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FOREWORD

The reviews on individual country economic policy and trade
practices included in this report were prepared by the Department
of State in accordance with Section 2202 of the Omnibus Trade and
Competitiveness Act of 1988 (P.L. 100-418).

Modeled on the State Department’s annual reports on country
human rights practices, the reports are intended to provide a sin-
gle, 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 these

areas.
JOSEPH R. BIDEN, JR.,

Chairman, Committee on Foreign Relations.

Max BAuCUS,
Chairman, Committee on Finance.

HENRY J. HYDE,
Chairman, Committee on International Relations.

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

U.S. DEPARTMENT OF STATE,
WASHINGTON, DC, January 11, 2002.

Hon. JOoSEPH R. BIDEN, JR., Chairman,
Committee on Foreign Relations.

Max BAUCUS, Chairman,
Committee on Finance.

HENRY J. HYDE, Chairman,
Committee on International Relations.

BiLL THOMAS, Chairman,
Committee on Ways and Means.

DEAR SIRS: Pursuant to Section 2202 of the Omnibus Trade and
Competitiveness Act of 1988, we are pleased to transmit the report
entitled “Country Reports on Economic Policy and Trade Practices.”
The report provides a detailed review of major economic policies
and trade practices of countries with which the United States has
significant economic or trade relationships.

We hope this information is helpful to you. Please let us know
if we can provide any further information on this or any other mat-

ter.

Sincerely, PAauL V. KELLY

Assistant Secretary, Legislative Affairs.
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INTRODUCTION

COUNTRY REPORTS ON ECONOMIC POLICY AND TRADE PRACTICES

The Department of State is submitting to the Congress its Coun-
try Reports on Economic Policy and Trade Practices in compliance
with Section 2202 of the Omnibus Trade and Competitiveness Act
of 1988. As the legislation requires, we have prepared detailed re-
ports on the economic policy and trade practices of countries with
which the United States has significant economic or trade relation-
ships. The Department of State’s 13th annual report includes re-
ports on 76 countries, customs territories and customs unions.

Each country report contains ten sections.

Key Economic Indicators: Economic indicators in the national
income, monetary, and trade accounts.
General Policy Framework: Overview of macroeconomic trends.

Exchange Rate Policies: Their impact on the price competitive-

ness of U.S. exports.
Structural Policies: Changes that may affect U.S. exports to

that country.

e Debt Management Policies: Implications for trade with the U.S.
o Significant Barriers to U.S. Exports and Investment: Formal

and informal barriers to U.S. exports and investment.

Export Subsidies Policies: Measures to support exports, includ-

ing those by small businesses.

Protection of U.S. Intellectual Property: Laws and practices

safeguarding intellectual property rights.

Worker Rights: The final section has two parts:

—laws and practices with respect to internationally recognized
worker rights, and

—conditions of worker rights in goods-producing sectors where

U.S. capital is invested.
Extent of U.S. Investment in Selected Industries: U.S. 'invest-

ment by sector where information is available.

U.S. Embassies supplied the country report data, which is ana-
lyzed and reviewed by the Department of State in consultation
with other U.S. Government agencies. The reports are intended to
serve as general guides to economic conditions in specific countries.

(xi)




xii

We have worked to standardize the reports, but there are unavoid-
able differences reflecting large variations in data availability. In
some cases, access to reliable data is limited, particularly in coun-
tries making transitions to market economies. Nonetheless, each
report incorporates the best information currently available.

E. ANTHONY WAYNE,
Assistant Secretary % State
for Economic and Business Affairs.




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

“The Secretary of State shall, not later than January 31 of each
year, prepare and transmit to the Committee on [International Re-
lations]! and the Committee on Ways and Means of the House of
Representatives, to the Committee on Foreign Relations and the
Committee on Finance of the Senate, and to other appropriate com-
mittees of the Congress, a detailed report regarding the economic
policy and trade practices of each country with which the United
States has an economic or trade relationship. The Secretary may
direct the appropriate officers of the Department of State who are
serving overseas, in consultation with appropriate officers or em-
ployees of other departments and agencies of the United States, in-
cluding the Department of Agriculture and the Department of
Commerce, to coordinate the preparation of such information in a
country as is necessary to prepare the report under this section.
The report shall identify and describe, with respect to each country:

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

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

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

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

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

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

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

8. The country’s laws, enforcement of those laws, and practices
with respect to internationally recognized worker rights (as defined
in section 502(a)(4) of the Trade Act of 1974), the conditions of

1In 1995, the Committee on Foreign Affairs changed its name to the Committee on Inter-
national Relations. -
(xiii)
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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 2000, submitted to the Committees on
International Relations of the House of Representatives and on
Foreign Relations of the U.S. Senate in January 2000. For a com-
prehensive and authoritative discussion of worker rights in each
country, please refer to that report. Subsection “f” highlights condi-
tions of worker rights in goods-producing sectors where U.S. capital
is invested. \

The final section, Extent of U.S. Investment in Selected Indus-
tries, cites the U.S. direct investment position abroad where infor-
mation is available. The Bureau of Economic Analysis of the U.S.
Department of Commerce has supplied information on the U.S. di-
rect investment position at the end of 2000 for all countries for
which foreign direct investment has been reported to it. Readers
should note that “U.S. Direct Investment Position Abroad” is de-
fined as “the net book value of U.S. parent companies’ equity in,
and net outstanding loans to, their foreign affiliates” (foreign busi-
ness enterprises owned 10 percent or more by U.S. persons or com-
panies). Where a figure is negative, the U.S. parent owes money to
the affiliate. The table does not necessarily indicate total assets
held in each country. In some instances, the narrative refers to in-
vestments for which figures may not appear in the table. A “(1)” in
a data cell indicates that data has been suppressed to avoid dis-

closing individual company information.

(xv)







SOME FREQUENTLY USED ACRONYMS

ADB—Asian Development Bank

AGOA—African Growth and Opportunity Act
APEC—Asia-Pacific Economic Cooperation

BIS—Bank for International Settlements

CACM—Central American Common Market
CARICOM—Caribbean Common Market

CAP—Common Agricultural Policy (of the EU)
CBTPA—Caribbean Basin Trade Partnership Act
CCC—Commodity Credit Corporation (Department of Agriculture)
CIF—cost, insurance and freight

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

EMS—European Monetary System (of the EU)

EPZ—export processing zone

ERM—Exchange Rate Mechanism (of the EU)
EU—European Union

EXIMB —U.S. ExportImport Bank

FDI—foreign direct investment

FOB—free on board

FOREX—foreign exchange

FTA—free trade agreement

FTAA—Free Trade Area of the Americas

FY—fiscal year

GATS—General Agreement on Trade in Services
GATT—General Agreement on Tariffs and Trade
GDP—gross domestic product

GMO-genetically modified organism

GNP—gross national product

GSP—Generalized 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—InterAmerican Development Bank
IPR~—intellectual property rights
IT—information technology
MFN-—most favored nation
NAFTA—North American Free Trade Agreement
NGOs—nongovernment organizations
NIS—Newly Independent States (of the former Soviet Union)
OECD—Organization for Economic Cooperation and Development
OPIC—U.S. Overseas Private Investment Corporation
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PTT—Post, Telegraph and Telephone

SDR—Special Drawing Rights (of the IMF)

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

UR~—Uruguay Round of trade negotiations in the GATT

USD-—U.S. Dollar

VAT—value-added tax

WIPO—World Intellectual Property Organization

WTO—World Trade Organization




AFRICA

GHANA

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

1999 2000 12001
Income, Production and Employment:
Nominal GDP2 ........c..cooviirinirnctine e e 7,774 5,418 5,431
Real GDP Growth (Pct)3 ..o 44 3.7 4.0
GDP by Sector (pct):
AGLICUIBUTE .....oeovvvrviciiriieei e 36.5 36.0 N/A
Industry ....c.coocevereriiviininennene e et e 25.2 25.2 N/A
SEIVICES .ivvverreirrircirenriiiesnenennsieenrensessaessressssesssnesroveees 18.5 18.7 N/A
GOVEINIMENL ....oovverereierinieerinnrinisineesesstesrsesenssnnerroresnns 10.7 11.0 N/A
Per Capita GDP ........cccovvrnmmninninneceeeercecsnesnennenns 324 294 288
Labor Force (0008) ........ccccovverecnvnennnerenreenvensiesronenen 8,240 8480 8,734
Unemployment Rate (DCt) ....occovvvviverinnncreeinnnncnncnrenennns 20 N/A N/A
Money and Prices (annual percentage growth):
Money Sup&l—{' Growth (M2) .....cccccevvunecreennnenionionnens 16.1 . 39.8 32.0
Consumer Price Index (end-of-period) .........c.cecevreerinine 13.8 40.5 25.0

Exchange Rate (Cedis/US$ annual average) Interbank 2,674 5,322 7,000
Balance of Payments and Trade:

Total Exports FOB4 .........cccccovivivinennnieiner e 2,012 1,941 1,982

Exports to United States? .........c.ccceceviiivienninnnnenns 209 205 215
Total Imports CIF4 ..ot e 3,228 2,832 2,781

Imports from United States< ...........ccocervrrvvvevinvennnne 233 191 201
Trade Balance? ...........coccvniniinnninneninnneeneesnneenenn -1,216 -891 -799

Balance with United States4 ..........ccocevinveverenienrenens -24 14 14
External Public Debt .........cccovcvivievviecrene e 5,974 6,038 6,200
Fiscal Deficit/GDP (gct) .................................................. 6.5 8.5 N/A
Current Account Deficit/GDP (pct) .....ccccoceevviverericennnenn 13.8 11.2 10.8
Debt Service Payments/GDP (pct) ......cccovvverereveniiriinennns 9.0 9.0 9.0
Gold and Foreign Exchange Reserves ........c.ccccocvveniennn. 420 256 N/A
Aid from United States ...........ccvvivvieniinveennenniennneiinonn 58 60 N/A
Aid from All Other Sources .........c.cocevvveevrverireenvieeninennes N/A N/A N/A

12001 figures are government 2001 budget projections and post estimates based on most recent data avail-

able.
2GDP at factor cost.
3 Percentage changes calculated in local currency.
4 Merchandise trade.

1. General Policy Framework

Ghana operates in a free market environment under a poEularly elected civilian
government. In December 2000, opposition leader John Agyekum Kufuor was elect-
ed President, marking the first time in Ghanaian history in which one democrat-
ically elected President replaced another. His New Patriotic Party won 100 of 200
seats in Parliament. A -trained lawyer with longstanding ties to the United
States, President Kufuor has called for 1§':eat,er foreign investment and pledged a
“zero tolerance” for corruption. Former President Rawlings, who had been at the

helm of government since December 31, 1981, observed constitutional term limits,
and after winning elections in 1992 and 1996 did not run in the 2000 elections. An
independent judiciary acts as the final arbiter of Ghanaian laws.
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Since 1983 Ghana has pursued an economic reform agenda aimed generally at re-
ducing government involvement in the economy and encouraging private sector de-
velopment. This has made the country one of the most open-market economies in
the sub-region. The current government’s economic grogram is focusing on the de-
velopment of Ghana’s private sector, which has been historically weak. Roughly two-
thirds of some 300 state-owned enterprises have been sold to private owners since
a divestiture program began in the early 1990s. The new government has stated its
commitment to continuing the privatization program by offloading some of its inter-
est in some state-owned enterprises, ossigly includ¥ng the Tema Oil Refinery,
power and water utilities, ports and railways, and the national airline. The govern-
ment’s monopoly on the export of cocoa was removed in 1999, but full liberalization
of this market has not yet been implemented.

An economic downturn due rimarig to external shocks began in late 1999, wors-
ened in 2000, and has not agated. espite several years of economic reform the
country still remains vulnerable to terms of trade shocks. The three major commod-
ities—gold, cocoa, and timber—contribute over 70 percent of Ghana’s foreign ex-
change earnings. The relatively low price of cocoa coupled with the increase in crude
oil price in 2000 caused a large increase in trade loss. These factors led to a severe
shortage of foreign exchange, rapid depreciation of the cedi against the dollar by
about 60 percent, and an upsurge of inflation from 14 percent at the end of Decem-
ber 1999 to 41 percent at the end of December 2000. Imbalances caused by the
terms of trade shocks were further exacerbated by heavy government spending and
borrowing in the run-up to the December 2000 elections.

The former government’s hesitation to respond appropriately in an election year,
especially to the rising cost of the sugply of utility services and petroleum products,
caused or contributed to an overall budget deficit of about 8.5 percent op GDP in
2000 compared to 6.5 percent of GDP recorded in 1999. The government resorted
to heavy domestic borrowing to make up for shortfalls from mainly non-tax revenue.
To arrest inflation and the fast depreciating cedi, the Bank of Ghana (BOG), the
central bank, pursued a tight monetary policy, increasing the primary reserve ratio
from eight to nine percent. Heavy domestic borrowing by the government and the
BOG’s measures sent domestic lending rates from about 37 percent to about 50 per-
cent. Real economic growth in 2000 was 3.3 percent, which followed the declining
trend of 4.4 percent in 1999, and 4.7 percent in 1998,

The new government took immediate steps to restore macroeconomic stability. It
introduced measures to monitor and control expenditures, increase revenue mobili-
zation, restructure short-term domestic debt, and seek debt relief under the HIPC
initiative. To stem the accumulation of debts by the utilities and the oil refinery,
the éovernment took a bold step by significantly increasing fuel, water, and ener
tariffs. The government’s measures have yielded some positive results, as the cedi
has remained stable since the beginning of 2001 and inflation and interest rates,
though still high, have declined significantly. The government appears to be com-

mitted to sustaining this trend.

2. Exchange Rate Policy

The foreign exchange value of the Ghanaian cedi is established independently
through the use of the Interbank Market and Forei%x Exchange bureaus, and cur-
rency conversion is easily accessible. However, the BOG dominates the Interbank
Market by controlling the supply of large amount of surrendered proceeds from gold
and cocoa. Ghana fully accedes to Article IV of the IMF convention on free current
account convertibility and transfer. In general, the exchange rate regime in Ghana
does not have any particular impact on the competitiveness of U.S. exports.

3. Structural Policies

Ghana progressively lowered import quotas and surcharges as part of its struc-
tural adjustment program. Tariff structures are being adjusted in harmony with the
ECOWAS Trade Liberalization Program. Import licensing was eliminated in 1989,
but for some items such as drugs, an import permit is required. Imported goods cur-
rently enjoy generally unfettered access to the Ghanaian market.

The government professes strong support for the principle of free trade, and is an
active participant in the WTO. However, it is also committed to the development
of competitive domestic industries with exporting capabilities. The government is
expected to continue to support domestic private enterprise with various financial
incentives. Ghanaian manufacturers frequently seek stronger protective measures
and complain that Ghana’s tariff structure places local producers at a competitive
disadvantage relative to imports from countries enjoying greater production and
marketing economies of scale. Reductions in tariffs have increased competition for
local profucers and manufacturers while reducing the cost of imported raw mate-




rials. The government has announced plans to introduce an anti-dumping bill to
Parliament to curb the import of “inferior” goods as a response to several complaints
from consumers.

The government in 2001 reduced the 20 percent special tax on some of the 32 se-
lected “non-essential” imported goods to 10 percent and removed the tax completely
on the rest. Major U.S. imports still affected by the tax are frozen meat and poultry.
This tax no longer ag)glies to used clothing, powdered milk, paper and plastic prod-
ucts. A 0.5 percent ECOWAS levy on all imports from non-Ié)C 'WAS countries and
0.5 percent Exgort Development and Investment Fund (EDIF) levy on all imports
were introduced in 2000 and 2001 respectively. The standard import duty rate was
lowered from 25 percent to 20 Kercent in 2000. In July, 2000 the government in-
creased the Value-Added Tax (VAT) from 10 percent 12.5 percent to specifically fund

education.

4. Debt Management Policies

In March 2001, Ghana opted for debt relief under the eniianced Heavily Indebted
Poor Country (HIPC) Initiative. Ghana is expected to reach HIPC Decision Point by
December 2001, and the Government estimates a total of US$ 700 million in debt
write off at the end of 2004 when the country reaches its HIPC Completion Point.
The government is also seeking debt relief from the Paris Club. There is currently
a suspension in the payments of non-multilateral debts.

Ghana’s total outstanding external debt was approximately US$ 5.9 billion at the
end of the first quarter of 2001. Outstanding long-term debt was about US$ 5.4 bil-
lion (about 92 percent of total debt), of which US$ 1.6 billion and US$ 3.8 billion
were owed to bilateral and multilateral institutions respectively. Ghana’s domestic
debt in mid-2001 was estimated to be some US$ 1.8 billion, almost all in short-term
instruments. The government was attempting to severely limit additional domestic
borrowing, and to restructure the existing debt into longer-term instruments. The
government has announced plans to utilize receipts from the divestiture of state-
owned enterprises to reduce the country’s debt stock.

5. Significant Barriers to U.S. Exports

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

Services Barriers: The Ghanaian investment code proscribes foreign participation
in the following sectors: small-scale wholesale and retail sales, taxi and car rental
services with fleets of fewer than ten vehicles, lotteries, and barber and beauty
shops. Current insurance law requires at least 40 percent Ghanaian ownership of
insurance firms in Ghana. i

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. Highly-publicized seizures of goods (pharmaceuticals and food
items) with expired shelf-life dates have been occasionally carried out. The thrust
of this law is to regulate imported food and drugs, but the law also applies to non-
consumable imports as well. Locally-manufactured goods are subject to comparable
testing, labeling, and certification requirements. Two destination inspection agencies
contracted by the government also perform testing and price verification for some
selected imports that are above US$ 5,000.

Investment Barriers: Although the investment code incentives are relatively at-
tractive, bureaucratic bottlenecks can delay the launching of new projects. The in-
vestment code guarantees free transferability of dividends, loan repayments, licens-
ing fees and repatriation of capital. It also provides guarantees algainst expropria-
tion or forced sale and delineates dispute arbitration processes. Foreign investors
are not subject to differential treatment on taxes, access to foreign exchange and
credit, or importation of goods and equipment. Separate legislation covers invest-
ments in mining and petroleum and applies equally to foreign and Ghanaian inves-
tors. The investment code no longer requires prior project approval from the Ghana
Investment Promotion Center (GIPC).

Government Procurement Practices: Currently, there are varyin%}ll)rocedures for
selling to the government, but a unified code is under preparation. The government
is estimated to account for some 50-70 percent of all imports into Ghana. While the
Ghana Supplﬁ Com%any (GSC) acts as the grincipal purchasing agent of the govern-
ment, its authority has gradually been eroded as heads of departments directly un-




dertake below-threshold purchases of supplies and equipment. Former government
import monopolies have been abolished. Parastatal entities continue to import some
commodities, but they no longer receive government subsidies to finance imports.

6. Export Subsidies Policies

The Government of Ghana does not directly subsidize exports. Exporters are enti-
tled to a 100 percent refund for duty paid on imported inputs used in the processing
of exported goods. Bonded warehouses have been established which allow importers
to avoid duties nn imported inputs used to produce merchandise for export. Firms
involved in exports enjoy some fiscal incentives such as tax holidays and pref-
erential tax/duty treatment on imported capital equipment. Firms under the export
processing zones all benefit from the same incentives.

7. Protection of U.S. Intellectual Property

After independence in 1957, Ghana enacted 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. Ghana is a member of the Universal Copyright Convention, the World Intel-
lectual Property Organization, and the English-Speaking African Regional Intellec-
tual Property Organization. IPR holders have access to local courts for redress of
En‘evances. ew infringement cases have been filed in Ghana in recent years. Ghana

as 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 rights 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 in which trademarks have been misappropriated, the
gnce and quality disparity is generally apparent to all but the most unsuspecting

uyer.

opyrights: Enforcement of foreign copyrights may be pursued in the Ghanaian
courts, but few such cases have actually been filed in recent years. The bootlegging
of video tapes, DVDs, and computer software are examples of copyright infringe-
ment taking place locally. There are no data available to quantify the commercial
impact of the sales of these pirated items, but the evidence su%_gests that sales are
not being made 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 yet had a signifi-

cant impact on U.S. exports to Ghana.

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 the government to refuse to register a trade union, but this right has
not been exercised by the current or past governments. No union leaders have been
detained in recent years, nor has the right of workers to freely associate otherwise
been circumscribed. The government has announced plans to present to Parliament
soon a new bill that unifies all the existing labor laws and seeks to remove govern-
ment and TUC control of labor.

b. The Right to Organize and Bargain Collectively: The IRA provides a framework
for collective bargaining and protection against antiunion discrimination. Civil serv-
ants are prohibited by law from joining or organizing a trade union. In December
1992, however, the government enacted legislation, which allows each branch of the
civil service to establish a negotiating committee to engage in collective bargaining
for wages and benefits in the same fashion as trade unions in the private sector.
While the right to strike is recognized in law and in practice, the 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 strikes. Over the

ast two years there have been several industrial actions involving salary increase
gemands conditions of service, and severance awards. There have been a number
of short-lived “wild cat” strikes by doctors, university professors, 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.
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d. Minimum Age of Employment of Children: Labor legislation in Ghana sets a
minimum employment age of 15 and prohibits night work and certain types of haz-
ardous labor for those under 18. The violation of child labor laws is relatively com-
mon and young children of school age can often be found during the day Performing
menial tasks in the agricultural sector or in the markets. Observance of minimum
age laws is eroded by local custom and economic circumstances that compel children
to become wage earners at an early age. Inspectors from the Ministry of Manpower
Development and Employment are responsible for enforcement of child labor laws.

e. Acceptable Conditions of Work: In 1991, a Tripartite Commission composed of
representatives from government, organized labor, and employers established min-
imum standards for wages and working conditions. The daily minimum wage com-
bines wages with customary benefits such as a transportation allowance. The cur-
rent daily minimum wage 18 cedis 5,500, about 75 cents at the present rate of ex-
change, a sum that does not permit a single wage earner to sul%port a family. A
much-vaunted, government-commissioned study on civil service reform (including a
serious revision of grades and salary levels) was implemented in June 1999. 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, data processing, and telecommunications. Labor conditions in these
sectors do not differ significantly from the norm, except that wage scales in the for-
mal metals and mining sectors are substantially higher than elsewhere in the Gha-
naian 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—2000

[In MiHlions of U.S. Dotlars}

Category Amount

PetrolEUIN ....oovvvrririiiiiniieiiie it srer b e cssaareber e s s e esee e
Total ManuULBCLUTING ......ovvviiieiiiiiriiee et esieeerseeesiaesrseeeeses 1)
Food & Kindred Products .........ccoccceevvvveeriinineeeeirreneeein e eninenes 0
Chemicals & Allied Products ..........cccovvimnriiviininineeniieeenineees 0
Primary & Fabricated Metals ...........ccceceeevienivineiencecinee e )]
Industrial Machinery and Equipment ...........ccccocovvenveinniennnenns 0
Electric & Electronic Equipment ..........cccocovviinvnieninnieincrennnnns 0
Transportation Equipment ............ccoccvnvnnenninnnnneninenieenenn 0
Other Manufacturing ........ccccocvvevivevnrninesinen e sessnesvesans 0
Wholesale Trade ........cccicimiveiiiieinnrienieeoniee e ersneresssnneses
ANKINE oot crres e e sessne e ree e isresbaeestbressbnaesanes
Finance/Insurance/Real EState ...........cccovverviiviincviinneinineenecenninene
SEIVICES ..vvvvvirieiiriiiiiierioitrreeeonisrrerreseesssressssessrsreesibnessssnessssssreseesos
Other INAUSEIIES ...coocieevreeiiiiieiie it eceseer et sesrstb e e e s essseaens
Total All INAUSELIES .....ceovvvveviieeiicrieeee e srreeenneees (

1 Suppressed to avoid disclosing data of individual companies.
Source: U.S. Department of Commerce, Bureau of Economic Analysis. .
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199y 2000 12001

Income, Production, and Employment:
Nominal GDP2 ........cccviirineiierenreneenensienssessssseses
Real GDP Growth (Pct) ....coovvvvvvinnenieniiniiinininininnnnne
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Key Economic Indicators—Continued
{In Billions of U.S. Dollars unless otherwise indicated]

1999 2000 12001

GOVEITIMENL ..vcevvveerveriineeistesiresiererserssesnsenenesssssssesssaesivess 11.0 25.0 N/A
Per Capita GDP (US$)4 ........cccovevvrririninnnninsscsrevanaenes 260 270 280
Labor Force (Millions) ......... eeeres 40.1 38.9 N/A
Unemployment Rate (pct)® 3.0 3.1 5.0

Money and Prices (annual percentage growth):
Money Supply Growth (M2) .......ccccoovurrvernenrenrieneninnnnee 31.6 48.1 N/A
Consumer Price Inflation .........coecvvvrviiniinnnnniiiinnnen 6.6 8.0 18.0
Exchange Rate (Naira/US$—annual average)® ............ 98.2 104 112
Free Market Rate ......c.ccccocevvienriininnienncininniennneni o 101 110 132
Balance of Payments and Merchandise Trade:

Total Exports FOB 7 .......cccoconnivniininniinne 12.9 19.1 N/A
Exports to United States 8 44 7.9 N/A
Total Non-Oil Exports8® ........ 0.20 0.24 N/A
Total Imports CIF7 ......cccovvvvevvmnnrnenenieniinieisneenene (8.6) (8.7) N/A
Imports from United States® ............cccovivieininnnnnnnn 0.6 0.5 N/A
Trade Balance 7 .........ccccocivenienniiorennenmssrnneesosenieesessens 4.3 12.4 N/A
Balance with United States8 ..........ccoccorvvviriinnennnn 3.8 7.4 N/A
Current Account Deficit/GDP (pct) ......ccocevevvvviviiiinninn 1.2 18.1 N/A
External Public Debt ........cccovvevinnnnnneenneninininnnncnn 28.1 27.8 N/A
Fiscal Deficit/GDP (pct) .......ccoceenivens 8.4 2.9 N/A
Debt Service Payments/GDP (pct) ....... 1.5 1.7 N/A
Gold and Foreign Exchari?e Reserves .......cceonvevverinnnne 5.5 9.9 11.9
Aid from United States (US$ millions) 10 37.5 108 103
N/A N/A N/A

Aid from All Other SoUrces .......cccovvevverriiiieenvinsiinenrennnns

12001 figures, except exchange rates, are estimates based on available Central Bank of Nigeria (CBN)
monthly data, October 2001 (unless otherwise noted).

2GDP at current factor cost. Conversion to U.S. dollars at CBN rate 104 naira per dollar for 2000.

3Total GDP for the Industrial sector (includes oil/gas, manufacturing, and mining). Percentage changes cal-

culated in local currency.

4 Source: IBRD.
5 Real unemployment is estimated at 50 percent by unofficial sources. According to the CBN, official statis-

tics are based on the number of unemployed registered with the Federal Ministry of Labor. Underemploy

ment is estimated at 20 percent by the CBN,
6 Annual average Interbank Foreign Exchange Market Rate.
72000 figures are CBN figures.
82000 figures are January-December.

9 Source: Federal Office of Statistics
10 Aid level in 2001 does not include military assistance provided under Operation Focus Relief.

1. General Policy Framework ,
With an estimated 125 million people, Nigeria is Africa’s most populous nation.
It is also the United States’ fifth largest oil supplier. Nigeria potentially could offer
investors a lowcost labor pool, abundant natural resources, ans the largest domestic
market in subSaharan Africa. However, its economy remains sluggish, its market
potential unrealized. The country suffers from ill-maintained infrastructure, pos-
sesses an inconsistent regulatory environment, and enjoys a well-deserved reputa-
tion for endemic crime and corruption. Following decades of misrule under military
strongmen, Nigeria’s transportation, communications, health and power public serv-
ices were a mess. Once a breadbasket, Nigeria witnessed a severe deterioration of
its agricultural sector. Social, religious, and ethnic unrest, and a lack of effective
due process, further complicate business ventures in Nigeria. Moreover, the govern-
ment remains highly over-reliant on oil exports for its revenue and thus subject to
the vagaries of the world price for petroleum. Investors must carefully research any
business opportunity and avoid those opportunities that appear “too good to be
true.”
The democratically elected civilian government of President Olusegun Obasanjo,
inaugurated in May 1999, embarked on a program to improve the country’s eco-
nomic performance and refurbish its image. Ties have been reestablished with the
international financial institutions and donor governments. Si)ecial panels have
been established to investigate past government contracts and allegations of corrup-
tion. President Obasanjo has promised accountability and respect for the rule of law,
and after years of harsh military rule, the impact on the public of this promise is

dramatic.
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To strenfthen the economy, the Obasanjo administration has embarked on an ex-
tensive reform program. Government controls over foreign investment have been
eliminated. Previous government decrees that inhibited competition or conferred
monopoly powers on public enterprises in the petroleum, telecommunications,
power, and mineral sectors have been repealed or amended. Privatization of govern-
ment enterprises continues, albeit at a very slow pace. Key privatizations of the na-
tional telecommunications monopoly NITEL and the electricity utility NEPA are an-
ticipated. The government continues to seek a more painless, less confrontational
mechanism for deregulation of the downstream petroleum sector. On the down side,
tariffs on numerous products and even raw material inputs and capital equipment
remain excessively high, leading to chronic tariff avoidance by Nigerian importers.
The government has sought to enforce its tariff policy through 100 percent inspec-
tion of all goods entering the countx('iy.

The National Assembly approved the 2001 budget J)rior to the beginning of the
calendar year, a significant accomplishment compared to the 2000 budget process.
The government in 2000 also succeeded in lowering its budget deficit to just 2.9 per-
cent of GDP. Unfortunately, the deficit could widen again in 2001 as expenditure
patterns for the federal, state and local governments display loose fiscal control, re-
sulting in hlﬁh liquidity groblems throughout the economy. As a result, inflation
which had fallen to just 6 percent by the end of 2000 surged to about 18 percent
by August 2001, In 2001, the government also continued deficit funding for the
budget through the issuance of treasury bills. A new treasury bill, the Central Bank
Certificate of Deposit, was introduced early in 2001 to mop up excess liquidity in
the banking system. Despite opposition from the IMF, the Nigerian government de-
fends its expansionary budgetary policies by insisting its poverty alleviation pro-
grams demand that adequate funds be expended for them to succeed. But even with
more prudent, qualitatively improved fiscal behavior from the federal government,
the Nigerian pattern of government expenditure continues to shift to the state and
local iovernment levels. The federal government exercises relatively little control
over the caliber of state Fovernment spending. An improved oil revenue stream in
2000 due to high world oil prices fueled the demand for increased state revenue allo-
cations from this “oil windfall.”

Throughout most of 2000, Nigeria’s lively parallel market placed about a five per-
cent discount on the Nigerian Naira. However, during 2001 this discount expanded
to 17-20 percent as the government from April on essentially froze its official ex-
change rate at about N111:1. Unusually heavy government spending early in the

ear and the transfer of public sectof funds to commercial banks further exacer-

ated the liquidity overhang. At the same time the iovemment sought to stabilize
the Naira which encouraged widespread improper behavior by financial institutions
and others who sought to take advantage of attractive currency arbitrage opportuni-
ties. The Central Bank of Nigeria (CBN) is implementing enforcement mechanisms
to reduce this foreign exchange “round-tripping”syndrome.

2. Exchange Rate Policy

In early 2000, a single interbank foreign exchange market rate (IFEM) was estab-
lished for all foreign exchange transactions. Under this rate, which has become in
effect the official exchange rate, commercial banks, oil companies, and the CBN can
transact foreign exchange. However, all requests for foreign exchange transactions
must be made through commercial banks who then must comply with required CBN
documentation procedures for foreign exchange procurement. Companies and indi-
viduals may hold domiciliary accounts in private banks, and account holders have
unfettered use of the funds. Foreign investors may bring capital into the country
to finance investments, and remit dividends without prior Ministry of Finance ap-
proval. Bureau de Change offices are allowed a maximum of $5,000 per transaction.

3. Structural Policies

- Although the Nigerian government maintains a system of “incentives” to foster
the location of particular industries in economically disadvantaged areas, to promote
research and development in Nigeria, and to favor the use of domestic labor and
raw materials, in reality these programs have done little to benefit Nigeria’s eco-
nomic development. “Pioneer” industries may enjoy a nonrenewable tax holiday of
five years, or seven years if the pioneer industry is located in an economically dis-
advantaged area. In addition, a number of Export Processing Zones (EPZs) have
been established, most notably in southeastern Nigeria in Calabar, Cross River
State. Currently, at least 75 percent of production from an EPZ enterprise must be
exported, although this percentage requirement may decrease if proFosed regulatory
changes are implemented. Unfortunately, to date only a minute level of exports,
mostly to West Kfrican locations, has been registered from Nigeria’s EPZs.




In 1996, Nigeria liberalized its foreign investment regime, allowing 100 percent
foreign ownership of firms outside the petroleum sector. Investment in the petro-
leum sector is still limited to existing joint ventures or productionsharing agree-
ments. Foreign investors may buy shares of any Nigerian firm except those on a
“negative list” (for example, manufacturers of firearms and ammunition and mili-
tary and paramilitary apparel). Foreign investors must register with the Nigerian
Investment Promotion Commission after incorporation under the Companies and Al-
lied Matters Decree of 1990. The Decree also abolishes the expatriate quota system,
except in the oil sector, and prohibits nationalization or expropriation of a foreign
enterprise by the Nigerian government except for such cases determined to be in
the national interest.

Criminal fraud conducted against unwary investors and personal security are
chronic problems in Nigeria. Called “419 fraud” after the relevant section of the Ni-
gerian criminal code, these “advance-fee” schemes target foreigners and Nigerians
alike through the mail, the internet, and fictitious companies. Despite improved law
enforcement efforts, the scope of the financial fraud continues to bring international
notoriety to Nigeria and constitutes a serious disincentive to commerce and invest-
ment. Companies and individuals seeking to conduct business with a Nigerian firm
or individual should conduct the aplpropnate due diligence to ascertain they are not

the victims of 419 crime. Meanwhile, crime against individuals, both Nigerian and

expatriate, in the form of carjackings, robberies, extortion, etc. is rampant.

4. Debt Management Policies

In August 2000, Nigeria and the IMF agreed to a precautionary one year, $1 bil-
lion Stand-by Arrangement. By August 2001, Nigeria had missed some of the key
economic reform and budgetary targets agreed upon earlier under the Stand-by. De-
spite the missed targets, the IMF appears to be committed to working with Nigeria
to develop a follow up arrangement.

In December 2000, Nigeria reached agreement with the creditor Paris Club gov-
ernments to reschedule over $23 billion in debt. Nigeria paid Paris Club creditors
$700 million in 2000 and $1 billion in 2001. Under the agreement, roughly $20 bil-
lion of Nigeria’s debt would be rescheduled over eighteen years with three years
grace, while the remainder of Nigeria’s debt would be rescheduled over the next five
to nine years. Unfortunately, Niieria has been unable to conclude bilateral agree-
ments with most of its Paris Club creditors, despite extensions to the original April
15, 2001, deadline, and prospects for rescheduling remain tied to the outcome of
events with the IMF. Discussions with the IMF and World Bank continue on a me-
dium term economic program, and Nigeria is making some progress at meeting their
criteria. According to the CBN’s 2000 Annual Report, debt service payments in 2000
amounted to US $1,714.3 million, a marginal decline of $10.6 million from the 1999

level but more than the budgeted $1.5 billion.

5. Significant Barriers to U.S. Exports
Initially implemented to restore Nigeria’s agricultural sector and to conserve for-
eign exchange, import bans on foodstuffs had been severely compromised by wide-
spread smuggling, food shortages, and sharply higher domestic prices for the pro-
tected items and domestic substitutes. Import bans on almost all agricultural com-
modities have been lifted in recent years. However, some of the ban eliminations
are not being respected by Nigerian customs. The inconsistent, non-transparent ap-
glication of rules by Government of Niferia agencies poses a significant challenfe
8.

or U.S. exports. Import restrictions still apply to aircraft and oceangoing vesse

While the Government of Nigeria continues to implement protectionist policies,
highlighted by prohibitive imgort duties of up to 100 percent, tariff changes an-
nounced by the Government of Nigeria in December 2000 and amended in January
2001 both reduced and increased tariffs on a broad range of imported items. In gﬂar-
ticular, tariffs on some agricultural commodities remain extremely high and fully
negate benefits to U.S. exporters of the Government of Nigeria’s lifting of specific
commodity import bans. While most Nigerian importers succeed in evading payment
of the full tariffs, U.S. exporters who are careful to play by the rules report the
are often disadvantaged and undercut by non-U.S. exporters who collaborate wit.
Nigerian importers to avoid tariff pa{ments, particularly on agricultural products.
Immediately after lifting its longtime ban on corn imports, the Government of Nige-
ria placed a 70 percent duty on this grain. In conjunction with other surcharges and
taxes, the effective tariff on corn imports is more than 80 percent. The Government
of Nigeria’s import duty for wheat imports increased from 7.5 to 16 percent in 2000.
The U.S. share of Nigeria’s wheat import market is nearly 90 percent. The effective
import duty on rice was increased to approximately 85 percent. Duties on branded
vegetable oil were increased from 85 percent to 60 percent and on hatchable eggs




from 50 Fercent to 80 percent. Aoplples, fruit juices, and woven fabrics also face stiffer

tariffs following the January 2001 tariff changes. The import of vegetable oil in bulk

is banned.
There continues to be pressure from Nigerian manufacturers on the government

to lower tariffs on raw material inputs and machinery. Tariffs were reduced signifi-
cantly to as low as five percent on such items as non-combed cotton, synthetic fila-
ment yarn, newsprint, textile and industrial machinery, vehicles, tractors, and
chemicals. Cement imports must be imported in bulk only of not less than 10,000
mt or the full capacity of the carrying vessel.

Nigeria is a long-standing member of the World Trade Organization (WTO). Its =

-——gurrent tariff structure reflects revisions aimed at narrowing the range of custom
duties, increasing rate coverage in line with WTO provisions, and decreasing import
prohibitions. Overall, Nigeria continues slowly to reduce its tariffs and duties, al-
though some excise duties eliminated in 1998 have been restored for certain goods
such as cigarettes, cigars, tobacco, and spirits. For 1999, a 25 percent import duty
rebate that was granted importers in late 1997 was abolished. A%out 500 tariff lines
were modified in 2001, including E1L11pward duty revisions averaging 25 percent on 70
tariff lines (on mostly agricultural products) and downward revisions of generally
less than 10 percent on about 430 tariff lines. This roller-coaster raising and low-
ering of tariffs has resulted in a slight decrease in average tariff levels in 2001.

Nigeria’s ports continue to be a major hindrance for imports. Importers bemoan

excessively long clearance procedures, Yetty corruption, the extremely high berthing
~ and unloading costs, and arbitrary application of Nigerian regulations. All unaccom-

anied imports and exports regardless of value require pre-shipment inspection
PSI) and must be accompanied by an import duty report (FDR). e Nigerian Cus-
toms Service will confiscate goods arriving without an IDR. In addition, all goods
are assessed a onepercent surcharge to cover the cost of inspection. In January
2001, the Government of Nigeria announced that all imported containers and vehi-
cles must enter Nigeria through its ports. This dpolicy was implemented in an at-
tempt to halt the transshipment of vehicles and products from neighboring coun-
tries. In June 2001, the Government of Nigeria ordered 100 percent inspection by
Nigerian Customs and the Nigerian Ports Authority of all goods enterin% Nigeria,
This move was made in a bid to check the growing incidence of under-valuation of
imports and smuggling, specifically according to the government, firearms and am-
munition. The result of this enhanced inspection regime has been severe port con-
estion as ports lack the facilities to cope with the widely expanded operations. The
vernment of Nigeria has announced that it intends to continue the 100 gercent
inspection regime indefinitely and would stop the pre-shipment inspection (PSI) sys-
tem,

The Obasanjo Administration has pledﬁed to practice open and competitive con-
tracting for ‘govemment procurement, and anti-corruption is an energetic and cen-
tral plank of the current government’s frocurement policies. However, U.S. compa-
nies continue to experience serious problems with non-transparent contract negotia-
tions and corruption at high levels of the Nigerian government. Foreign companies
incorporated in Nigeria are entitled to national treatment, and tenders for govern-
ment contracts are published in Nigerian and international newspapers. The gov-
ernment has prepared guidelines for the procurement process. (Proper precautions
should be exercised by prospective contractors to avoid possible “419” problems.) Ac-
cording to government sources, approximately five }})ercent of all government pro-
curement contracts are awarded to U.S. companies. However, numerous U.S. compa-
nies have experienced difficulties in landing government contracts despite their al-

leged technical and financial advantages.

6. Export Subsidy Policies

On paper, the Nigerian Export Promotion Council (NEPC) administers export in-
centive programs, including a duty drawback program, an export development fund,
tax relief and capital assets depreciation allowances, and a foreign currency reten-
tion program. The effectiveness of these programs for more than a limited number
of beneficiaries is dubious and their non-potency is reflected in Nigeria’s export pro-
ceeds. In 2000, Nigeria exports increased by almost 50 percent, almost entirely due
to higher prices for hydrocarbons. Although non-oil exports increased by 27 percent,
its overall share in total exports in real terms actually decreased from 1.6 percent
in 1999 to only 1.3 percent in 2000. The CBN reported in Seé)t,ember that there has
not been any increase in non-oil export earnings yet in 2001. The duty drawback
or manufacturing inbond program was designed to allow the duty free importation
of raw materials to produce goods for export, contingent on the issuance of a bank
guarantee. The performance bond is discharged upon evidence of product expor-
tation and repatriation of foreign exchange. Though meant to promote industrial ex-
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orts, these schemes have been burdened by inept administration, confusion among
industrialists, and corruption, causing in some cases losses to those manufacturers
and exporters who opted to use them.

2. Protection of U.S. Intellectual Property

Nigeria is a signatory to the Universal Copyright Convention and the Berne Con-
vention. In 1993, Nigeria also became a member of the World Intellectual Property
Organization (WIPQ), thereby becoming party to most of the major international
agreements on intellectual property rights. The Patents and Design Decree of 1970

governs the registration of patents, and the Standards Organization of Nigeria is
- responsible-for-1ssuing patents, trademarks, and coi)lyrigh‘ts. Onice conferred, a pat-
, 0

ent conveys an exclusive right to make, import, sell, or use the products or apply
the process. The Copyright Decree of 1988, based on WIPO standards and U.S. copy-
right law, criminalizes counterfeiting, exporting, importing, reproducing, exhibiting,
performing, or selling any work without the permission of the copyright owner. This
act was amended in 1999 to include video rental and security devices. According to
the Nigerian Trademarks Office, the Nigerian Trademarks Law is almost fully
TRIPS (Trade Related Intellectual Property Rights) compliant, but the Government
of Nigeria acknowledges there is room for improvement in such areas as Geo-
graphical Indications (GIs). The Federal Ministry of Justice is currently working to
ensure its updated Trademarks Law is wholly TRIPS compliant.

Although existing patent and piracy laws are considered reasonable, enforcement
remains extremely weak and slow. Piracy of copyrighted material is widespread and
includes a large portion of the pharmaceutical market and virtually 100 percent of
the Nigerian recordings and home video market. Foreign companies rarely have
sought trademark or patent protection in Nigeria because it was generally perceived
as meffective. Few cases involving infringement of nonNigerian copyrights have
been successfully prosecuted in Nigeria, while the few court decisions that have
been rendered have been inconsistent. Most copyrifght cases have been settled out
of court. However, there are signs the pattern of abuse in intellectual property
rights protection is being reversed. Nigerian companies, banks, and government
agencies are increasingly being forced to procure only licensed software. The Na-
tional Agency for Food and Drug Administration and Control (NAFDAC) has made
highly publicized raids on counterfeit pharmaceutical enterprises. Establishment of
;recialized courts to handle intellectual property rights issues is being considered.

iFen'a’s active participation in international conventions has yielded positive re-
sults. Law enforcement agents occasionally do carry out raids on suspected sites for
production and sale of pirated tapes, videos, computer software and books. More-
over, some Nigerian companies, including filmmakers, have sought to protect their
legitimate business interests by banding together in bringing lawsuits against pirate
broadcasters.

The recent deregulation of Nigeria’s television market has led to the creation of
a number of broadcast and cable stations. Many of these stations utilize large sat-
ellite dishes and decoders to pull in transmissions for rebroadcast, providing unfair
competition for legitimate public and private television stations.

8. Worker Rights
a. The Right of Association: Nigerian workers may join unions with the exception
of members of the armed forces, police force, or government employees of the fol-
lowing departments and seryices: customs, immigration, prisons, currency printing
and minting, central bank and telecommunications. A worker engaged in an essen-
tial service is required under penalty of law to provide his employer 15 days ad-
vance notice of his intention to cease work. Essential service workers include federal
and state civilian employees in the armed services, and public employees engaged
in banking, telecommunications, postal services, transportation and ports, public
health, fire prevention, and the utilities sector. Employees working in an export-
processing zone may not join a union for a period of ten years from the startup of
the enterprise.
Under the law, a worker under a collective bargaining agreement may not partici-
ate in a strike unless his representative has complied with the requirements of the
}I)‘rade Disputes Act, which include provisions for mandatory mediation and for refer-
ring the labor dispute to the government. The act allows the government in its dis-
cretion to refer the matter to a labor conciliator, arbitration panel, board of inquiry,
or the National Industrial Court. The act also forbids any employer from granting
a general wage increase to its workers without prior government approval. In prac-
tice, however, the act does not appear to be effectively enforced as strikes, including
in the public sector, are widespread, and private sector wage increases are not sub-

mitted to the government for prior approval.
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Nigeria has signed and ratified the International Labor Organization’s (ILO) con-
vzntion on freedom of association, but Ni&f}s{ian law authorizes only a single central
lebor body, the Nigeria Labor Congress C). Nigerian labor law controls the ad-
mission of a union to the NLC, and requires any union to be formally registered
before commencing operations, ﬁegistratmn is authorized only where the Registrar
of Trade Unions determines that it is expedient in that no other existing union is
suﬁiment}g representative of the interests of those workers seeking to be registered.

_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 ;});rotects workers from retaliation by employers

(i.e. lockouts) for labor activity through an independent arm of the judiciary, the Ni-
gerian Industrial Ceurt. Trade unionists have complained, however, that the judicial
system’s slow handling of labor cases constitutes a denial of redress. The govern-
ment retains broad authority over labor matters, and often intervenes in disputes
it feels challenge its key political or economic objectives. However, the era of govern-
ment appointed “sole administrators” of unions is now over, and the labor movement
is increasingly active and vocal on issues seen to attest the plight of the common
worker, such as deregulation, privatization, and the government’s failure to advance
its poverty alleviation program.

c. Prohibition of Forced or Compulsory Labor: Section 34 of the 1999 Constitution,
and the 1974 Labor Decree, prohibits forced labor. Nigeria has also ratified the ILO
convention prohibiting forced labor. However, there are occasional reports of in-
stances of forced labor, typically involvin% domestic servants. The government has
limited resources to detect and prevent violations of the forced labor prohibition,

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 homebased agricultural or domestic work. The law fur-
ther stipulates that no person under the age of 16 may be employed for more than
eight hours per day. The decree allows the apprenticeship of youths under specific
conditions. Primary education is compulsory in Nigeria, though rarely enforced. Ac-
tual enrollment is declining due to the continuing deterioration of public schools. In-
creasing poverty and the need to supplement meager family incomes has also forced
many children into the employment market, which is unable to absorb their labor
due to high levels of unemployment. The use of children as beggars, hawkers, or
elsewhere in the informal sector is widespread in urban areas.

e. Acceptable Conditions of Work: Nigeria’s 1974 labor decree established a 40-
hour workweek, grescribed two to four weeks of annual leave, set a minimum wage,
and st’liﬁulated that workers are to be paid extra for hours worked over the legal
limit. 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 prohib-
iting excessive compulsory overtime. In May 2000, the federal fovemment approved
a new National Minimum wage for both federal and state employees. Under the ap-
proved wage, federal workers are to receive a minimum monthly wage (salary and
allowance) of 7,500 naira ($75) while state employees would receive 5,500 naira as
a minimum monthly wage. The new wage review has, however, set many state gov-
ernments and their employees on a collision course. While some states claim that
they cannot afford the stipulated 5,500 naira labor unions and state workers insist
their wages should be the same as those of federal workers. The last minimum wage
review was carried out in 1998 by the Abubakar regime. The 1974 decree contains
general health and safety grovisions. Employers must compensate injured workers
and dependent survivors of those killed in industrial accidents but 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 equipment, transportation equipment, and other manufacturing sectors are
not significantly different from those in other major sectors of the economy.

Extent of U.S. Investment in Selected Industries—U.S. Direct Investment Position Abroad
on an Historical Cost Basis—2000

(In Millions of U.S. Dollars]

Category Amount
PEtTOlEUIN ....oooceiviiievirieiiiieeriinriree s irreresessbressesenessvesbasessbesanennens -881
Total ManufacturlIng .......ccoevvvrririmrirreeeiiinneeesisneeeiesinesininessersenseres 58
Food & Kindred {0 Te: 2 U RUUUR PR E?‘ 12)

Chemicals & Allied Products ........ooovceenvireinninnieesinenennnennnneieees
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Extent of U.S. Investment in Selected Industries—U.S. Direct Investment Position Abroad
on an Historical Cost Basis—2000—Continued

{In Millions of U.S. Dollars]

Category Amount
Primary & Fabricated Metals ........c.cccccvvvvinennicninininnnnennennn, -1
Industrial Machinery and Equipment ..........ccoccecevrenneennan. 0
Electric & Electronic Equipment - , e R §
Transportation Equipment ™
Other Manufacturing .............. 0
Wholesale Trade ........cccocveimmeinierinnnnnesneeninensesoieeseiennn )
BanKing ...oocciiiiiininienrii i et e snesnnessesse s e niesans )
Finance/Insurance/Real Estate ...........ccoocvvviivvvinnncnciiicninenn 274
SEIVICES ..iiviviiiirieiriiiiieriieeerrriresresrsseneessrenesas s ressbbesran s e sbessrbesats 0
Other INAUSETIES ....coovveeeiiveiiiirenncnienrnrenine et eviaeons 6
Total All INAUSLTIES .....ccovvviirrierrre vt sre e s 1,283
tSuppressed to avoid disclosing data of individual companies.
Source: U.S. Department of Commerce, Bureau of Economic Analysis.
SOUTH AFRICA
Key Economic Indicators
[in Bitlions of U.S. Dollars unless otherwise indicated]
1999 2000 12001
Income, Production and Employment:?
GDP (at nominal prices) ......cccoevrviieenrirevnicnniin. 130.0 126.1 108.1
Real GDP Growth (pet) ..oevvvevvericniviniiiicnennnonnnennn 1.9 3.1 2.5
GDP by Sector:
AGTICUILULE .vivviiciicceenieerie e e s 4.5 3.2 3.2
Mining and QUATTYING ...cccoecciennvirneniereenrsnennines 6.4 6.5 6.9
Manufacturing ..........cccveconivnieiennemes s 19.9 18.8 18.7
Wholesale/Retail Trade .........cccovnciinivninninn 13.5 13.1 14.0
Transport, communications ..........ceeereenieniininne 10.7 10.0 11.0
Electricity, water 3.6 2.9 2.8
Construction ...........occevereeneenenneonne e 3.0 2.8 2.8
Financial Services 17.9 20.3 20.5
Government (community, social services) ...........ooeves 20.4 19.3 18.7
Other producers: social, private services ............... () 3.1 3.1
Per Capita GDP (US$) ......ccoeiviinnninininiiiiiin 3,040 2,885 2,576
Total labor employed (millions) ........ceeeviniiveeniininnn 10.37 N/A N/A
Total economically active (millions) .......ccccvvieniviicinnn, 13.53 N/A N/A
Official unemployment Rate (pct) ....ocoovvirvviniiiiniininne 23.3 25.8 N/A
Money and Prices (annual percentage growth):
Money Supply Growth (M2) .......ccooveeveereeviniicnininiinninn 13.6 6.2 12.9
Consumer Igrice INdeX .o 52 5.3 5.7
Exchange Rate (Rand/US$—annual average)! .......... 6.11 6.93 8.29
Balance of Payments and Trade:
Total Exports FOB3 . ......cccoivvniniiiniieneeesnenisis 24.65 27.6 30.1
Exports to United States® ..........ccccvmvvvviniiniiiiiin 3.2 4.2 4.6
Total Imports CIFS3 ......ccocvenininiiiniinecninnns 24.5 27.3 26.7
Imports from United States4 ...........cocceines 24 2.8 2.9
Trade Balanced ..........ccocvviieneereininneeenninnnnn, 0.15 0.3 34
Balance with United States4 ........c.cococevninniiniinn 0.6 1.4 1.9
External Public Debt/GDP (pct)5 ......cccovviniiviniiiiiinnan 2.0 3.0 N/A
Fiscal Deficit/GDP (DCt) ..c.ccvvvrreririvimiinininneniin, -2.3 -2.0 -2.6
Current Account Deficit/GDP (pct) ...coccovvnininiiiiniininns -0.4 -0.3 0.6
Debt Service Payments/GDP (pct) .......cccoovvvvviiiniinnnnas 5.5 5.2 4.9
Gross Gold and Foreign Exchange Reserves ................ 11.2 11.1 4.2
Aid from United States (US$ millions)® ..........c..ccccnnee 53 47 53
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Key Economic Indicators—Continued
{In Billions of U.S. Dollars unless otherwise indicated]

1899 2000 12001

Total Aid (US $ millions) 7 ........cc.ccoeervenervervirsrnennirernns 141 141 100

! Indicators for 2001 ax:;)opmjections. In South African Rand the GDP is projected to grow to R 896 billion
and GDP ﬁer capita for 1 18 projected at R21,354.
2The following exchange rates were used in the calculations: $I/R6.11 for 1999, 1$/R6.93 for 2000, 1§/

R8.29 for 2001.
3Source: South African Reserve Bank Sept. 2001 Quarterly Bulletin. Exports: merchandise only—net gold

exports excluded.
Source: USITC. Exports FAS, imports customs basis.
5Figures for 1999, 2000 from SA Reserve Bank Quarterly Bulletin September 2001,
8The figures represent aid from USAID onl{.
T “Source: SA Reserve Bank September 2001 Quarterly Bulletin and 2001 Budget Review of the National
reasury.,
8Included above.

1. General Policy Framework

South Africa is a middle income developing country with an economy marked by
substantial natural resources, a sophisticatz! industrial base, and modern tele-
communications and transport infrastructure. A member of the WTO, its policies
largely promote free trade. It has a very developed legal sector, a sophisticated fi-
nancial sector, and a stock exchange that runks among the 20 largest in the world.
South Africa has inexpensive electrical power and raw materials as well as lower
labor costs than western industrialized countries. It has enjoyed positive economic
growth since 1993. Following slow growth in real GDP of only 0.7, a turnaround
started in 1999 with a 1.9 percent growth rate, followed by rea{GDP growth of 3.1
percent in 2000,

The short and medium term prospects for South Africa are generally upbeat.
Sound management at the macro-economic level continued to characterize the public
finances during 2000/01 and the budget deficit as a ﬁercentage of the GDP was re-
duced to less than two percent. In general, the South African economy is adjusting
satisfactorily to the challenges é)osed by the changing global economy. This is re-
flected in a low foreign debt-to-GDP ratio and declining interest and inflation rates.
Even within the global economic slowdown, the South African economy is expected
to grow perhaps 2.5 percent in 2001. With its large structural savings/investment
gap, however, South Africa depends on foreign savings to support investment and
Erowth. Progress in attractin hi@ﬁter levels of foreign direct investment (FDI) has

een disappointing, hindered by the loss of confidence of international investors in
emerging markets assets and South Africa’s sluggish pace of privatization. Inflows
of FDI are still more than fully offset by South African corporations’ expansion and
investment abroad as exchange controls are relaxed.

The South African Reserve Bank (SARB) influences interest rates and controls li-
quidity through its rates on funds provided to private sector banks (rego rate), and
to a lesser degree through the placement of government paper. In February 2000,
an inflation targeting monetary policy framework was introduced. It is a broad
based strategy for achieving price stability, centered on an analysis of price develop-
ments and not on some reference value for monetary growth, The SARB uses CP
(Consumer Price Index for metropolitan and urban areas excluding interest costs on
mortgage bonds) as the benchmark for inflation targeting. A CPIX band of three to
six percent for the year 2002 was set as target. With the adoption of an inflation
targeting monetary policy framework, the SARB no longer has any inwermediate pol-
icy targets or guidelines such as the exchange rate or growth in the monetary aggre-
gates.

The Competition Act of 1998 took effect in September 1999. The Act replaced the
previous legislation with new provisions for a much stronger and more independent
competition authority. The Commission has a range of functions, including inves-
tigating anticompetitive conduct, assessing the impact of mergers and acquisitions
on competition and taking appropriate action, monitoring competition levels and
market transparency in the economy, identifying impediments to competition, and
playing an advocacy role in addressing these impediments. With record growth in
merger and acquisition activity and a growing number of enforcement and exemp-
tion cases, the new Commission has accumulated a large caseload in a short period
that has severely tested its resources. In its first year, it has handled over sixty
merger cases and is playing a significant role in opening the economy.

Although the country’s economic fundamentals are in place, the Government of
South Ag'ica is still faced with serious challenges. To date, it has made little
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progress in changing the low overall income levels of the majority of people, address-
ing the highly skewed income distribution between the different race groups and
with the creation of jobs. Other serious shortcomings include poor quality schools
in the majority of areas of the country, the lack of social services for all and insuffi-
cient growth rates to address the huge unemployment problem.

While poverty, inequality, unemployment, lack of skilled labor, corruption, in-
creasing crime, and the acceleration in the incidence of HIV/AIDS remain significant
sociopolitical problems, South Africa remains the largest and most developed coun-

try in Sub Saharan Africa.

2. Exchange Rate Policy and Foreign Exchange Controls

The market drives South Africa’s exchange rate policy with the rate determined
by supply and demand in the currency market. While the SARB has the option of
intervention, its current policy is that 1t will not take that action. With the adoption
of an inflation targeting moneta f)olicy framework, the SARB no longer has any
intermediate policy tal:ﬁe;ts or guidelines such as the exchange rate or growth in the
monetary aggregates. The South African authorities are committed to allowing the
value of the rand to be determined by the market.

The South African Reserve Bank (SARB) administers foreign exchange controls
through its Exchange Control Department. Commercial banks act as authorized
dealers of foreign exchange on behalf of the SARB. Unless otherwise authorized by
the Exchange Contrcl Department, all transactions between residents and non-
residents of SA must be accounted for through the authorized dealers. In general,
there are no controls on the removal of investment income or on capital gains by
nonresidents. Dividends from quoted companies may be paid to nonresidents with-
out the approval of the SARB. Non-quoted companies may pay dividends to non-
residents, providing an auditor’s report shows that such dividends are the result of
earned profits. F‘oreifn firms may invest in share capital without restriction. Royal-
ties, license fees, and certain other remittances to nonresidents require the approval
of the SARB.

In March 1997, the Finance Ministry announced phased-in measures to relax for-
eign exchange controls, including doubling foreign firms’ access to local credit and
increasing, higher retention of offshore income, and increased ceilings on foreign in-
vestment holdings of local financial institutions. In particular, South African resi-
dent private individuals over the age of 18 and tax pa{ers in good standing have,
for the fist time, been allowed to invest abroad since July 1997, The R500,000 limit
was increased to R750,000 per person in 2000. A number of other exchange control
relaxations were also introduced in the past two f'ears. In his 2001 Budget speech,
the Minister of Finance emphasized that the global expansion of South African
firms held significant benefits for the economy including expanded market access,
increased exports, and improved competitiveness. In order to support this expansion
from a South African base, the limit on the use of South African funds for new ap-
proved foreign direct investment was increased from R50 million to R500 million.
And further, as part of the government’s commitment to African economic recovery,
South African firms were granted the permission to use up to R750 million of local
cash holdings for new approved foreign direct investment in Africa.

In the absence of a positive inflow of FDI, South Africa has had to rely on more
volatile portfolio inflows instead, which are vulnerable to sentiment and speculation.
During 2000, the surplus balance on the financial account contracted sharply, fall-
ing from R29.5 billion in 1999 to R8.5 billion. These outflows via the financial ac-
count contributed to in the continued fall of the value of the South African currency.
During 2000, the Rand fell by 12 percent in value against the U.S. dollar and re-
mained volatile duriné the course of 2001. This depreciation has reduced the price
competitiveness of U.S. exports. The impact on the loss of exports of U.S. agricul-
tura Eroducts is particularly strong. South Africa has a surplus balance on trade

with the United States.

3. Structural Policies

All prices of goods are market determined with the exception of petroleum prod-
ucts. With regard to agricultural products, the sugar industry is the only one in
which a degree of price regulation still exists. Purchases by government agencies
and major private buyers are by competitive tender for projects or sx;pgly contracts.
The Preferential Procurement Policy Framework Act, enacted in February 2000,
aims to promote public sector procurement reform in all organs of state, to introduce
a more uniform public sector procurement system and to provide implementing
guidelines for the procurement policy. Under the Act, a government organization
with a preferred provider program must use a preference point system. A contract
will be awarded to the bidder with the highest number of points, provided the bid-
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der is within a certain range of the lowest acceptable bid price. Regulations in terms
of the Act were published during July 2001 to establish a formula for allowing pref-
erence fpointsl, e.g., for Historically Disadvantaged Individuale (HDIs), when ten-
dering for a Government Procurement contract.
In the 2000 Budget, several proposals were introduced with prospective effect, in-
cluding residence-based income taxation and the capital gains tax. The South Afri-
can tax system used to be based on the source principle and tax was levied on in-
~ comeé from a source within South Africa irrespective of whether it was earned by
a resident or nonresident. From 2001, South Africa has moved to a residence based
income tax system. Tax is levied on residents of South Africa irrespective of where
in the world the income is earned, although some categories of income and activities
undertaken outside the country are exempted from South African tax. This struc-
tural change to the income tax was necessary to ensure that the South African tax
system kept pace with globalization and the integration of South Africa with the
world economy. Capital gains tax became effective from October 1, 2001. Effective
rates for individuals will range from zero to 10.5 percent, retirement funds 6.25 per-
gcént, unitt trusts 7.5 percent, life insurers from 6.25 to 15 percent, and companies
percent.

Income tax payers are divided into two categories: individuals, who are taxed at
progressive rates, and companies, taxed at 30 percent of taxable income. A sec-
ondary tax on companies (STC) (an additional tax on company income) is imposed
at a rate of 12.5 percent on the net amount of dividends declared by a company.
Withholding taxes are imposed on interest and royalties are remitted to non-
residents. South Africa has a 14 percent Value Added Tax (VAT). Exports are zero
rated, and no VAT is payable on imported capital goods. During the recent two to
three years, the government has undertaken measures to ease the tax burden on
foreign and domestic investors. It has steadily reduced the corporate primary in-
come tax rate from 40 percent in 1994 to 30 percent in 1999. In addition, the STC
was halved to 12.5 percent in March 1996. In the 2000 Budget, extensive relief was
also allowed on individual tax rates, with the top marginal tax rate to decrease to
42 from 45 percent and the lowest to 18 from 19 percent. The February 2001 Budget
allowed for further personal income tax relief, resulting from the restructuring of
income tax brackets. The measure boosted personal disposable income by R8.3 bil-
lion. The Minister of Finance also announced that $375 million has been set aside
over the next four years for tax incentives targeted at strategic industrial projects
that promise significant benefits to the South African economy such as job creation.
During the 2000 Budget, a reduced tax rate of 15 percent of the first R100, 000 of
taxable income was introduced for certain small businesses. In 2001, the tax privi-
leges were extended to allow for the immediate deduction of investment expenditure
in manufacturing assets for the year in which the investment is made.

Labor and labor issues have a strong impact on needed investment. The govern-
ment's privatization agenda meets with significant resistance from trade unions who
are politically strong. Recent planned privatizations of two telecom entities have
been delayed to next fiscal year. Further, inflexible labor laws, particularly with re-
gard to collective bargaining, impede competitiveness gains and discourage inves-

tors.

4. Debt Management Policies

At the end of 2000, the SARB reported that total foreign (public and private) debt
amounted to approximately $36.9 billion, down from $38.9 billion in 1999. The ratio
of total foreign debt to GDP has remained steady at around 26 to 30 percent over
the past three years, while interest payments as a percentage of total export earn-

inﬁhave decrease from 8.6 percent in 1999 to 6.2 percent in 2000.
e government primarily finances its debt through the issuance of government

0
bonds. %‘o a lesser extent, the government has opted 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 government has not o;))ted to finance deficit
spending through loans from commercial banks. South Africa’s liquid and sophisti-
cated domestic capital market helped the country to cope relatively well with the
1998 global financial market crisis. The country did not require an IMF program
and could easily afford not to borrow from international markets. Domestic debt, of
which the bulk is medium and longterm, with an average duration of close to five

ears, accounts for over 90 percent of the national government’s total debt portfolio.
oreign debt, almost entirely cagital market debt, accounts for only six to seven per-
cent of the portfolio and is mainly denominated in U.S. dollars, euros, and Japanese
yen. .
In February 2001, the government announced that as part of a more active debt
management policy, a program of debt consolidation was underway, a new long- -
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dated inflation linked bond will be issued, and a bondstripping facility introduced.
After extraordinary receig)ts and payments, the Net Borrowing Requirement (NBR)
for 2000/01 came to R16.8 billion ($2.4 billion).

The SARB has made strong progress on reducing the liability of its net open for-
ward position (NOFP). At end 2000 the NOFP stood at $9.5 billion. Currently, it
is $4.8 billion, which is roughly 64 percent of reserves.

5. Significant Barriers to U.S. Exports

South Africa is a member of the WTQ. The government remains committed to the
simplification and reduction of tariffs within the WTO framework, and maintains
active discussions in trade organizations. Ninety-eight percent of South Africa’s tar-
iff lines are now bound. The number of antidumping petitions filed in South Africa,
however, remains high. In a December 2000 ruling, the BTT reaffirmed the dump-
ing duties on chicken pieces imported from the United States.

n September 1996, DTI introduced an Industrial Participation (IP) program.
Under the program, all government and parastatal purchases or lease contracts
(goods, equipment or services) with an imported content equal to or exceeding $10
million (or the Rand ec}uivalent thereof) are subject to an IP obligation. This obliga-
tion requires the seller/supplier to engage in commercial or industrial activity equal-
ing or exceeding 30 percent of the imported content of total goods purchased under
government tender. The Industrial Participation obligation must be fulfilled within
seven years of the effective date of the IP agreement. «

Government purchases are by competitive tender for project, supply and other
contracts. Foreign firms can bid through a local agent, who will then i;e $0 exam-
ined. The government, however, utilizes its position of both buyer and seller to pro-
mote the economic empowerment of historically disadvantaged groups through the
Black Economic Empowerment (BEE) program.

Regulations also set a legal framework and formula for allowing preference points
to HDIs when tendering for a Government Procurement contract. Points are award-
ed based on such criteria as a percentage of HDI ownership and the percentage of
HDI managers. Many U.S. companies operatin% in South ica already have sig-
nificant programs that support and empower HDIs and could therefore tare well in
this system. However, the concern was never the point system but the possibility
that HDI equity ownership is interpreted as a mandatory part of the system. This
could have negative implications for multinational corporations (MNCs) because
many MNC boards of directors may be unwilling to give away corporate equity sole-
ly for the purpose of doing business with the South African Government.

The Telecommunications Act of 1996 (T'CA) gave the telecommunications
parastatal Telkom a monopoly over the provision of voice communication lines and
the direct sale of infrastructure (including “last mile” services) to end users. The
TCA also provided the Minister of Communications sole authority to set communica-
tions policy and to issue licenses. The industry regulator, the Independent Commu-
nications Authority of SA (ICASA) has a mandate to interpret the TCA, to issue reg-
ulations, and to recommend licensees. Frequently there is conflict between the Min-
istry, Telkom, and commercial telecommunications providers. ICASA was unable to
resolve the dispute between Value Added Network Services (VANS) providers and
Telkom for over three years. One of the VANS providers, AT&T, has complained to
the U.S. Trade Representative (USTR) that the government was not living up to its
WTO commitments by allowing Telkom to refuse service to VANS providers whom
Telkom claimed were reselling capacity. ICASA has solicited input from the busi-
ness community during the past year to assist in compiling new regulations cov-
ering VANS. As of June 2001, the Department of Communications has yet to issue
final policy directives clarifying its stance on VANS and other telecommunications

issues.

6. Export Subsidies Policies

Almost all export subsidies have been discontinued. The DTI has moved away
from these policies to supply-side measures. One of the new programs, the Export
Marketing Assistance Scheme (EMA), offers financial assistance for the development
of new export markets, through financing trade missions and market research. The
total amount allowed to the DTI for exporter assistance for 1999/2000 was less than
$15 million compared to exporter assistance of $150 million in 1997/98.

DTI's division know as Trade and Investment South Africa (TISA) has a section
dealing with trade facilitation by providing assistance to export development
rojects. It is also responsible for the provision of interest subsidies on medium and
ong term. The subsidies are based on the rate differential between South African
and international lending rates. The subprogram also provides assistance to the Re-
insurance Fund for Export Credit and Foreign Investment. A new government
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owned Export Credit Agency was established during 2001. Provisions of the Income
Tax Act also permit accelerated write-offs of certain buildings and machinery associ-
ated 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
‘While South African IPR laws and regulations are largely TRIPS-compliant, there

i8 continuing concern about copyright piracy and trademark counterfeiting. The U.S. "~

copyright industry estimates that trade losses due to the piracy of copyrighted
works continue to increase. The U.S. and South African governments have held ex-
tensive consultations to clarify a section of the South African Medicines Act, which
appeared to grant the Minister of Health broad powers in regard to patents on phar-
maceuticals. The governments reached an understanding that any action taken by
the South African government will be compliant with TRIPS. A similar under-
standing was then reached between the pharmaceutical companies and the South
African Government. Draft regulations to implement the agreement have been pub-
lished during 2001 and discussions with interested parties are continuing.

Intellectual property rights (IPR) are protected under a variety of laws and regu-
lations. Patents may be registered under the Patents Act of 1978 and are granted
for twenty years. Trademarks can be registered under the Trademarks Act of 1993,
are granted for ten years, and may be renewed for an additional ten years. New
designs may be registered under the Designs Act of 1967, which grants copyrights
for five years. Literary, musical and artistic works, cinematography films, and
sound recordings are eligible for copyrights under the Copyright Act of 1978. This
act is based on the provisions of the Berne Convention as modified in Paris in 1971
and amended in 1992 to include computer software. The Department of Trade and
Industry (DTI) administers these acts.

South Africa is a member of the Paris Union and acceded to the Stockholm text
of the Paris Convention for the Protection of Intellectual Property. South Africa is
also a member of the World Intellectual Property Organization (WIPO). The SAG
passed two IPR-related bills in Parliament at the end of 1997, the Counterfeit Goods
Act and the Intellectual Property Laws Amendment Bills, thereby enhancing its IPR
protection, The Counterfeit Goods Act provides for criminal prosecution of persons
trading in counterfeit or Eirated goods and establishes a special antipiracy unit.
However, enforcement of these laws by the National Inspectorate has only recently
begun in earnest. At the beginning of November 2000, 20 inspectors were appointed
and trained. A number of warehouse facilities designated as counterfeit goods depots
were %‘gpointed on a self-funding basis during the latter part of 2000. During 2001,
the DTI put out a tender for the disposal of seized counterfeit goods in state ware-

houses,

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 3.3 million or
31 percent of those employed in the wage economy. The right to strike is guaranteed
in the constitution, and is given statutory effect by the LRA. The International
Labor Organization (ILO) readmitted South Africa in 1994. There is no government
restriction against union affiliation with regional or international labor organiza-
tions,

b. The Right to Organize and Bargain Collectively: South African law defines and

rotects 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.

¢. Prohibition of Forced or Compulsory Labor: Forced labor is illegal under the
constitution. There are reports, however, that women and children have been forced
into prostitution. .

d. Minimum Age for Employment of Children: South African law prohibits employ-
ment of minors under age 15. Nor may children between ages 15 and 18 work if
such employment “places at risk the child’s wellbeing, education, physical or mental
health, or spiritual, moral or social development.” Child labor is nevertheless preva-
lent in the rural areas of the former “homelands” and in the informal sector.

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-




18

tween labor and management to set minimum wage standards industry by industry.
In those sectors of the economy not sufficiently organized to engage in the collective
bargaining processes which establish minimum wages, the Basic Conditions of Em-
ployment Act, which went into effect in December 1998, gives the Minister of Labor
authority to set wages, including for the first time wages for farm and domestic
workers. Occupationel health and safety issues remain a top priority of trade
unions, especially in the mining, coz})str_uction and heavy manufacturing industries

W . g1 y-internation :
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—2000

[In Millions of U.S. Dollars}

Category Amount
PetroleUtIn oovvvviiviiii s s ebr e s ens 6
Total Manufacturing .............cec.eu Seeiritereersrasersesasuevarararerstssnavanens 947
Food & Kindred Products .......c..cccceeveevvvvvinnineninincneeinnesnieeeenns 142
Chemicals & Allied Products .......ccccovvvvinvimnieiinininivnecneneineeenne 205
Primary & Fabricated Metals .........cccocovevivrvniinrinrioniennennncnnns )
Industrial Machinery and Equipment ...........cccovcveiienceninnnenn 89
Electric & Electronic Equipment ..........ccooccovvrinvninniinneonne. 71
Transportation Equipment ..........cccccoivvinivennninnonninneen. 141
Other Manufacturing .........ccccvvverevceinirninineneninnniesieneneeneenn H
Wholesale Trade ......cccccovevveeiriiiiriieeeornininine et onnreneeesse s evveeens 166
BANKINE ...ocooveiiiiciiiri ettt M)
Finance/Insurance/Real Estate ..........c.ccccvrvniinniininnininecnininne. 1)
SEIVICES .vvvveieiiiiriiiriseiiirrreserierrersessienbrree st essrtrseessbeessrsseessenessssenarenne 118
Other INAUSEIIES .ooviivviiiiieiinrie e e ee s sre s sarenes O]
Total All INAUSEIIES ...vvevviviiiiiriiie it errer s reens 2,826

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




AUSTRALIA

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

1999 2000 12001
Income, Production and Employment:
Nominal GDP3 ......ccccocovimiiiincnernneereeresenrneeens 392.7 3717.8 338.4
Real GDP Growth (Pet) ..occovcevveivenieennenneenninsenieneens 4.2 1.5 2.5
GDP by Sector: 4
ﬁgﬁculture ............................................................. 12.8 10.8 9.6
anUfACtULING .....occcevniviiniieninene e enreenineens 47.7 43.2 38.7
SEIVICES v1vvevvirririerinriirirrieinresir s s esnressssnressasaeses 280.2 281.8 252.5
GOVErnMENt ...........occvrviinniniiinnins e 14.6 14.1 12.6
Per Capita GDP (US$) .ocvvvvviirinsierenrinreseereenen s 21,800 19,900 16,900
Labor Force (0008) ......ocovvevivveienrinivenrinienrreerreersrnees 9,470 9,700 9,800
Unemployment Rate (Pct) .....oocveviiivinivvniniinnicnnneane 7.0 6.3 6.9
Money and Prices (annual percentage growth):
Money Sup&lg' (MB) et enes 10.1 4.5 10.6
Consumer Price Inflation .........ccceeeevivinninicinneneennnne 1.8 5.8 4.0
Exchange Rate (Aust$/US$—annual average)? ..... 1.56 1.74 1.99
Balance of Payments and Trade:
Total Exports FOB ........cccvcvievnvirnenennreenresereenienne 55.7 63.6 62.9
P EX OI’tS tO Umt&d States ----- TEANFE b U VEiesririaiererssaanane - 5.4 ' 6.3 T N 5.8
Total Imports CIF ......c.cocvveevreviineiiiccnirenens 65.1 67.4 65.4
Imports from United States ..........ccovrvnrniinnnnn 13.6 13.3 12.6
Trade Balance .........ccc..evveiionieninieninnnnnnennesneseesens -9.4 -9.3 -3.5
Balance with United States -8.1 ~7.0 -6.8
External Public Debt ..........ccccueeee 24.0 12.2 7.6
Fiscal Surplus/GDP (Pct) ......ccoovmvvrvvciinnnininiieninins 0.7 7.0 0.3
Current Account Deficit/GDP (pct) ....ccooevveviinennen. 5.8 4.0 3.5
Debt Service Payments/GDP .........cccvveveerinnennennn 1.7 2.0 1.6
Gold and Foreign Exchange Reserves .................. 22.0 18.8 19.0
Aid from United States ..........cceereremvvnrerieonnereenninns 0 0 0
Aid from All Other Sources .......c.ccovevvcerivniesinnneenne 0 0 0

12001 figures are estimates based on available monthly data in October.
2Exchange rate fluctuations must be considered when analyzing data. Percentage changes calculated in

Australian dollars.

3Income measure of GDP. ) .
4 Production 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 (7 percent of GDP com-
bined) that account for the bulk (55-60 percent) of Australia’s goods and services
exports. Australia’s comparative advantage in primary products is a reflection of the
natural wealth of the Australian continent and its small domestic market; 20 mil-
lion people occupy a continent the size of the contiguous United States. The relative
size of the manufacturing sector has been declining for several decades, and now
accounts for just under 12 percent of GDP.

Australia was one of the OECD’s fastest-growing economies throughout the 1990s,
and, after a short downturn in late-2000, continues to grow faster than the OECD
average. The resultant improvement in the labor market has seen unemployment

(19)
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fall below seven percent for the first time in a decade, with little hint of wage infla-
tion. Price inflation, however, remains above average (around five percent p.a.) fol-
lowing the July 2000 introduction of a broad-based 10 percent consumption tax and
the continued depreciation of the Australian dollar. C&ts by the Reserve Bank of
Australia (RBA) to official interest rates (150 basis points over 2000), while bol-
stering economic growth, will probably prevent the inflation rate returning to its
long-term trend level (around two-three percent p.a.) until well into 2002.

— The Liberal/National coalition government continued its program of fiscal consoli-
dation and debt reduction in its budget for the 2001-—200§ fiscal year, announcing

a planned budget surplus of $0.8 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 one 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 1980s,
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 public assets. Federal Government ownership in telecommunications carrier
Telstra has been reduced (via two public floats) to 51 percent. It is now in the proc-
ess of selling the remaining federally-owned airports around Sydney.

The General Tariff Reduction Program, begun in March 1991, has reached its con-
clusion, with most existing tariffs now at five percent or below. However, the pas-
senger -motor vehicles and textiles, clothing and footwear industries are still pro-
tected by high tariffs (15 and 25 percent respectively) where they will remain, pend-
ing further review, until 2005,

uly 2000 saw the introduction of the Goods and Services Tax (GST), accompanied

by significant cuts to personal income taxes. The GST is a broad-based consumption

_ tax levied at 10 percent (exempting only basic food, education, health, and charities).
and replaces the Wholesale Sales Tax and several other minor excises and 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-2001 totaled $160 billion (48 percent of GDP). Aus-
tralia’s net external public debt is $7 billion, or around two percent of GDP. The
Federal Government is using its privatization receipts and budget surpluses to fur-
ther reduce its debt obligations. The net debt-service ratio (the ratio of net income
gayable to export earnings) has remained at or below 10 percent since 1997, down

rom 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 plurilateral WTO
Agrecment on Government Procurement.

Services Barriers: The Australian services market is fenerall open, and many
U.S. financial services, legal and travel firms are established there. The banking
sector was liberalized in 1992, allowing forgifn banks to be licensed as either
| branches or subsidiaries. Broadcast licensin es were eased in 1992, allowing up
| to 20 percent of the time used for paid advertisements to be filled with foreign-
sourceg material.

Local content regulations also require that 55 percent of a commercial television
stations’ weekly broadcasts between the hours of 6:00 a.m. and midnight must be
dedicated to Australian-produced programs. (The United States regrets that this re-
quirement was recently increased from 50 percent.) Regulations governing Aus-
tralia’s pay-TV industry require that channels carrying drama must devote 10 per-
cent of their annual program budget to new Australian-produced content.

Labeling: Various federal and state labeling requirements are being reconsidered
in light of compliance with GATT obligations, utility and effect on trade. A new

mandatory standard for foods produced using biotechnology came into effect in May
1999. The standard prohibits the sale of food &roduced using gene technology, unless
the food has been asses~~d by the Australia New Zealand Food Authority (ANZFA)
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and listed in the standard. The Australia New Zealand Food Standards Council has

directed ANZFA to require labeling for virtually all foods produced using bio-

gebcgllnology, with labeling of affected products to become mandatory on 7 December

Commodity Boards: The export of almost all wheat, rice, and sugar remains under
the exclusive control of commodity boards. The privatization of the Australian

—Wheat-Board-(AWB) in-July-1999-saw-its-export-controls- transferred-to-the-Wheat————
Export Authority (WEA), with veto rights over bulk export requests retained by the
grower-owned former subsidiary of the AWB, AWB (International) Ltd. After review
during 2000, the Federal government extended the WEA’s export monopoly until
2004. Having terminated exEort support payment schemes and internal support pro-
grams for dairy producers, the Australian government has made a structural adjust-
ment package available to dairy producers since June 2000.

Sanitary and Phytosanitary Restrictions: Australia’s geographic isolation has al-
lowed it to remain relatively free of exotic diseases. Australia imposes extremely
stringent animal and plant quarantine restrictions, in a number of instances with-
out the WTO-requires science-based justification. The WTO SPS agreement re-
quires, among other things, that Australia’s restrictions undergo a risk assessment
to ensure that any restrictions are science-based, rather than disguised non-tariff
barriers. Concerns remain with Australia’s restrictions on California table grapes,
Florida citrus, stone fruit, chicken (fresh, cooked, and frozen), pork, apples, and
corn. .

Investment: The government requires notification of investment proposals by for-
eign interests above certain notification thresholds, including: acquisitions of sub-
stantial interests, 15 percent by a single foreigner and 40 percent in aggregate, in
existing Australian businesses with total assets over A$50 million; plans to estab-
lish new businesses involving a total investment of over A$10 million or more and
takeovers of offshore companies whose Australian subsidiaries are valued at A$50
million or more, or account for more than 50 percent of the target company’s global
assets; and, direct investmenis by foreign governments or their agencies, irrespec-
tive 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 reg-
ulations apply to investments in the media sector, urban real estate or land, 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 IT companies with annual sales to
the Government of Australia of more than A$40 million have been expected to enter
into the Partnerships for Development (PFD) scheme. Under a PFD, the head-
quarters of the foreign firm agrees: to invest five percent of its annual local turnover
on research and development in Australia; to export goods and services worth 50
percent of imports for hardware companies or 20 percent of turnover for software
companies; and to achieve 70 percent local content across all exports within the
seven-year life of the PFD.

Recent changes to Australian Government procurement policies have seen a sig-
nificant decentralization of purchasing procedures, with the introduction of En-
dorsed Supplier Arrangements (ESA). Companies wishing to supply information
technology (IT) products and major office machines to the Australian government
must gain endorsement under the ESA. The industry development component of the
new ESA requires evidence of product development, investment in capital equip-
ment, skills development and service support, and souring services and product com-

onents, parts and/or input locally. In addition, applicants must demonstrate per-
ormance in either exports, research and development, development of strategic rela-
tionships with Australian or New Zealand suppliers/customers, or participation in
a recognized industry development program.

On 1 June 2001, the Government of Australia released a discussion paper on the
Strategic Industry Development Agreement Program, to replace the PFD scheme at
some point in the second half of 2001. The proposed framework requires all compa-
ly Information and Communication Technology (ICT) products

nies wishing to snup(g0
and services to the Government of Australia (including subcontractors and resellers)

to be endorsed under the Endorsed Supplier Arrangement. Companies supplying
more than A$10 million in ICT goods and services will be required to commit to in-
dustry development activities, such as research and development, export and value-
added manufacturing initiatives, and technology transfer.
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6. Export Subsidies Policies
MAustrah'a is a member of the WT'O Agreement on Subsidies and Countervailing
easures.

The 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 gualifying firms of up to
A$200,000 to assist in offsetting marketing costs incurred when establishing new

export markets,

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.
In August 2000, Australia took final action to implement the 1996 &/IPO Copyright
and World Performances and Phonograms Treaties. The United States is concerned
over Australia’s removal of restrictions on parallel imports, copyright piracy issues
and with Australia’s limitations on its protection of test data for certain chemical
entities.

Australia has allowed the parallel importation of sound recordings since 1998, and
of branded goods (e.g. clothing, footwear, toys, and packaged food) since 2000. Dur-
ing July 2000, the Cabinet approved a proposal to remove the restriction on parallel
imports for books and computer software. Although passed by the House in June
2001, the legislation is unlikely to be approved by the Senate in 2001.

During December 2000, the Australian House of Representatives’ Standing Com-
mittee on Legal and Constitutional Affairs released its report entitled “Crackin
down on copycats: enforcement of copyright in Australia.” The Committee conclude
that even though the level of copyright infringement in Australia is low by inter-
national standards, it does impose a significant and costly burden to many Aus-
tralian industries that rely on creative endeavor. The Committee recommended
amendments be made to the Copyright Act to make it easier for copyright holders
to defend their rights in civil actions and to increase the criminal penalties for com-
mercial infringement. It is unlikely these recommendations will be enacted in any
form during 2001,

In August 1999, the Australian Parliament enacted legislation permitting limited
software recompilation. The impact of this legislation remains unclear; the U.S. gov-
ernment continues to monitor the potentially serious impact of software
decompilation.

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 1999, the government passed legislation providing five years of pro-
tection of test data for the evaluation of a new active constituent for agricultural
and veterinary chemical products. No protection is provided for data submitted in
regard to new uses and formulations.

rademarks: Australia provides Trade-Related Aspects of Intellectual Propert
Rights (TRIPs) compatible protection for both registered and unregistered well
known trademarks under the Trademark Act of 1995. The term of registration is

ten years.

8. Worker Rights

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

b. The Right to Organize and Bargain Collectively: Approximately 26 percent of
the Australian workforce belongs to unions. The industrial relations system operates
through independent federal and state tribunals; unions are currently fully inte-
grated into that process. Legislation reducing the powers of unions to represent em-
ployees and of tﬁe Industrial Relations Commission to arbitrate settlements was
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f)assed by Federal Parliament in November 1996. Further changes in industrial re-
ations are under consideration in draft legislation currently before Parliament.

c. Prohibition of Forced or Compulsory Labor: Compulsory and forced labor are
%)roll.libited by conventions that Australia has ratified, and are not practiced in Aus-

ralia.

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
fl‘fuor 16 maintains an effective floor on the age at which children may be employed

time.

e. Acceptable Conditions of Work: There is no legislatively-determined minimum
wage. An administratively-determined minimum wage exists, but is now lar?ely out-
moded, although some minimum wage clauses still remain in several federal awards
and some state awards. Instead, various minimum wages in individual industries
are specified in industry “awards” approved by state or federal tribunals. Workers
in Australian industries generally enjoy hours, conditions, wages, and health and
safeté standards that are among the best and highest in the world.

f. Rights in Sectors with U.S. Investment: Most of Australia’s industrial sectors
enjoy some U.S. investment. Worker rights in all sectors are identical in law and
practice and do not differentiate between domestic and foreign ownership.

Extent of U.S. Investment in Selected Industries—U.S. Direct !nvestment Position Abroad
on an Historical Cost Basis—2000

{In Millions of U.S. Dollars]

Category Amount
Petroletmm ....cccccviiviiiiiiiiircicie e e a e s sanee 6,992
Total Manufacturing ........cccccvveevvvervirienimininnreenies e ennecsneennes 7,964
Food & Kindred Products .......c.ccocovvivvivvieeinviiinienessneeseesieeneas 1,197
Chemicals & Allied Products .........ccccovvveeveerninreineenneninnreonnes 2,624
Primary & Fabricated Metals ...........cccorvveninnneneciincennniiennenns 472
Industrial Machinery and Equipment ... 705
Electric & Electronic Equipment ........... 159
Transportation Equipment .........c.oovvcviernivniineniniinnnnnns 1,446
Other Manufacturing ..........cccoeeveveerierinecinnneniineesesenenseeninens 1,360
Wholesale Trade .........cccccoceveevveveeiinninieneeenrenneesneniesreessressenns 2,627
BanKINg .....cccoiiviiiiiiiiiicieonie it sae e sba e e e s ae e sere e 2,627
Finance/Insurance/Real Estate ..........ccococvvvvivrinieiiniiiniineeiecnneenne 8,145
SEIVICES .vvvvieeviririiniesinirreereeeriireriserrereebreosbetesatrsnessnntrsseessnreresnnsees 2,242
Other INAUSEIIES ....ovvviviiiiiee et eraaes 4,843
Total All INAUSLIIES .....vvevviivieieciere e e 35,324
Source: U.S. Department of Commerce, Bureau of Economic Analysis.
CHINA
Key Economic Indicators
{In Billions of U.S. Dollars unless otherwise indicated]
1999 2000 2001
Income, Production and Employment !
Nominal GDP2 .........ccccccoiviiiiiiiieeereveeriee e 986.9 1,077.1 1,160.0
Real GDP Growth (pct)3 ....ccooevvviiiviniiinnciiiienns 7.1 8.0 7.5
GDP by Sector: 4
lééfn'culture ............................................................. 174.1 171.2 176.0
ANUTACLUTING .ooveeverrevenrierrirerenionensrisssessesnnonnens 486.0 548.0 597.5
SEIVICES vvivviceicrieriiicereesnereereeaereteesse e ssreesbeesneens 325.7 357.9 386.5
Governments ............coccvvenviinie i 123.9 141.0 N/A
Per Capita GDP (US$) ..c.oovvvverrervrernrerircnereviesnninne 787 829 892
Labor Force (millions) 6 ................... 7 1%(13 71;.? 72§.g

Unemployment Rate (pct)?

Money and Prices (annual growth):
Money Supply (M2) (PCt) c.vceveviirrrrerieeeeineees 15.3 12.3 13.5
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Key Economic Indicators—Continued
[In Billions of U.S. Dollars unless otherwise indicated]

1999 2000 2001

Consumer Price Inflation (pct) ........... cerere e -14 0.4 1.0

Exchange Rate (RMB/$US avg.) ......... e 8.3 8.3 8.3

Balance of Payments and Trade:

Total Exports (FOB)8 ............... e ae eyt eraa 194.7 249.1 269.2
Exports to United States (U.S. data) ................... 81.8 100.0 107.2
Exports to United States (Chinese data) 41.9 52.1 55.2

Total Imports CIF ......cccoovvviiivirrrccrecerrinrsie e 158.7 214.7 241.3
Imports from United States FAS (U.S. data) ...... 13.1 16.2 19.5
Imports from United States (Chinese data) ........ 19.5 22,4 26.2

Current Account Balance ................. e 15.7 20.5 12.4
Balance with United States (U.S. data) .............. 68.7 83.8 87.7
Balance with United States (Chinese data) ........ 22.4 29.7 29.0

External Public Debt? ................ et 151.8 145.7 145.0

Fiscal Deficit/GDP (PCt) .......cccevvevvicrierenivnrninininnanens 2.8 2.8 2.7

Current Account Surplus/GDP (pct) ....c.ccoovevveeinene 3.0 2.2 2.0

Debt Service Payments/Export (pet) .....ccoocvrennnnnn, 11.3 9.2 9.0

Debt Service Payments/GDP (pct) ...ccoocovevvvvverinenn, 2.2 4.0 3.0

Gold and Foreign Exchange Reserves ...........cc..o..... 155.3 166.1 200.6

Aid from United States .........ccccovvvrivrivceininicnevenennee 0 0 0

0.6 0.6 0.6

Aid from Other SoUurces ..........coovvivvvveviieiiriniinininn

VAll income and production figures are converted into dollars at the exchange rate of RMB 8.3 = $US
1.00. Figures are in $US billions unless otherwise stated.

2GDP figures for year 2001 are estimates based on data available in October 2001.
lgflg)ﬂ‘xcialhgrowth rate published by State Statistical Bureau based on constant renminbi (RMB) prices using

weights.

4Production and net exports are calculated using different accounting methods and do not tally to total
GDP. Agriculture includes forestry and fishing; manufacturing includes mining.

6 Available Chinese GDP data do not disaggregate services provided by~the government from overall serv-
ices. Estimates for government contribution to GDP provided in the table have been calculated on an ex-
penditure basis. They are not components of the aggregate or sectoral GDP figures, calculated on a produc-
tion basis, given above. As GDP calculated on an expenditure basis differs only slightly from that using pro-
duction figures, the figures do give a reasonable approximation to the contribution of government spending

to the economy.
6“Economically active population” as presented in the China Statistical Yearbook (2001). Both 2000 and

2001 are Embassy estimates.
7*Official” urban unemployment rate for China's approximately 200 million urban workers; agricultural la-
horers are assumed to be totally employed in China's official labor data. Many economists believe the real

rate of urban unemployment is much higher.
B8IMF for PRC global trade data; IMF estimates for full-year 2001 global trade; U.S. Department of Com-

merce for U.S.-China bilateral trade data; PRC Customs for U.S.-China bilateral trade data, Embassy esti-

mate for full-year 2001 bilateral trade.
91Includes loans from foreign government, loans from international financial institutions, international com-

mercial loans, and other unspecified international liabilities.
Sources: China Statistical Yearbook (2000, 2001); China Statistical Abstract (2001), People's Bank of China
Quarterly Statistical Bulletin; U.S. Department of Cummerce Trade Data; Asian Development Bank; Em-

bassy estimates.

1. General Policy Framework

For two decades, China has pursued policies designed to achieve rapid (%rowth and
higher living standards. During this period, China has made a gradual trans-
formation from a centrally planned, socialist economy toward a more marketbased
economy. Though stateowned industry remains dominant in key sectors, the govern-
ment has “privatized” many small and medium stateowned enterprises (SOEs) and
has allowed the non-state sector, including private entrepreneurs, increased scope
for economic activity. The International Monetary Fund (IMF) estimates that tﬁe
nonstate sector accounts for three-fourths of industrial output, 50 to 60 percent of
Gross Domestic Product (GDP), and about 60 percent of nonagricultural employ-
ment.

Most analysts expect China’s GDP growth to be between seven and eight percent
in 2001, slightly slower than the eight percent rate recorded in 2000. Increased do-
mestic demand, fueled in large part by government-directed fixed-asset investment,
played the key role in generating gross domestic product growth. Fixed-asset invest-
ment rose over 15 percent year-on-year during the first half of 2001, and the govern-
ment’s target was 10 percent for the full year. Exports, which made a strong con-
tribution to output in 2000, grew only 7.3 percent year-on-year through August
2001, a decline of over 20 percentage points from the growth rate recorded for the
full year 2000. In addition, supply of many industrial and consumer products in the
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domestic market continued to exceed demand. As a result, prices for those commod-
ities continued to fall, although higher prices for services and some food products
led to an increase of about one percent in the overall consumer price index.

The Chinese government has used deficitfinanced fiscal stimulus to encourage do-
mestic economic expansion since 1998. This program has contributed an estimated
1.62.0 cf)ercpntage points to GDP annua]l;y. In 2001, the Chinese government
g}apne to issue “special construction bonds” worth the equivalent of about $US 18

illion to provide partial funding for projects designed to promote economic growth.
The government issued roughly $US 43 billion in similar bonds from 1998 to 2000.
As of the end of 2001, the total value of these projects was approximately $US 290
billion. Because the yield on government bonds exceeded that of Chinese currency
bank deposits, authorities have faced no difficulties in financing either the govern-
ment deficit of about $US 31 billion or its fiscal stimulus program through increased
domestic issuance of government debt. At the end of 2000, the balance of China’s
national debt equaled approximately 15 percent of gross domestic product.

The Chinese government recognizes, however, that major structural reform is
needed in three related areas: the inefficient state-owned industrial sector, the fi-
nancial system, and the social safety net. The earnings of state-owned enterprises
(SOEs) rose in 2001, although the bulk of profits were concentrated in a handful
of industries such as petroleum (helped by high world oil prices) and electric power
(where government price controls ensure strong earnings). The large stock of non-
performing loans poses a critical obstacle to financial reform. Short-term bank loans
primarily to (often unprofitable) SOEs accounted for about 60 percent of total out-
standing lending in 2001, and government controls over interest rates as well as
policy directives channeling bank credit to preferred industries and enterprises re-
mained in effect. Outside observers estimate non-performing debt to be 30-50 per-
cent of outstanding loans—even after the transfer in 1999 of the equivalent of near-
ly $US 170 billion in non-performing loans to four state-owned asset management
companies (AMCs). As of the end of June 2001, the AMCs had “disposed of’ the
e?uivalent of almost $US 33 billion in non-performing loans with a recovery rate
of around 50 percent of asset value. Stock and bond markets remained immature
and highly sensitive to government policy changes or insider manipulation. Reform
of the financial system will help allocate more efficiently China’s huge pool of do-
mestic savings and fund creation of pension, unemployment, and health care sys-
tems.

China enjoys large inflows of foreign capital. Lured by a market with over one
billion potential consumers, foreign companies have made China one of the world’s
largest destinations for foreiﬁ'n direct investment (FDI). Realized foreign direct in-
vestment reached $US 27 billion by the end of August 2001, a 20 percent increase

over the same period of the previous year.

2. Exchange Rate Policies

Foreigninvested enterprises (FIEs) and authorized Chinese firms have generally
enljoyed liberal access to foreign exchange for traderelated and afpproved investment
related transactions. FIEs may set up foreign currency deposits for trade and remit-
tances. Since 1997, Chinese firms earning more than $US 10 million a year in for-
eign currency have been allowed to retain in foreign currency up to 15 percent of
their receipts. The Asia-wide economic slowdown and growing evidence of unauthor-
ized capital outflows prompted the government to tighten documentation require-
ment: in mid1998. U.g. firms reported that the extra delays caused by these meas-
ures had for the most part ended by mid1999. China introduced currency convert-
ibility for current account, trade ang transactions in December 1996 (in accordance
with the IMF charter’s Article VIII provisions). Capital account liberalization has
been postponed indefinitely.

Chinese authorities describe the exchange rate as a “managed float.” For the past
three years, it has behaved like a rate 1{’1518 ed to the dollar, with a trading ralr\lfe
of 0.3 percent; since 1996 the renminbi ( ) has traded consistently at about RMB
8.3 per dollar. China uses the RMB/dollar exchange rate as the basic rate and sets
cross rates against other currencies by referring to international markets. In Sep-
tember 2000, the Chinese authorities lifted interest rate controls on all foreign cur-
rency loans and on foreign currency deposits in excess of $US 3 million. A newly
established association of Chinese banks, moreover, was l%ranted the authority to set
interest rates on foreign currency deposits under the $US 3 million level. Interest
rates on foreign currency deposits have declined since the beginning of 2001 to
match the low rates on domestic currency savings. Nevertheless, China’s closed cap-
ital account means that “black market” trading continues to be a regular feature,
albeit small, of the Chinese system. Forward rates are available in the small, off-

shore market.
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3. Structural Policies

Price Controls
The Chinese government, as part of its comprehensive reform of the economy, is
committed to gradually phasing out remaining price controls. As of mid-2001, only
thirteen categories of goods remained subject to price controls, down from 141 in
1992, The government nevertheless continues to apply direct price controls over
commodities deemed strategically important such as petroleum and to influence the
prices for sensitive goods such as grain. To curb surplus production in 2000, the gov-
ernment allowed grain and cotton prices to fall by more than 20 percent, bringing
domestic prices closer to international levels. China also maintains discriminatory
pricing practices with respect to some services and inputs offered to foreign inves-
tors in China. China agreed to eliminate these practices when it became a member
of the World Trade Organization (WTO). On the other hand, foreign investors ben-
efit from investment incentives, such as tax holidays and grace periods, which allow

them to reduce substantially their tax burden.

Tax