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SOVIET MEMBERSHIP IN THE MULTIFIBER ARRANGEMENT 

Issue 

The Soviet Union is considering joining the Multifiber Arrangement 
(MFA) and has inquired informally about the U.S. attitude toward 
such a move. In addition, the Soviets have approached the EC and 
the GATT Secretariat in Geneva informally and have indicated that 
they plan to consult with a number of other MFA participants as 
well, although we are not aware of any other contacts they have 
made on this issue. The U.S. needs to develop a policy to 
respond to the Soviet approaches. 

u.s, Position 

There are no benefits to the U.S. in textile terms to Soviet 
membership in the MFA and the issue should be considered along 
with the broader issue of GATT accession for the Soviet Union. 
Although there are MFA members which are not parties to the GATT, 
many countries view MFA membership as one of the preliminary 
steps to GATT membership. The case of China, which has been a 
member of the MFA since 1984 and is now beginning the process of 
GATT accession, is a good example. In the case of the Soviet 
Union, however, we should not support MFA membership unless we 
also are willing to agree to GATT membership, which we are rlQ.t 
prepared to do. U.S. policy on Soviet participation in the GATT 
and the New Round is contained in TPSC Document 86-97 of August 
29, 1986. 

Background 

Earlier this year, the U.S. began rece1v1ng imports of very low­
priced cotton sheeting and printcloth from the Soviet Union. 
Imports from the Soviet Union during the first four months of 
19 87 were over four mil 1 ion square yards and we received information 
that the Soviet Union intended to export quantities well above 
this level. Prior to this, the Soviet Union had not exported 
cotton fabrics to the U.S. since 1977. There has been considerable 
Congressional concern about textile imports from the Soviet Union, 
especially from supporters of the textile bill. 

The U.S. has requested consultations with the Soviet Union and 
has established a unilateral quota of 4.3 million square yards on 
cotton sheeting under Section 204 of the Agricultural Act of 
195 6, as amended, on cotton sheeting. This act ion fol lowed an 
unsuccessful round of consultations with the Soviets in Washington 
in early July to discuss the problem of cotton sheeting, as well 
as our concerns about rising Soviet textile exports to the U.S. 
in general. During the July consultations the Soviet delegation 
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informed us that the U.S.S.R. felt that unilateral action on the 
part of the U.S. was unjustified and that the Soviet Union 
expected to be treated like an MFA member. Sine~ the formal 
request for consultations was made on July 22, we had an additional 
round of consultations in late August but no agreement was 
reached. We are scheduled to meet again in mid-October to resume 
consultations. 

During the July consultations the Soviet delegation also informed 
the U.S. delegation that the Soviet Union was seriously considering 
MFA membership. The Soviet delegation asked what the U.S. attitude 
would be toward such a move. Shortly thereafter, USTR Geneva 
also was approached by the Soviets with the same request and we 
understand that the Soviets have approached the GATT Secretariat 
and the EC as well. We are not aware of any other approaches by 
the Soviets; nor have they made a formal application for MFA 
membership. While we believe the EC would be opposed to MFA 
membership for the Soviet Union, the Europeans have been non­
committal thus far and appear to be waiting for the U.S. to take 
the lead. We may learn more in early October when U.S., European 
and Canadian textile negotiators meet for a discussion on pending 
textile issues. 

MFA membership is automatic for all contracting parties to the 
GATT. Non-GATT members may accede with the approval of MFA 
members, following a procedure established in 1974 (attached). 
The country wishing to join holds formal and/or informal discussions 
with key MFA members to find out what their reaction would be to 
an application for membership and what the terms of accession 
would be. If the potential member receives a positive response 
from those key MFA members, the matter may be referred to Textiles 
Committee for approval of formal accession. In the absence of a 
positive response from key MFA members, the matter still may be 
referred to the Textiles Committee for a decision, although in 
practice either the US or the EC could block membership. 

The Soviet drive fr MFA membership probably is motivated by a 
desire for greater access to world markets for Soviet textile 
products, and a desire to increase export earnings. Soviet 
membership in the MFA clearly would affect our ability to restrain 
U.S. imports of Soviet textile products. We would be forced to 
apply MFA criteria to prove the existence of market disruption, 
instead of relying on the broader authority of Section 204, and 
could be called upon to defend our actions before the Textiles 
Surveillance Body. Given the large installed capacity for 
textile production in the Soviet Union and what the Soviets have 
told us about their plans to increase textile exports to the 
United States, it is in our interest to be able to restrain 
imports as they are beginning to increase. Under 204 we would 
have the ability to take action when imports threaten to disrupt 
our market, instead of having to prove that such disruption has 
occurred already. In addition, the possibility exists that the 
Soviet Union would attempt to use its MFA membership as either a 
forum from which to criticize the U.S. or as a stepping stone to 
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GATT membership. In short, the U.S. would derive no benefits 
from Soviet membership in the MFA. 

While other NMEs are members of the MFA, these are all countries 
with a history of textile trade with other MFA members. We have 
had a bilateral agreement with Romania, for example, for more 
than a decade. A vast majority of Chinese textile trade is, and 
always has been, with the United States and other MFA members. 
This is not the case with the Soviet Union, which has traditionally 
produced textiles either for domestic consumption or consumption 
within the Eastern bloc. 

~ 
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Group on Negotiations on Services 

Issue 

The Gr oup on Negotiations on Services (GNS) will hold its fourth 
meeting September 15- 18. The U.S. delegation must be prepared to 
address the standard agenda: (1) Definitional and statistical 
issues; (2) Broa d concep tual rules covering trade in services; 
(3) Coverage of a multinat ional f r amework in services; (4) 
Ex isting international rules and disciplines covering services; 
and (5) Barriers to trade in services. 

Recommendations 

The U.S. Delegation should be guided by the instructions provided 
below: 

Genera l 
At the June 29-July 2 meeting of the GNS, substantive discussions 
on transparency and non-discrimination took place based on 
submissions by Canada and Australia. Japan will submit a paper on 
national treatment at the September meeting. A number of 
countries plan to have papers ready for November. 

At the November meeting, the US plans to put forward detailed 
proposals on a framework agreement. At the June meeting, the us 
de l egate described briefly the approach we were considering: a 
two-tiered agreement, with countries subscr i bing to a universal 
framework on principles, and sectoral agreements to be subscribed 
to individually, and perhaps gradually. The September meeting 
will provide opportunities for the US to again present this 
approach, lay ing ground for the detailed presentation in November. 
The US aims to complete work on a framework agreement for trade in 
services by the summer of 1988 . 

The present five item agenda could prove confining as the 
negotiations move into the second year. US delegation should 
e xplore the agenda for 1988 in informal discussions with the 
"Friends" and interested LDC's. These preparatory meetings on the 
margins will help lay the groundwork for substantive discussions 
in November and should address the need to provide scope for 
debate in 1988 without reference to the five agenda items. 

Observers 

The question of observers will be first on the agenda . This issue 
was settled in July, with agreement that IBRD, IMF, UNCTAD and the 
UN Secretariat would have observer status at the GNS. No 
discussion is expected beyond formal ratification of the decision. 

LIMITEB Brfl8lAL USE 
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Definitional and Statistical Issues 

At the last meeting, international organizations described their 
statistics on services. Their statements confirmed the aeneral 
understanding that services statistics were insufficient ~both in 
fo rm and content. Despite efforts of several LDC's to formalize 
an UNCTAD rol e in statistical col lect ion, the proposal that 
remains on the table does not specify UNCTAD, but calls for a 
working group within the GNS to consider statistical questions. 
The US delegation will have to a ddress this proposal for a working 
group on stati s t ics to operate concurrent with the GNS. 

Various delegations at the June meeting suggested that this group 
could invite participation of international organizations and 
regional organizations; call on the GATT Secretariat to maintain 
li aison with other organizations doing statistical studies, 
examining short term work t o identify what elements could 
facilitate GNS negotiations; and offer technical assistance to 
LDC's. 

The US delegate should discourage extensive discussions on 
statistics. The GATT Secretariat may have recommendations on a 
working group that would meet the desires of the LDC's without 
diverting resources from the negotiations. Should a consensus 
develop that such a working group be established, the us 
delegation should not oppose, but should ensure that the group's 
mandate is carefully defined, e.g. to be a liaison with other 
organizations but not a statistical collection agency. 

The US delegate should note that presentations by international 
organizations in June confirmed the paucity of statistics on 
services; that statistical underpinnings, while very important, 
are not essential for negotiations on services, since the GNS will 
not be pursuing a traditional request/offer- balance of 
concessions negotiation; and that individual governments must 
give priority to development of statistics on services on a 
national basis, since international organizations must work with 
the raw material presented by governments. 

On definitions, the US delegations should continue to stress the 
importance of a broad approach which would lead to an agreement 
covering cross border trade and commercial presence through 
investment. 

Broad Concepts 

The Japanese paper on national treatment may generate substantive 
discussion. The US delegate should stress the significance of the 
concept of national treatment, which is a benchmark in determining 
the degree of fairness and openness in markets for services. In 
many service sectors, the concept of national treatment is an 
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important and accepted part of regulator y activity. However it is 
important to note that trade restrictions may remain even when 
national treatment is applied, for example, national treatment can 
unde rmine the ability of new entrants -- often foreigners -- to 
provide s e r vices . This concept wi l l have to be explored very 
carefully as GNS discuss i ons p roceed. 

The group may comme nt further on the Canadian paper on 
transparency and the Australian paper on non-discrimination, both 
of which sparked useful and substantive discussion at the June 
meeting. Countries generally agreed that both concepts were 
important to trade in services, but there was significant 
disag reement about the scope and implementation of the concepts. 
The LDC's, particularly Brazil and India, attempted to center 
discussions on development, and the non-discrimination paper 
triggered a number of complaints about the concept of conditional 
MFN. 

On transparency, a number of countries felt that the Canadian 
approach went well beyond requirements on goods in calling for 
notification of laws and regulations, prior publication, and 
opportunity for foreign comment. Should the US delegate wish to 
intervene, he could note that transparency is especially important 
in the services area. Though proposed regulations might go beyond 
procedures in goods, the services sector should be subject to 
stri c t transparency rules because most service sectors are very 
heavily regulated. A comment period is necessary even for 
essentially domestic regulations because regulators may be unaware 
of the consequences of their actions on international trade. 

The Australian paper on non-discrimination generated a number of 
tentative comments, with delegations reserving the right to 
continue to revisit this important concept. The LDC's argued very 
strongly that any agreement on services must be unconditional. 
Should the US delegate wish to intervene, he could note that the 
importance of universal adherence to a framework agreement on 
principles. However the reality of the world trading system in 
services suggests the possibility of a two-tiered approach, with 
subsequent sectoral understandings that participants might 
subscribe to on a gradual or selective basis. 

Coverage 

The US del could describe again the approach the US plans to take 
in November on a universal agreement on a framework of principles 
with separate understandings negotiated on individual sectors. At 
this stage, the US delegate should not offer examples of sectoral 
coverage beyond the four general categories mentioned at the April 
meeting (communications, business services, financial services, 
transportation.) In informal meetings, other delegations may 
press for information about sectoral coverage in the US- Canadian 
FTA, but possible inclusions/ exclusions should not be offered . 
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Existing International Disciplines 

The GATT Secretariat prepared a background note describing the 
main features, coverage and objectives of e xisting international 
disciplines and arrangements relevant to trade in services . The 
no te is factual, and makes no attempt to relate the activities of 
these o rganizations (e.g. ICAO, IMO, ITU, etc. ) to negotiations 
on trace in services. 

The US delegat e should r ecogni ze the useful contribution the 
Secretaria t document makes to prov iding background on 
international disciplines on trade in services, and state that the 
role of the existing international organizations is very important 
in ensuring the smooth flow of services which are essential both 
in themselves and in support of the world trading system in 
goods. These organizations may also play a useful role in 
collection of statistics on services. Their work is in many cases 
very techn ical , and it would not be appropriate for the GATT to 
become involved in the technical issues covered by these 
disciplines, no r should the GATT attempt to supplant these 
disciplines. 

Nevertheless, the GATT and the IO's should play complementary 
roles in ensuring that services be traded free of restrictive 
measures. It is in the interests of all countries participating 
i n thes e organizations and participating in the GNS to guarantee 
mar kets for services be open to the ma x imum extent. Should other 
organizations maintain measures that adversely affect trade in 
services, these measures may be subordinated to the disciplines 
developed by the GNS . In some instances, trade restrictive 
effects could be an unintended side effect of measures taken for 
legitimate technical purposes. It would be appropriate for GATT 
members to raise such questions, and seek solutions that woul d 
provide the desired technical protection without trade 
restriction. As individual member countries provide inventories 
of barriers to trade, it might be useful to catalogue those 
problems which relate to existing international disciplines, and 
consider how the GNS could proceed with reconciliation of two 
legitimate aims. 

Because of uncertainty over coverage and sensitivity of certain 
sectors, it would not be appropriate for the US delegation to 
comment on the activities of specific organizations. 

Barriers 

The US delegation should continue to urge other delegations to 
submit inventories of barriers. Concrete examples will be useful 
in discussion of the principles needed in a framework on 
services. The us delegate could note that the US found 
compilation of an inventory a useful exercise two years ago and is 
in the process of updating the inventory. 
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September 11, 1987 

Members of the Trade Policy Staff Committee 

Donald M. Phill~~}~ Chairman 

Task Force on Defense Trade Data 

There is established a Task Force on Defense Trade Data, 
chaired by Steven Falken (395-4946), to review recommenda­
tions from the Defense Policy Advisory Committee on Trade 
(DPACT) to improve the collection and reporting of U.S. 
data on defense-related trade. 

The report of the DPACT Subcommittee on the Defense Indus­
trial base entitled "Data on U.S. Defense Trade: A Review" 
containing options for improving the data in this area is 
attached. In order to examine the issues raised by this 
report with the intent of developing a U.S. policy on this 
matter and substantively responding to the full DPACT 
membership at their November meeting, it will be necessary 
to examine both the trade policy issues and the date col­
lection and statistical issues, including those with budgetary 
ramifications. It would, therefore, be useful for those 
agencies with data responsibilities in the defense area 
(including data on international trade, export licenses, 
foreign military sales and arms transfers) also to have a 
representative from the appropriate statistical area of 
the agency who would be able to discuss· relevant technical 
issues. 

Agencies wishing to participate in the work of this Task 
Force should notify Carolyn Frank (395-7210) by close-of­
business, Thursday, September 17, of the name(s) of your 
agency's representative(s). The first meeting of the Task 
Force is scheduled for 2:00 p.m., Friday, September 18, 
Room 403, USTR. 

Attachment 



DATA ON U.S. DEFENSE TRADE: A REVIEW 

Summary 

The U.S. government cur=ently produces several compila­
tions of data on trade in defense related goods. These 
studies all are based on several different data bases, whic!'l 
are not mutually consistent, nor inclusive of all trade 
related to defense. There are tnus some important gaps 
i~ our unde=standing of t.~e importance of defense t=ade 
to t!i.e U.S. economy, and in what c:ianges a ..- 0 oc=uring in 
volume and composition. There are several options for consid­
erably improving t.'1e data base which in turn would support 
better analyses. The DPACT may wish to recor:1:nend one or 
~ere of these options to t!i.e OSTR and DoD for t~ei~ co~sidera­
t.i.on. 

Defense Trade Data - Its Imoortance 

T!le=e are several :-eascr..s why :iavi::g qccd da'ta on U.S. 
defense-related t=ade is desirable. Econcru.cally, it is 
useful to k..'low how important suc!l t:-ade is to our economy. 
Tne U.S. and ot.1.er cou..."'l.tries nor::i.ally t:-eat cefense :::ela-:ed 
p:::oc::..rement and t=ade policies i.::i a diff e=~t fashion t:ian 
fer o-:."'l.er co!:l!!lodities. In t.b.e case of ~~e U.S., fo= ex~ple, 
":Suy Az:lerica" provisions are dif:::ere::1t t:12.n t."lose for o--c.."ler 
gcver:-.me=it procu.re.ment. T:ie :::x:.:.tban.lc and t.b.e Foreign Sales 
Cor?oraticn (?SC) tax program disc=::...=i.i.=1ate agai:ist de::ense 
e~~i?ment relative to all o~~er ex;:c:-:s. Several Me.:::lorand'-=l. 
of U~ders~a.ndi~gs (MOUs) be~~een t..~e U.S. a~d o-:~er ::r~encly 
coi.:.:ltries suggest bat t~ere should be some bala.~ce i.:i defense 
related t=ade, and statistics are reviewed on a bilateral 
basis. !f we a~ 0 to discourage discr~atory treat:ne.=.t 
a,;ai...""lst defense expor=.s, a:id unC.ersta.nC. t..,ei= upor-:a.nce 
to the economy, better data is needed. 

Second, t=ade in def~se produc-ts has bot~ positive 
and negative political COil:lo-:ations, depending on coun-:.ries 
and ci=c:mistances involved. Again, at least wi·:u.:i be 
gove.?:"""....I:lent, acc::.=ate data on bilate=al flows, and comparisons 
of O.S. defense trade witb t.~at of ot.~er countries, ca..~ 
be i:nportant. 

Cur::-ent Government Reoorts on Defense Trade 

C"..l:r~~tly four compilations of data on trade in defense 
goods are prepared in various parts of t.~e gover~e=it: 

--?oreic:1 Mili~a=v Construction, Sales ar-d ~.ilitarv 
Assis~~~ce ?ac~s (Annex A): DcD's Sec::rity A.ssis-:ance 
Agency (DSA.A.) ==e~ares an a::...~~al re~cr-: wb..ic~ i.~cluces 
i~::or=ation c; i!-15 sales acre 0 ~e;.~s and celive~ies 
en a cou::.try by co1.::1-:.r7 =asis, a.:id on c=r:::::iercial 
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exoort licenses granted. It does not contain informa­
tion on actual commercial deliveries, or on commercial 
contracts on items not subject to Munitions List 
control. It also has no information on U.S. imoorts 
of defense equipment. Information on FMS sales and 
deliveries is from data generated within DoD; infonna­
tion on commercial licenses comes from the Office 
of Munitions Control at State. 

--World Mili tarv Exnendi tures and Arms Transfe:::-s (Annex 
B): The Arms Control and Disarmament Agency (ACDA) 
also produces an annual renort which includes data 
on defense related imoorts and exnorts for most coun­
tries, and tables showing country-by-country destina­
tions of the arms exports of the major supplying 
count:::-ies. Data on U.S. exnorts comes from the same 
soi:=ces as the DSAA report, and hence suffer the 
sa.::ie shortccr.:.i.ngs. Information on other countries 
is cc=piled f:::-o~ o~her U.S. government so-:.:.=ces. ~here 
is little commodity specific infor:.,a-::ion, exce:;::~ 
on majo= ejd use weapons syste~s. 

--Trejcs ij Co~ventio~al ;...::-:7:s Transfers to the ~hi=d 
Wo:::- 2.d bv Ma ior Sunolier (Annex C): This report has 
been procuced annually by Richard G=im:nett of the 
Congressional Resea=ch Service for several years. 
It focuses on sales ag::-ee..ue:its and ac":"..!al t~ar:s=e::-s 
of defense equipment f=om major supplier cot:..~~=ies 
to Thi:::-d World countries. The data for U.S. shipme~~s 
comes f:::-om "the same sources as t..11e DS;...A report, da ~2. 

on other s~pplying cot:..~tries from the same sources 
AC:::iA uses. 

--Defense Trade Balance s~~=aries (A..~nex D): T~e Office 
of In~e:::-ja~ional Acq~isi~ions in DoD annually cc~piles 
bilateral trace data between the U.S. a:::c. i 'ts NA':'O 
suppliers, plus wi t.h selected ct.her cot.::...:.":tries. ':his 
info::::naticn is to monitor perfo::::nance u...":der various 
MOUs. The report uses the same sources as the other 
gove:::-nment studies with respect. to U.S. exports, 
but taps into DODs procurement records to ob~ain 
data on imports. 

CUrrent Data Availability 

There are several agencies which generate or maintain 
some raw data on U.S. defense rela"ted t:::-ade. For ex::,or'ts, 
these include: 

DS;...A - All f oreicn sales which co throuch FY.S channels 
a=e recorc.ed by DSAA. That age;cy thus ~ has be-th sales 
(e.g. cc:::t.:::-act.) and delivery infor:r,ation on military 
harc.wa::-e which must receive ~t:..":i tic::'ls Co:::t.::ol licer.ses, 
co:n.~ercial items whic~ come u...~der cc:::.~cc~ty cc~~=ol 
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licensing procedures, and a vast array of goods which 
require no export license, so long as the Pentagon 
was the sales agent for the foreign buyer. Information 
is available by country and by commodity, although 
the cornrnodi ty codes are not the same as the Commerce 
SITC codes. 

Office of Munitions Controls OMC has information 
on all licenses it issues for goods ( but not services 
or re-exports) on the Munitions List. When such goods 
are shipped, the Customs Service sends a copy of the 
license back to OMC, so that there is a reasonably 
good record of what is actually shipped as well. As 
noted, it is from OMC that information can be obtained 
on commercial sales of Munitions List goods~ 

Office for Exnort A~~inist=ation This office in 
the Com:nerce Department maintains electronic data on 
license applications and licenses granted for ite~s 
on the Cor.i..'rtodi ty Control List. h'hen such goods are 

· actually shipped, the shinner (not Customs) has the 
responsibility of sending a signed copy of the license 
back to Corr.:nerce, showing the a:not:nt and value of the 
item actually shipped. Cor:U':lerce has just begun to 
electronically record that data, and is working its 
way backwards through older returned licenses. Thus 
in the future there will be reasonably good data on 
actual exnorts of the goods it licenses. 

Bureau of the Ce!;sus - Census receives raw information 
from the Customs Service (basically it receives the 
Shipper's Export Declaration, Form 7525-V from the 
Customs Service - see A..~nex E). Census codes information 
on commodity type (Schedule B NQ~ber), value, quantity, 
country of destination, and port of departure. Although 
the form contains information on the ultimate consignee, 
which at least for end use items might provide some 
information on whether the end user were defense related 
or not, this information is not machine recorded. Ac­
cording to Census, current policy is to code most defense 
end use items in miscellaneous categories scattered 
throughout the Schedule B classification system. This 
is intended to obscure specific shipments to individual 
countries. It also makes it difficult to aggregate 
defense export data. Furthermore, components which 
may be used in military equipment will simply show 
up in categories with their civilian counterparts. 

To suI,1marize, there is good raw cata on contracts and 
shipments of all military end use items which are on the 
Munitions Control List, although their categoriz~tion will 
not track with nor:r,al Schedule B codes. There is similar 
good data on all other goods destined for defense use overseas 
which are sold through the Defense Department (e.g. , FMS) , 
again, with the cocing problem. Data is inadequate or 
u..."available for goocs sold throuoh corr~ercial channels which 
2.re ci::-ectlv n~=~:-:c.se:: by r::i~is-tries of cefe::.se (!-!ODs) o= 
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services, or by commercial companies for 
the mil,i tary or incorporation into end use 
be used by the military. 

later resale to 
i terns which will 

There is evidently good data available and coded on 
imports into the U.S. for defense use. This information 
is contained in form DD 350, which DoD purchasers of all 
goods and services must fill out at the time a contract 
is awarded. A separate contractural reporting requirement 
for all prime contractors requires that they provide data 
on foreign subcontracts of over $10,000 (although this 
threshold is being raised to $25,000). There are two 
principle problems with the data. It is organized according 
to the Federal Supply Classes procurement system, which 
is a different system than export classifications. 
Furthermore, it is geared to contracts signed, not to 
deliveries. However, it is inclusive, and picks up at least 
major components of defense equipment, as well as all items 
used by the Defense Department, not just weapons. 

Options to Improve Data 

There are several steps ~hich could be taken to irr.prove 
the cata base on defense related trade. 
these include: 

--Add Question to 7525-V: A question could be added 
to the Shipper's Expo::::-t Declaration which would ask 
w:iether, to the best knowledge of the person filling 
out the form, the good would ultimately be scld to 
an MOD or uni: o:::Tiled service, ei tner directly as an 
end use i tern, or indirectly as a component of such 
an end use i te:n. The responcer:t would sir.:ply c.:-ie::k 
a box "yes" or "no." Such an action would have to 
be taken by the Cor.--.merce Department as the fo::::-m is 
the jofr1t responsibility of the Bureau of the Census 
and the Assistant Secretary for Export Acministration. 
The codez:-s in the B..:z:-eau of the Census would sir..ply 
be required to add a designator to the Schedule B 
number when entering the product code. The basic 
difficulty with this approach is assuring that the 
respondent knew enough about the product to be able 
to answer the question with respect to ul tirnate end 
user, as such respondents are often intermediaries, 
and not the actual producers of the product. Steps 
might have to be taken to assure that invoices 
contained sufficient data to enable the respondents 
to accurately answer the question. 
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--Modify CCL Process: The Commodity Control process could 
be altered to provide for some designator as part of the 
export license number which would indicate the end user 
would be an MOD or uniformed services. Presumably the 
Commerce officer issuing the license would generally know 
the end use for CCL items. If licenses issued for military 
use were given some designator, one of two processes could 
then be instigated: 

--Census Coding: Export license numbers are entered 
onto the Shipper's Export Declaration. Census code 
clerks could be required to add some designator to 
the commodity code for all licenses issued by O.MC 
and all licenses issued by Cor..:nerce which had the 
designator for defense equip::ie:it. This approach 
would have the adva~ta~e of recording all exports 
of goods which were sensitive from a security point 
of view which were related to defense use. The chief 
disadvantage is that we still would not have any 
information on goods which were exported for use 
by defense establishments which do not require a 
CCL or OMC export license (ranging from medical 
s upplies to bulldozers). 

--Code Defense Use at Co:a~erce: Alternatively, the 
new data system in Commerce could include specific 
information as to whether the product would ultimately 
be used for defense purposes. Cor..:nerce 's inf or.nation 
could then be colla -ced with 0~1C Cc;. ta. This system 
has essentially the same strengths and weaknesses 
of the above sub-option. 

On the import side, DoD' s DD-35 0 probably is the best 
source of oata. A concordance needs to be developed so 
as to convert the Feceral Supply Classes coces into normal 
trade code categories. Once a concordance has been estab­
lished, actual conversion of real data can be done electroni­
cally. Again, the principal problem with this data is that 
it is geared to contracts signed, rather than actual date 
of import. For purposes of general country and product 
analysis, however, this is probably not an important problem. 

All of the possible changes suggested above rely on 
current mechanisms and forms, with some marginal added effort 
on the part of one or more agencies. There would, of course, 
be some additional costs associated with any change. The 
Census Bureau estimates that requiring its coders to add 
a designator for defense rel~ted products would add something 

'' : 
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in the o'rder of $250,000 to Census expenses. Census reviews 
500,000 Shippers Export Declarations a month, and either 
reviewing a new question or checking the export license 
number would add to the time spent on each document. 
Similarly, coding information taken from CCL licenses at 
Commerce would presumably add some costs to Customs and 
Commerce budgets. 

The next step would probably be for an interagency 
•task force to review this paper, determine whatever increased 
costs and effort would be entailed by these or other options 
the task force might suggest, and produce its own suggestions 
j,or review by the DPACT and by appropriate government 
principals. 

.. 

• 
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COUNTRY 

BELGIUM 

DENMARK 

F?.ANCE 

FEDERAL 
REPUBLIC 
Gf;:!MANY 

ITALY 

LUXEMBOURG 

NETHER LANDS 

NORWAY 

PORTUGAL ..... 
S?.!i.;N•••••• 

it.;RKEY 

IJNli::::> 
K!NG.:>OM 

iOTAL EURO?: 

(;.NADA ....... 
iOT Al EUROPE 
?~US C,ANA:JA 

FY 15 MOU 0EFENSE TRADE BALANCE SUMMARY 
( Thousands SH ot September 30, 1985) 

NATO PURCHASFS •ROM U S 000 PURCHASES 

COMMER· 
CIAL SUB••• 

000 
COM-FMS EXPORTS* TOTAL DD 350•• CONTRACT TOTAL PUTED 
RATIO 

8,735 28,908 37,6.43 42,932 113,240 156,172 .24: 1 

201,366 13,588 214,954 9,031 7,489 16,520 13.01 : 1 

95,783 30.329 126, 112 76.3n 6.276 82,653 4,53: 1 

1,447.396 509,955 1,957.351 267,916 n.736 345,652 S.66: 1 

175,271 62,180 237,451 16.4,482 I 19,186 183,668 ,.~: 1 

19 '>,241 1,260 2,130 I -- 2. 130 .59: 1 

120,881 23,823 144,704 10,819 I 90,294 I 101,113 1.43: 1 

35,770 I 15,514 I 51.184 15,826 I 24,990 I 4,P.816 1.26; 1 

16,665 I 2,923 I 19.588 15,730 I -- I 15,730 1.25 : 1 

4.:8.363 I 16,724 I -145,587 21,590 I ~a.:-61 I 40 ,451 11 .02: 1 

450,243 I i1.~8 I 467,691 1,881 I -- I 1,881 2'18.6.4 : 1 

736,459 I 127,128 I 863..587 491,118 I iCS,;;..:.A I 596 ,i62 1.45 : 1 

3, 7:;:3 ,45 1 I 843,761 I 4,567,212 1,119,932 I 463 ,616 I 1,583,548 2.88 : 1 

397,631 I 746.072 I 1,143,703 ~9,..;67 
I 

581,..;28 I 1.,230,635 .S3: 1 

4, i21,082 11..589,833 I 5,710.915 1,763,299 11,C.:.A,944 I 2,814,143 2.03: 1 

• COMME;:1.CAL !)(?ORTS. Es:imatl.'d :c~ls cf ccmme!"Cal ex:,cr-3 license-d 
uncer t!ie Arr.-u E.J-.:,cr. C.::nuol AC-- "'ihese :o~ts l"l!or~em .. -,, cotlar va,u_e of 
e5"tlmated cieiiveries mace aga,ns-:: ciirec: foreign govemment :iurcna_s~ -:rem U.5. 
manurac-..:.Jre~ oT munmons-<:cni:rotll!'<l item5.. 7h~e :c~ts arl! com011l!'(l :,y .. -,e 
Stat!! De:iar.mem's Cffice of Munrtions Ccnuol from manu-fac:ure~· u:,crc 
lic1m~. anc werl! ocuineo v,a DS~. 

•• PRIME CONTRACT AWARDS. ::lD 350 figu~ do not induct! suosis-::ence, 
pr.roleum, ::onS-J'tJc:JOn ano support seMces ccrr.:.o. 

.... SUBCONTIU.C7 AWARDS. Subcontrac: reporting sys-::em not fully 
operational in FY 85. 

•••• • NEGOTIATED R.AT1O. This ratio is the rl!SUlt of c.cmcaring tl'le DOD dau 
with NATO alli~' generate-Cl dau and amv,ng at an agree-Cl to ra'tlo to rerlea 
accro,umate oefense trade with eacn c.cuntry. 

••••• PORTUGAL. Sy mUU1al agreflT'lent. the DD 350 figu~ do indude 
cc n:r-J'tJ c:io n cc nuacs. 

•••••• S?AIN. 7he 00 350 figur~ do not refl~ ii cif!-<>clignion of funcs villu~ 
n S27,456.CCO. The of!-<>cligation ,s ar-:butacle to ~e cose out of four pnor year 
m.irnenance ilno re:,aIr c:,ntrac::s ilwaroeo by Ogeen ALC.. 

••••••• CANADA. ::lil-:.S orovici~ by -die Govemmerr.: of Canac:a: -:="le iigu~ we~ 
ildjus-::ed from ii caiencar :c ii Tl5,Cal vear oasis, ano c:,nver:.e-o in_~c U.S. 001la~ ~ng 
an ilveraoe ucnanoe rate of 1250i (C.S.1J.5..S) for-::ie ;,enoo OT Oc:tooer 1SS4 
~rougn seotemcer 1985. 

ANNEX D 

NEGOTIA-
TED 

RATIO*••• 

1.5 : 1 

5.55: 1 

1.94: 1 

1.8 : 1 

1.90 : 1 
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TO 

FROM 

SUBJECT: 

OFFICE OF THE UNITED ST ATES 
TRADE REPRESENTATIVE 

EXECUTIVE OFFICE OF THE PRESIDENT 
WASHINGTON 

20506 

September 11, 1987 

Members of the Trade Policy Staff Committee 

Donald M. Phill~i Chairman 

Harmonized System 

Attached is TPSC Draft Document 87-144, Harmonized System: 
Request for Section 332 Investigation for Bridge Data. 
The paper has been reviewed and approved by the Harmonized 
System Task Force and the TPSC Subcommitee on Information 
Systems. 

Please phone your clearance to Carolyn Frank (395-7210) 
by noon, Wednesday, September 16. Substantive questions 
or comments should be phoned to Barbara Norton (395-5097). 

Attachment 



TRADE POLICY STAFF COM-"\111"1'EE 

DRAFT Document 87-144 

SUBJECT: 
Harmonized System -- Request 

for Section 332 Investigation for Bridge Data 

SUBMITTED BY: 

Office of the United States 
Trade Representative 

DATE: September 11, 1 987 



TPSC PAPER -- HARMONIZED SYSTEM 

The expected transition on January 1, 1988 from the current Tariff 
Schedules of the United States to the Harmonized System will 
result in a significant change in the way import and export data 
are reported. In order to facilitate time series analyses of 
trade flows, it is necessary to provide a means for data users to 
bridge the existing and new classification systems. 

Recommendation 

The TPSC recommends that the attached letter be sent to the U.S. 
International Trade Commission requesting an investigation pursuant 
to section 332(g) of the Tariff Act of 1930 to provide (1) a cross 
reference between the current tariff and the Harmonized System 
tariff and (2) estimated global and bilateral statistical compila­
tions in the Harmonized System nomenclature for the years 1983-87 
for both imports and exports. 

Private Sector Advice 

Trade data users in the private sector have expressed concern 
that the changeover to the Harmonized System will disrupt the way 
in which statistical data are reported and make time series 
analyses difficult. The proposed study would directly address 
this concern by providing estimated trade data in HS format for 
the years 1983-1987. 

Background 

For several years now, the Administration has been involved in a 
project to convert the current Tariff Schedules of the United 
States Annotated (TSUSA) into the nomenclature format of the 
Harmonized System. The Census Bureau has been involved in a 
similar project to convert the export schedule into the Harmonized 
System. The Administration recently sent proposed legislation to 
the Congress which would enable implementation of the Harmonized 
System. All work within the Administration on the Harmonized 
System pro ject has been directed toward implementation of the new 
system on Janu a ry 1, 1988. 

Because the Ha~monized System is structurally very different from 
the current TSUSA , the changeover to the new system will inevitably 
cause a bre a k in the way in which import and export data are 
officially reported and published. Data users in both the 
government and the private sector have expressed concern that 
this break will cause difficulties in the analyses of trade data 
flov1s for past, current and future years, especially at disaggregated 
product line levels . To ameliorate this problem, the Harmonized 
System Task Force and the Information Systems Subcommittee 
believe it would be useful to provide bridge data between the 
existing and new classification systems. 
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The statistical c ompilation for imports should be based on the 
estimated customs value of U.S. imports for consumption at the 
legal tariff level (8-digit HTS subheadings) and provide both 
global and bilateral statistics for the 1983-1987 period. The 
parallel compilation for exports should be based on 10-digit 
Schedule B subheadings . These compilations could be derived from 
trade allocations (with appropriate updating) used for the 
TSUSA 1HTS and HS Schedule B conversions. 

It does not appear that this investigation will involve information 
collection from the public and, therefore, there is no need for 
Paperwork Act review. 

Attachment 



THE UNITED ST A TES TRADE REPRESENTATIVE 
WASHINGTON 

The Honorable Susan Liebeler 
Chairman 

20506 

U.S. International Trade Commission 
701 E Street, N.W. 
Washington, D.C. 20436 

Dear Madam Chairman: 

September 14, 1987 

The Administration recently sent proposed legislation to the Congress 
which would enable implementation of the Harmonized Commodity 
Description and Coding 5ystern (the Harmonized System). As you 
know the internationally agreed date for the major trading 
countries, including the United States, to implement the system 
in January 1, 1988. 

As our work toward this goal has progressed over the past few 
years, users of statistics on U.S. trade, both in government and 
the private sector, have expressed concern over the inevitable 
break which will occur in the continuity of the statistical 
categories in which U.S. imports and exports are officially 
reported and published, and the difficulties which this break 
will create for the analyses of U.S. trade flows for past, current 
and future years, especially at disaggregated product line 
levels. To ameliorate this problem, it is desirable to provide a 
means for data users to bridge the existing and new classification 
sy sterns. 

Accordingly, at the direction of the President, pursuant to 
section 332(g) of the Tariff Ac t of 1930, I request the Commission 
to provide the following reports to the U.S. Trade Representative 
in printed form, microfiche and on magnetic media: 

(1) a cross-reference between th e current Tariff Schedules of 
the United States Annotated and the proposed Harmonized Tariff 
Schedule of the United States: 

(2) a statistical compilation reflecting the estimated customs 
value of ll.5. imports for consumption for the years 1983-
1987, total and by supplying country, in terms of the 8-
digit tariff subheadings of the propo sed Harmonized Tariff 
Schedule of the United States: 



The Honorable Susan Liebeler 
September 14, 1987 
Page Two 

(3) a statistical compilation reflecting the estimated value of 
U.S. exports for the years 1983-1987, total and by country 
of destination, in terms of the 10-digit subheadings of the 
proposed Harmonized System-based Schedule B . 

The Commission should also arrange for these reports to be 
available to the public in printed form and microfiche through 
the National Technical Information Service, and on magnetic media 
through the Bureau of the Census . 

The cross-reference should be submitted no later than January 31, 
1988, and the statistical compilations should be submitted no 
later than May 31, 1988. The reports should be made available to 
the public simultaneously with their submission to the United 
States Trade Representative. 

The Commission in undertaking this task should avail itself of 
the expertise and services of the U.S. Customs Service and the 
Bureau of the Census and ether agencies of the Executive Branch 
which may be able to ass~st in the project. I am hereby requesting 
the agencies to cooperate fully with the Commission in expediting 
completion of its work . 

The provision of this data by the Commission will constitute an 
important and greatly appreciated service. 

Sincerely, 

Clayton Yeutter 

CY:mam 



OFFICE OF THE UNITED ST ATES 
TRADE REPRESENTATIVE 

EXECUTIVE OFFICE OF THE PRESIDENT 
WASHINGTON 

20506 

UNCLASSIFIED with 
L±MITEB OPFICIAt-lJSE Attachment 

TO 

FROM 

SUBJECT: 

September 11, 1987 

Members of the Trade Policy Staff Committee 
r 

Donald M. Phillip~~hairman 

Uruguay Round Negotiating Group 
on MTN Agreements and Arrangements 

Attached is TPSC Draft Document 87-143 containing instruc­
tions for the September 17-18 meeting of the Uruguay Round 
Negotiating Group on MTN Agreements and Arrangements. The 
paper has been reviewed and approved by the TPSC Task Force 
on MTN Agreements and Arrangements. 

Please phone your clearance to Carolyn Frank (395-7210) by 
close-of-business, Monday, September 14. Substantive 
questions or comments should be phoned to Richard Meier 
(395-6843) or Wendy Silberman (Commerce, 377-3681). 

Attachment 
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TRA.DE POLICY STAFF COli.v.111"l'EE 

DRAFT Document 87-143 

SUBJECT: 
Uruguay Round Negotiating Group 

on MTN Agreements and Arrangements 

SUBMITTED BY: 

Task Force on MTN Agreements 
and Arrangements 

DATE: September 11, 1987 
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ISSUE (O} t'f/i(PD 

The U.S. delegation needs instructions for the September 17-18 
meeting of the Negotiating Group on MTN Agreements and Arrangements. 

RECOMMENDATION 

The U.S. delegation should maintain positions taken at the May 21 
meeting (outlined in TPSC document 87-77) and should: 

Regarding Substantive Proposals: 

o Provide general comments on the Korean proposal on the 
Anti-dumping Code and indicate the possibility that we may table 
a paper on this Code during the fall, drawing on talking points 
provided in background section. 

o Comment on the Japanese proposal on the Standards Code and 
elaborate on our proposal tabled last March. 

o State our preference that the Colombian proposal on subsidies 
be taken up in the Subsidies Negotiating Group. 

o Elaborate on our proposal to make the Import Licensing Code 
more operational. 

Regarding Negotiating Modalities: 

o Ensure that negotiating modalities is placed on the agenda 
under "other business." 

o Reiterate our position that only Parties to an Agreement have 
the right to amend the text of that Agreement. The Negotiating 
Group, however, has the right to discuss any of the MTN 
Agreements and Arrangements tabled by participants and make 
recommendations, as appropriate. 

o Support, and propose if necessary an arrangement to keep the 
Negotiating Group informed of developments in the Code 
Committees and vice versa as elaborated in background section. 

o Support, and if necessary, offer a proposal which would allow 
countries to table additional MTN Agreements and Arrangements 
for discussion during the negotiating phase. 

o Suggest, as appropriate, that the agenda of each meeting of 
this group held during the negotiating phase cover only one or 
two Codes to facilitate in-depth discussion and the attendance 
of Code experts. 

o If appropriate, ask the Chairman (or Secretariat) to prepare a 
draft Committee decision on negotiating modalities to be 
circulated before the group's next meeting. If it would be 
more in our interest for the U.S. to table such a proposal, the 
U.S. delegation should state its intent to do so for 
consideration at the November 4-5 meeting. 

o Agree to holding two additional meetings this fall (currently 
scheduled for November 4-5 and December 7-8). liMfTED BfflGIAL USE 
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PRIVATE SECTOR VIEWS 

An Issue Briefing for private sector advisors was held on April 6. 
Advisors were informed of developments at the first meeting of the 
Negotiating Group and issues that were likely to be raised during 
the remainder of the year. No specific advice was offered but 
concerns were raised on participation, the current operation of the · 
Codes, the relationship between the MTN and the Subsidies 
Negotiating Groups, and the need to assess the impact of the work of 
this group on domestic employment. Advisors were asked to discuss a 
series of issues with their Committees during the coming months and 
offer specific advice. Limited advice has subsequently been 
offered, much of which has centered around implementation problems 
with specific Codes. 

BACKGROUND 

The MTN Agreements and Arrangements Negotiating Group will hold an 
informal meeting on September 16 to discuss the relationship of the 
Code Committees to Negotiating Group, as well as organization of the 
group's work. Formal meetings will follow on September 17-18. The 
agenda for the formal meetings is (1) continuation of consideration 
of suggestions by participants indicating the issues that they wish 
to raise on individual Codes; and (2) other business. The U.S. 
delegation should ensure that negotiating modalities is included as 
an agenda item under "other business." If the Chairman does not 
propose its inclusion, the U.S. delegation should make this 
request. 

Substantive Proposals 

A. Korean Proposal on the Antidumping Code 

At the May meeting of this Negotiating Group the Korean delegation 
tabled a proposal with the intent of "clarifying" certain 
definitional and procedural aspects of the Antidumping Code. They 
apparently believe that the U.S., and to a lesser extent, other 
signatories have used the occasional ambiguity of the Code to adopt 
antidumping practices and provisions which are prejudicial to the 
interests of exporting countries. 

At the September meeting the U.S. delegation should indicate that it 
is continuing to review the Korean proposal with interest, but 
wishes to defer offering any specific comments until we have tabled 
our own proposal on issues we would like to see discussed within the 
context of the Antidumping Code. Talking points are provided below: 

o We appreciate Korea's interest in improving the functioning of 
antidumping practices and provisions. 

o As we are continuing to review the specifics of the Korean 
proposal, we are not yet prepared to comment in detail. 

-l.lMITED OFFICIAL USE 
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o We plan to table in the near future our own proposal on issues 
we would like to raise within the context of the Antidumping 
Code. We look forward to discussing issues relating to 
antidumping in greater depth at that time. 

B. Japanese Proposal on the Standards Code 

The TPSC Subcommittee on Standards is still in the process of 
reviewing the Japanese proposal on standards in detail and in 
elaborating on the U.S. proposal to improve the Standards Code. At 
the September meeting the U.S. delegation should make a short 
statement on the Japanese proposal drawing on the talking points 
provided below: 

o The United States welcomes the proposal offered by Japan to 
focus the work of the Group on standards issues, an area which 
we have already identified as of major importance to the work 
of this Negotiating Group. 

o We particularly welcome the Japanese suggestions to improve and 
expand certain provisions for transparency in the Standards 
Code. 

o Of the four items we have suggested as areas for improvement in 
the Standards Code in our March submission to this Group, two 
are directly concerned with transparency: 

( l ) 

( 2 ) 

a proposal to require notification of any bilateral 
standards-related agreements reached through formal 
or informal discussions; and, 

a proposal that regional standardization bodies of 
which Code signatory governments are members, adopt 
effective provisions on transparency. 

o At this time we would like to reserve further comment on the 
substantive aspects of the Japanese submission; however, we 
look forward to reviewing any further elaboration offered by 
the Japanese. 

C. Colombian Proposal on the Subsidies Code 

Last June the Colombians submitted a proposal to the Secretariat for 
discussion at the September meeting. Aimed at questioning the 
legitimacy of the U.S. use of the injury test under the Subsidies 
Code, the Colombians propose that participants in the Negotiating 
Group should examine how CPs are interpreting and applying Article 
14.5 of the Code. The U.S. delegation should note this proposal and 
suggest that it be considered by the Negotiating Group on 
Subsidies. This would avoid duplication of effort and allow the 
Subsidies experts to discuss the proposal in depth. 
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D. U.S. Proposal on the Import Licensing Code 

The U.S. tabled a proposal at the Negotiating Group's first meeting 
to discuss ways to make the Licensing Code more operational. The 
TPSC Subcommittee on Licensing is currently refining this proposal. 
The U.S. delegation should be prepared to elaborate on this 
proposal. Annex I provides background information on our views on 
ways to improve the Licensing Code, along with talking points. 

Negotiating Modalities 

The initial phase of the group's negotiating plan calls for" ... 
agreement on the negotiating techniques and modalities for the 
subsequent stages.'' This phase will have to be completed by the end 
of the year so the group can proceed to the subsequent negotiating 
phase as outlined in the negotiating plan. It is in this phase that 
we plan to push for improvements in the Standards and Licensing 
Codes. The following sections address matters likely to arise in 
both the informal and formal meetings on the issue of negotiating 
modalities. 

A. Relationship of Code Committees to Negotiating Group 

The United States, with growing support from both developed and 
developing countries, has maintained the position that only 
signatories to the Codes have the right to amend the texts of the 
MTN Agreements and Arrangements. Certain developing countries, 
particularly Brazil, continue to argue that the Negotiating Group, 
and not the Code Committees, has the exclusive right to amend the 
texts of the MTN Agreements and Arrangements. Brazil also has urged 
that the work of the Code Committees come to a halt and shift to the 
Negotiating Group. The U.S. delegation should continue to try and 
isolate Brazil and seek agreement on our position. 

B. Increased Communication between the Co.de Committees and the 
Negotiating Group 

Led by Singapore, a number of developing countries are now 
advocating increased communication and flow of information between 
the Negotiating Group and Code Committees. This is a reasonable 
request so long as the Negotiating Group does not try to interfere 
in the work of the Code Committees . 

.UMITED OFF IGIAL us~ 
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We should listen to the Chairman's and other countries' suggestions 
on how the coordination between the work of the Negotiating Group 
and the Code Committees could be improved and institutionalized. If 
appropriate, we should suggest that any items that countries wish to 
discuss in the Negotiating Group should be raised in the Negotiating 
Group context. These proposals should be forwarded by the Chairman 
to the appropriate Code Committees. The Code Committees should 
include items on their meeting agendas on these issues, and, as 
appropriate, offer their views to the Negotiating Group. 

We could support a more systematic flow of information between the 
Code Committees and the Negotiating Group. If appropriate, we 
should suggest that each Code Committee at its own discretion report 
to the Negotiating Group on developments in their Committees which 
are relevant to the work of the Negotiating Group. If a consensus 
develops, we could agree to having the Chairman ask each Chairman of 
the Code Committees to report all relevant developments to him after 
each Code Committee meeting. 

C. Organization of Future Work 

The U.S. should listen to the Chairman's and other countries' ideas 
on how work during the negotiating phase should be conducted. We 
should support and suggest, if necessary, an arrangement whereby 
participants would be able to table additional proposals on specific 
Codes or related issues during the Group's negotiating phase. This 
would be consistent with the position we are taking in the GATT 
Articles Negotiating Group. 

We should also support or suggest, if appropriate, an arrangement 
whereby, to the maximum extent possible, next year's meetings of the 
Negotiating Group would focus on one (or several) Code issues. This 
would facilitate the attendance of Code experts at the Negotiating 
Group's meetings. 

The above points are intended to lay the groundwork for a Committee 
decision on modalities and negotiating techniques to satisfy the 
requirement in the initial phase of the group's negotiating plan, as 
well as set the parameters for the Group's work next year and 
beyond. 

In this regard, it would be helpful to have a draft Committee 
decision or Chairman's Understanding on modalities prepared and 
circulated before the group's next meeting. Our preference would 
for the Chairman, with assistance from the Secretariat, to table 
such a proposal. If there is lack of agreement on this or we 
believe that we would be in a better position to influence the 
future work of this group by tabling our own proposal, the U.S. 
should state its intention to table a paper on modalities for 
consideration at the group's next meeting, scheduled for November 
4- 5. 

~ITEIJ--QfflC!AL USE , 
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ANNEX l 
U.S. PROPOSAL ON IMPORT LICENSING 

The U.S. tabled a proposal at the Negotiating Group's first 
meeting which indicated that the Licensing Code should be improved 
and made more "operational". A formal U.S. proposal for accom­
plishing this task has not yet been finalized. However, the U.S. 
should use the opportunity of this meeting begin to expand upon 
our initial proposal in very general terms as a means of initiating 
general discussion of some of the ideas that are being explored 
to improve the Code. 

The United States has identified a number of areas where the 
current Code appears deficient and where improved discipline may 
be possible. Several ideas which are being explored include: 
prohibitions on discretionary licensing, establishment of more 
stringent criteria for determining under what circumstances non­
automatic licenses can be established or maintained, improvements 
in the dispute settlement procedures of the Agreement and clari­
fication in the text of terms and definitions which have been 
subject to varied interpretations under the current Agreement. 

Discretionary Licensing Discretionary licensing is a 
continuing problem for many exporters. As a practice, it is most 
frequently used by developing countries which employ it ostensibly 
as a means to control scarce foreign exchange. However, developed 
countries maintain some discretionary licensing systems, as well. 
In fact, such systems are often employed to protect domestic 
industries. Discretionary licensing is particularly burdensome 
because it effectively operates as an absolute quota which is 
lifted only under certain circumstances where domestic suppliers 
cannot meet demand or where limited imports are considered 
justifiable. Discretionary licensing systems rarely provide 
transparency, they result in significant uncertainty in the 
marketplace and they are highly distortive. Discipline over 
these practices, or limits on their use could thus have a positive 
effect on the trading system as a whole. 

Stricter Licensing Criteria - At present, there are no 
substantive guidelines in the Code for the general circumstances 
under which licenses can be issued, the types of products which 
may be licensed, review provisions on the duration of licensing 
actions or quantitative limits on the amount of trade that any 
country can have which is subject to licensing. While these 
criteria may not be the only kinds of limits that would be 
helpful in disciplining licensing practices, they represent the 
types of operational provisions that might help in limiting the 
use of licenses to very specific circumstances, and ensuring 
that there is adequate consideration of the continued need for 
licenses. The United states should consider suggesting these 
criteria as possible ways that discipline could be improved as a 
means of stimulating debate on new criteria that would be helpful. 

Dispute Procedures - At present, the Licensing Code uses 
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the general procedures of Articles 22 and 23 for dispute resolution. 
These procedures were adopted as general procedures in the 
absence of detailed information in the Tokyo Round indicating a 
need for more detailed dispute provisions. 

If additional discipline is added to the Code, however, greater 
specificity and clarity in the procedures for dispute resolution 
may be necessary, as disputes will likely occur more frequently. 
Thus, the United States should suggest that consideration be 
given to the merits of developing more specific procedures for 
dispute settlement under a new Agreement. 

Clarification of Existing Code Language - The Licensing 
Committee has spent the last several years trying to develop an 
agreed approach to interpreting some of the language included in 
the MTN Code. This work has concentrated in defining such 
general terms as "as far in advance as possible", "opening and 
closing dates" and "shall promptly inform". Further work has 
been suggested related to defining the term licensing as used in 
Article 1:1 of the MTN Code. The lack of clarity of these terms 
in the Agreement clearly has led to confusion and to less than 
optimal application of the terms of the Agreement. Every effort 
should be made in renegotiating the Code to incorporate work 
already done to clarify these terms and to improve the general 
precision of the language of the Agreement. 

The U.S. delegation should be mindful that it is likely that 
most substantive changes to the Code would best be addressed in 
the context of the Code Committee, where members have already 
undertaken "GATT-plus" discipline and are most likely to seriously 
consider additional discipline. As a result, the U.S. should use 
this meeting of the MTN Codes Negotiating Group as a general 
forum to elaborate slightly upon some of the ideas we are exploring 
for discussion purposes without appearing to be making any formal 
proposal at this time. 

Talking Points 

The U.S. has indicated on several occasions that we believe 
the GATT Agreement on Import Licensing needs to be improved 
to add more substantive discipline to licensing practices. 

We are still exploring some of the possible ways that the 
Code might be improved and believe that several possible 
ideas bear consideration and broader discussion by interested 
parties. Some of the general ideas we have considered include: 

a) Possible prohibition or limits on discretionary licensing; 

b) Development of stricter criteria for disciplining non­
automatic licenses, such as acceptable circumstances 
under which licenses can be employed, periodic reviews 
of the duration of licensing practices, and the types 
of products which are subject to non-automatic licensing, 

-l:IMlTtD OFflCiAL USE 



general 1 imi ts on the amount of trade 
covered by non-automatic licenses; 

3. 
that can be 

c) Establishment of more specific dispute settlement 
provisions; 

d) Improvement in the precision of language currently 
included in the Code, to allow standard interpretations 
of terms used in the Agreement. 

e) Adoption into the Code of interpretations already 
adopted as recommendations by the Licensing Committee 
in May 1987. 

The United States would welcome discussion of these general 
ideas. 

The United States also believes that additional discipline 
on licensing should be sought throughout the Uruguay Round, 
for example in the Negotiating Groups on Non-Tariff Measures 
and GATT Articles. 
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