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FOREWORD

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

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

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

\ BENJAMIN A GILMAN,
Chairman, Committee on International Relations.
BILL ARCHER,
Chairman, Committee on Ways and Means.

JESSE HELMS,
Chairman, Committee on Foreign Relations.

WiLLIAM V. ROTH, JR.,
Chairman, Committee on Finance.
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LETTER OF SUBMITTAL

DEPARTMENT OF STATE,
Washington, DC, January 31, 1999.

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. DENNIS HASTERT,
Speaker, House of Representatives.

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

Hon. WIiLLIAM V. RoTH, JR., . . -
Chairman, Committee on Finance.

DEAR SIRS: Section 2202 of the Omnibus Trade and Competitive-
ness Act of 1988 requires the Department of State to provicﬁa to the
appropriate Committees of Congress a detailed report regarding
the economic policy and trade practices of countries with which the
U.S. has significant economic or trade relationships. In this regard,
I am pleased to provide the enclosed report.

Sincerely,
BARBARA LARKIN,
Assistant Secretary,
Legislative Affairs.

(IX)






INTRODUCTION

COUNTRY REPORTS ON ECONOMIC POLICY AND TRADE PRACTICES

The Department of State is submitting to the Congress its Coun-
try Reports on Economic Policy and Trade Practices in compliance
with Section 2202 of the Omnibus Trade and Competitiveness Ast
of 1988. As the legislation requires, we have prepared detailed re-
ports on the economic policy and trade practices of countries with
which the United States has significant economic or trade relation-
ships. This is the Department of State’s 10th annual report. It now
includes reports on 77 countries, customs territories and customs
unions.

Each report contains nine sections.

o Key Economic Indicators: Each report begins with a table
showing data for key economic indicators in the national income,

monetary, and trade accounts.
e General Policy Framework: This first narrative section gives an

overview of macroeconomic trends.

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

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

country.

¢ Debt Management Policies: The fourth section describes debt
management policies and their implications for trade with the U.S.

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

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

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

o Worker Rights: The final section has three parts.

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

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

vested.
—Finally, a table cites the extent of such investment by sector

where information is available.
(XI)
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The country reports are based on information supplied by U.S.
Embassies, which is analyzed and reviewed by the Department of
State in consultation with other U.S. Government agencies. The re-
ports are intended to serve as general guides to economic condi-
tions in specific countries. We have worked to standardize the re-
ports, but there are unavoidable differences reflecting large vari-
ations in data availability. In some cases, access to reliable data is
limited, particularly in countries making transitions to market
economies. Nonetheless, each report incorporates the best informa-

tion currently available.
ALAN P. LARSON,

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
ear, pres)are and transmit to the Committee on [International
elations] ! and the Committee on Ways and Means of the House

of Representatives, to the Committee on Foreign Relations and
the Committee on Finance of the Senate, and to other appro-
priate committees of the Congress, a detailed report regarding
the economic policg and trade practices of each country with
which the United States has an economic or trade relationship.
The Secretary may direct the appropriate officers of the Depart-
ment of State who are serving overseas, in consultation with ap-
propriate officers or employees of other departments and agen-
cies of the United States, including the Department of Agri-
culture and the Department of Commerce, to coordinate the prep-
aration of such information in a country as is necessary to pre-
pare the report under this section. The report shall identify and
describe, with respect to each country:

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

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

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

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

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

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

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

8. The country’s laws, enforcement of those laws, and practices
with respect to internationally recognized worker rights (as defined

1ln 199%, the Committee on Foreign Affairs changed its name to the Committee on Inter-
national Relations.

(XHn
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in section 502(a)(4) of the Trade Act of 1974), the conditions of
worker rights in any sector which produces goods in which United
States capital is invested, and the extent of such investment.”



NOTES ON PREPARATION OF THE REPORTS

Subsections “a” through “e” of the Worker Rights section (section
8) are abridged versions of section 6 in the Country Reports on
Human Rights Practices for 1999, submitted to the Committees on
International Relations of the House of Representatives and on
Foreign Relations of the U.S. Senate in January 1999. For a com-
prehensive and authoritative discussion of worker rights in each
country, please refer to that report.

Subsection “f” highlights conditions of worker rights in goods-pro-
ducing sectors where U.S. capital is invested. A table cites the ex-
tent of such investment by sector where information is available.
The Bureau of Economic Analysis of the U.S. Department of Com-
merce has supplied information on the U.S. direct investment posi-
tion at the end of 1997 for all countries for which foreign direct in-
vestment has been reported to it. Readers should note that “U.S.
Direct Position Abroad” is defined as “the net book value of U.S.

arent companies’ equity in, and net outstanding loans to, their
oreign affiliates” (foreign business enteﬁfises owned 10 percent or
more by U.S. persons or companies). ere a figure is negative,
the U.S. parent owes money to the affiliate. The table does not nec-
essarily indicate total assets held in each country. In some in-
stances, the narrative refers to investments for which figures may

not appear in the table.

xv)






SOME FREQUENTLY USED ACRONYMS

ADB—Asian Development Bank
BIS—Bank for International Settlements
CACM—Central American Common Market
CARICOM—Caribbean Common Market

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

EBRD—European Bank for Reconstruction and Development
EFTA—European Free Trade Association

EMS—European Monetary System (of the EU)
ERM—Exchange Rate Mechanism (of the EU)
ESAF—Enhanced Structural Adjustment Facility

EU—European Union

EXIMB —U.S. Export-Import Bank
FOREX—foreign exchange
FY—fiscal year

GATS—General Agreement on Trade in Services

GATT—General Agreement on Tariffs and Trade

GDP—gross domestic product

GNP—gross national product

GSP: neralized System of Preferences

IBRD—International Bank for Reconstruction and Development

(World Bank)
IFIs—international financial institutions (IMF, World Bank and
regional development banks)
ILO—International Labor Organization (of the United Nations)
IMF—International Monetary Fund
IDB—Inter-American Development Bank
IPR—intellectual property rights
LIBOR—London Interbank Offer Rate
MFN-—most favored nation
NAFTA—North American Free Trade Agreement
NGOs—-non-%ovemment organizations
NIS—Newly Independent States (of the former Soviet Union)
OECD—Organization for Economic Cooperation and Development
OPIC—U.S. Overseas Private Investment Corporation
PTT—Post, Telegraph and Telephone
SAP—Structural Adjustment Program (of the IMF/World Bank)
SDR—Special Drawing Rights (of the IMF)
STF—Structural Transformation Facility
TRIPs—WTO Agreement on Trade-Related Aspects of Intellectual
Property Rights
UR—Uruguay Round of trade negotiations in the GATT
US$—U.S. Dollar
VAT—value-added tax
(XVII)
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WIPO—World Intellectual Property Organization
WTO—World Trade Organization



AFRICA

GHANA

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

1996 1997 19981
Income, Production and Employment:
Nominal GDP2 ...........cccccovninnimnensnnennenninsnninen 6,342 6,884 7,659
Real GDP Growth (pct) 3 ....ccoceevvevvneenecnncnninene 4.6 4.2 5.6
GDP by Sector:
AGriculture .......ocevevvienrinrnireneii e 2,574 2,676 3,133
Manufacturing .........coeeeveeermirenrenienesiasionsesnssns 539 534 637
SEIVICES ..ovevrerrrreriererenrsnieieeneeresseersressessesesorsss 3,070 3,190 3,615
GOVEIrNMENt ....cccccvvvvveirecvecernirneensvnsesiessiesssensss 882 848 1,003
Per Capita GDP (US$) .....c.covvvvrcnenireirierincne 375 365 407
Labor Force (0008) .......c.cocuecerrerrerncrmessissarsiesees 7,990 8,240 8,480
Unemployment Rate (pct) .......cocovvevmnivinrceniinnns N/A 20 20
Money and Prices (annual percentage growth):
Money Supply Growth (M2) ..........ccovvcvivrnninnnnns 325 45.5 5.3
Consumer Price Inflation (period average) ........ 46.6 29.9 N/A
Exchange Rate (Cedis/US$ annual average) 1,637 2,050 2,306
Balance of Payments and Trade:
Total Exports FOB4 .........ccoonvevnenininiinininninnin, 1,571 1,490 1,625
Exports to United States4 .........c.cceceevevviinnenns 171 154 161
Total Imports CIF4 ...........cccoovivevmninnnnivnninnnnns 1,937 2,128 1,979
Imports from United States4 ... 295 314 336
Trade Balance4 ..........cccovvevvnrineninimnnninisonncnnonns - 366 ~638 - 354
Balance with United States ............cccvnninnenes - 124 - 160 -176
External Public Debt .........cccocovnininncinniinnnnes 5,347 5,400 5,666
Fiscal Deficit/GDP (pct) 2.6 .....cocoveevirervrininireens 2.3 N/A N/A
Current Account Deficit/GDP (pct) .....ccoevevnininees 5.1 8.1 N/A
Debt Service Payments/GDP (pct) ......ccccoveviennes 8.0 8.7 N/A
Gold and Foreign Exchange Reserves ................ - 905.9 6165.4 N/A
Aid from United States ......c..coecvivniieirirrnrnnierennns 44 52 58
Aid from All Other Sources ...........ccocvevvivivnenene 696 N/A N/A

11998 figureas are all estimates based on most recent data available.

3GDP at factor cost.
8 Percen changes calculated in local currency.
e

4Merchandise trade.

1. General Policy Framework

Ghana operates in a free market environment under a popularly elected civilian
government. In December 1996, Ghana had its second experience in multiparty elec-
tions since the inauguration of the 4th Republic in January, 1993. President Jerry
gohnf%%g(l)ings was reelected for a second 4-year term which will expire in Decem-

€r o .

Rawlings headed a “provisional” regime from the end of 1981 until January, 1993,
when democratic government under a written constitution was restored. Unlike the
first parliament, the present one has an c;pposition presence with 67 seats out of
200. independent judiciary acts as the final arbiter of Ghanaian laws. The next
Presidential and parliamentary elections are scheduled for the year 2000.

(1)
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Since 1983, Ghana has pursued an economic reform agenda aimed generally at
reducing government involvement in the economy and encouraging private sector
development. Inflationary pressures as a result of government expenditure overruns

rior to 1992 and 1996 Presidential and parliamentary elections continue to be felt.
ecent fiscal performance shows government’s seriousness to cut spending, which
raises the hope that inflation can fall further if the spending restraint is sustained.

The Bank of Ghana is currently pursuing a tight monetary policy in an attempt
to absorb excess liq}t:idity in order to sustain the downward trend in inflation and
to stabilize the exchange rate. Responding to market forces, the bank cautiously
made reductions in the bank rate or rediscount rate from 45 to 42 percent in Sep-
tember, 1998, and then to 37 percent in November, 1998. Short-term interest rates
have fallen from the range of 45-50 percent to about 32 percent. Inflation measured
at about 71 percent at the end of 1995 has consistently declined to about 17 percent
at the end of September 1998. Erratic rains and poor harvests this year may create
upward g‘ressure on food prices. In addition, the intruduction of tﬁe Value-Added
Tax (VAT) in December, 1998, should exert some inflationary pressure. However,
the relatively slow growth in the money suppl}y, which was 5 percent at the end of
June 1998, will aid in easing the implications for inflation and inflationary expecta-
tions in 1999.

The government’s economic l{>rogram has focused on the development of Ghana's
private sector, which historically has been weak. Privatization of state-owned enter-

rises continues, with about two-thirds of 300 enterprises sold to private owners.

hana achieved real economic growth of 4.2 percent in 1997, slightly down from 4.6
percent recorded in 1996. Growth in 1998 is expected to be lower than the govern-
ment projection of 5.6 percent due to the effect of the electricity crisis that hit the
country for the first 8 months of the year. Growth in the mining sector has been

articularly brisk in recent years despite falling world prices of metals. Agriculture
which still accounts for about 39 percent of GDP and employs about 60 percent of
the work force) and manufacturing have recorded much slower growth. Other re-
forms adopted under the government’s structural adjustment program include the
elimination of exchange rate controls and the lifting of virtually all restrictions on
imports. The establishment of an Interbank Foreign Excharﬁe Market has greatly
expanded access to foreign exchange. The elimination ofvirtually all local production
subsidies is further indication of the government’s intention to move toward a mar-

ket orientation for the economy.

2. Exchange Rate Policy

The foreign exchange value of the Ghanaian Cedi is established independently
through the use of an Interbank Market and Foreign Exchange Bureaus, and cur-
rency conversion is easily obtained. The foreign exchaxtl‘ﬁe auction procedure was
abandoned in 1992. Ghana fully accedes to Article IV of the IMF convention on free
current account convertibility and transfer. As the demand for imports has risen,
the government has allowed the cedi to depreciate. Since 1992, the cedi has depre-
ciated annually by about 30 percent. The cedi has, however, been relatively stable
since January 1998, depreciating by about 5 percent. In tg}:eneral, the exchange rate
regime in Ghana does not have any particular impact on the competitiveness of U.S.

exports.

3. Structural Policies

Ghana progressively wound down import quotas and surcharges as part of its
structural adjustment program. Tariff structures are being adjusted in harmony
with the ECOWAS Trade Liberalization Program. With the elimination of import li-
censing in 1989, importers are now mereli' required to sign a declaration that they
will comply with Ghanaian tax and other laws. Imported goods currently enjoy gen-
erally unfettered access to the Ghanaian market.

The government professes strong support for the principle of free trade. However,
it is also committed to the development of competitive domestic industries with ex-
porting capabilities. The government is expected to continue to support domestic pri-
vate enterprise with various financial incentives. Ghanaian manufacturers seek
stronger protective measiires and complain that Ghana's tariff structure places local
producers at a competitive disadvantage relative to imports from countries enjoying

eater Yroduction and marketing economies of scale. High local production costs

equently boost the price of locally manufactured items above the landed cost of
goods imported from Asia and elsewhere. Reductions in tariffs have increased com-
petition for local producers and manufacturers while reducing the cost of imported
raw materiais.

The government will reintroduce VAT from December 30, 1998, at a 10-percent
rate. The VAT will replace the existing sales and services tax, which together levy
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a tax of 15 percent. A 17.5 percent VAT was first introduced in Ghana in March
1995, but was re%ealed shortly after it was introduced. The implementation of the
tax was handled badly and resulted in widespread public protests and some street
violence. The government has set in motion an extensive education campaign for the

reintroduction. The tax is likely to gain acceptance this time.

4. Debt Management Policies

Persistent balance of payments deficits have resulted in a continuing increase in
foreign indebtedness. Swings in commodity prices, especially gold and cocoa, have
a dramatic impact on Ghana’s export revenues. In 1997, gold accounted for about
39 percent of total export receipts, while cocoa accounted for 32 percent and timber
for 12 percent. On the imrort side, capital goods are the largest category, followed
by intermediate goods, fuel, and consumer goods.

Ghana'’s total outstanding external debt, including obligations to the IMF, totaled
approximately $5.6 billion at the end of the second quarter of 1998. Outstanding ob-
Ii‘gations to the IMF under medium-term facilities stood at $323 million at the end
of the same period. At that time, outstanding long-term debt was about $4.7 billion
(about 85 percent of total debt), of which $1.4 billion and $3.3 billion were owed to
bilateral and multilateral institutions, respectively. The size of external debt in 1997
was about 92 percent of GDP as against 84 percent in 1996. Ghana’s debt service
ratio in 1997 was 35 percent. In 1991 Ghana cleared all external debt arrears. In
June 1995, Ghana negotiated a new $245 million ESAF arrangement with the IMF.
Ghana has not been the beneficiary of debt relief or rescheduling in recent times.
To better manage its debt portfolio, since August 1997 the government has applied
a moratorium on public guaranteed non-concessional borrowing.

During the last decade, the stocks of both domestic and external debt have risen
sharply. Hiih domestic interest rates and the depreciation of the cedi on foreign ex-
change markets have caused the debt service burden in cedi terms to grow steadily.
Nearly one-quarter of total government expenditures during the first half of 1998

were for the payment of interest on the public debt.

5. Significant Barriers to U.S. Exports

Import Licenses: Ghana eliminated its import licensing system in 1989 but retains
a banon the importation of a narrow range of products that do not affect U.S. ex-
ports. Ghana is a member of the WTO.

Services Barriers: The Ghanaian investment code proscribes foreign participation
in the following sectors: small scale wholesale and retail sales, taxi and car ren
services with fleets of fewer than ten vehicles, lotteries, and barber and beauty
shops. Current insurance law requires at least 20 percent Government of Ghana

nd 40 percent Ghanaian ownership of insurance firms,

Standards, Testing, Labeling, and Certification: Ghana has promulgated its own
standards for food and drugs. The Ghana Standards Board, the national testing au-
thority, subscribes to accepted international practices for the testing of imports for
purity and efficacy. Under Ghanaian law, imports must bear markings identifying
in English the type of product being imported, the country of origin, the ingredients
or components, and the expiration date, if any. Non-complying goods are subject to
government seizure, Several highlfy ublicized seizures of goods (pharmaceuticals
and food items) with expired shelf-life dates were carried out in 1998. The thrust
of this law is to regulate imported food and drugs; however, by its terms the law
applies to non-consumable imports as well. Locally manufactured goods are subject
to comparable testing, labeling, and certification requirements. Four pre-shipment
inspection agencies contracted by the government also perform testing and price
verification for some selected imports that are above $5,000.

Investment Barriers: The Investment Code guarantees free transferability of divi-
dends, loan repayments, licensing fees and regatriation of capital; provides guaran-
delineates dispute arbitration proc-

tees against expropriation or forced sale; an
esses. Foreign investors are not subject to differential treatment on taxes, access to

foreign exchange, and credit, or importation of goods and equiﬁment. Separate legis-
lation covers investments in mining and petroleum and applies equally to foreign
and Ghanaian investors. The Investment Code no longer requires prior project ap-
proval from the Ghana Investment Promotion Center (GIPC). )

Government Procurement Practices: Government purchases of equipment and sup-
plies are usually handled by the Ghana St:jpply Commission (the official purchasing

agency) through international bidding and, at times, thro:dgh direct negotiations.

Former government import monopolies have been abolished. However, parastatal
entities continue to import some commodities. The parastatals no longer receive gov-

ernment subsidies to finance imports.



4

6. Export Subsidies Policies

The government does not directly subsidize exports. Exporters are entitled to a
100 percent refund for duty paid on imported inputs used in the processing of ex-
ported goods. Bonded warehouses have been established which allow importers to
avoid duties on imported inputs used to produce merchandise for export. Firms in-
volved in exports enjoy some fiscal incentives such as tax holidays and preferential
tax/duty treatment on imported capital equipment. Firms under the export process-
ing zones all benefit from the same incentives.

7. Protection of U.S. Intellectual Property

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

Patents (Product and Process): Patent registration in Ghana presents no serious
problems for foreign riths holders. Fees for registration vary according to the na-
ture of the patent, but local and foreign applicants pay the same rate.

Trademarks: Ghana has not yet become a popular location for imitation designer
apparel and watches. In cases where trademarks have been misappropriated, the

rice and quality disparity would be apparent to all but the most unsuspecting

uyer.

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

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

8. Worker Rights

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

b. The Right to Organize and Bargain Collectively: The IRA provides a framework
rotection against anti-union discrimination. Civil serv-

for collective bargaining and g
ants are prohibited by law from joining or organizing a trade union. However, in
December, 1992, the government enacted legislation which allows each branch of

the civil service to establish a negotiating committee to engage in collective bargain-
ing for wages and benefits in the same fashion as trade unions in the private sector.

ile the right to strike is recognized in law and in practice, the government has
on occasion taken strong action to end strikes, especially in cases involving vital
government interests or public order. The IRA provides a mechanism for conciliation
and arbitration before unions can resort to industrial actions or sirikes. Over the
past three years there have been several industrial actions involving salary increase
demands, conditions of service, and severance awards. 1998 saw a number of short-
lived “wildcat” strikes by doctors, teachers, and industrial workers.

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

d. Minimum Age for Employment of Children: Labor legislation in Ghana sets a
minimum employment age of 15 and prohibits night work and certain types of haz-
ardous labor for those under 18. The violation of child labor laws is common and
young children of school age can often be found during the day performing menial
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tasks in the agricultural sector or in the markets. Observance of minimum age laws
is eroded by local custom and economic circumstances that compel children to be-
come wage earners at an early age. Inspectors from the Ministry of Labor and Social
Welfare are responsible for enforcement of child labor laws. Employers who violate
laws prohibiting heavy labor and night work by children are occasionally pros-
ecuted.
e. Acceptable Conditions of Work: In 1991, a tripartite commission composed of
representatives from government, organized labor, and employers established mini-
mum standards for wages and working conditions. The daily minimum wage com-
bines wages with ustomary benefits such as a transportation allowance. The current
daily minimum wage is Cedis 2,000, about 85 cents at the present rate of exchange.
This sum does not permit a single wage earner to sugport a family and frequentlx
results in multiple wage earners and other family-based commercial activity.
much-vaunted, government-commissioned study on reform of the civil service (in-
cluding a serious revision of grades and salary levels) will be released in 1999 and
will likely have an impact on income policy in the private sector as well. By law
the maximum workweek is 45 hours, but collective bargaining has established a 40-
hour week for most unionized workers.

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

Extent of U.S. Investment in Selected Industries.—U.S. Direct
Investment Position Abroad on an Historical Cost Basis—1997

[Millions of U.S. dollars]

Category Amount

PetroleuUm ........cccvveeineinnneninenenieesenienssesnsossesiessesnsssesessssesnes 1
Total LTanufacturing .........ccceevenveenienreenneennnnsineisessneerimees (@))

Food and Kindred Products .........cccocevvenuiccninirnnionnivorennes

Cheraicals and Allied Products .........ccccconveniinnneniiniininne

Primary and Fabricated Metals ............cccovveinnrencvnnnnnnes (

Industrial Machinery and Equipment ..........cccconviieninnnnes

Electric and Electronic Equipment .........cccvvcviniinecnrincenns

Transportation Equipment .........ccocovvnriinninnnnnniniinvinnnnn.

Other Manufacturing ........ccceecieveerinnnniesimsismenime
Wholesale Trade .........coievreverrennrerecnnnrcsienessecsiesessassosscsnsrmssssen
BankKing .......cceveiviininiinnns s
Finance/Insurance/Real Estate .........ccccoouvinviiinvnnenneninnnnnes
SEIVICES ..covririiiiiieernieerreereireesnesstenistonearessreisssesssssnessasssnnsssensass
Other INAUSLIIES ....ccveierirerininsiserissnnniessnree e (1)
TOTAL ALL INDUSTRIES .......ccoceinmmiirminmnnniionmmiionesiis (1)

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

(=N =Nl

NIGERIA

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

1996 1997 1998 1

Income, Production and Employment:
Nominal GDP2 .........cocuinnnvnicninninsnssoersennnns 34.6 38.4 N/A
Real GDP Growth (pet) 3 ......oovvevnneviccnrenennnnes 4.3 3.7 N/A

GDP by Sector (pct):
Oi 36.2 36.5 N/A

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

1996 1997 1998 1
AGriculture .......ccccecevnvvienneninseeeeesn. 315 31.7 N/A
Manufacturing ........c.ccovecrevevenneninennicnnnnenene 6.5 6.3 N/A
INAUSEEY .ocviiiiiiniin e 6.4 6.3 N/A
Services .....ccviniriiiiniinrinennee e 25.9 25.6 N/A
GOVernmMent ..........ccoeeereveenricenenineerennienoesnenne 9.9 10.8 N/A
Per Capita GDP (US$) .......cccoevevvvnrerrnrecrernrnenes 250 260 N/A
Labor Force (millions) ......c.ccccccevevmniennerevennrenne 43.8 43.0 N/A
Unemployment Rate (pct) .......cccoerecrivenenrereennene 27.0 27.0 N/A
Money and Prices (annual percentage growth):
Money Supply Growth (M2) .....ccecnevirerennnnnaene 16.8 16.9 N/A
Consumer Price Inflation .........ccvevvverivnveivuennes 14.3 10.2 N/A
Exchange Rate (Naira/US$ annual average)
Official ......ccovrvveeeieerernnrensennenrennervesiosieressessessenns 22 22 22
Parallel .......ccccervverecniincnnnens 84 . 84 86
Weighted Average 82 82 82
Balance of Payments and Trade:
Total Exports FOB4 ...........coocvvvvernnnnnnnrenneninnnes 16.1 15.2 N/A
Exports to United States® ..........cccevvervvenenen. 5.8 6.3 4.6
Total Imports FOB .........ccccocevvrvemevmenrirenesveniennes 6.4 9.5 N/A
Imports from United States5 ...........corvevennnnes 0.8 0.8 0.8
Trade Balance .........cccevvvevveerninnnceninnrencreesenneenses 9.7 5.7 N/A
Trade Balance with United States® ............... 5.3 6.2 2.4
Current Account DeScit/GDP (pet) voovveerviveneenne 8.6 1.2 N/A
External Public Debt .......cccccccevvevrinenrennienninennes 28.1 28.6 N/A
Debt Service Payments/GDP (pct) ........cccecvvenene. 30 31 N/A
Deficit/GDP (PCL) vevevvvevriririrnerncr conrenressesssresasnsenses -13 -1.1 N/A
Gold and Foreign Exchange Reserves ................ 4.1 7.6 N/A
Aid from United States (US$ millions) .............. N/A N/A N/A
Aid from All Other Sources .........coeceeriverivvrrinnens N/A N/A N/A

11998 figures, except exchange rates, are all estimates based on available monthly data in October.
2Converted using annual average market exchange rates of 81.883 and 81.466 respectively.
8 Paercenta, changes calculated in local currency.

o.

4 Merchandise tra
5Source; U.S. Department of Commerce and U.S. Census Bureau; exports FAS, imports customs basis;

1998 figures are estimates based on data available through October 1998,

1. 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 Xg:l’ abundant natural resources, and
the largest domestic market in sub-Saharan Africa. However, it also suffers from an
autocratic military government, inadequate infrastructure, confusing and inconsist-
ent regulations, and endemic corruption, Nigeria’s crucial petroleum sector provides
the government with over 90 percent of all foreign exchange earnings and at least
60 ci)ercent of budgetary revenue. Agriculture, which accounts for about 32 percent
of GDP and employs about two-thirds of the labor force, is dominated by small-scale
subsistence farming. Nigeria is a member of the World Trade Organization (WTO).

After a period of relative fiscal austerity in the late 1980s, the Nigerian Govern-
ment ran budget deficits of up to 12 percent of GDP beginning in 1990. Birpostpon-
ing government spending (including for debt service), the government shrank the
deficit to seven percent in 1994 and by 1996 reported a surplus of 1.6 percent of
GDP; for the majority of 1997, the budget continued to run a surplus. However, the
deficit reduction and ensuing surplus came about primarily through austerity—e.g.,
foregoing government projects and infrastructure maintenance—aided by stronger-
than-expected oil revenue in 1997. In the long run, this failure to maintain critical
infrastructure, especially oil refineries, has further disrupted the economy and
slowed Nfﬁeria’s growth. At the same time, the cap on debt service payments has
lead to a dramatic increase in arrears and severely strained Nigeria’s relations with
its bilateral creditors.

In previous years, monetary policy has been driven by the need to accommodate
the government’s budget deficit and a desire to reduce the inflationary impact of the
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budget deficit on the economy. Deficits at the federal level have been financed pri-
rrowing from the Central Bank of Nigeria (CBN), which held 85.1 per-

marily by bo;
cent of tge government’s domestic debt at the end of 1997. Since the CBN monetizes
much of the deficit, budfﬁ shortfalls have a direct impact on the money suppgr

a .

and on price levels, whic risen rapidly for several g:ars but have since slowe
In 1996, the government also began releasing mone m an extra-budge ac-
count called the Petroleum Trust Fund (PTF) for infrastructure and othe:esro ects,
In 1998, Nigeria continued the ﬂt;licy of “guided deregulation” instituted in the
1995 budget. In conjunction with his 1994 budget announcement, former head of
state General Sani Abacha announced the abandonment of most 1986 structural ad-
just.men:rfroFram reforms and instituted tight government control over key eco-
nomic variables. In response to the economic downturn caused by those measures,
Abacha’s 1995 budget abandoned the tightly regulated economic policies enacted in
1994. Under the new policy, the government reopened the Autonomous Foreign Ex-
change Market (AFEM), loosened controls on foreign investment and reduced tariffs
and bans on some imports. The 1998 budget continued the trend of fiscal austerity
and the slow deregulation of the economy. Although former Minister of Finance An-
thony Am said that grivatization of the telecommunications and electrical generat-
ing parastatals would commence in 1997, by October 1998 little progress had been

made.

The new head of state, General Abdulsalam Abubakar, has also reiterated the
government’s intention to privatize parastatals such as the Nigeria Telecommuni-
cations PLC (NITEL) and the National Electric Power Authority (NEPA). In this
privatization plan, 40 percent of NITEL'’s shares will be reserved for foreign busi-
nesses, 20 percent for Nigerian private investors, and 40 percent for the govern-
ment. There is no word yet on NEPA’s privatization plans. In 1998, the realization
of the budgeted revenue is untenable because it was predicated on oil prices remain-
ing at or above $17 per barrel, $6 above current world oil prices. The price of Nige-
ria’s Bonny Light Crude fell below $10 per barrel by early December, and will likely
avergﬁe under $13 for the year. The Nigerian Government, in a budget review, cut
capital expenditure to reduce the deficit resulting from lower oil prices. Notable
areas earmarked for budget cuts are power, steel, and communications. In addition,
the government in October announced a drawdown of $1.8 billion from external re-

serves to meet its expenditure needs.

2, Exchange Rate Policy

In 1997, Ngigeria continued the liberalizing of the foreign exchange mechanism in-
stituted in 1995. Under the foreign exchange decree of 1995, the AFEM was reestab-
lished, allowing private companies to source foreign exchange at the parallel market
rate (about 86 naira to the dollar in October 1998). The official exchange rate of 22
naira to the dollar has been retained for an estimated 16 percent of government
transactions. Com?anies can now hold domiciliary accounts in private banks, with
“unfettered” use of the funds. Foreign investors may bring cafital into the country
without Finance Ministry agxl)roval, and may service foreign loans and remit divi-
dends. Currency exchange offices are functioning, alheit with a limitation of $2,500
per transaction. The CBN has continued to intervene in the AFEM at regular inter-
vals, going from monthly interventions in 1995 to weekly interventions in 1996.

The Nigerian head of state has pledged to merge the exchange rates by the end
of 1998; however, as of mid-December, no action has been taken. Ending the dual

exchange rate would both enhance the country’s financial transparency and account-
dwork for an I staff-monitored program and the re-

ability, and lal;r the C;iroun
schedst,ﬂirﬁof aris Club debt. The unification would also please the business com-
munity. The rate at which a unified naira would be pegged is being debated, with
most favoring a rate close to the present market rate.

3. Structural Policies

As stated in the December 1986 circular “Industrial Policy of Nigeria,” the govern-
ment maintains a system of incentives to foster the development of particular indus-
tries, to encourage firms to locate in economically disadvantaged areas, to promote
research and development in Nigeria, and to favor the use of domestic labor and
raw materials, The Industrial Development (Income Tax Relief) Act of 1971 provides
incentives to “pioneer” industries deemed beneficial to Nigeria’s economic develop-
ment. Companies given “pioneer” status may enjoy a non-renewable tax holiday of
five years, or seven years if the pioneer industry is located in an economically dis-
advantaged area. o

In 1995, Nigeria promulgated the Nigerian Investment Promotion Commission
Decree to replace the Enterprises Promotion Act. This decree liberalized the foreign
investment regime, allowing 100 percent foreign ownership of firms outside the pe-
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troleum sector. Investment in the petroleum sector is still limited to existing joint
venture agreements in which the Nigerian Government retains a majority share,
though there has been discussion of the government selling off some or all of its por-
tions of the joint ventures. A foreign enterprise may now buy shares of any Nigerian
firm except those on the “negative list”: production of firearms, ammunition, narcot-
ics, military and paramilitary apparel. The Investment Promotion Decree provides
for the creation of an Investment Promotion Commission that will register compa-
nies for foreigners after incorporation under the Companies and Allied Matters De-
cree of 1990. The decree also abolishes the expatriate quota system (except in the
oil sector) and prohibits any nationalization or expropriation of a foreign enterprise
pytethe t%\Iigerian Government except for such cases determined to be in the national
interest.

Nigeria has gradually begun to implement the 1995 Money Laundering Decree,
which introduced bank reporting fprocedures designed to inhibit this practice. There
is also a decree against advance-fee fraud (called 419 fraud after the relevant sec-
tion of the Nigerian Criminal Code.) However, as of 1998, there has been only lim-
ited success in reducing financial fraud. The broad scope of business fraud has
brought international notoriety to Nigeria and constitutes a serious disincentive to
exporters, since any international transaction must be thoroughly vetted.

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 escalated balance
of payments deficits. Debt service obligations including payment of arrearages, are
projected to be over $8 billion annually for the next several years. However, accord-
ing to the 1997 Central Bank of Nigeria's annual report, Nigeria’s total debt stock
at the end of 1997 fell to $27.09 billion, compared to $28.06 billion in 1996. The
reducuon was attributable to principal repayments, debt reconciliation, particularly
the Paris Club debts, and conversion of some debts under the Debt Conversion Pro-
gram. The exact debt figure is still in dispute with multilateral financial institu-
tions. The 1998 budget allowed only $2 billion for foreign debt payments, thus en-
suring continued build-up of arrears.

In January 1992, in an effort to reduce its external debt, the government con-
cluded an agreement with the London Club that gave commercial banks a menu of
options from which to choose in reducing Nigeria’s commercial debt. The menu in-
cluded debt buy backs (currently at 48 cents to the dollar), new money bonds, and
collateralized par bonds. As a result of the agreement, Nigeria was able to reduce
its external debt by $3.9 billion, but the accumulation of arrears on other debt (espe-
cially Paris Club debt), which currently represent 70 percent of total debt stock, has
kept external debt levels high.

rom 1986 to early 1992, on the basis of a comprehensive structural adjustment
rogram, Nigeria reached three standby agreements with the IMF. The last one
apsed in 1992. Discussions with the IMF since then have shown some progress, as
evidenced by the 1996 decapping of interest rates and removal of the mandatory sec-
toral credit allocations for banks, but 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
on Paris Club debt have continued to grow. (Nigeria has kept up to date on its mul-
tilateral and London Club debt.) In 1992 Nigeria made payments of $2.7 billion
against interest and principal payment obligations of $5 billion. However, faced with
similar obligations in the following years, external debt service payments were only
budgeted at $1.6 billion for 1993, $1.8 billion for 1994, and $2 billion yearly from
1995 to 1998. In 1997, actual debt service payments were $503.5 million or 25.2 per-
cent of the $2 billion budgeted. No new rescheduling agreement will be reached with
Nigeria until a medium-term IMF p is in place, though Nigeria has yet to
implement the reforms required for the preliminary, short-term staff-monitored
Fund program.

5. Significant Barriers to U.S. Exports

Nigeria abolished all export licensing requirements and cut its list of banned im-
ports in 1986. However, as of November 1998, the importation of approximately 13
items is still banned. These bans were initially implemented to restore Nigeria’s ag-
ricultural sector and to conserve foreign exchange. Although the bans are com-
promised by widespread smuggling, the reduced availability of grains has raised
prices for both banned commodities and locally produced substitutes. The govern-
ment discontinued fertilizer subsidies for farmers in 1997, but widespread fertilizer

shortages persist.
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In 1995, Nigeria announced a new tariff structure for the next five years. Revi-
sions aimed to narrow the range of custom dutics, increase rate coverage in line
with WTO provisions, and decrease import prohibitions. The following previously
banned commodities are now subject to duty rates: rice, 50 percent; day-old chicks
and parent stock, 5 percent; sparkling wines and champagne, 100 percent plus 40

rcent excise; fruits and fruit juices, 75 percent; jute bags, 45 percent; cigarettes,

00 percent; cotton, 60 percent; wheat, 10 percent; and passenger vehicles, 30 to 100
percent. However, a 25-percent-across-the-board reduction in tariffs became effective
in January 1997, thus reducing the above rates. The reductions followed complaints
of importers that duty was calculated on the basis of 80 naira to the dollar, rather
than the official rate of 22 naira to the dollar used in 1994. Also, in 1995 the Nige-
rian Ports Authority reduced port charges by 60 percent in Lagos and 70 percent
at the other delta ports. In 1998, the government removed additional items from the
import lgrohibition list, but subjected them to heavy duty rates: live, chilled or fro-
zen poultry and eggs (excluding day-old chicks), 150 percent; beer and stout, 100
percent; barley and malt, 20 percent; and mineral and similar waters, 100 percent.

_Other import restrictions apply to aircraft and oceangoing vessels. All imported
aircraft and ocean-going vessels must be ins‘fected by a government authorized in-
spection agent. In addition, performance bonds and off-shore guarantees must be ar-
ranged before either down payments or subsequent payments are authorized by the
Ministry of Finance.

In 1996, to reduce congestion and corruption in Nigerian ports and following a re-
ported shortfall in customs receipts, the government changed the procedures by
which goods enter or leave the country. All unaccompanied imports and exports re-
gardless of value require Breshipment inspection. Imports must be accorx;panied by
an Import Duty Report (IDR). Goods arriving without an IDR will be confiscated by
the government. In addition, all goods are assessed a one-percent surcharge to cover
the cost of inspection. Nigeria generally uses at best a modified open tender system
for awarding government contracts, and foreign companies incorporated in Nigeria
receive national treatment. Approximately five percent of all government procure-

ment contracts are awarded to U.S. companies.

6. Export Subsidies Policies

In 1976, the government established the Nigerian Export Promotion Council
(NEPC) to promote non-oil exports. The Council administers incentive programs, in-
cluding & duty drawback program, the export development fund, tax relief and cap-
ital assets depreciation allowances, and a foreign currency retention program. The
duty drawback or manufacturing in-bond prog.am is designed to allow the duty free
importation of raw materials to produce goods for export, contingent on the issuance
of a bank guaranteed bond. The performance bond is discharged upon evidence of
exportation and repatriation of foreign exchange. Thouih meant to promote industry
and exportation, these schemes have been burdened by inefficient administration,
confusion and corruption, causing great difﬁculttg and, in some cases, losses to those
manufacturers and exporters who opted to use them.

The NEPC also administers the export expansion grantxgrogram, a fund that 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
may constitute subsidies as defined by the WT'O and raise questions about compli-

ance with WTO obligatiouns.

7. Protection of U.S. Intellectual Property

Nigeria is a signatory to the Universal Copyright Convention and the Berne Con-
vention. In 1993, it became a member of the World Intellectual Property Organiza-
tion (WIPQ), thereby becoming party to most of the major international agreements
on intellectual property rights. Cases involving infringement of non-Nigerian copy-
rights have been successfully prosecuted in Nigeria, but enforcement of existing
laws remains weak, particularly in the patent and trademark areas. Recently, Nige-
ria’s active participation in international conventions has yielded positive results.
Law enforcement agents occasionally carry out raids on suspected sites for produc-
tion and sale of pirated tapes, videos, computer software and books. Pirac isgr vﬁricli)eé

e

spread, but prosecution under the co%ng t law is slow. However, since

(’Frade Related Intellectual Properté ights) zgreement was signed under the Uru-
ay Round in 1993, the Nigerian Copyright Council has intensified efforts to com-

g:t piracy by organizing workshops for law enforcement agents on copyright issues.

'h

The Patents and Design Decree of 1970 governs the registration of patents, and
the Standards Organization of Nigeria is responsible for issuing patents, trade-
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marks, and copyrights. Once conferred, a patent conveys an exclusive right to make,
import, sell, or use the products or apply the process. The Trademarks Act of 1965
governs the registration of trademarks. A trademark conveys the exclusive right to
use the registered mark for a particular good or class of gooXs.

The Copyright Decree of 1988, based on WIPO standards and U.S. copyright law,
criminalizes counterfeiting, exporting, importing, reproducing, exhibiting, perform-
ing, or selling ang work without the permission of the copyright owner. Progress on
enforcing the 1988 law is slow. The expense and time necessary to pursue a copy-
right infringement case discourage prosecution of such cases.

. Few companies have sought trademark or patent protection in Nigeria because it
is generally perceived as ineffective. Losses from piracy are substantial, although
the exact cost is difficult to estimate. Most recordings sold in Nigeria are pirated,
and the video industry is based on the sale and rental of pirated tapes. §atellite
signal piracy is also common. Violation of patents on pharmaceuticals is also a prob-

lem.

8. Worker Rights

a. The Right of Association: Nigerian workers, except members of the armed forces
and employees designated essential by the government, may join trade unions and
may strike. Essential employees include firefighters, police, employees of the central
bank, the securiig printers &rinters of currency, passports, an e(fcwermnent; forms)
and customs and excise staff. Nigeria has signed and ratified the International
Labor Organization’s (ILO) convention on freedom of association. However, the gov-
ernment has decreed a single central labor body, the Nigerian Labor Congress
(NLC), and deregistered other unions. Under Nigerian law, any non-agricultural en-
terprise that employs more than 50 persons must recognize trade unions and pay
or deduct a dues checkoff for union members. In the past, the government has
threatened to withdraw the dues checkoff provision and make union dues voluntary
if unions pursue strikes. The Abacha regime’s failure to abide by ILO conventions
to which Ni%eria has subscribed was the subject of an ILO “special paragraph” cen-
suring the Nigerian Government. The Abubakar administration accepted an ILO
fact-finding mission and took other steps to correct the abuses that led to the ILO
censure.

b. The Right to Organize and Bargain Collectively: Nigerian labor laws permit the
right to organize and bargain collectively. Collective bargaining is common in many
sectors of the economy. Nigerian law protects workers from retaliation by employers
for labor activity through an independent arm of the judiciary, the Nigerian Indus-
trial Court. Trade unionists have complained, however, that the judicial system’s
slow handling of labor cases constitutes a denial of redress. The government retains
broad authority over labor matters, and can intervene forcefully in disputes it feels
challenge its key political or economic objectives. In 1996, for example, the Abacha
regime banned the University Lecturers’ Union to force an end to their strike, and
in 1994 it dismissed the executive councils of the NLC and the two leading petro-
leum sector unions. The government replaced the leadership of these unions with
government-appointed “sole administrators.” The Abubakar administration returned
these bodies to direct union control in 1998.

c. Prohibition of Forced or Compulsory Labor: The 1974 Labor Decree and the
1979 Constitution prohibit forced or compulsory labor. While this prohibition is gen-
erally observed, forced labor has been “employed” in some community clean-up
projects. The ILO has noted that with the 1979 constitution suspended, Nigeria may
not be able to enforce the ILO convention against forced labor.

d. Minimum Age for Employment of Children: Nigeria’s 1974 Labor Decree pro-
hibits employment of children under 15 years of age in commerce and industry and
restricts other child labor to home-based agricultural or domestic work. The law
stipulates that no person under the age of 16 may be employed for more than eight
hours per day. The decree allows the apprenticeship of youths under specific condi-
tions. g‘rimary education is compulsory in Nigeria, though rarely enforced. Actual
enrollment is declining due to the continuing deterioration of public schools. Increas-
ing poverty and the need to supplement meager family incomes have also forced
more children into the employment market.

e. Acceptable Conditions of Work: Nigeria’s 1974 Labor Decree established a 40-
hour worﬁweek, prescribed 2 to 4 weeks of annual leave, set a minimum wage, and
stipulated that workers are to be l1’::a,id extra for hours worked over the lega fimit.
The decree states that workers who work on Sundays and legal holidays must be
paid a full day’s pay in addition to their normal wages. There is no law prohibitin
excessive compulsory overtime. In 1998, the federal government raised for all fed-
eral employees the minimum monthly wage (salary and allowances) to N5,280.00
($60) from N450 ($5.00). The new minimum wage does not apply to state workers



W

11

or those in the private sector. The last minimum wage review took place in 1991.
The 1974 decree contains general health and safety provisions. Employers must
compensate injured workers and dependent survivors of those killed in industrial
accidents. Enforcement of these laws by the Ministry of Labor is largely ineffective.

f. Rights in Sectors with U.S. Investment: Worker rights in petroleum, chemicals
and related products, primary and fabricated metals, machinery, electric and elec-
tronic eqf_uipment, 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—1997

[Millions of U.S. dollars)
Category Amount
Petrolettm ......covviiiicivenieinreniioninicsnsnesiessnneseressesesessseens 1,373
Total Manufacturing .......ccovevereriecneseinnmnnmmereesssesssesesssersrerssonns 54
Food and Kindred Products ........cccoonevcvincnneenrerernnensennnonns 1
Chemicals and Allied Products .......ccorenreneniennensnennonnne 20
Primary and Fabricated Metals ..........ccconeverivnnrencsoiernns -1
Industrial Machinery and Equipment ...........ccoovvninvinnne. 0
Electric and Electronic Equipment ..........c.ccocvivinniininnennns 0
Transportation Equipment ...........cccorninininvicrnneneenninn (@))]
Other Manufacturing .........ccemrernvenncnsmnenineseeseiossne 0
Wholesale Trade .........ccovveecerrrennveninnminisnsoeesisinsmieeenes 15
BANKING .ooovviineiiniiinniinnenneenmeimeisemmniimmemeemesssssenessnmsis 43
Finance/Insurance/Real Estate ... 1)
SerVICES ....octvieriiirierriite e st s e s re s seae 0
Other INAUSLTIES .......c.occvveviirreveninnieinie e sessesresreresessnoses (1)
TOTAL ALL INDUSTRIES ....cocoevniirirenireniennensieineseessessesses 1,465
18uppressed to avoid disclosing data of individual companies.
Source: U.S. Department of Commerce, Bureau of Economic Analysis.
SOUTH AFRICA
Key Economic Indicators
[Billions of U.S. dollars unless otherwise noted]
1996 - 1997 1998
Income, Production and Employment:?
Nominal GDP (at nominal prices) .......c.criruenenn 126.2 129.0 110.02
Real GDP Growth (pct) ....ccoevnininmvnnniivesenns 3.2 1.7 0.5 (est)
GDP by Sector:
AGricUlture .......ccecveerreirenenrneessnssnsnsinsens 5.4 5.2 4.32
Mining and QUArrying ... 9.1 8.9 7.72
Manufacturing .........cceevvevviecnnnnsiuisiesnne, 26.7 2715 23.02
Wholesale/Retail Trade ..........cccccvvnvinnnnsonenns 18.1 18.5 15.72
Financial Services ......c...ccovvniernennisrmnsecsnisinnnens 19.6 20.6 18.52
GOVEITMNENLE ...eoeveerveievennrennrssiesrasssssissssssssesisns 17.1 17.6 15.02
Per Capita GDP (US$) .......ccecevvmninnvnnnnninnnninans 2,983 2,987 N/A
Labor Force (millions) ........ccceeevvimimmianiieneiinnnns 13.8 14.0 N/A
Unemployment Rate (pct) .....cccovviiiviniinrennennas 21.0 22.9 25.0 (est)
Money and Prices (annual percentage growth):
Money Supply Growth (M2) .........ccccvvemuresinners 16.7 18.7 20.0 (est)
Consumer Price Index .........cccecevivnnnnnscriisesnisnens 7.4 86 9.0 (est)
Exchange Rate (Rand/US$ annual average)?
Unified .....cccoovvrenicrennnencnimiimsimssn. 4.3 4.6 5.8 (est)
Balance of Payments and Trade:
Total Exports FOB3 ..........ccocvvininnnnivenncnnninne, 16.9 28.3 16.15
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Key Economic Indicators—Continued

[Billions of U.S. dollars unless otherwise noted]

1996 1997 1998

Exports to United States4 ............ccecvveirecviurnnne 1.6 1.7 N/A
Total Imports CIF 3 ........cccoovvevevininrerresenonnerienns 17.0 27.6 16.19
Imports from United States .........c..crververrenne 34 356 N/A
Trade Balance?3 .........cccoveenrnenreenineanneonnsnnsinionn -0.1 0.7 0.45
Trade Balance with United States4 ............... -18 -18 N/A
External Public Debt5 .........cccovivmrineininnniinironnna 6.0 5.4 N/A
Fiscal Deficit/GDP (PCt) .....ocoecevriererennrensinnesienes -6.1 -5.6 N/A
Current Account Deficit/GDP (pct) ..oovveeverererns 1.3 1.5 N/A
Debt Service Payments/GDP (pct) ........cooccvvrnennen 6.1 6.1 6.7
Gold and Foreign Exchange Reserves ............... 1.7 3.7 N/A
Aid from United States (US$ millions)® ............ 163.5 110.5 71.3
N/A N/A N/A

Aid from Other Countries 7 ..........cccovivrnrerrsviereies

1The following exchanggaratas were used in the calculations: $1:R4.8 for 1996, $1:R4.61 for 1997, and an

estimated $1:R5.80 for 1
2 on second quarter data, seasonally adjusted at annual rates. Declines are due to the rapid depre-

ciation of the rand. See note 1.
3 All South African trade statistics include export and import data for the five members of the Southern

African Customs Union (Botswana, Lesotho, Namibia, South Africa, and Swaziland) up to December 1997.
4Source: U.S. Department of Commerce and U.S. Census Bureau, exports 'AS, imports customs basis;
1998 figures are estimates based on data available through October 1998,
5The figures used are for total forgiﬁ\ debt.
D only.

€The figures represent aid from U 8
78A has received substantial aid from all over the world. However, there is no comprehensive audit of the

total aid given to SA to date.

. General Policy Framework

South Africa is a middle-income developing country with well-developed financial,
legal, communications, energy, and transport sectors, a stock exchange which ranks
among the 20 largest in the world, and a modern infrastructure supporting an effi-
cient distribution of goods to major vrban centers throughout the region. Nearly four’
years since the historic election of President Nelson Mandela in the country’s first
multi-racial elections, South Africa remains the most advanced, broadly-based, and
productive economy in Africa, with a Gross Domestic Product (GDP) nearly four
times that of Egypt, its closest competitor on the African continent.

Decades of apartheid-era policies resulted in the inefficient use of human re-
sources, under-investment in human capital, labor rigidities, large budgetary out-

lays for duplicative layers of sovernment and facilities, extensive governmental in-
terference in the economy, and a lack of foreign investment and imported goods re-
sulting from international sanctions. In the lead up to the 1994 elections, the South
African economy started enjoying a period of recovery after more than four years
of negative real GDP growth from 1988-1992. The economy has posted real growth
rates of 2.5 percent in 1994, 2.8 percent in 1995, 3.2 percent in 1996 and 1.7 percent
in 1997. The 1998 growth rate is likely to come in well below 1 percent mainly due
to the financial turmoil which hit almost all emerging markets.

South Africa faces daunting developmental problems resulting from decades of
apartheid-era policies. The government’s highest objectives are black economic em-
powerment, promotion of small, medium, and micro enterprises, the extension of
telecommunications, transportation, and other infrastructure links to unserved rural
areas, and extensive job creation to offset rapid population growth estimated at 2.4

ercent.

P The government demonstrated its commitment to open markets, privatization,
and a favorable investment climate with the release of its macroeconomic strategy,
GEAR, in June 1996. This strategy includes tax incentives to stimulate new invest-
ment in labor-intensive projects, expansion of infrastructural services, restructuring
of state assets, and continued reduction of tariffs to promote greater competition
and industrial revitalization. These efforts, together with South Africa’s commit-
ment to its World Trade Organization (WTO) obligations, show that South Africa
is moving slowly but steadily towards free market principles.

Over the last decade, quantitative credit controls and administrative control of de-
osit and lending rates have largely disappeared. The South African Reserve Bank
SARB) now operates in much the same way as western central banks, influencing

interest rates and controlling liquidity through its rates on funds provided to private
sector banks, and to a lesser degree through the placement of government paper.




13

In the past four years, restrictive monetary policy, through the 1naintenance of rel-
atively high central bank lending rates, has curbed domestic spending on imports
and reduced inflation to its lowest rates in twenty years.. -

The government primarily finances its sizable debt through the issuance of gov-
ernment bonds. To a lesser extent, the government has opteg to finance some short-
term debt obligations through the sale of foreign exchange and gold reserves. As a
corollary to its restrictive financial policies, the govemment has not opted to finance
deficit spending through loans from commercial banks.

2. Exchange Rate Policy

Under South African exchange regulations, the SARB has substantial control over
foreign currency. Exchange controls are administered by the SARB’s Exchange Con-
trol Department and through commercial banks that have been authorized to deal
in foreign exchange. All international commercial transactions must be accounted
for through these “authorized foreign exchange dealers.” In addition, the SARB is
a marketing agent for gold, which accounts for roughly 18 percent of export earn-
ings. This provides the SARB wide latitude for determining short-term exchange
rates. Except for a period in 1987 when the SARB followed an implicit policy of fix-
ing the rand against the dollar, monetary authoritiés normally allow the rand to ad-
just in an attempt to stabilize external accounts.

While the SARB recognized that the low level of hard currency reserves neces-
sitated continued inflow of long-term capital, the %?vemment of national unity
eliminated the previous dual exchange rate and established a unified exchange rate
on 20 March 1995. Nonetheless, South Africa still maintains several capital controls
to prevent large capital outflows. The government is more likely to approve foreign
exchange purchases for investment abroad if the foreign partner of the South Afri-
can party conducts an asset swap, whereby an equivalent amount of foreign ex-
change is invested in South Africa by the foreign partner. Although domestic as well
as foreign business concerns have lobbied hard for the lifting of the asset swap re-
quirement, it is unlikely that the government will do so until foreign reserve levels
agproach the three-month coverage level. While foreign reserves are currently at
about $5.5 billion, the SARB maintains a large Net Open Forward Position of 22.6

billion as of the end of November 1998.

3. Structural Policies

Prices are generally market-determined with the exception of petroleum products,
electricity, transport services and certain agricultural goods. Purchases by govern-
ment agencies and magjor private buyers are !t)ﬁ' competitive tender for projects or
supply contracts. Bidders must pre-qualify, with some preferences allowed for local

content.
The main sources of government revenue in South Africa are income taxes and

the Value-Added Tax (VAT). Both gersonal and corporate income tax rates are
among the highest in the world. Although the government planned to phase down
both individual and corporate tax rates through year-end 1999, fiscal constraints
have slowed plans to do so. In April 1993, the government increased the VAT rate
from its previous level of 10 percent to 14 percent in an effort to cover the shortfall
in government revenues and meet increasing expenditures.

he government has undertaken some measures in the past two years to ease the
tax burden on foreign and domestic investors. It reduced the corporate primary in-
come tax rate to 35 percent from its previous rate of 40 percent in 1994. The Non-
Resident Shareholders Tax on foreign investors was scrapped effective October 1,
1995. In addition, the Secondary Tax on Corporate Dividends was halved to 12.5

percent in March 1996.

4. Debt Management Policies

In 1985, burdened with large capital outflows and intense pressure against the
rand, and denied access to foreign capital by international sanctions, the govern-
ment declared a unilateral standstill on amortization payments to private concerns.
Interest payments, however, were continued, and amortization payments to inter-
national organizations and foreign governments were unaffected, obviating the need
e debt “standstill” was regularized in an arrange-

for a Paris Club rescheduling. ¢ )
ment with private creditors in 1986. In 1990, South Africa and its private creditors

negotiated a third extension of that arrangement through the end of 1993. In Sep-
tember 193, the government finalized a debt agreement with major western banks
on $5 billion worth of mostly private debt caught inside the “standstill net.”

At the end of 1997, the SARB reﬁgned that total foreign (public and private) debt

amounted to approximately $39 billion. The ratio of total foreign debt to GDP has

remained steady at around 26 to 30 percent over the past three years, while interest
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ayments as a percentage of total export earnings have remained at levels ranging
rom 9.2 percent in 1995 to 10.6 percent in 1997.

South Africa is a member of the World Bank and International Monetary Fund
(IMF) and continues Article IV consultations with the latter on a regular basis. In
December 1993, after 27 years of economic isolation, South Africa became an IMF
borrowing nation with an $850 million drought relief loan, which replenished South
Africa’s strained foreign exchange reserves and normalized its international finan-
cial relations. South Africa is also obtaining a modest World Bank loan, and is in
discussions regarding other small grants or loans as well as greater utilization of
V:l)grlcti. Bank advisory and training assistance to help with its ambitious development
objectives,

’I‘here is no comprehensive audit of the total aid given to SA to date. The Depart-
ment of Finance in conjunction with the United Nations Development Program
(UNDP) is compiling a Development Report to be published in March 1999 detailing
the total aid to SA and the breakdown of sources by agencies and countries.

Besides the aid from USAID noted in the front table, the U.S. also provides mili-
tary aid estimated at $1.25 million for FY 1997/98.

5. Significant Barriers tc 7'.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 reixlate imports. In recent years, the list of restricted goods requiring
import permits has been reduced, but still includes such goods as certain foodstuffs,
ckithing, fabrics, wood and paper products, refined petroleum products and chemi-
cals.

Although the government eliminated the import surcharge on all goods effective
October 1 1995, in conformance with its WTO commitments, it still maintains a
complex tariff structure. Nonetheless, the government remains committed to the
simplification and eventual reduction of tariffs within the WTO framework, and
maintains active discussions with that body and its major trading partners.

The government is atbem})ting to centralize and standardize the buying proce-
dures of national, provincial, local, and state-owned corporate entities. Purchases
are by competitive tender for project, supply and other contracts. As part of the gov-
ernment’s policy to encourage local industry, a price preference schedule, based on
the percent of local content in relation to the tendered price is employed to compare
tenders. To claim preference for local content, tenders must enclose with their bid
a certificate showing classification of supplies offered in terms of local content.

An additional preference may be claimed if a product bears the mark of the South
African Bureau of Standards. On tenders of less than R2 million ($350,000), the gov-
ernment awards preference points to enterprises and companies operating in South
Africa that demonstrate significant ownership or employment of previously dis-
advantaged individuals.

In late 1996, the government af}proved the Industrial Participation Program (IPP)
which mandates a countertrade/offset package for all state and parastatal purchases
of goods, services, and lease contracts in excess of $10 million. Under the program,
all bidders on government and parastatal contracts who exceed the imported content
threshold must also submit an industrial participation package worth 30 percent of
the imported content value. The bidder then has 7 years to discharge the industrial
participation obligation. Non-performance of the contract is subject to a penalty of
5 percent of the outstanding industrial participation obligation.

6. Export Subsidies Policies

The primary subsidy regime of the government was the General Export Incentive
Scheme (GEIS) through which South African exporting companies received direct
non-discriminatory cash subsidies based on the value of exports, the degree of
beneficiation or processing, and the local content of the exported product. The gov-
ernment has shown steadfast commitment to the elimination of export subsidies de-
spite considerable opposition from local manufacturers. The Department of Trade
and Industry “revised” the GEIS in early 1995, “downsized” it in early 1996, and
officially eliminated the program in July 1998.

Instead, the government has focused on other, more WT'O-friendly means of pro-
moting South African exports. The Export Marketing Assistance Scheme (EMA) of-
fers financial assistance for the development of new export markets, through financ-
ing for trade missions and market research. The new Export Finance Guarantee.
Scheme for small exporters promotes small and medium exporters through credit
guarantees with participating financial organizations. Provisions of the Income Tax
Act also permit accelerated write-offs of certain buildings and machinery associated
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with beneficiation processes carried on for export, and deductions for the use of an
export agent outside South Africa.

7. Protection of U.S. Intellectual Property

Patents may be registered under the Patents Act of 1978 and are granted for 20
years. Trademarks can be registered under the Trademarks Act of 1973, and are
granted for ten years with a possible renewal of an additional ten years. New de-
signs may be registered under the Designs Act of 1967 which grants copyrights for
five years. Liter_arg, musical and artistic works, cinematographic films am{rs]ound re-
coraings are eligible for co yrights under the Copyright Act of 1978. This act is
based on the provisions of the Berne Convention as modified in Paris in 1971 and
was amended in 1992 to include computer software. The Patents, Trademarks, De-
signs, and Copyrights Registrar of the Department of Trade and Industry admin-
isters these acts.

South Africa is a member of the Paris Union and acceded to the Stockhollm Text
of the Paris Convention for the Protection of Industrial Property. South Africa is
also a member of the World Intellectual Property Ox}ganization. The government
ggssed two IPR-related bills in parliament at the end of 1997: the Counterfeit Goods

ill and the Intellectual Property Laws Amendment Bill, bringing South Africa’s
laws largely into conformity with its international trade obfigations under the Trade
Related Intellectual Property eement of the WTO.

Although South Africa’s intellectual property laws and practices are generally in
conformity with those of the industrialized nations, firms do experience some prob-
lems. The trademarks of a number of U.S. companies were misappropriated under
the former government, when local firms took advantage of inadequate protection
for famous marks. In April 1995, the U.S. Trade Representative placed South Africa
on the “Special 301” Watch List in an attempt to resolve these cases. South Africa
was removed from the list in 1996 due to progress on several fronts. In May 1998,
however, South Africa was placed back on the Watch List, in part because of a lack
of adequate protection of undisclosed data and a law, passed in December 1997,
which appears to empower the Minister of Health to abrogate patent rights for
pharmaceuticals and permit parallel imports. Implementation of the law has been
suspended pending the resolution of a constitutional challenge in the South African
courts.

Software piracy occurs frequently in South Africa. The Business Software Alliance
(BSA) estimates that as much as 48 percent of South Africa’s software is pirated,
resulting in a loss of over $54.8 million to computer companies. However, the cur-
rent 48 percent figure stands as the lowest piracy rate in Africa, and is comparable
to BSA’s estimates of software piracy in the European Unira (46 percent).

Piracy in the video industry is also an issue of concern. Video piracy remains the
major audiovisual piracy problem in South Africa. The video piracy rate is relatively
low, however, at ten percent. Total annual losses to the U.S. motion picture indus

" due to audiovisual piracy in South Africa during 1997 are estimated to be $12.0 mil-

lion.
8. Worker Rights

a. The Right of Association: Freedom of association is guaranteed by the constitu-
tion and given statutory effect by the Labor Relations Act (LRA). All workers in the
private sector and most in the public are entitled to join a union. Moreover, no em-
ployee can be fired or prejudiced because of membership in or advocacy of a trade
union. Unions in South Africa have an approximate membership of 2.9 million or
30 percent of the employed population. The right to strike is guaranteed in the con-
stitution, and is given statutory effect by the LRA. The International Labor Organi-
zation (ILO) readmitted South Africa in 1994. There is no government restriction
against union affiliation with regional or international labor organizations.

b. The Right to Organize and Bargain Collectively: South African law defines and
protects the rights to organize and bargain collectively. The government does not
interfere with union organizing and generally has not interfered in the collective
bargaining process. The new LRA statutorily entrenches “organizational rights,”
such as trade union access to work sites, deductions for trade union subscriptions,

and leave for trade union officials.
c. Prohibition_of Forced or Compulsory Labor: Forced labor is illegal under the

constitution, and is not %facticed.

d. Minimum Age for Employment of Children: Employment of minors under age
15 is prohibited by South African law. The LRA, however, grants the Minister of
Welfare discretionary powers to permit employment of children under carefully de-
scribed conditions in certain types of work, such as in the agricultural sector. Child

labor is also used in the informal economy.

54-067 99-2
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e. Acceptable Conditions of Work: There is no legally mandated national minimum
wage in South Africa. Instead, the LRA provides a mechanism for negotiations be-
tween labor and management to set minimum wage standards industry by industry.
In those sectors of the economy not sufficiently organized to e%age in the collective
bargaining processes which establish minimum wages, the Wage Act grants the
Minister of Labor authority to set minimum wages and conditions. While the Wage
Act does not apply to farm or domestic workers, these wages are regulated by the
government. Occupational health and safety issues remain a top priority of trade
unions, especially in the mining and heavy manufacturing industries which are still
considered hazardous by international standards.

f. Worker Rights in Sectors with U.S. Investment: The worker rights conditions de-
scribed above do not differ from those found in sectors with U.S. capital investment.

Extent of U.S. Investment in Selected Industries.—U.S. Direct
Investment Position Abroad on an Historical Cost Basis—1997

[Millions of U.S. dollars]

Category Amount

PetroleUm .......ccovcvvrviierveniecninnennenennesriseenenensessssensessnesneots (1)
Total Manufacturing ........cccccviimniiniiecinninnnreenneeneressrnnaeen 1,013

Food and Kindred Products ...........coceovvvvnnviinecrenrieenneenns 148

Chemicals and Allied Products .........ccoeevvnenninenveennenennes (1)

Primary and Fabricated Metals .........cccoioiivinniiicinnnnnnens ¢))

Industrial Machinery and Equipment ...........ccccevcvnreevninnn 20

Electric and Electronic Equipment ............ccccevnininerans 154

Transportation Equipment ........cccovievvenvinenniannnnnenniennin 29

Other Manufacturing ........ccovivnvnminecnenennnseenmeieenmessine 319
Wholesale Trade ........c.cccovvveeviveniniiiiinnieeninenrnenresnnensnnen 136
Banking .....coovciiniieicniennreini e seesesseesesssnees (1)
Finance/Insurance/Real Estate ...........ccccccvivinnenniennneiniinnen 27
SeIVICES ..ociviiieirieinireeicieeniiere e s esessessssasesrteesreenans 82
Other INAUSLIIES .....ccoovvvviiiieiiiniiceriiersrree s oiessseereseeonne 747
TOTAL ALL INDUSTRIES ......ccocoivvinivrinininrreneeereniessesnnensons 2,347

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




EAST ASIA AND THE PACIFIC

AUSTRALIA

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

1996 1997 1998 3
Income, Production and Employment:
Nominal GDP3 ...........cccivvivinnminiininnreniseninnnn 396.0 354.9 350.6
Real GDP Growth (pct) .....oevvvivninecrnreenennnsnnnns 2.8 4.0 3.0
GDP by Sector: 4
AGPICUILUTE ...coeivvriicicreretreeseve oo reeenees 13.2 117 10.9
Manufacturing ........ccccenvvnrennenreneeneoenenen, 96.0 84.1 82.0
SEIVICES ..cviceeeriiieieenriinienenennienrineereneerseseesens ' 192.6 173.9 168.7
GOVEIrNIMENt .......ccovvevviericenrenioniorienerseriossesnenens 12.2 10.5 9.9
Per Capita GDP (US$) .....cccccoevvvrivrvrrrrnnrirrerrnrnnns 22,000 19,700 19,500
Labor Force (0008) ........ccccvvevrrmnrernirveerenneroreessnne 9,127 9,220 9,349
Unemployment Rate (pct) ....coccecveevveerrenienennenne 8.6 8.6 8.1
Money and Prices (annual percentage growth):
Money Supply (M3) ......ccverenerecrnvenernereereresenens 9.4 6.3 9.6
Consumer Price Inflation ......c.cccvevvvieccivneinnnnes 15 0.2 2.0
Exchange Rate (AustD/US$ annual average)
Official ....oovvrvienrrirririniirenirirsrenenrreeeeresserssssnens N/A N/A N/A
Parallel .......ccoccevceviineeninennnnennnenneneenneneeiin. 1.27 1.35 1.28
Balance of Payments and Trade:
Total Exports FOB .......c..cccocvinvnninnnenonenennnnnns 60.4 56.7 55.8
Exports to United States ..........ccoceeeerenrevrennenas 39 4.2 5.5
Total Imports CIF ........ccconnivnnnninnicnsnennennens 61.5 55.8 58.8
Imports from United States .......cccceevvevveennnenn. 14.1 12.2 13.2
Trade Balance ........c.ccocevvrecineiinininvinconionionrenenns -1.1 0.9 -29
Balance with United States .........cccccoecerrvennnen. -10.2 ~17.9 ~7.6
External Public Debt ........ccccoevvnricrrnveinnrnnneicnnnnes 56.0 37.6 33.8
Fiscal Deficit/GDP (PCt) ....oovvvrererirnrenerierisnercnonens -0.9 -0.2 0.5
Current Account Deficit/GDP (pct) .....c.covvrviennene. 4.1 3.8 5.0
Debt Service Payments/GDP ........c.ccccevvvverinnenns 2.3 2.2 2.2
Gold and Foreign Exchange Reserves ................ 15.8 15.6 15.5
Aid from United States .......cccvevrvevrervinnenrrinnenn. 0 0 0
Aid from Other Countries ..........coccccevrieeerieneannn. 0 0 0
1Exchange rate fluctuations must be considered w'i:an analyzing data. Percentage changes calculated in
Australian%ollars.

21998 figures are estimates based on available monthly data in October.

8Income measure of \

4Production measure of GDP. “Manufacturing” includes manufacturing, mining, utilities, and construction.
1. General Policy Framework

Australia’s developed market economy is dominated by its services sector (65 per-
cent of GDP), yet it is the agricultural and mining sectors (9 percent of GDP com-
bined) that account for the bulk (57 percent) of Australia’s goods and services ex-
ports. Australia’s comparative advantage in primary products is a reflection of the
natural wealth of the Australian continent and its small domestic market: 19 mil-
lion people occupy a continent the size of the contiguous United States. The relative
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size of the manufacturing sector has been Jeclining for several decades, and now
accounts for just over 14 percent of GDP.

The Australian economy is enjoying its sixth year of consistently strong growth,
accompanied by low inflation and low interest rates (the official cash rate is cur-
rently at 4.756 percent). The Asian economic downturn has yet to have a significant
impact on _economic growth, despite forcing many exporters to target alternative
markets. With inflation well under control (Australia recorded annual price defla-
tion for the first time in 35 years in 1997), the task for economic policymakers is
to lower the unemployment rate, which remains stubbornly mired in the 8.0 percent
range.

The Liberal/National coalition gsvernment continued its program of fiscal consoli-
dation in its budget for the 1998-99 fiscal year, announcing an underlying budget
surplus (which removes debt repayments and assets from the headline balance) of

$1.5 billion.

2. Exchange Rate Policies

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

Australia does not have any major foreign exchange controls beyond requiring
RBA approval if more than A$5,000 in cash is to be taken out of Australia at any
one time, or A$50,000 in any form in 1 year. The purpose of this regulation is to
prevent tax evasion and money laundering; authorization is usually automatic.

3. Structural Policies

The government is continuing a program of economic reform, begun in the 1980’s,
that includes the reduction of import protection and microeconomic reform. Initially
broad in scope, the program now focuses on industry-by-industry changes and re-
form of the labor market. The government is also continuing with the privatization
of government assets, One-third of the government telecommunications carrier
Telstra was floated in November 1997.

The General Tariff Reduction Program, begun in March 1991, has reached its con-
clusion, with most existing tariffs now at 5 percent. However, the passenger motor
vehicles and textiles, clothing and footwear industries are still protected by high tar-
iffs (20 and 31 percent respectively). These tariffs are scheduled to decline to 15 and
25 %eé'g%rgg respectively by 2000 (where they will remain, pending further review,
unti R

The Liberal/National coalition government intends to restructure (subject to par-
liamentary approval) Australia’s taxation system by 2000, by introducing a con-

sumption tax and lowering income taxes.

4. Debt Management Policies

Australia’s net foreign debt has averaged between 30 and 45 percent of GDP for
the past decade, and in mid-1998 totaled $133 billion (41.2 percent of GDP). Aus-
tralia’s net external public debt is $40 billion, or 13 percent of GDP. The public sec-
tor accounts for 40 percent of Australia’s external debt; the remainder is the respon-
sibility of the private sector. The net debt-service ratio (the ratio of net income pay-
able to export earnings) has remained steady between 11 and 12 percent since 1994,

down from 21 percent in 1990.

5. Significant Barriers to U.S. Exports

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

Services Barriers: The Australian services market is generally open, and many
U.S. financial services, legal and travel firms are established there. The banking
sector was liberalized in 1992, allowing foreign banks to be licensed as either
branches or subsidiaries. Broadcast licensing rules were also liberalized in 1992, al-
lowing up to 20 percent of the time used for paid advertisements to be filled with
foreign-sourced material (far greater than the percentage of non-Australian mes-
sages actually broadcast). .

ocal content regulations also require that 55 percent of a commercial television

station’s weekly broadcasts between the hours of 6 a.m. and midnight must be dedi-
cated to Australian;‘produced programs (The U.S. regrets that this requirement was
recently increased from 50 percent). Regulations governing Australia’s pay-TV in-
dustry require that channels carrying drama programs devote at least 10 percent
of broadcast time to new, locally produced programs.
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Standards: Australia became a signatory to the GATT Standards Code in 1992.
However, Australia still maintains restrictive standards requirements and design
rules for automobile parts, electronic and medical e%uipment, and some machine
Earts and equipment. Currently, all Australian standards are being rewritten to

armonize them where possible to international standards, with the objective of ful-
filling all obligations of the GATT Standards Code.

Labeling: Federal law requires that the country of ?;ﬁin be clearly indicated on
the front label of some types of products sold in Australia. Various other Federal
and state labeling requirements are being reconsidered in light of compliance with
GATT obgtifations, utility and effect on trade.

Commodity Boards: Several national and state commodiiy hoards control the mar-
keting and export of certain Australian agricultural groducts. Activities for these
marketing authorities are financed by the producers, but some boards enjoy e:;port
mon?’polg' powers conferred by the Federal or state govemment. While some of the
boards’ domestic activities have been deregulated, the exq_ort of wheat and rice re-
mains under the exclusive control of commodity boards. The government has indi-
cated that the Australian wheat board (which strictly regulates wheat marketing
abroad) will retain its export monopoly until at least 1999. The export of barley from
certain states likewise remains strictly regulated.

Sanitary and Phytosanitary Restrictions: Australia’s geographic isolation has al-
lowed it to remain relatively free of exotic diseases. Australia imposes extremely
stnngent animal and plant quarantine restrictions, which at times are not based on
sound evidence, or consistent with the risk involved. Concerns remain with cooked
chicken, salmon, pork, grapes, citrus, stone fruit and apgles.

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

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

Government Procurement: Since 1991, foreign information technol companies
with annual sales to the Australian Government of A$10-40 mi'kon (US$6-24 mil-
lion) have been required to enter into Fixed Term Arrangements (FTAs), and those
with sales greater than A$40 million into Partnerships for Development (PFDs).
Under an FTA, a foreign company commits to undertake local industrial develop-
ment activities worth 15 percent of its projected amount of government sales over
a 4-{ear period. Under a PFD, a foreign firm agrees to invest 5 percent of its annual
local turnover on research and development in Australia; export goods and services
worth 50 percent of imports (for hardware companies) or 20 percent of turnover (for
software companies); and achieve 70 percent local content across all exports within

the 7 year life of the PFD.
The Information Technology Services Common Use Contract Panel (ITSCUCP),
established in 1995, is used by government agencies in planning and implementing

information technology (IT) purchases. Any information technologdy company may
join upon demonstrating acceptable levels of Australian product development, in-
vestment in capital equi}gment, skills development and/or services support, local
sourcing, and Australian R&D activities.

After a recent review of its purchasing practices, the government announced its
commitment to source at least 10 percent of its purchases from Australian small to
medium size enterprises. The government will continue to require tenderers to in-
clude industry development objectives in tender documents, with model guidelines
to be developed in consultation with industry. The two envelope tendering system
and the requirement for industry impact statements to accompany all procurements
of more than A$10 million were abolished in 1997.

Motor Vehicles: The import of used vehicles manufactured after 1973 for personal
use is banned, except where the car was purchased and used overseas by the buyer
for a minimum of 3 months. Commercial importers must apﬁly for a “compliance
plate” costing A$20,000 for each make of car imported. Left hand drive cars must
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be converted to right hand drive (only by licensed garages) before they may be driv-
en in Australia.

6. Export Subsidies Policies

Australia has signed the GATT Subsidies Code and joined with the U.S. in GATT

ne%otiation_s_to limit export subsidy use,

he coalition government has severely curtailed assistance schemes to Australian
industry as part of its fiscal consolidation program. Under the Export Market Devel-
opment Grants Scheme, the government gives grants to 3ua1ifying firms of up to
A$200,000 to assist in offsetting marketing costs incurred when establishing new
export markets. There are also schemes available for drawbacks of tariffs and sales
and excise taxes paid on the imported components of exported products. Such
schemes are available in the passenger motor vehicle and the textiles, clothing and
footwear industries. Grants schemes and tariff concessions have also been subject
to expenditure reductions. The Research and Development Tax Concession (avail-
able to firms undertaking eligible R&D) was reduced from 150 percent to 125 per-
cent. The only remaining bounty (production subsidy) assists producers of computer
components, and is due to expire on July 1, 1999.

The “Factor (f)” scheme is designed to com&ensate manufacturers of pharma-
ceutical products for the effects of the Federal Government’s intervention (through
the national health system) in the market for consumer pharmaceuticals. Under the
scheme, approved producers receive payments (to raise returns received for selected
pharmaceuticals) to assist domestic drug research and development.

7. Protection of U.S. Intellectual Property

Australia is a member of the World Intellectual Property Organization (WIPO),
and most multilateral IPR agreements, including: the Paris Convention for the Pro-
tection of Industrial Property; the Berne Convention for the Protection of Literary
and Artistic Works; the Universal Copyright Convention; the Geneva Phonogram
Convention; the Rome Convention for the Protection of Performers, Producers of
Phonograms, and Broadcasting Organizations; and the Patent Cooperation Treaty.
Australia has yet to take action on the new WIPO Copyright treaties. USTR has
placed Australia on the Special 301 Watch List because of limitations in its protec-
tion of test data and parallel imports, among other concerns.

Patents: Patents are available for inventions in all fields of technology (except for
human beings and biological processes relating to artificial human reproduction).
They are protected by the Patents Act (1990), which offers coverage for 20 years
subject to renewal. Trade secrets are protected by common law, such as by contract.
Design features can be protected from imitation by registration under the Designs
Act for up to 16 years (upon application).

Test Data: In 1997, the government passed legislation providing 5 years of protec-
tion for test data of new chemical entities. No protection is provided for data sub-
mitted in regard to new uses and new formulations. The government is currently
reviewing a proposal to introduce new legislation to protect test data for agricultural
and veterinary chemicals.

Trademarks and_Copyrights: Australia provides TRIPs compatible protection for
both registered and unregistered well known trademarks under the Trademark Act
of 1995. The term of registration is 10 {ears. Copyrights are protected under the
Copyright Act of 1968 for a term of the life of the author plus 50 years. Computer

rograms can receive copyright protection. The government continues to consider
groadening the copyright fair use exemption to include the decompilation of com-
puter software. The Australian Copyright Act provides protection regarding public
performances in hotels and clubs. Australia has effective protection against copy-
right piracy. The government passed legislation in 1998 removing parallel import
protection for sound recordings and for goods whose protection was based on the

cox;m'ght of packaging and labeling. )
ew Technologies: Infringement of new technologies does not appear to be a sig-

nificant problem.

8. Worker Rights
a. The Right of Association: Workers in Australia full{ enjoy and practice the
rights to associate, to organize and to bargain collectively. In general, industrial dis-
putes are resolved either through direct employer-union negotiations or under the
auspices of the various state and Federal industrial relations commissions. Aus-
tralia has ratified most major international labor organization conventions regard-
ini worker rights. . )
. The Right to Organize and Bargain Collectively: Approximately 35 percent of
the Australian workforce belongs to unions. The industrial relations system operates
through independent Federal and state tribunals; unions are currently fully inte-
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grated into that process. Legislation reducing the powers of unions to represent em-
ployees was passed ?y Federal Parliament in November 1996.

c. Prohibition of Forced or Compulsory Labor: Compulsory and forced labor are
Xrolgbi]tged by conventions which Australia has ratified, and are not practiced in

ustralia,

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
%1?1 IO:" 16 maintains an effective floor on the age at which children may be employed

ime.

e. Acceptable Conditions of Work: There is no legislatively determined minimum
waﬁe. 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 in-
dustries are specified in industry “awards” approved by state or Federal tribunals,
Workers in Australian industries generally enjoy hours, conditions, wages and
health and safety standards that are among the best and highest in the world.

[ 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—1997

[Millions of U.S. dollars]

Category Amount
Petroleum ...........coo.... reeeserersieessinar e beestanessas e aarebseseansssntrraaat 1,206
Total Manufacturing .........ccccvvveeremremvevresiencessrusssnessessresssasssanss 7,506
Food and Kindred Products .........c.cccevvvvrvenneicreerevceenersennee 1,271
Chemicals and Allied Products ..........ccoccrveremvvenninvenenneenns 2,394
Primary and Fabricated metals ........ccccevvvvnrinniniiiinininns 298
Industrial Machinery and Equipment ......c..c.ccocinneennncnne 684
Electric and Electronic Equipment .........c.ocococnieninninnnnine 206
Transportation EQuipment ..........c.ccenirininnencinnnoneninn 1,014
Other Manufacturing ..., 1,639
Wholesale Trade ........ccicneinnininiinnneeevmeesesioneemmeesssen 2,569
BAnKINg ..occcoveveiniirienneeinnenessnessnessinesnansinnessesrinsesessssesssssstesne 2,181
Finance/Insurance/Real Estate ................. reverntresreeseessaenesenens 4,779
SEIVICES ..ivvvrveriririreniinerierrnnreisssueecarsiesssissessnsrseosssnassessssanssane 1,805
Other INAUSLIIES ....cvvvvevererivirriieiriiiennneessrrsresersssnsnnesssssssens 6,080
TOTAL ALL INDUSTRIES ......ccooiivrvnrennieniriennrenneniserosessnens 26,125
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]
1996 1997 19981
Income, Production and Employment:
Nominal GDP ......covvieninieecninninenenienrenssssssens 816.9 903.1 965.0
Real GDP Growth (pct)2 .......ccvvviiinniinninennnnns , 9.6 8.8 7.8
GDP by Sector: 8
Agriculture ... vreennes 167.3 168.7 169.0
Manufacturing ..o 350.4 444.1 486.0
SEIVICES ...occvvverriineerneinnesssenestnssniosssssesrsssssossases 299.2 290.3 311.0
GOVEINMENL ...ooeerrerrirrccrnvrsernivissessiorssessssssesss 19.5 N/A N/A
Per Capita GDP (US$) ......ccorvinrnnscccrisornivenes 678.8 734.2 779
697 706 715

Labor Force (millions) .......ccceveeevrnreiensversineesene
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Key Economic Indicators—Continued
[Billions of U.S. dollars unless otherwise noted]

1996 1997 19981
Unemployment Rate (pct)4 ........ccoovennvinirininannns 3.0 3.1 34
Money and Prices (annual percentage growth):
Money Supply (M2) .......ccovvevimnmsiernsnsresesnsnnns 25.2 19.6 17.0
Consumer Price Inflation .........c.ccoceeriienninniniisnnns 7.0 2.8 -0.7
Exchange Rate (RMB/US$ annual average) 8.3 8.3 8.3
Balance of Payments and Trade:

Total Exports FOBS ........ccccoervnvionnnmncninnninnnnn 161.1 182.7 190.0

Exports to United States ..........evreviivininncnnns 515 62.5 72.3
Total Imports CIFS ... 138.8 1424 143.0

Imports from United States FAS ................... 11.9 12.8 13.8
Trade Balance ........cccccvirnrennensinneesionionon 12.2 40.3 47.0

Balance with United States .........ccccccnvnnrenn, 39.56 49.7 58.5
External Public Debt ........c.ccccovvcrnrnnninininniinnns 116.3 131.0 142.0
Fiscal Deficit/GDP (pet) .ococvvenvcnvinninesnninineninen 15 1.5 2.2
Current Account Surplus/GDP (pct) ...occovvvennne, 0.9 45 4.9
Debt Service Payments/Exports (pct) ....ooocevvenninn 6.7 7.3 7.6
Payments/GDP (PCt) ....cccovvvreniiinniiionniniens 1.2 1.5 15
Gold and Foreign Exchange Reserves ................ 105 142 146
Aid from United States .........cccvninnnininenennn 0 0 0
Aid from All Other Sources ..........cccoccernevreiieninns 0.3 04 0.6

1Estimated from third quarter and end September 1998 data.
30fficial growth rate published by State Statistical Bureau based on constant renminbi (RMB) prices ugicng

1978 weights. All other income and production figures are converted into dollars at the exchange rate. Eco-
nomic experts continue to debate the accuracy of these figures, with some arguing that real growth may be

half or less the official rate. .
SProduction and net exports are calculated using different accounting methods and do not tally to total

GDP. Agricuiture includes forestry and fishing; manufacturing includes mining,
4“Official” urban unemployment rate; agricultural laborers are assumed to be totally employed in China’s

official labor data.
8U.S. Department of Commerce (U.S.-China bilateral trade data) for U.S. trade; PRC Customs {Chinese

global trade data and 1997 estimates).
Sources: State Statistical Bureau Yearbook, People’s Bank of China Quarterly Statistical Bulletin, U.S. De-

partment of Commerce Trade Data, embassy estimates.

1. General Policy Framework

China’s economy, which was cooling prior to the Asian economic crisis of 1997~
1998, showed additional signs of a slowdown this past year due to declines in con-
sumer demand and exports, the effects of state-owned enterprise downsizing, indus-
trial inefficiency and excess capaciti. The official 1998 real growth rate estimate of
7.8 percent came close to meeting the leadership’s target of 8 percent. Official GDP
figures for the first three quarters of 1998 showed growth of 7.6 percent for the
third quarter, ug from 6.8 percent in the second quarter and 7.2 Percent in the first
quarter. Most of this growth was due to the central government’s early 1998 fiscal
and monetary stimulus package, which was designed to offset weakening domestic
demand and ‘exports. It is not clear how much the summer’s devastating floods af-
fected economic performance, though some estimates suggest the net damage
knocked half a percentage point off the GDP growth rate.

The Five-Year Plan for 1996-2000—which noted the growing importance of the
non-state and corporate sectors—also reconfirmed the role of st.te-owned enter-
prises (SOE). SOEs still directly account for 27 (?ercent of total industrial output
and indirectly for a much larger proportion of GDP—even though one-half of all
SOEs reported losses in 1997. “Triangular debt”—the settling or “neglect” of out-
standing obligations among SOEs, their banks, and their suppliers—inhibits reform,
as many debts are unlikely to be paid with cash or goods. Economic dislocation and
layoffs resulting from the closure or restructuring of noncompetitive SOEs have ex-
acerbated central government concern about social stability and unemployment.
Laid-off state sector employees are not considered unemployed as technically they
can be recalled to work and are eligible to keep their state-subsidized housing and
eventually draw pensions. Hence only three Eercent of the state workforce is reg-
istered as “unemployed” in official statistics. Even so, SOEs laid off about 4-5 mil-
lion workers annually in 1996-1998, bringing the SOE workforce down to about 72

million, with far fewer layoffs projected for 1999.
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A key national priority of the reform movement, as enshrined in the 1996-2000
Five-Year Plan, is to narrow growing regional income disparities and to provide a
push toward doubling GDP between 2000 and 2010. This growth requires new legal
and political structures to meet the needs of foreign and domestic investment; it :fso
r:gmres strengthening the government’s fiscal capacity. A simplified tax code has
led to the reduction in the gap in tax rates between state-owned and other enter-
prises. Tax reforms and the new tax system began to reverse the declining share

of revenues as a percent of GDP in mid-1996.
China made significant and numerous adjustments to its import tariff schedule

in October 1997. However, nominal tariff rates on items (like automobiles, wine, lig-
uor, and cigarettes) which are fre%uently smuggled into China—with attendant rev-
enue losses and rule of law problems—remain very high. Import tariffs on some
items of great export interest to the United States and %hina’s other trading part-
ners also remain high. Import growth overall continued to slow through late 1997
and into 1998.

China is committed to reforming its capital markets and financial institutions in
order to allocate large amounts of savings in the economy more efficiently. In recent
months, China has made some efforts to rein in expenditures by financial entities,
like the numerous international trust and investment companies, which have been
approving projects that are not necessarily supported or sanctioned by the central
government. In 1995, new banking laws were adopted to facilitate the entry of for-
eign banks to China, although the operation of these laws is still not fully tested.
China now has 135 foreign bank branches, including 11 U.S. bank branches, con-
centrated in coastal areas and large inland cities, including Beijing and Chengdu.
Their activities are severely circumscribed; however, their presence in the market
is an important channel for technology and know-how to drive further financial sec-
tor liberalization and reform. Despite attempts to commercialize the banking sector,
the overhang of previous debt in the form of policy loans to the state sector com-
Elicates attempts to segregate and to manage policy loans still on the books. Total

ank lending to the state sector was $36 billion last year, or 63 percent of total do-
mestic lending, unchanged from 1996. China’s large state banks are gra;:glin with
this problem, but liquidating or restructuring state enterprise assets would er
raise unemployment in the near term.

Although foreign direct investment levels from western industrial nations like the
United States and the European Union have remained strong, the regional economic
slowdown has resulted in a slight decline in total investment, especially from key
countries like Korea and Japan. China’s realized forei%n investment inflows should
amount to over $42 billion in 1998, close to the peak of $45.3 billion in 1997. China
is greparing to allow foreign joint ventures to take advantage of export rebates as
of January 1, 1999 in order to attract new inflows of foreign direct investment. Con-
cern about decreasing foreign investment in China has prompted the government
to consider several proposals to improve the investment climate, including one in
which the central government would relinquish approval authority for foreign in-

vestments under $100 million in early 1999.

2. Exchange Rate Policies

Foreign-Invested Enterprises (FIEs) and authorized Chinese firms have generally
enjoyed liberal access to foreign exchange in China for trade-related transactions.
China has maintained favorable rules for FIEs, which can maintain foreign currency
deposits and keep their foreign exchange earnings and repatriate after-tax profits.
In 1997, the People’s Bank of China (China’s central bank) began to allow Chinese
firms earning more than 10 million dollars a year in foreign exchange to retain up
to 15 percent of their receipts. However, the Asia-wide economic slowdown and the
growing evidence of unauthorized capital outflows prompted the government to
tighten documentation re%uirements in mid-1998, causing payment delays and in-
creased costs for many traders. : o

The People’s Bank of China introduced currency convertibility for current account
(trade) transactions in December 1996 (in accord with the IMF charter’s Article VIII
provisions). The move was an important step, even though China still maintained
significant restrictions on capital account transactions. Current account liberaliza-
tion ended the requirement for companies to balance their import and export re-
ceipts in order to receive apgroval to do business in China. Although the balancing
requirement remains on the books for older contracts, it has not been enforced.

hinese authorities describe the current exchange rate as a “managed float.”

However, it has behaved more like a fixed exchange rate trading at about $1/8.3
RMB over the last several years, with the rate set by the PBOC, not market supply
and demand. China uses the RMB/dollar exchange rate as the basic rate and sets
cross rates against other currencies by referring to the international market rates
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for the previous day. The central bank also sets interest rates on all deposits, with
RMB yield rates now closely tracking those of the U.S. dollar. As a result, “black
market” trading is a small but regular component of the Chinese system. There is
also a limited undeliverable forward market for Chinese RMB in P‘iong Kong and
Singapore. These markets exist because of Chinese limits on foreign exchange for
Chinese traveling overseas and restrictions on hedging forward transactions. These
unofficial markets are thought to be relatively shallow, perhaps less than several

billion U.S. dollars.

3. Structural Policies

Chinese officials claim that prices have been freed for about 95 percent of con-
sumer goods and 85 percent of industrial inputs. As part of its effort to control infla-
tion, however, the government reé'ulates the prices of daily necessities, basic urban
services, and key commodities. China maintains discriminatory pricing practices
with respect to some services and inputs offered to foreign investors in CBﬁna. At
the same time, FIEs often use tax holidays, grace periods and other incentives to
lower their 33 percent corporate income tax liability. Chinese firms also pay a cor-
porate income tax of 33 percent.

In 1994, China issued a “Framework Industrial Policy for the 1990s” which an-
nounced plans to issue policies for the automotive, telecommunications and trans-
portation, machinery and electronics, and construction sectors. The automotive in-
dustrial policy of July 1994 contains import controls, local content and other per-
formance requirements for foreign investors, as well as “temporary” price controls
for sedans. Industrial policies for the chemical, Eetrochemical, and machinery indus-
tries reportedly have been issued but not published.

In 1998, the State Tax Administration increased the value-added tax rebate on
some categories of exports. (The normal rebate remained at 9 percent of the total
17-percent tax for most goods.) Progress in paying off past-due rebates contributed

to export growth in 1997.

4. Debt Management Policies

In mid-1998, China’s external debt stood at about $138 billion, or 73 percent of
exports, according to official Chinese data. In the context of China’s export perform-
ance, investment inflows and high foreign exchange reserve levels (a projected $146
billion by year’s end), the current external debt burden—concentrated largely in me-
dium-term and long-term borrowing—should remain within acceptable limits. Chi-
na’s 1997 debt service ratio was 7.3 percent (ratio of repayment of principal and in-
terest on foreign debt to foreign exchange receipts of exports plus services), about
the same as in 1995, and rising only slowly. The Asian Development Bank, the
World Bank, and Japan are China’s major creditors, providing approximately 60
percent of all China’s governmental and commercial loans.

In 1995, China began drafting a law to govern management of government debt
to replace the 1992 “Treasury Bond Regulations,” which are currentl& deemed too
narrow-gauged a..d not sufficiently international in scope. UJ)grade of the bond mar-
ket, however, has been slow, with most of the emphasis on developing the interbank
market, which is dominated by state-owned banks.

China’s government bond market is still in its infancy, with virtually no second-
ary market. This prevents the central bank from effectively regulating money supply
through indirect means. China established a system of primary dealers in 1994 and
there are officially about 50 dealers. China does not license foreign firms to engage
in bond trading, with the exception of one experimental investment bank, the China
International Capital Corporation, a Iioint: venture between the China Construction
Bank (60 percent) and Morgan Stanley-Dean Witter (40 percent). The Ministry of
Finance authorizes them to underwrite bonds on a con‘ract basis for domestic cus-
tomers. Since 1995, China has experimented with auctioning bonds on a small scale,
but financial experts do not regard these transactions as standard competitive bid-
ding because priority was assigned to those dealers who most quickly turned in
their funds rather than based on interest rates. Domestic interest rates on govern-
ment bonds are fixed at about one percentage point above bank savings rates, which
are “policy,” not market, rates. In the last several years, China has introduced a
wider variety of maturities and instruments to manage its renminbi debt, but the
trend is generally towards more short- and medium-term maturities (6 months and
1-5 years). The continued sharp rise in %ovemment borrowing may reflect a decision

to reign in “policy loans” by commercial banks.

5. Aid
The United States has provided occasional disaster-relief assistance to the Peo-
ple’s Republic of Cl.'na to help flood relief and other humanitarian efforts in recent

years. This year, due to an earthquake and severe flooding, the U.S. Government
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donated approximately $33 million in cash, sup&lliles and wheat. In addition, the
United States operates a modest Peace Corps-affiliated English-language training
program in southwestern China’s Sichuan province. In June, the Peace Corps con-
cluded a country agreement with China which will allow it to expand both its geo-
graphic reach and protgram depth beyond its current level of 37 volunteers. China
is a major recipient of other nations’ assistance programs and multilateral assist-
ance. China’s largest bilateral aid donor is Japan. Multilateral assistance includes
but is not limited to programs operated by the World Bank; the World Food Pro-
gram; United Nations Development Program and other United Nations-affiliated
agencies and programs; the Asian Development Bank; and other international finan-

cial institutions.

6. Significant Barriers to U.S. Exports

China continues to impose barriers to the entry of U.S. goods and services. Al-
though some aspects of China’s trade regime are undergoing reform—abolishing
scme nontariff measures, rescinding some import quotas, lowering some prohibi-
tively high tariffs—liberalization of China's import regime has not kept pace with
China's export-oriented push. China’s restrictive system of trading rights raises the
cost of imported goods by funneling foreign imports through fee-collecting Chinese
foreign trade companies. High tariffs and other restrictions have given rise to wide-
spread smuggling. Chinese authorities have begun a crackdown on smuggled goods
by tightening customs procedures and requiring more detailed documents to support
trade-related foreign exchange transactions. These is serious concern among foreign
businesses that new restrictions are impinging on legitimate imports.

In the context of China’s World Trade Organization (W1'0) accession negotiations,
China has committed to expand trading rights sligniﬁcantly within three years of its
accession. In 1996, China declared that it would not announce any new policies
which are not consistent with WTO standards. But U.S. and other foreign busi-
nesses have continuing concerns about their ability in China to amend business li-
censes to broaden their scope of permitted businesses and allow them to engage in
distribution and after-sales services. These activities are necessary to make China’s
promised trading rights liberalization commercially meaningful. In addition, in most
transactions, U.S. suppliers are unable to sell directly to their ultimate customer.
Special Economic Zones, open cities and foreign trade zones in some cases, however,
do offer some preferential duty reductions or exemptions from the foregoing restric-

tions.
On October 10, 1992, the United States and China signed a Memorandum of Un-
hina to dismantle most of

derstanding (MOU) on market access that commits
these barriers and gradually open its markets to U.S. exports. The actions China

has committed to take under this MOU are consistent with obligations it weuld
have to take in the WTO. In implementing the MOU, China published numerous

reviously “confidential” trade laws and regulations at the central and sub-national
" level—on unfair competition, foreign trade, labor, protection of intellectual proYerty

rights, import quotas, commodities subject to insqection, and other trade-related
issues, both at the central and sub-national levels. However, lack of regulatory
transparency and few implementing regulations continue to inhibit the entry of for-
eign goods and services. Moreover, publication of trade-related laws and regulations
does not always precede implementation. For example, information on China’s im-

ort quotas, crucial for foreign and domestic traders, has yet to be published on an
itemized basis.

As a result of commitments in the MOU, China did lower tariffs on several hun-
dred items of interest to U.S. exporters. But high and unpredictable tariff rates—
such as the 100 percent tariff on some §OOdS like automobiles—make im‘g%rting into
the Chinese market difficult. As part of China’s effort to accede to the WTO, China
has promised to reduce further tariffs of concern to U.S. t<‘:3.;1f1}pamies. During recent
WTO talks, China promised to reduce its simple average tariff rate from 17 percent
to 10 percent by the year 2005. Since tariffs on many items of key interest to U.S.
exporters remained prohibitively high, the offer was not acceptable.

China has alse removed over 800 quotas and licenses on a wide range of key U.S.
exports such as telecommunications digital switching equipment, computers, many
agricultural products, and medical equipment. Despite the removal of these quotas
and license requirements, required under the 1992 MOU, there have been indica-
tions that China is erecting new barriers to restrict imports. In 1998 alone, China
has drafted new pharmaceutical price control regulations, a requirement that new
power plants of less than 600 use no foreign equipment, a directive requiring
domestic procurement of telecommunications equipment, a ban on the import of die-
sel and gasoline, and new tariffs on allegedly “dumped” imports of newsprint. In ad-
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dition, restrictive trading rights have affected crude oil imports, even though quotas
have been removed.

China announced in early 1996 that effective April 1, 1996, Tariff-Rate Quotas
(TRQs) would apply to imYorts of wheat, corn, rice, soybeans, and vegetable oils. B
late 1998, China had still not announced TRQ administration rules or quota vol-
umes, perhaps because this issue is being negotiated as part of its WTO accession.
Out-of-quota tariff rates are as high as 121.6 percent. A lack of clarity and informa-
tion complicates trade in these goods.

Under the Market Access MOU, China also agreed to base standards for the im-
E}or't of agricultural products and livestock genetics on sound science. Since 1992, the

nited States has signed a number of protocols with China that have opened the
door to U.S. exports of such products as apples (from Washington, Oregon, and
Idaho), cherries (from Washington), grapes, live cattle, bovine embryos, bull semen,
ostriches, poultry and birds, swine, rabbits, and horses. However, China continues
to use non-scientific sanitary and phytosanitary measures to block U.S. exports of
meat, tobacco, citrus fruit, plums, and Pacific Northwest wheat.

For manufactured goods, China requires quality licenses before granting import
approval. Testing is often based on standards and specifications unknown or un-
available to foreigners. These standards are not applied equally to domestic prod-
ucts. In the Market Access MOU, China committed to applying the same standards
and testing requirements to both foreign and domestic non-agricultural products.

China agreed not to subject imported products to import substitution policies and
measures in the future. Nor would it deny approval for imports because an equiva-
lent product was produced in China. However, the government has continued to
place local content requirements on foreign investment in China, such as in the
1994 automotive industrial policy.

China has only recently begun to reform and open its services sector. In most
areas, foreign access to the market is severely restricted or prohibited. China has
initiated—and at times drawn back from—limited experiments in such areas as tele-
communications, insurance, retailing, legal services, and tourist resorts. In late
1998, China sought to end an “experiment” in telecommunications which allowed
Chinese companies to enter into joint ventures with joint venture Chinese-foreign
companies.

Export requirements, local content requirements, and foreign exchange balancing
requirements detract from China’s investment climate. Foreign exchange balancing
requirements have become less of a “doing-business” issue as China’s foreign ex-
change reserves grew rapidly in the 1995-97 period, but restrictions on existing in-
vestors have not been eliminated. China also encourages the development of favored
domestic industries through tax incentives and tariff exemptions. China permits re-
patriation of profits when a joint venture has earned sufficient foreign exchange to
cover the remitted amount. China published investment guidelines in June 1995
cataloguing those sectors in which foreign investment would be encouraged, allowed,
restricted, or prohibited. China does not provide national treatment to foreign inves-
tor