, whereby exporters can claim a refund on duties paid

on imports which were subsequently transformed and exported.
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The government maintains an export industry investment code which provides up
to five years' tax holiday on 50 percent of profits for qualified Moroccan and foreign
investors. Morocco is not a signatory of the GATT subsidies code.
7. Protection of US. Intellectual Property

Morocco is a member of the World Intellectual Property Organization (WIPO) and
Is a party to several International agreements including: (a) the Berne Convention
for the Protection of Literary and Artistic Works, (b) the Paris Convention for the
Protection of Industrial Property, (c) the Universal Copyright Convention, (d) the
Brussels Convention Relating to the Distribution of Piogramme-Carrying Signals
Transmitted by Satellite Convention, (e) the Madrid Agreement Concerning the
International Registration of Marks, (if) the Nice Agreement Concerning the Inter-
national Classification of Goods and Services for the Purposes of the Registration
of Marks and (g) the Hague Agreement Concerning the International Deposit of In-
dustrial Designs.

Copyright: Computer software is not specifically covered by Morocco's copyright
law and software piracy is a widespread problem.

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
fied 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.
Counterfeiting is primarily for local sales 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 ten percent
of Morocco's 4.6 million urban workers are unionized, mostly in the public sector.
The selection of union officers and the carrying out of their duties are sometimes
subject to government pressure. The constitutional right to strike was called into
question in 1994 when the government sought to ban a general strike proposed by
one union. The government contended that the right to strike requires implement-
ing legislation, which has never been adopted. Umnons and human rights groups re-
jected the government interpretation. The strike call was finally rescinded by the
union. More narrowly focused strikes continue to occur, although strikers often en-
counter police harassment antd arrest. Many work stoppages are intended to adver-
tise grievances and last 24 hours or less.

b. 'The Right to Organize and Bargain Collectively.-While the protection of the
right to organize and-bargain collectively exists in the constitution and labor law,
the government does not always enforce the protections fully. Laws protecting collec-tive bargaiinig are not highly developed, although an implied right is exercised. The
multiplicity of trade 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 apprenticedbefore 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.-The minimum wage was raised ten percent on
July I, 1994, to about $168 a month. This was the first raise in the minimum wage
in two years. The minimum wage is not enforced effectively in the informal sector
of the economy. It is enforced fairly effectively throughout the industrialized, union.
ized 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 max.
imum work week with not more than 10 hours for any single day, premium pay
for overtime, paid public and annual holidays, and minimum conditions for health
and safety, including the prohibition of night work for women and minors. As with
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other regulations and laws, these are observed unevenly, If at all, in the informal
sector.

f. RlghtU in &ctors with U.S. Inatment.-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 US. Investment in Selected Industries.,-U.S. Direct
Investment Position Abroad on an Historical Cost Basis-1993

(Millions of U.S. dollars]

Categry Amount

Petroleum ................................................................................. .(1)
Total Manufacturing ............................................................... 71

Food & Kindred Products....................... .. 27
Chemicals and Allied Products ........................................... 8
Metals, Primary & Fabricated ............................................ (1)
Machinery, except Electrical .............................................. (1)
Electric & Electronic Equipment ....................................... 0
Transportation Equipment ................................................. 0
Other Manufacturing .......................................................... (1)

Wholesale Trade ..................................................................... 0
Banking .................................................................................... (1)
Finance/Insurance/Real Estate ................................... ........... 0
Services ......................................................................... ........... 0
Other Industries ..................................................................... 0
TOTAL ALL INDUSTRIES ......................................... ........... 94

Sup pressedd to avoid disclosing data of individual companieL
Source: U.S. Department of Commerce. Bureau of Economic Analysis.

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

1992 1993 19941

Income, Production and Employment:
Real GDP (1988 prices) ....................................... 8,563.1 N/A N/A
Real GDP Growth (pct.) ....................................... -9.0 N/A N/A
GDP (at current prices) ............................... 11,496.7 11,491.2 N/A
By Sector.

Petroleum .......................................................... 4,733.3 4,193.8 2,082.9
Natural Gas ...................................................... 142.0 157.6 75.7
Mining ............ .............*.. 16.1 8.8 9.9
Oil Refining ....................................................... 53.3 99.9 43.2
Electricity/Water .............................................. 175.5 149.2 85.5
Construction ..................................................... 471.4 489.1 182.8
Wholesale/Retail Trade..................................... 1,601.3 1,728.4 892.1
Government Services ....................................... 2,008.5 2,181.1 982.0
Other Sectors .................................................... 2,418.5 2,625.0 1,536.9
Less.Imputed Bank Charges ........................... -247.5 -254.8 -162.8

Real Per Capita GDP (1988 base) ...................... 6,044.7 5,943.5 N/A
Labor Force (000s) ............................................... 530.0 521.3 N/A
Unemployment Rate (pct.)6.................................. .N/A N/A N/A

Money and Prices (annual percentage growth):
Money Supply (M2) ...................................83,312.7 3,420.3 N/A
Weighted Average Interest Rate on Deposits .... 4.2 2.9 N/A
Personal Saving Rate .......................................... N/A N/A N/A
Consumer Price Inflation .................................... 1.4 1.9 N/A
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K Ey onomic Indlcatorm--Continued

MffiiatiU.dafhus k"le. oU wwe so ed6

Consumer Price Index (1990 base) ..................... 105.6 106.6 N/A
n e Rate ..................................................... 1 rial

equals
USD1 2.60

BlceOf Payment. and Trade: .6
Total Exports (FOB) ........... 5,449.6 5,298.0 4 2,056.3

Exports to U.S. (non.oil) ................................ 26.4 42.1 N/A
Total Imports (CIF) .............................................. 3,900.0 4,112.9 41,596.7

Imports from U.............................................. 256.9 331.8 N/A
Aid fromU. US............................ 30.0 1.6 0.2
Aid from Other Countries ................... 72.7 N/A N/A
External Public Debt ........................................... N/A N/A N/A
Debt Service Payments ........................................ N/A N/A N/A
Gold and FOREX Reserves' ............................... 2,334.5 1,813.4 N/A
Trade Balance ...................................................... 1,549.6 1,185.1 N/A

Trade Balance with U.S.'3............................... 230.5 289.7 N/A
N/A-Not available.
iUnless otherwise indicated, an I9M4 figures an r the first da months only.
2Oold and brodp currency ame Cantral-Dank reserves. Statero enera reserve tund figures are not publicly

available.
'The trade balance with the Us.S does not Include Omani eol purchased by the U.S. on the spot market.

No oil is purchaed direcnt m Oman by Us eompaniel.
'FI noeethroughMy

-ource. Annual Report-1, Central Bank of Oman; monthly statistical buletinsimain economic andso
cial Indicators, Mlnietry of Deveopment.

1. GeneralPolicy Framework
The Sultanate of Oman is a small nation of Just over 2.0 million people (537,000

expatriates) living in the arid mountains and desert plain of the southeastern Ara.
bian Peninsula. Oil production is the foundation of the economy. Oman is a smalloil producer and Its economy moves In lockstep with the worldpre of oil. When
the price of oil falls, Oman's oil revenues and vernment spend swiftly follow.
Although Oman has a per capita GDP ofjust USD 6,0000 a significantpropr.
tion ofits population lives in rural poverty. Oman and the United States have had
diplomatic relations for 150 years and commercial relations for even longer.

Sources of government Income are relatively few in Oman. A corporate income tax
has long been collected from companies which are not 100 percent Omani-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 applies to Omani-owned companies. There is no personal income tax
nor are there property taxes. The most significant sources of income besides oil rove.
nues are the 5 to 20 percent tariffs levied on Imports, revenues from utilities, and
revenues from the I00 percent tariff on tobacco, liquor and pork. Recently, the gov.
ernment imposed substantial increases in the fees/for labor cards and fines were
proposed for companies which do not reach specified levels of 'Omanization" by the
end of 1996. There Is also a tax on companies which employ expatriates which is
used for vocational training/for Omanis.

The 1993 budget deficit stood at 28 percent of net government revenues due to
weak oil prices and resulting slowdown in revenues combined with only a 1.0 per.
cent cut in spending. The government financed the shortfall by drawing down re-
serves and Issuing-development bonds, which were first sold In August 1991. At
least 34 percent of Oman's budget is spent on defense and security, 35 percent on
the activitietof the civil ministnes and 22 percent on capital spending projects.

Oman promotes private investment through a variety of soft loans (through three
specialize development banks) and subsidies, mostly to industrial and agrcultural
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
creating Omani investments. Access by foreigners to the Oman economy is gen.
eralir through Omani agents or partners, although restrictions on asset ownership
are decreasing. Fellow nationals of the Gulf Cooperation Council (GOC) states can
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now Invest in Oman. Oman and Bahrain are exchanging listing on their respective
stock exchanges. In addition, a new investment mutual fund ras been established
allowing non-GCC nationals to buy Omani shares, at least indirectly through the
mutual 1indL

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
dep.sit ratios, treasury bills, rediscount policies, currency swaps and Interest rate
ceilings on deposits and loans. Such tools are used to regulate the commercial
banks, provide foreign exchange and raise revenue, not as a means to control the
money supply. Oman has no legal provision for using government bonds to regulate
the money supply. The large amount of money sent-home by expatriate workers in
the country and by foreign companies in Oman helps ease monetary pressures.
2. Exchange Rate Policies

The rial ishpeggd to the U.S. dollar at a value of one rial to USD 2.60. Oman
last devalued te ial in 1986.
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 serve.
ices. Contracts to provide goods and services to the government, Including the two
largestpurchasers, the National Oil Company and the Defense Ministry, are on the
basis ofopen 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), but these are enforced incon-
sistently.

Wholly Omani-owned companies now face taxes on profits, but at a low rate, giv-
ing them a clear advantage over companies with substantial foreign owners hip.
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.

A recent development In Oman is an Increasing reliance on privatization. Compa.
nies currently owned by the government are being privatized partially or com-
pletely. In addition, new major projects are being designed with a significant private
sector component.
4. Debt Management Policies

Oman's sovereign debt is estimated at USD 2.9 billion. So far the debt is easily
managed and is owed to a consortium of international banks. ¶ihe consortium has
no dculty in finding buyers of this debt. There are no International Monetary
Fund or World Bank adjustment programs and there is no rescheduling of official
or commercial government debt. Oman gives little publicity to the foreign aid that
it donates. In 1993, modest aid packages went to Bosnia and Somalia.
5. Significant Barriers to U.S. Exports

A license is required for all imports to Oman. Special licenses are required to im.
port pharmaceuticals, liquor and defense equipment. The licenses for general mer.
chandise 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
agents 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 withdraw
from the market completely.

There has, however, been one recent change affecting agency agreements. Individ.
uals are now allowed to bring in goods through the ports or airports without paying
the agent's commission. This, however, is a policy more designed to promote activity
at the ports and airports than an attempt to change fundamentally the agency re-
quirements.

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 insurances not permitted.

Oman uses a mix of standards and specifications systems. Generally, GCC stand-
ards are adopted and used. However, because of the long history of trade relations
with Great Britain, British standards have also been adopted for many items. Oman
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is a member of the International Standards Organization and applies standards rec-
ommnended by that organization. US. firms sometimes have trouble meeting dual-
Ianuelabellingruirementsor, because of long shipping periods, complyingwitshsielf-life requirements. _..

With rew exceptions, companies in Oman must be majority Omani-owned, and for.
eign investment is allowed only through joint stock companies or joint ventures. In
order to obtain a waiver for more than 49 percent foreign owneiship, a company
must petition the Minister ofrCommerce and Industry. Even when this privilege is
granted, most foreign companies in Oman find that 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 will waive or reduce the usual
requirements for majority Omani ownership. Use of foreign labor is permitted but
the government demands that companies "Omanize" th, ir work forces as quickly as
possible. The government has recently set minimum "Omanization"_levels for many
sectors of the economy which must be achieved by the end of 1996. Those companies
failing to meet those levels will have to pay a fine equal to half the amount or the
salaries being paid to the expatriates who exceed the numbers permitted.

Oman continues to promote "buy Oman" laws. This is a slow process as very few
locally made goods meeting international standards are available. The tender board
evaluates the-bids of Omani companies for products and services at 10 percent less
than the actual bidprice. In addition, the extremely short lead times make it dif-
ficult to notify U.S. dfrms of trade and investment possibilities which, in turn, makes
it diMfcult for those firms to obtain a local agent and prepare tender documents in
the alloted time.

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 pert can add significantly to the amount of time that it
takes to get goods to the market or inputs toa project.
6. Export Subsidies Policies

Oman's policies on development of light industry, fisheries, and agriculture are
geared to making those sectors competitive internationally. As noted above, inves-tors in those areas receive a full range of tax exemptions, utility discounts, soft
loans and, in some cases, tariff protection. The government has also set up an ex-
port guarantee program which both subsidizes the cost of export loans and guaran-
tees 0Omani exporters payment for exported products. Oman is not yet a member
of the General Agreement on Tariffs and Trade (GATT) but is considering joining.
7. Protection of U.S. Intellectual Property

Oman has a trademark law which the government enforces actively.Official reg.
istration of trademarks appear in most issues of the Official Gazette. Such applica-
tion for trademark protection, however, depends on whether the company has a local
agent. There is no patent or copyright protection, although draft laws on each are
circulating through the Omani government. Oman is not a member of any major
international intellectual property protection conventions..However, Oman has
shown an interest in other views and concerns on intellectual property rights (IPR)
issues. A US. intellectual property rights (IPR) delegation visited Oman in May
1992 and, in early 1994, a World Intellectual Property Organization (WIPO) team
advised the Oman on its draft Copyright Law.

In the past, there have been one or two cases of U.S. firms refusing 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. Pirated
versions of computer software are also available. Nevertheless, local agents of for-
eign companies seek to limit pirating when it cuts into their business marketing le-
gitimate products. In terms of computer software, major companies and government
agencies buy only legitimate products.
8. Worker Rights

a. The Right of Association.-Omani labor law does not presently address the for-
mation of labor unions. Although Oman's labor law does not expressly grant workers
the right to strike in practice, a few strikes have occurred. In 1994 Oman joined
the International Labor Organization and received a visiting ILO delegation in the
fall of 1994. Legislation amending the labor law is currently under review by the
government which may liberalize regulations with respect to the right of association
which Includes the right to strike.

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 employees
to propose the creation of a representative body of worker and management rep-
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resentatives and to relay to the Ministry of Social Affairs and Labor the proposed
constitution for the bod*. Wages are set by employers within guidelines set by the
Ministry. The labor law is a comprehensive doctiment defining conditions of employ.
ment for both Omanis and foreign workers, who constitute 50 percent of the work
force. Work rules must be approved by the Ministry and posted conspicuously in the
workplace. Any employee Omani or expatriate, may file a grievance with the Labor
Welfare Board. The Boar operates impartially and generally gives workers the ben-
efit of the doubt in grievance hearings. Disputes that the Board cannot resolve go
to the Minister of Social Affairs and Labor for decision.

c. Prohibition of Forced or Compulsory Labor.-Forced or compulsory labor is pro.
hibited by law.

d. Minimum Age of 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 idso forbidden to work over-
time or on weekends or holidays without Ministry permission. Education is not com.
pulsor, but the government encourages school attendance. More than 90 percent
of eligible school age children enter primary school.

e. Acceptable Corditions 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 Omani worker in
the capital area with a decent living with something left over for rural relatives.
The same applies to expatriate manual laborers or clerks who, likewise, send money
home. The private sector workweek is 40 to 45 hours (less for Muslims during
Ramadan). The workweek is five days in the public sector and generally five and
one-half days in the private seftor.

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

[Millions of U.8. dollars)

Category Amount

Petroleum ............................................................................... . ... ( )
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 ........................ ........................... (1)
Finance/Insurance/Real Estate ................................... 3
Services ............. ............................................. 4
Other Industries................................................. 0
TOTAL ALL INDUSTRIES ........................... 123

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

SAUDI ARABIA

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

1992 1993 1994I

Income, Production and Employment:
Real GDP (1990 prices) .......................... 115.8 N/A N/A
Real GDP Growth (pct.) ...................... 1.0 N/A N/A
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Key Economic Indlcatorm-Continued
(ilos ow U..& dollars uwlma othmwis noted]

1992 1993 19941t
ii iiii i i i i

GDP (at current prices)* ........................... 121.4 122.6 119.2
By Sector.

Ol.................................647.1 45.6 44.3
Private eor ... ...................... 41.7 43.8 45.0
Government ....... .. .................. 32.6 33.2 30.2

Real Per Capital GDP .. 7,175 7,000 6,575
Money and Primu (annual percentage growth):

Money Supply M2W........................ .5.5 -0.8 4.8
Base Interest Rate5 ......................... 3.53.5 3.9
Wholesale Inflatlon4 ............................................ 1.3 0.6 1.4
Consumer Price Index4 ....................................... -0.4 0.8 0.6
Exchange Rate (SR/USD) ................... 3.75 3.75 3.75

Balance of Payments and Trade:
Total Exports (FOB) ............................................ 47.0 44.9 41.1

Exports to U.S. (FAS)4 .................................... 10.3 7.8 4.0
Total Imports (FOB) ............................................ 30.2 25.9 23.3

Imports from U.S. (FAS)4 ............................... 7.0 6.7 3.2
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 N/A
Debt Service Payments (paid) ............................. 0.0 0.0 N/A
Gold and FOREX Reserves' ............................... 4.8 5.9 5.3
Trade Balance ...................................................... 16.8 19.0 17.8

N/A-Not available.
I Embassy estimates.
sln purchaeers' values.
88sge8 on the official 1992 census data and current GDP.
4Por IM4, data for the first half of the year.
$Averap annual rate for I-month deposits, 1994 average for first half(of the year.

1. General Policy Framework
Saudi Arabia has an open, developing economy with a large government sector.

Its regulations favor Saudis and citizens 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 and labor. But the govern-
ment's interest in promoting econonuc developmentdelense,_and technology trans-
fer helps reduce favoritism toward Saudis and the &C over foreign investors in the
domestic economy.

Oil dominates the Saudi economy, comprising an estimated 37 percent of GDP,
75 rent of budget receipts, and 90 percent of exports in 1993. Much of the non-
oil €)P is tied to oil, as consumption and investment are dependent on oil receipts
and services and supplies are sold to the oil sector. The government sector plays
a significant role in influencing resource allocation within the Saudi economy. N on-
oil budget revenues include customs duties, investment income, and fees and
charges or services.

The Government of Saudi Arabia has recorded budget deficits annually for the
last decade, with the shortfall for 1993 estimated at USD 13 billion-il percent'or
GDP. The government originally financed its fiscal shortfalls by drawing down de-
posits in the Saudi Arabian Monetary Agency (SAMA), the country's central bank,
and began borrowing in 1988 throu . government bonds and bills to conserve its
remaining assets. Defense and security account for nearly one-third of all budgeted
expenditures, and the government also makes large outlays for salaries, capital
projects, services and operations and maintenance programs. The government em-
barked on a major austerity program in 1994-reducing planned spending by 19
percent over the level planned"for 1993-but will likely record its twelfth consecu-
tive budget deficit for the year. King Fahd openly endorsed privatization in 1994,
and the government has begun studying the sale of some state-owned firms.

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
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market operations through repurchases of Saudi government development bonds
and treasury bills. SAMA oversees a financial sector of 12 commercial banks, fve
specialized credit banks, and a variety of nonbank financial institutions.
2. ExchagVe Rot. Policy

The Saudi Riyal (SR) is officially pegged to the IMF's Special Drawing Right
(SDR) atarate of SR 4.28255 to 8DR with margins of 1.25 percent on either
side of the parity. SAMA suspended the margins in 1981 andin practice pegs the
Riyal to the Dollar. Saudi Arabia last devalued the Riyal in June 1986 w;en it set
the official selling rate at SR 3.75 to USD 1. There are no taxes or subsidies on pur-
chases or sales of foreign exchange.

Saudi Arabia imposes no foreign exchange controls on capital receipts or pay.
ments by residents or nonresidents, beyond a prohibition against transactions with
Israel. In accordance with UN resolutions the prohibition has been expanded to in.
clude transactions with Iraq and Serbia. Sanctions against South Africa ended this
year..Local banks are prohibited from inviting foreign banks to participate in Riyal.
denominated transactions inside or outside Saudi Arabia without prior approval of
SAMA. The monetary authorities and all residents may freely and without license
buy, hold, sell, import, and export gold, with the exception of gold of 14 karat or
less, which is prohibited.
3. Structural Policies

The Saudi government has traditionally eschewed price controls, with the excep-
tion of those for basic utilities and energy. Water, electricity, and troleump rod-
ucts are heavily subsidized, with prices often substantially below the costs of pro-
duction in order to share the wealth and spur development. In agriculture, govern-
ment procurement prices for wheat (now USD 400 and 533.33 per ton to large and
small farmers respectively) are substantially above world market levels. The govern-ment adjusted its pricing policy for wheat in_1993 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, foes 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 prowt or less than LJSI)
26,667 to a maximum rate of 45 percent for profits above USD 266,667. Foreign in-
vestors receive tax incentives, including a 10-year tax holiday for approved agricul-
tural and manufacturingprojects with a minimum of 25 eercentSaudi participation.
Saudis and Muslim residents are subject to the "zakatt 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

Saudi Arabia is a net creditor in world financial markets. SAMA manages a for-
eign portfolio of over USD 50 billion in its issue and banking departments and an
estimated USD 15 billion for the autonomous government institutions: the pension
fund, the Saudi Fund for Development, and the General Organization of Social In-
surance. Under SAMA's current conservative definitions, only about USD 10 to 15
billion of its more than USD 50 billion portfolio is available. The remainder is ear-
marked to guarantee the currency or letters of credit. In addition to the overseas
assets managed by SAMA Saudi Arabia's commercial bankinsyster had a net for-
eign asset position of USb 19.7 billion at the end of 1993.Te Saudi government
began 1994 with a foreign debt of USD 4.5 billion from a syndicated loan signed
in 1991. As of November 1994, it had made principal payments of USD 2.7 billion
on that debt. The domestic banks, Saudi Aramco and other state-owned enterprises
have overseas liabilities.

Saudi Arabia has become dependent on borrowing to finance its budget deficits
after having liquidated much ofthe government's deposits in SAMA. The-Saudi gov-
ernment began 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 1993, total Saudi government domestic and foreign debt was an esti-
mated USD 80 bilhon, or 65 percent of GDP. Over 90 percent of this debt is owed
to domestic creditors: the autonomous government institutions, commercial banks.
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and private Saudis. Total interest payments on the debt wore estimated at eight
percent of expenditures in 1993.
5. S1gnifican* Barriers to U.S. ~powte

Although the US. is the Kingdom's largest supplier and investor, trade and in-
vestment barriers appear in a variety of forms. The foreign capital investment code
requires that foreign investment be made in line with the nation's development pri-
orities and include some technology transfer. While there are no legal limitations
on percentage of foreign ownership, prior to 1994, wholly foreign-owned ventures
were unlikely to receive government approval. Foreigners may not invest at all in
joint ventures engaged solely in advertising, trading distribution or marketing. Real
estate ownership is restricted to wholly-owned Saudi entities or citizens of the Gulf
Cooperative Council (GCC).

Saudi labor law requires companies registered in the Kingdom to give preference
to Saudi nationals when hiring. The expatriate workforce in the Kingdom is ap-
proximately four million. Saudi Arabia announced implementation of a Business
Entry fee of Saudi riyals 1,000 (USD 267) in 1995 for working involving Saudi and
non-Saudi companies.

On September 30, 1994, the GCC foreign ministers publicly announced that the
GCC was no longer enforcing the secondary and tertia7 aspects of the Arab League
boycott of IsraeL Some Saudi commercial documentation continues to contain ref.
erences to the Arab League boycott. US. firms often have to seek revision of these
documents before they sign the documentation. The primary boycott against prod.
ucts and services from Israel remains in force.

Import licensing requirements designed to protect domestic industries or restrict
importing to nationals are an obstacle to free trade. Saudi Arabia requires a license
to import agricultural products. In addition, contractors of civilian projects may not
imoort -'%" id instead must purchase equipment and machinery from Saudi
- -,da

Restrictive shelf-life standards for food products act as de facto discrimination in
favor of European and Asian products, which take less time to ship than products
made in the United States.

In 1987, Saudi Arabia enacted regulations favoring GCC-made products in gov.
ernment purchasing. GCC items now receive up to a ten percent price preference
over non-GCC products. Under a 1983 decree, foreign contractors must subcontract
30 percent of the value of the contract, including support services, to majority
Saudi-owned firms, a restriction which US. businessmen consider a serious barrier
to exports of U.S. engineering and construction services. Saudi Arabia negotiates off-
set requirements in connection with certain military purchases and, recently, for
some major civilian projects.

In addition, the government reserves certain services for government-owned com-
panies. Insurance services for government agencies and contractors are reserved for
the national company for cooperative insurance. A "fly-Saudia" (Saudia Airline) pol-
icy applies to government-funded air travel.

Saudi Arabia applies a "fly-Saudia" police to foreign Muslims traveling to the
Kingdom to visit the holy city of Mecca during pilgrimage every year, as well. The
government reserves a percentage of foreign pilgrim traffic for Saudia Airline, and
enforces this policy by regulating the num-berof foreign carriers permitted to land
during the pilgrimage period. The government also gives a preference to national
shipping companies: up to 40 percent of governmental purchases must be shipped
in Saudi-owned vessels.

Saudi customs rules require that incoming goods be accompanied by documenta-
tion certified by an approved member of the Krab-U.S. Chamber of Commerce and
the Saudi Embassy or Consulate in the United States. The latter requirement slows
shipping, adds man-hours and fees, and ultimately increases the cost of the product
to Saudi customers.
6. Export Subsidies Policies

Saudi Arabia has no 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.
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. On April 13, 1994, Saudi Arabia acceded to the Uni-
versal Copyright Convention (UCC). It began enforcing reciprocal protection for
UCC signatories July 13, 1994, although pirated products may still be commonly
found in shops.
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The Kingdom's copyright law went Into offed In 1990. The law provides protection

for the 111i e of th authr plus y years In the cam of books, and in the case of
sound and audio visual works, fer/1H1, of the author plus twenty-five years. Com.
puter prgrams ar also covered, atugh the law does not s eciI a period of pro.
tecUon2The law does not apply to Western works, however, Saudi authorities have
indicated that through the Kangdoms accession to the Universal Copyright Conven-
tion, they will be able to extend protection to Western works. As of November 1994,
overt computer a has decreased, but many pirated videos and sound recordings
are still avllbe Min th marktplace.

Saudi Arabia enacted patent law In 1989. The criteria for determining whether
an invention is patentable ar similar to those applied in the United States. Saudi
law prohibits the unlicensed use, sale or Importation of a product made by a process
subject to tent iptection In Saudi Arabia. At the same time the law allows the
pvernnmntto declare that certain areas of technology are unpatentable. It also per.
mits compulsory licensing of patented products and processes, with or without com-
pensation to the patent holder, for non-use of the patent or for public policy reasons.
As of November 1994, the Saudi Patent Office had not yet acted on any or the 3,000
applications it had received.

'TheoKingdom's trademark laws and regulations conform to international norms,
but U.S. businesses have complained of excessive registration and search fees, as
well as problems with enforcement. Counterfeiting in spare auto parts, cologne,
pharmaceuticals and other consumer products is widespread. Infringement proceed-
nhs are spotty. Some proceedings can take years and cost tens of thousands of dol.

lars, while others can be resolved in less than two weeks. Moreover, many Saudi
judges are trained only in religious law and are perceived as unsympathetic to
trademark claims brought by foreigners.

U.S. industry groups have estimated losses due to lack of copyright protection at
over USD 110 mion In 1992. When losses from trademark counterfeiting and pat.
ent infringement are included, this figure is substantially higher.
8 Worker Rights

a. The Right of Association.-Government decrees prohibit both the formation of
labor unions and strike activity.
. b. The Right to Organize and Bargain Collectively.-This right is not recognized

in Saudi Arabia.
c. Prohibition 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, particularly in the case of domes.
tic servants and in remote areas where workers are unable to leave their places of
employment.

d.Minimum Age for Employment of Children.-The labor law provides for a mini-
mum age of 13, which may be waived by the Ministry of Labor with the consent
of the child's guardian. Children under 18and 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 minimum 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-haU'. it also requires employers to
protect employees from lob-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 at major U.S. firms are generally as
good or better than elsewhere in the Saudi economy. U.S. firms normally work a
five and one-half day week (44 hours) with paid overtime. Overall compensation
tends to be at levels that make employment in U.S. firms very attractive. Safety
and health standards in major U.S. firms in Saudi Arabia compare favorably with
non-U.S. firms in Saudi Arabia.

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

[Millions of U.S. dollars)

Category Amount

Petroleum ................................................................................. .(1)
(1)Total Manufacturing. ..................................................
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Extent of US. Investment in Selected Industries--OU.S. Direct
Investment Position Abroad on an Historical Cost Basis--1993--Continued

[Million. of Us. dollars]

Cstqwy7 Amount

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 .......................................................... 35

Wholesale Trade ............................................................. ......... 27
BanklingG...................................................................................t(1)
Finasnce/InsuranceReal Estate .............................................. (1)
Services .................................................................................... 104
Other Industries ........................................................... ........... (1)
TOTAL ALL INDUSTRIES .................................................... 2,567

Sup.prumad to avoid dialodWg data of individual compani.e..CU.s. Department r Commerm,eBureau of Economic AnalysiR

SYRIA

Key Economic Indicators

1992 1993 C.) 1994 (est.)

Income Production and EmploymentL-
Real GDP (1985 prices) ....................................... 9,778 10,560 10,982
Real GDP Growth (pct.) ....................................... 10 8 4
GDP (at current prices) ....................................... 33,124 35,774 37,205
By Sector.

Agriculture ........................................................ 1,870 2,020 2,100
Energy/Water .................................................... 2,500 2,700 2,808
Manufacturing .................................................. 3,015 3,256 3,386
Construction ..................................................... 240 259 270
Rents ................................................................. N/A N/A N/A
Financial Services ............................................ 407 440 458
Other Services .................................................. 143 155 161
Government/Health/Education ........................ 1,351 1,459 1,518

Net Exports of Goods & Services ........................ 3,100 N/A N/A
Real Per Capita GDP (1985 base) ...................... 752 782 784
Labor Force (000s) ............................................... 3,600 3,900 4,300
Unemployment Rate (est/pct.) ............................ 7 7 7

Income Production and Employment:'
Real GDP (1985 prices) ....................................... 2,607 2,816 2,929
Real GDP Growth (pct.) ....................................... 10 8 4
GDP (at current prices) ....................................... 8,833 9,540 9,921
By Sector.

Agriculture ........................................................ 499 539 560
Energy/Water............................667 720 749
Manufacturing ................................................R804 868 903
Construction ..................................................... 64 69 72
Rents ................................................................. N/A N/A N/A
Financial Services................................. . 108 117 122
Other Services ......................................... .38 41 43
Government/Health/Education ........................ 360 389 405

Net Exports of Goods & Services ........................ 3,100 N/A N/A
Real Per Capita GDP (1985 base) ...................... 201 208 209



488

Key Economic Indicators '--Continued

1992 1993 (ee) 1994 (at.)

Labor Force (000s) ............................................... 3,600 3,900 4,300
Unemployment Rate (est.) ................................... 7 7 7

Money and Prices:
Money supply (M2) (million SP) ......................... 182,125 191,322 191,322
Bane Interest Rate 4 ............................................. 9 9 9
Personal Saving Rate .......................................... 4.8 4.8 4.8
Retail Inflation ..................................................... 12.5 16.0 8.0
Wholesale Inflation .............................................. 9.6 12.0 6.0
Consumer Price Index ......................................... 486 564 609
Exchange Rate (USDASP)

Ofmlcial ............................................ 11.20 11.20 11.20
Blended ............................................................. 26.60 26.60 26.60
"Neighboring Country Rate*?............................ 42 42 42
Offshore market ............................................... 46-52 47-52 49-62

Balance of Payments and Trade. (USD millions)
Total Exports (FOB) ............................................ 3,100 3,400 3,600

Exports to US. ................................................. 45.8 144.7 120.0
Total Imports (Ci).............................................. 3,498 4,100 4,000

Imports from US. ............................................. 214.0 267.2 300.0
Aid from US .................................................. 0 0 0
Aid from Other Countries...................1,753.0 1,358.0 701.9
External Public Debt ........................................... 18,000 19,400 N/A
Debt Service Payments (paid) ............................. 1,399 N/A N/A
Foreign Exchange Reserves ........................'N/A N/A N/A
Gold Holding (millions of troy ounces)........... 0.833 0.833 0.833
Trade Balance ...................................................... -398.0 -700.0 -400.0

Trade Balance with U.S................................... -168.2 -122.5 -180.0
N/A-Not available.1Tha Syrian Government has not published its 1993 statistics as of the completion of this report. Further,

the government's 1992 economic statistics remain estimates. AD figures In the preceding tables are estimates
baed on the government's 1992 estimates, other sources in the public domain, and the U.S. Embassy's owncalculations.

2 Millions of U.S. dollars converted at the omcial rate of 11.2 Syrian poundal I U.S. dollar.
$Millions of U.S. dollars converted at the 'Neighboring Country" rate cro42 Syrian pounds It U.S. dollar.4A11 banks in Syria are nationalized and interest rates are set by law, ranging from two percent far t.

nancing of the export and storage of barley to nine percent ror certain private sector lonsa. Savings rates
range from twopercent on public sector "current accounts and sight deposits* to nine percent on "other in-
vestment bonds. Most rates have not changed in 10 years.

1. General Policy Framework
In the past year, the Syrian government, except for tightening exchange rate con-

trols, has acted to reduce administrative barriers to U.S. exports. The pn'vato sector,
responding to these and other reforms, has increased its imports beyond those of
the public sector, however, increases of US. exports to Syria have lagged behind
those of other countries, probably due to continued US. Government foreign policy
sanctions and remaining Syria administrative and legal barriers to trade. As a re-
ward for participation in the Gulf War, Arab Gulf states have contributed large, but
declining amounts of aid, to Syria over the past three years. These allocations, over
USD 1.7Ibillion in 1992, and USD 1.3 billion in 1993, have gone to rehabilitate Syr-
ia's telecommunications and electrical power generation sectors.

Prospects for Syrian private sector investment and imports continue to improve,
spurred by economic reforms Including an investment encouragement law. Recent
liberalization actions of the Syrian government permit private exporters to retain
some foreign exchange exort earnings to finance permitted imports for manufactur-
ing inputs, as well as other listed products. The rate of retention depends on the
type of products exported: 75 percent of industrial export earnings, 100 percent of
agricultural sales. Although retaining a monopoly on "strategic" imports, sch as
wheat and flour, the Government continued to expand the list of permitted imports
during 1994 including items, such as sugar and rice, formerly reserved for public
sector impoting agencies. During 1993 the government attempted to interdict many
of the goods imported for the *unofficial market and succeed briefly in reducing
supplies. Ultimately it discontinued the activity because of Inadequate resources to
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enforce the interdict and the strong public demand for such goods. Responding to
the demand, the government began expanding the Hlt of importable goods.

The United States imposed trade controls in 1979 as a response to Syria's involve.
ment with terrorism. The US. 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 parts,
and computers of U.S. origin or containing US. 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
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 principle tool for managing
the economy. Through 1992, the Syrian government's ability to raise official prices
on many consumer items (effectively reducing subsidies), improve tax collections,
and increase transfers from state enterprises, while reducing commitments of Syr-
ian resources to capital expenditures, enabled it to reduce budget deficits, leading
to a balanced budget in 1992. However, the last two annual budgets have.been in
deficit, due the cost of maintaining Syria's large military establishment (both do.
mestically and in Lebanon) and its recently reduced, but still heavy, subsidization
of basic commodities and social services.

Given Syria's anachronistic and nationalized financial system and its inability to
access international capital markets, monetary policy remains a passive tool used
almost exclusively to cover fiscal deficits. All four of the country commercial banks
are nationalized. Interest rates are fixed by law. Most rates have not changed in
the last several years, even though current real interest rates are negative, which
exerts 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 Syrian pounds 11.20 to USD 1 for the
government, certain public sector transactions and valuations for some customs tar-
1ff rates. A second exchange rate, called the "Blended Rate,* SP 26.6 to USD 1, can
be used by the U.N. and diplomatic missions. A third rate, the "Neighboring Coun-
try* rate, SP 42 to USDlIapplies to most state enterprise imports except certain
basic commodities and military/security Items. Recently, a foreign oil company
signed an exploration contract allowing it to transact contract-related business at
the "Neighboring Country" rate, a first for the oil sector. Outside Syria, a thriving
offshore market for Syrian pounds operates in Lebanon, Jordan, and the Arab GuIf
countries. During 1994, the value of the Syrian pound fluctuated between SP 49 and
51 to the dollar in these locations.

Exchange controls are strict. Syrian currency may not be exported, although it
may be imported physically. Almost all exchange transfers must be by letter of cred-
it opened at the Commercial Bank of Syria. Outward private capital transfers are
prohibited, unless approved by the Prime Minister or transacted under the new in-
vestment law noted below. Prior to 1987, Syrian law required private exporters to
surrender 100 percent of foreign exchange earnings to the Central Bank at the offi-
cial rate. Now, private exporters may retain 75 to 100 percent of their export earn-
ings in foreign exchange to finance imports of inputs and other items designated on
a short list of basic commodities surrendering the balance to the Commercial Bank
of Syria, generally, at the "Neighboring Country" rate. Since 1991, the Commercial
Bank ofSyria 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, although enforcement in most sectors is spotty. The ministry
also sets profit margin ceilings, generally up to 20 percent, on private sector im-
ports. Local currency prices are computed at the SP 42 to USD 1 rate. In the agr-
cultural sector, production of strategic crops (cotton, wheat) is controlled through a
system of procurement prices and subsidies for many inputs,.including seeds, fuel,
and fertilizers. Farmers may retain a portion of production, but the balance must
be sold to the Government at official procurement prices. Since 1989, the Govern.
ment has increased farm gate prices to encourage production and to enable state
marketing boards to purchase larger quantities of locally produced commodities. In
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1994, the local price of wheat was 25 percent above the world price computed at
the free market rate.

With the surge of private Industrial investment, especially in textile and clothing
manufacturing, private sector capital goods imports exceeded the public sector's in
1993. However public sector demand remains significant. Contracts are awarded
through the ofticial tender system. These are open to international competition with
no restrictions, other than language pertaining to the Arab League boycott of Israel
and the requirement to post a bid bond. Syan public sector entities will accept
positive statements of origin to deal with the boycott issue.

Syria's tariff system is highly escalated, reaching 200 percent for passenger cars.
Income taxes are highly progressive. Marginal rates in upper brackets are 64 per.
cent. Salaried employees also pay a gradtiated wage tax, reaching 17 percent. Tax
evasion is widespread.
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 approximately USD 3.4 billion. The diplomatic
community estimates Syria's total external public debt at about USD 18 billion dol-
lare. Very little Syrian commercial debt is held by US. companies, but sovereign
debt is about USD 250 million.

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) 14 estimated to be more than USD 12 billion. The government has had
some recent success in settling with bilateral creditors, while refusing to deal with
the Paris Club as a group. Sjkria suspended payments to the Russian Republic in
1992, but is negotiating a settlement. The government remains badly in arrears on
payments to official export credit agencies and bilateral donors, including the U.S.
Agency for International Development. Syria has been in violation of the Brooke
Amendment since 1985. Syria resumed payments to the World Bank in 1992, and,
except for a brief interval In 1993, has been making payments to the World Bank
sufficient to prevent increases in its arrears.
5. Significant Barriers to U.S. Exports

Any product legally imorted into Syria requires an import license,.which is is-
sued-by the Ministry of nomy and Foreign Trade according to a policy aimed at
conserving foreign exchange and promoting local production. Strict standards on ia.
beling and product specifications are non-discriminatory and fairly enforced. Cus-
toms procedures are cumbersome and tedious because of complex regulations. In ad-
dition, duty rates are extremely high. Tariff exchange rates depend on the type of
good.

Government procurement procedures pose special problems. Although foreign ex-
change constraints have eased, many public sector companies continue to favor bar-
ter arrangements which can be unattractive to US suppliers. In addition, problems
remain in the prompt return of performance bonds.

Current bid bond forms stipulate that the guarantee becomes null and void if the
tender is not awarded upon its expiry date, without need for any other procedure.
Some government tenders include a clause allowing the bidder to cancel-his bid at
six-month intervals, provided a written notice is received within a stipulated time
frame. If such a clause is not included in the tender, it can often be negotiated.
Tenders for 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 laws. Public sector
agencies reportedly accept positive certification lfrom U.S. companies in response to
tender application questions. Once interested pXrrties obtain tender documents, they
would be well advised to obtain competent advice regarding the anti-boycott reguIR-
tions before proceeding. One source of such advice is the U.S. Department or Com-
merce 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, and items not produced lo-
cally or in sufficient quantities are p roared by public sector importing agencies
from the international market, provided foreign exchange is allocated by the Su-
preme Economic Council. .

The government requires its approval for all foreign investments and theoretically
encourages joint-ventures with itself. Concessions and services must be explicitly ne-
gotiated. The number and position of foreign employees in a company are usually
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negotiated when the contract or agreement is signed. Land ownership laws are com-
plexIln principle, only Syrians may own land.-The right to repatriation of capital
is legalyrcognized The new investment law provides for tax holidays and exemp-
tions on duties, as well as guarantees for the remission of profits. However, the law
requires that repatriatkd foreign exchange be generated from export company oper-
ations. Despite the new legislation, poor infrastructure, lack of financial services,
and complex foreign exchange rgulations, including Law No. 24, which makes it
a criminal act to conduct unauthorized foreign exchange transactions, continue to
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 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
with the exception noted In Paragraph 6. (See below.) Despite cost recovery
schemes, this requirement has inflated company operating costs, exposing them to
greater risk and contributed to the departure of two more foreign petroleum explo-
ration companies in 1994.
6. Export Subsdy Policies

Export financing and subsidies arenot available to either the public or the private
sectors. In fact, some exports are subject to special taxes. Recent government deci-
sions allowing private firms to transact exports and imports at the "Neighboring
Country' rate, Instead of the unfavorable official rate, have encouraged-private
trade through official channels. Similar concessions to public sector companies to
complete export transactions have enhanced the foreign exchange position of these
companies.
7. Protection of U.S. Intellectual Property

Syria's legal system recognizes and facilitates the transfer of property rights, in-
cluding intellectual property rights. There is, however, no copyright rotection.
Syria is a member of the Paris Union for the International Protection orfndustrial
Property. 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 mo~or 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 Syia are in Arabic and by Arab authors. The publishing
industry is not well developed. Despite the lack of legal protection, major commer-
cial infringements do not appear to be a problem. There are however, individual
entrepreneurs who copy records cassettes, and videos, and sell them. In any event,
enforcement and the 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. The industry is also concerned with unauthorized hotel video per-
formances, which are said to be common. However, only a few hotels have internal
video systems.
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

oT Trade Unions (GFTU) is purportedly an independent popular organization, in
practice the government uses it as a fr-amework 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'tI Party members, are also each elect.
ed by their respective union's membership.

The Syrian government contends that there is in practice trade union pluralism.
However, workers are not free to form labor unions independent of the government-
prescribed structure. Legislation Is still pending which would grant the right of any
trade union to be governed by its own by-laws without requiring that union rules
correspond to those of the GFTU.

Strikes are not prohibited (except in the agricultural sector), but in practice they
are effectively discouraged. There were no reported strikes in 1994, as was also the
case in 1993 and 1992. There is at least one person who has been in detention mr
13 years for Involvement in a strike in 1980. He was tried only at the end of 1992.
Some members of the Syrian Engineers' Association who were arrested because of
the strike action In 1980, along with Doctors' Association members arrested at the
same time reportedly remain In detention.
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As with other organizations dominated by the Bath Party, the GFTU is charged
with providing opinilons on legislation devising rules for workers, and organizing
labor. The elected president oT the GCFU is a senior member of the rulin Ba't
Party and a member of the party's highest body its regional command. With his
deputy, he participates in all matings of the cabinet's ministerial committees on
economic affairs. While the unions are used primarily to transmit instructions and
information to the labor force from the Syrian leadersip elected union leaders also
act as a conduit through which workers' dissatisfaction is transmitted to the leader-
ship. The GFTU is a llated with the International Confederation of Arab Trade
Unions.

In June 1992, the U.S. Trade Representative suspended Syria's duty-free privi-
leges under the U.S. Generalized System of Preferences (GSP) due to its worker
rights practices. The Syrian government has not made sufficient legislative and
practical changes to prompt a reconsideration of the suspension.

b. The Righf t Organize and Bargain Collectively-in the public sector, unions
do not normally bargain collectively on wage issues, but union representatives par.
ticipate with the representatives of the employers and the respective ministry to es-
tablish sectoral minimum wages according to legally prescribed cost-of.living levels.
Workers serve on the board of directors of public enterprises, and union representa-
tion is always included on the boards. Unions also monitor and enforce compliance
with the labor law.

In the private sector unions are active in monitoring compliance with the laws
and ensuring workers' health and safety. Under the law, unions may engage in ne-
gotiations for collective contracts with employers. The International Labor Organiza.
ion's Committee of Experts (COE) noted yria's continuing resistance to revising

a section of the labor code which allows the Minister of Labor and Social Affairs
to refuse to approve a collective bargaining agreement and to annul any clause like-
ly to harm the economic interests of the country. Unions have the right to litigate
contracts with employers and the right to litigate in defense of their own interests
or those of their members (individually or collectively) in cases involving labor rela-
tions. Union organizations may also claim a right to arbitration. In practice, due to
the relatively small size of Syrian private sector enterprises, labor disputes are gen-
erally settled informally. Social pressure to be seen as fair and generous are power-
ful factors in determining owners' treatment of workers.

Workers are protected[by law from anti-union discrimination, and there were no
reports that it was practiced. (See also Section 6.E).

There is no union representation in Syria's seven free trade zones and firms in
the zones are exempt from Syrian laws and regulations governing the hiring and
firing of workers, although some provisions concerning occupationa-health and-safe-
ty, hours of work and sick and annual leave do apply.

c. Prohibition of Forced or Compulsory Labor. -There is no Syrian law banning
forced or compulsory labor; such practices may be imposed in punishment, usually
in connection with prison sentences for criminal offences, under the Economic Penal
Code, the Penal Code, the Agricultural Labor Code and the Press Act. There were
no reports of forced or compulsory labor involving children or foreign or domestic
workers.

d. Minimum Age for Employment of Children.-The minimum age in the predomi-
nant public sector is fourteen, though it is higher in certain industries. The mini.
mum age varies more widely in the private sector. The absolute minimum age is
12, with parental permission required for children under age 16 to work. Children
are forbidden to work at night. The Ministry of Social Affairs and Labor is respon-
sible for enforcing minimum age requirements, but the number of labor investiga-
tors is not adequate.

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, and as a result,
many workers take additional jobs, open businesses, or rely on extended families for
support. There is no single minimum wage in the private sector for permanent em-
ployees. According to the 1959 Labor Law, minimum wage levels in the private sec-
tor are set by sector and are fixed by the Minister of Social Affairs and Labor. Rlec-
ommendations are put to him by a committee, including representatives of both the
Ministries of Industry and Economy, as well as representatives of the employers' as-
sociation and the employees' unions. Following substantial cuts in government sub-
sidies of foodstuffs in April, the government raised public sector minimum wages
to $50 per month. Shortly thereafter, the Minister of Labor decreed an average pni.
vate sector minimum wage of $44 per month. In practice, private sector monthly
minimums are not less than that in the public sector. In both the public and private
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sector, the Ministry of Social Affairs and Labor is responsible for enforcing mini.
mum wage levels.

The Syrian labor law extensively regulates conditions of work. There are regula.
tions that severely limit the ability of an employer to fire an employee without due
cause, an issue that the employer may take to a labor committee. Labor committees
are composed of representatives of the municipality, the Ministry of Social Affairs
and Labor, and the union, as well as a judge and the employer.In the majority of
cases, such labor committees have decided in favor of the employee. Workers, once
hired, can not easily be fired. In practice, workers also have exercised their right
to contest even planned dismissals In the labor committees. One exception in the
heavily regulated labor field relates to day laborers. They are not subject to mini.
mum wage regulations and receive compensation only for job-related injuries. Small
private firms and businesses commonly employ day laborers in order to avoid the
costs of permanent employees who am well protected even against firing.

The statutory workweek consists of six 6-hour days, although in certain fields In
which workers are not continuously busy, a 9-hour day is permitted. Labor laws also
mandate a full 24-hour rest day per week. Public laws mandate safety standards
in all sectors, and managers are expected to implement them filly. A draft legisla-
tive decree is pending with the president of the council of ministers to provide com-
ponsatory rest for those who have to work on the weekly rest day, thus bringing
he law into conformity with the international labor code. The ILO has also noted

that a provision of the labor code allowing workers to be kept at the workplace for
up to 11 hours per day could lead to abuse. In practice, the public sector is in con-
formity with the schedule noted above. There were no reports of private sector em-
ployees having to work as many as 11 hours per day. A special department of the
Social Security Establishment works at the provincial level with inspectors at the
Ministries of Health and Labor to ensure compliance with safety standards. In prac-
tice, workers have occasionally taken employers to Judicially-empowered labor com-
mittees to win improvements in working conditions that affect their health.

Foreign workers theoretically receive the same benefits but are often reluctant to
press claims because employees' work and residence permits may be withdrawn at
any time. Moreover, many work illegal and are not covered by the government
system. Some foreigners are employed illegally as domestic servants in Syria. Resi.
dence permits are legally granted only to diplomats who employ servants, but some
senior officials are also able to acquire the necessary permits.

f. Rights in Sectors with U.S. Investment.-There is no direct U.S. investment,
other than oil exploration and development, in Syria. US firms are required to com-
ply with Syrian labor law.

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

[Millions of U.S. dollars)

Category Amount

Petroleum ................................................................................. .(1)
Total Manufacturing .............................................................. 0

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

Wholesale Trade ..................................................................... 0
Banking .................................................................................... 0
Flinance/Insurance/Real Estate .............................................. 0
Services .................................................................................... 0
Other Industries ...................................................................... (1)
TOTAL ALL INDUSTRIES .................................................... 355

Suppresned to avoid disclodsngdata at Individual companies.
source U.S. Department of Commerce, Bureau of Economic Analysis.
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Key Koonomno Indicators
Mions of U.S. dos unm o wi W notedI

Incme, Prodcoua and Empkymen :
Real GDP (1990 base) s..............)......................... 149581 14,960 15,723
Real GDP Growth (pct) ......... ...............) 8.1 2.6 6.0
GDP (at current prices)-2....... . . . . . . ... 16 ,4 70  15 ,190  15 ,965

By Sector.
Agriculture ......................... 2,560 2,003 1,410
Manufacturing ................................. 2,474 2,211 2,909
Nonmanufacturing ...................................... 1v824 1,575 1,752
Tourism................. 720 676 887
Services ............................................................. 3,964 3,582 4,788
Real Per Capita Income...........1,742 1,496 1.846

Labor Force (millions) ......................................... 2.50 2.56 2.77
Unemployment Rate (pct.) .................................. 16.0 16.2 16.4

Money and Pricem:
Money Suppty .......................... 3,392 2,886 3,101
Commercial-Interest Rates ................ Max 14 Max 14 Max 14
Savings Rate (pet.) ............................................... Avg 8 Avg 8 Avg 8
Consumer Price Index ......................................... 187.8 196.2 205.4
Wholesale Price Index.............N/A N/A N/A
Official Exchange Rate (USD/TD) 1.20 1.02 1.02

Balance of Payments and Trade"
Total Exports (FOB)4 .......................................... 4,283 4,073 4,989

Exports to US .................................................. 36.7 31.0 27.2
Total Imports (CIF)4 ........................................... 6,827 6,366 6,640

Imports ftom US ............................................. 338.8 415.2 354.0
Aid from U.S. (FY basis) ..................................... 26.2 14.9 1.1
Aid from Other Countries ................................... N/A N/A N/A
External Public Debt ........................................... 8,220 7,655 9,009
Debt Service Payments ........................................ 1,387 1,391 1,637
Gold Reserves ....................................................... 5.2 4.4 4.4
Foreign Exchange Reserves ............................... 1,080 816 1,13 3
Balance of Payments ........................................... 80.0 102.0 204.4

N/A-Not available.
ome 1993 figures are lees than 1992 flues when converted Into USD values due to a devaluation or

the Tunisian dinar in 1992-03
p1994 Annuaml fiaure estimates based en data available though June, 1994.
o0DP at h&Vte cost.
4Merchandise trade.

Z. General Policy Framework
Tunisia has a mixed economy composed principally of agriculture, tourism, manu-

facturing, hydrocarbon extraction and phosphate mining. The largest sector is serv-
ices, comprising about 33 percent of GDP. Textiles are now the largest source of for.
eign exchange, earning an estimated USD 1.9 billion In 1994. Tourism will bring
another USD 887 mill on of foreign exchange into Tunisia this year. The manufac.
turing sector comprises about 15 percent of-GDP, and consists primarily of textiles
and food processing. The nonmanufacturing industrial sector accounts for 12 percent
of GDP, and consists principally of phosphate mining and hydrocarbon extraction.
Agriculture comprises about 15 percent of GDP. A severe drought caused wide.
spread crop failures In 1994. The cereal harvest was down 60 percent from 1993.
In addition, the citrus and olive crops were hurt by adverse weather conditions.

In late 1994, the government predicted 5.0 percent GDP growth for the year. This
decrease from the 6.1 percent growth rate predicted at the itart of the year is large.
ly the result of the poor agricultural harvests However, exports are up 22.5 percent,
and inflation is being held'to 4.7 percent.

Tunisia completed a seven-year structural reform program in 1993 which empha-
sized export-led growth through price and import liberalization, privatization of pub.
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licly held companies, financial sector reformA the attraction of foreign investment,
and diversification of the economy. In 1994, Tunisia continued to liberalize Its econ-

Ae 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 (BrT) dealing with the treatment of American companies in Tunisia, expro.
priatlon issues, remittance of profits and International arbitration of disputes.

Fiscal Policy The 1994 Tunisian government budget provided for 1 1.4 percent in-
crease in expenditures and 11.4 percent increase in revenues. The deficit was fi-
nanced through both International and domestic borrowing. Government policy
called for an expanding economy to co with deficit problems, and the trend in re.
cent years is favorable. In 1993 the deficit was USD 364 million, equal to 2.4 per-
cent of GDP. In 1994 it was USD 326 million, 1.9 percent of GDP.

Monetary Plicy: lhe 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 1993 it was 4.5 percent. In 1994, It was only sllghtl i hiher at
4.7 percent. This trenA is largely the result of the price and import libralization
policies which have encouraged greater International and domestic competition.
2. Exchange Rate Policy

On March 1, Tunisia instituted a foreign currency market, making it possible for
individual banks to set currency prices and trade with other banks. Although the
Central Bank of Tunisia (BCT) issues a reference rate each day, the majority of Tu.
nislan banks bypass the BCT, marginalizing the role of the BCT in foreign currency
transactions. Earlier this year, Industry sources described a smooth transition to an
open currency market. The principal currencies quoted against the Tunisian dinar
(TD) are the U.S. dollar, the deutsche mark, and the French franc. The rate has
varied considerably over the past 13 years from a high in 1979 when the Tunisian
dinar equaled USD 2.47 to a low in 1993, when it equaled USb 0.98. In 1994, the
rate average was about TD I to USD 1.02.
3. Structural Policies

In the mid-1980s, Tunisia faced rising unemployment, stagnant economic growth
and dwindling foreign exchange reserves. The domestic economy was protected and
inefficient, and the government ran unsustainable budgetary deficits. A severe bal-
ance of payments crisis In 1986 finally prompted the government to undertake
structural reforms sanctioned by the International Monetary Fund (IMF) and the
World Bank. To date, those reforms have enjoyed significant success, and the Tuni-
sian government plans further reform, especially in privatizing still numerous state.
controlled enterprises.

Tax Policies: Import regulations were loosened considerably this year. Fully 90
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 were cut consider-
ably. Tunisia decreased the maximum customs tariff almost 80 percent by 1991.
Total taxes on imported goods have not decreased at the same rate because a value
added tax (VAT), introduced in 1988, is equally applied to imports and local prod.
ucts.

The only taxes significantly effecting U.S. exports to Tunisia are import tariffs.
Through the structural adjustment program, Tunisia reduced the maximum basic
tariff to 43 percent. However, when faced with dwindling revenues because or the
adverse economic impacts of the Gulf War, the government imposed a "temporary"
five percent surcharge on all merchandise imports. Although the government
planned to end the surcharge December 31, 1991, it was extended through 1992. I)c-
spite repeated assurances during 1992 and 1993 that the surcharge would be termi.
nated, it still remained in effect during 1994.

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, 10 percent in 1994, and eliminated by 1995. By 1995, the average tariff rate
is expected to decline 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 considered to be tariff bar-
riers. The only additional minor charge on imports is a very small customs user fee
of USD 4.08 per declaration. However, in 1993 Tunisia revised its list of tariff con-
cessions by modifying the tariff or provisional compensatory duty on nearly 280
items. According to the government, the action was taken to protect the competitive.
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ness of certain domestic Industries, and the Tunisian GATV representative ex-
presed willingness to enter into GATT Article XXVIII and XIX negotiations as ap.
propriate concerning these changes.

Investment Policy: Tunisia's Unified Investment Code, effective since January 1
1994, replaced five former codes. The Code is intended to simplifyI investment and
direct it into high priority industries. The financial services, mining and energy in.
dustries are considered unique and are covered by existing legislation.

The new code applies to both domestic and foreign investors with two exceptions.Foreign investors may only lease agricultural land-and any enterprise with foreign
ownership of over 50 percent must receive government approval for investment.
Under the new code, potential investors do not need prior government approval.
They will receive a tax exemption on 35 percent of reinvested profits and Income.
The customs duty on imported capital goods is reduced to 10 percent. Purchases of
capital goods are exempt from the value added tax (VAT) and the consumption tax.
Finally, investors may use an accelerated depreciation schedule for long.term cap.
ital.

In addition, businesses producing solely for export have special benefits. They
may claim a 10 year tax exemption on 100 percent of income and profits, reduced
to 50 percent of income and profits after 10 years. Exporting businesses may import
all needed materials, and may sell up to 20 percent of thewr production on the do.
mestic market without losing their status as an exporter. Finadly, these companies
may employ four foreign executives without prior government approval.

Regulatory Policies:-Production standards are not a major obstacle for foreign In.
vestors. The quality of goods manufactured solely for export is often superior to
Items produced for the local market. The Tunisian Omce for Commercial Expansion
(OFFITEC) carries out quality control procedures on items for export. Imported and
exported food items are subject to sanitation and health controls.
4. Debt Management

In 1994, total public debt service increased by 17.7 percent. External debt service
increased by 19.4 percent while service on internal public debt increased by 15.7
percent. This increase stems principally from the devaluation of the Tunisian dinar
in 1993. Approximately 73 percent of the country's foreign debt is in U.S. dollars
or dollar-linked currencies and the dinar fell 25 percent against the U.S. dollar be-
tween September 1992 and September 1993. The USD 1.64 billion dollar debt serv.
ice payment constitutes 27 percent of the government budget. Debt service as a per.
centage of exports of goods an 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 Tunisia's prudent overall debt management pol.
icy is that Tunisia has never rescheduled any of its debt. The deficit-is financed
through concessionary lines of credit from its major trading partners, and loans
from oMcial multilateral creditors such as the World Bank ani the African Develop.
ment Bank. The Central Bank has also moved toward more sophisticated debt port-
folio management by aligning debt service payment dates with anticipated receipts
from sectors characterized by seasonal variation (e.g., tourism), and by aligning debt
service payments with the currencies of anticipated export receipts.
5. Significant Barriers to U.S. Exports

There are no significant barriers to US. exports in Tunisia and the United States
enjoys a traditional bilateral trade surplus.

Historical and geographical factors have given Tunisia a special relationship with
Europe. It has bilateral trade agreements with all of its major European trading
partners, France, Germany and Italy being the largest. Tunisia also frequently
adopts European product standards, a policy that works to the disadvantage of U.S.
exporters.

Th e 1992 Helsinki Accord among OECD countries limited their concessional aid
financing. However, France, Italy and others maintain credit facilities to promote
exports of their products. In addition, EXIM Bank financing is available for govern-
ment sales. Exporters to private concerns may be able to take advantage oea new
Citibank credit facility.

Tunisia's leading supplier In 1993 was France (USD 1.6 billion), followed by Italy,
(USD 1.15 billion), and Germany (USD 821 million). The United States was in
fourth place with USD 303 million in exports. Agriculturalproducts (much or it. i-
nanced byUS. aid and export credit programs) accounted for one-third of U.S. ex-
ports to Tunisia in 1993.

There exist real possibilities for increasing the level of US. exports to Tunisia in
areas such as environmental services, construction equipment, telecommunications,
and packaging machinery and equipment.
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e. Export Subsidisi1be y
Tunisia has a wide range of export subsidy policies, including a special Export

Promotion Fund (FOPRODEX). FOPRODEX provides preferentialfinancing and
funding to Improve the productivity and competitiveness of companies producing for
export. Only companies legally Incorporated in Tunisia are eligible for these sub-
sidies: these can receive transport subsidies of 50 percent for air freight and 33 Ir-
cent for sea freight. There is idso a government agency to promote exports, the ;,x-
port Promotion Center (CEPEX),and a program roviding long-term financing for
exports of capital goods and durable consumer goods.
7. Protection of U.S. Intellectual Pperýy

Tunisia is a member of the World Intellectual Property Organization (WIPO) and
a signatory of the Universal Copyright Convention, the Paris Convention for the
Protection of Industrial Property, and the Berne Convention for the Protection of
Literary and Artistic Works.

The Tunisian National Institute of Standardization and Industry (INNORPI) proc-
eases and grants patents, trademarks and registration of designs. It also regulates
standardization, product quality, weights and measures and the protection of indus-
trial property. Foreign patents and trademarks are registered with INNORPI.

There are no active cases of intellectual property rights disputes with Tunisia.
However, the unauthorized use of foreign trademarks, especially in cheap copies of
clothing and sporting goods, continues to be a problem as does the unauthorized du.
plication of music and video cassettes.
8. Worker Rights

a. Right of Axociation.-The Tunisian constitution and the labor code stipulate
the right of workers to form unions. The Central Labor Federation, the Tunisian
General Federation of Labor (UGIM), claims about 15 percent of the work force as
members,oincluding civil servants and employees of state-owned enterprises. The
UGTI' and its member unions are legally independent of the government, the ruling
party and other political forces but operate under government regulations which
have to some extent restricted their freedom of action. The UGITIs membership in.
cludes persons associated with all political tendencies, though a campaign against
Islamists was effective in removing Fundamentalist holding union offices. The cur.
rent leadership follows a policy ofcooperation with the government and its struc-
tural adjustment program. There are credible reports that the UGTT receives sub.
stantial subsidies from the government to supplement the modest offlcially-man-
dated monthly contributions from UGTT members and funding from the national so.
cial security account.

Dissolution of a union requires action by the courts. There is no requirement for
a single trade union structure; the fact that Tunisia has a single labor organization
(the UGTT) is a result of historical circumstances, not government action. However,
establishment of a rival labor union would require government authorization. The
government has decreed that UGTT member federations are the labor negotiators
for collective bargaining agreements that cover 80 percent of the private sector work
force, whether unionized or not.

Unions, including those of civil servants, have the right to strike, provided 10
days' advance notice is given and the UGIT approves. However, these restrictions
on strikes are rarely observed in practice. In recent years, the majority of strikes
were illegal because they were not approved in advance. In 1993, there were 68
le al strikes and 445 Illegal strikes. The government did not prosecute workers in.
vo;ved in illegal strike activity. Tunisian law prohibits retribution against strikers,
but some employers punish strikers who are then forced to pursue costly] and time-
consuming legal remedies to protect their rights. Labor disputes are settled through
conciliation panels on which labor and management are equally represented. The
1994 labor code reform set up tripartite regional arbitration commissions, which set-
tle industrial disputes when conciliation fails, to replace the former single arbiter
system.

The 1994 report of the International Labor Organization's (ILO) Committee of Ex.
perts (COE) mentioned possible government violations of ILO Convention 29 on
forced labor, but noted the stated Intention of the President to abolish the penalty
of "rehabilitation through work" on state work sites.

Unions in Tunisia are free to join federations and international bodies. The UGTT
Is a member of the International Confederation of Free Trade Unions (ICFTU) and
various regional groupings.

b. The Right to oranize and Bargain Colectiudy.-The right to organize and
bargain collectively Is protected by law and practiced throughout the county. Wages
and-working conditions in Tunisia are set through negotiation by the UGTr member
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federation& and employer representatives of approximately 47 collective bargaining
agreements which set standards applicable to entire industries in the private sector.
T U iTins .by law the labor negotiator for these agreements, which cover 80 per-
cent of the private sector work force, whether unionized or not. The government's
role in concludin these agreements is minimal, consisting mainly of lending its
good offices if talks appear to be stalled. The government must approve the collec-
tive bargaining agreements (although it cannot modify them) andjblish them in
the official Journal before these agreements acquire legal validity. No agreement be.
tween a union and an individual-firm may be concluded unless there aIready exists
an agreement applicable to that firm's economic sector.

The UG7T1 also negotiates with various ministeries and 208 state-run enterprises
on behalf of public sector employees. By 1994, the UGIT had concluded three-year
public and private sector collective bargaining agreements calling for an average 5
percent annual wage increase.

Anti-union discrimination by employers against union members and organizers is
prohibited by law, and there are mechanisms for resolving such disputes. However,
the UGTT has complained about what it claims are increasingly vigorous anti-union
activities by private sector employers, particularly the firing ofunion activists and,
as a pretext to avoid unionization, employers' use of temporary workers, which in
certain factories, especially in the textile sector, account for up to 80 percent of the
work force. The labor code extends the same worker rights protection to temporary
workers as to permanent workers but its enforcement in the case of the temporary
workers is much more difficult. A 1994 labor code revision called for the creation
of a tribunal to hear cases involving alleged unjustified firing of workers. Compensa-
tion floor and ceiling levels were set.

Two export processing zones, authorized by a 1992 law, have not yet begun oper-ations. Workers in other export firms have the same right to organize, baram col-
lectively, and strike as those in non-export firms. The unionization rate is about the
same. The state pays the employer contribution to the social security system if the
firm produces primarily for export.

c. Prohibition of Forced or Compulsory Labor.--Compulsory labor is not specifi-
cally prohibited by local law, but there have been no reports orfits practice in recent
years.

d. Minimum Age of Employment of Children.-For manufacturing the minimum
age for employent is 15 years;in agriculture it is 13. Tunisian children are re-
quired to atnd school until age 16. Over 2.1 million children enrolled in Tunisian
schools in fall 1994. Inspectors from the Social Affairs Ministry check the records
of employees to verify that the employer complies with the minimum age law. De-
spite this law, young children often perform agrcultural work in rural[areas andsell food and other items in urban areas. UGTT officials report that small enter-

rses in the informal sector (street vendors, day laborers, etc.) violate the concern
lthat child labor-frequently disguised as apprenticeship-still exists, principally in
the traditional craft sectors such as ceramics and stone carving. Young girls from
rural areas are sometimes placed as domestics in urban homes by their fathers,
with the fathers collecting their children's wages. Workers between the ages of 14
and 18 are prohibited from working from 10 p.m. to 6 a.m. Children over 14 may
work a maximum of 4.5 hours a day. The combination of school and work may not
exceed 7 hours.

e. Acceptable Conditions of Work.-The labor code provides for a range of adminis-
tratively determined minimum wages. An agricultural and industral minimum
wage increase in August kept pace with the rise in the cost of living. When supple-
mented by transportation and family allowances, the minimum wage covers essen-
tial costs for a worker and his family. Effective August, 1994, the minimum monthly
industrial wage is roughly USD 130 (129 TD) for a 40-hour work week and USD
147 for a 48-hour week. The minimum agricultural wage was set at nearly USD
4.50 per day.

Tunisia's labor code sets a standard 48-hour workweek for most sectors and re-
quires one 24-hour rest period. The workweek is 40 hours for those employed in the
energy, transportation, petrochemical and metallurgy sectors.

Regional labor inspectors are responsible for enforing standards. Most firms are
inspcted about once every two years. However, the government often encounters
difficulty in enforcing the minimum wage law, particularly in non-unionized sectors
of the economy. Moreover, according to a 1992 UGTT study there are approximately
240,000 workers employed in the Informal sector, which falls outside the purview
of labor legislation.

The Social Affairs Ministry has an office with responsibility for improving health
and safety standards in the work place. There are special government regulations
covering many hazardous jobs-e.g, mining, petroleum engineering, and construction.
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Aitumph the ministry maintains offie throughout the country, these regulations
0 dmore strictly in Tunis than in ot r rgons where muchi work, espe.

ially in construction, is performed in the informal sector. Working conditions and
standards tend to be better In firms that~are export.oriented then In those produc.
Ing for the domestic market. Occupational safety improved consider. ibly in 1993. Re.
ported work place accidents declined 17 percent to 30,645, perhaps due to an inten.
sive public awareness campaign in the media. Workers are free to remove them.
selves from dangerous situations without jeopardizing their employment, and then
may take legal action against employers who retaliate for exercising their right.
9. Extent of U.S. Investment in Goods Producing Sectors

U.S. investment in Tunisia Is growing, but an accurate sectoral breakdown is un-
available. Currently, total U.S. investment In Tunisia Is an estimated USD 50 mil-
lion. The majorityIs invested in the petroleum sector, but U.S. corporations are in.
creasing investment in other areas including telecommunications and pharma.ceuticals.

UNITED ARAB EMIRATES

Key Economic Indicators
[Millions or U.s. dollars unless otherwise noted)

im 1993 Im

Income, Production and Employment:
Real GDP (1985 prices) ....................................... 29,523 29,041 N/A
Real GDP Growth (pct.) ....................................... -0.9 - 1.6 N/A
GDP (at current prices) ....................................... 35,456 35,865 N/A
By Sector.

Agriculture ........................................................ 744 774 N/A
Mining.
Crude Oil.................... 14,470 13,988 MA
Others ................................................................ 95 101 N/A
Manufacturing .................................................. 2,708 2,966 N/A
Electricity/Water.........................782 806 N/A
Construction ..................................................... 3,029 3,154 N/A
Wholesale/Retail Trade/Restaurants/Hotels ... 3,547 3,645 N/A
Transport/Storage/Communication ................. 1,953 2,013 N/A
Finance/Insurance ............................................ 1,762 1,814 N/A
Real Estate ....................................................... 2,228 2,310 N/A
Other Services .................................................. 798 847 N/A
Imputed Bank Service Charges ...................... -730 -781 N/A
Government Services .......................................o3,917 4,053 N/A
Household Domestic Services .......................... 163 174 N/A

Net Exports of Goods & Services1I ........ . . .. . .. . . .. . .  3,043 183 N/A
Real Per Capita GDP (1985 prices/USD 000s) .. 17.63 17.22 N/A
Labor Force (000s) ............................................... 769.30 794.40 N/A
Unemployment Rate (pct.) .................................. N/A N/A N/A

Money and Prices (annual percentage growth):
Money Supply ....................................................... 4.4 -1.6 21.6
Base Interest Rates............................................... N/A N/A N/A
Personal Saving Rate .......................................... 22.8 17.1 N/A
Retail Inflation .................................................. 3.5 4.5 N/A
Wholesale Inflation .......................................... N/A N/A N/A
Consumer Price Index (1985=100) .................... 120.1 123.5 N/A
Exchange Rate (USD/dirham) ............................. 3.671 3.671 3.671

Balonce of Payments and Trad"
Total Exports ...................................................... 23,944 23,563 N/A

Exports to US..........................871.9 774.5 3231.1
Total Imports ........................................................ 17,434.0 19,613.0 NIA

Imports from U.S .............................................. 1,552.4 1,811.4 8748.6
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Key Economic Indicators-Continued
(Millons of U. dllas unWm otlerwise noted]

1992 1993 1994

Aid f dom U.So m....................................................... 0 0 0
Aid from Other Countries ................................... 0 0 0
External Public Debt.... ...................... 0 0 0
Debt Service Payments (paid) ............................. 0 0 0
Gold and Foreign Exch. Reserves ....................... 5,893.8 6,286.2 46,824.6
Trade Balance ...................................................... 6,510.5 3,949.9 N/A

Trade Balance with U.S ................................... 680.5 1,036.9 3517.5
NIA-Not available.
I Net eaporte of and sent... is Wh current account talanse.
SIM9 and19•M bern to December, 1994 December to June
S 1994 figure fs January-June.
41992 and 1903 figures are fourth quarter. 1994 figure is for May!
Sourm AD figure. ae from UAE Ministry, o Plahninn end UA% Central Bank sources, with the excep-

tions of thoes on trade with the U.S., which are from Ua. Department of Commerce. and gold and roroign
exchange reserves, which are foim the International Monetary Fund (UM4International Minance Statstics(IFS).

1. General Policy Framework
The UAE Is a federation of seven emirates. The Individual emirates retain consid.

erable power over legal and economic matters, most significantly over ownership
and disposition of oil resources. The federal budget Is largely derived from transfers
from the individual emirates. Abu Dhabi and Dubai, the most prosperous emirates,
contribute the largest shares.

Oil production and revenues from the sale of oil constitute the largest single com.
ponent of GDP. Conseently, rising or declining oil prices have a direct effect on
GDP statistics and an Indirect impact on government spending but may, neverthe-
less be less obvious In terms of overall economic activity. In 1993 real per capita
GDP In Abu Dhabi the emirate with the most oil, was $20,664. A1man Emirate's
real per capita 1995 GDP of $4,257 was the smallest of the seven. Real per capita
GDP fell In every emirate in 1993, for the third consecutive year.

Economic activity In the UAE depends on developments In the oil sector, which
accounted in 1993 for 39 percent of GDP, 51_percent of export revenue, and 79 per.
cent of government revenues, according to Ministry of Planning and Central Bank
sources.

Government fiscal policies aim to distribute oil wealth to UAE nationals by a vari-
ety of means. Support from the wealthier emirates of Abu Dhabi and Dubai to less
wealthy emirates is done through the federal budget, largely funded by Abu Dhabi
and Dubai, and by direct grants from the governments of Abu Dhabliand Dubai.

Federal commercial laws promote national ownership of business throughout the
country. Foreign business, except those seeking to sell to the UAE Armed Forces,
must have a UAE national sponsor. Agency and distributorship laws require that
a business engaged in importing and distributing a foreign-made product must be
100 percent UAE national-owned. Other businesses must be at least 51 percent
owned by nationals. A 1994 law extended these requirements to service businesses
for the first time.

Within the Emirate of Dubai, companies locating in the Jebel All Free Zone
(JAFZ) are exempted from agency/distributorship, sponsorship, and national owner-
ship requirements. However, If they lack 51 percent national ownership, they are
treated as foreign firms and subjected to these requirements if they market products
in the UAE outside the JAFZ.

Certain sectors are closed to new private sector investment, including oil and gas
operations and related industries, such as petrochemicals, and electricity generation/
water desalination.

The Abu Dhabi and Dubai governments sustain the non-oil sector in part by
spending oil revenues on development projects. Foreigners are not permitted to own
real estate in Abu Dhabl or Dubal and in Abu Dhabi 90 percent of residential and
commercial construction is carried out by a government agency that builds and
manages commercial and residential rental property on behalf of nominal national
landlords.

There are no taxes on UAE nationals and no income taxes on the large expatriate
population although fees for government services Including health care, were iti-
creased substantially for epatriates and slightly for nationals in 1994. Most serv-
ices, including utilities, health care, education, and food remain heavily subsidized
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by the government, although more so for nationals than expatriates. Most salaried
nationals work in the public sector, where salaries are higher than in the private
sector and work is less demanding.-t

The authorities attempt to maintain wealth distribution without generating infla.
tion or drawing down reserves accumulated in years of higher oil prices. This is not
always possible. The authorities' response to the oil pric decline of 1985-88 was
to draw down foreign assets and decrease capital spending. The oil price decline of
1993-94 is comparable to that of 1986-86. This time, whiFe we believe the authori-
ties are drawing down reserves, they are also adopting new and previously untried
measures to raise revenue and cut expenditures.

These include, as indicated, raising fees, primarily on expatriates, who make up
about 70 percent of the population. Services expatriates will pay more for include
visas, residence permits, water electricity, and medical care. Expatriates now pay
an annual tax or $1300 for each employed household domestic. The federal govern-
ment budget has been frozen at its 1993 level through 1995. Abu Dhabi emirate.an-
nounced in mid-1994 that its budget would be cut by 20 percent from planned lev.
els. Emirate authorities announced later that an additional 20 percent would be cut
in 1995.

Privatization had not been implemented by October 1994 although there is scope
for it and many observers believe that it will be introduceA in the near to medium
term. The federal and individual emirate governments own many enterprises out-
right and own shares in others. A likely candidate for earl rivatization is govern.
ment-owned bank shares. The Central Bank in 1994 drated a bill authorizing an
omcial stock exchange, but as of October the cabinet had taken no action on it.

The principal function of the UAE Central Bank is to regulate commercial banks.
Within the past three years, the Central Bank has increased the degree of its regu.
latory activities, through issuing circulars and then following up on them with en-
forcement measures. The Bank's ability to regulate is limited however by the fact
that some of the banks are owned by interests that are more powerful than the
Bank and over whom it has little or no authority.

The Bank seeks to maintain the dirham/dollar exchange rate which has not
changed since 1980, and to keep interest rates close to those in the U.S. Given these
goals, the Bank does not have the scope to engage in independent monetary policy.
Trends in domestic liquidity continue to be primarily infuenced by residents' do.
mand 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 opportunities in the domestic market. To a limited extent,
domestic liquidity can be influenced by the Cutral Bank through its sale and pur-
chase of foreign exchange, use of its swap facility and transactions in its certificates
of 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, has been formally ged to the IMF's
Special Drawing Rights (SDR) at the rate of one SDR equals 4COEdirhams, with
a margin of fluctuation set initially at 2.25 percent and widened in August 1987 to
7.25 percent. However, the dirham s relationship with the U.S. dollar has been kept
at a fixed rate. Since November 1980, the buying and selling rates for the U.S. dol.
lar 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 olb.

lowed closely the rate quoted by the Central Bank. The UAE maintains a liberal
exchange system which is free of restrictions on both payments and transfers for
current and capital transactions.

The weakness of the U.S. dollar in 1994 has given U.S. exports an edge in the
UAE market, as the dirham prices of competing products from industrialized Europe
and Japan have risen.
3.Wtructural Policies

Thefe have been several notable changes in the regulatory framework in 1994.
New customs rules took effect on August 1, 1994. A customs duty of four percent
on the CIF value of imports is to be collected in full on items that are not exempt.
This duty does not apply to the higher tariffs on tobacco and alcohol. The list of
exempt items is lengthy and includes items imported by the rulers or the govern-
ment, items imported from Gulf Cooperation Council (CC) states, religious mate.
rials, items imported by airlines, items Imported by charitable institutions, media.
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cnes and pharmaceuticals, many different kinds of food, items to be re-exported,
farm machinery, construction materials, and newspapers and periodicals.

Other changes in 1994 include: a ban on issuance of licenses authorizing the es.
tablishment of 42 different kinds of small business; increased fees, particularly for
expatriates; a reduction in the number of expatriates permitted to bring family
members with them to the UAE; and an increase in deoay penalties applicable to
contracts with the UAE federal government.

The UAE Central Bank in I994 issued an update of a circular it had issued in
1993 on regulation of large exposures. The 1993 circular had restricted exposure to
one individual or groups seven percent of a bank's capital. The revised circular
defined exposure as funded exposure. It also exempts UAE governmental borrowers
from the limits and permits larger exposures in interbank lending. Foreign banks,
which had objected to the 1993 circular, are somewhat more satisfied with the
changes, but Will still have to reduce their funded exposures to the principal cus.
tomers or move their assets offshore.

The UAE began issuing ten-year, multiple entry visas to US. passport holders in
1994. In addition, the UAE now permits certain nationalities of expatriate residents
of other Gulf Cooperation Councl countries, among them US. citizens, to enter the
UAE without having first obtained visas.

With the exceptions of those levied on foreign banks and oil companies, there are
no income taxeslevied in the UAE.

Prices for most items are determined by market forces. Exceptions include utili-
ties, educational services, medical care, and agricultural products, which are sub.
sidized.
4. Debt Management Policies

The UAE federal government has no official foreign debt. Some individual emir-
ates are believed to have foreign commercial 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 and Dubai governments and their offcial
agencies are believed to be significantly larger than the reserves of the Central
Bank.

External assistance is provided by the federal government, individual emirate
government agencies, individual rulers, and private contributors. No comprehensive
figures are available. The largest aid donor within the UAE, the Abu Dhabi Fund
for Development (ADFD), currently is providing financing worth almost DH 2.8 bil-
lion (USD 763 million) for 29 developmental projects in 13Arab countries.
5. Significant Barriers to U.S. Exports

The regulatory and legal framework favors local over foreign business. There is
no national treatment for Investors in the UAE. Except for companies located in
duty free zones at least 51 percent of a business establishment must be owned by
a UAE national. A business engaged in importing products for distribution within
the UAE must be 100 percent owned by a UAE national. Subsidies for manufactur.
ing firms are only aval able to those with at least a 51 percent local ownership.

By law, foreign companies wishing to do business in the UAE must have a UAE
national sponsor, agent or distributor. There is some disagreement between the fed-
eral and local authorities, however, over the meaning of "national'. The federal Min.
istry of Economy and Commerce stipulates that a national sponsor is a sponsor for
the entire country. Local chambers of commerce, however, see "national' as meaning
UAE citizen, and often will not allow a business to operate within their emirate iR
the sponsor is from another emirate. Once chosen, these sponsors, agents, or dis-
tributors have exclusive rights. Sponsors can be replaced, if the sponsor agrees. This
happens, but not often.

Foreign companies do not press claims, knowing that to do so would jeopardize
future business activity in the UAE. Foreigners cannot own land or buy stocks. For-
eign 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 bar.
rels.

The tendering process is not conducted according to generally accepted inter-
national standards. Retendering is the norm, often as many as three or four times.
To bid on federal projects, a supplier or contractor must either be a UAE national
or a company in which at least 51 percent of the share capital is owned by UAE
nationals. Therefore, foreign companies wishing to bid for a federal project must
enter into a joint venture or agency arrangement with a UAE national or company.
Federal tenders are required to be accompanied by a bid bond in the form of an un-
conditional bank guarantee for five percent of the value of the bid.
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6. Export Subsidies Policies
The UAE Government does not use subsidies to provide direct or indirect support

for exports. The UAR Joined the OATF in 1994.
7. Protection of U.S. Inllectul Property Rights

In 1992, the UAE passed three laws pertaining to intellectual property rihts
IPR) protection: a copyright law, a trademark law and a tent law. The UAE

began enforcing the cbpyright law on September 1, 1994. The government began
registration of tradema-rks and patents in 1993. Most leases to-U.S. firms in "he
URE have been to owners of copyrights, not trademarks or patents, although there
have been occasional problems with trdemark fraud and in obtaining 1PW pratec-
tion for certain products, such as pharmaceuticals. Since UAE patent law protects
processes, not products, some U.S. firms are concerned that there eould be unau.

orized manufacture and distribution of their products. In late 1994 UAE authori.
ties were considering revisions to the patent law to address coverage of product pat.
cents.
8. Worker Rights

a. The Right of Auoclation.-UAE law does not grant workers the right to orga.
nize unions or to strike. Similarly, it Is a criminal offense for public sector workers
to strike. Foreign workers, who make up the bulk of the workforce, would risk de.
portation if they attempted to organize unions or to strike.

b. The Right to Organize and Bargain Collqctiveiy.-UAE law does not grant
workers the right to engage in collective bargaining, and it is not practiced. Workers
in the industrial and service sectors are normally employed under contracts that are
subject to review by the Ministry of Labor and Social Affairs. The purpose of the
review is to ensure that the pay will satisfy the employee's basic needs and secure
a means of living. For the resolution of work-related disputes, workers must rely
on conciliation committees organized by the Ministry of Labor and Social Affairs or
on special labor courts. Domestic servants and agricultural workers are not covered
by UAE labor laws and thus have great difficulty in obtaining any assistance in re-
solving labor disputes.

c. Prohibition of Forced or Compulsory Labor.-Forced or compulsory labor is ills.
gal and not practiced. However, foreign workers may be recruited in their own coun.
tries býy unscrupulous agents who bring them into the UAE under conditions ap.
proachmi indenture.

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. Laws prohibiting the employment of children are enforced by the Depart.
ment of Labor. Labor regulations allow contracts only for adult foreign workers.

e. Acceptable Conditions of Work.-There is no legislated or admistrative mini.
mum wage. Supply and demand determine compensation. However, according to the
Ministry of La,= r and Social Affairs, there is an unofficial, unwritten minimum
wage rate which would afford a worker and family a minimal standard of living.
As noted in Section 6.B., the Labor and Social Affairs Ministry reviews labor con.
tracts and does not approve any contract that stipulates a clearly unacceptablewage.

ne standard workday and workweek are set at eight hours per day, six days per

week, but these standards are not strictly enforced. Certain typos of workers, nota.
bly domestic servants, may be obliged to work longer than the mandated standard
hours. The law also provides for a minimum of 24 days per year of annual leave
plus 10 national and'religious holidays. In addition, manual workers are not re-
quired to do outdoor work when the temperature exceeds 45 degrees Celsius (112Fahrenheit).

Most foreign workers receive either employer-provided housing or a housing allow.
ance, medical care, and homeward passage from their employers. The vast majority
of such workers, however, do not earn the minimum salary of DH 5000 (approxi-
mately USD 1370) per month currently required for them to sponsor their families
for a UAE residence visa (the UAE increased the minimum requirement from USD
1000 to USD 1370 in August, 1994). Further, employers may petition for a one-year
ban from the workforce of any foreign employee who leaves his job without fulfilling
the terms of his contract. Absent careful oversight, such an option could be misused
to inhibit legitimate complaints on working conditions or reasonable requests to
change employers.

The government sets health and safety standards, which are enforced by the Min.
istry of Health the Ministry of Labor and Social Affairs, municipalities, and civil
defense units. very large industrial concern is required to employ an occupational
safety officer certiffied by the Ministry of Labor. 11 an accident occurs, a worker is
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entitled to fair compensation. Health standards are not uniformly observed in the
housing camos provided by employers. Workers' Jobs are not protected if they re-
move themselves from what they consider to be unsafe working conditions. How.
ever, the Ministry of Labor may require employers to reinstate workers following
an Investigation of the alleged unsafe working conditions. All workers have the right
to complain to the Labor Ministry, whose officials are accessible to any grievant,
and an effort is made to investigate all complaints. The Ministry, which oversees
worker compensation, is, however, chronically understafTed and underbudgcted so
that complaints and compensation claims are backlogged.

Foreign nationals, especially from India, Pakistan, the Philippines, Bangladesh,
and Sri-Lanka, continue to seek work in the UAE in large numbers. There are many
complaints that recruiters in the country of origin use unscrupulous tactics to entice
manual laborers and domestic servants to the-UAE, promising unrealistically high
salaries, housing and other benefits and may even bring them in illegally. Such
complaints may be appealed to the Labor Ministry and, if this does not resolve the
Issue, to the courts. However, many laborers choose not to protest or to engage in
such a lengthy process for fear of reprisals or of deportation. Moreover, since the
UAE tends to view foreign workers through the prism of their various nationalities,
the employment policies, like immigration and security policies, have, at times, been
conditioned upon national origin,

A number of accounts, Including some in the local press, continue to call attention
to abuses suffered by domestic servants, particularly women, perpetrated by individ-
ual employers. These have Included allegations of excessive worV hours, extremely
low wages, verbal abuse, and, In some cases, physical abuse.

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

(Millions of U.S. dollars)

Category Amount

Petroleum .......................... .............. .................... 291
Total Manufacturing .........................................,(2)

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

W holesale Trade ...................................................................... 142
Banking .................................................................................... (1)
Finance/Insurance/Real Estate .............................................. ()
Services............................................... 23
Other Industries ...................................................................... 45
TOTAL ALL INDUSTRIES............................537

1 Suppressed to avoid disclosing data of individual compAnies.
2 We than $500,000.
Source: U.S. Department of Commerce, Hurefu of Economic Analysi.
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Key Eoonomic Indicator
[Mlons rofUL dodlars unim oerwie noted

1992 1906 1994'

Income, ProducUon and EMpkayman.
Real GDP (1985 priie)s....................................... 14,064 14,307 14,688
Real GDP Growth (pct)..................... 4.23 4.46 4.90
GDP (at current prices) .......... 23.760 24,746 25,983
By Sector. I

Agriculture ........................................................ 8,209 8,580 9,068
Energy/Water.............. 363 879 N/A
Manufacturing ............................. 2,140 2,236 2,858
Construction ............. 1,385 1,446 N/A
Financial Services................461 482 N/A
Other Services .............. ....... 10,850 11,341 N/A

Net Exports of Goods & Services..........-1,403 -1,526 N/A
Real Per Capita GDP (1985 prices/USD) ........... 118 119 119
Labor Force (000s) ............. 54,300 N/A N/A
Unemployment Rate (pct.) ................................ N/A N/A N/A

Money and APiem (annual percentage growth):
Money Supply (M2/bIl. Taka) .............. 285.3 815.4 351.3
Base Interest Rate ............. 9.00 7.00 6.00
Personal Saving Rate .......................................... 3.80 8.80 3.80
Retail Inflation .. ........... 5.09 1.33 1.67
Wholesale Inflation .............. . N/A N/A N/A
Consumer Price Index5 ......... . . . . . . . . .. 72 4.4 0  73 4 .3 0  746 .2

Exchange Rate (USD/Taka)
Olmicial.................38.15 39.15 40.00
Parallel .............................................................. N/A N/A N/A

Balance of Payment. and Trae'
Total Exports (FOB) ........................................... 1,901 2,138 2,347

Exports to UAS.................................................. 832 732 4784
Total Imports (CIF) .............................................. 3,457 3,983 3,905

Imports from US .............................................. 189 129 100
Aid from US.5. ............................................ 135 73.5 95.1
Aid from Other Countries ................................... 1,611 1,675 1,559
External Public Debt ........................................... 12,605 13,178 14,027
Debt Service Payments ........................................ 535.5 505.6 512.4
Gold and Foreign Exch. Reserves ....................... 1,612 2,125 2,822
Trade Balance ...................................................... -1,556 - 1,845 -1,558

Trade Balance with US ................................... 643 603 4604
N/A.-Not available,a Information for Ban/sadoh flhal yor, Job I-.Jw 30. Data fort VM94 sa mo WOeWtly nal.
2PY91 mete darW ta*estimated onthbes o mfters )DP entulbtlon of 8.
SInflation figrme rbaswd en Consuer ies In&d.

Mgres are baud eonBang&dehBank.alculaU.t on total amnt of dmmmeula bank latter of redit
'ipre a r fortw the Otbe I0-Septembe 30 l) year.
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1. General Policy Framework
Bangladesh is one of the world's poorest, most densely populated and least devol.

hoped nations. With 123 million people and a GDP of $26 billion in Bangladeshi fiscal
year 1994 (FY94), per capita income (current basis) was $211. However, a low cost
of iving gives Bangladesh an estimated purchasing power parity per capital GDP
of $1,230. Many factors have inhibited the growth of Bangladesh s overwhelmingly
agricultural economy. These include frequent cyclones and-floods, government inter.
ference with the economy, a rapidly growing labor force which cannot be absorbed
by agrculture, a low level of industrialization, underdeveloped energy resources,
and ineffmcient power supplies. A major policy objective feeding the rapidly growing
population, is supported by self-sufciency in rice production and supplemented by
significant U.S. wheat exports to Bangladesh under both P"-480 programs and com.
mercial sales.

Despite political unrest and opposition to some elements of its economic reforms
from those who benefit from the status quo, Bangladesh's democratically elected
government continued its macroeconomic stabilization program throughout FY94.
As a result, the overall economic condition of the country remained stable. The GDP
growth rate registered 4.9 percent, an increase over FY93's growth rate of 4.4 per.
cent. Further rate reductions in Bangladesh's tax and tariff regimes and the liberal.
ization of the foreign exchange regime (including full convertibility of the taka on
the current account) mark major progress in the government's drive toward a more
open modern, liberal economy. Inflation remained low during FY94, at 1.7 percent.
Foreign currency reserves are put at approximately $2.8 billion, sufficient to cover
over eight months of imports.

Government expenditures, composed of current expenditures and the annual de.
velopment budget, stayed under tight control during FY94. Domestic revenues,
buoyed by improved tax revenue performance, exceeded current expenditure by :31
billion taka (equivalent to $775 mlRion). This surplus provides the government con.
tribution to the country's development budget, termed the "Annual Development
Program" (ADP). While most funding for the ADP comes from donors, the Finance
Ministry claimed to have maintained-Bangladesh's contribution at about 33 percent
In FY94. Tax revenues reached a record high of 99 billion taka ($2,475 million), al.
most double the amount of FY89.

However, the impact of government stabilization and trade liberalization pro.
grams has cooled the ardor for reform amon many local businessmen. Leaders of
major business associations representing small and medium.sized firms claim that
reforms (which increased the competition they face) have hit their pocketbooks, ac-
counting for a 30 percent drop in sales revenue since 1991, the year the government
initiated the stabilization program. These businessmen argue that current economic
reforms have opened Bangladesh to a surge of imports, principally from India, and
that reciprocal trade has not occurred. The local media have highlighted an appar-
ent increase in smuggling of Indian salt, sugar, textiles, fruit, leather, livestock,
automotive spares, and cement. Rather than evaluate Bangladesh's terms of trade
or exchange rate policy vis-a.vis its neighbors, these trade organizations demand
greater tariff protection for local Industries. Usinp India as an example, they favor
the classicprotectionist "infant industry" path of industrial development, ignoring
the urgent need to enhance productivity of domestic industries. Given this kind of
thinking on the part of business, combined with a fractious political environment,
progress on the remaining structural reforms is likely to stall.

The macroeconomic picture stands in contrast to Bangladesh's record of achieve-
ment in attaining macroeconomic stability. State presence in the economy continues
to be large and, despite rhetoric to the contrary, privatization has slowed to a vir.
tual standstill. The level of investment from both private and public sources is
among the lowest in Asia.

Although some liberal investment measures were taken by the government to fos-
ter private sector involvement in the energy and telecommunication sectors, the in-
vestment climate continues to be generally poor. Bureaucratic bottlenecks, poor in-
frastructure, corruption, labor unrest and a deteriorating law and order situation
continued to discourage domestic and foreign investors. Investment, stuck at 12 to
13 percent of GDP in the FY85.FY92 period, increased slowly to over 13 percent in
FY93 and is expected to reach 14 percent in FY94. It is generally held that only
an investment-to-GDP ratio of 17 to 18 percent and a CD12 growth rate of 6 to 8
percent can begin to make a real difference in lifting Bangladesh out of poverty.
Bangladesh's current GDP growth rate of 4.9 percent, while good by historical
standards, is not high enough to make a real difference to the poorest level of the
economy.
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2. Exchange Rate Poky

The Bangladesh Bank follows a semi-flexible exchange rate policy, revaluing the
currency on the basis of a weighted basket of economic indicators. The high and ris.
Ing level of foreign exchange reserves suggests the taka is undervalued.-The black
market rate Is quite close to the official rate and has been stable. The raka's effec-
tive market value Is bolstered by the large sum of foreign exchange Bangladesh re-
ceives every year through aid transfers, and by continued high levels of tariff protec.
tion and other restrictions on imports. Foreign exchange received as remittances
from overseas workers (manpower exports) further strengthens the taka. Noting
that the real exchange rate for the taka has risen vis-a.vis the exchange rates for
the currencies of export competitors such as India and China, some economists and
exporters are arguing for more rapid trade liberalization and further devaluation.
The government-ha declared the taka to be fully convertible for current account
transactions, and Is considering full convertibility for capital account transactions
by December 1994.

U.S. products and services have become generally moreprice competitive in the
Bangladesh market to the extent that the value of the U.S. dollar has declined
against competitor nations! currencies. Inbound and outbound foreign investment
flows are too small to affect the exchange rate. Most foreign firms are able to repa.
triate profits, dividends, royalty payments and technical fees without difficulty, pro.
vided the appropriate documentation is presented to the Bangladesh Bank. Out.
bound foreign investment by Bangladeshinationals 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 1993, Bangladesh successfully completed the International Monetary Fund's"
three-year Enhanced Structural Admustment Facility (ESAF) program, meeting all
fiscal and monetary targets. Money supply growth has been about 10 percent In
FY93 and FY94. The value added tax (VAT) continued to generate higher than an.
ticipated revenues for the government, with collections up eight percent in real
terms. Government spending has also been curbed through con rolling the level of
subsidies provided to severe money-losing parastatals, and attempting to shift more
central government resources towards capital or development expenditures. Accord-
Ing to the Central Bank, over the first quarter of FY94 Bangladesh actually expori.
enced a bout of deflation. Continued fiscal discipline coupled with low money supply
growth and increasing banking liquidity kept FY94 inflation at 1.67 percent.

While Bangladesh met ESAF monetary and fiscal targets, progress on sectoral re-
forms, backed by multilateral development banks and bilateral donors, has been
halting. Long an easy source of funds for preferred borrowers who did not reel
obliged to repay, the banking sectorin Bangladesh is undergoing a wholesale reform
effort under the Financial-Sector Reform Project (FSRP), supported by the U.S.
Agency for International Development and the World Bank. The FSRP faces a
daunting challenge In attempting to convert a bureaucratically run, economically
unresponsive network of nationalized banks into a useful source of capital for entre.
preneurs. Insulation from market forces permitted the banks to maintain adminis-
tered interest rates and to ignore the bottom line in providing and pricing banking
services. The FSRP continued to make considerable progress in repricing banking
services and liberalizing interest rates during FY94.

Efforts at reform often run afoul of vested interest groups, such as public sector
labor unions or domestic producers in import-competing industries. The public sec.
tor accounts for only one-fourth of Bangladesh's industrial output, but it exercises
a dominant influence on industry and the economy. Most public sector industries,
including textiles, jute processing, and sugar processing, are perennial money losers,
draining the treasury and setting high wages that their private sector counterparts
often feel compelled to meet out of fear of union action. Moreover, the fact that cru.
cial infrastructure (power telecommunications, railroads, and the national airline)
is In the public sector tends to limit private sector productivity.
4. Debt Management Policies

Assessed on the basis of outstanding principal, Bangladesh's external public debt
was $14 billion as of June 1994, up six percent from the previous year's level of
$13.18 billion. Given the fact that virtually all of the debt was provided on highly
concessional terms by bilateral and multilateral donors, the net present value of tho
total outstanding debt is significantly lower than Its face value. Bangladesh cur-
rently owes aroiximately $1,314 million to the United States primary" Inncurred
under the old-PL-480 Title I and III food program. Total medium and long term
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debt servicing for FY94 was $512 million, an increase over the $506 million paid
out in FY93.
5. Sign$ ant Barrier. to U.S. Exports

Offcially, private industrial investment Is completely deregulated and the govern.
ment has significantly streamlined the Investment registration process. However,
while registration has been simplified, domestic and foreign investors typically must
obtain a series of approvals from various government agencies in order to Imple-
ment their projects. Bureaucratic red tape, compounde-by rent-seeking activity,
slows decision-making. The major exception Is investment in the country's Export
Processing Zones (EPZ?, located in Chittagon and Dhaka. Investment proposals for
the EPZs are processed quickly, and the EPadministrators take care of the Inves.
tor's needs, from tax treatment to utility hook-ups. Barriers to investment also in-
clude the country's low labor productivity, poor infrastructure, and an uncertain law
and order situation. The lack of effective commercial laws makes it dimcult to en.
force business contracts.

The government has made significant progress in liberalizing what had been one
of the most restrictive trade regimes in Asia. Tariff reform was accelerated signifi.
cantly in FY94 by the compression of customs duty rates into a range of 7.5 to 100
percent for most products, with the exception of large vehicles, alcohol, cigarettes
and air-conditioners, for which duties remain In excess of 100 percent. Tno trade
weighted average Import tax rate was 43 percent in FY94 compared to 59 percent
in FY92. In July 1992 the government replaced an import sales tax with a trade.
neutral VAT, leaving only the 2.5 percent "advance income tax" to be removed to
make customs duty the only protective instrument for most imports. The number
of products subject to an Import ban or restriction was reduced during FY94 and
import procedures have been further streamlined. The formerly cumbersome proce.
dure for opening letters of credit also has been simplified. Bangladesh continues to
raise relatively-high shares of its government revenue from customs duties. lBan.
gladesh ratified the Uruguay Round agreements and became a founding member of
tho World Trade Organization (WTO) on January 1, 1995.
6. Export Subsidies Policies

The Bangladesh government attempts to encourage export growth through meas-
ures such as ensuring duty-free status for some imported inputs, including capital
machinery, and providing easy access to financing ror exporters. Ready made gar-
ment 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. Government financed Interest
rate subsidies to exporters were slightly reduced In FY91 and further reduced over
FY93-FY94.

The growth in garment exports, still by far the most dynamic performer In Ban-
gadesh•s economy, continued to taper in FY94, up only 15 percent compared to a
robust growth of 68 percent in FY91 and 48 percent In FY92. At over $1.4 billion
in FY_94, garments now comprise 60 percent of the value of Bangladesh's total ex-
ports. However, because most of the trade consists of assemblingimprted cloth for
re-export, the total value added to garments in Bangladesh is only about one fourth
of the exported value. Bangladesh Is shifting a larger share of its garment exports
towards the European Union, while U.S. garment Imports from Bangladesh dropped
slightly in FY94. Recent years have seen some challenges to Bangladeshi garment
exporters from U.S. labor groups protesting child labor practices, and from U.S. gar-
ment producers alleging that some products are being dumped or covertly sub-
sidized.
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 Desagn Rule of 1933, the Trademark Act of 1940, and
the Copyright Ordinance of 1962 govern patents, trademarks, and copyrights in
Bangladesh.

Draftsaof new legislation have been produced by the legal profession in somo cases
and are under review by governmental committees. A new "Companies Act 1994'
has been approved by the parliament although It has not yet been publicly released
nor implemented. Although the government has not given intellectual property
rights a high priority, Bangladesh has been a member of the World Intellectual
Property Organization in Geneva since 1985 and is represented on two of its perma-
nent committees. Intellectual property infringement is common, but Ia of limited sig-
nificance for U.S. firms, with the possible exception of pharmaceutical products and
audio and video cassettes.
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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, telegraph, and
telephone sectors, state administration workers are forbidden to Join unions. How
ever, some workers covered by this ban have formed unregistered unions. The ban
also applies to security-related government employees, such as in the military and
police. Bangladeshi civil servants forbidden to join unions, such as those for teachers
or nurses, have joined associations which perform functions similar to labor unions.
Workers in Bangladesh's two EPZs have also skirted prohibitions on forming unions
by setting up associations. The government has stated that labor law restrictions
on freedom of association and formation of unions in the EPZ will be lifted by 1997.
In the burgeoning garment Industry, there have been numerous complaints of work.
ers being harassed and fired in some factories for trying to organize workers.

b. The Right to Orgfaie and Bargain Collectively.--Unions in Bangladesh are
highly politicized. Virtually all the National Trade Union centers are affiliated with
political parties, including the ruling Bangladesh Nationalist Party.

Some unions are militant and engage in intimidation and vandalism. General
strikes, or "hartals* continue to be used by the political opposition to pressure the
government. Hartals cause significant economic and social disruption through loss
of work hours and production.'The Essential Services Ordinance permits the govern.
ment 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 or 1965
set up inspection mechanisms to enforce laws against forced labor, but limited re.
sources prevent the rigorous enforcement of these laws.

d. Minimum Age of Employment of Children.-Bangladesh has laws that prohibit
child labor. The Factories Act of 1965 bars children under the age of 15 from work.
ing in factories. In reality, enforcement of these rules in inadequate. According to
United Nations estimates, about one third of Bangladesh's population under the age
of 18 is working. In a society as poor as Bangladesh's, the extra income obtained
by children, however meager, is welcome and sought after. In anticipation of pos-
sible UcS. legislation prohibiting the import of products made by child labor, thou.
sands of underage children employed in Bangladesh's garment industry were fired
in 1993, and this trend continued throughout 1994.

e. Acceptable Conditions of Work.-Reogtlations regarding minimum wages, hours
of work, and occupational safety and health are not strictly enforced. The legal mini.
mum wage varies depending on occupation and industry. It is generally not en-
forced.

The law sets a standard 48-hour workweek with one mandated day off. A 60-hour
workweek, inclusive of a maximum 12 hours of overtime, is allowed. The Factories
Act of 1965 nominally sets occupational health and safety standards. The law is
comprehensive but appears to be largely ignored by many Bangladeshi employers.

f. Rights in Sectors with U.S. Investment.-U.S. investment stock in Bangladesh
is very small, totalling less than $30 million. It is concentrated in the capitalization
and physical assets ofea life insurance company, a commercial bank and a represent.
ative banking office, and a few other service and manufacturing operations.

The manufacturing firms with U.S. investment have unions and bargain collec-
tively. The threat of worker layoffs due to reductions-in-force can cause serious man-
agement-labor disputes. As far as can be determined, firms with US. capital invest-
ment abide by the labor laws and the provisions of the 31 International Labor Orga-
nization conventions ratified by Bangladesh. Similarly, these firms respect the mini-
mum age for the employment 01 children. According to both the Bangladesh govern-
ment and representatives of the firms, workers in firms with U.S. capital invest-
ment generally earn a much higher salary than the minimum wage se or each spe-
cific industry. In some cases, workers in these firms enjoy shorter working hours
than those working in comparable indigenous firms.:
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Extent of U.S Investment in Selected Industrileo-U.S. Direct
Investment Position Abroad on an Historical Cost Basis-1993

[Millions of U. dollars]

Catoe•" Amount

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

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

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

S~upprmed _to avoid disdodng data of Inndvlual .ompania.
S'u1ree U.S.Department of Commwee, Bureau of Deonomie AnSlysis

INDIA

Key Economic Indicators
[Billions of U.& dollars unles othewise noted]

(Indian fiscal year is April 1 'to March 31)

199M43 199 4 1994M I

Income, roduction and'Employment:
Real GDP (1981 prices)2 ..................................... 87.0 83.5 88.1
Real GDP Growth (pct.) ....................................... 4.6 4.0 5.5
GDP (at current prices)s2..................................... 243.6 252.8 289.5
GDP Share by Sector: (pct.)

Agriculture ........................................................ 30.3 30.0 30.1
Energy/Water .................................................... 2.5 2.5 2.5
Manufacturing .................................................. 22.0 22.2 22.4
Construction ..................................................... 4.4 4.5 4.5
Rents ................................................................. 5.1 5.1 5.1
Financial Services ............................................ 5.9 5.9 6.0
Other Services/Government/

Health/Education .......................................... 29.8 29.8 29.4
Real Per Capita GDP (1981 prices/USD) ........... 99.8 93.9 97.1
Labor Force (millions) ......................................... 330 338 346
Unemployment Rate (pct.) .................................. 22.0 22.5 22.5

Money and Priea (annual percentage growth): -
Money Supply (M3) .............................................. 15.7 18.2 17.5
Base Interest Rate ............................................... 19.0 19.0 14.5
Personal Saving Rate .......................................... 17.4 17.5 18.0
Retail Inflation ..................................................... 9.6 7.5 8.0
Wholesale Inflation (pct.) .................................... 10.1 8.4 9.0
Consumer Price Index (1982=100)..............6240 258 279
Exchange Rate (USD/rupee)

Official ............................................................... 28.96 31.37 31.37
Parallel .............................................................. 31.0 33.0 32.5
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Key Economic Indicators-Continued
(Billions of U.. dollars nWles. otherwise notell

(Indian fiscal year Ik April Ito March 31)

1902A13 IOU44 19 9M

Balancof Pymmet and Trod.:
Total Exports (FOB).................. 18.4 22.2 25.0

Exports to U..... ............................ 3.5 4.0 4.7
Total Imports (CIF)&.......................21.7 23.2 26.7

Imports ham U.............................................. 2.2 2.7 3.4
Trade Balance4 .................................................... -3.3 - 1.0 - 1.7

Trade Balance with U.S...................................1.3 1.3 1.3
Aid from U.S. (mf. USD)4 .................................. 141 142 148
Aid from Other Countries/lnstitutions ............... 3.5 3.3 3.5
External Public Dobts ......................................... 79.2 81.4 82.0
Debt Service Payments ........................................ 7.0 7.6 9.4
Gold and Foreign Exch. Reserves ....................... 9.8 19.3 25.0

11994 figures ar. all estimates based an data available in October 1994.
SGDP at market prices.
S Merchandise trade.
4PiSgun reew to Indian fiscal yesrs April l-March 31.
5Exclude rupee debt or $10 billion to the former USSIL
Soureu: Government of India (GOD) Economi Sumrvey, GO1 budgets, Rsarve Dank of India bulletins, and

the World Bank.

1. General Policy Framework
By mid-1994 India's economic reform program had achieved remarkable macro.

economic stability and substantially liberallzed its trade, Investment and financial
sectors. India's decision In 1991 to move away from a "mixed' economy, marked by
slow growth,ahLy protected market and state control of the economy's "com.
manning heights has potentially important ramifications for the international
economy. The Inaian economy ii already the sixth largest in terms of purchasing
power, and is home to roughly 15 percent of the world's population. India's middle.
class is estimated to be between 150-250 million. A sustained period of rapid eco.nomic growth would sharply reduce poverty in India and provide major opportuni-
ties for international trade and investment.

Progress toward reducing the government's unsustainably high fiscal deficit,
which helped trigger India's 1990-91 economic crisis, has been mixed. After reach.
in nine percent-o-f GDP in FY 1990/91, the fiscal deficit fell to 5.7 percent of GDP
inPY1992/93 before rebounding to 7.3 percent of GDP the following year. Buoyant
receipts and better expenditure controls imply a fiscal deficit of a6out six percent
of GDP for FY 1994/95; little progress is expected in the run-up to the 1996 national
elections. However, the Finance Minister and Reserve Bank of-India (RBI) Governor
reached agreement to place a Rs. 60 billion ($1.9 billion) cap on the issuance of ad
hoc Treasury bills during 1994, the principal source of inflationary money creation.
The issuance of ad hoc Treasury bills is to be abolished by FY 1997/98.

Durg the first six months of FY 1994/95, M3 rose by an estimated 17.5 percent.
The RAlhopes to contain M3 growth at 16 percent for the year, a rate It consider
consistent with a four percentagepoint decline In inflation and GDP growth or 5.5
percent. Government and private forecasters now predict an average retail inflation
rate of about eight percent 4urink FY 1994-95, following inflation of 7.5 percent in
the previous year. The rate of Increase in RBI credit to the government declined by
about 50 percent during the first half of FY 1994/95. This permitted the government
to reduce the Statutory Liquidity Ratio (SLR) from 33.75 in September 1993 to 31.5
percent In October 1994. Further cuts are planned as the government seeks to avoid
crowding out private borrowers.

Other economic indicators underscore India's sharp break with Its socialist past.
Foreign Investment Inflows and steady export growth expanded foreign exchange ro-
serves from $1.1 billion in June 1991to $19.6 billion in October 1994. Reform has
made India one of the most sought-after emerging markets for institutional inves.
tors. After stagnating for several years, private investment in expected to fuel ir,'us-
trial growth in FY f994-95 of about 8.0 percent, and GDP growth in excess of 5.0
percent. Most Importantly, India's liberalization program has received solid backing
from the middle. and upper-classes that have been its early beneficiaries.
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2 Exchange Rate Policy
India has utilized exchange rate policy to improve its export competitiveness. On

March 1, 1993, the exchange rate was unified and made fully convertible on the
trade account. On August 2), 1994, the current account was fully liberalized. Con-
trols remain on capital account transactions, but their gradual removal is expected
as foreign exchange reserves grow and India's capital markets merge more com-
pletely with international financial markets. The RBI has intervened in the foreign
exchange market to rebuild reserves and defend the rupee's stability. However, for.
eign investment inflows have been an equally important factor in maintaining the
rupee at roughly Re. 31.5 per dollar since Maich 1993. As a result, the real efTectivo
exchange rate has appreciated by over 10 percent since 1992.
3. Sbtuctural Policies

Price Policies: Central and state governments still regulate the prices of most es-
sential products, including food grains sugar, edible oil, basic medicines, energy,
fertilizers, water and many Industrial Inputs. A ri.cultural commodity procurement

prices have risen substantially during the past three years, while nitrogenous for-
ilizer, rural electricity and irrigation costs remain well below market levels. How.

ever, acute power shortages are forcing several states to arrest the financial decline
of state electricity boardsby raising tariffs. The federal government has also begun
to scrutinize more carefully the cost of its subsidies. Many basic food products are
under a dual pricing system: some outputtis supplied at fixed prices through govern.
meant 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 formulas have not been adjusted in more than a decade. Regulation of basic
drug prices has been a particular problem for U.. pharmaceutical-firms operating
in India, although changes in national drug policy will sharply reduce the numlor
of price-controlled formulations by late-1994.

Tax Policies: India's tax policies suffer from several problems common to develop.
ing countries. Public finances remain highly dependent on indirect taxes, particu.
ladr-y Import tariffs. Between 1990 and 1993, indirect taxes accounted for 75 percent
or central government tax revenue. India's direct tax base is excessively narrow,
with only e[ght million taxpayers out of a total population of about 900 million. Mar-
t nal rates are high by International standards, although the FY 1994/95 budget
owered the corporate income tax rate for foreign companies from 65 percent to 55

percent. Tax evasion is widespread, and the government has stated that future tax
rate cuts will depend upon its efforts to improve compliance. The government has
begun streamlining the nation's tax regime along the lines recommended by a gov.
ernment-appointed committee: increasing the revenue share from direct taxes, Intro.
ducing a value-added tax (VAT) and replacing India's complex tax code with one
that is simple and transparent. Whe Indian government is also experimenting with
tax Incentives for specific targeted areas, such as a five-year tax holiday for power
projects.

Regulatory Policies: The "New Industrial Policy" announced in July 1991 relaxed
considerably government's regulatory hold on investment andproduction decisions.
The new policies withdrew industrial licensing from all but specified industries
and removed most of the strictures on plant location. These reforms have been fol-
lowed by more recent adjustments, includin the announcement In mid-1994 of more
liberal policies for the pharmaceutical and telecommunications industries. Local
sourcing requirements have also been abolished. Nevertheless, Indian industry re-
mains highly regulated by a powerful bureaucracy armed with excessive rules and
broad discretion. As many as 92 approvals are still required to establish an indus.
trial plant; the speed and quality of regulatory decisions governing important issues
such as zoning, land-use and environment can vary dramatically from one state to
another. Political opposition has slowed or halted important regulatory reforms gov.
erning areas like labor bankruptcy, and company law that would enhance the effi-
ciency of foreign and Aomestic investment. However, international competition for
capital is gradually forcing India's federal and state governments to implement more
investor-friendly regulatory policies.
4. Debt Management Policies

External Debt Management: India's reliance during the 1980's on debt-financed
deficit spending to boost economic growth meant that commercial debt and Non-
Resident Indian (NRI) deposits provided a growing share of the financing for India's
mounting trade deficit. The result was a hefty increase in external debt,
compounded by rising real interest rates and a declining term structure that re-
fli•ted India's falling creditworthiness Total external debt rose from $20 billion in
FY 1980/81 to about $84 billion in Ft 1990/91. Fueled by rising debt service pay-



513
ments, foreign exchange reserves fell to $1.1 billion during the FY 1990/91 bI nce
of parent crisis,, the equivalent of only two weeks of imports. BI October lus"
India" reform program had succeeded In boosting reserves to $19.0 billion. This re.
markable surge In reserves has obviated the need to renew its Standby Arrange.
ment with the International Monetary Fund (IMF), and allowed India to prepay
$1.1 billion in credits to the IMW during 1994.

External Debt Structure: India's total external debt (including ruble and defense.
related debt) reached $91.4 billion by mid-1994, making India one of the world's
maor borrowers. India's debt-service payments exceeded $8.0 billion In each of the
last four years (FY 199/91-FY 1993/04). However, roughly two-thirds of the coun-
try's foreign currency debt is composed of multilateral and bilateral debt, much of
it on highly-conceseional terms. The stock of short-term debt constituted only $4.6
billion dIuring FY 1993/94. The addition of new debt has slowed substantially, as the
government maintained a tight rein on commercial borrowing and defense-related
debt and encouraged foreign equity Investment rather than debt financing. As a re-
suit the ratio of-total external debt to GDP fell from 39.8 percent In FY 1992/93
to about 36 percent in FY 1993t94.

Relationship with Creditors: India has an excellent debt servicing record. U.S. and
Japanese rating agencies downgraded Indian paper in 1990, as India encountered
balance of payment difficulties exacerbated by the Persian Gulf conflict and a sharp
downturn in trade with the former Soviet Union. The sharp growth in official re.
serves and the enthusiastic response of institutional and foreign direct Investors to
India's economic reforms are restoring creditor confidence. Japanese agencies re.
cently upgraded India's rating, and In lato-1994 Moodys began reviewing India's
foreign currency debt rating. (India is currently rated BA2/B B plus by Mood-s.) Cit-
ing its growing foreign exchange reserves and ample food stocks, India chose not
to negotiate an Extended Financing Facility with the IMF when its Standby Ar-
rangement expired in May 1993.
5. Significant Barriers to U.S. Exports

Import Licensing: U.S. exports have benefited from significant reductions in In-
dia's Import-llcensing requirements. Until 1992, India's extraordinarily complex Im.
port regime featured26 commodity lists with numerous approval and licensing pro.
cedures. Since that time, the government has eliminated the licensing system for
Imports of Intermediates and capital goods, and steadily reduced the import-weight-
ed tariff from 87 percent to 33 percent at present. US. exports to India rose from
$2.0 billion in 1991 to $2.8 billion In 1993, according to U.S. Department of Com-
merce trade data. Imports of phosphate fertilizer, kerosene and liquid propane gas
were opened to the private sector in 1993. A few commodity imports (mostly bulk
agricultural commodities) are still "canalized" through state trading companies, but
their number is steadily declining. Notwithstanding this progress, U.S. exporters
face a negative list of import items affecting roughly one-third of all tariff lines, and
tariff protection that is still very high by international standards. Import licenses
are still required for most consumer durables, certain electronics, pesticides and in-
secticides, fruits, vegetables and processed food products, breeding stock, most phar.
maceuticals and chemicals, and products reserved for small-scale industry. This li.
censing requirement serves in many cases as an effective ban on importation.

Services Barriers:.The Indian government runs many major service industries ei-
ther partially or entirely, but the controls are loosening. The banking sector remains
highly regulated, with only five licenses per year to bie given for now foreign bank
branches and/or expansion of existing operations. (Only 12 new foreign banks or
bank branches were granted operating approval between June 1993 and September
1994.) India does not allow foreign nationals to practice law in its courts. The Indian
government is now reviewing its monopoly of life and general insurance services,
and is expected to approve domestic and foreign private sector competition during
1995. Foreign and domestic private firms dominate advertising, accounting, car
rental and a wide range of consultancy services. Furthermore policy reforms ntro.
duced in late 1994 offer foreign firms a major role in modernizing India's telo.
communications sector.

Standards Testing, Labelling and Certification: Indian standards generally follow
international norms and do not constitute a significant barrier to trade. However
India's food safety laws are often outdated or more stringent than International
norms. Where differences exist, India is seeking to harmonize national standards
with International norms. No distinctions are made between imported and domosti-
cally-produced goods, except in the case of some bulk grains.

Investment Barriers: The industrial policy introduced in July 1991 achieved a
dramatic overhaul of regulations restricting foreign Investment. Government ap-
proval for equity investments of up to 51 percent in 35 industries covering the bulk
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of manufacturing activities has been entirely eliminated. The government has rarely
denied requests to increase equity stakes up to 100 percent, although it reserves
this.right. All sectors of the Indian economy are now open to foreign investors, ex-
cept those with security concerns such as defense, railways and atomic energy. In-
dustrial licensing applies to manufacturing activities in only 15 industries consid-
ered to be of strategic, social or environmental importance. As a result, the $5.1 bil.
lion in foreign investment approved between January 1991 and July 1994 exceeded
the nominal dollar value of ill foreign investment approved during the previous four
decades. The United States and Iidia have not negotiated a bilateral investment
treaty, although an agreement with the Overseas Private Investment Corporation
(OPIC remains in force to protect US. investors. In 1992, India became the 113th
country to announce it would join the Multilateral Investment Guarantee Agency
(MIGA). India ratified the Uruguay Round agreements and became a founding
member of the World Trade Organization (WTOY-on January 1, 1995.

Government Procurement Practices: Indian government procurement practices oc-
casionally discriminate against foreign suppliers, but they are improving under the
influence of fiscal stringency. Price and quidity preferences for local suppliers were
largely abolished in June 1992. Recipients of preferential treatment are now con-
centrated in the small-scale industrial and handicrafts sectors, which represent a
very small share of total government procurement. Defense procurement through
agents is not permitted, forcing uS. firms to maintain resident representation.
Wen foreign dancing is involved, procurement agencies generally comply with
multilateral-development bank requirements for international tenders.

Customs Procedures: Liberalization of India's trade regime has reduced tariff and
non-tariff barriers, but it has not eased some of the worst aspects of customs proce-
dures. Documentation requirements, including ex-factory bills of sale, are extensive
and delays are frequent. Interpretations rendered by customs officials are frequently
arbitrary.
6. Export Subsidies Policies

The 1991 budget phased out most direct export subsidies, but a tangle of indirect
subsidies remains. Exports are exempt from income and trade taxes, and a variety
of tariff incentives and promotional import licensing schemes, some of which carry
export quotas, still remain.
7. Protection of U.S. Intellectual Property

The Indian government is slowly, but steadily, revising its treatment of intellec-
tual property ights (IPR), bringing its laws and enforcement in line with inter-
national practice. The government has traditionally contended that IPR protection
should balance the interests of rights holders with those of consumers and broader"social' interests. The Special-3]) investigation initiated by the United States
Trade Representative in 1991 determined that Indian IPR practices - particularly
inadequate patent protection-unduly burdened U.. commerce. In respeonse,_the
United States removed all Indian-origin chemical and pharmaceutical products from
duty-free entry under the Generalized System of Preferences (GSP) In April 1992.

Under pressure from domestic industry, India strengthened its copyright law in
May 1994, placing it on a par with international practice. The new law entered into
force in late-1994. Subsequently, India's designation as a "priority foreign country"
under Special-301 was revoked and India was placed on the Priority Watch list.
Copyr,'- t and trademark enforcement is also rapidly improving. Classification of
copyright and trademark infringements as "cognisable offenses* has expanded police
search and seizure authority, while the formation of appellate boards has speeded
prosecution. Parliamentary approval is expected in late 1994 or early 1995 for strict
revisions in India's Trademark Bill.

Indian patent law, which was revised in 1970 to shorten patent life and end prod-
uct patents for pharmaceuticals, chemicals and food products, remains a major con-
cern for Us. investors and exporters. Widespread patent piracy has resulted in a
pronounced shortage of investment in high-tech areas, such as pharmaceutical and
bioengineering research and development, where India enjoys a comparative advan-
tage. Nonetheless the convergence of India's economic interests with those of her
major trade and Investment partners may accelerate product patent introduction.
The Indian government has announced that it will fully conform to the [PR-related
requirements of the Uruguay Round including the introduction of full product pat-
ent protection by the Year 2005 and RIPs-related implementing legislation by Jan-
uary 1, 1995.
8. Worker Rights

a. The Ri'ht 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
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protected by law. Unions represent roughly two percent of the total workforce, orabout 25 percent of industrial and service workers in the organized sector.
b. The Right to Organie and Bargain Collectively.-Indlan law recognizes the

right to organize andbargain 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 In-
dia's constitution; a 1976 law specifically prohibits the practice of 'bonded labor.*
Despite implementation of the 1976 law, bonded labor continues in many rural
areas. Efforts to eradicate the practice are complicated -by extreme poverty and ju.
riedictional disputes between the central and state governments; legislation Is a
central government function, while enforcement is the responsibility of the states.

d. Minimum Age of Employment for Children.-Poor social and economic condi.
tions and lack of compulsory education make child labor a major problem in India.
The Government of India estimates that 17 million Indian children from ages 5 to
15 work. Non-governmental organizations estimate that there may be more than 50
million child laborers. A 1986 law bans employment of children under age 14 In haz.
ardous occupations and strictly regulates child employment In other fields. Never.
theless, tens of thousands of children are employed in the glass, pottery, carpet and
fireworks industries, among others. Resource constraints and the sheer magnitude
of the problem limit ability to enforce child-labor legislation.

e. Acceptable Conditions of Work.-India has a maximum eight-hour work day and
48-hour work week. This maximum is generally observed by employers in the formal
sector. Occupational safety and health measures vary widely from state to state and
among Industries, as does the minimum wage.

f. Rights in Sector" with U.S. Investment.-U.S. investment exists largely in man.
ufacturing and service sectors where organized labor is predominant and working
conditions are well above the average for India. U.S. investors generally offer better
than prevailing wages, benefits and work conditions. Intense government and press
scrutiny of all foreign acivities ensures that any violation of acceptable standards
under the five worker rights criteria mentioned above would receive immediate at.
tention.

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

(Millions ofr U.S. dollars)

Category Amount

Petroleum ................................................................................ . .(1)
Total M anufacturing ............................................................... 395

Food & Kindred Products................ ........... 1
Chemicals and Allied Products ........................................... 143
Metals, Primary & Fabricated ............................................ 11
Machinery, except Electrical .............................................. 68
Electric & Electronic Equipment ....................................... 4
Transportation Equipment ................................................. 5
Other Manufacturing .......................................................... 164

Wholesale Trade......................................................................23
Banking .................................................................................... 316
Finance/Insurance/Real Estate .............................................. (1)
Services.......................................... 18
Other Industries ...................................................................... (2)

TOTAL ALL INDUSTRIES .................................................... 759

1 Suppressed to avoid disclosing data of individual companies.
Leoa than $500,000.

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

Key Economic Indicators
(MMlion of U.& dollu. unlm otherwise noted)

"Im mm M"41

Income* Production and Employmen'
GDP (current prices) .................
Real GDP Growth (pet.) ................
GDP Share by Sector. (pet.)

Agfriculture ..........................
PowerGas Distribution .................................
Manufacturing ........... .........
Construction .....................................................
Services .. . ............

Rents.........................
Financial Services .. oo.........................................
Government/Health/Education ..................

Not Export of Goods & Services .........................
Real GDP Per Capita (USD) ............
Labor Force (millions) ...... ............
Unemployment Rate (pct.)..............

Money and Price:
Money Suppty (() .............................................
Commerdal Interest Rate (pet.) ......................
Saving Rate (pct. of GDP)......................
Investment Rat. (pct. of GDP) ..... ....
Retail Inflation (cpi-annual pct. change)

12 month average basis ..........................
Wholesale Inflation (wpi-annual pct. change)

12 month average basise...................
Exchange Rate (rupee/USD)

Official (FY avg.) .........................................
Parallel ..............................................................

Bala of Payments and Trade:
Total Exports (FOB).........................

Exports to U1.8.. ..................
Total Imports (FOB) ........................

Imports from U.S.........................
Aid from U.S.4 .....................................................
Aid from Other Countries.....................
External Public Debt........................
Debt Service Payments 56 ..... . . .. . . . .. . .. . . .

Foreign Exch. Reserves (FY end)................
Trade Balance ................................................

Trade Balance with U.S ......................

49,044 1,818 52,877
7.7 2.8 4.0

26.1
8.5

17.8
4.1

48.0
M/A
N/A
N/A
N/A
422

32.97
5A5

4,525
15.5
17.1
20.1

9.6

9.3

24.7
25.5

8,762
891

8,998
977
40

2,471
18,384
2,199

952
-2p236

-86

24.2
8.7

18.8
4.2

49.1
N/A
N/A
N/A
N/A
428

38.97
585

8,345
18.0
18.6
20.7

23.98.7
18.6
4.2

49.1
N/A
N/A
N/A
N/A
426

34.98
5.85

3,088
16.8
15.4
20.1

9.3 11.2

7.1 15.0

25.9
27.9

6,782
948

10,049
942

20
2,493

20,810
2,332

461
-3,267

6

29.4
32.2

6,715
1,003
8,649

931
0

2,481
22,761

2,285
2,305

-1,834
72

N/A-Not available.
I Pkldstan'a Basa year 07FY) Is July I-June 30. PPY 1994 data covers pedd July 1, 399-June 30, 1994.

,indudeie banking. insurance, oemmeres, heing, storage, tnqmpertationcommunicaton and other serv.

DAvergeg annual intaert rate an amuerdal bank Manst o•eve c mutor boroen.
Md ibo U.S. in I99 Mnesited amudveya t, PL,-40

zhlude•a, i,te•rd, en hArtterm eansn end IMP shares_
&mm PakIstanea oIe kSr 1MI94 and Stae Bank Report 9M3M94.

1. General Pola Framework
Pakistan has been on a generally steady course toward market liberalization and

structural reform for the past five yars. These efforts intensified in response to a
deteriorating financial situation which developed in 199293,.and as a result of the
efforts of the interim government headed by former Prime Minister Moeen Qureshi
(July-October 1993). uresi, an apolitical technocrat, pushed forward a number of
economically sound but politically difficult initiatives and set a high standard for
subsequent political governments. A three-year agreement concluded by the present

II I I



517

government with the International Monetary Fund (IMP) In early 1994 provides a
policy framework and economic targets that have helped the Government of Paki.
stan (GOP) stay that course.
2. ExchangeRate Policy

The Pakistan rupee has been on a managed float since 1982; the central bank reg.
ularly adjusts the value of the rupee against a basket of major International cur.
rencies and uses the U.S. dollar as an Intervention currency to determine other
rates. The black market in foreign exchange has largely disappeared since private
foreign exchange transactions are now legally sanctioned. There is an Informal par.
allel market for foreign exchange that is not illegal. On this parallel market, there
Is a modest premium for attractive foreign currencies; the premium, which has de.
creased over the past year, generally amounts to approximately an additional .7 to
1.5 rupees per dollar (or roughly two to five percent).

In 1993-94, the GOP removed several additional foreign exchange restrictions. Er.
fective July 1, 1994, the rupee became fully convertible on current account under
IMP rules. Exchange rate reforms instituted in 1991 had essentially created con.
vertibility on the capital account. Exchange rate policy under the managed float has
contributed to an improvement In Pakistan's trade performance. Following a two.
stage devaluation totaling about nine percent in July 1993 and a tightening of fiscal
and monetary policy, the value of the rupee has stabilized. In a series of incremen.
tal adjustments between late July 1993 (29.85 rupees to the dollar) and late October
1994 (30.62 rupees), the rupee has depreciated against the dollar by less than three
percent.
3. Structural/Policies

A succession of Pakistani governments over the past six years has Implemented
structural reform policies which have made the economy more free and market-ori.
ented. The two principal political parties agree on the direction of economic policy,
and shifts in government have, consequently, had remarkably little impact on the
overall liberalizing trend.

One principal eLement of structural reform has been trade liberalization. The GOP
Is now engaged in a sweeping tariff reduction program to force domestic firms to
Improve their competitiveness and take advantage of Uruguay Round benefits. From
the Pakistani perspective, the key aspect of the Uruguay Round is the integration
of textile trade into the GAT!'. The GOP is aware that, in order to benefit from glob.
al trade liberalization, Pakistan must shift to tariffs in those industrial sectors, es-
pocially textiles, which are now protected by import bans or-quotas. The GOP is also
reducing the maximum "all Incrusive* tariff rate from 92 percent in 1993-94 to 70
percent at the start of the 1994-95 fiscal year. The maximum tariff rate is ached.
uled to be further reduced to 45 percent at the start of the 1995-96 fiscal year and
to 35 percent one year later.

A second pillar of structural reform has been the dismantling of state control over
key sectors of the economy through privatization. The OP's role in the economy
continues to shrink. In 1990, the public sector, which includes many enterprises
which were nationalized in the 1970s, accounted for about 30 percent orfvalue added
in manufacturing. As of October 1994, the GOP has sold off nearly 80 of its original
list of 118 public industrial companies and plans to advertise the remaining units
over the next few months.

The GOP is also in the process of identifying additional units for privatization and
encouraging private sector participation in the power generation and distribution,
mining, utilities, insurance, banking, and airlines industries. With World Bank tech-
nical assistance, the government is setting up regulatory bodies to permit privatiza-
tion of various utilities. The GOP is proceeding with a phased divestiture of Paki.
stan Telecommunications Corporation (PTC) and has already sold the first trancho
of PTC vouchers. It is also moving forward with plans to sell two thermal power
plants and one area electricity board as the first stage in the privatization or the
Water and Power Development Authority (WAPDA), which provides over 80 percent
of Pakistan's electricity. Portions of Pakistan's two natural gas distribution compa.
nies are also slated for divestiture.
4. Debt Management Policies

Pakistan's foreign debt continues to increase and the debt-service ratio is forecast
to exceed 30 percent of export earnings in 1995. High fiscal and current account
deficits over the past several years were financed by a steady increase in external
debt, which reached $28 billion In 1993. This debt level was 16 percent higher than
the previous year and entailed a debt-service ratio of 27.3 percent of export earn.
ings. Pakistan has consistently met its debt service obligations in a timely fashion,
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even during the foreign exchange crisis of July 1993, when foreign exchange rem
serves dipped to $185 millon, orjust over one week's wirli-of impeors.
5. Sfict Barrier. to U.S. Exports

Pakistan has traditionally maintained a complex system of indirect taxes in the
trade sector. High basic tariffs, additional srcharges, a variety of excise taxes, and
a sales tax, wilthdifferent applicabilit~y on domestic and foreign goods, combined to
distort prices In domestic m"kets. These tariffs, established-for protectionist rea.sons and to.raise revenue, had largely become counterproductive. Man tariff rates
were so hi. that they served principally to stimulate smuggling and corruption.
Revenue collections were similarly undermined by many exemptions and conces.
sins both formal and informal.

.Paisdtan has significantly liberalized its restrictive import regime by reducing tar.
Ifs and somewhat streamlining import and export rules. However, despite efforts
to streamline the import process, there continue to be complaints about complex cus-
tom. clearance practices which slow entry of goods and provide numerous opportu.
nities for discretionary decision-making by a variety of relatively low-level bureau.
crats.
6. Export Subsidies Policies

Pakistan seeks to encourage exports through rebates of Import duties sales taxes,
and income taxes, as well as through concessional export financing. The GOP hat
an export processing zone (EPZ) scheme, under which industrial units producing
value-added items are exempt from payment of customs duties, sales tax, and Iqra
(an Islamic education tax) surcharge on imports, provided that the Industrial unit
exports 50 percent of the value of its production in the first two years and 60 per-
cent in the third year and beyond. One EPZ, in Karachi is currently in operation.
These policies appear to apply equally to.both foreign ana 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 Is a member of the World Intellectual Property Organization (WIPO)
and a party to two m jor international intellectual property rights conventions: the
Borne Convention and the Universal Copyright Convention. However, It is not a
party to any major conventions on patent protection. While the United States has
a Treaty of Friendship and Commerce with Pakistan which guarantees national and
most-favored nation (MFN) treatment for patents, trademarks and Industrial prop-
erty, intellectual property rights enforcement In Pakistan remains weak.

Infringement on copyrights and trademarks and the lack of coverage of product
patent protection remain serious US. concerns. As such, In accordance with the in-
tellectual property rights provisions of the Omnibus Trade and Competitiveness Act
of 1988, Pakistan was placed on the Special 301 'watch list' in May 1989. Since
that time the United States has continued to encourage Pakistan to extend laws
covering intellectual property protection and to provide adequate enforcement.

Co pyrlghts: US. firms have complained that, although Pakistan Is a member of
the Universal Copyright Convention, enforcement of its copyright law is ineffective
and the penalties for violation are not severe enough. Videotape piracy is wide.
spread and of concern to U.S. firms which are current or potential marketers of film
videos In Pakistan. Pakistan recently amended its copyright statute to strengthen
penalties for infringement of rights to printed texts, film works, sound recordings,
and computer software; however, there has been little evidence of more vigorous en-
forcement.

Patents: Pakistan's patent law protects processes but not products. U.S. pharma-
ceutical companies have complained that this regime makes it difficult to pursue in-
fringement cases in local courts. The language of the statute permits applications
for compulsory licenses, although this seldom happens in practice. The United
States has urged Pakistan to provide product patent coverage and to amend its leg-
islation to extend the patent term and to restrict or abolish the procedure for com-
pulsory licensing.
8. Worker Rights

a. The Right of Association.-The right of industrial workers to form trade unions
is enunciated in statute, but in practice there are significant constraints on the for-
mation of industrial unions and their ability to function effectively. Workers in EPZs
are prohibited from forming trade unions. The Essential Services Maintenance Act
permits workers in government services and state enterprises (including education,
health care, oil andgas production, and transport) to form unions, but restricts
some normal union activities, Including the right to strike. There is no provision In
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Pakistani law granting the right of association to agricultural laborers. Union mem-
bers make up only about 13 percent of the Industrial labor force and 10 percent of
the total labor force.

b. The Right to Oranize and Bargain Collectively.-The right of industrial work-
ers to organize, and freely elect representatives to act as collective bargaining agents
is established in law. However, the right to bargain collectively is limited to legallyconstituted unions and Is therefore constrainedby the limitations on union forma-
tion described above. Collective bargaining occurs at the plant level. The Essential
Services Act restricts collective bargaining and where the government determines
to bar collective bargaining, individual wage boards (made up of industry, labor, and
government members) determine wage levels.

c. Prohibition of Forced or Compulsory Labor.-Forced labor Is specifically prohib.
ited by law and the Pakistani Constitution. However, bonded labor is reported to
be common in the brick, glass, and fishing industries and to be found in rural con-
struction and agricultural-work. The Bonded Labor System (Abolition) Act, adopted
in March 1992, outlawed the bonded labor system, cancelled all existing bonded
debts, and forbade lawsuits for the recovery of existing bonded debts. However, the
provinces have not yet developed a credible enforcement system to implement this
statute.

d. Minimum 4e of Employment of Children.-Child labor is common and results
from a combination of severe poverty, weak laws, and inadequate enforcement. A
key factor is the absence of compulsory primary education. Child labor is limited
by at least four statutes and Article 11 of the Pakistani Constitution. The Employ-
ment of Children Act, 1991, defines a child7 as "a person who has not completed
his 14th year of age,* prohibits their employment in hazardous industries, and gen-
erally limits the length of their workdays. Although much child labor occurs in the
traditional areas of family farming or small business, it also occurs in larger Indus.
tries, such as carpet making.

e. Acceptable Conditions of Work.-Federal statutes govern labor regulations. The
current monthly mini mum wage is approximately $50(1,500 rupees), but an exten-
sive list of exempted activities limit minimum wag applicability to a minority of
the work force. Statutes provide for a maximum workweek of 54 hours, rest periods,
and paid annual holidays, but exempt large segments of the labor force. Enforce.
ment of labor regulations, a responsibility of the provincial governments, has gen-
orally been ineffective. Enforcement is hampered by limited resources, corruption.
and inadequate regulatory structures. In general worker health and safety stand-
ards are poor, and little is being done to improve dhem.

f. Rights in Sectors with U.S. Investment.--Sectors with U.S. investment are char-
acterized by generally better conditions and more free exercise of worker rights than
in other sectors. These sectors tend to add greater value to production and exclude
sectors with particularly poor labor records (brick kilns, carpet making, traditional
agriculture, and family-i i small businesses).

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

[Millions of U.S. dollars)

Category Amount

Petroleum ........ 1..0................... . . ........................ 71
Total Manufacturing ............................................................... 28

Food & Kindred Products .................................................. 2
Chemicals and Allied Products ............................................. 29
Metals, Primary & Fabricated ............................................ -2
Machinery, except Electrical....................... 0
Electric & Electronic Equipment..................... .0
Transportation Equipment ................................................ . 0
Other Manufacturing ....................................................... 0

Wholesale Trade.............................................. .. 3
Banking .................................................................................... 152
Finance/Insurance/Real Estate ...................................... .... (I)
Services .................................................... t ............................... 0
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Extent of U.S. Investment in Selected Industries,--U.8. Direct
Investment Position Abroad on an Historical Cost Basis-1993--Continued

(MiliMos df UA.8 d Mj

Catwpi, Amount

Other Industries ......................... 0
TOTAL ALL INDUSTRIS.................................................... 254
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