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FOREWORD

The reports on individual country economic policy and trade
gractices contained herein were prepared by the Department of
tate in accordance with section 2202 of the Omnibus Trade and

Competitiveness Act of 1988 (P.L. 100-418).

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

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

BILL ARCHER,
Chairman, Committee on Ways and Means.

JESSE HELMS,
Chairman, Committee on Foreign Relations.

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

(vii)
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LETTER OF SUBMITTAL

DEPARTMENT OF STATE,
Washington, DC, January 31, 1997.

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

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

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

Hon. NEWT GINGRICH,
Speaker, House of Representatives.

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

Hon. WILLIAM V. ROTH, JR.,
Chairman, Committee on Finance.

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

incerely,
BARBARA LARKIN,
Assistant Secretary,
Legislative Affairs.

E T L
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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. This is the Department of State’s ninth annual report. It
now includes reports on 77 countries, customs territories and cus-
toms unions.

Each report contains nine sections.

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

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

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

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

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

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

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

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

e Worker Rights: The final section has three parts.

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

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

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

(xi)
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The country reports are based on information su plied by U.S.
embassies, which is analyzed and reviewed by the epartment of
tate in consultation with other U.S. Government agencies. The re-

S

ports are intended to serve as general guides to economic condi-
tions in specific countries. We have worked to standardize the re-
ports, but there are unavoidable differences reflecting large vari-
ations in data availability. In some cases, access to reliable data is
limited, particularly in countries making transitions to market
economies. Nonetheless, each report incorporates the best informa-

tion currently available.
ALAN LARSON,

Assistant Secretg(? of State for
Economic and Business Affairs



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

“The Secretary of State shall, not later than January 31 of each
ear, prepare and transmit to the Committee on (International
lations) ! and the Committee on Ways and Means of the House

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

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

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

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

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

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

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

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

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

1In 1995, the Committee on Foreign Aflairs changed its name to the Committee on Inter-
national Relations.

(xiii)
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in section 502(a)(4) of the Trade Act of 1974), the conditions of

worker rights in any sector which produces goods in which United
States capital is invested, and the extent of such investment.”




NOTES ON PREPARATION OF THE REPORTS

Subsections a. through e. of the Worker Rights section (section
8) are preliminary abridged versions of section 6 in the Country Re-
ports on Human Rights Practices for 1997, submitted to the Com-
mittees on International Relations of the House of Representatives
and on Foreign Relations of the U.S. Senate in January, 1997. For
a comprehensive and authoritative discussion of worker rights in
each country please refer to that report.

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

(xv)






SOME FREQUENTLY-USED ACRONYMS

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

CAP—Common Agricultural Policy (of the EU)

CCC—Commodity Credit Corporation (Department of Agriculture)
EBRD—European Bank for Reconstruction and Development
EFTA—European Free Trade Association

EMS-—European Monetary System (of the EU)

ERM—Exchan;’e Rate Mechanism (of the EU)

ESAF—Enhanced Structural Adjustment Facility

EU-—European Union

EXIMBANK-—U.S. Export-Import Bank

FOREX—Foreign Exchange

FY—Fiscal Year

GATS—Genreal Agreement on Trade in Services

GATT—General Agreement on Tariffs and Trade

GDP—Gross Domestic Product

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—Inter-American Development Bank
IPR—Intellectual Property Rights
LIBOR—London Interbank Offer Rate
MFN—Most Favored Nation
NAFTA—North American Free Trade Agreement
NGOs—Non-government organizations
NIS—Newly Independent States (of the former Soviet Union)
OECD—Organization for Economic Cooperation and Development
OPIC—U.S. Overseas Private Investment Corporation
PTT—Post, Telegraph and Telephone
SAP—Structural Adjustment Profgram (of the IMF/World Bank)
SDR—Special Drawing Rights (of the IMF)
STF—Structural Transformation Facility
TRIPs—WTO Agreement on Trade-Related Aspects of Intellectual
Property Rights
UR—Uruguay Round of trade negotiations in the GATT
USD—U.S. dollar
VAT—Value-added tax

(xvii)
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WIPO—World Intellectual Property Organization
WTO—World Trade Organization



AFRICA

GHANA

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

1994 19951 19961
Income, Production and Employment:
Nominal GDP2 ........cccovvererecnniinninraensseessssnnnene 5.1 6.0 6.2
Real GDP Growth (pct)? .....ccooivviviivnninnicininins 3.8 4.5 5.0
GDP by Sector:
Agriculture ... s 2.3 2.8 2.6
Manufacturing ......cocceevvinereninivescnnnesennsessesneens 0.5 0.6 0.5
ServiCes ....cciiiiiineiniini e 1.6 1.9 1.6
GOVErnmMENt ....cccovvveveieineeerinninieesniniersinsisssnne 04 0.6 04
Per Capita GDP (USD) .....coceenrnrininiicnninncnns 314 363 364
Labor Force (000°8) .......cccceevvervvrrierversrscnssenensensees 5,900 6,000 6,150
Unemployment Rate (pet) .....coceevevvvveninevinceennee N/A N/A N/A
Money and Prices (annual percentage growth):
Money Supply Growth (M2) ........ccccernernrcrnnnnnne 46.3 37.5 40.0
Consumer Price Inflation ........ccccoeerviiniinneciinnes 34.2 70.8 35.0
Exchange Rate (Cedis/USD-—annual average)
Official ..covcvviiveirriennieiee e ceneans e srresas 967 1,200 1,680
Balance of Payments and Trade:
Total Exports (FOB)4 ......cocevvvvvmeins+ vnviiniinnns 1.2 1.5 1.5
Exports to United States (USD millions)?5 ..... 199 196 178
Total Imports CIF4 .........ccoovvvienimnrcvnnniicninnne s 1.7 1.7 1.9
Imports from United States (USD millions)® 125 167 288
Trade Balance4 ...........occovenineeniennnnnnrisisninine -0.5 -0.2 -0.3
Balance with United States (USD millions)® 74 29 -113
Current Account Deficit/GDP (pct) ..oovevnivivenenn 4.9 2.2 34
External Public Debt ......cccoooivviineccnicnniiincnnns 6.0 5.1 5.2
Debt Service Payments/GDP (pct) ....ccoovvrvinninne 7.6 10.0 8.0
Fiscal Deficit/GDP (pct) ...ooveerenvrvuiniinnniiinniiinnnnns 2.5 0.9 1.8
Gold and Foreign Exchange Reserves ................ 0.6 0.7 0.7
Aid from United States (USD millions) ............. 50 45 44
Aid from All Other Sources .......c.ceevvivnnrivenennn 0.6 0.7 0.7

11996 figures are all estimates based cn available monthly data in October 1996.

2GDP at factor cost.
3Percentage changes calculated in local currency.

4 Merchant trade.
5Source: U.S. Department of Commerce and U.S. Census Bureau; exports FAS, imports customs basis;

1996 figures are estimates based on data available through November 1996.

1. General Policy Framework

(ihana operates in a free market environment under a civilian government headed
by elected sident Jerry John Rawlings. Rawlings headed a “provisional” regime
from the end of 1981 until January 1993 when democratic government under a writ-
ten constitution was restored. A popularly elected Parliament took office in January
1993. Opposition parties boycotted the parliamentaﬁy elections because of a belief
that the Presidential election was fraudulent. An independent judiciary acts as the
final arbiter of Ghanaian laws. On December 7, 1996, President Rawlings was re-

(1



N

4

s

a8

2

elected with 57 percent of the vote in a contested election that was generally seen
as free and fair. Rawling’s party, the National Democratic Congress, won 133 of the
200 seats in the parliamentary election held at the same time.

Since 1983 Ghana has pursued an cconomic reform agenda aimed generally at re-
ducing government involvement in the cconomy and encouraging private sector de-
velopment. In 1992 fiscal discipline was relaxed during the runup to the Presi-
dential and parliamentary elections. A large public sector wage increase resulted in
a fiscal deficit and contributed to a worsening of inflation. In the past, undisciplined
spending by parastatals has also contributed to excessive monetary growth and in-
tensifie inﬂationarg pressures. During 1996, another election year, government
spending has focused on infrastructure %rojccts such as roads and the electric power
distribution grid. As of mid-year 1996, the government was showing another sizable
fiscal deficit requiring continued high levels of domestic borrowing g‘om the banking
system and the public.

The Bank of Ghana is currently pursuing a high interest rate policy in an attempt
to absorb excess liquidity and contain inflationary pressures. Short-term interest
rates are now in the 40-50 percent range. Inflation measured about 70 percent at
year-end 1995 and was about 50 percent in late 1996. Adequate rains and good har-
vests in 1996 moderated upwarge pressure on food prices. However, year-on-ycar

owth in the money su (i)lg was 42 percent in June 1996 compared with 36 percent
in June 1995. This cou ave serious consequences for inflation and inflationary
expectations in 1997,

e government’s economic program has focused on the development of Ghana's
private sector, which historically has been weak. Privatization of state-owned enter-
rises continues, but at a slow pace. Growth in the mining sector has been particu-
arly brisk in recent ycars while agriculture (which still accounts for about 40 per-
cent of GDP) and manufacturing have recorded much slower growth. Other reforms
adopted under the government’s structural adjustment program include the elimi-
nation of exchange rate controls and the lifting of virtually all restrictions on im-
ports. The establishment of an Interbank Foreign Exchange Market has greatly ex-
panded access to foreign exchange. The elimination of virtually all local production
subsidies is further indication of the government’s intention to move toward a mar-
ket orientation for the economy. Ghana is & member of the World Trade Organiza-

tion.

2. Exchange Rate Policy

The foreign exchange value ¢f the Ghanaian cedi is established through the mech-
anism of an interbank market, and foreign exchange is easily obtained. The foreign
exchange auction procedure was abandoned in 1992. As the demand for imports has
risen steadily, the government has allowed the cedi to depreciate. The cedi has de-
clined from 822 per U.S. dollar at the end of 1993 to approximately 1,710 per dollar
in November 1996. Since November 1995, the value of tﬁe cedi relative to the dollar
has fallen by 21 percent. Nevertheless, Ghana’s high rate of inflation has resulted
in an appreciation of the cedi’s real exchange rate. In general, the exchange rate
regime in Ghana does not have any particular impact on the competitiveness of U.S.

exports.

3. Structural Policies

Ghana progressively wound dov. i import quotas and surcharges as part of its
structural adjustment program. Tariff structures are being adjusted in harmony
with the ECOWAS (Economic Community of West African States) Trade Liberaliza-
tion Program. With the elimination of import licensing in 1989, importers now are
merely required to sign a declaration that they will comply with Ghanaian tax and
other laws. Imported goods currently enjoy generally unfettered access to the Gha-
naian market.

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

cater production and marketing economies of scale. High local production costs
?rrequenty boost the price of locally manufactured items above the landed cost of
goods imyported from Asia and elsewhere. Reductions in tariffs have increased com-
petition for local praducerc and manufacturers while reducing the cost of imported
raw materials, )

The government repealed a 17.5 percent value-added tax shortly after it was in-
troduced in March 1995. The implementation of the tax was handled badly and re-
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sulted in widespread public protests and some street violence. The government has
reverted to several srcviously imposed taxes, including a sales tax. It is widely be-
lieved that the need to generate additional tax revenue will force the government
to revisit the question of introducing a VAT after the December elections.

4. Debt Management Policies

Persistent balance of payments deficits have resulted in a continuing increase in
foreign indebtedness. Swings in commodity prices, especially gold and cocoa, have
a dramatic impact on Ghana's export revenues. During the second quarter of 1996
gold accounted for 36 percent of total export receipts, while cocoa accounted for 34
percent and timber for 6 percent. On the import side capital goods are the largest
category, followed by intermediate goods, fucl and consumer goods.

Ghana’s total external debt outstanding, including obligations to the IMF, totaled
approximately $5.1 billion at the end of the first quarter of 1996. Outstanding obli-
gations to the IMF under medium-term facilities stood at $645 million at the end
of the first quarter of 1996. At that time long-term debt outstanding was about $3.9
billion (about 76 percent of total debt) of which $1 billion and $2.8 billion were owed
to bilateral and multilateral institutions respectively. In 1991 Ghana cleared all ex-
ternal debt arrears. In June 1995 Ghana negotiated a new $245 million ESAF ar-
rangement with the IMF.

During the last decade the stocks of both domestic and external debt have risen
sharply. High domestic interest rates and the depreciation of the cedi on foreign ex-
change markets have caused the debt service burden in cedi terms to grow steadily.
Nearly one-quarter of total government expenditures during the first half of 1996
was for the payment of interest on the public debt.

5. Significant Barriers to U.S. Exports

Import licenses: Ghana eliminated its import licensing system in 1989 but retains
a ban on the importation of a narrow range of products that do not significantly
affect U.S. exports.

Services barriers: The Ghanaian investment code proscribes foreign participation
in the followinﬁ sectors: small scale wholesale and retail sales, taxi and car rental
s;:lrvices with fleets of fewer than ten vehicles, lotteries, and barber and beauty
shops.

Standards, testing, labeling, and certification: Ghana has promulgated its own
standards for food and drugs. The Ghana Standards Board, Sxe testing authority,
subscribes to accepted international practices for the testing of imports for purity
and efficacy. Under Ghanaian law, imports must bear markings identifying in Eng-
lish the type of product being imported, the country of origin, the ingredients or
components, and the expiration date, if any. Non-complying goods are su J'ect to gov-
ernment seizure. The thrust of this law is to regulate imported food and drugs; how-
ever, by its terms the law applies to non-consumable imports as well. Locally manu-
factured goods are subject to comparable testing, labeling, and certification require-
ments.

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

Government frocurement practices: government purchases of equipment and sup-
plies are usually handled by the Ghana Supply Commission (the official purchasing
agency) through international bidding and, at times, thmuci;h direct negotiations.
Former government import monopolies have been abolished. However, parastatal
entities continue to import some commodities. The parastatals no longer receive gov-

ernment subsidies to finance imports.

6. Export Subsidies Policies

The Ghanaian Government does not directly subsidize exports. Exporters are enti-

tled to a 100 percent drawback of duty paid on imported inputs used in the process-
ing- of exported goods. Bonded warchouses have been established which allow im-
porters to avoid duties on imported inputs used to produce merchandise for export.

7. Protection of U.S. Intellectual Property

After independence in 1957 Ghana instituted separate legislation for copyright
(1961) and trademark (1965) protection based on British law. The government
passed new copyright and patent legislation in 1985 and 1992 respectively. Prior to
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communications. Labor conditions in these scctors do not differ significantly from
the norm, save that wage scales in the metals and mining sector are substantially
higher than elsewhere in the Ghanaian cconomy. 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—1995

(Millions of U.S. dollars]

Category Amount
Petroletum ......ccocvcviiieneeneeire st et enee (1)
Total Manufacturing ........cceieeeniveniennienenenneeseeisseenesnesns 1)
Food & Kindred Products ..........cevevriviinveenninenennnennenns 0
Chemicals and Allied Products ........ccceccvvvviveinieccrinnnnennes 0
Metals, Primary & Fabricated .........ccocooeviieennee. Mervreeens (1)
Machinery, except Electrical ........ccovvrvinievinniniirncnncennenns 0
Electric & Electronic Equipment ..........c.oooovvvvencininniiiinnn, 3
Transportation Equipment ..o, 0
Other Manufacturing ..o 0
Wholesale Trade ......ccoveiceieinienimiietimernsimiomsom s 0
BANKINE ....covvvinrenneinreririecereecntssesseeseesneresses s sensessssssssesasssenss 0
Finance/Insurance/Real Estate ........ccccccoreviiveeieennreervninnnnens 0
SEIVICES ..vievveeicrieriieeierererersteessnterssesenniesrasossneranessssssanssnves sosesss 0
Other Industries ........cecvvnvieirinissnsinie e 1
TOTAL ALL INDUSTRIES .........cccovoinirrrirnnnnnnsrnnneirresssenenns 170
! Suppressed to avoid disclosing data of individual companies.
Source: U.S. Department of Commerce, Bureau of Economic Analysis.
NIGERIA
Key Economic Indicators
[Billions of U.S. dollars unless otherwise noted]
1994 1995 19961
Income, Production and Employment:
Nominal GDP2 .......cccooveiirivriinenennincseneesinians 41.6 65.6 N/A
Real GDP Growth (pet)? ......coocvvininniiniinnninenns 1.0 2.1 4.0
Share by Sector: (pct)
AGriculture ... 30.7 31.0 32.0
Manufacturing ......occevcvreeercmnensnneesnesnssnnneieans 6.9 6.9 7.4
Services .....cccovvreinnrisieniiene e 22.9 22.9 23.0
GOVErnMEeNt ....cveeivrieevierirennesrsienesee s senae 10.3 10.2 10.6
Per Capita GDP (USD) .....cccovviiniiinnenininienn. 280 260 N/A
Labor Force (millions) .....cccececvemiieviniccnniinnnn 42.9 42.8 43
Unemployment Rate (pct) .....cocvevevvncviviniinoninns 28 30 27
Money and Prices (annual percentage growth):
Money Supply Growth (M2) .................... rerrereves 39.1 10.3 N/A
Consumer Price Inflation ........ccccoveeiiininiciinnnins 57 73 30
Exchange Rate: (naira/USD—annual average)
Official ...coivveerreererirerieeseesnersnreneesneseesescse s 22 72 82
Parallel .....ccoeeevineincienerecectieeennnsnrseese s e 85 83 83
Balance of Payments and Trade:
Total Exports (FOB)% ..o 94 10.6 N/A
Exports to United States® ...........ccooeverninnnias 4.4 48 6.0
Total Imports CIF4 ..o 7.3 9.3 N/A
Imports from United States® ......................... 0.5 0.6 0.8
Trade Balance .......ccocecnimniniinniennnininnn.. 2.0 1.3 N/A
Trade Balance with United States? ............... 3.9 4.2 5.2
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Key Economic Indicators—Continued
[Billions of U.S. dollars unless otherwise noted)

1994 1995 19961
Current Account Deficit/GDP (pct) ........ccoooeeees -55 ~5.6 N/A
External Public Debt .........ocooevniinnniivnccannne, 29.4 32.5 N/A
Debt Service Payments/GDP (pet) ..ccooceveeenrinenen 17.2 16.4 N/A
Fiscal Deficit/GDP (PCt) .cvveevecvereenennnniceesianiinnnae 7.7 0.05 N/A
Gold and Foreign Exchange Reserves ................ 1.7 1.4 N/A
Aid from United States (USD millions) ............. 113.5 N/A N/A
Aid from All Other Sources .......cccooenvrvvevncernreecnnen N/A N/A N/A

11996 figures, except exchange rates, are all estimates based on available monthly data in October 1996.
2GDP at factor cost. Conversion to U.S. dollars done with official exchange rate of 21.9 naira to the dollar.
dPercentage changes calculated in local currency.

4 Merchandise trade.
8Source: U.S. Department of Commerce and U.S. Census Bureau; exports FAS, imports customs basis;

1996 figures are estimates based on data available through November 1996.

1. General Policy Framework

Nigeria is Africa’s most populous nation and the U.S.’ fifth largest oil supplier.
It offers investors a low-cost labor pool, abundant natural resources, and the largest
domestic market in sub-Saharan Africa. However, it also suffers from an autocratic
military government, inadequate infrastructure, confusing and inconsistent regula-
tions, and endemic corruption. Nigeria’s crucial petroleum sector provides the gov-
ernment with over 90 percent of all foreign exchange earnings and about 60 percent
of budgetary revenue. Agriculture, which accounts for about 32 percent of GB‘IE’ and
employs about two-thirds of the labor force is dominated by small-scale subsistence
farming. Nigeria is a member of the World Trade Organization.

After a period of relative fiscal austerity in the late 1980’s, the Nigerian Govern-
ment ran budget deficits of up to 12 percent of GDP beginning in 1990. The deficit
decreased to 7 percent in 1994 and, by postponing government spending (including
for debt service), in 1995 shrank to neﬁligible proportions. For the first 6 months
of 1996, the budget ran a regort,ed surplus. The deficit reduction and ensuing sur-
plus came about primarily through austerity—e.g., foregoing government projects
and infrastructure maintenance—as well as stronger-than-expected oil revenue. Rec-
ommendations by international financial institutions include reducing large govern-
ment fuel price subsidies (the official price of gasoline was equivalent to about 55
cents per gallon in November 1996), shelvin‘f a number of Fovemment projects
which are of doubtful economic value, and reducing leakages from government in-
come due to corruption.

In previous years, monetary policy had been driven by the need to accommodate
the government’s budget deficit and a desire to reduce the inflationary impact of the
budget deficit on the economy. Deficits at the Federal level had been financed pri-
marily by borrowing from the Central Bank of Nigeria (CBN), which held 84 percent
of the government’s domestic debt at the end of 1995. Since the Central Bank mone-
tizes much of the deficit, budgetary shortfalls have a direct impact on the money
supply and on price levels, which had risen rapidly for several years but have since
slowed. In 1996 the government also began releasing money from an extra-budg-
etary account called the Petroleum Trust Fund (PTF) for infrastructure and other

rojects.

P Ii!n 1996 Nigeria has continued the policy of “guided deregulation” instituted in the
1995 budget. In conjunction with his 1994 budget announcement, head of state Gen-
eral Sani Abacha announced the abandonment of most 1986 structural adjustment
program reforms and instituted tight government control over key economic vari-
ables. In response to the economic downturn caused by those measures, Abacha’s
1995 budget abandoned the tightly regulated economic policies enacted in 1994,
Under the new pcliﬁ:‘, the Nigerian Government reopened the Autonomous Foreign
Exchange Market (AFEM), loosened controls on foreign investment and reduced tar-
iffs and bans on some imports. The 1996 budget continued the trend of fiscal auster-
ity and the slow deregulation of the economy. Although the 1996 budget retained
the cap on interest rates, the dual exchange rate mechanism, and subsidies for some
commodities (such as fertilizer), in the second half of the year Minister of Finance
Anthony Ani announced the removal of interest rate caps and mandatory sectoral
credit allocations for banks. He also indicated that privatization of the telecommuni-
cations and electrical generating parastatals would commence in 1997.
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2. Exchange Rate Policy

In 1996 Nigeria continued the liberalizing of the foreign exchange mechanism in-
stituted in 1996. Under the foreign exchange decree of 1995, the AFEM was reestab-
lished, allowing private companies to source foreign exchange at the parallel market
rate (about 80 naira to the dollar in November 1996). The official exchange rate of
22 naira to the dollar has been retained ‘or some official government transactions.
Companies can now hold domiciliary accounts in private banks, with account hold-
ers having “unfettered” use of the%nds. Foreign investors may bring capital into
the country without prior Finance Ministry approval, and may service foreign loans
and remit dividends. Currency exchange offices are functioning, albeit with a limita-
tion of $2,500 per transaction. The Central Bank has continued to intervene in the
AFEM at regular intervals, going from monfhly interventions in 1995 to weekly
interventions in 1996. The Nigerian Finance Minister pledged to end the dual rates

in the near future.

3. Structural Policies

As stated in the December 1986 circular, “Industrial Policy of Nigeria,” the Nige-
rian Government maintains a system of incentives to foster the development of par-
ticular industries, to encourage firms to locate in economically disadvantaged areas,
to promnte research and development in Nigeria, and to favor the use oF domestic
labor and raw materials. The Industrial Development (Ipcome Tax Relief) Act of
1971 provides incentives to “pioneer” industries deemed beneficial to Nigeria’s eco-
nomic development. Companies given “pioneer” status may enjoy a non-renewable
tax holiday of § years, or 7 years if the pioneer industry is located in an economi-
cally disadvantaged area.

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

Nigeria has begun to implement the 1995 money laundering decree, which intro-
duced procedures designed to inhibit this practice, as well as a decree against ad-
vance-[{;e fraud, called 419 fraud after the section of the Nigerian criminal code that
deals with it. The scope of 419 business fraud has brought international notoriety
to Nigeria and constitutes a serious disincentive to exporters, since any inter-
national transaction must be thoroughly vetted and confirmed.

4. Debt Management Policies

Nigeria’s foreign debt ballooned from $13 billion in 1981 to $24 billion in 1986,
when sharply lower oil revenues and continued high import levels created larger
balance of payments deficits. Debt service due including payment of arrearages is
projected to be over $8 billion annually for the next several years. The 1996 budget
allowed only $2 billion for foreign debt payments, thus ensuring continued buildup

of arrears. L
In January 1992 in an effort to reduce its external stock of debt, the Nigerian

Government concluded an agreement with the London Club that gave commercial
banks a menu of options from which to choose in reducing Nigeria’s commercial
debt. The menu incﬁxded debt buy backs (currently at 45 cents to the dollar), new
money bonds, and collateralized par bonds. As a result of the agreement, Nigeria
was able to reduce its external debt by $3.9 billion, but the accumulation of arrears
on other debt (especially Paris Club debt) since that time has kept external debt
levels high. Including arrears, official foreign obligations exceeded $36 billion as of
November 1996. )

During the period 1986 to early 1992, on the basis of a comprehensive structural
adjustment program, Nigeria reached three standby agrcements with the IMF. The
most recent of these was approved in January 1991 and lapsed in April 1992. Dis-
cussions with the IMF since then have shown some progress, as evidenced by the
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1996 decapping of interest rates and removal of the mandatory sectoral credit allo-
cations for banks, but have failed to result in a new agreement.

Nigeria’s most recent rescheduling agreement with the Paris Club expired at the
same time as its standby agreement with the IMF, and debt repayment obligations
on Paris Club debt have continued to grow. (Nigeria has kept up to date on its mul-
tilateral and London Club debt.) Nigeria’s record on debt repayment, meanwhile,
has also deteriorated. In 1992 Nigeria made debt service payments of $2.7 billion
against interest and principal payment obl(ifations of $5 biHion. Faced with similar
obligations in the following years, external debt service payments were only $1.6 bil-
lion for 1993, $1.8 billion for 1994, $2 billion for 1995, and the budgeted debt service
&?yments for 1996 was also $2 billion. Although discussions with the IMF and

orld Bank have begun on a medium term economic program, and Nigeria is mak-
ing some progress at meeting their criteria, no new rescheduling agreement will be
reached until an IMF program is in place again and a successful track record has

been established.

5. Significant Barriers to U.S. Exports

Nigeria abolished all export licensing requirements and cut its list of banned im-
ports in 1986. However, as of November 1996, the importation of approximately 20
different items is still banned, principally agricultural items and textiles. These
bans were initially implemented to restore Nigeria’s agricultural sector and to con-
serve foreign exchange. Although the bans are compromised by widespread smug-
gling, the reduced availability of grains has raised prices for both banned commaod-
ities and locally produced substitutes. In addition, due to corruption, little of the
heavily subsidized fertilizer reached the farmers. .

In 1995 Nigeria announced a new tariff structure to be operated for the next 5
years. The revision was aimed at narrowing the ranges of many custom duties, in-
creasinlg rate coverage in line with WTO provisions, with fewer import prohibitions.
The following previously banned commodities are now subject to duty rates: rice, 50
percent; day old chicks and parent stock, 5 percent; sparkling wines and cham-
pagne, 100 percent; fruits ans fruit juices, 75 percent; jute bags, 45 percent; sor-
ghum, 100 percent; cigarettes, 200 percent; cotton, 60 percent; wheat, 10 percent;
and (fassenger vehicles, from 30 to 100 percent. However, a 35 percent across the
board reduction in import tariffs became effective on July 31, 1995, and is now being
implemented, thus temporarily reducing the above listed duty rates. This action fol-
lowed complaints of importers that customs duty was calculated on the basis of 80
naira to the dollar, rather than the official rate of 22 naira to the dollar used in
1994. Also, in October 1995 the Nigerian ports authority reduced port charges by
60 percent in Lagos and 70 percent at the other delta ports.

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

In April 1996, in an eflfort to reduce congestion and corruption in Nigerian ports
and forlowing a reported shortfall in customs duties, the Nigerian Government
changed the procedures by which goods enter or leave the country. The new regula-
tions require a preshipment inspection for all unaccompanied imports and exports
regardless of value, cenifyins the price, quantity, and quality before shipment; and
imports must be accompanied by an import duty report (IDR). Goods arriving with-
out an IDR will be confiscated {y the Nigerian Government. In addition, all goods
will be assessed a 1-percent surcharge to cover the cost of inspection by the port
authorities.

Nigeria generally uses an open tender system for awarding government contracts,
and foreign companies incorporated in Nigeria receive national treatment. Approxi-
mately 5 percent of all government procurement contracts are awarded to U.S. com-

panies.

6. Export Subsidy Policies
In 1976, the government established the Nigerian Ex
(NEPC) to encourage development of non-oil exports from Nigeria. The Council ad-
ministers various incentive programs including a duty drawback program, the ex-
rt development fund, tax relief and capital assets depreciation allowances, and a
oreign currency retention program. The duty drawback or manufacturing in-bond
program is designed to allow the duty free importation of raw materials to ﬁ‘roduce
8 for export, contingent on the issuance of a bank guaranteed bond. The per-
F:r?mance bond is discharged upon evidence of exportation and repatriation of for-
eign exchange. Though meant to promote industry and exportation, these schemes

rt Promotion Council



e

9

have been burdened by inefficient administration, confusion, and corruption, causing
great difficulty and in some cases losses to those manufacturers and exporters who
opted to use them.
The NEPC also administers the export expansion grant program, a fund which
rovides grants to exporters of manufactured and semi-manufactured products.
rants are awarded on the basis of the value of goods exported, and the only re-
uirement for participation is that the export proceeds be repatriated to Nigeria.
hough the grant amounts are small, ranging from two to 5 percent of total export
value, they may constitute subsidies as defined by the WTO and raise questions
about compliance with WTO obligations.

7. Protection of U.S. Intellectual Property

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

The Patents and Design Decree of 1970 governs the registration of patents, and
the Nigerian Standard anization is responsible for issuing patents, trademarks,
and copyrights. Once conferred, a patent gives the patentee tge exclusive right to
make, import, sell, or use the products or apply the process. The Trademarks Act
of 1965 governs the registration of trademarks. Registering a trademark gives its
holder the exclusive right to use the registered mark for a particular good or class

i

. e, o

of goods.
e Copyright Decree of 1988, based on WIPO standards and U.S. copyright law,
; currently makes counterfeiting, exporting, importing, reproducing, exhibiting, per-
& formix&g, or selling any work without the permission of the copyright owner a crimi-
i nal offense. Progress on enforcing the 1988 law has been slow. The expense and

length of time necessary to pursue a copyright infringement case to its conclusion
are detrimental to the prosecution of such cases.

In the past, few companies have bothered to secure trademark or patent protec-
tion in Nigeria because it is generally considered ineffective. Losses from poor intel-
lectual property rights protection are substantial, although the exact cost is difficult
to estimate. The majority of the sound recordings sold in Nigeria are pirated copies
and the entire video industry is based on the sale and rental of pirated tapes. Sat-
ellite signal piracy is common. Violation of patents on pharmaceuticals is also a
problem. The International Intellectual Property Alliance estimated that U.S. com-
panies lost $39 million in 1988 due to copyright piracy, excluding losses from com-

puter software.

8. Worker Rights
a. The Right of Association: Nigerian workers, except members of the armed forces
and employees designated essential by the government, ma{ join trade unions and
may strike. Essential employees include firefighters, police, employees of the
Central Bank, the security printers (printers of currency, passports, and government
forms), and customs an! excise stafl. Nigeria has signed and ratified the Inter-
national Labor Organization’s (ILO) convention on freedom of association. However,
the government has decreed a single central labor bod;\;, the Nigerian Labour Con-
ss (NLC), and deregistered other unions. In 1994, the government dissolved the
LC executive council and imposed a sole administrator. Under Nigerian labor
laws, any non-agricultural enterprise that employs more than 50 employces is
obliged to recognize trade unions and must pay or deduct a dues checkofl for em-
ployees who are members. However, in the past, the government has threatened to
withdraw the dues checkoff provision and make payment of union dues completely
voluntary if unions pursue strikes. Furthermore, the Fovernment continues to hold
labor leaders in detention without charge. As a result of the government’s failure
to abide by ILO conventions to which it has subscribed concerning worker rights
and freedom of association, it was the subject of an ILO “special paragraph” censur-
ing the Nigerian Government. The Nigerian Government has yet to accept an ILO
fact finding mission or take other steps to mitigate the adverse findings that led
to the ILO censure. o
b. The Right to Organize and Bargain Collectively: The labor laws of Nigeria per-
mit the right to organize and the right to bargain collectively between management
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and trade unions. Collective bargaining is common in many scctors of the economy.
Nigerian labor law further protects workers against retaliation by employers for
labor activity through an independent arm of the judiciary, the Nigerian Industrial
Court, which handles complaints of anti-union discrimination. Trade unionists have
complained, however, that the Nigerian judicial system’s slow handling of labor
cases constitutes a denial of redress to those with legitimate complaints. The gov-
ernment retains broad authority over labor matters, and can intervene forcefully in
labor disputes which it feels contravene itx cssential political or economic programs.
It has taken such action in the case of the 1996 banning of the University Lecturers’
Union to force an end to their strike, and in August 1994 when it dismissed the
executive councils of the NLC and the two leading petroleum sector unions and re-
placed them with “sole administrators.” The administrators remain in control pend-
ing national executive council elections that have yet to be held.

c. Prohibition of Forced or Compulsory Labor: The 1974 Labor Decree and the
1989 Constitution prohibit forced or compulsory labor. While this prohibition is gen-
erally observed in practice, forced labor has been “employed” in some communit
clean-up projects. ’l};xe ILO has noted that, with the 1989 Constitution suspended,
Nigeria may not be able to enforce the ILO cenvention against forced labor in the
absence of constitutional guarantees.

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

e. Acceﬁtable Conditions of Work: Nigeria’s 1974 labor decree established a <0
hour workweek, prescribed 2 to 4 weeks of annual leave, set a minimum wage and
stipulated that workers are to be paid extra for hours worked over tne legal limit.
The decree also states that workers who work on Sundays and legal public holidays
must be paid a full day’s pay in addition to their normal wages. Tgere is no law
prohibiting excessive compulsory overtime. The last government review of the mini-
mum wage, undertaken in 1991, raised the monthly minimum wage from 250 naira
to 450 naira ($20.45 in 1991 but only $5.60 in 1996). The 1974 decree contains gen-
eral health and safety ‘provisions. Employers must compensate injured workers and
dependent survivors of those killed in industrial accidents. Enforcement of these
laws by the Ministry ¢f Labor has been 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—1995

[Millions of U.S. dollars]

Category Amount

Petroletm ..o sttt )
Total Manufacturing ......cccueeeeinriniieieeninineeene e s 58

Food & Kindred Products .......coccoevvviiiviiviniiieien e (1

Chemicals and Allied Products ......cccooovivivvvieviieniiniinnnnn, 15

Metals, Primary & Fabricated ............cccocoviin, :

Machinery, except Electrical .......cccoonieiininiiniiiininen, 0

Electric & Electronic Equipment .........ccoccconinniinnninnnnnn. 2

Transportation Equipment ..o, (nH

Other Manufacturing ........cccvccenroninnneennen e ee e -3
Wholesale Trade .......cveriieimiviniirinieeene e e eannes (2)
BANKING 1oveeeiieiininicnneenrnneiren e sttt s e e e e (N
Finance/Insurance/Real Estate .....ccccoveevivvivciiivvineciiiinenennnn )]
SEIVICES coviviiiiiiiieiiiiiiiein s ieecirereerresee s srrese st ssrteeaeeeseinsesenesane g

Other INAUSLTICS .oivviieveees ittt ieeesiecesesberesreesssbreanesssraes
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Extent of U.S. Investment in Selected Industries.—U.S. Direct
Investment Position Abroad on an Historical Cost Basis—1995—Continued

[Millions of U.S. dollars}

Category Amount

TOTAL ALL INDUSTRIES ......c.ccoceoviiniiiiicmiinrcnins 595

1Suppressed to avoid disclosing data of individual companies.
¥ Indicates a value beiween $§ - 500,000 and $500,000.
Source: U.S. Department of Commerce, Bureau of Economic Analysis.

SOUTH AFRICA

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

1994 1995 19961
Income, Production and Employment:
GDP (at current prices) ..........coneesrveiveerenrenionns 108.5 118.6 117.1
Real GDP Growth (pet) .....covieevnevsninennincenns 2.5 2.8 2.3
GDP by Sector:
AGriculture ......ccccvevvenvevniiicninecee e 5.6 5.2 5.4
Mining and QUAarrying .........ccecereerenvnnscernennnns 9.3 9.2 9.3
Manufacturing .......ccccvcvvrvvvecennnennnencnenens 25.4 28.8 28.3
Wholesale/Retail Trade ........ccocevvernrenrenninniens 17.3 19.3 18.9
Financial Services ...........ccooveminniennnensesenieens 17.8 20.2 20.5
General Government ...........cocovveevieenencnninenneenne 16.7 18.0 17.3
Per Capita GDP (USD) .....ccccocvvevreareenrievrniaerenenr 1,930 1,910 1,763
Labor Force (millions)2 .........ccccvrvvvervnrnvecnecninns 12.3 12.3 12.3
Unemployment Rate (pct)2 ..o 40.0 40.0 40.0
Money and Prices (annual percentage growth):
Money Supply (M2) ....occiinieveninrnrneecsnessnnnneeseeenns 20.6 13.9 17.9
Consumer Price Index .......ccooovvvnvirmiccnnnniennnan 9.0 8.6 6.7
Exchange Rate: (rand/USD~annual average)3
Financial .......cicveicommmiiinmninen 4.1 N/A N/A
Commercial .....ccoevvvveienineninirnene oo 3.6 N/A N/A
Unified ..o e s 3.6 3.6 4.1
Balance of Payments and Trade:
Total Exports FOB* ..o 22.9 26.4 N/A
Exports to United States® .........cccveevvvrivinnenns 2.0 2.2 2.3
Total Imports CIF4 ... 23.5 29.2 N/A
Imports from United States ..........c.coveiinninn 2.2 2.8 3.1
Trade Balances .......covvcnminencninncinnnnninnnn -0.6 -28 N/A
Trade Balance with United States?® ............... -0.2 -0.6 -0.8
Current Account Deficit/GDP .......c...ccceeennenn. 0.3 2.1 N/A
External Public Debt® ...........ocvveevinnninnns viini 27.9 32.0 N/A
Debt Service Payments/GDP (pct)4 .................... 55.5 56.9 N/A
Fiscal Deficit/GDP (pct) ...coovvvvivrennnnnisniniiensiennns 5.7 N/A N/A
Gold and Foreign Exchange Reserves ................ 3.1 4.2 2.3
Aid from United States (USD millions) ............. 212 187 176
Aid from Other Countries ..........cccovnee reeerrerenes N/A N/A N/A

1Estimates for 1996 are year-end projections based on second quarter estimates. The decline in the 1996
GDP estimate (at current prices) from the 1995 figure, which is presented in USD terms, is due to the al-
most 23 percent drop in the value of the South African rand against the USD over 1996. )

3All estimates regarding population and unemployment are speculative due to incomplete censusing. durin
apartheid era. The South African Government will soon release census statistics gathered in 1996 which wil
greatly improve official estimates. ) i

3Prior to 1995, South Africa mgintained an exchanfe rate for non-residents’ financial transactions and an-
other for all others. The dual exchange rate was eliminated under a unified rand in mid-March 1995.

4All South African trade statistics include export and import data for the five member countries of the
Southern African Customs Union (SACU) (i.e., Botswana, Lesotho, Namibia, South Africa, and Swaziland).

Trade within the SACU is not included.
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& Source: U.S. Department of Commerce and 1.S. Census Burcuu; exports FAS, imports customs basis;
1996 figures are estimales based on data availuble through November 1996,

$During the apartheid era, debt estimates were defluted by the South African Government as 8 matter of
Bohcy. Since late 1994 the accuracy of South African debt vstimales released by the South African Reserve

ank has dramatically increased.

1. General Policy Framework

South Africa is a middle-income developing country with an abundant supply of
natural resources, well-developed financial, legal, communications, energy, an
transport sectors, a stock exchange which ranks among the ten largest in the world,
and a modern infrastructure supporting an efficient gistrihution of goods to major
urban centers throughout the region. With nearly 3 years having passed since the
historic election of President Nelson Mandela in the country’s first multi-racial elec-
tions, South Africa remains the most advanced, broadly-based, and productive econ-
omy in Africa, with a Gross Domestic Product (GDP) nearly four times that of
Egypt, its closest competitor on the African continent.

cspite decades of apartheid-era policies which cnsured the inefficient use of
human resources, underinvestment in human capital, labor rigiditics, large budg-
ctary outlays for duplicative layers of government and facilities, extensive govern-
mental interference in the economy, and a lack of foreign investment, resource in-
puts, and imported goods resulting from international sanctions, the South African
economy is enjoying a strong period of recovery. After more than 4 years of negative
real GDP growth from 1988-1992, the South African cconomy responded in 1993
with 1.1 percent real growth. Since the election of President Nelson Mandela in
early 1994 the economy has posted real growth rates of 2.5 percent in 1994 and 2.8
percent in 1995. Estimates for 1996 growth hover around 3 percent. Most sectors
of the economy have shared in this economic recovery.

The South African Government recently demonstrated its commitment to open
markets, privatization, and a favorable investment climate with the release of its
long-awaited macroeconomic strategy in June 1996. This strategy includes the intro-
duction of tax incentives to stimulate new investment in labor-intensive projects, the
expansion of infrastructural services, the restructuring of statc assets, and contin-
ued reduction of tariffs to promote greater competition and industrial revitalization.
Together with South Africa’s demonstrated commitment to its World Trade Organi-
zation (WTQO) commitments, South Africa has moved slowly but steadily toward free
market principles. Implicit in these policies is recognition of the SAG’s daunting de-
velopmental problems resulting from decades of apartheid-era policies. Black eco-
nomic empowerment, promotion of small, medium, and microenterprises (SMMES),
the extension of telecommunications, transportation, and other infrastructural links
to unserved rural areas, and extensive job creation to offset rapid gopulation growth
estimated at 2.4 percent remain the SAG’s highest governmental objectives.

Recent economic news, however, has not all been rosy. In the first half of 1996,
the South African rand lost 22.65 percent against the US dollar (with the exchange
rate going from approximately 3.62 R/$ to 4.68 R/$).“Public opinion has credited the
Rand’s decline with international concern over recent cabinet shufflings, speculation
on the possible lifting of exchange controls, growing‘ labor unrest, the proliferation
of crime, and concern for South Africa’s future after President Mandela. As a result,
South Africa’s balance of payments situation worsened significantly in 1996 as the
deficit on the current account soared frem $551 million to $3.5 billion in mid-1996.

Still, the South African Government has made steady progress in redressing many
structural problems in the South African market. Over the last decade, quantitative
credit controls and administrative control of deposit and lending rates have largely
disappeared. The South African Reserve Bank now operates in much the same way
as western central banks, influencing interest rates and controlling liquidity
through its rates on funds provided to private scector banks, and to a lesser degree
through the placement of government paper. In the past 4 years, restrictive mone-
tary policy, tﬁmugh the maintenance of relatively high central bank lending rates,
has curbed domestic spending on imports and reduced inflation to its lowest rates
in twenty years. ‘

The South African Government primarily finances its sizable debt through the is-
suance of R150 denomination government bonds. To a lesser extent due to its ad-
verse effect on reserves, the government has opted to finance some short-term debt
through the sale of foreign exchange and gold reserves. As a corollary of its restric-
tive financial policies, the South ﬁ.frican Government has not opted for financin
deficit spending through loans from either domestic or international commercia

banks.
2. Exchange Rate Policy

Under South African exchange regulations, the South African Reserve Bank
(SARB) has substantial control of foreign currency. Exchange controls are adminis-
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tered by the SARB’s Exchange Contral Department and through commercial banks
that have been authorized to deal in foreign exchange. All international commercial
transactions must be accounted for Lhmugﬁ these “authorized foreign exchange deal-
ers.” In addition, the SARB is the sole marketing agent for gnld, which accounts for
roughly 30 percent of export earnings. This provides the SARB wide latitudes for
determining short-term exchange rates, Except for a period in 1987 when the SARB
followed an im;l)]icit licy of fixing the randpagainst the dollar, monetary authori-
ties normally allow the rand to adjust periodically in an attempt to stabilize exter-
nal accounts.

The severe strain of international sanctions on South African gold and foreign ex-
change reserves caused the South African Government to reimpose in 1985 com-
prehensive exchange controls previously lifled in 1983. Among these controls was
the reinstitution of the dual exchange rate in which a more favorable exchange rate
applied to foreign investment flows and outflows (the financial rand) and a less fa-
vorable one to all other transactions (the commercial rand), to attract international
capital. Despite warnings from the South African reserve bank that the low level
of hard currency reserves necessitated continued inflows of long-term capital, the
government of national unity proceeded with its economic liberalization plans by
eliminating the financial rand under a unified exchange rate on 20 March 1995. As
a result, a]l foreign exchange transactions are now conducted through a unitary ex-
change rate.

Nonetheless, South Africa still maintains several capital controls to prevent large
capital outflows. A cautious and gradual approach to further liberalization is the
most likely scenario as current South African gold plus foreign exchange reserves
provide for about only 1 month coverage of imports. Most salient among the remain-
ing foreign exchange controls is the requirement that all South African nationals
intending to purchase foreign exchange apply for a license to do so with the South
African reserve bank. The South African Government is more likely to a g‘rove for-
eiFn exchange purchases for investment abroad if the foreign partner of the South
African party conducts an asset swap, whereby an equivalent amount of foreign ex-
change is invested in South Africa by the foreign partner as collateral. Although do-
mestic as well as foreign business concerns have lobbied hard for the lifting of the
asset swap requirement, it is unlikely that the SAG will do so until foreign reserve

levels approach the three-month coverage level.

3. Structural Policies

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

id,
The main sources of government revenue in South Africa are incomes taxes and
the Value-Added Tax (VAT). Both personal and corporate income tax rates are
among the highest in the world. Although the government planned to_phase down
both individual and corporate tax rates througo year-end 1999, fiscal constraints
have slowed plans to do so. In April 1993, the South African Government increased
the VAT rate from its previous level of 10 percent to 14 percent in an effort to cover
the shortfall in government revenues ams)cmeet the increasing expenditure man-
dated by the socio-economic policies of the Reconstruction and Development Pro-
gram (RDP). While maintaining the maximum personal income tax rate at 45 per-
cent on incomes in excess of ﬁS0,000 (about $17,000) for married taxpayers and
R56,000 (about $11,900) for single taxpayers, the government did, however, impose
in 1994 a “one-time” levy of 5 percent on all income over R50,000 (about $10,600)—
both corporate and individual—to finance overruns associated with the govern-
mental transition. Although officials promised that this tax would be a “one-time
only” assessment, rumors of a second levy have already surfaced.

(g,n a more positive note, the South African Government has undertaken some
measures in the past 2 years to ease the tax burden on foreign investors. It reduced
the corporate primary income tax rate to 35 percent from its previous rate of 40 per-
cent in 1994. The Non-resident Sharcholders Tax on foreign investors was scrapped
effective 1 October 1995. In addition, the Secondary Tax on Corporate Dividends

was halved to 12.5 percent in March 1996.

4. Debt Management Policies

In 1985, burdened with large capital outflows and intense pressure against the
rand, and denied access to foreign capital by international sanctions, the South Afri-
can Government declared a unilateral standstill on amortization payments to pri-
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vate concerns. Interest payments, however, were continued, and amortization pay-
ments to international organizations and foreiga governments were unaffected, obvi-
ating the need for a Paris Club rescheduling. The debt “standstill” was regularized
in an arrar.gJement with private creditors in 1986. In 1990, South Africa and its pri-
vate creditors negotiated a third extension of that arrangement through the end of
1993. In September 1993, the government, with the consensus of South Africa’s
major political parties, finalized a debt agrcement with major western banks on $5
billion worth of mostly private debt caught inside the “standstill net.”

During the apartheicf era, actual debt cstimates were considered state secrets of
the South African Government. Those debt estimates released by the government
and reported by international financial authorities during the apartheid years must,
therefore, be viewed with skepticism. With the election of President Mandela, the
South African Reserve Bank has sought to redress this problem and issue revised
estimates of foreign and domestic debt. Although these revisions reflect a significant
upward adjustment of previous estimates, they, nonetheless, indicate relative debt
stability in recent years. At the end of 1995, the SARB reported that total foreign
debt, including rand-denominated debt held by non-residents, amounted to approxi-
mately $32 billion. The ratio of total foreign debt to GDP has remained steady at
around 25--27 percent over the past 4 years, while interest payments as a percent-
age of total export earnings have also been steadily declining slightly from 6.6 per-
cent in 1993 to 6.3 percent in 1994 to 6.9 percent in 1995,

South Africa is a member of the World Bank and International Monetary Fund
(IMF) and continues Article IV consultations with the latter on a regular basis. In
December 1993, after 27 years of cconomic isolation, South Africa became an IMF
borrowing nation with an $850 million drought relief loan, which replenished South
Africa’s strained foreign exchange reserves and normalized its international finan-
cial relations. South Africa is also currently engaged in technical discussions with
the World Bank regarding the possibility of si:'.agle World Bank loans to assist with

its ambitious RDP objectives.

5. Significant Barriers to U.S. Exports

Under the terms of the Import and Export Control Act of 1963, South Africa’s
Minister of Trade and Industry may act in the national interest to prohibit, ration,
or otherwise regulate imports. In recent years, the list of restricted goods requiring
import permits has been reduced, but still includes such goods as foodstuffs, cloth-
ing, fabrics, wood and paper products, refined petroleum products and chemicals.

Although the South African Government climinated the much-maligned import
surcharge on all goods effective October 1, 1995, in conformance with its WTO com-
mitments, it still maintains a complex tariff structure. Nonetheless, the South Afri-
can Government remains committed to the simplification and eventual reduction of
tariffs within the WTO framework, and maintains active discussions with that body

and its major trading partners.

6. Export Subsidies Program

The primary subsidy regime of the South African Government has been the Gen-
eral Export Incentive Scheme (GEIS) through which South African cxportinfg cornpa-
nies received direct non-discriminatory cash subsidies based on the value of exports,
the degree of beneficiation or processing, and the local content of the exported prod-
uct. The South African Government has shown steadfast commitment to the elimi-
nation of export subsidies despite considerable opposition from local manufacturers.
The Department of Trade and Industry “revised” the GEIS in early 1995,
“downsized” it again in early 1996, and is expected to climinate the program whole-
sale before the end of 1997. Under the most recent revision in June 1996, all export
subsidies, except for those applied to fully manufactured products were eliminated.
An export subsidy of 6 percent of local content remains in effect for certain manufac-
tured goods until 31 March 1997,

Instead, the South African Government has focused on other, more WTO-fg'iend]y
means of promoting South African exports. The Export Marketing Assistance
scheme (EMA) offers financial assistance for the development of new export mar-
kets, through financing for trade missions and market research. The new Export Fi-
nance Guarantee Scheme for small exporters is the government’s newest means of
promoting small and medium exporters through credit guarantees with participat-
ing financial organizations. Provisions of the Income Tax Act also permit accelerated
write-offs of certain buildings and machinery associated with beneficiation processes
carried on for export and deductions for the use of an export agent outside South

Africa,
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7. Protection of U.S. Intellectual Property Rights

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

The SAG attempted to pass three new IPR laws in 1996 to improve further its
efforts to reach full WTO standards for IPR protection, but only managed to push
one through during this parliamentary session. The “Intellectual Property Laws Ra-
tionalization Act, 1996” integrates existent intellectual property rights in the former
homelands into the South African system and extencfs B":R rights to the former
homelands.

Two other bills were submitted to committee but failed to make a floor vote due
to the press of business in Parliament. The “Intellectual Property Laws Amendment
Bili” proposes amendments to the Patents Act of 1978, the Trademarks Act of 1993,
the opyrigill'\t Act of 1978, the Designs Act of 1993, the Merchandise Marks Act of
1941, and the Performers’ Protection Act of 1967. It is intended to ensure, inter alia,
complete compliance with the provisions of the WT'O’s agreement on the Trade-Re-
lated Aspects of Intellectual Property Rights (TRIPS) and Article 6 of the Paris Con-
vention. The “Counterfeit Goods Bill” creates for the first time in South Africa the
offense of “dealing in counterfeit goods.” It conveys new powers to the police, cus-
toms and excise, and DTI inspectors to exercise powers of search and scizure of
counterfeit goods and store them pending outcome of a trial. It permits a court to
order forfeiture of couterfeit goods even if the claim against the defender is not sub-
stantiated, and for a civil court to grant ex parte search and seizure orders to pre-
serve evidence for civil proceedings. It also makes provision for application to cus-
toms by IPR holders to impound counterfeit goods upon importation. These two bills
are expected to be passed during the first session of Parliament in 1997.

In recognition of progress made on the IPR front, U.S. Trade Representative
Charlene Barshefsky announced on October 2, 1996, that South Africa would re-
Tair; off the Special 301 Watch List, from which it was provisionally removed last

pril.

South Africa is a member of international intellectual property treaties such as
the Paris Convention for the Protection of Industrial Property, the Berne Conven-
tion for the Protection of Artistic and Literary Works, and the World Intellectual

Property Rights Organization (WIPO).

8. Worker Rights

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

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

The right to strike is also guaranteed in the constitution, and is given statutory
effect by the new Labor Relations Act. The LRA has established a simple rocedure
for a protected strike, with the requirement that the dispute first be ve crred for
conciliation. If conciliation fails to resolve the dispute, then a trade union is entitled
to engage in a legal strike. Such a strike is not liable to criminal or civil action.
The LRA does, however, permit employers to hire replacement labor for striking em-
pl(’)le;fecs after giving 7 days notice to the striking trade union.

¢ LRA also accords the right to strike to public scctor employees, with the ex-
soncnts of the security services men-

ception of essential services and the three com r
in the public sector Labor Relations

tioned above. While this right was first asserte
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Act of 1993, the new LRA simplifics and rationalizes collective bargaining in the
public sector and the resort to industrial action.

The International Labor Organization «11L0) readmitted South Africa in 1994,
Originally an I1LO member since its 1919 inception, South Africa withdrew from the
ILO in 1964. Following the reinstatement, tﬁw international labor conference re-
scinded its declaration concerning action against apartheid. There is no South Afri-
can Government restriction against union afliliation with regional or international
labor organizations.

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

rotects the rights to organize and barguin collectively. The government does not
interfere with union organizing and generally has not interfered in the collective
barﬁaining rocess. The new LRA statutorily entrenches “organizational rights”,
such as trade union access to worksites, deductions for trade union subscriptions,
and leave for trade union officials, which will strengthen trade union ability to orga-
nize workers.

Several recently-created fora have served to strengthen and institutionalize the
role of collective bargaining in recent months. The creation of the National Economic
Development and Labor Council (NEDLAC), a tripartite negotiating forum, has
served to solidify the role of trade unions as social partners with government and
business in the formation of economic and labor policy. In addition, the new LRA
creates workplace fora which will allow for better shopfloor communication between
management and labor over issues of work organization and production. To receive
statutory protection, these fora can only be initiated by trade unions in businesses
with more than 100 emrloyccs' It is hoped that these provisions will be expanded
in time to include workplaces with smaller workforces.

To further reduce the adversarial nature of South African labor relations, the new
LLRA also created a Commission for Conciliation, Mediation, and Arbitration
(CCMA), which promises to play an aggressive, interventionist role in dispute reso-
lution before parties move to full-fledged strikes or lock-outs. In those instances in
which the CCMA is unable to resolve a dispute, the LRA permits its referral to the
labor court. It is expected that this will be a rarely use(fcoption, however, as the
intent of the LRA is to reduce judicial intervention into labor relations and encour-
age negotiated resolution whenever possible.

South Africa has no export processing zones.

c. Prohibition of Forced or Compulsory Labor: Forced labor is illegal under the
constitution, and is not practiced.

d. Minimum Age of Children: Employment of minors under age 15 is prohibited
by South African law. The LRA, however, grants the Minister of Welfare discre-
tionary powers to permit employment of chiidren under carefully described condi-
tions in certain types of work, such as in the agricultural sector. Enforcement of
child labor laws by the ministries of labor and justice, hewever, are weak and reac-
tive, depending largely upon complaints made against specific employei's. As a re-
sult, use of chi%d labor in the informal economy is quite common.

c. Acceptable Conditions of Work: There is no legally mandated national minimum
wage in South Africa. Instead, the Labor Relations Act provides a mechanism for
negotiations between labor and managgemcnt to set minimum wage standards indus-
try by industry. To date, over 100 industries, including a majority of workers in the
manufacturing scctor, are protected by the provisions of the act. In those sectors of
the cconomy not sufficiently organized to engage in the collective bargainin;f {)roc-
esses which establish minimum wages, the wage act grants the mimster of labor
the authority to set minimum wages and conditions. The Wage Act, however, docs
not apply to farm or domestic workers.

Occupational health and safety issues remain a top priority of trade unions, espe-
cially in the mining and heavy manufacturing industries. Although government
focus on these issues has increased substantially (highlighted by the passage in
1993 of the Occupational Health and Safety Act), South African industrial and min-
ing processes are still considered hazardous by international standards. Parliament
is currently studying a mines commission of inquiry on health and safety issues in
the mining sector, to determine ways to improve existing mine health and safety
legislation.

Although current South African occupational health and safety laws require that
an employer not place employces at unrcasonable risk, they do not give employees
the right to remove themselves from hazardous jobs. An employce who leaves a
worksite as a result of hazardous work conditions could face disciplinary action or
dismissal. It should be noted, however, that South African occupational health and
safety laws do provide protection from dismissal or reduction in salary/rank for
whistle-blowing workers who report or file complaints against unsafe working condi-

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

investment.

Extent of U.S. Investment in Selected Industries.—U.S. Direct
: Investment Position Abroad on an Historical Cost Basis—1995

[Millions of U.S. dollars]

Category Amount
Petroleum ....ccvciiiiiiiinnnieenniieeenennre e e snnennerereassesnes e (1)
7 Total Manufacturing .......ccccuvcveneine Fesersnie st et 672
} Food & Kindred Products .......ccceceeviiiinievinsnrinireereennennens 39
: Chemicals and Allied Products .........cevvevvvierinineeiinnenvnne 173
Metals, Primary & Fabricated ....... rrerereeeens rereenrrenrrrrees 64
Machinery, except Electrical .........cccoveivvvvvnincncinienenn. 126
Electric & Electronic Equipment ................. beerrreeeeressenrrees 1)
Transportation Equipment ........coccevvvviniiincnniininn 1)
Other Manufacturing .......ccccecvveeinmvnicrencoiiniensennsine o, 206
Wholesale Trade .......cveimiieniinrinnneeenieennneneennee 123
BanKing ....oovciicviiinieeicriensenees e s ssnnnessns s essnessnes snesvssssneaas (D
Finance/Insurance/Real Estate ................. oo irar e ns 1)
Services .....oocvieiiiiiiiniieei e treererirenreaurrr b arrranns 1)
Other INdUSstrIes ..ovvvverieicnneenveiertr e e sesesnes sennnas 142
TOTAL ALL INDUSTRIES .......oooeivivtrcrecrennneens e 1,269

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







EAST ASIA AND THE PACIFIC

AUSTRALIA

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

1994 1995 19962
Income, Production and Employment:
Nominal GDP3 .......ccccoruns vereraresereressaessaeenteneernes 300.3 312.1 340.56
Real GDP Growth (pct) ....ccoovvvnmmiiviniinnininnininn, 5.5 3.5 34
GDP by Sector: ¢
Agriculture ..., 11.2 10.5 12.9
Manufacturing ..., 86.0 88.2 94.1
ServiCes ..ovvivviriinrrriniirrn e 186.7 199.3 218.9
Government ... e 11.0 11.3 12.2
Per Capita GDP (USD) .....ccovvvvrnvvcvinninninninen, 16,700 17,300 18,900
Labor Force (0008) ......covevvviirernrvecrnnssnersseneensnnnnns 8,775 9,001 9,008
Unemployment Rate (pct) ..o.coovvvineiiniiiiinninne 9.7 8.5 8.6
Money and Prices (annual percentage growth):
Money Supply (M3) ..o 10.4 9.2 8.6
Consumer Price Inflation ....ccccoocvniiniiniiniiinnnnn, 2.5 5.1 1.6
Exchange Rate (Aust$/USD)—annual average)
Market .o 1.37 1.35 1.28
Balance of Payments and Trade:
Total Exports FOB .......ccoovmvinnviiiniiiniinn 474 52.8 59.5
Exports to United States® .................. v e 3.2 3.3 3.8
Total Imports CIF .....ccoevvvviiniiviinnriinncieie 49.8 57.3 59.7
Imports from United States® ...........cccoouvnnnnn. 9.8 10.8 12.0
Trade Balance ..., -24 -4.4 -0.1
Balance with United States5 ... -6.6 -17.5 ~8.3
Current Account Deficit/GDP (pct) ... 5.0 6.3 4.2
External Public Debt ...cccooveeriinininiiniiiiiinin 69.5 74.6 83.5
Debt Service Payments/GDP ... 2.4 2.7 2.5
Fiscal Deficit/GDP (pct) @ .....cccovvnnniniiiiiieniene 2.9 2.1 1.1
Gold and Foreign Exchange Reserves ................ 14.3 15.0 175
Aid from United States .........ccceceenriiiiiiininnns 0 0 0
Aid from Other Countries ..........cocvnivnivvinnennins 0 0 0

1Exchange rate fluctuations must be considered when analyzing data. Percentage changes are calculated in

Australian dollars.
21996 figures are all estimates based on available monthly and quarterly data in November 1996.

3GDP at factor cost. i
4Production measure of GDP—does not sum to income measure used for nominal GDP
5Source: U.S. Department of Commerce and U.S. Census Bureau; exports FAS, imports customs basis;

1996 figures are estimates based on data available through November 1996.
¢Fiscal deficit is for Australian Financial Year. Underlying deficit equals headline deficit minus asset sales

and debt repayments.

1. General Policy Framework

Australia has a developed market economy, dominated by the services sector,
which accounts for around 65 percent of GDP. The agricultural and mining sectors
combined represent only 4 percent of GDP, yet account for 58 percent of the total
value of goods and services exports. While occupying a continent the size of the con-

(19)
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tiguous United States, Australia has only a relatively small domestic market (popu-
lation: 18.1 million).

The Australian cconomy is currently experiencing a cyclical downturn, with eco-
nomic growth strong and inflation low, but weak employment growth. In July 1996,
the Reserve Bank of Australia (RBA) decided that monetary policy could be loosened
without igniting inflationary pressures, and announced the first of two cuts in offi-
giz;] interest rates (the second came in November). The official cash rate is currently

R reent.,

Inp(i}ts AFY 1996-97 budget (Australian fiscal year ends June 30), the new coali-
tion government announced its plan to return the Federal budget to an underlyin
balance by AFY 1998-99. (The underlying balance removes debt repayments ang
assct sales from the standard headline balance, and is used by the Australian Gov-
ecrnment as the standard measure of the its fiscal position). The Federal Treasurer
delivered an underlying budget deficit of US$4 .4 billion in AFY 1996-97 (1.1 percent
of GDP), and a marginal headline budget surplus. The reduction in the underlyin
deficit was achieved almost entirely through cuts in government outlays; if the 50
wishes to meet its balanced budget target, it will almost certainly have to make
changes to taxation and revenue arrangements,

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 (US$3,900) in cash is to be taken out of Aus-
tralia at any one time, or A$50,000 (US$39,000) in any form in 1 year. The purpose
of this regulation is to prevent tax evasion and money laundering; authorization is

usually automatic.

3. Structural Policies

The Australian Government is continuing a program of economic reform, begun
in the 1980’s, that includes an accelerated timetable for the reduction of import pro-
tection and microeconomic reform. Initially broad in scope, the program now focuses
on industry-by-industry changes. The government is also continuing with the privat-
ization of government assets, with the national air carrier Qantas fully privatized,
the artiaf’ﬂoat. of the Commonwealth Bank completed in mid-1996, and the one-
third float of the government telecommunications carrier Telstra planned for 1997,

The general tanfT reduction program, begun in March 1991, has reached its con-
clusion, with most existing tariffs now at .'%percent. However, the passenger motor
vehicles and textiles, clothing and footwear industries are still protected by high tar-
iffs (25 and 37 percent respectively). These tariffs are scheduled to decline to 15 and
25 percent respectively by 2000. Other forms of industry support (such as produc-
tion .Zubsi(;lies and export promotion schemes) have generally gcen either eliminated
or reduced.

There have been no major reforms in the Australian taxation system in recent
years, with the only change of any note being a rise in the tax on corporate profits

from 33 to 36 percent (announced in 1996).

4. Debt Management Policies

Australia’s net foreign debt throughout 1995 and 1996 has averaged between USD
140 and 150 billion, or just below 40 percent of GDP. Australia’s gross external pub-
lic debt in 1996 is estimated to be USI) 83 billion, or 24 percent of GDP. Public debt
accounts for 45 percent of Australia’s gross external debt; the remaining 55 percent
is owed by the private sector. The net debt-service ratio (the ratio of net income pay-
able to export earnings) has remained steady between 11 and 12 percent since 1994,
down from 21 percent in 1990. Standard and Poor’s general credit rating for Aus-

tralia remained AA during 1996.

5. Significant Barriers to U.S. Exports

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

Import Licenses: Import licenses are now required only for certain vehicles, tex-
tiles, clothing and footwear. Licensing applied to these products is for protection, but
except for a small market among importers of used automobiles has had little im-
pact on U.S. products.

Services barriers: The Australian services market is generally open, and many
U.S. financial services, legal and travel firms are cstablished there. The banking
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sector was liberalized in 1992, allowing forecign banks to be licensed as either
branches or subsidiaries. Broadcast licensing rules were also liberalized in 1992, al-
lowing up to 20 percent of the time used for paid advertisements to be filled with
foreign-sourced material (far greater than the percentage of non-Australian mes-
sages actually broadcast), Local content regulations also require that 50 percent of
a commercial television station’s weekly broadcasts between the hours of 6 a.m. and
midnight must be dedicated to Australian-produced programs. This ruling has little
effect on sales of U.S. programming to Australian broadcasters. Regulations govern-
ing Australia’s pay-TV industry require that channels carrying drama programs de-
vote at least 10 percent of broadcast time to new, locally produced programs. State
governments restrict the development of private hospitals as a means of limitin
public health expenditures (medical expenses for private hospital care are pai
through government health programs).

Standards: Australia still maintains restrictive standards requirements and de-
sign rules for automobile parts, electronic and medical equipment, and some ma-
chine parts and equipment. Currently, all Australian stangards are being rewritten
to harmonize them where possible to international standards, with the objective of
fulfilling all obligations umfer the WTO.

Labelling: Federal law requires that the country of origin be clearly indicated on
the front [abel of some types of products sold in Australia. Various other Federal
and state labelling requirements are being reconsidered in light of compliance with
WTO obligations, fack of utility and effect on trade.

Investment: The government registers (but normally raises no objections to) pro-
posals above certain notification thresholds where the relevant total assets/invest-
ments involved fall below A$50 million (US$39 million). Notification thresholds are
A$3 million for purchases of rural properties, A$5 million for acquisitions of sub-
stantial interests in other existing businesses, A$10 million for the establishment
of new businesses, and A$20 million for offshore takeovers. Investment proposals for
entitics involving more than A$50 million in total assects are approved unless found
contrary to the national interest. Special regulations apply to investments in ura-
nium mining, the media sector, urban real estate and civiraviation.

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

Government procurement: Since 1991, foreign information t,cchnolog?' companies
with annual sales to the Australian Government of A$10-40 million (US$8-32 mil-
lion) have been required to enter into Fixed Term Arrangements (FTAs), and those

cater than A$40 million into Partnerships for Development (PFDs).

with sales q"
Under an FTA, a foreign company commits to undertake local industrial develop-

ment activities worth 15 Percent of its projected amount of government sales over
a 4-year period. Under a PFD, a forcign firm agrees to invest 5 percent of its annual
local turnover on rescarch and development in Australia; export goods and services
worth 50 percent of imports (for hardware companices) or 20 percent of turnover (for
software companies); and achieve 70 percent local content across all exports within
the 7 year life of the PFD.

The Information Technology Services Common Use Contract Panel (ITSCUCP),
established in 1995, is used by Australian Government agencies in planning and im-
plementing information technology (IT) purchases. The ITSCUCP comprises a broad
range of private companies (unlike its &*strictcd Systems Integration Panel prede-
cessor), Any information technology company may join upon demonstrating accept-
able levels of Australian product development, investment in capital equipment,
skills development and/er services support, local sourcing, and Australian R&I) ac-
tivities.

The Australian Government’s 1994 Employment and Industry Policy Statement
requires industry impact statements to be drafted for government procurements of
A$10 million (Ug$8 million) or more, and establishes a two-cnvelope system for such
tenders. Bidders are required to submit detailed information regarding Australian
industrial development separately (in the second envelope), and bids are judged both
on price/product specifications and industrial development grounds.

uarantines: Australia’s geographic isolation has allowed it to remain relatively
free of animal discases, sugi‘; as rabies and foot-and-mouth discase. Australia im-
oses extremely stringent animal and plant quarantine restrictions. The Australian
overnment is still examining measures that would allow the lifting of
ph‘z}osanitary barriers to the importation of U.S. salmon and cooked chicken.
otor Vehicles: The import of used vehicles manufactured afler 1973 for personal
use is banned, except where the car was purchased and<used overseas b&y the buyer
for a minimum of 3 months. Commercial importers must apply for a “compliance



B R T T

22

g]ate” costing A$20,000 for cach make of car imported. lefl hand drive cars must
e converted to right hand drive (only by licensed garages) before they may be driv-

en in Australia.

6. Export Subsidies Policies

As a WTO member, Australia is subject to WTO rules on subsidies and has joined
with the United States in negotiations to limit ¢xport subsidy use.

The new coalition government severely curtailed assistance schemes to Australian
industry in its Federal budget for AFY 1996-97. Under the Export Market Develop-
ment Grants Scheme, the Australian Government gives grants to qualifying firms
of up to A$200,000 (US$160,000) to assist in offsetting marketing costs incurred
when cstablishing new export markets. There are also schemes available for draw-
backs of tariffs and sales and excise taxes paid on the imported components of ex-
ported products. Such schemes are available in the passenger motor vehicle and the
textiles, clothing and footwear industries. Consultations under WTO procedures on
export subsidies granted under the latter program to leather upholstery products for
automabiles were resolved without resort to formal dispute proceedings after the
Australian Government agreed to remove the products from the scheme. Grants
schemes and tariff concessions were subject to expenditure reductions in the 1996~
97 Federal budget. The Research and Development Tax Concession (available to
firms undertaking eligible R&D) was also reduced from 150 percent to 125 percent.
“Bounties” (i.e. production subsidies) were also cut heavily in the August budget.
The only remaining bounty is one assisting producers of computer components, and
it is due to expire on July 1, 1997,

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

7. Protection of U.S. Intellectual Property

Patents, trademarks, designs and copyrights of integrated circuits are protected
by Australian law. Australia is a member of the World Intellectual Property Organi-
zation, the Paris Convention for the Protection of Industrial Pmpeny, the Berne
Convention for the Protection of Literary and Artistic Works, the Universal Copy-
right Convention, the Geneva Phonogram Convention, the Rome Convention for the
Protection of Performers, Producers of Phonograms, and Broadcasting Organiza-
tions, and the Patent Cooperation Treaty. Australian law is broad and protects new
technology, including genctic engineering.

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, sub-
jeet to renewal. Trade secrets are protected by common law, such as by contract.
Design features can be protected from imitation by registration under the Designs
Act for up to 16 years (upon application). In 1995, a disagreement surfaced between
the United States and Australia regarding the application of a WTO requirement
under the TRIPs agreement to protect test data. UgTR has placed Australia on the
Special 301 watch list because it does not provide adequate protection for test data
submitted to regulatory authorities for marketing approval of pharmaceutical and
agricultural chemicals. Discussions on this issue continue.

Trademarks: Trade names and trademarks may be protected for 10 years and re-
newed at will by registration under the Trademark Act, 1995. Once used, trade
names and trademarﬁls may also be protected by common law without registration.
Some protection also extends to paraﬁcl importing, that is, imports of legally manu-
factured products ordered by someone other than a person or firm having exclusive
distribution rights in Australia. Parallel importation is allowed for books under
strictly ]imitcdgconditions, and has been proposed for sound recordings. Australia
has undertaken a review of compact disc pricing with a view to eliminating its ban
on parallel imports. In September 1993, the Australian Copyright Law Review Com-
mittee recommended that parallel importation of computer software be allowed
under strict limitations. No action has yet been taken on that recommendation.

Copyrights: Copyrights are protected under the Copyright Act, 1968. Works do not
require re%istratlon and copyright automatical}jy subsists in original literary, artis-
tic, musical and dramatic works, film and sound recordings. Computer programs are
considered legally to be literary works. Copyright protection is for the life of the au-
thor plus 50 years. The Australian Copyriﬁht Act provides protection regarding pub-
lic performances in hotels and clubs and against vidco piracy and unauthorized
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third-country imports. No complaints about unauthorized public showings of films
have been received for over 5 years.

New technologies: llegal infringement of technology does not appear to be a sig-
nificant problem. Australia has its own software industry and accords protection to
foreign and domestic production. Australia manufactures only basic integrated cir-
cuits and semiconductor chips. Australian television networks, which pay for the
rights to U.8. television programs, jealously guard against infringement. The fledg-
ing Australian cable TV networks appear to be doing the same.

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. ¥n general, industrial dis-
putes are resolved either through direct employer-union negotiations or under the
augpices of the various state and Federal industrial relations commissions. Aus-
tralia has ratified the major international labor organization conventions regarding
worker rights.

b. The Right to Organize and Bargain Collectively: Approximately 35 percent of
the Australian workforce belongs to unions. The industrial relations system operates
through independent Federal and state tribunals; unions are currently ful{;{einte-
grated into that process. Legislation reducing the powers of unions to represent em-
ployees was passed by Federal Parliament in November 1996.

c. Prohibition of Forced or Compulsory Labor: Compulsory and forced labor are

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

d. Minimum Age for Employment of Children: The minimum age for the employ-
ment of children varies in Australia according to industry apprenticeship programs,
but the enforced requirement in every state that children attend school until age
f1’5"01' 16 maintains an effective floor on the age at which children may be employed
ull time.

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

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

Extent of U.S. Investment in Selected Industries.—U.S. Direct
Investment Position Abroad on an Historical Cost Basis—1995

[Millions of U.S. dollars)

Category Amount

PetrolCUM ....oiveiieiic e s 2.643
Total Manufacturing .......ccccevnvennrirenein e e 8,466

Food & Kindred Products .......ccocveeviieeiiiiiiinievieiee e e 1,829

Chemicals and Allied Products .......ccccoovcvvvnvvniicriinne i, 2,323

Metals, Primary & Fabricated .........ccoocoeviiiviciinnienicnnnnn, 465

Machinery, except Electrical ..........ccocoovnvivnniiciniiiins 745

Electric & Electronic Equipment ......cccoccoovivvnicicnicinnnne 236

Transportation Equipment ........cccocvvvineiinieninnnniecnn 709

Other Manufacturing ......cccccvvvevevneviieiee e 2,159
Wholesale Trade ... e esesaeeens 2,250
BanKing ...ooveeiviiininn it e s 1,949
Finance/Insurance/Real Estate ......cccoocevveeivevinniiinn e, 2,425
Services ....... ereibeheeEreteTes i e ae b rrrohbaesae e e A re L beeet sarnnreesernrateeare 1,055
Other INdUSLLAIES ..oovvvveviiviiieeinirre e e s 5,914
TOTAL ALL INDUSTRIES ..ot 24,713

Source: U.S. Department of Commerce, Bureau of Economic Analysis.
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PEOPLE’S REPUBLIC OF CHINA

Key Economic Indicators

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

1994 1995 19961
Income, Production and Employment:
Nominal GDP .o, 549 702 830
Real GDP Growth (pet) ..., 11.8 9.5 10.0
GDP by Sector:
AGTICUILUTE oot N/A N/A N/A
Manufacturing ....ccoeeeverrvereressresnmseensreraesnnnees N/A N/A N/A
SCIVICES cvvvivevreirirreensrie st e esre e N/A N/A N/A
GOVErnmMENt ...ovieverierereiirennieniinneere s e sree s N/A N/A N/A
Per Capita GDP (USD) ..ccocoicencvnieircniicnecen, 457 579 674
Labor Force (millions) .......ccovivininnniiiiiiciinnne 647 655 663
Unemployment Rate ( » )2 . 2.8 2.9 3.0
Money and Prices (annuai percentage growth):
Money Supply (M2) . .., ST 34 29 26
Consumer Price Inflation ... 24.1 17.1 9.0
Exchange Rate (RMB/USD—annual average)
Official 3 ...cvviiiiiricecerrir i e 8.5 8.3 8.3
Balance of Payments and Trade:
Total Exports (FOB)4 .............. et et s 121.0 148.8 160.0
Exports to United StatesB ..........coovveveennene 38.8 45.5 51.9
Total Imports (CIF)4 ............... errsesesesterneressaaaans 115.6 132.1 136.0
Imports from United States® .........cccovnennnne 9.3 11.8 11.6
Trade Balance 4 ........cooccevcvvnnennnne tren v nerereeny ot 5.4 16.7 14.0
Balance with United States5 ........ccocvvvniccnnnn 29.5 33.7 40.2
Current Account Surplus/GDP (pct)® ................ 1.0 2.4 1.7
Sxternal Public Debt .....coovcciiiininnniinin 92.8 106.6 120.0
Debt Service Payments/GDP (pet) ... 9.1 7.3 7.0
Fiscal Deficit/GDP (pet) 7 c.covvvvvievrcvniininininnconn, 1.2 1.0 0.9
Gold and Foreign Exchange Reserves ................ 51.6 73.6 103.0
Aid from United States ......... vt e sreraeeseerene 0 0 0
Aid from All Other Sources ......cccoouevniinniiniiinn N/A N/A N/A

11996 figures are all estimates based on available monthly data in November 1996. Sources: State Statis-
tical Bureau Yearbook, PRC General Administration of Customs statistics, IMF and World Bank Reports,

U.8. Department of Commerce trade data and Embasn{; estimates.

2China's official unemployment rate reflects only those persons who have officially registercd as unem-
ployed in urban areas, and does not reflect serious disguised unemployment in state-owned enterprises and
in rural areas. Unofficial estimates of urban unemployment range from 10 to 15 percent.

IPrior to 1994 China maintained a dual exchange rute system China - 2with an official rate and a par-

allel “swap market” rate. In January 1994 these two rates were unified.
4 Merchandise trade. Sources: U.S. Department of Commerce (U.8.-China bilateral trade dats); PRC Cus-

toms (Chinese global trade data).
8Source: U.S. Department of Commerce snd U.8. Census Bureau; exports FAS, imports customs basis;

1996 figures are estimates bused on data available through November 1996.
8China does not have reliable data on trade in services. The numbers reported for this line represent Chi-

na's merchandise trade surplus as a percentage of GDP.
7Based on official revenues; does not include off-budget receipts from government.owned investments which

the World Bank estimates could be roughly equal to official revenues.

1. General Policy Framework

The Chinese economy has grown at an average rate of 9 percent per year since
the 1979 cconomic reforms. Real GDP growth may reach 10 percent in 1966, accord-
ing to official projections. (Though China’s official GDP figures tend to overstate
growth, official data in general reflect significant economic trends.) China appears
to have achicved a “soft landing” of single-digit inflation and stable growth in 1996.
Retail price inflation, which exceeded 20 percent in 1994, stood at only 7.1 percent
at mid-1996 compared to the year-earlier period. Price increases for services and ag-
ricultural products have been running somewhat higher, however. China continues
to attract ﬁirge inflows of foreign direct investment based on tax incentives, policies
gcnerally focused on the use of market forces to sustain growth, and the economic
ynamism of the rapidly growing private sector. China's foreign dircct investment
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inflows are expected to be about $40 billion in 1996, sccond only to those of the
United States.

The government’s five-year plan for 1996--2000 reaffirmed the importance of Chi-
na’s economic expansion by calling for 8 to 9 percent annual GDP growth through
2000 and a further doubling of GDP during 2000-2010. Economic reform and open-
ing to the outside world are central to China's development. However, the Five-Year
Plan reconfirmed the role of state-owned enterprises, which still directly account for
roughly 40 percent of total industrial output. About one-half of China's state-owned
enterprises are reporting losses in 1996. The central government is cautious about
promoting further state sector reform. Although such reform could lead to greater
efficiency, it might also result in much greater unemployment and social instability.
Substantial underemployment (cstimated at 23 n.:llion persons) in the state sector
workforce is not reflected in the official estimate of an urban unemployment rate
of 3 percent. “Triangular debt” incurred by state-owned enterprises, their banks and
their sugpliers remains large and inhibits economic and banking reform; many of
these debts are unlikely ever to be paid with cash or goods. Accounts receivable held
amon% Chinese firms in October 1996 stood close to RMB 1 trillion (roughly 15 per-
cent of GDP), compared to RMB 760 billion 1 year earlier.

As China deepens its reforms, new challenges will include the establishment of
legal and political structures to sustain high levels of forcign as well as private do-
mestic investment. China must also develop capital markets and financial institu-
tions to allocate more efficiently the large amounts of savings in the economy and
to funl:i, both domestically and internationally, infrastructure essential to sustained
growth,

China made significant import tariff adjustments affecting approximately 5,000
commodities on April 1, 1996. China’s simple average tariff rate (feclincd from 35.9
percent to 23 percent. The government maintains that it will reduce this simple av-
erage rate to 15 percent by the year 2000. However, a number of important U.S.
export commodities, such as grains, to which China had previously accorded duty-
free treatment saw import duties of 1 percent imposed. Furthermore, China an-
nounced that grains, oilseeds, and vegetable oils became subject to tariff-rate quotas
(in-quota imports pay a very low duty; over-quota imports may face prohibitively
high tariff rates exceeding 100 percent). More than a half—ycar later, China has not
formulated and published its quota levels and quota administration procedures for
these high-volume imports for which the United States is an internationally com-
petitive supplier. Customs revenues increased sharply in 1996, but still high nomi-
nal tariff rates on automobiles, spirits and other goods continue to encourage smug-
gling, with its attendant government revenue losses and enticement for corruption.

A key national priority of the 1996-2000 five-year plan is to deal with growing
regional income disparities. This requires strengthening the government’s fiscal ca-
pacity and its ability to redistribute wealth equitably. Tax reform has led to a more
simpﬁﬁed code and has reduced the gap in tax rates for state-owned and other en-
terprises. However, tax reforms and the new tax system have yet to raise signifi-
cantly real government revenues or the share of government revenues in GDP, two
key objectives.

China’s financial system remains small in comparison to the nation’s economic
ambitions and inhibits the efficient allocation of capital. However, China is moving
forward with the legal framework needed to improve the banking sector, including
laws governing the central bank and commercial banks in 1995. China now has
about 170 foreign bank branches and representative offices concentrated in coastal
arcas and large inland cities, including Beijing and Chengdu. The entry of these
banks reinforces China’s efforts to carry out financial scctor liberalization. Their
presence in the market is an important channel for tcchno]ogl))' and know-how to
drive further reform. Despite attempts to commercialize the banking sector, the
overhang of previous debt in the form of policy loans to the state sector complicates
attempts to segregate and to manage policy loans still on the books. China’s large
state banks are grappling with this problem, but liquidating state enterprise assets

would raise unemployment in the near term.

2. Exchange Rate Policies

Foreign-invested enterprises and authorized Chinese firms generally have liberal
access to foreign exchange for current account transactions. China maintains favor-
able foreign exchange rules for foreign-invested enterprises (FI1Es), which can have
forcign currency deposits and keep their foreign exchange earnings. Chinese cnter-
priscs arc required to sell their foreign exchange carnings to Chinese banks. One
effect of this policy is an artificially high level of foreign exchange reserves held at

the central bank (the People’s Bank of China).
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The People’s Bank of China announced that, cffective December 1, 1996, the
renminbi would be convertible on current account (trade) transactions. The move
marks an important step forward on currency convertibility, though China still falls
short of full convertibility on its capital account. This liberalization clearly removes
foreign exchange balancing from tjxc agenda of China’s financial authorities and
places it squarely on its trade agencies and the State Planning Commission. In the
past, balancing requirements placed on most foreign investors in China have been
Lustiﬁed" by China’s perceived need to accumulate greater amounts of foreign ex-
change reserves. In preparation for convertibility, China has accumulated over $100
billion in foreign exchange reserves. The new policy should obviate any need to im-

ose new or audit old foreign exchange balancing requirements. Whether China will
invalidate existing foreign exchenge balancing requircments placed on earlier in-
vestment approvals (and which remain as specific provisions in individual approval
documents) is still uncertain.

Chinese authorities describe the exchange rate as a “managed float.” Through
1996, the renminbi/dollar exchange rate has rarely and only shortly moved from
8.3:1. The exchange rate is permitted to fluctuate in a narrow band around central
rates announced by the People’s Bank of China. China uses the RMB/dollar ex-
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“{’3 change rate as the basic rate, and RMB rates against other currencies are cal-
“ culated by referrin%t,o international market rates of the previous day. China still
W; lacks a foreign exchange market where foreign exchange dealers interact directly
g;, with international markets. China lacks market interest rates.

j;g 3. Structural Policies

e Chinese officials claim that prices have been f(rced for about 95 percent of

consumer goods and 85 percent of industrial inputs. As part of its effort to control
inflation, however, the Chinese Government has intervened in pricing for daily ne-
cessities, basic urban services, and key commodities. China continues to maintain
discriminatory pr’icir&practices with respect to some services and inputs offered to
foreign investors in China. At the same time, foreign-invested enterprises often may
use incentives, tax holidays, and grace periods to pay less than the 33 percent cor-
porate income tax to which they would otherwise be subject. Chinese firms pay a
corporate income tax of 30 percent. State Planning Commission officials have stated
that the central government is trying to curb local governments’ use of tax incen-
tives (such as holidays or lowered rates tied to export performance) to attract for-
eign investment.

n 1994, China issued a “Framework Industrial Policy for the 1990’s” which an-
nounced plans to develop policies for the automotive, telccommunications and trans-
portation, machinery and electronics, and construction sectors. The automotive in-
dustrial policy, issued in July 1994, contains trade-restrictive import controls, local
content and other performance requirements for forecign investors, and temporary
price controls for sedans. In autumn 1996, China’s State Council was reviewing
draft industrial policies for the electronics, machinery and construction industries.
Industrial policies for telecommunications services and water resources (including
irrigation) may follow in the near term.

In 1996, the State Tax Administration implemented further reductions in the
value-added tax rebate on exports begun in 1995. This contributed to negative
g}t“owth in China's exports in tﬁz first half of 1996, but exports picked up later in
the year, perhaps not coincidentally as tax authoritics made progress in paying off
past-due value-added tax rebates to many exporters.

: 4. Debt Management Policies

: At the end of 1995, China’s external debt stood at about $107 billion, or 72 per-

cent of annual exports, according to official Chinese data. In the context of China’s

‘ strong export performance and high foreign exchange reserve levels, its current ex-

s tcrna? debt burden remains within acceptable limits. China’s 1995 debt service ratio

. was 11.2 percent (ratio of repayment of principal and interest on foreign debt to for-

: cign exchange receipts of exports plus services), down from 9.1 percent in 1994, ac-
cording to C%\inese gata. China’s ratio of foreign debt to GDP declined from 17 per-
cent in 1994 to 15 percent in 1995. The Asian Development Bank, the World Beak,

and Japan are China’s major creditors, providing approximately 60 percent of all

: China’s governmental and commercial loans.

‘ In 1995, China began drafting a law to govern management of government debt
to replace the 1992 “Treasury Bond Regulations,” which are deemed not sufficiently
international in scope. Though there is no clear timetable, the enactment of the new
law would formalize the legislative process of approving debt ceilings and more

/ clearly regulaie the activities of intermediaries and investors in the government
bond market. The Fifth Party Plenum in 1995 called for the Finance Ministry to
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unify the management of the government’s internal and external debt. These objec-
tives reflect official recognition of the need to upgrade further China'’s capital mar-
kets and improve debt management.

China’s government bond market is still in its infancy. China established a sys-
tem of primary dealers in 1994 and there are officially about 50 dealers. The Min-
istry of Finance authorizes them to underwrite bonds on a contract basis for domes-
tic customers. In July 1995, China “auctioned” bonds on a very small scale, but fi-
nancial experts do not regard these transactions as standard competitive bidding be-
cause priority was assigned not according to interest rates but to dealers who most

uickly turned in their funds. Domestic interest rates on government bonds are
ixed at about 1 percentage point above bank savings rates, which are “policy,” not
market, rates. In the last several years, China has introduced a wider variety of ma-
turities and instruments to manage its external and internal debt, but the trend is
genera]lgo toward more short- and medium-term maturities (six months and 1-5
years). Some experts have observed that the sharp rise in government borrowing in
1994 and 1995 (about RMB 103 billion and RMB 150 billion, respectively) reflects
the decision of the Third Plenum of the 14th Communist Party Congress that fiscal
deficits should be covered by bonds and not indiscriminate “policy loans.”

5. Significant Barriers to U.S. Exports

Although reforms are liberalizing its trade regime, China continues to impose se-
rious barriers to U.S. exports. Notwithstanding April 1, 1996, tariff rate adjust-
ments, China’s prohibitively high nominal tariffs discourage many imports. Chinese
officials note that customs collections, while increasing, are still considerably below
published tariff rates. China maintains several hundred formal nontariff barriers to
restrict imports, such as import licensing requirements; import quotas, restrictions,
and controls; as well as standards and certification requirements. China’s restrictive
system of trading rights, which severely limit the ability of domestic and foreign-
invested enterprises to directly import and export, raises the cost of imported goods
in China by restricting the sorts of goods that may be imported by a particular firm
and by funneling many imports through fec-collcctin;é foreign trade companies. In
many transactions, U.S. suppliers are unable to sell directly to their ultimate cus-
tomers in China. Lack of regulatory transparency remains an important problem,
although China has made important progress in publishing trade-rclated rules. Use
of unscientific sanitary and phytosanitary measures, quotas and high tariffs are bar-
riers to exports of some U.S. agricultural goods.

On October 10, 1992, the United States and China signed a memorandum of un-
derstanding (MOU) on market access that commits China to dismantle most of
these barriers and gradually open its markets to U.S. exports. The actions China
has committed to take are consistent with the obligations that would be required
for accession to the World Trade Organization (WTO). In implementing the 1992
Market Access MOU, China has published numerous previously “confidential” trade
laws and regulations, both at the national and subnational rcvc]s. Publication of
trade-related laws and regulations does not always precede implementation. Infor-
mation on China’s import quotas, crucial for foreign and domestic traders, has not
been published on an itemized basis. However, during negotiations on its WTO ac-
cession in Ceneva in November 1996, China committed to a “standstill” on WTO-
inconsistent regulations.

As a direct result of the market access MOU, China has removed over 1,000
quotas and licenses on a wide range of key U.S. exports such as telecommunications
digital switching equipment, computers, many agricultural products, and medical
equipment. Thc%atest tranche of nontariff measures (NTMs) was climinated on Jan-
uary 1, 1996, as scheduled in the agreement. China currently retains NTMs on 384
tariff line items, according to Chinese trade officials. Under the 1992 MOU, China
is scheduled to remove more of these NTMs by the end of 1996 and the end of 1997.

Despite the removal of these quotas and licenses, China is still erecting significant
new barriers to imports. Examples include new procedures for purchases of large-
size medical equipment and registration requirecments for imported (but not domes-
tically manufactured) chemicals. The automotive industrial policy includes a number
of clauses that affect car and car part imports. In addition, continued restrictions
on trading rights can act as a barrier for imports after quotas have been removed,
as in the case of crude oil imports. The Uniteud States is also seeking market access
liberalization in the context of its bilateral agreement on textile trade with China,
which was under negotiation as of January 1997.

High and unpredictable tariffs make importing into the Chinese market difficult.
Tariffs on imports can run as high as 120 percent on goods such as automobiles.
Although foreign-invested enterprises have been able to import capital equipment
for their projects duty free, phase-out of this exemption (with longer time allowed
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for bigger projects) began in the spring of 1996. Under commitments in the 1992

Market Access MOU, China lowcered tariffs on several thousand items of interest to

U.S. exporters. As part of China’s effort to accede to the WTO, the United States

is negotiating with China on further reduction of tariffs of interest to U.S. compa-

nies.

Under the market access MOU, China also agreed to base standards for the im-
ort of agricultural products and livestock geneties on sound science. Since 1992, the
nited States has signed a number of protocols with China that have opened the

door to U.S. exports of such products as apples (from Washington, Oregon, and

Idaho), cherries (from Washington), live cattle, bovine embryos and bull semen. As

a result of negotiations, Chinakhas signed a number of protocols covering the import

of agricultural commodities not included in the MOU.

For manufactured goods, China has required quality licenses before granting im-
port approval, with testing based on standards and specifications often unknown or
unavailable to f(_neigners and not applied equally to ti)ocmcstic products. In the mar-
ket access MOU, China committed to applying the same standards and testing re-
quirements to both forcign and domestic nonagricultural products. New safety
standards implemented in October 1996 have prompted fres£ allegations that im-
ported products are treated discriminatorily.

In the market access MOU, China also agreed to eliminate the use of import sub-
stitution policiecs and measures, and promised that it would not subject any im-
ported products to such measures in the future, nor would it deny approval for im-
Eorts because an equivalent product is produced in China. Nonetheless, the Chinese

overnment has continued to place local content requirements on foreign invest-

ment in China, such as in the automotive industrial policy announced in 1994.
China has made important reforms to its trade regime in recent years. In addition

to the above-mentioned actions to improve transparency, lower tariffs, and remove
nontarifl measures, China has adopted legislation or issued regulations on unfair
competition, foreign trade, labor, protection of intellectual property rights, import
quotas, commodities subject to inspection, and other trade-rclated issues. However,
implementing regulations often have not been published.

“hina has only recently begun to reform and open its services sector, and in most
arcas severely restricts or prohibits access to the market. China has initiated lim-
ited exf)criments in such areas as insurance, retailing, lega] services, and tourist re-
sorts. In insurance, Guangzhou was added to Shanghai in 1995 as a second city
with limited (one company) foreign participation. In retailing, the Ministry of Inter-
nal Trade announced late in 1996 a plan to open all provincial capitals to joint ven-
ture department stores approved at the central level (with full trading rights). The
carlier restriction had been 22 stores in 11 cities and special economic zones, al-
though many joint venture department stores have been approved at the provincial
or municipa l,evel (without trading rights). Access in two Ecy areas of interest to
U.S. companies, value-added telecommunications and financial services, remains se-
verely restricted.

Many joint ventures are highly dependent on China’s state-owned enterprises for
downstream services. Some investors have been permitted to set up their own mar-
keting and service organizations; however, many have no choice but to rely on Chi-
nesc channels for support. Imports of audio and video recordings continue to be
hampered by unofficial quotas and inconsistent enforcement of intellectual propert
laws. China does not permit foreign membership on its stock exchanges, althoug
foreigners may hold certain stock with restricted privileges. Representative offices
of foreign companies must hire their local employees through a labor services com-
pany.

Significant barriers to investment in China warrant further reform. Multiple,

time-consuming approval procedures adversely affect establishment of investments.

Depending on the locality, investments above $30 million require national as well

as local approval. Export requirements, local content requirements, and foreign ex-

change balancing reciuirements detract from China’s investment climate. China also
encourages the development of favored domestic industrics through tax incentives
and tanlf exemptions. China permits repatriation of profits when a joint venture
has carned sufficient foreign exchange to cover the remitted amount. China pub-
lished investment guidelines in June 1995 cataloguing those scctors in which foreign
investment is encouraged, allowed, restricted, or prohibited. China does not provide
national trcatment to foreign investors on establishment or operation of invest-
ments. In some key areas, such as input costs, forcign investors are often treated
less favorably than Chinese firms. Foreign investors may not own land in China,
though long-term land use deals may be approved. In at least one case, a U.S. com-

any has thus far been unable to have an international arbitration award enforced

in China.
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Although open competitive bidding procedures are increasingly used for both do-

mestic and foreign-invested projects, the grest majority of government procurement
contracts in China are handled through domestic tenders or direct negotiations with
selected suppliers. Projects in certain ficlds require government approvals, usually
from several different organizations and levels. Procedures can be opaque and for-
eign suppliers are routinely discriminated against in arcas where domestic suppliers
exist.
Customs procedures are not applied uniformly throughout China. The same prod-
uct may be dutied at different rates in different Chinese ports of entry. Some prod-
ucts are subject to different inspection or registration procedures B'lan domestic
Fmducts. For instance, China’s chemical registration regufations are applied only to
oreign-made chemicals.

6. Export Subsidies Policies

China abolished direct subsidics for exports on Januarg 1, 1991. Nonetheless,
many of China’s manufactured exports receive indirect su sidies through guaran-
teed Fmvision of energy, raw materials or labor supplies. Other indirect subsidies
are also available such as bank loans that are not repaid or enjoy lengthy or pref-
erential terms. Import/export companies also cross-subsidize unprofitable exports
with earnings from more lucrative J)roducts. Tax rebates are available for exporters
as are duty exemptions on imported inputs for export production. China reduced the
level of its value-added tax rebates to exporters in 1995, and fell billions of dollars
behind in making payments on the rebates.

In its on-going negotiations to accede to the World Trade Organization, China
maintains that it should have the right to reintroduce export subsidies for agricul-

tural goods at some point in the future.

7. Protection of U.S. Intellectual Property

With the June 17, 1996 report on Chinese enforcement actions under the Feb-
ruary 1995 bilateral intellectual property rights (IPR) enforcement agreement,
China agreed to continue making efforts to improve enforcement of its IPR laws and
regulations. Under a Section 301 review leading up to the report, the United States
had begun to examine possible retaliatory action gecause China had not made sig-
nificant progress in meeting its commitments under the 1995 agreement, but the
U.S. Trage ﬁgmsentative etermined that action was not needed in light of China’s
renewed commitment to the agreement. Of particular interest and importance will
be China’s continued efforts against pirated compact discs and CD-ROMs, seizures
of bulk cargo shipments of pirated products at CEina’s borders, and expanded mar-
ket access for legitimate U.S..IPR products and producers, including computer soft-
ware, sound recordings, motion picture products, and motion picture producers. In
the weeks before China issued ty\is report, Chinese officials closed or closed again
a number of the most notorious Chinese producers of pirated CDs and CD-ROMs,
most of them in southern China. The number of U.S.-made movies shown in China
on a revenue-sharing basis has increased in 1996. In July, a U.S. firm entered into
a licensing agreement which allows for distribution in China of its home videos, ani-
mated programs, and documentaries. One of the results of a national conference on
IPR issues conducted by Chinese officials in October was that the Ministry of Cul-
ture ordered Guangdong Province officials in southern China to extend the Min-
istry’s crackdown on IPIgpiracy there and intensify IPR enforcement efforts.

.S. businesses in China have been generally pleased that Chinese authorities are
taking U.S. concerns about IPR irnfringement more seriously than in the past. Chi-
na’s regulatory changes of recent years and improved training of IPR enforcement
officials (sometimes provided b G.S. Government agencies or U.S. Government-
funded speakers and trainers), has led to greater numbers of seizures of infringin
goods and production equipment used by IPR pirates, and greater numbers of civi
and criminal prosecutions within China against IPR offenders. Chinese police offi-
cials have launched enforcement raids and Chinese prosecutors are taking more
cases to court. Courts are also imposing higher fines, though the latter continue to
remain a cost of doing business. China has taken important steps to try to prevent
further importation by unauthorized firms of specialized equipment required for
manufacture of CDs, for instance. China has established a title verification system
for sound recordings, which though still in a rudimentary phase, should contribute
to an increase in legitimate sound recordings in China. Proiress on approval of joint
ventures in audiovisual production has been disappointing, however.

Many of these changes flow from the February 26, 1995, IPR enforcement agree-
ment, in which China took a significant step forward in its commitment to take ef-
fective measures to reduce IPR piracy. China established a State Council IPR work-
ing conference and enforcement task forces at the locsl level to carry out antipiracy
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efforts. More than 30 provincial and municipal task forces comprised of enforcement
agencies and police were established. The agreement also called for new rules for
border enforcement, a copyright verification system for audiovisual products and
CD-ROMs incorporating computer softwarce, and training in IPR enforcement.

China enacted new trademark regolations on August 1, 1995, and regulations on
customs protection of IPR on July 5, 1995. However, the customs regulations and
implementing rules, which came into effect on October 1, 1995, do not fully follow
the IPR agreement and create possible loopholes for IPR violators.

China’s Copyright Law went into effect in 1991 and a trade secrets law went into
effect in 1993. In addition, China joined the World Intellectual Property Organiza-
tion and acceded to a number of intellcctual property conventions, including the
Paris Convention on industrial property, the ]{Zrnc copyright convention, and the
Madrid pact on trademarks.

China’s patent regime is consistent with international standards. The 1992 bilat-
cral IPR MOU committed China to make important improvements in the protection
of patented products. The MOU provided F(;)): administrative protection of certain
U.S. pharmaceutical and agricultural chemicals as of January 1, 1993. In an amend-
ment to China’s patent law, China agreed to provide the equivalent of full product
patent protection for these preducts ﬁrthc were patented in the United States be-
tween 1986 and 1993 but not yet marketed in China.

Although China’s trademark regime is gencrally consistent with international
practice, piracy of trademarks is still widespread, especially in cases that deal with
well known trademarks. Actions taken against infringers must be initiated by the
injured party. Owners of unregistered wch known marks bear full responsibility for
providing cvidence that their infringed trademark is internationally known and
known “in the relevant sector of the public” in China.

Pervasiveness of copyright infringement remains among the most serious issues
facing U.S. rightholders. Compact disc (CD) plants shut down just prior to the sign-
ing of the 1995 IPR agreement rcopened and others began production before the
June 1996 report and associated reinvigoration of Chinese enforcement efforts. Al-
though China has had real success in the reduction of piracy at the retail level,
more work is required to counter piracy at the manufacturing and distribution lev-
els. A copyright title verification system, which was to be established as part of the
action plan, is being implemented slowly. Furthermore, codes which act as unique
identifiers of factories that produce CDs have not been placed in all CDD moulds.
U.S. business representatives have had limited access to 1PR task forces, and many
have complained that they must provide complete evidence of infringements before
their cases can be considered.

U.S. industry associations estimated an annual production of about 45 million pi-
rated CDs for both the Chinese market and for export during the 1994-95 period.
In 1994, they estimated that total lost sales of audio-visual products in China
reached $850 million and that software was pirated at a rate of 98 percent. Pirated
production has also shifted to higher valued CD-ROMs and video CDs, with exports
surging to higher levels between the 1995 IPR agreement and the June 1996 IPR
report.
arket access remains a continuing concern. Under the 1995 IPR Agrecment,
China agreed to permit U.S. individuals and entitics to establish joint ventures with
Chinese entities in the audiovisual sector for production and reproduction. However,
investment guidelines issued in July 1995, which prohibit the establishment of joint
ventures in movie production, seem to contradict the provisions of the IPR agree-
ment. In addition, informal quotas on imports of movies as well as possible new reg-
ulations which prohibit joint ventures in the arca of software remain IPR market

access concerns.

8. Worker Rights

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

b. The Right to Organize and Bargain Collectively: China's National Labor Law,
which entered into force on January 1, 1995, permits workers in all types of enter-
prises in China to bargain collectively. The law supersedes a 1988 law that allowed
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collective bargaining only by workers in privale enterprises. The National Labor
Law provides for workers and employers at all types of enterprises to sign individ-
ual as well as collective contracts. Collective contracts shourd be worked out be-
tween ACFTU or worker representatives and management, and specify such mat-
ters as working conditions, wage distribution, and tours of work. Individual con-
tracts should then be drawn up in line with the terms of the collective contract. Col-
lective contracts must be submitted to local government authorities for approval
within 15 days. As of August 1996, approximately 44 percent of China’s industrial
workforce was officially on collective contracts. According to the ACFTU, collective
bargaining will first be implemented mostly at foreign invested enterprises where
capital interests are clearly delincated.

c. Prohibition of Forced or Compulsory Labor: In addition to prisons and reform
through labor facilities, which contain inmates sentenced through judicial proce-
dures, China also maintains a network of “reeducation through labor” camps, to
which inmates are sentenced through nonjudicial procedures. 7nmatcs of reeduca-
tion through labor facilitics are generally required to work. Reports from inter-
national human rights organizations and foreign press indicate that at least some
persons in pretrial detention are also required to work. Chinese justice officials have
stated that in reeducation through labor facilities there is a much heavier emphasis
on cducation than on labor, Most reports conclude that work conditions in the penal
system’s light manufacturing factories are similar to those in ordinary factories, but
conditions on farms and in mines can be harsh.

d. Minimum Age for Employment of Children: China’s National Labor Law forbids
employers to hire workers under 16 ycars of age and specifies administrative re-
view, fines and revocation of business licenses of those businesses that hire minors.
Chinese law slso provides for children to receive 9 years of compulsory education
and to receive heir subsistence from parents or guardians. Laborers between the
ages 16 and 18 are referred to as “juvenile workers” and are prohibited from engag-
ing in certain forms of physical work, including labor in mines. In poorer isolated
arcas, child labor in agriculture is widespread. China’s vast reserve of surplus adult
labor minimizes incentives to employ children, and urban child labor is not consid-
cred to be widespread. No spccih}:: hinese industry is identifiable as a significant
violator of child labor regulations.

e. Acceptable Conditions of Work: The National Labor Law codifies many of the
eneral principles of China’s labor reform, setting out provisions on employment,
abor contracts, working hours, wages, skill development and training, social insur-
ance, dispute resolution, legal responsibility, supervision and inspection. There is no
national minimum wage. Rather, the Labor Law allows local governments to deter-
mine their own standards on minimum wages. China reduced the national standard
work wecek in May 1995 from 44 hours to 40 hours, excluding overtime. The Labor
L.aw mandates a 24-hour rest period weekly and does not allow overtime work in

excess of 3 hours a day or 36 hours a month. The law also sets forth a required
scale of remuneration for overtime work. Unemployment insurance schemes cover
a majority of state sector workers in urban arcas.

Every work unit must designate a health and safety officer, and the International
L.abor Organization has established training programs for such officers. Although
the 1982 Constitution does not provide for the rigtnt to strike, the Trade Union Law
explicitly recognizes the right of unions to “suggest that staff and workers withdraw
from sites of danger” and participate in accident investigations. It is unclear, how-
ever, to what extent workers can actually remove themselves from dangerous situa-
tions without risking loss of employment. Pressures for increased output, lack of fi-
nancial resources to maintain equipment, lack of concern by management, and a
oor understanding of safety issues by workers have contributed to a continuing
ﬁigh rate of accidents. According to one official survey, 18,160 people died and 6,005
people were injured in China in 1995 due to work-related accidents.

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

invested companies in general.

Extent of U.S. Investment in Selected Industries.—1U.S. Direct
Investment Position Abroad on an Historical Cost Basis—1995

[Millions of U.S. dollars]

Category Amount

POLIOICUIM conieiieeetvieiiee vttt e et ee e ae e e eeeeaesseasensebeeeenenes 794
899

Total Manufacturing ......ccocoeevvrerirvvrecensrceeeice e
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Extent of U.S. Investment in Selected Industries.—U.S. Direct
Investment Position Abroad on an Historical Cost Basis—1995—Continued

[Millions of U.S. dollars]

Category Amount
Food & Kindred Products ........ccocoviveeceiiienniiniiiiinicneen 59
Chemicals and Allied Products ......ccooccoccivnrincniniccncnnns 173
Metals, Primary & Fabricated ........c... oo, 19
Machinery, except Electrical .......ccovviivvicviniiiininiiiinen 68
Electric & Electronic Equipment .......cccoccoviviviininnnnnins (1)
Transportation Equipment ........ccocoviiiiniinniniiiininnn, 1)
Other Manufacturing ........ccccvivrnvmninnineniiiieceneienn 114
Wholesale Trade .......ccoeveeniinnennne 95
Banking ...ccimiiviiininiinniniecnenninnenn (§))
Finance/Insurance/Real Estate 03
SEOIVICES wovvvvreerreerrirrrinererrrraeeeireesrseessaessaes st s sieeessrnessnenasssnsnss )
Other INdUSLIIES ....coovierierriirnee e e e e 135
TOTAL ALL INDUSTRIES .......ooovvevveee e eeeeenenas 1,997
(1) Suppressed to avoid disclosing data of individual companies.
Source: U.S. Department of Commerce, Bureau of Economic Analysis.
HONG KONG
Key Economic Indicators
[Billions of U.S. dollars unless otherwise noted)
1994 1995 19961
Income, Production and Employment:
Nominal GDP2 ........ccooveirvvvirrnnnccnnisinnnenenn 131.0 142.9 1569.9
Real GDP Growth (pct) ....ooccvvvnvininienniinnnnnenn 5.3 4.8 4.7
GDP by Sector:
AGrIiCUIUTe ..oveeirciic e 0.2 N/A N/A
Manufacturing ......cceevervenmennini e 11.3 N/A N/A
SEIVICEB ..vevrerreiirrereerenersnesniesssessesssrsosssssossesnesis 102.5 N/A N/A
GOVErNMENt ....coeervrvireeiniereinrieriiisseensninen 10.8 12.3 13.8
Per Capita GDP (USD) ....c.ccoevmnnnvinnincinenienna 21,617 23,086 25,432
Labor Force (0008) ....c.ooooevvrmeeeeniienioresmreinssenineienns 2,973 3,068 3,251
Unemployment Rate (pct) ........ccovviiinrennieennncee 1.9 3.2 3.1
Money and Prices (annual percentage growth):
Money Supply (M2)3 ... 12.9 14.0 8.6
Consumer Price Inflation (pct) ..ooooovvvivnnicnnnnne 8.1 8.7 6.5
Exchange Rate (HK$USD)
(01 5703 - Y O PPPPON 7.73 7.73 7.76
Balance of Payments and Trade:
Total Exports (FOB)# ......ccocovvviiiiininiiins 151.4 173.8 197.2
Exports to United States® ........... reresreneeseneens 9.7 10.3 9.9
Total Imports (CIF) ..o, 161.8 192.8 217.2
Imports from United States? ... 114 14.2 13.8
Trade Balance ........cccccevemniimsiemninninnininnn e, -104 -19.0 -20.0
Balance with United States® ..........ccceeenne. -1.7 -39 -39
Current Account Deficit/GDP (pct) ....coovvveieinine 1.6 -25 -2.6
External Public Debt ......ccccovevveriiiniinninninnnnnne 0 0 0
Debt Service Payments/GDP (pct) .......cocvnveannne 0 0 0
Fiscal Deficit/GDP (pct)® ........ccovvvninniiienicrnnne 2.3 0.3 -1.04
Gold and For. Exch. Reserves (end of period)’ 49.3 55.4 62.18
Aid from United States ......c.cveimininenciinnienn 0 0 0
e ————— e
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Key Economic Indicators—Continued

[Billions of U.8. dollars unless otherwise noted]

1994 1995 19961

Aid from All Other Sources ............ e ——— 0 0 0

Sources: Census and Statistics Department.

L Estimates based on available monthly data in October 1995

3 Expenditure-based GDP estimates.

IMoney supply of Hong Kong dollars and foreign currencies.

40f which domestic exports %as opposed to re-exporis) constituted 19.0 percent (1994), 17.2 percent (1995)

and 14.1 percent (1996 estimate based on data through August).

% Source: U.S. Department of Commerce and U.S. Census Bureau; exports FAS, imports customs basis;
1996 figures are estimates based on data available through November 1996. Hong Kong Hong Kong -
2merchandise trade includes substantial re-exports (mainly from China) to the United States, whicg are not

included in these figures.
8 As of Q2 1996.
7TAs of Q3 1996.

1. General Policy Framework

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

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

ecause moneta polic% is tied to maintaining the nominal exchange rate linked
to the U.S. dollar on% ong’s monetary aggregates have effectively been demand
determined. The f-long ong Monetary ?uthority, responding to market pressures,
occasionall% adjusts liquidity through interest rate changes and intervention in the
foreign exchange and money markets.

On July 1, 1997, Hong Kong will become a Special Administrative Region of the
PRC. China will assume responsibilities for Hong Kong’s foreign affairs and defense,
but Hong Kong will remain a separate customs territory with a high degree of eco-
nomic autonomy. It will continue to manage its financial and economic affairs, to
use its own currency, and to participate independently in international economic or-

ganizations and agreements.

2. Exchange Rate Policies

The Hong Kong dollar is linked to the U.S. dollar at an exchange rate of HK$7.8
= US$1.00. The link was established in 1983 to encourage stability and investor con-
fidence in the run-up to Hong Kong’s reversion to Chinese sovereignty in 1997, PRC
officials have said they support Hong Kong’s policy of maintaining the link after
1997.
There are no multiple exchange rates and no foreign exchange controls of any
sort. Under the linked exchange rate, the overall exchange value of the Hong Kong
dollar is influenced predominantly by the movement of the U.S. dollar against other
major currencies. The price competitiveness of U.S. exports is affected in part by the
value of the U.S. dollar in relation to third country currencies.

3. Structural Policies

There has been no major change in Hong Kong’s free market approach to econom-
ics. The government does not have pricing policies, except for in a few still-regulated
sectors such as telecommunications. Its personal and corporate tax rates remain
low, and it does not impose import or export taxes. Over the ¥ast 2 years, Hon
Kong has completed its ggregulation of interest rates covering almost 99 percent o

deposits, removing interest rate caps for deposits of 7 days or less. Consumption
taxes on tobacco, alcoholic beverages, and some fuels probably restrict demand for
some U.S. exports. Hong Kong generally adheres to international product standards.

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

The Hong Kong Government has minuscule public debt., Repeated budget sur-
pluses have meant the government has not had to borrow. To promote the develop-
ment of Hon% Kong’s debt market, the government in March 1990 launched an ex-
change fund bills program with the issuance of 91-day bills. Maturities have gradu-
ally been extended. Five-year notes were issued in October 1993, extending matu-
rities beyond Hong Kong’s reversion to Chinese sovereignty, followed by 7-year notes
in late 1995 and 10-year notes in 1996. Under the Sino-British agréed minute on
financing the new airport and related railway, total borrowing for these projects
cannot exceed US$2.95 billion, and such borrowing “will not need to be guaranteed
or repaid by the government.” Liability for repayment will rest with the two statu-
tory bodies: the Mass Transit Railway Corporation and the future Airport Authority.

5. Significant Barriers to U.S. Exports

Hon%v}(ong is a member of the World Trade Organization, but does not belong
to the WTO’s plurilateral agreements on government procurement and civil aircraft.
(In late 1996, it announcegrfhat it intends to join the Agreement on Government
Procurement.) As noted above, Hong Kong is a duty-free port with no quotas or
dumping laws, and few barriers to the import of U.S. goods.

Import licenses: Hong Kong requires import licenses for textiles, rice, meats,

glants, and livestock. The stated rationale for most license requirements is to ensure
calth standards are met. The requirements do not have a major impact on U.S.
exports.

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

—Hong Kong has liberalized its telecommunications policy, but still maintains a

overnment-regulated monopoly on international voice services.

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

—A new bilateral civil aviation agreement gives U.S. air carriers important new
rights. However, the agreement does not permit codesharing or allow U.S. car-
riers new fifth freedom passenger rights to carry passengers beyond Hong Kong.
Thc:;(c factors will limit expansion of U.S. passenger carriers in the Hong Kong
market.

—In 1995, the Hong Kong Works Branch announced a new policy under which,
during 1996, government contractors must be certified by a local company that
they meet 1ISO9000 quality standards, notwithstanding the fact that %S and
other foreign certification companies have long operated without complaint in
the Hong Kong market.

—In 1995, Hong Kong adopted legislation that streamlined the licensing proce-
dures for foreign doctors. However, there is concern that U.S. specialist trainin
may be discriminated against by the non-governmental Hong Kong Academy o
Medicine, which has been asked to help cstablish Hong Kong’s first specialist
register.

—Foreign law firms are barred from hiring local lawyers to advise clients on Hong
Kong law, even though Hong Kong firms can hire foreign lawyers to advise cli-
ents on foreign law. In amendments passed in 1994, foreign law firms may now
become “local law firms” and hire Hong Kong attorneys, but they must do so
on a 1:1 ratio with foreign lawyers.

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

6. Export Subsidies Policies

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

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

ance protection to exporters.

7. Protection of U.S. Intellectual Property

With respect to the legislative arena and international conventions, Hong Kong’s
framework is world class. Hong Kong has acceded to the Paris Convention on indus-
trial property, the Berne copyright convention, and the Geneva and Paris Universal
Copyright Conventions. For those conventions that only allow sovercign state par-
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ticipation, China has stated that it would a )f)ly all of them to Hong Kong post-1997
(a continuation of current practice by the 5. nited Kingdom). Enforcement of copy-
right and rights to new technologics, however, remains a problem.

Copffrights: The Hong Kong market is flooded with pirated software and record-
ings i legﬁ]llyl})mduwd in China. Retail sale of pirated products is widespread and
blatant, The United States has urged the government at senior levels to crack down
on hawkers and retailers and the criminal syndicates behind them. Hong Kong has
responded by beefing up enforcement manpower in the customs agency and by con-
ducting more retail-level raids. So far, these actions have had no demonstrable im-
pact on the availability of pirated goods. Despite a 1995 move to amend upwards
the fines for copyright thefl, the judiciary has not significantly increased sentences
or fines on infringers. Thus there is still no effective deterrent to piracy. There is
cvidence that Hong Kong residents are involved in the production in China of in-
fringing works and in exporting the products to the rest of the world.

ew technologies: Hong Kong authorities have conducted scveral raids against
factories engaged in “re-marking” of computer central processing units. U.S. com-
puter chip manufacturers have urged the government to take stronger action.

There are no reliable figures on the total losses to U.S. firms from iracy in and
through Hong Kong. A major U.S. software company ecstimates that tge sale of pi-
rated versions of three of its top programs results in lost sales totaling US$1.7 mil-
lion per month. The U.S. music industry estimates that twenty percent of the re-

corded music sold in Hong Kong is pirated.

8. Workers Rights

a. The Right of Association: Local law provides for right of association and the
right of workers to establish and join organizations of their own choosing. Trade
unions must be registered with the government, which must also approve affili-
ations with foreign unions. No application for such affiliation has so far been re-
fused. Unions are defined as corporate bodies and enjoy immunity from civil suits
arising from breaking of contingent contracts or interference with trade by work
stoppages on the part of their members. The government does not discourage or im-
pede union formation or discriminate against union members. Workers who allege
anti-union discrimination have the right to have their cases heard by a government
labor relations body.

b. The Right to Organize and Bargain Collectively: The International Convention
on the Right to Organize and Bargain Collectively has been applied to Hong Kong
without modification since 1975. However, collective bargaining is not widely prac-
ticed and there are no mechanisms to specifically encourage it. Instead, a dispute
settlement system administered by the government is generally resorted to in the
case of disagrecements. In the case of a labor dispute, should initial reconciliation
efforts prove unsuccessful, the matter may be referred to arbitration with the con-
sent of the parties or a board of inquiry may be established to investigate and make

suitable recommendations.
c. Prohibition of Forced or Compulsory Labor: Compulsory labor is prohibited

under existing legislation.

d. Minimum Age for Employment of Children: The “Employment of Children” reg-
ulations prohibit employment of children under age 15 in any industrial establish-
ment. Children ages 13 and 14 may be employed in certain non-industrial establish-
ments, subject to conditions aimed at ensuring a minimum of 9 years of education
and protecting their safety, health, and welfare. The government continues inspec-
tions to safeguard against the employment of children. Few violations have been
found in recent years.

e. Acceptable Conditions of Work: There is no minimum wage cxcept for foreign
domestic workers. Aside from a small number of trades and industries in which a
uniform wage structure exists, wage levels are customarily fixed by individual
agreement between employer and employee and arce determined by supply and de-
mand. Hours and conditions of work for women and young persons aged 15 to 17
in industry are regulated. There are no legal restrictions on hours of work for men.
Overtime 13 restricted in the case of women and prohibited for all persons under
age 18 in industrial establishments. In extending basic protection to its work force,
the government has enacted industrial safety and compensation legislation. The
Labor Department carries out inspections to enforce legislated standards and also
carries out environmental testing and conducts medical examinations for complaints
related to occupational hazards.

f. Rights in Sectors with U.S. Investment: U.S. direct investment in manufacturing
is concentrated in the electronics and electrical products industries. Aside from haz-
ards common to such operations, working conditions do not differ materially from
those in other sectors of the economy. Rcﬁative labor market tightness and high job
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turnover have spurred continuing improvements in working conditions as employers

compete for available workers.

Extent of U.S. Investment in Selected Industries.—U.S. Direct
Investment Position Abroad on an Historical Cost Basis—-1995

j; [Millions of U.8. dollars)
Category Amount
Petroleum .....coeeiveiineernneccnnrenrer e e s s e ne e eneenas 600
Total Manufacturing .....c..eeeeeeninniiee s 1,980
Food & Kindred Products ........ccccoevveiviivieiivicciicine i -8
Chemicals and Allied Products ..........ccoocevevvniveneivecnnn, 119
Metals, Primary & Fabricated ........c.cccooevviniiniiiinninnne (D
: Machinery, except Electrical ........ccccoecovienenveninveeninncninennns 492
i Electric & Electronic Equipment .......c.cccocoooniinninicnininn, 597
Transportation Equipment .......cceeceivinmininnnnininnennannn, 1
Other Manufacturing .........cocccvvevrveviininienrinnnniennieninnn 627
Wholesale Trade ......occceveeeeceiineinecinieniensnenssennesnnserenieesnnnes 4,953
BanKing ......cociviecirmrnniinniinioiei e 1,323
: Finance/Insurance/Real Estate ........c.cccoccvvveeiievennniininciiennn 3,772
; SETVICES ..uvvviirrirrerennirrrsnirverrsstesseeeereesssessesssesseessersssevensssesaseens 565
: Other INAUSLIIEs .....covviieieiiiiceeereecce e e e e e 587
TOTAL ALL INDUSTRIES ......ccoovviirinerieccnnne s 13,780
1 Suppressed to avoid disclosing data of individual companies.
Source: U.S. Department of Commerce, Bureau of Economic Analysis.
i
' INDONESIA
Key Economic Indicators
[Billions of U.S. dollars unless otherwise noted]
1994 1995 19961
Income, Production and Employment:
Nominal GDP ... e ccennessiien e 178.5 198.1 221.7
Real GDP Growth (pet) .veeeeeeevicncicnniiiniiiniinn 7.5 8.1 7.6
GDP by Sector: 2
Agriculture ..., 30.5 33.5 36.8
Manufacturing ....ccccevenccnninnenenen s 41.8 50.2 60.3
SerVICES .uvivirveerrereinirrnereienriennsieseeii et 62.6 71.0 80.5
Government .......ccocceviineniinnen e 10.6 104 10.5
Per Capita GDP (USD) .....ccoenivninininicviinnns 913 1014 1116
Labor Force (millions) ....ccccvcmvcvvirneninincciiinnecns 86 90 94
Unemployment Rate (pct) .c.oooocvviiiiiiiniiiinnnnn 3.7 44 4.6
Money and Prices (annual percentage growth):
Money Supply (M2) ...occovinmneniininiinniniiinns 20.2 27.6 30.8
Consumer Price Inflation (pct) ..o 9.6 9.0 8.0
Exchange Rate: (rupiah/USD)
OfTICIAL oeveereeirerrereeiere i ccirvsreiereerreensesesennsresses e 2161 2249 2335
Balance of Payments and Trade:
Total Exports (FOB) .......ccovnvvniicivcniniinninnnee 40.2 45.5 50.4
Exports to United States? .............ccoueinnninns 6.5 7.4 8.2
Total Imports (CIF) ...ccoovvviniiiniiniiniin 32.3 39.8 44.9
Imports from United States? .......................... 2.8 3.4 3.7
Trade Balance .........ccveeeeivvinnmennnnneenieniniiin 7.9 5.7 5.5
Balance with United States? .........cccooveniinnne 3.7 4.0 4.5
External Public Debt ......cccoeveevevivicrnnieninsincnee. 101.3 108.5 116.5
Debt Service Paymentsa/GDP (pct) ............cocnee. 7.9 7.9 gg
3.6 .

Current Account Deficit/GDP (pct) ......coceveeneee 1.7
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Key Economic Indicators—Continued

[Billions of U.S. dollars unlesk otherwise noted |
1994 1995 19961
Fiscal Deficit/GDP (pct) .ocoooveireirecvieirine e -0.2 -1.0 ~0.1
Gold and For. Exch. Reserves (end of period) ... 13.2 14.7 17.1
Aid from United States (millions of USD) ......... 55.0 96.0 71.0
Aid from All Other Sources .......ccoovvveerirecennnnens 5.2 5.3 5.2

Sources: Government of Indonesia, US Department of Commerce, IMF.
! Estimates based on available monthly data in November 1996.

2GDP at market prices.
3Source: U.S. Department of Commerce and U.S. Census Burcau; exports FAS, imports customs basis;

1996 figures are estimates based on data available through November 1996.

1. General Policy Frameworr

Indonesia has made remarkable economic progress over the last 30 years. When
President Socharto took 'powcr in 1967, it was one of the world’s poorest countries,
with per capita GDP of $70 per person. Indonesia’s estimated per capita GDP
passed $1000 in 1995, life expectancy has risen to 63 ycars from 41 years in 1965,
and infant mortality and illiteracy rates have fallen dramatically. Real GDP growth
has averaged over 7 percent per year since 1991, while inflation has been confined
to the 5-10 percent ranlge.

In the latter part of 1995, the economy began to show signs of overheating. Infla-
tion threatened to exceed 10 percent, imports grew by more than 25 percent, and
the current account deficit more than doubled, growing from $3.0 billion (1.7 percent
of GDP) in 1994 to $7.2 billion (3.6 percent of GDP) in 1995. In early 1996, tg(é gov-
ernment took a series of actions designed to cool the economy, including raising the
reserve requircments for commercial banks and running a fiscal surplus by using
proceeds of privatization to repay high-interest official debt. By September 1996,
those actions appeared to be making an impact as inflation dropped to 7.1 percent
and the current account deficit stabilized as a percentage of GDP.

The government maintains a balanced budget in the sense that expenditures do

not exceed domestic revenue plus foreign assistance receipts. The Central Bank con-

trols the money suppBr thmugh the purchase and sale of its own debt instruments,
a

known as “Sertifikat Bank Indonesia.”

The Indonesian Government has made considerable progress in trade and invest-
ment deregulation, usually by periodically implementing “deregulation packages” of
liberslization measures. In mid-1994, Indonesia lowered investment barriers, and in
May 1995 the government unveiled a comprehensive tariff reduction package which
covered roughly two-thirds of all traded goods and will reduce most tariffs to under
5 percent by 2003. The June 1996 deregulation package detailed a schedule of tariff
reductions to meet the government’s goal of reducing all tariffs in the 1-20 percent
range to 5 percent or less by 2000, and to reduce all tariffs in the 20 percent and
higher range to 10 percent or less by 2003. However the government’s deregulation
packages have made comparatively little progress in reducing non-tariff barriers.

Indonesia’s economic development offers promise for U.S. business. U.S. exports
to Indonesia have quadrupled since 1987. Fn 1995, the United States enjoyed the
benefit of a 27 percent increase in total Indonesian imports. U.S. exports to Indo-
nesia grew by nearly 20 percent in 1995 to $3.4 billion. The best prospects for U.S.
exporters include equipment used in the construction of infrastructure, machinery,
agricultural products fgr consumption and as manufacturing inputs, aviation equip-

ment, and houschold consumer goods.

2. Exchange Rate Policies

The Indonesian currency, the rupiah, is on a managed float, de{)rcciatin slowly
against a basket of trading partners’ currencics. In the past several years, Bank In-
donesia has steadily widened the band between its buying and selling rate on the
rupiah in an effort to encourage the development of an interbank foreign exchange
market and discourage short term capital flows. At the end of October 1996, the ex-

change rate was 2320 rupiah per dollar.
3. Structural Policies

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

to a few goods such as fertilizers.
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Individuals and businesses are subject to income taxes, In 1995, the government
reduced the highest marginal income tax rate to 30 percent for earnings in excess
of $33,000. A value-added tax and import duties are other important sources of gov-
ernment revenue. Companies can a p')y for an exemption from or a rebate of import
dutics and VAT paid on inputs used to produce exports, A few products remain sub-
ject to export taxes, usualr with the goal of job ercation. For example, in October
1989 export taxes on sawn lumber were raised to prohibitive levels and in May 1992
a ?rcvious export ban on logs was replaced by high export taxes.

n late 1995 President Socharto issued a decree encouraging all taxpayers with
incomes above $45,000 to donate 2 percent of after-tax income to charity. While the
legal situation remains murky, a December 1996 Presidential decree indicates that

contributions may be obligatory and apply to foreign companies,

4. Debt Management Policies

Indonesia’s medium and long term foreign debt totals about $110 billion, with
about $63 billion owed by the state sector and $47 billion by the private sector. In
1996 Indonesia will pay approximately 35 percent of total export earning to prin-
cipal and interest payments on its foreign debt. The government is fully committed
to meeting its debt service obligations and has no plans to seek a debt rescheduling.

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

5. Significant Barriers to U.S. Exports

Import licenses: The government has been reducing the number of items subject
to import restrictions and special licensing requirements. Since the January 1998
deregulation package, 203 tarifl lines remain subject to restrictive import licenses,
down from 261 in 1994 and 1,112 in 1990.

Services barriers: Despite some loosening of restrictions, services trade entry bar-
riers continue to exist in many sectors, particularly in the financial sector. Foreign
banks, securities firms, and life and property insurance companies are permitted to
form joint ventures with local companies, but in most cases the capitalization re-
quirements are higher than for domestic firms. Foreign accounting firms must oper-
ate through technical assistance arrangements with local firms, and citizenship is
a requirement for licensing as an accountant. Foreign agents and auditors may act
only as consultants and may not sign audit reports. Foreign law firms are not al-
lowed to establish practices in Indonesia. Attorneys are admitted to the bar only if
aduated from an Indonesian legal faculty or an institution recognized

they have gr
as the equivalent. Foreign companies incorporated in Indonesia may issue stocks

and bonds through the capital market.

Distribution in the domestic market remains quite restricted. The June 1996 de-

regulation package included a first step in opening the distribution sector to major-
ity foreign investment by allowing foreign firms with plants in Indonesia to import
and sell complementary goods from affiliated companies. Majority owned foreign
plants may also sell their own products down to the wholesale level. Indonesia im-
poses a quota on the number of foreign films which may be imported in a given
year. Films may be imported and distributed only by fully Indonesian-owned compa-
nies.
Standards, testing, labeling and certification: In May 1990, the government issued
a decree which states that the Department of Health must decide within 1 year of
receipt of an application whether to grant registration for new foreign pharma-
ceutical products. In practice, registration can take longer, although companies re-
port that the process is slowli improving. Foreiﬁn pharmaceutical firms have scen
copied products available on the local market before their products were registered.
Through changes in its patent law, the government is addressing such problems.

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

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

In March 1996, Indonesia announced a “pioncer” auto industry policy intended to
promote the establishment of an indigenous Indonesian auto in'ci)tlxstry. The program
grants import tariff and tax preferences to only one company which meets certain
requirements, including that it be fully Indonesian owned and that it meet specified
domestic content levels within 3 years. In addition, the company may import up to
45,000 completely built-up units duty free until it has established production capac-
ity. The United States is engaged in consultations on this policy under the World
Trade Organization.

Government procurement practices: In 1994, the government enacted a new pro-
curement law to regulate government procurement practices and strengthen the
rmcurement oversight process. Most large government contracts are financed by bi-
ateral or multilateral donors who specify procurecment procedures. For large
projects funded by the government, internaticnal competitive bidding practices are
to be followed. The government seeks concessional financing which includes a 3.5

A
oy percent interest rate and a 25-year repayment period with 7 years' grace. Some
3 prujects do proceed on less concessional terms. Foreign firms bidding on certain gov-
4 ernment-sponsored construction or procurement projects may be asked to purchase
’ and export the equivalent in selected Indonesian products. Government departments
i and institutes and state and regional government corporations are expected to uti-
3 lize domestic goods and services to the maximum extent feasible, but this is not
¥ mandatory for foreign aid financed goods and services procurement. State owned en-
4 terprises which have offered shares to the public through the stock exchange are
i exempted from government procurement regulations.
s Customs procedures: In response to grave concern about the effectiveness of its
¥ Customs Service, the government decreed in 1985 that all imports valued at more
»::% than $5,000 must bear a verification report issund by the Swiss inspection firm
ey

Sociéte Generale de Surveillance (SGS) regarding the type of good, quality, quantity,
and applied cost. These inspections are carried out at the point o?cxit of all ship-
ments to Indonesia and duties calculated based on the effective price contained in
the examination report. Beginning in April 1997, all pre-shipment inspection will be
phased out and the Customs Department will resume full authority over customs

valuation,
6. Export Subsidies Policies

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

7. Protection of U.S. Intellectual Property

Indonesia is a member of the World Intellectual Pro rt;' Organization and is a
yarty Lo certain sections of the Paris Convention for tﬁg Protection of Intellectual
i’roperty. It withdrew from the Berne Convention for the Protection of Literary and
Artistic Works in 1959.

Indonesia is making progress in intellectual property protection. In April 1996,
the U1.S. Trade Representative named Indonesia on its Special 301 Priority Watch
: List for software piracy and failure to protect trademarks. The government often re-
K sponds to U.S. companies which put forward specific complaints about pirated goods
and trademark abuse, but the court system can be cag}ricious, and punishment of
pirates of protected intellectual property is very rare. New patent, trademark, and
copyright laws submitted to Parliament in December 1996 arc designed to bring In-
donesia’s laws into compliance with the WTO Agreement on Trade-Related Aspects
of Intellectual Property. They appear likely to address many of the remaining legal
deficiencies which pose problems for U.S. companies.

—Patents: Indonesia’s first patent law came into effect on August 1, 1991. Several
avcas of concern remain, including compulsory licensing provisions, a relatively
short term of protection (14 years), and a provision which allows importation
of 50 pharmaceutical products by non-patent holders. When enacted, the new
»atent law may address many of these concerns,

X —Trademarks: The April 1993 trademark law provided for determination of trade-

mark rights by registration rather than first use. The law provides protection
for well known marks but because the judicial process is time-consuming and
unreliable, companies continue to find it difficult to protect well known marks
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in Indonesia. After registration, marks must actually be used in commerce and
ﬁangellation actions must be lodged within § years of the trademark registration
ate.

—Copyrights: In 1987, Indonesia enacted amendments to its copyright law which
largely brought it into conformity with international standards for copyright
protection. A bilateral copyright agreement between the United States and In-
donesia went into effect in August 1989 extending national treatment to euch
other’s copyrighted works. The government has demonstrated that it wants to
stop oogyri ht piracy and that it is willini to work with copyright holders to
this end. There is good enforcement of the ban on pirated audio and video cas-
settes and textbooks, but enforcement efforts against software piracy are still
in an early stage.

—New technologies: Biotechnology and integrated circuits are not protected under
Indonesian intellectual property laws, The government is in the process of pre-

aring laws on trade secrets, industrial design, and integrated circuits.
~Impact: U.S. industry has placed considerable emphasis on improvement of In-
donesia’s intellectual property regime, but it is difficult to estimate prospective
losses incurred by currenﬁnadequacies in protection.

8. Worker Rights

a. The Right of Association: Private sector workers, including those in export proc-
essing zones, are by law free to form worker organizations without prior authoriza-
tion. However, government policies and current numerical requirements for union
recognition constitute a significant barrier to freedom of association and the right
to engage in collective bargaining. The Federation of All-Indonesian Trade Unions
(SPSI), the only trade union federation recognized by the government, and single
company “plant-level unions” can legally bargain on behaFf of employees or rep-
resent workers in the Department of Manpower’s labor courts. The government may
dissolve a union if it believes the union is acting against the national ideology,
Pancasila, although it has never actually done so, and there are no laws or regula-
tions specifying procedures for union dissolution.

Two labor groups other than SPSI are active but not recognized by the govern-
ment: the Serikat Buruh Sejahtera Indonesia (SBSI, Indonesian Prosperity Trade
Union), and the Alliance of Independent Journalists (AJI). The government consid-
ers the SBSI and AJI to be illegal and has harassed them by arrests, interrogations,
and disbanding meetings, but has not formally banned them. The leader of the
SBSI, Muchtar Pakpahan, was arrested on su{vcrsion charges in July 1996; his
trial began in early December.

Civil servants are not permitted to join unions and must belong to KORPRI, a
nonunion association whose central development council is chaired by the Minister
of Home Affairs. State enterprise employees, defined to include those working in en-
terprises in which the state ﬁas a holding of 5 percent or more, usually are required
to join KORPRI, but a small number of state enterprises have SPSI units. Teachers
must belong to the teachers’ association (PGRI). All organized workers except civil
servants have the legal right to strike. While state enterprise employees and teach-
ers rarely exercise this right, private sector strikes are frequent.

b. The Right to Organize and Bargain Collectively: Recognized trade unions and
plant level unions can lega]]y engage in collective bargaining. In companies without
unions, the government discourages workers from utilizing outside assistance, pre-
ferring that workers seek its assistance. By regulation, negotiations must be con-
cluded within 30 days or be submitted to the Elépartment of Manpower for medi-
ation and conciliation or arbitration. Agrcements are for 2 years and can be ex-
tended for 1 year. According to NGO’s involved in labor issues, the f)mvisions of
these agreements rarcly go beyond the legal minimum standards established by the
government, and the agreements are often merely presented to worker representa-
tives for signing rather than being negotiated.

Although government regulations prohibit employers from discriminating against
or harassing employees because of union membership, there are credible reports
from union officials of employer retributirn against union organizers, including fir-
ing, which is not effectively prevented or remedied in practice. Charges of antiunion
discrimination are adjudicated by administrative tribunals. However, because many
union members believe the tribunals generally side with employers, many workers
reject or avoid the procedure and present their gricvances directly to the national
human rights commission, parliament and other agencies. Administrative decisions
in favor of dismissed workers tend to be monetary awards; workers are rarely rein-
stated. 'I'hc(fprovisions of the law make it difficult to firc workers, but the law is

often ignored in practice.
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On June 1, 1996 the Minister of Manpower issued a new regulation permittin
unions affiliated with the SPSI to collect union dues directly through the check-o
system, rather than having the Department of Manpower colf:zct dues.

The armed forces, which include the police, continue to involve themselves in
labor issues, despite the 1994 revocation by the Minister of Manpower of a 1986 reg-
ulation allowing the military to intervene in strikes and other labor actions. A 1990
decree giving the Agency for Coordination of National Stability (BAKORSTANAS)
the right to intervene in strikes in the interest of political and social stability re-
mains in effect.

¢. Prohibition of Forced or Compulsory Labor: The law forbids forced labor, and
the government generally enforces it. However, there are credible reports of teenage
children being forced to work under highly dangerous conditions on fishing plat-
forms off the coast of northeastern Sumatra. These platforms are miles off shore
with access controlled by the employers, and in many cases the children are held
virtual prisoners on the platforms and forced to work for up to 3 months at a time
for well below the minimum wage. According to knowledgeable sources, hundreds
of %}}ildrcn may be involved. The local government has done little to address the
problem.

d. Minimum Age for Employment of Children: Child labor exists in both industrial
and rural areas, and in both the formal and informal scctors. According to a 1995
report of the Indonesian Central Bureau of Statistics, four per cent of Indonesian
children between the ages of 10 and 14 work, and another four per cent work in
addition to going to school. Indonesia was one of the first countries to be selected
for participation in the ILO’s International Program on the Elimination of Child
Labor (IPEC), and it signed a memorandum of understanding with the ILO on May
29, 1992, to guide collaboration under this program. One hundred thirty government
labor inspectors received ILO-sponsored training on child labor matters under the
IPEC program. However, enforcement remains lax.

e. Acceptable Conditions of Work: Indonesia does not have a national minimum
wage. Rather, area wage councils working under the supervision of the national
wage council establish minimum wages for regions and basic needs figures for each
province, a monetary amount considered sufficient to enable a single worker to meet
the basic needs of nutrition, clothing, and shelter. While Indonesia has succeeded
in dramatically lowering the level of poverty throughout the country, until recently
the minimum wage rates have usualr; lagged behind the basic needs figures. The
government raised minimum wage rates tge last 3 years, and in 1996 required em-
ployers to pay workers for 30 days during a month. In Jakarta the minimum wage
1s about $2.28 (rupiah 5200) per day. An additional increase is planned for late
1996.

There are no reliable statistics on the number of employers paying at least the
minimum wage, though government efforts at enforcement have increased in recent
years. Estimates by observers range from 30 to 60 percent.

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

oth law and regulations provide for minimum standards of industrial health and
safety. In the largely Western-operated oil sector, safety and health programs func-
tion reasonably well. However, in the country’s 100,000 larger registered companies
in the non-oil sector, the quality of occupational health and safety {)rograms varies
greatly. The enforcement of health and safety standards is severely hampered by
the limited number of qualified Department of Manpower inspectors as well as by
the low level of employee appreciation for sound health and safety practices. Allega-
tions of corruption on the part of inspectors are common. Workers are obligated to
report hazardous working conditions. Employers are forbidden by law from retaliat-
ing against those who do, but the law is not effectively enforced.

Lf. ights in Sectors with U.S. Investment: Working conditions in firms with U.S.
norm for Indonesia. Application
upon wheth-
bﬁc. US. in-

ownership are widely recognized as better than the
of legislation and practice governing worker rights is largely dependent
er a particular business or investment is characterized as private or pu
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vestment in Indonesia i3 concentrated in the petrolcum and related industries, pri-
mary and fabricated metals (mining), and pharmaceutical sectors.

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

Regulations pertaining to child labor and child welfare are applicable to employers
in all sectors. Jmpl(){ment of children and concerns regarding child welfare are not
considered major problem areas in the petroleum and fabricated metals sectors. Leg-
islation regarding minimum wages, hours of work, overtime, fringe benefits, healt
and safety applies to all sectors. The best industrial and safety record in Indonesia

is found in the oil and gas sector.

Extent of U.S. Investment in Selected Industries.—U.S. Direct
Investment Position Abroad on an Historical Cost Basis—1995

[Millions of U.S. dollars]

Category Amount
Petroleum ..ot 5,132
Total Manufacturing .......ccceeeeverirecerieenrerecie e 204
Food & Kindred Products .........c.occoeevvvvevviveoieeeiie e 30
Chemicals and Allied Products ........cccovvvvevveeeeeevernernnon, 105
Metals, Primary & Fabricated .......ccccoovveeveoeivririnienenn 8
Machinery, except Electrical .........ccccooevevvieinieeciiiiniiinnn, 1
Electric & Electronic Equipment .....c.ccccoovivvvieiiiiiniiinana, 31
Transportation Equipment .......cccoveveviievicviieiiccn, 1)
Other Manufacturing .....cceevvvveviieiie oo (1)
Wholesale Trade .......ccoocooeiciiinieoeeee et eeeeeecese e reeeseeaees 64
BanKIing c.vev vttt e (1)
Finance/Insurance/Real Estate ......o.occoovvveveveeeeeoeeeeeeeean, 36
SEIVICES 1.vviviiniiiieeici ettt ae s e etbeeseests erreareste s (1)
Other INAUSLIIES ..ovviviveeee it ee e aevt e ces e e s sereseaes 1,404
TOTAL ALL INDUSTRIES .ooovvi oottt 7,060
(1) Suppressed to avoid disclosing data of individual companies. .
Source: U.S. Department of Commerce, Bureau of Economic Analysis.
JAPAN
Key Economic Indicators
[Billions of U.S, dollars unless otherwise noted|
1994 1995 1996
Income, Production and Employment:
Nominal GDP .....ooovviviiiiieee e v 4,688.5 5118.9 4,650.7!
Real GDP Growth (pet) ...cooveevvnivcceninceennnn, 0.6 1.4 3.72
GDP by Sector:
AGrIcUItUTe ..ovvevieiveer e 98.8 N/A N/A
Manufacturing .......ccccvmveeriniinne s 1,167.3 N/A N/A
SEIVICES wrvvrvireeriiiireriinrieiis b eriessareeeee s e 720.1 N/A N/A
GOVErNMENLt ..ovvceeeeeeieviieeiire e e esnrreeens 330.0 N/A N/A
Per Capita Income (USD) .....ccccovcvrvivvceirecveinennns 29,244 N/A N/A
Labor Force (millions) .......ccovvvvvevvvinnvecrnnrinennn, 66.5 66.7 67.13
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Key Economic Indicators—Continued
[Billions of U.S. dollars unless otherwise noted]

1994 1995 1998
Unemployment Rate (pet) ..ooveeveevevereeecvcnineenane. 2.9 3.2 343
Money and Prices (annual percentage growth):
Money Supply (M2 + CD) ....cceeevreercenecceereen 2.1 3.2 3.33
Consumer Price Inflation ........cccooveereeerercrnvnennnn 0.7 -0.1 0.08
Exchange Rate: (yen/USD) ......ccocvvrvevvevvrnervenan. 102.21 9390 108.80+
Balance of Payments and Trade:

Total Exports (FOB) .....cccoeevericemneervnencrereenenne 397.2 443.1 404.15

Exports to United States (FOB) ...................... 119.2 123.5 115.1¢6
Total Imports (CIF) .....occoeeierccevrneercevcrennieneens 275.7 336.0 342.2°5

Imports from United States (CIF) .................. 53.5 64.3 67.86
Trade Balance ..........ccoevuenemnensmenencasesnissransesnions 121.5 107.1 62.06

Trade Balance with United States ................. 65.7 59.2 4746
Current Account Surplus/GDP (pct) .....cccvenneeeee. 2.8 2.2 1.6+
External Public Debt .......ccccceerimrcrecrecsnrnnnsnnnnas 0 0 0
Debt Service Payments/GDP (pct) ..........ccconeee. 0 0 0
Fiscal Deficit/GDP (PCL) «cucveeeeeronnccscresrerenranennne 2.1 N/A N/A
Gold and Foreign Exchange Reserves ................ 122.8 182.8 216.07
Aid from United States ......ccccoccreevvcrenvensinnneens 0 0 0
Aid from All Other Sources ........c.cocovvereveeennonne 0 0 0

1 January-September, seasonally adjusted, annualized.
3 January-September, year-over-year.

3 January-September, non-seasonally adjusted average.
4 January-September, non-seasonally adjusted.

8 Japanese customs basis.
8 Source: U.S. Department of Commerce and U.S. Census Bureau; exports FAS, imports customs basis,;

1996 figures are estimates based on data available through November 1996.
7End of September.

1. General Policy Framework

Japan’s economy, the world’s second largest at roughly $4.7 trillion, has grown at
3.7 percent in real terms in the first three quarters of 1996, after registering less
than 2 percent growth for 4 years from 1992 to 1995. The government, however, offi-
cially projects 1.9 percent growth for fiscal year 1997, the lowest official forecast for
growth in the postwar era.

The current economic slowdown, which began in mid-1991, is one of the longest
in Japan’s postwar history. (Until 1992-3, Japan had never experienced two con-
secutive years of less than 3 percent real growth in the postwar period.) The surge
in asset prices to unsustainable levels and high rates of capital investment and hir-
ing in the late 1980’s gave way by 1991 to sharply slower growth, corporate restruc-
turing, and balance sheet adjustment by businesses and consumers, .

In recent years, the Japanese Government has used public spending to offset
weak or negative private demand growth. Six fiscal stimulus packages between Au-
gust 1992 and September 1995 have boosted public investment spending substan-
tially, while temporary tax cuts have supported private demand.

Japan’s 1995 external accounts posted global trade and current account surpluses
of $132 billion (BOP basis) and $111 billion, respectively. Through the first 8
months of 1996, import volume grew at a double digit rate in spite of sluggish do-
mestic demand growth, while exports rose at a more moderate pace. The current
account surplus through the first 8 months of 1996 fell to an annualized level of
approximately $66 billion.

n order to ease credit conditions to support the economy, the Bank ¢{ Japan low-
ered the official discount rate nine times between mid-1991 and September 19956
from 6.0 percent per {ear to 0.5 percent. Nominal interest rates have set new record
lows during 1996; still, bank lending has remained sluggish.

2. Exchange Rate Policy

The yen has generally depreciated against the dollar in 1996. The average ex-
change rate through the first 9 months of 1996 was 107 yen per dollar, versus 94
yen per dollar in 1995. The U.S.JJapan financial services agreement of February
1995 resulted in significant relaxation of foreign exchange controls, and Japanese
authorities are considering adopting additional decontrols in the near future.
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3. Structural Policies

Pricing policy: Japan is a market economy, with prices gencerally set in accordance
with supply and demand. However, with very high gross retail margins (needed to
cover high fixed and personnel costs) and a compﬁ-x ‘gstribution system, Japan’s re-
tail prices exhibit greater downward stickiness than in other large market econo-
mies. Moreover, some sectors such as construction are susceptible to cartel-like pric-
ing arrangements, and in many key sectors heavily regulated by the government
(i.e. transport, energy) some prices are still set by government policy.

Tax policy: Japanese corporate taxes are generally high by OECyD standards. In-
come tax levels vary by income bracket; the scale is highly progressive. Temporary
income tax cuts totaling 2 trillion yen per Kcar expired at the end of 1996, while
Xme ci-ulr;ggt 3 percent consumption tax is scheduled to be increased to 5 percent in

pri .

Regulatory Policy: Japan’s economy remains highly regulated, and the Japanese
Government and business community recognize that deregulation is a high priority
issue, Still, opposition to change remains strong among vested interest groups and
the economy remains burdened by numerous national and local government regula-
tions, which have the effect of impeding market access by foreign firms. Official reg-
ulations also reinforce traditional Japanese business practices that restrict competi-
tion, help block new entrants (domestic or foreign) ang raise costs.

Deregulation: In April 1995 the government issued a 3-year action plan aimed at
deregulation. The plan was revised in March 1996, and the final revision will take
place in March 1997. To date deregulation efforts have made limited progress, inad-
equately addressing important issues in a wide range of sectors including distribu-
tion, transportation, legal services and labor. Examples of regulations that act as
impediments include: the large scale retail store law, designed to protect local mer-
chants from large retail competition; highly restrictive harbor practices; severe re-
strictions on foreign lawyers; and the Japancse Government’s tight regulation of all
nongovernmental employment services, including job placement, executive search,
recruitment, personnel counseling and training, anci temporary worker services.

4. Debt Management Policies
Japan is the world’s largest net creditor. It is an active participant together with
the United States in international discussions of developing country indebtedness is-

sues in a variety of fora.

5. Significant Barriers to U.S. Exports

Telecom and Broadcast: Access to the telecommunications and broadcasting serv-
ices market remains constrained by both regulatory barriers and monopoly prac-
tices. NTT’s exploitation of its monopoly power has severely restricted domestic com-

etition and hinders U.S. firms’ efforts to enter this market. A 33 percent foreign
investment limit in cable TV significantly restricts access to a market where U%.
companies excel. Similar investment restrictions, and a primitive regulatory regime,
hinder access to the direct-to-home satellite broadcasting market. Japan’s deviance
from international standards for telecommunications equipment hampers foreign
equipment makers’ efforts to sell in Japan.

Foreign direct investment (FDI): FDI into Japan has remained extremely small in
scale relative to the size of the economy. In 1995, FDI totaled $2 billion, or 0.02

ercent of GDP, as compared to $60 billion, or 1.0 percent, in the United States.

he low level of FDI reflects the high costs of doing business, formerly explicit in-
vestment barriers, and a continuing environment of structural impediments to

eater foreign investment. The challenges facing foreign investors see ing to estab-
ish or enhance a presence in Japan include laws and regulations that directly or
indirectly restrict the establishment of business facilities, close ties between govern-
ment and industry, informal exclusive buyer-supplier networks and alliances, and
a difficult regulatory and opinion environment for foreign or domestic acquisitions
of existing Japanese firms.

Recently, tﬁe Japanese Government has implemented some potentially useful
measures from the perspective of increasing foreign direct investment, including
easing restrictions on foreign capital entry. Still, most Japanese Government invest-
ment promotion measures to date have been dictated by domestic priorities, or graft-
ed onto programs designed for regional economic development, restructuring of ail-
ing industries, foreign technology acquisition, and other purposes. In addition, the
acquisition of Japanese companies is difficult, due in part to crossholding of shares
between allied companies and a resulting small publicly traded percentage of
shares. This practice hinders the efforts of foreign firms wishing to acquire distribu-
tion or service networks through mergers or acquisitions.
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Insurance: In 1996, Japan and the United States resolved a dispute regarding do-
mestic market opening efforts by Japanese regulators and implementation of the
1994 bilateral insurance agreement.

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

overnment Procurement Practices: Japan is a WT'O member and a party to the
WTO Government Procurement Agreement (GPA). While government procurement
in Japan generally conforms to the letter of the WTO agreement, certain practices
cause concern. For example, some government entities appear to be shielding scme
procurement from open bidding through questionable interpretation of existing WTO
and bilateral agreements. Some locaF overnments covered by GPA procedures do
not yet appear to be fully complying with GPA procedures.

Customs Procedures: Slow import clearance into Japan hinders access by Japa-
nese companies and consumers to competitive U.S. products. U.S. air cargo compa-
nies incur high costs in handling and processing imports into Japan and face clear-
ance bottlenecks as well. For many commodities import clearance requires approval
from agencies in addition to customs. While Japancse customs has made progress
in automating its own clearing procedures, and efforts are underway to integrate
the procedures of other Japanese Government agencics over the next several years,
the speed of import clearance is still det.ermined%)y the agency with the slowest pro-

cedures.

6. Export Subsidies Policies

Japan conforms to the OECD export credit arrangement, including the agreement
on the use of tied aid credit. The Japanese Government subsidizes exports as per-
mitted by the arrangement, which allows softer terms for export financing to devel-
oping nations. Of the $14.49 billion that Japan allotted for official development as-
sistance in 1995, approximately 28.4 percent was earmarked for loan aid.

Japan has eliminated tied aid credits and now extends about 98 percent of its
loan aid under officially untied terms. But U.S. exporters continue to face difficulties
in competing due to tﬁe use of less developed country untied aid where bidding is
restricted to Japanese and local firms and tied feasibility studies (funded by grant
aid) for untied loan aid projects where specifications are targeted to Japanese bid-
ders. Japan exempts exports from the 3 percent consumption tax in force since 1989.

7. Protection of U.S. Intellectual Property Rights

Japan is a party to the Berne and Universal Copyright Conventions, the Paris
Convention on industrial property, and the Patent Cooperation Treaty, Japan’s in-
tellectual property rights (IPE(; regime affords national treatment to U.S. entities.
Average patent pendency in Japan is one of the longest among developed countries,
averaging over 5 years from application to grant. This long period coupled with a
practice of opening all patent applications to public inspection 18 months after filin
exposes applications to lengthy public scrutiny with the potential of limited lega
protection. Bilateral talks on this lengthy pendency period have led to some reduc-
tion, and efforts for a further reduction continue.

Many Japanese companies use the patent filing system as a tool of corporate
strategy, making many applications to cover slight variations in technology. The
rights of U.S. subscribers in Japan can be circumscribed by filings of applications
for similar inventions or processes.

A U.S.-Japan IPR agreement, signed in August 1994, has provided some relief
from problems posed by the lengthy pendency period and the practice of multiple
opposition filing. In December 1994, the Japanese Dict passed legislation introduced
by the Japanese Patent Office to revise the system effective January 1, 1996. The
revised system allows opposition filings only afler a patent is granted. Multiple op-
position filings are consolidated and addressed in a single proceeding, minimizing
time and costs. In addition, revised guidelines for patent examiners were intro-
duced. These new guidelines directed them to grant patents based on prophetic as
well as working examples (similar to U.S. and mest other countries’ practice) and,
importantly, applied Lﬁcse guidelines to the substantial backlog of outstanding ap-

plications.
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Trademark applications are also processed slowly, averaging 2 years and 3
months but sometime stretching to threc or 4 years. Unauthorized use of a trade-
mark carries no penalty until an application is approved. Service marks were in-
cluded in trademark law in 1992. End user software primacy remains a major con-
cern of U.S. software producers. A campaign has been undertaken by these compa-
nies to help ensure compliance in licensing arrangements. The process has met with
limited success in the Japanese courts,

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

8. Worker Rights

a. The Right of Association: The Constitution of Japan provides for the right of
workers to associate freely in unions. Approximately 24 percent of the work force
belongs to unions, which are free from government controrcand influence. However,
members of the armed forces, police and firefighters are not permitted to form
unions or to strike.

b. The Right to Organize and Bargain Collectivelry: The constitution provides
unions with the right to organize, bargain, and act collectively. These rights are ex-
ercised freely, and collective bargaining is practiced widely. The right to strike is
implicitly assumed by the constitution and is exercised freely, if infrequently. As
noted above, the collective bargaining rights of public employees are limited. Gov-
ernment employee pay raises are determined by the government, based on the rec-
ommendation of the Independent National Personnel Authority.

¢. Prohibition of Forced or Compulsory Labor: The Labor Standards Law prohibits
the use of forced labor, and there are no known cases of forced or compulsory labor.

d. Minimum Age for Employment of Children: Under the 1987 Revised Labor
Standards Law, minors under the age of 15 may not be employed, and those under
the age of 18 may not be employed in dangerous or harmful work. The Ministry of
Labor rigorously enforces child labor laws.

e. Acceptable Conditions of Work: Minimum wages are sct on a regional (prefec-
ture) and industry basis, with the input of tripartite (labor, management, public in-
terest) advisory councils. Employer compliance with minimum wages is considered
widespread. The Ministry of Labor effectively administers various laws and regula-
tions on hours of work and workplace health and safety.

f. Rights in Sectors with U.g. Investments: Internationally recognized worker
rights, as described above, are incorporated into the constitution and laws of Japan
and ap})ly to all workers. They do not differ in firms or sectors with U.S. invest-

ments from rights in other sectors of the économy.

Extent of U.S. Investment in Selected Industries.—U.S. Direct
Investment Position Abroad on an Historical Cost Basis—1995

[Millions of U.S. dollars)

Category Amount

Petroleum ...... Neeeeheeibrteehareeeahare to e te e e e be e he s ehsaatesonebesbanenenttaenns 6,346
Total ManufaCturing .....ccceceveveeerieesieniissneierseeseninsnessesenneens 16,664

Food & Kindred Products ..........ccooovemerncniinnciniiiiinnncneenns 962

Chemicals and Allied Products ........ccccevvvvineiivniecrenneennenne 2,909

Metals, Primary & Fabricated ........ccccccocvnininiininiinnnnn 337

Machinery, except Electrical ..........cccoviiiiiiniiiannin 4,759

Electric & Electronic Equipment ..o 2,174

Transportation Equipment ......coooeviviiinnin, 2,080

Other Manufacturing ..o 3,445
Wholesale Trade .......c..ccoeevncvneenniennicnnoneneennseen. 7,561
BAnKINE vooceviiiretinienrirnesseresrsensrene s satessasiessanssssetinsene s 451
Finance/Insurance/Real Estate .........cccccovvvivnniniiinicnin 6,736
Services .....ocovvireniviirinns teeerer it ey et aet st sa s b nh e e 686
Other Industries ........c.ccovuene. renrrereesnrenes cerbrerre et e nea srenaes 753
TOTAL ALL INDUSTRIES ....ccooerviiiriniinciviievinnieiens 39,198

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

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

1994 1996 1996
Income, Production and Employment:
Nominal GDP2 ............oovivvivnnernncrseesienns 381.5 456.4 490.5
Real GDP Growth (pet) ....c.coeveveverrennrcenivirerienne 8.6 9.0 6.8
GDP by Sector:
AGTICUItUTE ... e 26.8 30.0 31.0
Manufacturing ..........ceoenirenneneenne . 102.4 122.8 133.0
Services ....ccccininviininerneniis 126.0 151.7 167.0
Government ........cecciecinennvnnsnneinneeene, 30.3 35.7 38.0
Per Capita GDP (USD) .....ccccovvevrverirnrenreresnenns 8,483 10,196 10,800
Labor Force (0008) ......cccccevrererrveerirnenvenesnnsiennns 20,326 21,112 21,600
Unemployment Rate (pet) .ooccvvervecrerivirervirninnnn. 24 2.0 2.2
Money and Prices (annual percentage growth):
Money Supply (M2) .....coevvreennrenninieneiirennnnne 15.6 156.5 14.5
Consumer Price Inflation (pct) ........ccoovevrvvennanee. 6.2 4.5 5.2
Exchange Rate: (won/USD)
Official vovvrererrecerirrirenenreneresnene e sianons 802 770 8056
Balance of Payments and Trade:
Total Exports (FOB)3 .........cccccvemmvevrnrviviernnnnns 96.0 125.1 130.0
Exports to United States4 ............cccecevvuennnnn. 19.6 24.2 22.7
Total Imports (CIF)3 ......cocovvrvrenrinrireinie i 102.3 135.1 146.0
Imports from United States+4 ......................... 18.0 25.4 26.3
Trade Balance3 ..........cccouvvceveivnininnnnneneniorennen -6.3 -10.1 -16.0
Balance with United States* ...........c.cccceevnene 16 -1.2 -3.6
Current Account Deficit/GDP (pet) ....covvvvvervinenne 1.2 2.0 44
External Public Debt .........ccceervrnninninvccnrinnnnrnnn 6.3 5.9 5.4
Debt Service Payments/GDP (pct)® ..........ccovee. 1.7 1.9 2.1
Fiscal Deficit/GDP (pct) ....vcvereenevcninnncccvenvcrinnnnns 0.5 04 0.2
Gold and For. Exch. Reserves (end of period) ... 25.7 32.7 324

Sources: Bank of Korea, Korea Customs Service, U.S. Embassy.
1Estimates based on available monthly data in November 1996

2GDP at market prices.
3Merchandise trade; Korean Government statistics,
4 Source: U.S. Derqrtment of Commerce and U.S. Census Bureau; exports FAS, imports customs basis;

1996 figures are estimates based on data available through November 1996.
SIncluding public and private debt.

1. General Policy Framework

The Korean economy has enjoyed a remarkable, sustained expansion over the last
30 years, averaging around 9 percent real GDP growth per year. Korea today is on
the downside of an macroeconomic cycle, in which its real GDP annual growth rate
is expected to fall to below 7 percent in 1996, well below the 9 percent attained just
last year. Much of this downturn can be ascribed to a sharp worsening in Korea’s
terms of trade (particularly lower prices for such key exports as semiconductors,
chemicals and steel, and higher prices for grains and uels§ and the recent weaken-
ing of the Japanese yen.

eanwhile, the rate of growth of imports has been far stronger than that of ex-
orts, resulting in a widening trade deficit. Imports of food and consumer goods
about 10 percent of total imports) have grown rapidly, the result of new market
openings and changing consumer tastes. Imports of industrial materials and fuels
are up as well, in part due to sharply higher prices. Growth in the import of capital
goods has fallen, corresponding to a slackening in investment spending.

Import growth has helped to restrain upward pressures on prices which might
otherwise result from generally high wages and low levels of unemployment. Price
stability has also been achieved through the government’s stringent monetary poli-
cies, with reserve requirement adjustments and open market operations as the fa-
vored tools. Recently, due to the economic downturn, there have been signs of easing
in monetary policy. ﬁowever, the government maintains price stability as one of its

top economic priorities.

37-686 O - 97 - 3



48

The public sector’s role in the economy is relatively small, with taxes and expendi-
tures amounting to only 31 percent of GDP in 1996. Since the mid-1980’s the gov-
ernment has reduced its intervention in the economy (subsidies, trade barriers, di-
rected credit, etc.). Korea’s public expenditure is also notable for its quality, with
greater emphasis placed on public education and investment rather than on transfer
payments, Over the last few ycurs Korea has alternated between small deficits and
surpluses in its fiscal acoounts.

In the 1990, the Kim Young-Sam administration has pursued a policy of liberal-
ization, and today’s Korea is significantly more open and less stiﬂeg by regulations
than it was even 5 years ago. Kestrictions on imports and limitations on foreign di-
rect investment in Korea are being removed rapidly, although much remains to be
done before Korea can be called a truly “open economy.”

2. Exchange Rate Policy

The U.S. Treasury reported to the U.S. Congress that it has found no evidence
of direct exchange rate manipulation by the Korcan authorities to gain competitive
advantage. (This is not to say, however, that the Bank of Korea does not intervene
in the market on occasion to promote stability in the foreign exchange market.)
Treasury also noted that stringcnt foreign exchange and capital controls distort
trade and investment flows and frustrate the emergence of a truly market-deter-
mined exchange rate.

Since 1990, the Bank of Korea has used a weighted average of the prior day’s
transactions in local banks to set the exchange rate. The Bank of Korea allows the
exchange rate to fluctuate on a daily basis within a band of plus/minus 2.25 percent.
In the twelve months ending October 1996, the Korcan won depreciated by 8.6 per-

cent against the dollar in nominal terms.

3. Structural Policies

Korea's economy is based on private ownership of the means of production and
distribution, with basic pricing decisions left to the private sector. The government’s
past heavy-handed economic role is being slowly replaced by more subtle efforts to
steer the direction of economic development through tax incentives (particularly for
small and medium enterprises—SMEs), discretionary enforcement of regulations
and influencing financial sector decisions. The Korean economy is notable for the
high degree of concentration of capital and industrial output in a small number of
conglomerates known locally as “chaebol”. The most recent Korean Government esti-
mates indicate that the 30 largest chaebols account for about one-third of the total
capital of the domestic financial sector and about 35 percent of all manufacturing.

istorically, Korea's import regime allowed casy entry for the raw materials and
capital equipment needed by competitive export industries, while restrictin
consumer imports. Since the mid-1980’s, however, the government has eliminate
most explicit import prohibitions, though a variety of nontariff barriers continue to
hinder imports.

A series of Presidential initiatives has been undertaken to increase trade and in-
vestment flows between the United States and Korca. Although these initiatives
have had mixed results, both trade and investment have continued to grow. Today
Korea is our seventh largest trading partner and third largest recipient of U.S. agn-
cultural products; and significant Korean investments have taken place in the Unit-
ed States. In 1996 the United States replaced Japan as Korea’s single largest source
of imports for the first time since 1983; the United States is Korea’s second largest

source of direct investment.

4. Debt Management Policies
Foreign debt management is not a critical issuc for Korea. Korea’s gross foreign
debt is expected to total an estimated $110 billion at end 1996, while service on this
debt as a share of the total export of goods and services is about 7 percent. Net for-
eign debt, taking into account Korea's numerous and growing overscas assets, is
resently $21 billion. In 1995 the Republic of Korca graduated from eligibility for

orld Bank loans.

5. Significant Barriers to U.S. Exports -
Korea has lowered its average tariff rate to 7.9 percent; continued decline in the ¢
average is doubtful in the near term, given the impact of “tariffication” of some Ko-
rean agricultural items as a result of the Uruguay Round agreement. Although the
most explicit barriers to imports have been removed and overall trade is steadily
growing, U.S. exporters still face more subtle barriers to trade.
U.S. exporters now experience trade barriers rooted in opaque and non-trans-
parent regulations which affect licensing, inspections, type approval, marking re-
quirements and other standards. Many of these technical barriers to trade are in-

M,,‘
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consistent with international norms. For that reason, the United States has chal-
lenged some Korean Government agricuitural policies in the World Trade Organiza-
tion (WTO). Trade restrictions affect a variety of U.S. exports, inc'uding automobiles
f_nd telecommunications equipment, both the subject of ongoing bilateral negotia-
ions.

Licenses are required for all imports into Korca, but most are granted automati-
cally. Exceptions exist for roughly 80 goods, mostly agricultural products, which are
on a “negative list.” Under Korea’s agreement to phaseout its GXTT balance of pay-
ments restrictions, the government is committed to eliminate most of these remain-
ing restrictions by 1997; some capital controls and exchange restrictions will not be
liberalized, however, until the year 2000.

Under commitments made during the Uruguay Round, by the year 2000 Korea
will gradually ex‘pand its minimum import quota for beef to 225,000 MT, increase
the proportion of the quota imported tgoroulg the “simultaneous buy/sell system,”
and reduce the markup. In January 2001, Korea will remove all nontariff barriers
to beef imports, including state trat?i,ng.

Standards, licensing, registration and certification requirements all can be used
to limit access to the Korean market. Unreasonably tough and arbitrarily enforced
standards and labeling requirements have adversely affected U.S. exports of a wide
variety of consumer products. Registration requirements for such products as chemi-
cals, processed food and cosmetics hamper entry into the market as well and can
require the release of detailed proprietary information to competitors.

ffective January 1, 1993, a government decree outlined improved procedures for
setting standards and rulemakm% including a requirement for public notice, mini-

mum comment periods and an adjustment period prior to implementation. A full-
£ P

in 1996. Effective implementa-

fledged Administrative Procedures Act was enacte

tion of these initiatives has been slow.
The Korecan Government began to implement a series of significant financial sec-

tor reforms in 1993. Mcasures taken to date include the lifting of many controls on
interest rates, the removal of some documentation requirements on forward foreign
exchange contracts and a slight easing of foreign banks’ access to Korean won cur-
rency funding. Under the present timetable for reform, some critical measures (such
as full won convertibility and freedom of capital movements) are scheduled for 1997.

A significant package of further financial reforms was announced in the run-up
to Korea's invitation to join the Organization of Economic Cooperation and Develop-
ment (OECD) in 1996. .& schedule for the further liberalization of foreign ownership
of domestic shares and bonds was unveiled, to be phased in through 2000. Other
controls affecting, inter alia, securities, credits and deposit accounts will be phased
in through 2001.

One of the most significant barriers to still greater growth in U.S. exports to
Korea is the government’s restriction on the use of credit to finance imports, which
will be fully liberalized for capital goods only by 1998. Use of limited deferred pay-
ment terms (extended as of December 1, 1995, to a maximum of 180 days) is re-
stricted to items with a tariff of 10 percent or less, which are generally raw mate-
rials; these controls will be reduced (but not fully phased out) through 2001. Use
of deferred payment terms for other goods requires a license from foreign exchange
banks or permission from the governor of the Bank of Korea, which is rarely grant-
ed. U.S. firms estimate that they could increase exports by up to one-third if import
credits were liberalized.

Government restrictions continue to place foreign banks and securities firms at
a disadvantage in a number of areas. For example, forei;t{n banks have difficulty ob-
taining access to local currency funding and approval for new financial products,
and face higher capitalization requirements than in other markets. Foreign securi-
ties firms face restrictions on their ability to “lead manage” securities issues in over-
seas markets. Subsidiaries of foreign banks and securities firms will not be allowed
until the end of 1998.

Recent regulatory changes have streamlined foreign investment applications pro-
cedures and eased a number of barriers to foreign direct investment. As part of the
OECD accession process, the government announced further liberalization of foreign
investment in restricted sectors. Earlier changes to laws and regulations governing
foreign purchases of land made it casier for foreign-invested companies to purchase
land for staff housing and business purposes, although generic restrictions on use
mean that land prices in Korea are quite high by international standards.

Despite improvement, however, I?S.-based investors in Korea continue to face a
number of significant barriers. Continuing restrictions on access to offshore funding
(including offshore borrowing, intracompany transfers and intercompany loans) are
particularly burdensome. Foreign equity participation limits remain 1n some sectoi's,
and licensing requirements and other regulatory restrictions can limit foreign direct
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investment in sectors nominally open to foreigners. Foreign firms also face addi-
tional restrictions in their investment in most professional services, as well as in
their downstream activities.

The Korean Government continues to mount periodic “frugality campaigns”
against “overconsumption.” Specific government targeting of imports f‘:as ceased for
the most part, but an accumulated anti-import bias in the public remains.

The streamlini'rll'ﬁ of Korea’s complex import clearance procedures is a prime U.S.
policy objective. This is articularr important to continued growth in our already
signficant trade in agricultural products.

orea acceded to the WTO Government Procurcment Agrcement on January 1,
1997,and is bringing its laws and regulations into line with the new requirements.
Even after accession, however, significant portions of the purchases made by two
large state-owned enterprises (Korea Telecom and Korea Electric Power Corpora-

tion) will be exempt from the Agreement.

6. Export Subsidies Policies

Since the mid-1980’s, Korca has been dismantling the once prevalent system of
subsidies used to promote industrialization in the 1960’s and 1970’s. A new law gov-
erning tax cxcmd;/)tions was passed in 1983. The balance of the subsidy tools (grants
and directed and/or subsidized financing) were then redirected in 1986 toward func-
tional objectives, rather than toward specific industrics or sectors. As a result, the
real benefit of the few remaining subsidized lines of credit is insignificant in a mac-
roeconomic sense. The relative size of direct grants is small and declining with re-
gard to both the government budget and growing private investment. ile the
targeting of finance in Korea'’s high growth, cash-starved environment remains, tax
exemptions appear the main vehicle for export promotion. Exemptions, however, are
declining as well. They were estimated to equalpabout 8 percent of total government
expenditures in 1995, or about half their share of 5 years earlier.

any government programs directly support Korea's export industries, including:

customs duty rebates for raw material imports used in the production of exports;
short-term export loans for SMEs; rebates on the value-added tax; a speciar con-
sumption tax for export products; corporate income tax benefits for costs related to
the promotion of overseas markets; unit export financial loans; and special deprecia-
tion allowances for SMEs which export. Korea also maintains a special loan pro-
gram for SMEs to facilitate exports to Japan.

Korea has elected to participate in the WTO Agreement on Subsidies and Coun-
Lervailin;f; Measures as a “developing country,” providing Korea a longer period than
allowed for “developed countries” to eliminate or modi?y any remaining “red light”

subsidies.

7. Protection of U.S. Intellectual Property

Korcan laws protecting intellectual property rights (IPR) are generally adequate
and enforcement has improved over the past several years, but a number of problem
areas remain, Korean courts have recently refused Lo extend protection to textile de-
signs and have upheld regulations requiring separate registrations for different
product lines using the same trademark. Both decisions have set back Korea’s
progress in bringing its IPR regime into line with its OECD colleagues.

Korea is a signatory to the World Intellectual Pro%crt Organization, the Univer-
sal Copyright Convention, the Budapest Treaty on the International Recognition of
the Deposit of Microorganisms (March 1988), the Geneva Convention regarding
sound recordings (October 1987), the Paris Convention for the Protection of Indus-
trial Property (May 1980), and the Patent Cooperation Treaty (August 1984). Korea
joined the Berne Convention in August 1996. Korca has remained on the Special
301 Priority Watch List since 1992, among other reasons for failure to provide retro-
active copyright protection consistent with WTO and Berne requirements.

Korean patent law is fairly comprehensive, protecting most products and tech-
nologics. However, the Korean patent office’s recognition of international ownership
of patents is inconsistent across cases. Morcover, approved patents of international
hoﬁicrs are still vulnerable to infringement. In its procurement process, the Korean
Government lacks adequate controls to exclude patent infringing products, espe-
cially high-tech products. _

Korcan law provides for compulsory licensing of patents when the invention is
deemed necessary for national defense, for public interest, or for protection of a de-
pendent patent. These provisions are seldom invoked. )

The Korean Government’s protection of trademarks has improved greatly since
1991. The Korea Trademark Law extends protection only to domestically registered
trademarks. Although the Unfair Competition Prevention Act theoretically protects
foreign trademarks and those not otherwise protected, narrow interpretation of the
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Act in recent court cases has made this protection ineffective. The granting of a
trademark under Korean law is based on a “lirst to file” system, anl’c{lr preemptive
filings are a problem.

ile Korca has made progress in stemming counterfeiting of goods in the domes-
tic market, Korean producers are still able to export counterfeits, including trans-
shipments, to the United States. According to the U.S. Customs Service, in fiscal
year 94 Korea had the world’s highest number of II’R secizures (803) and ranked
fifth in terms of seizure value ($2.9 million).

Korea’s copyright law ;;rot,ects the rights of authors, but local prosecutors take no
action unless a right holder files a formal complaint. Korea is not in compliance
with provisions of the WTO’s Agrcement on Trade-Related Aspectis of Intellectual
Property Rights (TRIPs) which stipulate that retroactive copyright protection should
extend back to 1946. Korea now only provides protection back to 1957, and officials
have indicated that they will provide full copyright retroactivity only if ordered to
do so by the WTO.

Software protection laws are adequate, and enforcement against corporate piracy
is improving. Piracy is still rampant, however, in schools and public institutions.

Legislation to protect semiconductor masks took effect at the beginning of 1994
and provides some downstream protection, although U.S. firms remain concerned

over compulsory licensing provisions in the law.

8. Worker Rights

a. The Rif;hl of Association: The Korean Constitution grants all workers (with the
exception of public sector employees and teachers) the right to free association. The
Trade Union Law specifies that only one union is permitted at each place of work.
However, labor reform legislation enacted in December 1996 will allow multiple
unions at the national and industrial level from 2000 and at the enterprise level
from 2002. Unions may be formed with as few as two members and without a vote
of the full prospective membership. Strikes are prohibited in government agencies,
state-run enterprises and defense industries. By law, enterprises in public interest
scctors such as public transportation, utilities, public health, banking, broadcasting
and communications can be ordered by the government to submit to arbitration in
licu of striking. In fact, work stoppages occur even in these sensitive sectors. The
Labor Dispute Adjustment Act requires unions to notify the Ministry of Labor of
their intention to strike and normally mandates a ten-day cooling-off period before
a legal work stoppage may begin.

b. The Right to Organize and Bargain Collectively: The Constitution and the
Trade Union L.aw guarantee the right of workers to bargain collectively and under-
take collective action. Although the Trade Union Law is ambiguous, authorities
(backed up by the courts) have ruled that union members cannot reject collective
bargaining agreements (CBAs) signed by management and labor negotiators. None-
theless, union members continue to reject such CBAs. Collective bargaining is prac-
ticed extensively. Korea’s labor laws do not extend the right to strike to government
employees, including employees of state or publicly run enterprises and defense in-
dustries. Central and local labor commissions are semiautonomous agencies of the
Ministry of Labor which conciliate and adjudicate disputes in accordance with the
Labor lB]ispute Adjustment Law. Labor-management antagonism remains a serious
problem, and some major employers remain strongly antiunion.

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

d. Minimum Age for Employment of Children: The Labor Standards Law prohibits
the employment of persons under 13 years of age without a special employment cer-
tificate from the Ministry of Labor. Because education is compulsory until the age
of 13, few special employment certificates are issucd for full-time employment. Some
children are allowed to take part-time jobs, such as sclling newspapers. In order to
accept employment, children under 18 must have written approval from their par-
ents or guardians. Employers may only require minors to work only a limited num-
ber of overtime hours andyare prohibited from employing them at night without spe-
cial permission from the Ministry of Labor. _

e. Acceptable Conditions of Work: Korca implemented a law in 1988 establishing
a minimum wage level which is reviewed annually. Companies with fewer than ten
employces are exempt from this law. In practice, most firms pay wages well above
the minimum levels due to tight labor markets. The labor standards and industrial
safety and health laws provide for a maximum 56-hour workweck and a 24-hour
rest period each week. Amendments to the Labor Standards Law passed in March
1989 brought the maximum regular workweck down to 44 hours and provides for
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a 24-hour rest period each week. However, these rules are sometimes ignored, espe-
cially by small firms. The recent labor reform legislation allows a flexible work hour
system in which workweek hours may be extended to 48 or 56 hours under certain
conditions. The government’s health and safety standards are not always effectively
enforced. Although accident rates have been declining every year, the incidence of
industrial fatalities in Korea is high by international standards.

f. Rights in Sectors with U.S. Investment: U.S. investment in Korea is con-
centrated in petroleum, chemicals and related products, transportation equipment,
processed food and manufacturing. Workers in thesc industrial sectors enjoy the
same lffal rights of association and collective bargaining as workers in other indus-
tries. Manpower shortages are forcing labor-intensive industries either to improve
wages and working conditions or to move offshore. Working conditions at %JS
owned plants are for the most part better than those at corresponding Korcan

plants.

Extent of U.S. Investment in Selected Industries.—U.S. Direct
Investment Position Abroad on an Historical Cost Basis—1995

[Millions of U.S. dollars]

Category Amount

PetroleUm .oovvviciiiiiii sttt cet e eaees e e eeeesesse st v seesoa 1)
1,548

Total Manufacturing ........covcveeveveereveeneeeseereiee s,
Food & Kindred Products ...........cceeevveericvvnviiens oo 273
Chemicals and Allied Products ...........cccocun.ee. rrereeseenrran 348
Metals, Primary & Fabricated ...........c.cceeu..... e 1)
Machinery, except Electrical .........c.ccocovvrevvviinenceinncneean. (1)
Electric & Electronic Equipment .........occcovvvivvieiiineneenn ., 237
Transportation Equipment ......ccccocovvivevieinienneciceenceria, 95
Other Manufacturing .......c..occveeeeneeceeineces e 501
Wholesale Trade .........ccccoeivmiinrennnncnriceieercene s 613
BanKing ......ccovevniiirniniiicreneiee e e 1,819
Finance/Insurance/Real Estate .........occooeeeeieiiiinninnnn, 407
SEIVICES ..ivviiiiiiieiiiiitiieiie st st s s s st s
Other INdustries ............ccoovmveirininnesneires et )
5,322

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

MALAYSIA

Key Economic Indicators

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

1994 1995 1996

Income, Production and Employment:
Nominal GDP .....ccoovveeviririmrnrecrens e 72.6 87.5 9792
Real GDP Growth (pet) ..ccoeevvccicenicineneciecnne 9.2 9.5 8.23
GDP by Sector (1978 prices):

6.1 6.5 6.5

AGriculbure ...ovevceeeiiciiecrecr e e .
Manufacturing .......coceeevvneeinienenneeinieneere s 13.3 15.9 17.8
Mining and Petroleum ......ccoceoviveerveireinnnnnnne. 3.1 3.6 3.7
Construction ....ccveveveienrercerer e 1.8 2.2 2.4
SECIVICES viriiirieiiiiierecreeiiieeeessesseresereeerseeenseriens 13.4 15.4 16.6
Government Services ...oovoveverieveeiiriecnenneenane. 4.2 4.6 4.7
4,228 4,521

Per Capita GDP (USD) ....cccoovvvrvvircenreercienne 3,689

Labor Force (0008) ....ccoevveeirinivierreneeinecerins e 7,846 8,140 8,398

Unemployment Rate (pct) ....cocovvevveevnninvnceennne. 2.9 2.8 2.6
Money and Prices (annual percentage growth):

Money Supply Giowth (M2) (pct) ......cceveenrnneeee. 14.7 19.7 19.94
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Key Economic Indicators—Continued
[Billions of U.8. dollars unless otherwise noted]

1994 1995 19961
Consumer Inflation (Pet) ......oeecevrvenenreiniirier e 3.7 34 3.6
Exchange Rate: (RM/USD—annual average) .... 2.62 2.5 2.52
Balance of Payments and Trade:

Total Exports (FOB) .....cccceovvinevvnrivnnerinreien, 56.7 71.8 74.2

Exports to United States® ........c.ecoovvvinncnnnn 14.0 17.5 17.86
Total Importe (FOB) .......ccouvvvveriveerire e, 54.9 71.7 72.4

Imports from United States5 .........ccccovvennene 7.0 8.8 8.56
Trade Balance ..........coeerirvrerevneriveimennreeennnnen, 1.7 0.9 1.8

Balance with United States? ..........cccccevunens 7.0 8.7 9.3
External Public Debt ........ccocvurvvnnivnniinninnnncinennen 14.3 16.0 15.8
Fiscal Surplus/GDP (pet) .....ccovevivnininnvcrinnennrininns 2.3 0.8 0.6
Current Account Deficit/GDP (pet) .........oeeeee. 6.3 8.5 6.0
Debt t'ervice Payments/GDP (pet) ....cocecvnnveennenee, 4.7 7.0 6.5
Gold and Foreign Exchange Reserves ................ 26.0 25.5 25.8
Aid fiom United States ............ovvvevervvecrirenenns 0.3 0.5 0.6
Aid from All Other Sources ...........oocoveveveenrvnnenn. N/A N/A N/A

1 Malaysian Government estimates.
AConverted at annual average exchange rates.
3Calculated in ringgit to avoid exchange rate changes.

41996 data to August only.
8 Source: U.S. Department of Commerce and U.S. Census Bureau; exports FAS, imports customs basis;

1996 figures are estimates based on data available through November 1996,

1. General Policy Framework

Malaysia has a relatively open, market-oriented economy which has exhibited sus-
tained growth and increasing diversification since the country’s independence in
1957. Following an economic slowdown from 1985 to 1987 with negative real GDP
growth of 1.1 percent in 1985, the economy has continued to boom with an average
annual real GDP growth of over 8 percent, led by strong performance in both foreign
and domestic investment and in manufactured exports. In 1996, real GDP growth
is expected to slow to 8.2 percent after reaching 9.5 percent in 1995. Malaysia plans
to pursue a moderately restrictive fiscal policy and a tight monetary policy in order
to attempt to reduce the persistent current account deficit.

While the government since 1986 has scaled back its role as a producer of goods
and services, it continues to hold equity stakes in a wide range of privatized domes-
tic companies, including telecommunications, aviation, shipping and seaport ven-
tures. Government hospitals and post offices are in various stages of privatization.
The construction of infrastructure projects has been increasingly delegated to the
rivate sector. Major infrastructure projects underway include development of a
K’lultimedia Super Corridor, construction of a new administrative capital, and com-
pletion of the new Kuala Lumpur International Airport.

Malaysia maintains relatively low trade barriers in most sectors bu. uses tariffs
to protect some industries such as motor vehicles. The government has consistently
moved to reduce the overall tariff level over time. Malaysia has been an active par-
ticipant in multilateral and regional trade fora such as the World Trade Organiza-
tion and Asia-Pacific Economic Cooperation. The government encourages direct for-
eign investment, especially in export-oriented manufacturing and high-tech indus-
tries, but retains considerable discretionary authority over individual investments.
In some sectors it has used this authority to restrict t%e percentage of foreign equity
or encouraged foreign firms to enter into joint ventures with local partners. Foreign
firms are active in the electronics, petroleum, textiles, chemical, and electrical ma-
chinery sectors.

Fiscal Policy: The government follows a conservative fiscal policy and has gen-
erated a surplus in its accounts, excluding public enterprises, for the last 4 years.
The 1997 budget is intended to move the economy to a more moderate growth rate
to ease the pressures on the external balance. The maximum personal income tax
rate was reduced in the 1996 budget to 30 percent (the same as the corporate rate)
from its previous 32 percent level.

Monetary Policy: Monetary policy is aimed at controlling inflation while providing
adequaterﬁquidity to stimulate economic growth. Monetary aggregates are con-
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trolled by the central bank through open market operations, occasional changes in
reserve requirements, and influence over banking sector interest rates.

2. Exchange Rate Policy

Malaysia has a substantially open foreign exchange regime. The stated policy of
Bank Negara (the central bank) is to mainlain a stable exchange rate which reflects
the Malaysian ringgit's underlying value. The value of the ringgit generally tracks
against a trade-weighted basket of currencies in which the U.g. dollar has a large
weighting. Bank Negara intervenes in the foreign exchange market to smooth out
fluctuations and discourage speculation. The ringgit has strengthened from o level
gf R%g.g) per dollar (between 1989 and March 1994) to RM2.5 per dollar (in Novem-

er .

Most foreign transactions including repatriation of capital and remittance of prof-
its are permitted, but some restrictions apply. Foreign currency accounts are not
generally allowed except for exporters (who must hold their foreign currency ac-
counts with “Tier 1” banks and maintain overnight balances of $1-5 million) and
resident individuals who need foreign currency for educational or employment pur-
poses (foreign currency accounts limited to $100,000).

3. Structural Policies

Pricing Policies: Most prices are market-determined, but controls are maintained
on certain key goods, such as fuel, public utilities, cement, motor vehicles, rice,
flour, sugar and tobacco.

Tax Policies: Tax policy is geared toward raising government revenue and discour-
aging consumption of “luxury” items. Income taxes, both corporate and individual,
comprise 40 percent of government revenue with indirect taxes, export and import
dutics, excise taxes, sales taxes, service taxes and other taxes accounting for an-
other 38.9 percent. The remainder of government revenue comes largely from divi-
dends generated by state-owned enterprises and petroleum taxes. In the 1997 budg-
et, 260 selected products, including cosmetics and paper products, were exempted
from payment of sales taxes.

Regulatory Policies: The government encourages export-oriented foreign direct in-
vestment but places restrictions on foreign investments aimed more at the domestic
market. Currently, no equity condition is imposed on foreign manufacturing compa-
nics which export at least 80 percent of output. For companies exporting 51 percent
to 79 percent of output, foreign equity is aﬁowed up to 79 percent. For companies
exporting 20 percent to 50 percent of output, foreign equity up to 51 percent is al-
lowed. In October 1996, the government announced that high-technology and infor-
mation technology companies which establish in the Multimedia Super Corridor will
be given atiractive tax incentives.

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

4. Debt Management Policies

Malaysia has strong credit ratings in international financial markets, and its pub-
lic and private companies have no difficulty accessing funds. Malaysia’s medium and
long term foreign debt (both public and private sector) is expected to stand at $28.7
billion at the end of 1996, about 29 percent of GDP. Malaysia’s debt service ratio
declined from a peak of 18.9 percent of gross export carnings in 1986 to 5.9 percent

in 1995.

5. Significant Barriers To U.S. Exports

Introduction: Tariffs are the main instrument used by the Malaysian Government
to regulate imports, but import licenses are also used. Although duties on a trade-
weighted basis average less than 10 percent, the rates for tariff lines where there
is significant local production are often higher. Malaysia’s 1997 budget increased
duty rates of 5 percent to 20 percent on selected heavy equigment, manufacturing
inputs, and hotel supplics to promote domestic sourcing and to address domestic
concerns about Malaysia’s chronic current account deficit. Import licenses are re-
quired for a small range of goods, e.g., automobiles, meat, and tobacco.

Import restrictions on motor vehicles: Malaysia maintains high tariffs (often ap-
proaching 200 percent ad valorem) and local content restrictions on imported motor



S e

i
b

e St o,

55

vehicles and motor vehicle parts. These restrictions have severely hampered the
ability of U.S. firms to penctrate the Malaysian market. The government has an-
nounced that local content restrictions will be phased out by the year 2000 to com-
ply with WTO commitments.

Import restrictions on tobacco and cigarettes: To encourage greater use of local to-
bacco in cigarettes and to maintain high domestic leaf prices, the government levies
import duties of RM50 ($20) per kilogram, plus 5 percent ad valorem on unproc-
essed tobacco. The greatest impact of ﬁis policy, however, appears to fall on cheap-
er, lower quality leaf from non-U.S. suppliers. Additionally, an import quota for flue-
cured tobacco forces local cigarette manufacturers to buy up all the locally produced,

enerally low-quality tobacco. Tax rates on cigarettes of RM162 ($64.8) per kilogram
ampen demand for U.S. exports.

Telecommunications: Foreign companies are restricted to 30 percent equity owner-
ship of telecommunications companies operating in Malaysia. The government is not
issuing new licenses in this sector.

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

Plastic resins: In December 1993, tariffs on plastic resins were increased for a 5-
year period from 2 to 30 percent (for non-ASEAN countries) and from 1 to 15 per-
cent (for ASEAN countries). In 1994 the government also instituted a 5-year restric-
tive import licensing system.

Protective tariffs for kraft paper: In April 1994 the government raised tariffs on
several categories of imported kraft paper (used in making cardboard boxes) to be-
tween 20 and 30 percent. These tarifl increases are to be phased out over a maxi-
mum of 5 years and are subject to review every 2 years.

Tariff quota for chicken parts: Chicken imports are regulated by a tariff-rate
quota. Even in-quota amounts are restricted through licensing and sanitary con-
trols. In addition, there are prohibitions against imports from slaughterhouses that
have not been certified by Malaysian authorities as “halal” (meeting Islamic require-
ments).

Rice import policy: The sole authorized importer is a government corporation
(BERNAS) with the responsibility of ensuring purchase of the domestic crop and
wide power to regulate imports.

Services barriers: Most services sectors are highly protected. Foreign professional
services providers are generally not allowed to practice in Malaysia. Television ad-
vertisements must be producec{ principally in Malaysia with Malaysian performers,
although exceptions are sometimes granted. Wholly owned U.S. travel agencies, air
courier services, motion picture and record distribution companies are permitted.

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

Insurance: Foreign equity in new insurance companics is limited to a minority
stake. However, there are nine existing insurance companies, excluding reinsurers,
which are 100 percent foreign-owned (one ) and another eight have foreign equity
in excess of 50 percent. New legislation will require local incorporation of all insur-
ance companies.

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

Government Procurement: Malaysian Government policy requires countertrade
rovisions on government tenders above RM1 million ($400,000). Below RM1 mil-
jon, countertrade is welcomed and even encouraged but not required. Incentives
exist for local procurement. Many smaller civil construction projects (RM50 million

or less) are restricted to local firms.

6. Export Subsidy Policies

Malaysia offers several export allowances. Under the Export Credit Refinancing
(ECR) scheme operated by the Central Bank, commercial banks and other lenders
provide financing to exporters at an interest rate of 6 percent for both postshipment
and preshipment credit. Malaysia also provides tax incentives to exporters, includ-
ing double deduction of expenses for overseas advertising and travel, supply of free
samples abroad, export promotion, overseas sales offices, and research on export

markets.
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7. Protection of U.S. Intellectual Property

Malaysia is a member of the World Intellectual Property Organization (WIPQ),
the Berne Convention for the protection of literary and artistic works, and the Paris
Convention for the protection of industrial property. Malaysia provides copyright
pmtection to all works (including video tapes, audio material, and computer soft-
ware) published in Berne Convention member countries regardless of when the
works were first {)}Jblished in Malaysia. Police and legal authorities are responsive
to requests from U.S. firms for investigation and prosecution of copyright infringe-
ment cases, though pirated videotapes and computer software continue to be widely
available. Trademark infringement and patent protection have not been serious
problem areas in Malaysia for U.S. companies.

8. Worker Rights

a. The Right of Association: By law most workers have the right to engage in
trade union activity, and approximately 10 percent of the work force are members
of trade unions. Exceptions are certain categories of workers labeled “confidential”
and “managerial and executives,” as well as police and defense officials. Government

olicy discourages the formation of national unions in the electronics sector, but al-
ows in-house unions.

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

c. Prohibition of Force or Compulsory Labor: There is no evidence that forced or
compulsory labor occurs in Malaysia for either Malaysian or foreign workers.

d. Minimum Age for Employment of Children: No child under the age of 14 may
be engaged in any emplogment except light work in a famil{‘ enterprise or in public
entertainment, work performed for the government in a school or training institu-
tion, or employment as an approved apprentice. In addition, regulations prohibit
children from working more tﬂan 6 hours per day, more than 6 days per week, or
at night. However, there have been reports of widespread employment of children
below the age of 14 working full-time on plantations.

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

f. Rights in Sectors with U.S. Investment: The largest concentration of U.S. invest-
ment in Malaysia is in the petroleum sector, including offshore oil and gas produc-
tion, refining and marketing. Pay and benefits are considered excellent. The second
largest concentration of U.S. investment is in_the clectronics sector, especially the
manufacture of components, such as semiconductor chips and various discrete de-
vices. Wages and benefits are among the best in Malaysian manufacturing. Twenty
U.S. electronic component manufacturers operate 17 plants in Malaysia, employing

more than 51,000 Malaysian workers.

Extent of U.S. Investment in Selected Industries.—U.S. Direct
Investment Position Abroad on an Historical Cost Basis—1995

[Millions of U.S. dollars]

Category Amount

PELTOICUIM ..viiiiviieiiiirre e e saes et eesbessbeesbe s snbasas e e anansrasans 570
Total Manufacturing ........ceevenenieiiiinneiinine e, 2,685

Food & Kindred Products ......ccccccvvevmnieenninmieiniiiiiiienns 1)

Chemicals and Allied Products .....cccccooviiieiiniiiiiinnnn, 108

Metals, Primary & Fabricated ..o (1

Machinery, except Electrical ..o 58

Electric & Electronic Equipment ....cccocoivviiiiiennininine 2,254

Transportation Equipment ........ccoveeiniiinneniiiinninn 0

Other Manufacturing .....c.ccceeeersiinincisinninnenine e scresniees 260
Wholesale Trade .......cooecvverveniesrermmssimsesiie e 137
BANKING .ooivvieiciieiniecenemi sttt snes e s 41
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Extent of U.S. Investment in Selected Industries.—U.S. Direct
Investment Position Abroad on an Historical Cost Basis—1995—Continued

[Millions of U.S. dollars}

Category Amount
Finance/Insurance/Real Estate ..........ccoeevvviviiineciviieviensennnns 150
Services ... voreene Ceereeeereeree e et e e ae s aree b s eeaeernrneabeten -1
Other INdUSLIES ...oviiveniiiinniririnrnnie s s seesees 71
TOTAL ALL INDUSTRIES ......occovcmvinineenienecnerincnrnesorer e 3,653
(1) Suppressed to avoid disclosing data of individual companies.
Source: U.S. Department of Commerce, Bureau of Economic Analysis.
PHILIPPINES
Key Economic Indicators
[Billions of U.S. dollars unless otherwise noted]
1994 1995 1996}
Income, Production and Employment:
Nominal GDP .....eooieeireeerieceerece et 64.1 74.1 83.1
Real GDP Growth (pet)2 .....ccvvvevvevvverernieieinnnnins 4.4 4.8 5.4
GDP by Sector:
AGTICUIMUTE .o 14.1 16.1 18.6
Manufacturing ....ccooeevreeeveenvininnieinenin 14.9 17.0 18.7
SEIVICES .vveneiiverivirercrcrercrnrc e e e e s 29.2 34.3 38.3
Government 3 .....c.eeoviieriine e e 6.3 7.6 8.1
Per Capita GDP (USD) .....cccovviivvnineninniinnns 956 1,081 1,184
Labor Force (0008) ....ccoocvveererervvreererciiiorinnnessonrees 27,654 28,380 29,130
Unemployment Rate (pet) ....ccocovveevcnccrvceninicnins 9.5 9.5 9.1
Money and Prices (annual percentage growth):
Money Supply Growth (M2)4 .........cccovirininnnn 26.8 25.2 20.5
Consumer Price Inflation ........cccccvenieninniiinnnnn 9.0 8.1 8.7
Exchange Rate (pesos/USD—annual average)
Interbank Rate .....ccccovvvevnniiivnenireennrecnininnenn 26.42 25.71 26.28
Balance of Payments and Trade:
Merchandise Exports (FOB) ..o 135 17.4 20.3
Exports to United States?® ... 5.7 7.0 8.1
Merchandise Imports (FOB) ... 21.3 26.4 334
Imports from United States ... 3.9 5.3 6.1
Trade Balance .......c.ceveeveeereenenienenenenienienn -7.9 -9.0 ~13.1
Balance with United States® ..........c.ccccooeni 1.8 1.7 2.0
Current Account Deficit/GDP (pct) ..o 4.6 2.5 4.8
External Public Sector Debt .....cccovverecvevcnicnnnn, 29.2 28.5 27.0
Debt Service Payments/GDP (pet) ...oocovvvviiininnee 6.5 6.6 7.0
Fiscal Surplus/GDP (pct) ... 1.0 0.5 0.5
Gold and Foreign Exchange Reserves .............. 7.1 7.8 11.8
Aid from United States (millions of USD)3 ....... 87 89 150
Aid from All Other Sources? .......c.ccconvniriiinnnns 1.6 1.6 1.6

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

11996 figures are all estimates based on available monthly data as of October 1996,

2Percentage changes based on local currency.

3Government construction and services gross value added.

4Growth rate of yearend M2 levels.
8Source: U.S. Department of Commerce and U.S. Census Bureau; exports FAS, imporis customs basis;

1996 figures are estimates based on data available through November 1996.
8Inflows per balance of payments, net of inflows from the U.8. Veterans Administration (USVA).
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1. General Policy Framework

The Philippine population is estimated at over 70 million, growing at 2.3 percent
yearly. Gross Domestic Product (GDI”) for the first time surpassed the equivalent
of $1,000 per capita in 1995. The agricultural sector accounts for over 40 percent
of employment, but provides less than one-fourth of GDP_Poverty and skewed in-
come distribution are important concerns. The Philippin€s historically has had to
grapple with chronic trade deficits and a “boom-and-bust” economic growth pattern.

ontinuing and accelerating the initiatives of its predecessor, the Kamos adminis-
tration is implementing a far-reaching reform program aimed at sustaining eco-
nomic growth, preserving macroeconomic stability, and transforming the Philippines
into an industralized market-driven economy.

Within the past 3 years, the government has implemented important reforms lib-
eralizing trade, foreign exchange and investment regimes; privatizing parastatals;
reducing entry barriers for vital industries (such as banking, insurance, aviation,
telecommunications, and oil); and encouraging key private-sector infrastructure in-
vestments under a Build-Operate-Transfer 53 ’f‘,) program. These reforms have
boosted exports, increased overseas workers’ remittances, and attracted foreign in-
vestments, trade financing and capital flows. Real Gross National Product (GNP)

owth has been accelerating since 1993. With every sign of continuing, reforms are
eeding optimism that the Philippines has, at last, embarked on a path of sustained
economic expansion. The country is a founding member of the World Trade Organi-
zation (WTO).

Maintaining fiscal balance remains a crucial goal to ensuring macroeconomic sta-
bility. Departing from two decades of fiscal dc%cits, the national government has
posted fiscal surpluses since 1994 through a combination of revenue measures and
expenditure cuts. The fiscal situation nevertheless remains fragile. Falling privat-
ization receipts, declining tariffs, widespread tax evasion and weak tax administra-
tion contribute to uncertainty. (See Section 3)

The 1993 financial restructuring of the Central Bank (now known as Bangko
Sentral ng Pilipinas, BSP) has restored the monetary authority’s ability effectively
to conduct monetary and exchange rate policy, allowing staggered reductions in re-
serve requirements since 1993 (from 25 percent to 15 percent of deposit liabilities).
Surges in capital flows, spurred by an acceleration in the liberalization of foreign
exchange and investment since 1993, have posed an additional challenge for mone-

tary and foreign exchange policymakers.

2. Exchange Rate Policy

Reflecting major reforms implemented in 1992, current account transactions are
now fully convertible. Except for some restrictions on foreign debt and investments,
the government has also lifted most restrictions on capital account transactions.
There are no barriers to full and immediate capital repatriation and profit remit-
tances. In September 1995, the Philippines joined the ranks of “Article VIII” Inter-
national Monetary Fund (IMF) memgcr countries, underscoring its commitment to
an open foreigﬂl exchange and payments regime.

Foreign exchange rates gcnerally evolve freely in the interbank market, although
the BSP imposes limits on banks’ overbought and oversold foreign exchange posi-
tions. A “volatility band” (containing day-to-day fluctuations to 1.5 percent below or
above the previous day’s average rate) has been applied since late 1994 as a defense
against excessive short-term exchange-rate fluctuations. Targeted for elimination by
March 1997, the government has been phasing down a forward foreign-exchange
cover scheme for oil imports since December 1994,

3. Structural Policies

Prices are generally determined by free market forces, with the exception of fuel
(moving toward full dercgulationyll')g March 1997) and basic public utilities such as
transport, water and electricity. The government grants incentives to investors in
“preferred” activities (see Section 6). The Foreign Investments Act (FIA) of 1991 per-
mits full foreign ownership of companies not availing of investment incentives, ex-
cept those covered by a fgreign investment “negative list” (see Section 5). March
1996 lcgislation lowered forcign investment barriers further by abolishing FIA's
negative list C, which protected “adequately served” sectors such as insurance, trav-
el agencies, tourist lodging firms, and conlerence organizers and lowered the mini-
mum capitalization (from §500,000 to $200,000) at which majority foreign ownership
would be allowed.

The Philippines’ Tariff Reform Program, now covering all Harmonized System
Code chapters 1 through 97, provides for the progressive reduction in applied rates
of duty. The major exception is in agriculture, where :{;uma restrictions (QRs) on
“sensitive” agricultural preducts (except rice) were lifted and replaced with protec-

i
;
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tive tariffs. The Philippines is moving toward two rates: 3 percent for raw materials
and intermediate goods, and 10 percent for finished products by the year 2003, set-
tling to a final uniform 6 percent by 2004. Complementing trade liberalization, the
Phi ippines has shifted its customs valuation system from “home consumption
value” to “export value”, an interim step toward adoption of a “transaction value”
system before the year 2000.

Reforms since the start of the decade improved access to important service indus-
tries (such as aviation, banking, telecommunications, and insurance). Following
March 1996 legislation, the government partially deregulated the downstream oil in-
dustry after nearly two decades of government control. While an automatic pricing
mechanism provides for petroleum product price adjustments monthly, the govern-
ment set a ceiling for price increases and placed a cap on oil firms’ profit margin
until scheduled full deregulation takes effect in March 1997. Previously (in October
1996), the government lifted controls on imports of petroleum products and (with
the exception of refineries) on the establishment of facilitics such as gas stations,
depots and LPG filling tanks.

Since 1993 the government has adopted a number of measures to raise revenues
(such as increasing stock transaction and documentary stamp taxes, imposing a
minimum 3 percent tariff, and hiking government fees/charges). It implemented an
“expanded” value-added tax law in January 1996 (extending coverage to goods and
services, such as the lease and sale of real property, telecommunications, res-
taurants/caterers/hotels, publications, and professional and financial services). The

overnment is relying on congressional approval of a “Comprehensive Tax Reform
rogram” (CTRP) to sustain revenue flows. The CTRP estimates pesos 14 billion
($530 million) in additional revenues can be raised by simplifying the tax system
and widening the tax base through a package of reforms on income and excise tax-
ation, tax administration, and the rationalization of fiscal incentives.

4. Debt Management Policies

The foreign debt level (estimated at $38 billion) has been growing, but debt servic-
ing is no longer a major problem. The ratio of debt service to merchandise and serv-
ice exports has fallen to under 15 percent, from 40 percent in the early 1980’s. The
Philippines has had four debt rescheduling rounds with official bilateral (Paris
Clubycreditors. It implemented a debt-to-equity swap program from 1986-1993 and,
between 1990 to 1992, repurchased and/or restructured nearly $6 billion in debt
owed to foreign commercial banks. The Philippines reentered the voluntary inter-
national capital markets in 1993 after a decade’s absence. The government did not
exercise a fifth Paris Club debt rescheduling agreecment. The IMF approved a 3-year
extended arrangement in mid-1994, which the Philippines intends to use as an exit
program. The country continues to benefit from secctor-specific and structural adjust-
ment programs provided by multilateral institutions such as the Asian Development

Bank and the World Bank Group.

5. Significant Barriers to U.S. Exports

Tariffs: The Philippines adopted a minimum access volume (MAV) system for im-
ports of some 85 tariff lines of “sensitive” agricultural products in July, 1995.
Among those were products, such as pork and poultry, on which the government
had undertaken minimum access commitments in the Uruguay Round (UR). Delays
in implementing the MAV’s on these products have raised concerns among
members relating to implementation of UR commitments in agriculture. The Phil-
ippine Government also imposed MAV’s for imports of [resh, chilled and frozen beef,
which had previously been subject to a 30 percent duty. Imports below the MAV
for beef of 21,131 metric tons (MT) in 1996 (six months), rising to 130,994 MT in
2003, will continue to be subject to a 30 percent tariff. Imports over the MAV will
be subject to a 60 percent tarff, falling to 40 percent in 2000. Finaily, in some cases,

products which had ;I)‘reviously been imported without restriction, are now subject

to the MAV system. This has resulted in the application of prohibitive tariff levels
in cases where no MAV’s (subject to in-quota rates) were established. Administra-
tive requirements for import certificates under the MAV system for all products are
burdensome. )
Import Licenses: The National Food Authority remains the sole importer of rice
and continues to be involved in imports of corn. While trade reforms have %reatly
reduced import restrictions, some products are still subject to import regulation,
generally for reasons of health, morals, national security, and rationalization/devel-
opment programs. )
Cigarette Excise Tax: The current ad valorem system imposes a higher rate on im-
orts and locally produced ci%;arr(')ettes using foreign brand names. Under a proposed
gomprehensive Tax Reform gram (see Section 3), the government envisions a
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shift to a three-tiered specific tax system based on prices, rather than on origin or
brand name.

Services Barriers: Banking-—A law signed in May 1994 relaxed foreign investment
restrictions in place since 1948. A foreign bank can enter cither as a wholly-owned
branch bank, or own up to 60 pereent (up from 30 percent) of an existing domestic
bank, or a new locally-incorporated banking subsidiary. However, the new law per-
mitted only 10 new foreign banks entry on a full-service, branch basis. (All 10 slots
have been filled. Four other foreign branch banks were established prior to 1948.)
Each new foreign branch bank is limited to establishing six branches each. Four
older banks were permitted to each add six new branches.

Securities—Membership in the Philippine stock exchange is open to foreign-con-
trolled stock brokerage firms that are incorporated in the Philippines. Foreign own-
ership in securities underwriting companies (investment houses) is limited to less
than 50 percent. Foreign firms are not allowed to underwrite securities for the Phil-
ippine markei, but may underwrite Philippine issues for foreign markets. Financing
companies must be at east 60 percent Filipino-owned. ‘

Insurance—As a general rule, only the Philippines’ Government Service Insurance
System may provicﬁa coverage for government-funded projects. A 1994 administra-
tive order extended this policy to Bg)’l‘-funded projects.

Legal services—As a general rule, the Philippine Constitution reserves the prac-
tice of professions for Philippine citizens.

Telecommunications: The Philippine Constitution limits foreign ownership in tele-
communication firms to 40 percent.

Standards, Testing, Labelling, and Certification: Of the total 1,625 Philippine Na-
tional Standards, 15 percent are aligned with international norms. The government,
for reasons of public health, safety and national security, implements regulations
that affect U.S. exports of drugs, food, textiles and certain industrial goods. Notable
examples follow:

(a) The Department of Health’s renewed campaign for the full implementation of
the “Generic Act” of 1988 vigorously promotes “cheap” generic drugs. A drug’s ge-
neric name must appear above its brand name.

(b) Local inspection for standards compliance is required for imports of about 30
industrial pmd?xects including lighting fixtures, electrical wires anﬁables, sanitary
wares and household appliances, portland cement and pneumatic tires. For other
oods, however, the government accepts U.S. manufacturers’ self-certification of con-
ormance.

(c) Labeling is mandatory for textile fabrics, ready-made garments, household and
institutional linens and garment accessories.

Investment Barriers: The Foreign Investment Act of 1991 contains two categories
of foreign investment “negative lists”. “List A” covers activities in which foreign eq-
uity is excluded or limited by the Constitution and other laws. These include invest-
ments in mass media, practice in licensed professions, retail trade, small-scale min-
ing and private security agencies which are reserved for Filipinos. In addition to
land ownership (where a 40 percent foreign-cquity ceiling applies), varying foreign
ownership limitations are imposed, among others, on companies engaged in adver-
tising (30 percent), employee recruitment (25 percent), private construction (40 per-
cent), financing (40 percent), public utilities (40 percent), and the exploration and
development of natural resources (40 percent). “List B” limits forei%n ownership
(generally to 40 percent) for reasons of public health, safety and morals (e.g., gam-
bling operations and sauna and massage parlors), and to protect local small and me-
dium-sized firms. To protect smaller firms, a company must be capitalized at a mini-
mum of $200,000 to be more than 40 percent foreign-owned.

The government generally imposes a foreign ownership ceiling of 40 percent on
firms secking incentives with the Board of Investment (BOI) under the govern-
ment’s annual Investment Priorities Plan. While there are exceptions to the ceiling,
divestment to 40 percent is required within 30 years. The BOI imposes industry-
wide local-content requirements under its motor-vehicle development program and
requires participants to generate, via exports, a certain ratio of the foreign exchange
needed for import requirements. The government has issued guidelines to phascout
these trade-related investment measures by the year 2000. .

Current regulations limit domestic borrowings by foreign firms, set as maximum
debt-to-equity ratios, which must be maintained for the term of the debt. The
Bangko Sentral intends to lift these restrictions in 1997.

Government Procurement Practices: Contracts for government procurement of
goods and services are awarded by competitive biddin%. In general, government pro-
curement policies do not discriminate against foreign bidders. However, preferential
treatment of local suppliers is practiced in government purchases of medicines, rice,
corn, and iron/steel materials for use in government projects. Government agencies
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must procure petroleum from government-owned sources. Contractors for infrastruc-
ture pmgects which require a public utility franchise (i.c., water and power distribu-
tion, public telephone and transportation systems) must be at least 60 percent Fili-
pino-owned. For other major contracts (such as BOT projects), where operations do
not involve a public utility franchise, a foreign constructor must be duly accredited
by its government to undertake construction work. To the benefit of U.g. suppliers,
areas of interest including power generation equipment, communications equipment

and computer hardware do not generally confront significant restrictions,

The Philippines is not a signatory to the GATT Government Procurement Agree-
ment.

Customs Procedure: All imports valued at over $500 are permitted entry onl
when accompanied by a preshipment inspection report—*“Clean Report of Find-
ings"—issued by Societe Generale de Surveillance (SGS), the authorized, contracted,
outport inspector. The Philippines has adopted the 1996 version of the Harmonized
System Nomenclature. To assess import d}:xty, the Bureau of Customs has shifted
from “home consumption value” to “export value” as an interim step toward a shift
to “transaction value” before the year 2000.

6. Export Subsidies Policies

Firms (including exgorters) engaged in activities under the government’s annual
Investment Priorities Plan may register with the Board of Investment (BOI) for fis-
cal incentives under the 1987 Omnibus Investment Code. These incentives include
income-tax holidays, preferential tax/duty treatment on imported capital equipment,
tax credits for domestically Fumhased equipment, and income-tax deductions for in-
cremental labor expenses. In addition to these general incentives, some benefits
apﬁ»ly specifically to BOI-registered export firms (such as tax credits for raw-mate-
rial imports, and tax/duty exemptions on imported spare parts). Export companies
in government-designated export zones and industrial estates registered with the
Philippine Economic Zone Authority enjoy basically the same incentives as BOI-reg-
istered firms.

Enterprises accredited under the Exlport Development Act may also avail of time-
bound incentives which include: duty-free importation of capital equipment and ac-
companying spare parts until 1997; partial tax credit until 1997 for locally pur-
chased raw materials, equipment and spare parts for exporters of nontraditional
products; tax credit until 1999 for imported inputs and raw materials not readily
available locally; and tax credit for increases in the current year’s export revenues,
contingent on performance and local content.

There are a number of specialized credit programs targeted for small and me-
dium-scale enterprises in general or exporters in particular, several funded by for-
eign multilateral or bilateral aﬁencies. Most interest rates are market-based, al-
though a number of facilities offer fixed rates. The Bangko Sentral maintains an
“Export Development Fund” (EDF), the foreign exchan(i;e counterpart of its peso re-
discounting facility. EDF rates are LIBID-based and adjusted periodically. The BSP
imposes a ceiling on the spread at which banks can relend the funds.

7. Protection of U.S. Intellectual Property

While IPR protection is improving, serious problems remain, and the issue re-
mains a bilateral trade concern. Current penalties for infringement and counterfeit-
ing are not effective deterrents. Insufficient funding hampers the operation of agen-
cies tasked with IPR enforcement. Joint government-private sector efforts have im-

roved administrative enforcement; but when IPR owners must use the courts, en-
orcement is slower and less certain.

In February 1993 President Ramos created the Inter-agency Committee on Intel-
lectual Property Rights as the body charged with recommending and coordinating
enforcement oversight and program implementation. The Philippines is a party to
the Paris Convention for the Protection of Industrial Property and the Patent Co-
operation Treaty. It is also a member of the World Intellectual Property Organiza-
tion and the WTO.

The Philippines was moved from the U.S. Trade Representative’s Special 301 “Pri-
ority Watch Eist” to the “Watch List,” following the April 1993 signing of a bilateral
IPR agreement, which commits the Philippine Government to improving its legisla-
tive protection and to strengthening enforcement significantly. The Philippine Gov-
ernment has generally complied with the agreement, and is working on legislative
requirements. Although legislative commitments under the bilateral was to be sub-
mitted to the Congress before the end of the June 1994 congressional session, the

overnment did not meet the deadline. A new IPR “code” was introduced in both
gouses of Congress in the second half of 1996. Its passage remains a government

priority.
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Patents: Present law recognizes the )possihility of compulsory licensing 2 years
after registration of a patent with the Patent, Trademark and Technology Transfer
Board, if the patented item is not being utilized in the Philippines on a commercial
scale, or if domestic demand for the item is not being met to an “adequate extent
and on reasonable terms.” For pharmaccutical and food products, use, inadequate
production for domestic demand, etc. nced not be osmblisiwd. Royalty rates higher
than 5 pervent of net sales are allowed only in meritorious cases. Naturally occur-
rir))g substances (plants or cells, for example) are not patentable.

rademarks: Trademark counterfeiting is widespread. Many well-known inter-
national trademarks are copied, including denim jeans, designer shirts, playin
cards, sporting equipment and personal beauty and health care products. Some U.S.
firms—for example Disney—have had success in curbing piracy in cooperation with
Philippine enforcement agencics. The National Burecau of Investigation (the Phil-
ippine cquivalent of the FBI) has recently been cited by the private sector for its
excellent cooperation in conducting raids against trademark violators.

Philippine law requires trademark owners to file an affidavit of use or justified
nonuse with the Patents, Trademark and Technology Transfer Board every 5 years
to avoid cancellation of trademark registration. Nonuse of a mark must be for rea-
sons totally beyond the control of a registrant (import bans, for example). Current
practice provides that internationally well-known marks should not be denied pro-
tection because of nonregistration or lack of use in the Philippines (which ponfing
legislation seeks to incorporate into Philippine law).

Copyrights: Current Philippine law is overly broad in allowing the reproduction,
adaptation or translation of published works without the authorization of the copy-
right owner. A Presidential decree permits educational authorities to authorize the
reprint of textbooks or other reference materials without the permission of the for-
cign copyright holder, if the material is certified by a school registrar as required
by the curriculum and the foreign list price converts to 250 pesos (about $9.50) or
higher. This decree is inconsistent with the appendix of the 1971 text of the Bern
Convention.

Video piracy is a serious problem, but declining from about 80 percent of the mar-
ket a few years ago to about 60 percent now. Copyright protection in the present
law for sound recordings, currently 30 years, is shorter than the internationally ac-
cepted norm of 50 years. Industry sources estimate that piracy of recorded music
has fallen to an avenge of about 40 percent. About 98 percent of all computer soft-
ware sold is <ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>