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Abstract 

The paper surveys six WTO agreements selected on the basis of their 
potential relevance for Fund-supported programs, namely Customs Valuation, 
Subsidies, Safeguards, Antidumping, Trade-Related Investment Measures, and 
Trade in Services. It offers a critical reading of the rules, and 
highlights potential issues of concern for the Fund in its policy dialogue 
with member countries with selected country examples. As some rules have 
very different implications for various groupings of countries, the paper 
calls attention to policy consistency in the trade area of.these countries, 
and points out some areas where implementation of the rules might pose 
problems. 

JEL Classification Number: 

F13 

u The author prepared this paper when he was employed during the summer 
of 1995 as a summer intern at the Office in Geneva. He is grateful for the 
valuable guidance and comments of Mrs. P. Sorsa and of numerous colleagues 
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Summa33 

The founding of the World Trade Organization (WTO) in January 1995 set 
ambitious objectives for strengthening the framework and implementation of 
trade policies. Because member countries can no longer “pick’ the 
agreements they wish to ratify, but are automatically parties to all 
agreements, international trade rules may pose some constraints on certain 
macroeconomic policies. These constraints seem to play a particularly 
important role in many developing and transition economies, where Fund- 
supported programs may fall under the scope of the WTO rules framework. 

The paper reviews six WTO agreements: Customs Valuation, Subsidies 
and Countervailing Duties, Safeguards, Antidumping, Trade-Related Investment 
Measures (TRIMS), and Trade in Services. It emphasizes both the economic 
implications of the rules and some possible issues of particular relevance 
for Fund activities in developing and transition economies. The paper shows 
that the rules covered have different implications for different groups of 
countries. For example, many developing countries should, within five 
years, bring their customs valuation systems into line with the WTO rules, 
which implies substantial structural reforms, with possible adverse fiscal 
revenue affects. 

Although, under the WTO rules, export subsidies will only gradually 
be eliminated, present subsidies may be countervailed in specific 
circumstances. In addition, fulfillment of notification requirements may 
affect the rights and obligations of transition countries. The paper also 
suggests that the Agreement on Safeguards provides some useful guidelines 
for trade policy advice. Although clearly second best, it could prove the 
least damaging to the national economy of the WTO's legal instruments foi- 
protection, provided that transparency and specific constraints on its use 
are followed. 

On antidumping, the paper highlights economic efficiency questions 
because of the welfare-decreasing effects of antidumping policies. An 
economically sensible antidumping regime may require that a country not only 
achieve consistency with the WI'0 but that it implement additional measures 
to minimize the negative welfare effects of antidumping. In the area of 
trade-related investment measures, developing and transition countri.es using 
prohibited TRIMS were required to notify the WTO to benefit from a 
transition period to phase them out. This is one of the few cases where 
notifications affect rights and obligations. On trade in services, the 
paper suggests that the General Agreement on Trade in Services (GATS) has 
few immediate implications for the majority of developing countries owing to 
their low level of commitments. However, conceptually, the WTO may approve 
capital controls, or the countries themselves may do so on prudential 
grounds. 



I. Introduction 

The completion of the Uruguay Round in April 1994 and the creation of 
the World Trade Organization (WTO) in January 1995 paved the way to a new 
system of rules in the field of international trade. The system is composed 
of several agreements that are based on the GATT framework. However, there 
are also new areas not covered by the GATT, such as trade-related 
intellectual property rights and services. With the WTO framework, some key 
macroeconomic tools, such as tax or investment policies may now have 
stricter trade-related implications. 

Although WTO rules apply to all member countries, I/ the purpose of 
this paper is to present an overview of selected agreements which may affect 
Fund advice and program design in developing and transition economies, The 
paper is organized in a systematic way. Each Section covers one agreement 
with an identical structure composed of a short description of the rules and 
exceptions, an appraisal of the rules, and an analysis of potential 
implications for the Fund with country examples. It is intended to help 
country economists to understand the rules of these agreements. 

Six agreements were selected on the basis of their potential relevance 
for Fund activities: Customs Valuation, Subsidies, Safeguards, Antidumping, 
Trade-Related Investment Measures (TRIMS), and Trade in Services. This 
selection would complement the existing work of the Fund on market access 
and the work of the World Bank on sectoral issues, such as agriculture and 
textiles. 

Since the implications for the Fund crucially depend on the specifics 
of each agreement, highlighting general conclusions is difficult. However, 
it is important to emphasize that the establishment of the WTO expands the 
scope of the rules to all developing countries: under the GATT, countries 
could be selective in choosing the agreements they wished to ratify; by 
contrast, countries that ratify the WTO Agreement are automatically parties 
to all agreements. This calls for more attention to policy consistency in 
the area of trade in developing countries, As noted in the IMF document 
"Guidelines/Framework for Fund Staff Collaboration with the WTO," 2/ Fund 
staff need to ensure that, in the context of surveillance and use ,of Fund 
resources, recommended policy measures and program conditionality are 
consistent with the members' agreements under the auspices of the WTO. The 
main results of the paper are that: 

0 the rules covered have very different implications for certain 
groupings of countries owing to different rights and requirements; 

1/ The term "country" in the WTO also refers to customs territories that 
are members of the WTO. Throughout this paper, country classification 
follows the WTO practice: least-developed countries (LDCs): United Nations 
classification (unless otherwise specified); (other) developing countries: 
under the WTO, developing country status is self-proclaimed. In the WTO, 
Korea, Hong-Kong, and Singapore are developing countries, and South Africa 
an industrial country. Also, Romania considers itself a developing country; 
the Czech Republic, Hungary, Poland, Slovakia, and Slovenia are transition 
economies. 

2/ IMF document EB/CGATT/95/1, March 9, 1995. 
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0 TRIMS, Subsidies, and Customs Valuation Agreements are likely to 
be most constraining, whereas that on Services is likely to be least 
constraining; 

0 compliance with WI'0 notification requirements can increase 
transparency and, in some cases, affect rights to transition periods (in the 
agreements covered, TRIMS and some subsidies); 

l deadlines for phasing out prohibited measures can set maximum 
limits to policy advice; i/ and 

0 particular attention should be paid to transition economies in the 
process of applying to the WTO, especially in the area of customs valuation 
and TRIMS. 

Country examples are included as often as possible, to illustrate 
potential or existing problems between WTO requirements and Fund policy 
advice. After consultation with different area departments, the following 
countries are referred to in some of the sections: Algeria, the Baltic 
States, Bangladesh, Brazil, Cameroon, Chile, Egypt, Ghana, Kenya, Nigeria, 
Pakistan, the Philippines, Poland, Rwanda, Senegal, Tunisia, Uganda, 
Vietnam, and Zaire. 

I./ The phase-out periods referred to in the text are maximum WTO- 
consistent deadlines. They should not be understood as minimum deadlines 
constraining Fund policy advice,.which is formulated on the ground of 
economic efficiency considerations. 
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Table 1. Customs Valuation: Summary of Issues and Implications 

Issue Implications for Countries Possible Constraints 
Issues for Fund Advice 

Notification 
requirements 

Transition 
period 

Minimum 
reference 
prices 

Application 
for WTO 
membership 

Countries should notify their 
wish to delay the 
implementation of the 
agreement or the need for 
reservations. 

All developing countries have 
five years to bring their 
customs valuation systems into 
line with the Agreement. 

Transition economies that 
consider themselves industrial 
countries have neither 
transition periods, nor right 
to reservations. 

Developing countries have five 
years to remove minimum/ 
reference prices, with a 
possible, but not automatic 
extension. 

The above implications apply 
to developing countries 
wishing to join the WTO. 

For transition countries 
joining the WTO as industrial 
countries, the use of 
reference prices could 
complicate their accession, 

Failure to fulfil notification 
requirements does not ensure 
transparency, and could create 
potential problems with other 
countries. 

To implement the Agreement, 
countries will have to use their 
transition periods to reform 
customs structure and practices, 
e.g., develop technical manuals and 
value information systems, train 
staff, which calls for technical 
assistance. 
The Fund, the World Bank, and the 
World Customs Organization have 
agreed to collaborate on the design 
of pilot programs. 

Minimum prices offer room for 
protection and yield distortion 
effects. However, they are often 
used to secure minimum revenues 
owing to customs problems. 
During the transition period, 
minimum prices could be challenged 
(conceptually) in case of adverse 
effect on a trading partner. 

Countries using minimum prices 
could face either problems in the 
WTO accession, WTO challenge, or 
unilateral countermeasures, 
depending on their country status. 
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Table 2. Subsidies and Countervailing Measures: 
Sumnary of Issues and Implications 

Issue Implications For Countries Possible Constraints, Issues for 
Fund Advice 

Notification 
requirements 

Developing countries should disclose their Fulfilhnent of notification 
prohibited subsidies (export & local-content requirements may affect rights 
subsidies) as soon as possible. and obligations of certain 

countries (12.8.. transition 
Transition countries should disclose them at economies). 
the earliest practical date to benefit from 
transition periods (failure to notify means 
that no special transition period will be 
granted beyond the three-year period 
available to all members). 

Export subsidies Prohibition of export subsidies doss not Constraints on the use of export 
apply to LDCs and countries whose GNP per subsidies; risk of countervailing 
capita is below US.$l,OOO. action. 

Existing export subsidies shall be 
eliminated within eight years in other 
developing countries, and in seven years in 
transition countries (with a possible 
extension). but no increase in the level of 
export subsidies is allowed in the meantime. 
For countries with no export subsidies at 
the entry into force of the agreement, the 
relevant level is 1986. Consequently, 
countries are safe from multilateral action 
(except in some cases), but not from 
countervailing action. 

Local-content 
subsidies 

Local-content subsidies must be eliminated The above comment applies. 
within eight years in LDCs. five years in 
other developing countries, and seven years 
in transition countries (with a possible 
extension). Consequently, countries are 
safe from multilateral action (except in 
some cases), but not from countervailing 
action. 

Privatization 
subsidies 

In developing countries, subsidies linked to Privatisation programs in 
privatisation programs are non-actionable, transition countries involving 
and direct debt forgiveness is safe from subsidies could be subject to 
multilateral action. countervailing action, or in 

developing countries debt 
In transition economies, privatization- forgiveness. 
related subsidies are actionable. Direct 
debt forgiveness is non-actionable for seven 
Years. 
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Table 3. Safeguards: Sunmary of Issues and Implications 

Issues Implications for Countries Possible Constraints 
Issues for Fund Advice 

Notifications 
requirements . 

Countries should notify, Failure to fulfil notification 
the existence of VERs and requirements does not ensure 
changes in their existing transparency, and could create 
safeguard framework. potential problems with other 

countries. 

Voluntary export The use of VERS is No specific implications. 
restraints (VERs) prohibited. All existing 

VERs must be eliminated by 
January 1, 1999. 

Safeguard framework Countries may develop a Safeguards are a second-best option for 
safeguard framework in temporary protection, with well-known 
accordance with the adverse effects in terms of resource 
provisions of the allocation and welfare, However, they 
agreement. prove to be one of the least damaging 

WTO-legal protection tools in 
exceptional circumstances. 

Issues 

Table 4. Antidumping: Sumnary of Issues and Implications 

Implications for Countries Possible Constraints 
Issues for Fund Advice 

Notification 
requirements 

Countries should notify any 
change in their antidumping 
legislation. 

Failure to fulfil notification 
requirements does not ensure transparency, 
and could create potential problems with 
other countries. 

Antidumping 
framework 

Countries should submit any new Since there is no transition period, the 
legislation to the relevant WTO agreement does not impose any genuine 
Comsittee for comnents on WTO maximum "constraint" on Fund advice. 
consistency. 

Any antidumping laws should be in line 
with WTO rules. Adoption of antidumping 
laws should be carefully considered--they 
raise serious economic efficiency 
questions. 



- 6 - 

Table 5. Trade-Related Investment Measures: 
Summary of Issues and Implications 

Issues Implications for Countries Possible Constraints 
Issues for Fund Advice 

Notification Countries using prohibited 
requirements TRIMsI had to disclose them 

to the WTO not later than 90 
days following their 
ratification of the WTO 
Agreement in order to 
benefit from a transition 
period to phase out 

. inconsistent TRIMS. 
Failure to notify implies 
the denial of any delay to 
eliminate these measures. 
This means that countries 
currently using concealed 
prohibited TRIMS may be 
challenged under the WTO. 

Failure to fulfil 
notification requirements 
does not ensure 
transparency and could 
create potential problems 
with other countries. This 
is especially relevant in 
this Agreement since 
transition periods are 
explicitly linked to 
notifications. 

Transition 
periods 

Prohibited TRIMS must be 
removed in seven years for 
LDCs and five years for 
other developing countries 
(extendable). 
Transition economies with 
the status of industrial 
countries should eliminate 
prohibited TRIMS within two 
years. 

The economics of TRIMS is 
not clear. Each measure 
certainly deserves a 
detailed cost/benefit 
analysis. Maximum limits 
on phase-out. 

New TRIMS Prohibited TRIMS introduced Countries will not be able 
after July 1994 must be to adopt any new 
phased out without delay. (prohibited) TRIMS. 

' Prohibited TRIMS include local-content requirements, trade balancing 
requirements, exchange restrictions, and domestic sales requirements 
(illustrative list, see Chapter VI). 
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Table 6. Trade in Services: Summary of Issues and Implications 

Issues Implications forCountries Possible Constraints 
Issues for Fund Advice 

Level of 
commitments 

The agreement has few In,view of the low level of 
implications for the commitments, 'there are few 
majority of developing specific (maximum) 
countries owing to their constraints on policy 
low level of commitments. advice. 

To increase the benefits of 
liberalization in the area 
of services, some 
accompanying,policies may 

. play :an active role, such 
as the design of 
competition policies, and 
to related areas; such as 
monopoly regulation, 'tax 
regimes, and labor codes, 
abd;privatization programs. 

Current Countries may adopt or ,. No specific implication 
account maintain restricfzions on since a restriction has to 
restrictions current account 

provided 'they. 
be consistent with the 

transactions, IMF's Articles of 
are consistent with the. Agr,eement . 
IMF's Articles of 
Agreement. 

Capital 
controls 

Capital controls may be In view of the lack of . ~ 
approved by the WTO (based prudential power of the 
on Fund assessmerit), or Fund in the area of capital 
introduced by a developing controls, .Fund advice might 
country on prudential be constrained by the,need 
grounds. for the WTO to approve such 

controls. 



Table 7. Special and Differential Treatment for Developing and Transition Countries 

Subject 

Customs 
Valuation 

Provisions 

Developing countries may delay implementation of the provisions until the year 2000. 
This could be extended in specific circumstances. 

No provisions for transition economies with the status of industrial countries 

Subsidies LDCs and countries with GNP per-capita below US$l,OOO are allowed to maintain export 
subsidies. The former'have eight years to phase out local-content subsidies, whereas 
the latter have five years. 

Other developing countries must phase out export subsidies within eight years with a 
possibility of extension. They have five years to remove local-content subsidies. No 
increase in the level of export subsidies is allowed. 

De minimis provisions in export markets for countervailing action. 

Privatiiation subsidies are allowed. 

Transition economies .benefit from a seven-year period to phase out their prohibited I 

subsidies (binding.notification). An extension is possible. Direct debt forgiveness 00 

is allowed for seven years. I 

Safeguards 

Antidumping 

TRIMS 

Developing countries may extend the application period of safeguards toia total of ten 
years. No preferential transition period for the phasing out of VERs. 

Special regard for developing countries before action is taken.. 

De minimis provisions. 

Developing countries must phase out nonconforming TRIMS within five years (binding 
notification). 

LDCs must phase out nonconforming TRIMS within seven years (binding.notification). 

Services Principle of increased. participation of, developing countries. 

Assistance in strengthening service sectors. 

Restrictions allowed on current and capital account transactions in case of serious 
balance-of-payments or external finance problems. 

. 
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II. Customs Valuation 

1. Description of the rules framework 

Any tariff agreement would make no sense without rules addressing the 
valuation of imported goods for customs purposes. Indeed, depending on the 
method of valuation, the protective effect of an ad valorem tariff can vary 
substantially. The same applies to revenue tax. Hence the need for some 
rules to establish uniform, transparent, and fair standards of imports 
valuation. This is what the WTO Agreement on Customs Valuation I/ ("the 
Agreement") attempts to achieve. 

There are currently two international valuation systems: the Agreement 
based on the Tokyo Round Agreement (1979), and the so-called Brussels 
Definition of Value (BDV), established in 1953. Among the developing 
countries, only Botswana, Hong-Kong, and Lesotho were parties without 
reservations to the Tokyo Round Agreement; whereas Brazil, India, Malawi, 
Mexico, Turkey, and Zimbabwe were parties with reservations. When the Tokyo 
Round Agreement entered into force, there were 33 Contracting Parties to the 
BDV. This figure was reduced to 11 by 1994 (Algeria, Haiti, Israel, Kenya, 
Nigeria, Pakistan, Rwanda, Senegal, Tanzania, Uganda, and Zaire), 2J as 
countries started to shift to the GATT valuation system: 

Under the Agreement, the primary basis of valuation is the transaction 
value. 2/ The transaction value is the price actually paid or payable in 
the sale for export (Article 1) adjusted for certain specific costs 
(Article 8), including commission and brokerage fees, packing and container 
costs, certain goods and services provided to the seller by the buyer free 
of charge, or at a reduced cost, royalties and license fees and proceeds, or 
resale, use, or disposal. Insurance, transport, and handling costs may be 
added, depending on whether the country concerned chooses to use an f.o.b, 
c.i.f., or another form of valuation. 

Certain limitations apply to the use of transaction value. One 
particular limitation is in the area of related party transactions. 
Article 15 defines "related persons" as officers/directors of one's 
business, legally recognized partners in business, employer and employee, 
members of the same family, controlling together a third person, controlled 
together by a third person, or if a person owns 5 percent or more of the 
shares of both of them, and if one of them controls the 'other. The 
transaction value in a sale between related parties will only be acceptable 
as the basis for the valuation when it is established that the relationship 
did not influence the price. In this respect, the burden of proof rests on 
the importer. He must show that the transaction value closely approximates 
either the transaction value in sales to unrelated buyers of identical, or 

u Formally "The.Agreement on Implementation of Article VII of the 
GATT 1994." 

2/ However, some other developing countries claim to use the BDV. 
J/ From a practical perspective, the invoice price is normally used. 
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similar goods for export to the same country, or to the customs value of 
identical or similar goods under the deductive method, or to the customs 
value of similar goods under the computed value method. 

If the transaction value cannot be used as the basis for the 
determination of customs value, either because the requirements of the 
Agreement are not satisfied, or because the importer has failed to produce 
sufficient evidence to satisfy the customs as to the truth or accuracy of 
the declared value, the following alternative methods of valuation must be 
attempted sequentially: lJ 

1. the transaction value of identical goods; 

2. the transaction value of similar goods; 

3. the deductive method consisting of the unit price at which the 
imported goods (or identical/similar imported goods) are sold at the 
greatest aggregate quantity to unrelated persons, subject to deductions of 
usual commissions and transport charges, c.i.f, and tax and duties charges 
(if applicable); 

4. the computed method consisting of the sum of the costs of material 
used in producing the imported goods, plus an amount for profit and general 
expenses equal to that usually reflected in sales of similar goods made by 
producers in the exporting country in sales in the country of importation; 
and 

5. if unable to determine the value by the above methods, the value 
is to be determined by reasonable means and available data. However, 
certain bases of value are specifically prohibited, including minimum 
values, arbitrary values, the price of locally-produced goods, and the price 
of goods on the domestic market of the exporting country. 

Lastly, the exchange rate used for conversion purposes should be 
published by the importing country and should reflect the current value of 
the currency in commercial transactions in terms of the currency of the 
country of importation (Article 1X.1). 

2. Preferential treatment and exceptions 

Developing countries that were parties to the Tokyo Round Agreement are 
not entitled to invoke provisions related to delayed application of the 1994 
Agreement. However, those countries that were parties to the Tokyo Round 
Agreement with reservations related to delayed application, of the provisions 

l.J The order of the sequence must be respected, except for 3 and 4, which 
can be reversed at the request of the importer. 
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are entitled to maintain and extend them, foiloti'ing a decision of the 
Committee in January 1995. u 

6the.r developing countries may delay the implementation of the 
Agreement- -including elimination of minimum, prices--for five years from the 
entry into force of the WTO Agreement,for the country concerned. This grace 
period can be extended if the five years prove to b,e insufficient. 
Countries requesting extension must present valid arguments, and other 
member countries have to agree to it. Even if developing countries 
implement the Agreement immediately, or after five years, they can delay 
further the application of minimum prices, if other members so agree.' There 
is no specific time limit set for this extension. A reservation can also be 
made to reverse the sequential order of options 3 and 4 listed above at the 
request of the importer, and delay the application of the computed value 
method for three years following their application of other provisions of 
the Agreement. . 

In August 1995, 30 out of the 74 developing:countries that had ratified 
the WTO Agreement, had made reservations on the implementation of the 
Agreement on Customs Valuation, as indicated in Table 8. Although the 
remaining developing countries have not notified the WTO, they have five 
years to implement ,the Agreement. The Czech Republic, Hungary, Poland, 
Slovakia, Slovenia, and South Africa, as industrial countries, are requested 
to implement the Agreement immediately. 

IL/ New requests to delay the application of the Agreement will not be 
accepted. 
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Table 8. Reservations to the Agreement on Customs.Valuation 
('as of August 1995)l 

Reservations on minimum Reservations-on the Delay of the . 
prices (Annex III, order of valuation implementation of the' 
para. 2) options (Annex III, Agreement (Articles 

nara. 3). 20.1 and 20.2) ~~~ ~~~ 
Bangladesh 
Chile 
Colombia 
Costa Rica 
Cote d'Ivoire 
Dominican Rep. 
El Salvador 
Gabon. 
Indonesia 
Kenya 
Malaysia 
Myanmar 
Pakistan 
Paraguay 
The Philippines 
Singapore 
Sri Lanka 
Thailand 
Togo 
Tunisia 
Uruguay 
Venezuela 

Bangladesh 
Chile 
Colombia 
Costa Rica 
Cote d'Ivoire 
Dominican Rep. 
Egypt 
El Salvador 
Gal&n 
Honduras 
Indonesia 
Kenya 
Malaysia 
Myanmar 
Pakistan 
Paraguay 
The. Philippines 
Singapore 
Sri Lanka 
Thailand 
Togo 
Tunisia 
Uruguay 
Venezuela 

Bangladesh' 3 
Chile2 3 
Colombia2 3 
Costa Rica2 3 
Cote d'Ivoire' 3 
Dominican Rep.2 3 
J%ypt2 3 
El Salvador2 3 
G&an2 3 
Ghana2 
Honduras? 3 
Indonesia2 3 
Kenya2 3 
Malaysia2 3 
Mauritius2 
Myanmar' 3 
Pakistan? 3 
Paraguay2 
The Philippines2 3 
Senegal2 3 
Singapore2 3 
Sri Lanka2 3 
Thailand2 3 
Togo2 3 
Tunisia2 3 
Uruguay2 3 
Venezuela2 3 
Zimbabwe3 4 

Source: WTO 

' Other reservations are possible depending on remaining ratifications. See 
Annex I, Table 20. 
2 A five-year delay to accept the provisions of the Agreement. 
3 A three-year delay to implement the computed value method from the date 
all other provisions have been accepted. 
4 Zimbabwe was party to the Tokyo-Round Agreement with the same reservation. 
As covered by the January 1995 Decision of the Committee to allow developing 
countries to maintain same reservations, it did not need to notify the WTO. 
(The other countries concerned, i.e., Brazil, India, Malawi, Mexico, and 
Turkey, did not notify). It is reasonable to assume that Zimbabwe did it for 
transparency purposes. 
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3. Normative analysis 

The adoption of the Agreement by the world's major trading nations 
paved the way for the use of a single valuation system worldwide. This, 
together with the benefits of transparency and predictability, led the World 
Customs Organization (WCO) lJ to favor the Agreement as the most suitable 
valuation system. It also suggests that the other valuation system, the 
BDV, is being abandoned by the majority of countries, a trend that is bound 
to continue as countries implement the provisions of the Agreement. 

Although a balanced comparison of advantages and disadvantages of the 
Agreement and the BDV is certainly of little relevance at this stage, it may 
be useful to understand the rationale behind the preference given to the 
former, as well as to the practical consequences involved. 

Technically speaking, both systems lead to virtually the same values 
despite methodological distinctions. However, as the value is positive in 
the Agreement (based on the price actually paid for the goods) and notional 
in the BDV (based on the price of goods that could be reclaimed conceptually 
in the course of trade), differences may arise. 2J In addition, rules are 
more explicit in the Agreement, as compared to the BDV. a/ However, one 
of the most important practical distinctions is that under the BDV the 
customs administration is in a stronger position, and has more discretion 
than under the Agreement, to reject the invoice price as a basis for 
valuation when it appears unacceptable, and to choose alternative methods of 
valuation. 

More problematic is that the BDV has been interpreted and is still 
applied as a minimum, or reference value system by many developing 
countries. As a result, some countries claim to apply the BDV, but have 
practices which differ from their principles, such as official lists, 
widespread reference prices, or automatic uplifts, which are typical 

L/ The WC0 was established in 1952 as the "Customs Cooperation Council", 
and renamed itself "World Customs Organization" in 1994. The WC0 is 
completely autonomous and has 137 members, some of whom are not members of 
the WTO. Likewise, some WTO members are not members of the WCO. See in 
Annex I, Table 22. 

2/ The best example is discounts. Under the Agreement, the value is the 
price actually paid. If the buyer receives a discount, it will be reflected 
in the customs value. Under the BDV, the discount would be ignored if it 
was not freely available to all buyers. Other differences may arise in the 
area of marketing (advertising) expenses. In addition, with the BDV, 
transportation and insurance costs are included; the value is thus 
automatically c.i.f. By contrast, countries applying the Agreement may 
choose between c.i.f., f.o.b., or another form (e.g., ex-factory for the 
treatment of transportation costs). 

1/ For a detailed analysis, see Conseil de Cooperation Douaniere, "La 
Definition de la Valeur de Bruxelles et l'hccord sur 1'Evaluation du GATT: 
une comparaison", Bruxelles, 1985. 
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instruments of protection. In practice, such abuses help create price 
distortions, which is clearly second-best, and do not ensure transparency. 
They may also be used to combat under-invoicing to increase the tax base for 
revenue collection purposes. 

The rules of the Agreement for establishing customs values in a correct 
way are certainly more explicit than in the BDV, and offer a solid and 
detailed valuation framework. However, three practical issues may reduce 
its strength and/or pose implementation problems: 

a. Many countries lack the necessary administrative framework to 
implement the provisions of the Agreement. For instance, without a proper 
information value system, it is hard to imagine how countries could follow 
the set of alternative methods to be used (in a hierarchical order) to 
assess the value when the transaction price is not available. As indicated 
in the previous Section, the Agreement takes up this problem in allowing 
developing countries to make reservations on the implementation of- some 
specific provisions, with a possible extension in case of technical 
difficulties. LDCs are likely to get an extension easier, but it may be 
less certain for other developing countries. This means that the (correct) 
application of the Agreement, like any other valuation system, requires a 
serious and bold reform of customs administrations, structures, and 
practices in most developing countries, which raises the issue of technical 
assistance. Indeed, valuation depends less on the legal base than on the 
manner in which rules are implemented. 

b. The issue of minimum prices, which is closely linked to the 
previous point, is very sensitive. Countries have an obligation to change 
their valuation system to conform to the principles and rules provided in 
the Agreement, but minimum or reference prices can be maintained for a 
limited and transitional period. This can be done either'by delaying the 
implementation of the whole Agreement, or making a reservation on Annex III, 
paragraph 2, and having it accepted by trading partners. In economic terms, 
their use creates open price distortions yielding welfare costs. However, 
due to crucial problems of customs valuation in most developing countries 
(high incidence of under-invoicing, invoice falsification, smuggling, poor 
bookkeeping standards of importers, low administration performance), 
reference prices are frequently used to guarantee minimum customs revenue. 
Their removal is therefore linked to effective customs reform to avoid 
negative revenue effects. 

C. It seems that voluntary (non-binding) minimum prices, I/ to be 
used as reference by customs officials, for instance, remain permissible. 
This may create a bias for the use of voluntary rules in developing or 
transition economies bypassing the Agreement, for the same reasons presented 
before. 

L/ With "voluntary" or non-binding minimum prices, customs officials use 
reference prices as a benchmark only, together with other indicators to 
assess the accuracy of the declared value of goods. 
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4. Potential or existing concerns for Fund advice 

For the reasons presented in the previous Section, compliance with the 
WTO framework on customs valuation may require technical assistance and 
appropriate policy advice for developing countries that have requested a 
grace period for the implementation of the Agreement. In countries that 
rely heavily on tariffs for fiscal revenue, insuring a smooth transition can 
be valuable in constructing Fund-supported policies. Since the Agreement 
can hardly be applied in stages, I/ countries should use their transition 
periods (if applicable) to begin preparing the organizational and procedural 
requirements for implementing the Agreement. This could include ensuring 
that manuals are developed, staff are trained, and developing an information 
system that would provide customs valuators the means to make comparisons 
between prices of goods identical to the imported goods, and to obviate the 
need for reference prices. 

Interesting developments in the field of future technical assistance 
are the valuation pilot projects under discussion between the WCO, the Fund, 
and the World Bank. It has been decided that the WC0 and the IMF would 
consult, in order to present the project to the World Bank, and that 
initially certain countries would be chosen to test the action plan. So 
far, the focus seems to be on African countries. If the pilot programs 
prove to be satisfactory, the funding organizations would be inclined to 
implement this project in a larger number of countries. The usual practice 
would require the recipient country to submit a technical assistance request 
directly to the IMF and the World Bank. For countries which are WC0 
members, the requests for assistance could be formulated in consultation 
with the WC0 which could, in the first instance, help the country to 
identify the type, duration, and cost of assistance required and, secondly,' 
provide the beneficiary with services necessary to meet the assistance 
request. For the time being, the WC0 provides technical assistance in case 
of problems for countries implementing the Agreement. 2/ 

It could also be added that preshipment inspection agreements with 
international private firms can help in establishing values. However, it 
offers no long-term solution to the problem of effective customs valuation, 
because inspection of values is to be conducted on the basis of national 
valuation regulations. 3/ The preshipment inspection and customs 
valuation issues are in fact closely related. A/ 

I/ Except with respect to the strict order of the alternative methods of 
valuation. 

2/ Parties to the BDV no longer receive technical assistance from the 
WCO, except for answers to ad hoc queries. 

Y Note, however, that preshipment inspection must take into account the 
recipient country's commitments vis-a-vis the WTO. 

4/ Preshipment inspection rules are dealt with in a separate agreement 
under the WTO. 
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An illustration of problems with customs valuation is provided by past 
World Bank/IMF advice, given to the Philippines in 1992-93. The Philippines 
was advised to change its home-consumption valuation system 1/ with 
transition to the BDV as a first step towards the GATT rules on valuation. 
This gave rise to disagreement between the GATT and the Bretton Woods 
institutions, but owing to political domestic difficulties, the customs 
valuation reform is still pending. In the near future, as countries are 
left with no choice but to implement the Agreement, such problems are 
unlikely to happen again. However, the Philippines should request 
assistance from the WTO or the WC0 to prepare the transition towards the 
Agreement. 

Another area of crucial concern for Fund advice is the practice of 
minimum prices linked to customs valuation. On the one hand, as any 
systematic reference or minimum price system acts as a price distortion 
mechanism, countries should be encouraged to abandon such practices as soon 
as possible. Under WTO rules, temporary use of minimum prices remains 
permissible during the transition period, and even thereafter, if 
prolongation is approved, which acts as maximum time constraints only. On 
the other hand, it is certainly fair to admit that many developing countries 
have resorted, to a smaller or larger extent, to minimum pricing practices 
as the only secure valuation method because of the significant revenue 
losses owing to serious customs problems. 2J Therefore, it seems 
difficult for countries to remove minimum values immediately without being 
offered any other revenue alternatives. In other words, all other things 
equal, the benefits of removing the price distortions might be outweighed by 
fiscal costs. In this context, it would seem appropriate to encourage 
countries to develop and use an appropriate value information system, so 
that the removal of minimum prices becomes feasible in fiscal terms. 

A direct illustration of this problem is Kenya. In December 1994, 
Kenya notified the WTO that "due to revenue considerations, Kenya is still 
using the BDV procedure when valuing imports for taxation purposes. The 
country would like to continue with this mode of valuation, while looking 
into ways of smoothly adopting the WTO Agreement on customs valuation." 
Kenya's reservation certainly reflects the authorities' fear that a change 
in valuation system might yield a revenue loss because minimum prices yield 
higher revenues. A second example is Ghana. Due to severe problems of 
import under-invoicing, Ghana has started to apply a system of "minimum 
presumptive duties" in 1994 to a specific list of imports. At the same 
time, Ghana notified the WTO the wish to delay the implementation of the 
Agreement for five years. 

I/ The value refers to the wholesale domestic sale price, at which goods 
are.offered freely on the principal markets of the exporting country. This 
system is also referred to as the current domestic value system. 

2/ As indicated in the previous section, these problems include among 
other things under-invoicing, invoice falsification, and, more .generally, 
poor administrative capacities. 
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In both countries, technical advice and assistance appear to be 
necessary to develop appropriate customs administrations and structures 
within the five-year period or less, and to eliminate minimum pricing. 
Again, although this deadline may be extended, it is important to note that 
it has to be reviewed by the WTO. These remarks also apply for other 
countries still using the BDV, i.e., Algeria, Haiti, Kenya, Pakistan, 
Rwanda, Senegal, and Zaire. 1/ 

For non-members wishing to apply for WTO membership and using minimum 
prices, faster adjustment might be needed, depending on their country 
status. Examples include Latvia, Lithuania, and Vietnam. 

In Lithuania, to increase tax revenue, the present threshold price 
system applied to agricultural imports is to be replaced by reference 
prices. Although the related draft amendment to the Agricultural Law has 
not yet been passed, it would seem to imply that reference prices, rather 
than the transaction value, would be the basis for customs valuation. This 
would go against WTO rules. One solution recommended by the WTO Secretariat 
is to make the reference price system non-binding. Thereby, a reference 
price system would be one of many indicators assisting customs inspectors in 
detecting under-valuation of imports. However, it is crucial how this 
system is actually implemented. One may suspect that the present system 
might complicate accession to the WTO, because Lithuania is likely to join 
as an industrial country with no right to transitional arrangements. 

This also applies to Latvia, where a system of reference prices based, 
in theory, on European Community prices is "optional" for the valuation of 
imported agricultural products. As EU (producer) prices are known to be 
high, and depending on its implementation, this system could yield sizable 
price distortions. In any case, this system could pose problems for WTO 
accession as Latvia is also likely to join as an industrial country. 

The case of Vietnam is different. It has recently applied to the WTO 
as a developing country. The Fund provided technical assistance in 
developing the necessary administrative structure for implementing the 
Agreement. In this context, the system of minimum prices is to be 
maintained in the short run. 

Lastly, regardless of the distortion effects and fiscal implications of 
minimum prices, and although they may be used during the transition towards 
the implementation of the Agreement, problems may arise in some cases (e.g., 
adverse effects on a trading partner). During accession, countries may be 
requested to give up their right to the transition period. Also, if customs 
valuation practices affect the interests of other member countries (i.e., 
nullification or impairments of benefits), a challenge in WTO would be also 

I-; Senegal and,Pakistan notified that they want a five-year delay. 
Rwanda's and Zaire's ratification of the WTO is still pending, which shifts 
the start of the transition period, Algeria is currently negotiating its 
GATT/WTO accession. 
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possible. This means that even if, conceptually, developing countries may 
benefit from transition periods, the possibility of a challenge under the 
WTO is not totally ruled out. 

To conclude, although the notification requirements in the Agreement do 
not affect the rights and obligations of member countries as in other 
agreements (e.g., Subsidies and Countervailing Measures), it would be in the 
interest of the Fund to be informed of the situation of each country, as 
this might affect Fund-supported programs. As the previous discussion 
indicates, deadlines for phasing-out proscribed measures (e.g., minimum 
prices) only set out maximum time constraints for the countries concerned, 
and Fund-supported programs require faster adjustments on economic grounds. 
However, when countries fail to respect WTO deadlines or notification 
requirements, they may encounter problems. This suggests that these issues 
could be usefully raised in Fund's policy dialogue, when necessary. 

A simple practical example illustrates this point. Uganda ratified the 
WTO Agreement on Customs Valuation, without reservations, in January 1995. 
However, minimum prices are still in place and the authorities have stated 
explicitly that they want to implement the Agreement by the year 2000. L/ 
As the issue of minimum prices is still sensitive, and to follow its -UT0 
obligations and avoid problems, Uganda should notify the WTO on the delay. 

III. Subsidies 

1. Description of the rules framework 

The WTO Agreement on Subsidies and Countervailing Measures ("The 
Agreement") disciplines the use of subsidies in the goods area (a separate 
agreement further elaborates disciplineson agricultural products). The GATT 
rules on subsidies always suffered from lack of clarity because no agreed 
definition of the term "subsidy" was given. ,By contrast, the Uruguay Round 
Agreement on Subsidies and Countervailing Measures provides a first 
definition of subsidies: a "subsidy" exists when "a financial contribution 
by a government or any public body" 2/ is involved, and "a benefit is 
thereby conferred." 

There are three categories of subsidies defined in the Agreement, 
namely "prohibited", "actionable", and "non-actionable." 

0 Prohibited (Article 3): Subsidies contingent upon export 
performance or upon the use of domestic goods over imported goods are 

ii/ Trade Policy Review (Uganda), GATT, July 27-28, 1995. 
2/ The- financial contribution may involve a direct transfer of funds, 

potential direct transfer of funds or liabilities (e.g., loan guarantees), 
tax credit, the purchase of goods by the government or its provision of 
goods and services other than general infrastructure. 
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prohibited (with the exception of some practices covered in the Agreement on 
Agriculture). By definition, such subsidies are specific. 

0 Actionable: L/ Other specific subsidies granted to domestic 
industries can be maintained, provided they do not cause adverse effects 
(defined in terms of injury, impairment of benefits, or serious 
prejudice) 2J to other members. 

0 Non-Actionable: Non-specific and specific subsidies for 
industrial research and pre-competitive ,development activities, for adapting 
to new environmental requirements or assistance to d.isadvantaged regions, 
are non-actionable, i.e.,.. not subject to countervailing duties or any other 
remedial actions, provided they are notified to the WTO Committee on 
Subsidies and Countervailing Measures before implementation. 

Actions can be taken against prohibited (linked to export performance 
or domestic content requirements) or actionable (i.e., causing adverse 
effects) subsidies, only if those subsidies are specific to an enterprise or 
an industry (or even.to a group of enterprises' or industries). 1/ Such 
actions can follow two tracks: multilateral challenge through the WTO 
system, and unilateral countervailing duties at the border, &/ except in 
the case where the country granting the subsidy has a negligible share of 
the complainant's imports, or when the level of subsidy is de minimis. 5J 

I/ The category of actionable subsidies can be divided into two sub- 
categories, depending on the intensity or-nature of the subsidy: as the 
details of Article 6 indicate, the first one encompasses those subsidies for 
which one.has to demonstrate the adverse effect; the second category 
includes those subsidies, whose level or nature is such that there is no 
need to establish the (obvious) causal link between the subsidy and the 
prejudice. Rather, a rebuttable presumption of adverse effect arises from 
the nature or intensity of the subsidy itself. 

2/ Except, once again, for subsidies maintained on,agricultural 
products, which are covered in a separate agreement.. 

2/ According to Article 9.1, non-actionable subsidies may face counter- 
measures in case of serious adverse effects on the domestic industry. 
Consultations between partces may be requested, and, in the absence of a 
satisfactory outcome, the Committee'may take up the issue and make 
recommendations. In case of non-compliance with such recommendations, 
appropriate counter-measures may be authorized by the Committee. However, 
this case is expected to be the exception rather than the rule. 

4/ The necessary conditions for countervailing the effects of prohibited 
or actionable subsidies are: first, the existence of the subsidy must be 
demonstrated; second, the competing domestic industry must be injured; and 
third, a causal link'between the subsidy and the'injury must be clearly 
established. At leas,t 25 percent of-the firms in the domestic industry must 
support the launching of a countervailing investigation. 

5/ The definition of "negligible" import levels and "de minimis" tends 
to vary, depending on the category of the subsidizing country. 
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Both tracks may be pursued simultaneously, but only one remedy may be 
applied. 

Examples of specific and non-specific subsidies are provided in 
Table 9, below. 

Table 9. Type of Subsidies and WTO Action 

Status: Non-Specific (non-actionable) Type of action possible 
against it: 

Examples: 
- Underpricing of energy with no 

discrimination between 
industries/enterprises. 

None. 

- Tax credit incentives for all enterprises. 

Status: Specific (actionable) Type of action possible 
against it: 

Examples: 
- Underpricing of one product for given 

enterprises (in terms of availability 
or benefit). 

WTO challenge or 
countervailing duty. 

- Subsidy given to enterprises located in a 
designated geographical region. 

Status: Specific (prohibited) Type of action possible 
against it: 

Examples: WTO challenge or 
- Underpricing of energy for exporters. r countervailing duty. 
- Currency retention scheme involving a bonus 

on exports. 
* Direct taxes rebate for exporters. 

1 Except in the case of duty drawbacks on energy imported and consumed 
as production inputs by exporting firms, as defined in Annex II. Such duty 
drawback schemes are not deemed to be export subsidies, so long as such 
drawbacks do not exceed the actual tax/duty liability. 

2. Differential treatment and exceptions 

The Agreement distinguishes several categories of countries in giving 
them different deadlines to phase out measures inconsistent with the 
Agreement and different treatment in the context of multilateral subsidies 
disciplines and countervailing measures. All developing countries are 
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exempt from the presumption of serious prejudice. 1/ In addition, action 
based on nullification or impairment of benefits can only be taken with 
respect to developing and transition countries in the event of displacement 
of other members' imports or in the event of injury. This means that 
multilateral action could (conceptually) be taken against certain developing 
countries' subsidies during the transition periods in these circumstances. 
Furthermore,. nothing prevents the countries concerned from facing unilateral 
countervailing actions even within the transition period. 

a. Phase-out rules: 

l Industrial countries must phase out all prohibited subsidies 
within three.years. 

0 LDCs are not subject to the prohibition on subsidies linked 
to exports. They are also exempt from the prohibition on subsidies 
contingent upon the use of domestic over imported goods for a period of 
eight years, starting in 1995. However, export subsidies for products, 2/ 
in which a share of-at least 3.25 percent in world trade for two consecutive 
years has been reached, should be phased out within eight years. 

l -: Countries whose GNP per capita is less than US$l,OOO per 
annum are not subject to the prohibition on subsidies linked to exports. 
They will .be exempt from the prohibition on subsidies contingent upon the 
use of domestic over imported goods for a period of five years, starting in 
1995. These countries are;Bolivia, Cameroon, Congo, C6te d'Ivoire, 
Dominican Republic, Egypt, Ghana, Guatemala, Guyana, India, Indonesia, 
Kenya, Morocco, Nicaragua, Nigeria, Pakistan, the Philippines, Senegal, 
Sri Lanka and Zimbabwe. However, export subsidies for products, 2/ in which 
a share of at least 3.25 percent in world trade for two consecutive years 
has be?*, reached, should be phased out within eight years. 

0 Other developing countries (self-defined) will be exempt from 
the prohibition on subsidies linked to export for an eight-year period (with 
a possible extension), provided that subsidies are progressively phased out 
during this period. They will also be exempt from the prohibition on 
subsidies contingent upon the use of domestic over imported goods for a 
period of five years, starting in 1995, However, export subsidies for 
products, 2/ in which a share of at least 3.25 percent in world trade for 
two consecutive years has been reached, should be phased out within two 
years. In addition, the level of existing export subsidies should not be 
increased (from 1986 levels). 

I/. This means that, as Article 27.8 indicates, serious prejudice must be 
demonstrated by positive evidence in the case of a subsidy granted by a 
developing country member. 

2/ A "product" is defined as a section.heading in the Harmonized System 
Classification (2 digits). 
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0 Transition economies: there is a seven-year period for 
bringing prohibited subsidies into conformity with the Agreement, provided 
proper notification is made at the earliest practicable date (and not later 
than end-1996). This transitional period may be extended in "exceptional 
circumstances." 

b. Privatization: In all developing countries, subsidies given 
to private purchasers of state-owned enterprises as incentives are safe from 
multilateral challenge, provided that they are notified to the 
Committee. lJ One example of such subsidies is the case where the value 
of past subsidies granted to a state-owned enterprise is not included in the 
selling price of the firm to private purchasers. The same applies to direct 
debt forgiveness and subsidies covering social costs within the framework of 
a privatization scheme, provided that privatization actually takes 
place. L2/ By contrast and rather surprisingly for countries in 
transition, there is no mention of privatization programs: only direct debt 
forgiveness is safe from multilateral challenge for seven years. 

The different transitional arrangements and preferential 
regimes are summarized in Table 10. 

C. Notification of subsidies: There are various obligations 
linked to the notification of subsidies. In the case of developing 
countries, whether or not they notify their existing prohibited subsidies 
does not affect the different phase-out periods to which they are entitled. 
For example, a developing country member that uses prohibited export 
subsidies, whether or not it notifies these subsidies as prohibited ones, 
will have eight years to eliminate them. J/ Most constraints apply to 
countries in transition. Failure to notify the existence of prohibited 
subsidies to the WTO at the earliest practicable date (and in any case not 
later than the end of 1996) will result in the denial of any extended 
transitional period to remove such subsidies (the normal three-year period 
will apply). 

I/ Such subsidies are non-actionable multilaterally (i.e., based on 
serious prejudice or nullification or impairment of benefits). However, as 
for the other exceptions, countervailing duties are possible. 

2/ This applies "when such subsidies are granted within and directly 
linked to a privatization programs of a developing country member, provided 
that both such programme and the subsidies involved are granted for a 
limited period and notified to the Committee and that the programme results 
in eventual privatization of the enterprise concerned" (Article 27.13). 

2/ Among developing countries, as of April 1995, Chile, Honduras, 
Malaysia, and Singapore had notified prohibited subsidy programs as such. 



Table 10: Subsidies, Phasing-Out Periods, and Country Status 

LDCs 

Export Increase in Local-content In case of Privatization Direct,debt 
subsidies export subsidies export subsidies forgiveness 

subsidies competitiveness 

Safe from Safe from Eight years to Export Safe from Safe from 
multilateral multilateral be phased out subsidies must multilateral multilateral 
challenge1 challenge1 (safe from be phased out challenge challenge' 

(Section 3) multilateral 
challenge)' 

in eight years 
(safe from 
multilateral 
challenge) 

Daveloping Safe from Safe from Five years to Export Safe from Safe from 
with multilateral multilateral be phased out subsidies must multilateral multilateral 
GNP/capita (safe from 
<us$1,000 

challenge1 challenge1 be phased out challenge challenger 
(Section 3) multilateral 

challenge)l 
in eight years 
(safe from 
multilateral 
chaa2nge)', 

Developing Fight years prohibited Five years to Export Safe from Safe from 
to be phased be phased out subsidies must multilateral multilateral 
out (safe from be phased out challenge challenge' 
(extendable) multilateral 
(safe from challenge)' 

in two years 
(safe from 

multilateral multilateral 
challenge)' challenge)' 

Transition Seven years prohibited Seven years to No special Actionable Safe from 
to be phased be phased out provision multilateral 
out (extendable) challenge 
(extendable) (safe from (for seven 
(safe from multilateral 
multilateral challenge)' 

years) 

challenge)' 

'Unless displacement of other member's imports &curs, 
of benefits). 

or in the event of injury (nullification or impairment 

I 

N 
W 
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3. Normative analysis 

The Agreement on Subsidies and Countervailing Measures aims at 
controlling the use of subsidies with, among other things, a more precise 
distinction between different categories of subsidies. In this respect, the 
achievements of the Agreement are certainly positive because the rules are 
more forceful than those replaced. 

As a general comment, the Agreement disciplines more the use of 
specific subsidies in contrast to general ones. This emphasis on the 
"fairness" of subsidies may reflect the mercantilist underpinnings of 
GATT/WI'0 rules in general, with less consideration for broader economic 
efficiency. In economic theory, it is not evident why general subsidies 
would be less costly in terms of welfare than specific ones. It is true 
that subsidizing certain sectors may seriously distort incentives and result 
in inappropriate allocation of resources, with substantial costs for the 
economy. However, although general subsidies may not distort incentives 
toward a specific sector, resource allocation would be affected by such 
artificial conditions, IJ and the fiscal implications might be enormous. 
In addition, the theory of domestic divergence makes it clear that in the 
presence of certain distortions or market failures, some subsidies may be 
first-best instruments. 2/ These can be either specific subsidies 
(product X in a partial-equilibrium analysis), or general subsidies 
(knowledge, education), depending on the divergence. These few conceptual 
elements indicate that there is no clear welfare analysis behind the 
GATT/WTO's separate treatment of specific and general subsidies, which, in 
turn, suggests that subsidies allowed under the WTO may have very different 
welfare implications, depending on their nature. 

This being said, in economic terms, any move in the direction of less 
subsidies certainly makes sense. First, because subsidies have well-known 
adverse effects on the domestic economy in terms of both resource allocation 
distortions and fiscal imbalance. The latter deserves close attention 
because it may have serious implications for macroeconomic adjustment. 
Second, because the widespread use of subsidies has fostered the mushrooming 
of countervailing duties and related regulations. 

In the Agreement, however, differential treatment is still granted to 
developing countries, which is often described as a major drawback (OECD, 
1994). This raises two different problems. First, although the Agreement 
seems to give some support to the usefulness of subsidies in developing 
countries (which is questionable), the criterion chosen (e.g., self- 
definition as "developing", GNP per capita below US$l,OOO) can be arbitrary. 
As GNP figures are often distorted, this creates an artificial limit to 
subsidies (regardless of judgment on the usefulness of subsidies). Second, 

L/ A good example of such misallocation of resources is provided by the 
Soviet economy in which decades of subsidized energy prices have resulted in 
the use of energy-intensive technologies in all economic sectors. 

2/ See Corden (1980), Chapters 1 and 2. 
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with a cost-benefit approach in mind, it is somehow ironic that the right to 
use subsidies is conferred on those countries which can the least afford 
them. These two problems, stemming from opposite approaches, lead to a 
certain paradox: the poorest countries can use more subsidies than others, 
although they can the least afford them. Furthermore, despite transitional 
arrangements and exemptions, no developing country should believe that it is 
protected against either a multilateral challenge, or unilateral 
countervailing action, although preferential rules exist for developing 
countries in the context of negligible import levels and de minimis subsidy 
levels. This may have very important implications because, in some cases, 
the positive effect of a subsidy could be offset by the countervailing duty 
levied by another country, or even, the antidumping action launched by 
another country. 

From a political, economic perspective, one could argue that, in case 
of (proven) injury caused by the export subsidies of a least-developed 
country, some industrial countries would prefer to use countervailing duties 
(or antidumping) rather than bringing the case before the WTO. Several 
reasons could justify this choice: 

0 From a practical perspective, the investigation and procedure in 
any countervailing duty case take place within the domestic political 
framework which is more convenient than a multilateral challenge under the 
auspices of the WTO. 

b In international trade practice, countries often act unilaterally 
before opting for multilateral options. 

0 From a mercantilistic point of view and regardless of the total 
welfare effects on the economy, if the objective is to protect a domestsic 
industr; that is being harmed by the foreign subsidy, a countervailing duty 
is a more suitable tool than a multilateral challenge; WTO challenge will 
result in either the removal of the subsidy in the foreign country in the 
medium term, or in the ability to retaliate against the foreign country. In 
the first case, the removal of the subsidy will not solve the injury problem 
in the short run, and in the second case, the aim of retaliation is not: to 
protect the domestic industry, but to damage the foreign industry. 

b Reputation considerations would certainly play a role in the 
decision to challenge an LDC before the WTO. 

b Past evidence in the area of subsidies indicates that even amongst 
industrial countries, the countervailing duty option (or antidumping) was 
the rule whereas the multilateral challenge option was the exception. 

Hence, the preferential regime granted to various groups of countries 
is not clear owing to numerous ambiguities in the wording of the Agreement. 
For example, it is not clear from the rext (Article 27.4) whether the ban on 
the increase in export subsidies refers to a developing country (including 
UCS), or to developing countries, except the least developed ones. The 
second interpretation seems to be predominant, which actually makes sense 
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with respect to the purpose of the Article. Therefore, from a legal point 
of view and although the wording is very ambiguous, one can assume that LDCs 
(so defined in Annex VII of the Agreement) are exempt from this rule. Also 
the term "increase in export subsidies" remains unclear and could be subject 
to various interpretations. The same comment applies to Article 27.13, 
which states that subsidies granted in the context of privatization schemes 
may be permitted, provided that they are given for a "limited period" and 
notified to the Committee. The precise meaning of "limited period" is 
vague. 

Another important problem is the difference of treatment between 
developing and transition economies with respect to privatization subsidies. 
As Section Z.b, above, indicates, such subsidies are permissible in 
developing countries, but not in transition countries. This situation 
certainly reflects, in part, the relative negotiating strength of the 
category of countries concerned during the Last round of negotiations. 

It can be argued that the export-competitiveness provision could affect 
some dynamic developing countries whose specialization is in a few products, 
provided such products are subsidized. 1/ 

Lastly, the countervailing part of the Agreement, which is central in 
the text, it is worth mentioning. Although the procedural requirements in 
the determination of injury, provisional measures, undertakings, and 
imposition of countervailing duties are identical to the rules in the 
Antidumping Agreement (see Chapter V), there are differences as well as 
similarities between countervailing duties and antidumping duties: the main 
difference is that countervailing duties may be used only against 
prohibited or actionable subsidies, whereas antidumping duties are used 
against "dumping" problems with no proper definition of dumping (see 
Chapter V.3). This means that either a countervailing duty or an 
antidumping duty, depending on the case, could be levied against a 
prohibited/actionable subsidy. The main similarity is that the economic 
rationale behind both instruments may be questioned because of the absence 
of genuine cost/benefit analysis on the effects of such measures on the 
domestic economy. The economics of countervailing is therefore 
questionable, as it only considers the producer's point of view. It is 
clearly second best, with adverse effects in terms of resource allocation 
and welfare. 

I/ Assuming that one country specializes in few products with export 
subsidy programs, an export boom could conceptually result in reaching the 
threshold of 3.25 percent of world trade in these product lines (defined as 
a section heading (i.e., 2 digits) in the Harmonized System classification). 
If so, the subsidies concerned would have to be removed in two years in 
developing countries, and in eight years in LDCs. However, in practice, it 
seems that no reliable export statistics are available at the required digit 
level, even at the WTO, which renders the implementation of this provision 
doubtful. 
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4. Potential or existing. concerns for Fund advice 

The new set of rules on subsidies can affect tax policy advice in 
developing countries, and may have some implications for exchange rate 
policies. 

Broadly speaking, the tendency toward less subsidies, as well as the 
freezing and phasing out of export subsidies, are in line with Fund- 
supported programs in most developing countries. In general, this means 
that in future, as the scope for trade-related subsidies is reduced, the 
need for exchange rate adjustments might increase. l./ 

For some developing countries (i.e., those not listed in Annex VII of 
the Agreement), there may be some maximum constraints on available policy 
options because they are subject to shorter deadlines than LDCs, to bring 
their export subsidy programs into line with the Agreement. In any case, 
shorter transition periods than those available under the WTO may be 
desirable, given the adverse welfare effects of subsidies. A typical 
example is Tunisia, where export subsidy programs exist. 2/ As Tunisia's 
GNP per capita is well over US$l,OOO, the measures, which are inconsistent 
with the Agreement, will have to be phased out in eight years at the latest. 
This requires a careful examination of the,existing measures: some fiscal 
incentives, such as certain income tax or real property tax rebates, may be 
prohibited by the Agreement. 3/ 

Another example is Colombia, which, in June 1995, notified a subsidy 
program that contained an export promotion scheme. This scheme consists of 
tax credits equivalent to a percentage of the f.o.b. value of the exports, 
and represents all, or part, of the indirect taxes and other levies prepaid 
by the exporter. The implication of the Agreement for Colombia could be 
that such a program should be phased out within eight years or less. Fund 
recommendation could therefore focus on the analysis of the program to 
verify its nature, the economic-costs involved, and the length of any 
applicable (or desirable) phase-out period. 

The case of Turkey deserves close attention. Turkey's notification 
contains two differentsubsidies that are given different treatment under 
the Agreement: 

I/ For instance, it is more difficult to grant compensatory export 
subsidies to countries where the currency is overvalued. This could 
increase the importance of active exchange rate policies, with potential 
balance of payment implications (see Rom (1994)). 

2/ Export promotion schemes include, inter alia, fiscal incentives 
extended to export-oriented enterprises, preferential discount rates applied 
to export credits, export insurance, and financial assistance to specific 
firms. See Trade Policy Review (Tunisia), GATT, 1994. 

w The details of Annex I of the Agreement (the illustrative list of 
export subsidies) provides useful indications. 
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"Within the aim of compensation for the disadvantage due to the high 
energy costs, vis-a-vis the average world energy costs levels, the 
firms manufacturing final products to be exported can purchase 
electricity, natural gas, and liquified petroleum (LPG), consumed in 
the production of the exported final products, at discounted prices 
that are determined by the Money and Credit Board, taking into account 
the energy prices in the EU countries. Also, for fuel oil, an 
exemption from customs duty and all levies collected on imports are 
being implemented." L/ 

Any drawback of customs duties, sales taxes, or value-added tax on 
imports that are used as inputs in the production of exports are not deemed 
to be export subsidies under the Agreement (Annex II). This certainly 
applies to the second measure notified (fuel oil), provided that imported 
fuel oil is actually used as an input: in the production of exportables. In 
this case, the measure is allowed and does not impose any constraint on Fund 
advice (regardless of economic considerations). By contrast, the first 
measure notified (applying to electricity, gas, and LPG) does not seem to 
encompass any customs duty drawback. Under the Agreement (Annex I), any 
government subsidy on a product granted to exporters on terms or conditions 
more favorable than those commercially available on world markets for 
competitive products to exporters is a prohibited export subsidy, This 
would suggest that, unless Turkish exporters get electricity, gas, and LPG 
on world markets at the same price as under the government scheme, 2J the 
measure notified may be understood as an export subsidy. If so, Turkey may 
have to phase out its first notified measure within eight years (maximum). 

An example of the problems arising from the interpretation of the 
Agreement is a tax incentive scheme proposed by the Fund staff in the 
Philippines for export industries and firms with a good export potential. 
The potential problem is that the incentives may be considered as new export 
subsidies and fall into the category of prohibited subsidies. For the time 
being, the Philippines is part of the group of countries listed in Annex VII 
and therefore is exempt from the ban on new export subsidies. However, it 
is really on the borderline as its GNP per capita was close to US$989 in 
1994, 3J and therefore is likely to outstrip the US$l,OOO threshold soon. 
If so, export subsidies would have to be eliminated within a maximum of 
eight years starting from the year the GNP threshold is reached. &/ 

I/ Taken from Turkey's notification to the WTO Committee in Subsidies 
and Countervailing Measures, received August 3, 1995. 

2/ This simply indicates that if exporters can have access to a given 
product either on world markets or through the government scheme, at the 
same price, there is no specific benefit conferred by the government scheme. 

2/ Personal estimation based on GNP and population estimates in the 
International Financial Statistics, August 1995. 

4/ The WTO procedure is not very precise in this respect. The Agreement 
only indicates that the phase-out should commence on the date when GNP per 
capita reaches US$l,OOO on the basis of World Bank data, thus apparently 
ignores possible lags between production performance and data availability. 
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Another potentially important implication for Fund-supported programs 
is the obligation of transition economies to notify the WTO their prohibited 
subsidy programs before the end of 1996. Failure to notify will prevent 
them from benefitting from the transition period to phase out such 
subsidies, apart from the normal three-year period to which they are 
entitled. For instance, Poland implemented an export promotion program in 
1994, including tax and financial incentives (income tax relief for 
investors in export promoting invesrment, property tax rebate for 
restructuring investment purposes in the area of exports, accelerated 
depreciation rates for modernization investments in exports, and attractive 
refinance credits). lJ As some of these measures may fall into the 
category of export subsidies defined in Article 3 of the Agreement, formal 
notification is needed as soon as possible. Indeed, Poland may face two 
problems: first, a trade partner may challenge Poland soon if such measures 
are discovered; second, if Poland notifies with substantial delay, a trade 
partner may challenge Poland on the grounds that the notification was made 
too long after the "earliest practical date" (as required by the Agreement). 

Currency retention schemes involving a bonus on exports are prohibited 
under the Agreement (Annex I). Although several exchange rates for exports 
with various retention schemes were used in 31 countries in 1994, 2/ most 
are either countries listed in Annex VII of the Agreement (and therefore 
exempt from the ban on export subsidies) or former members of the Soviet 
Union which are currently negotiating their WTO accession. Only four 
countries would be affected, i.e., Brazil, Colombia, Suriname, and Thailand. 
If existing retention schemes were found to fall into the category of 
prohibited subsidies in those countries, the latter would have eight years 
(maximum) to phase them out. Non-member countries joining the WTO as 
developing countries would also have an eight-year period to phase out 
prohibited measures from the date of ratification of the WTO Agreement. 

Lastly, an important general comment should be made about any Fund's 
recommendation related to subsidies. Although the Agreement offers some 
transition periods to some countries to bring their subsidies into line with 
the Agreement, such countries remain exposed to other members' 
countervailing actions, and, in particular; to countervailing duties. This 
is an additional potential cost to be taken into account in any policy 

L/ See L. Ebrill et. al. "Poland: the Path to a Market Economy", IMF 
Occasional Paper No. 113, Washington DC, October 1994, Chapter VI, and the 
Polish Ministry of Foreign Economic Relations, Guidelines for Export 
Promotion Policy, Foreign Trade Research Institute, Warsaw, October 1993, 
pages 6-8. 

2/ These countries are Afghanistan, Algeria, Armenia, Azerbaijan, 
Belarus, Bolivia, Brazil, Cambodia, Colombia, Ecuador, Egypt, Ethiopia, 
Georgia, Ghana, Guatemala,, Guinea-Bissau, Guyana, Iran, Kazakhstan, Kenya, 
Lao, Moldova, Poland, Somalia, Suriname, Sudan, Tajikistan, Thailand, 
Ukraine, Yemen, and Zaire (see IMF, Exchange Arrangements 6 Exchange 
Restrictions, Annual Report 1994, Washington, D.C.). 
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dialogue with the countries concerned. To conclude, the various phase-out 
periods provided by the Agreement should be understood as maximum deadlines, 
but the Fund can promote faster policy adjustments based on economic 
efficiency. 

IV. Safepuards 

1. Description of the rules framework 

Trade liberalization is certainly welfare-enhancing; nevertheless, 
there may be exceptional situations (e.g., severe damage to a specific 
sector) in which parties to a trade agreement may wish to take temporary 
protection measures, without invalidating their commitments vis-a-vis other 
countries. This was the idea behind providing the GATT with a so-called 
"escape clause" in Article XIX (among other contingent protection measures) 
allowing for temporary safeguard measures. Such an escape clause has been 
used only infrequently in recent years. Measures falling outside GATT 
discipline, such as voluntary export restraints (VERs), have circumvented 
safeguard measures and undermined the credibility of the Agreement on 
Safeguards (the "Agreement"). This motivated efforts to clarify and 
reinforce the discipline in the new Agreement on Safeguards and eliminate 
measures that escape such control. 

Under the Agreement, a country may apply a safeguard measure to a 
product only if two conditions are satisfied: 

0 imports of a product must be increasing, relatively or absolutely, 
or 

0 such imports, combined with the member's WTO obligations must 
seriously injure, or threaten to injure a domestic industry producing like 
or directly competitive products. I/ 

Investigations on injury to a domestic industry must be based on "all 
relevant factors." 2J Then, safeguard actions can be taken in the form of 
tariffs or quantitative restrictions in a non-discriminatory way, J/ but 
the use of any VERs or orderly marketing agreements (or similar measures) is 
prohibited. In addition, existing VERs and orderly marketing agreements 

A/ The term "serious injury" is defined as a significant overall 
impairment in the position of a domestic industry, and the term "threat of 
serious injury" is defined as serious injury that is clearly imminent. 

2/ These include the rate and amount of the increase in imports , the 
share of the domestic market taken by increased imports, changes in the 
level of sales, production, productivity, capacity utilization, profits, 
losses and employment. 

3/ However, the Agreement appears to open the possibility of selective 
application of the "escape clause" that was previously prohibited. See 
Section 3, below. 
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(so-called "grey areas") have to be phased out by January 1, 1999, u 
which required notification to the Safeguards Committee before March 1995. 

In critical situations (where delays can cause damage), provisional 
safeguard actions can be taken, provided that there is clear evidence that 
increased imports caused- -or were threatening to cause--serious injury. 
However, only tariffs can be used, the duration of which shall not exceed 
200 days. Safeguard actions, including the applications of provisional 
measures, shall not exceed four years, with a possible extension to eight 
years if the serious injury continues. 

Lastly, a member facing a safeguard measure is entitled to receive 
equivalent compensation in the form of a trade concession from the country 
applying the measure. .This should be the result of consultations between 
the countries concerned. If no agreement is reached, and when the safeguard 
measure is taken after an absolute increase of imports, the country facing 
the safeguard can retaliate (i.e., suspend the benefi-t of an equivalent 
measure) after three years following the'implementation of the safeguard 
action. However, if no agreement is reached, in case of a safeguard measure 
taken in the context of a relative increase of imports, the country facing 
the safeguard can retaliate anytime. 

2. Preferential treatment and exceptions 

There are basically two implications of the new Safeguard Code for 
developing countries. One is the use of safeguards against developing 
countries, and the second, the.use of safeguards by such countries. The 
first is that safeguard measures shall not be applied against a developing 
country's product as long as the latter's share is less than 3 percent of 
total imports of that product in the importing country. 2'/ The second is 
that developing countries may extend the application period of a safeguard 
measure for ten years instead of eight. They will also have the right to 
reintroduce a measure on a product after a shorter period than other 
countries. 

As there are no provisions for transition economies, their implications 
depend on how they classify themselves: Romania, for example, considers 
itself a developing country, which means that the above provisions apply. 
By contrast, Poland, as an industrial country, will have to comply to the 
four-year period. 

I/ Each member may maintain one. non-conforming measure until 
December 31, 1999. Only one case has been registered to-date, namely the 
EU-Japan Agreement in-the,motor vehicle sector. 

2/ Provided that developing country members, each of which accounts for 
less than 3 percent share, collectively account for not more than 9 percent 
of total imports of the product concerned: 



- 32 - 

3. Normative analysis 

Any assessment of the safeguard measures should clarify that the 
economics of safeguards are linked to the costs of ordinary protection, 
i.e., distortions in resource allocation and incentives, as well as 
consumption losses. The effects of protection are further accentuated in 
developing countries where production is highly dependent on imported 
intermediates. Therefore, safeguards are not more than second-best 
solutions. In addition, safeguards may yield some serious time- 
inconsistency problems when a government commits to a liberalization scheme, 
and enterprises do not adjust in expectation of obtaining protection. 

However, nothing in the WTO rules separates trade restrictions that 
enhance the national economic interest from those that do not. The fact 
that the "escape clause" has not been frequently used recently I/ does not 
mean that countries are aware of the economic costs of protection, but 
rather that other contingent protection measures have been used for 
convenience reasons under the GATT, such as VERs, countervailing duties, and 
antidumping. The fact that safeguards involve compensation (or retaliation) 
is certainly important in this respect (see Rom (1994)). 

The rationale behind the revision of the Agreement was to strengthen 
GATT discipline, provide flexibility, but prevent abuses. However, many 
shaded areas remain. First, although the definition of the circumstances 
under which safeguards may be used has changed, there is considerable room 
for discretion in the interpretation of the terms "serious injury" and 
"threat of serious injury." For instance, imports of a given product have 
to increase in absolute or relative terms. However, imports of a product 
may increase relative to domestic production simply because of exogenous 
domestic factors (e.g., fall in demand), thus complicating the 
interpretation problems, Second, the enforcement of the ban on VERs is a 
central problem because VERs may take many forms, even go underground and 
become bargaining gambits between governments (OECD (1995), page 55). The 
last point is particularly interesting because the Agreement encourages 
members to notify the Committee on Safeguards of any "non-governmental 
measure" appearing to be a VER. In some instances, however, a country would 
certainly hesitate before accusing a neighbor because of fears of 
retaliation. Third, the legitimation of quantitative restrictions is a 
drawback to the Agreement, as it may contradict the non-discriminatory 
spirit of safeguards, at least in relative terms, ArticLe 5b indicates that 
an importing country can seek an agreement with exporters on how to 
distribute the quota among them, but: cannot do so according to historical 
shares. The importing country may use "quota modulation" if it can prove 
that the imports from a specific country have increased to a much larger 
proportion than the total imports of the product. Therefore, there is room 

I/ Safeguards actions were mostly used by Australia, Canada, the EU, and 
the United States. Prior to the completion of the Uruguay Round, among the 
150 safeguards actions reported to the WTO, only one was used by a 
developing country (i.e., Chile). 
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for selectivity in relative terms in giving different shares of.a quota to 
specific suppliers. I/ Fourth, although the interests of affected parties 
are mentioned in the listing of criteria and procedures for the 
determination of injury, there is no explicit public interest clause. - .i. 

*’ 

To conclude, the effectiveness of the Agreement will depend on the 
ability of the WTO to control the use of safeguards or prevent the.use of 
VERs underground. While the Agreement may improve disciplines and restrict 
the use of VERs, the problem remains that antidumping measures may still. be 
chosen as the preferred path to WTO-consistent protection. 

4. Potential or existing concerns for Fund advice 

The Agreement on safeguards may provide some useful guidelines for 
trade policy advice. Although far from perfect, the Agreement could prove 
to be the least damaging ("next-best") to the national economy of the WTO- 
legal instruments for emergency protection (e.g., countervailing, 
antidumping), provided that transparency, and specific constraints on its 
use are followed. So far, 30 developing and transition countries have 
notified the WTO their existing safeguard framework as shown in Table 11. 

If requested, recommendations should insist on the use of temporary 
price-based measures (tariffs) instead of quantitative restrictions, as the 
works of Baghwati (1989) suggest. Safeguards being second-best by 
definition, the use of quantitative restrictions would yield further 
distortion effects. In addition, useful provisions could supplement any 
WTO-legal safeguard framework. In particular, the inclusion of an explicit 
public-interest clause in the investigation pracedure is .crucial,-as well as 
precise dispositions concerning the maximum duration of safeguard measures.', 
A possible candidate--among others-- for such advice is Cameroon that 
recentl:. expressed interests in developing either a safeguard or antidumping 
framework to struggle against unfair competition. L?/ 

L/ See UNCTAD 1995, pages 15-16. 
2/ See Trade Policy Review (Cameroon), GATT, January 3, 1995. 
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Existing Legislation Legislation under 
way/review 

No current legislation 

Argentina' 
Brazil 
Columbia 
Costa-Rica 
Israel 
Korea 
Mexico 
Paraguay1 
Romania 
Thailand 
Uruguay1 

Cuba 
Czech Republic 
Egypt 
El Salvador 
Guatemala 
Honduras 
Macau 
Nicaragua 
Poland 
Turkey 

Bolivia 
Chile 
Hong Kong 
Indonesia 
Mauritius 
Peru 
Singapore 
Sri Lanka' 
Venezuela 

Source: Notifications of countries to the WTO. 

'GATT 1994 Safeguard Agreement has simply become national law. 
'No current legislation, but interested in developing one. 

It should also be clear for countries, whether or not they notified 
their existing VERs by March 1995, that they have four years to remove such 
measures. So far, only seven countries notified their existing VERs, i.e., 
Cyprus, the EU, Korea, Mauritius, Slovenia, South Africa, and Thailand. 

V. DumDinp and AntidumDinq 

1. DescriDtion of the rules framework 

The new Agreement on Antidumping lJ (the "Agreement") deals with 
procedures for determining dumping, assessing injury, and taking appropriate 
actions. According to the GATT framework, dumping occurs when the price of 
a product exported from one country to another is less than its "normal 
value", that is: 

0 less than the comparable price, in the ordinary course of trade, 
for a like product when destined for consumption in the exporting country 
(i.e., export price lower than domestic price), or 

I/ Formally, "The Agreement on Implementation of Article VI of the 
GATT 1994." 
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l in the absence of such a domestic price, less than either the 
highest comparable sales price of the like product for export to any third 
country, or the cost to production of the product in the country of origin 
plus a reasonable addition for selling costs and profit. 

If a preliminary investigation shows that injury, dumping and causality 
from one to the other are present (i.e., when the dumped imports have caused 
injury to the domestic industry producing a like product), preliminary 
measures can be taken. These are generally in the form of duties, the 
implementation of which can only enter into effect not before 60 days after 
the initiation of the preliminary investigation. The antidumping duty may 
not exceed the dumping margin (defined as the difference between the "normal 
value" of the product and its price when sold for export). Then, if the 
final determination of dumping, injury, and causality is positive, an 
antidumping duty can be imposed. 

A country taking an antidumping action will have to publish information 
and explanation at each stage of the antidumping action (initiation, 
preliminary and final determination, imposition of a preliminary or final 
duty, etc.). In addition, all interested parties shall have full 
opportunity to defend their interests in the dumping investigation, which 
should ensure transparency. Antidumping duties are supposed to be 
corrective, not punitive, and refundable if dumping ceases, or is not found. 
In addition, the Agreement specifies that antidumping duties must be 
terminated at the latest after five years ("sunset clause") unless a review 
determines that expiry of the duty would likely lead to the continuation of 
dumping and injury. 

2. Preferential treatment and exceptions 

There is a special reference to developing countries with respect to 
using antidumping actions against them: "it is recognized that special 
regard must be given by developed country members to the special situation 
of developing country members when considering the application of 
antidumping measures under this Agreement." Accordingly, possibilities of 
constructive remedies should be explored before applying antidumping duties 
where they would affect the essential interests of developing country 
members. 

3. Normative analvsis 

The traditional users of antidumping in the last decade were Australia, 
Canada, the EU, and the United States. In the past, targeted exporters have 
been evenly distributed between OECD and non-OECD countries, and concerned 
traditionally sensitive sectors,. such as chemicals, metals, textiles, 
consumer electronics, and machinery. However, the alleged success of such 
antidumping actions (in terms of protection of domestic economy) and the new 
efforts in trade liberalization in several developing countries calling for 
new forms of protection explain the recent spread of antidumping policy to 
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other users. l/ Among the main economic justifications supporting 
antidumping actions, three deserve attention to give a normative assessment 
of such policies, 

The first justification is that dumping may be predatory (e.g., pricing 
below marginal cost), and that antidumping is needed to reestablish fair 
competition to avoid domestic firms from being driven out of business. 
Although much debated, this is hardly convincing for several reasons. From 
a conceptual point of view, predatory pricing can yield monopolistic profits 
only if the firm using that strategy is able to sustain its monopolistic 
position in the target market. In other words, to cover the initial losses 
of predatory pricing, a firm should be able to drive out of business, not 
only domestic firms but also foreign competitors, which is unlikely. 
Empirical evidence suggests that predatory pricing is a remarkable exception 
rather than the rule. 2/ 

The second justification is that dumping may be temporary (for cyclical 
reasons for instance), and that antidumping is needed on a temporary basis 
to avoid short-term detrimental resource allocation effects. However, the 
operational implications of such a rationale, i.e., "temporary" antidumping 
duties, is not reflected by empirical evidence since most antidumping duties 
have a high propensity to last more than ten years. J/ 

The third justification is that antidumping provisions act as a safety 
valve in the process of broad-based liberalization efforts. Accordingly, 
countries are less reluctant to agree on further trade liberalization given 
the possibility of protection provided through antidumping. There are two 
main objections to this justification, as noted in Leidy 1994. First, even 
though the idea of safety-valve is to be accepted, the question remains 
whether antidumping is the most economically efficient policy given its 
costs. Second, the "escape clause" provided in Article XIX of GATT was 
precisely designed to give breathing space to countries (the fact that 
antidumping substituted in practice for safeguards reflects the greater 
facility in using the former). &/ In addition, the safety-valve argument 
has a positive spirit (the country requires a breathing space to adapt 

L/ See Michael Leidy "Antidumping: Solution or Problem in the 199Os?" 
(IMF, 1994), pp. 53-67, and Mathisen (1994). 

21 See OECD, Predatory Pricing, Paris, 1989, page 81; also The Financial 
Times, September 21, 1995, page 5. 

2/ For instance, 30 American antidumping duties have lasted more than 20 
years (Mathisen (1994)). 

4/ Three points deserve attention in this respect: first, safeguards are 
possible in case (or threat) of serious injury, whereas only material injury 
is required in antidumping; second, safeguards cannot be used in a 
discretionary way to target specific exports (except in relative terms 
through "quota modulation"), whereas antidumping actions are specific; 
third, the use of safeguards involves automatically compensation (or 
"retaliation" under specified circumstances), which is not true of 
antidumping actions. 
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itself to a new economic situation, and compensates other member countries 
affected by the measure), whereas the essence of antidumping is to target 
unfair traders (the country puts the blame on another country), hence a 
genuine contradiction. 

The above comments suggest that existing antidumping policies can 
hardly be justified in terms of either predatory pricing, cyclical effects, 
or safety valve. Antidumping, the enforcement of which is based on national 
laws and regulations, has become an entitlement for protection-seeking 
interests (Finger (1995)), with substantial distortion effects on the nature 
of competition and incentives, and substantial costs for the consumers. 
There is indeed no meaningful cost-benefit approach in antidumping. The 
typical supply-side approach taken in antidumping actions only considers the 
producer's point of view. However, the consumers' side is never really 
addressed, and no disposition makes consumers' interests part of the 
decision. The recent findings of the U.S. International Trade Commission on 
the economic effects of antidumping and countervailing duty measures in the 
United States indicate that the net cost to the economy is higher than the 
gains to protected industries. lJ This is apparently also the message of 
another recent draft report prepared by independent experts for the OECD, 
according to which antidumping measures often impairs prosperity, job 
creation and investment in importing countries by sheltering producers at 
the expense of consumers and competition. 2/ 

Antidumping may also act as a means of signaling to foreign competitors 
to restrain their sales, which has been described as the "harassment effect" 
(Leidy, (1994)). In such cases, competition is reduced and antidumping acts 
as a tax on trade. However, antidumping petitions can lead to de facto VERs 
to avoid the final determination of dumping. Under certain conditions, 
these "agreements" may be profitable to an exporter (i.e., the latter will 
get tk‘ quota rent). This would act as a perverse incentive for some 
exporters to produce more and to sell at dumped prices, in the expectation 
of negotiating a VER. This is a serious issue because GATT 1994 has not 
excluded resort to such disguised VERs. Indeed, although VERs are to be 
banned within four years of the WTO establishment in the framework of the 
Safeguard Agreement (Article XIX), countries may be tempted to use 
antidumping actions to obtain de facto VERs (OECD, (1994)). 

Lastly, antidumping actions may be challenged as effective instruments 
to prevent dumping from happening because they seem to tackle the problem 
from the wrong angle. On a conceptual basis, dumping is possible because of 

1/ See The Financial Times, August 22, 1995, page 6. 
2/ As quoted in The Financial Times, September 21, 1995, page 5, the 

OECD report is to be published later in the year. 
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the market segmentation. 1/ Antidumping actions are targeting the 
consequence of (likely) markets segmentation, but, as noted by Hoekman 
(1995), "no account is taken of whether price discrimination or selling 
below cost is the result of market access restrictions." More generally, 
antidumping actions do not seem to address the source of the problem, i.e., 
government policies artificially segmenting markets through various direct 
or indirect means. 

At first sight, the antidumping dispositions contained in the Agreement 
seem to define an explicit framework of action against dumping problems. 
However, a closer look at the Agreement reveals problems that may limit its 
effectiveness. 

As such, the Agreement does not provide a genuine definition of dumping 
practices, and certainly does not define dumping as predatory behavior of 
foreign firms (such as selling large amounts below marginal cost) aiming at 
driving local firms out of business. In other words, it does not explicitly 
condemn dumping per se. In addition, the assessment of the prospect for 
predation plays no role in antidumping practice under the WTO. In fact, the 
controversy surrounding antidumping regulation comes to a large extent from 
the nebulous terminology used in the Agreement. 

Indeed, exact determination of the "normal value" and the "export price 
of the product" under "the ordinary course of trade" presents a real 
challenge as the definition of each of these terms is subject to various 
interpretations. The same comment applies to measurement of "costs of 
production" of the product, and to the "reasonable addition for selling cost 
and profit." Such ambiguity allows for a degree of government discretion. 

This discretion is also likely to affect the method of calculation of 
the dumping margin, i.e., the weighted average of the normal value 
(comparable price for the like product) minus the weighted average of prices 
of all comparable export transactions, or the normal value (comparable price 
for the like product) minus the prices of all comparable export 
transactions. 2/ As averaging methods sometimes inflate normal values, it 
can be argued that this calculation procedure is one of the most serious 

L/ In the textbook case, dumping may arise in a situation of imperfect 
competition in the domestic market and perfect competition in international 
markets with segmented markets. A monopolistic domestic producer of 
exportable good submitted to a given foreign price (with an infinite price 
elasticity of foreign demand) will be able to discriminate between domestic 
and foreign consumers provided that no imports challenge the producer's 
price-making power, and that domestic consumers have no access to goods 
exported. See Corden (1980). 

2/ Some of the Contracting Parties attempted to set this margin equal to 
the sum of the injury to the domestic producers, but this failed. 
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flaws of the Agreement, owing to its bias towards finding dumping (Hoekman 
(1995b); Finger (1995)). 1/ 

The burden of proof, that is the evidence of injury and causal link, is 
also a very controversial issue in the Agreement. The determination of 
material injury must be based on positive evidence and involve an objective 
examination of both: (i) the volume of the dumped imports and the effect of 
the dumped imports on prices in the domestic market of the like products, 
and (ii) the consecutive impact of these imports on domestic producers of 
such products. A significant increase in dumped products, either in 
absolute or relative terms according to production/consumption in the 
importing country, is a necessary condition for finding injury, and dumped 
imports must be found to cause injury to the domestic industry because of 
dumping. This means in principle that the necessary causality must be 
established on the basis of all "relevant evidence before the 
authorities." 2/ However, the term "domestic industry" is ambiguous 
because it refers to the domestic producers of the like product as a whole, 
or to those whose collective output of the products constitutes a major 
proportion (more than 50 percent) of the total domestic production of those 
products. 

Furthermore, the required causal link is often called "weak causality" 
because the Agreement does not require injury to take place. A threat of 
injury ("clearly imminent" injury) is sufficient, which means that the 
burden of proof is very soft. J/ 

In addition, although the Agreement states that all interested parties 
shall have full opportunity to bring evidence in the dumping investigation, 
Article 6.11 defines a narrow set of potentially interested parties 
(exporters, exporting government, and import competing producers). 
Consumers, or other groups, may be treated as "interested parties", but need 
not be. In other words, consumer groups may provide information relevant to 
the investigation of injury to an import-competing industry, but are not in . . a position to defend their interests. 

The above comments regarding the determination of injury and the burden 
of proof also apply to countervailing duties (see Chapter 111.3). However, 
by contrast with antidumping duties, countervailing duties can only be used 

I/ The Agreement requires members to justify averaging methods they have 
chosen, but the effectiveness of such requirement will depend on the quality 
of explanation given. 

2/ Factors entering into the assessment include, inter alia, industry 
sales, output, profit, market share, capacity utilization, employment, 
wages, return on investments, factors affecting domestic prices, and 
productivity. 

A/ This can also be illustrated by the fact that the Antidumping Code 
refers to "material injury" only, whereas Article XIX--the "escape clause"-- 
refers to "serious injury", which is definitely more constraining. 
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against certain subsidies that are rigorously defined in the Agreement on 
Subsidies and Countervailing Measures. 

4. Potential or existing concerns for Fund advice 

The main implication of the Agreement is that antidumping is becoming 
an increasingly common tool in developing countries, as many of them 
recently passed or are in the process of passing antidumping laws. As 
Table 12 shows, about 20 developing and transition countries have notified 
their national antidumping.laws to the WTO, and 15 other countries are in 
the process of drafting or passing such legislation. However, the list 
below is far from exhaustive because it is based on countries' 
notifications. For example, among African countries, only Zambia has 
notified antidumping legislation, although some African countries have 
already passed such legislation (e.g., Zimbabwe in 1984, and Senegal in 
1994), or are interested in developing one (e.g., Cameroon). Some countries 
also have protection regimes very close to antidumping laws such as Tunisia. lJ 
In Asia, Pakistan is in the process of drafting antidumping legislation, 
although no notification has.occurred. 2/ Among potential future WTO 
members, available information suggests that the three Baltic States have 
also developed antidumping frameworks. 

In general, the use of antidumping should be opposed on the grounds of 
economic costs, on the one hand, and on the futility of the entire exercise 
for countries whose tariff lines are weakly bound 1/ to the GATT/WTO. 

First, antidumping procedures are long, complicated and very costly 
because such actions are "lawyer-intensive." They are often described as 
the "rich man's trade remedy." Indeed, the training and expertise required 
to develop expertise in the detailed antidumping procedure is certainly 
immense, and the WTO does not provide training to'countries interested in 
developing an antidumping framework (apart from basic training to understand 
the rules). Therefore, it is realistic to assume that a developing country, 
acting as a total beginner in this field and initiating antidumping 
procedures against any experienced industrial country, and bringing the case 
to the WTO's Dispute Settlement Body, would be likely to lose the case. 

Second, in countries where most tariff lines are not bound in the WTO, 
antidumping legislation can be unnecessary because the same results 
(restricting imports) can be obtained through tariff increases on specific 
products. &/ However, with the current move towards increased trade 

1/ Tunisia4 system, although not labeled '"antidumping", allows similar 
undertakings. See Trade Policy Review (Tunisia), GATT, 1994,. 

2/ Trade Policy Review (Pakistan), GATT, February, 1995. 
L3/ A tariff binding is a legal obligation in the GATT/WTO not to raise 

tariff rates on negotiated products above a specified level without 
compensating reductions in other tariffs. Such bindings help to enhance the 
sustainability of tariff liberalization. 

4/ This cannot be done, however, in a discriminatory way. 
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liberalization, antidumping laws are de facto perceived as alternative and 
practical protection means. 

Table 12: Antidumping Legislation Notified1 to the WTO 
by Developing and Transition Countries 

(as of August 1995) 

Existing Legislation 

Argentina Slovenia 
Bolivia Thailand 
Brazil Trinidad 
Chile' 6 Tobago 
Columbia Uganda 

Legislation under 
way/review 

Cuba 
Cyprus 
Czech Rep. 
Dominican Rep. 
Egypt 

No Current 
Legislation 

Hong-Kong 
Indonesia4 

Costa-Rica Uruguay3 El Salvador 
Honduras Zambia Guatemala 
India Hungary 
Israel Mauritius 
Jamaica Nicaragua 
Malaysia Poland 
Mexico' Singapore 
Paraguay3 Sri Lanka 
Peru3 Slovakia 
Romania Turkey 

Source: Notifications of countries to the WTO. 

INote that under Article 18.5 of the Agreement, members shall inform the WTO 
Committee on Antidumping Practices of any change in their laws and 
regulations relevant to the Agreement and in the administration of such laws 
and regulations. 
2Legislation exists but is being complemented with new provisions GATT 1994. 
3Antidumping code has simply become national law. 
4The Indonesian authorities notified that no legislation existed, but 
according to Trade Policy Review (Indonesia), GATT, 1995, the Ministry of 
Trade had already prepared a draft legislation. 

Third, there is a potential inconsistency in WTO rules between allowing 
export subsidies (for certain groups of countries at least in the short run) 
and antidumping regulations and procedures. 

In the light of the above comments, the first-best option for countries 
could be to place antidumping within a competition policy framework, or 
simply to replace it by competition laws addressing predatory pricing. l/ 

I/ See the discussion in Leidy (1994). 
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The next-best solution could be to develop a safeguard framework (see 
Chapter IV). 

In countries where national antidumping laws are already in place, the 
challenge for Fund advice is, first, to ensure that the country verifies 
that such legislation conforms to WTO disciplines as a legal floor, and, 
second, to suggest that the country supplements such legislation with 
additional provisions aimed at minimizing the negative effects of 
antidumping. Implementing an economically sensible antidumping regime 
requires rising above the WTO-consistency floor, and advice could focus on 
the adoption of rules that achieve greater discipline in the use of 
antidumping. Accordingly, the next-best policy recommendation in the area 
of antidumping could include the following measures: 

0 Competition authorities could have a role in the investigation 
process, as first suggested by Applebaum (1988) and, more recently, by 
Messerlin (1995). L/ 

0 Tighter sunset provisions than the five years provided in the WTO 
framework. 

0 The application of the "lesser duty rule" should be required (it 
is only made "desirable" in the WTO framework). 

l A public-interest clause should be added, which would mean that 
antidumping duties could be levied only if a cost/benefit analysis shows 
that the advantages granted by the antidumping duties for the economy as a 
whole significantly outweigh their costs. 2/ 

VI. Trade-Related Investment Measures 

1. Description of the rules framework 

Foreign direct investment is an important element in fostering export- 
led growth, both directly and indirectly. Therefore, the measures adopted 
by governments to attract and regulate FDI include a wide variety of 
incentives (fiscal incentives, loans, tax rebates, and provision of services 
on preferential terms) and requirements on the use of domestic resources to 
promote the national economy (e.g., manufacturing or export performance 
requirements, technology transfers, etc.). Whenever such investments are 
related to trade in goods, they are labeled TRIMS. An illustrative list of 
TRIMS is provided in Annex I, Table 14. 

L/ This has been apparently done in Poland where the competition 
authorities have ex-post and ex-ante responsibilities. 

2/ The use of the public interest notion in Australia is interesting: in 
some cases, exporters were given a simple "warning" on the basis that an 
action would not have been in the public interest. Such clause exists also 
in the antidumping provisions of Zimbabwe as well. 
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The TRIMS Agreement of the Uruguay Round (the "Agreement") covers some 
trade-related investment measures, with reference to trade in goods only. 
It prohibits those measures that already are inconsistent with GATT 1994 
Article III (national treatment) and Article XI (Elimination of Quantitative 
Restrictions). TRIMS that violate these articles need to be mandatory, 
operate as conditions .for achieving certain advantages, are en.forceable 
under domestic law., and which: 

0 require the purchase or use by an enterprise of products of 
domestic origin or from any domestic source (local-content requirement); 

l require that.an enterprise's purchases, or use of imported 
products be 1imite.d to an amount:related to the volume or value of local 
products exported (trade balancing requirement); 

0 limit the import of products by restricting an enterprise's access 
to foreign exchange to the amount of foreign exchange inflows attributable 
to the enterprise (exchange restrictions); 

0 limit the export of products specified in terms of volume or value 
of local production (domestic sales requirement); and 

0 limit the import of products to an amount related to the quantity 
or value of local products exported (trade balancing). 

The above list of TRIMS, which -are inconsistent with the WTO framework, 
is only illustrative. 

2. Preferential treatment and exceptions 

The Agreement provides for the immediate notification and subsequent 
phasing out of,non-conforming ,TRIMs after two years for industrial 
countries, five years for developing countries, and seven years for 
LDCs. r/ An extension is possible if the country concerned demonstrates 
particular difficulties in implementing the Agreement. 

Eighteen developing and transition countries'submitted notifications of 
prohibited TRIMsby the April 1995 deadline: Argentina, Barbados, Columbia, 
Costa Rica,.D'ominican Republic, India, Malaysia, Mauritius, Mexico, 
Pakistan,, Peru, Philippines, Romania, Slovenia, Thailand, Uruguay, 
Venezuela, and Zambia. 2/ Of those countries, Mauritius, Slovenia, and 
Zambia notified that they had no TRIMS. This deadline does not apply to 
countries which, for exceptional or constitutional reasons, have not yet 
ratified the Uruguay Round Agreement. These "late comers" have 90 days to 

L/ Although the UN classification is not explicitly referred to in the 
Agreement (in contrast with the Agreement on Subsidies on Countervailing 
Measures), it is logical to assume that this classification would apply. 

2/ Chile, Indonesia, and South Africa notified their prohibited TRIMS 
after the required deadline. 
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notify.their,TRIMs following ratifications. I/ Five of these notified by 
end-1995 (Cuba, Cyprus, Egypt, Honduras, and Poland). However, the start of 
the transition periods is not affected by such late notifications. Some of 
the notifications (e.g., Mexico) are not always clear, as indicated in 
Table 8a. 

Developing countries are allowed to deviate temporarily from the 
provisions concerning prohibited TRIMS, for instance, in case of balance of 
payment problems (provided it could be justified under the balance of 
payment provisions under Article XVIII(b), or for,the purpose of infant 

" industry development (provided consistency with Article XVIII(a),(b), 
(c)>(d)). 

As there is no special regime for transition economies, those countries 
self-defined as developing countries (i.e., Romania) are,subject to the 
above mentioned transition period, whereas the others have to phase out 
inconsistent TRIMS within two years. 

3. Normative analysis 

Although TRIMS are apparently praised by many developing countries as 
part of their development strategy, assessing the costs and benefits of such 
policies is far from easy. In fact, it seems that there are two main 
reasons for using TRIMS in developing countries: to provide local linkage, 
and to assist the balance of payments. 2/ Table 13, below, presents some 
popular TRIMS in relation with these two objectives as well as the status of 
such measures in the context of GATT 1994. 

One could argue that TRIMS, in the form of local-content requirements, 
may lead to welfare losses in perfect competition (both for the country of 

_ 

origin and for the host country) because of the price distortions invo,lved, 
as shown in Grossman (1981). On the incentive side, TRIMS work like 
indirect subsidies, and on the requirement side, they work as indirect taxes 
on potential foreign inputs. TRIMS in the form of trade balancing and 
foreign exchange requirements result in restraining imports and, therefore, 
act like quantitative restrictions. Some authors have shown that export 
requirements may be either welfare reducing or welfare.increasing, depending 
on the model chosen. A/ However, it is reasonable to assume that TRIMS 
induce distortions in terms of economic efficiency. 

It has also been argued that the rationale behind TRIMS was often the 
presence of trade distortions (Moran & Pearson (1988)), or domestic 
production distortions (Greenaway (1992), Low and Subramanian (1995)), or 

1/ See Annex I, Tables 19, 20, and 21. 
u One could also argue that some TRIMS aim at reducing excess profits 

that protection may give to foreign investors. 
2/ See Chao & Yu (1994) for a recent review. 
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even distortions at the level of the foreign firm. 1/ Furthermore, the 
removal of TRIMS could result in other policy adjustments whose effects on 
trade are difficult to assess. 

As to the Agreement itself, many shaded areas remain. Unlike the 
Agreement on Subsidies, there is no definition of a TRIM, which opens a 
window for interpretation and differences in opinion. Many areas are not 
explicitly covered, such as technology transfer requirements, and the 
Agreement falls short of being a complete set of WTO-consistent investment 
rules (OECD (1994), pp. 189-190). For instance, export performance 
requirements remain permissible, as well as some other measures (i.e., 
manufacturing requirements) simply because there are no explicit legal 
prohibitions against them (Low and Subramanian (1995), UNCTAD (1994)). 
However, the border between export performance requirements and export 
subsidies (which are banned for certain countries) is sometimes thin, and 
the separate treatment of both issues can be questioned. In any case, it is 
intuitive that large developing countries with a tradition of protection 
(e.g., India) have more interest in using export performance requirements 
(in exchange of access to their large domestic markets) to attract foreign 
direct investment (FDI), whereas small countries are less able to do so. 
Furthermore, some overlap remains between TRIMS and subsidies, as local- 
content subsidies linked to imports are prohibited in the Agreement on 
Subsidies and Countervailing Measures (see Chapter III). Some financial 
incentive-related TRIMS (e.g., tax exemptions, excise duty rebates, 
corporate tax rebates) are very similar to subsidies. Conceptually, export 
performance requirements may be caught by GATT 1994 rules regarding 
subsidies, because export performance requirements and investment incentives 
when used together operate as indirect subsidies (Morrissey and Rai, 1995). 
However, it is crucial to note that developing and least-developed countries 
will not be subject to this kind of "subsidy argument" owing to the special 
provisions of the Subsidy Agreement. 

Lastly, although local-content requirements are pervasive worldwide in 
the area of government procurement, the Agreement does not address them. 
Many developing countries are not signatories of the WTO Agreement on 
Government Procurement, 2/ and, hence, face no constraint on the use of 
local-content requirements in the context of government procurement (Low and 
Subramanian (1995)). 

iL/ For instance, Morrissey and Rai (1995) describe a situation in which 
transnational corporations engage in restrictive practices, among which 
transfer pricing (arising when the parent transnational corporation sell 
goods between themselves-- internally--at non-clearing prices). 

2/ Only Israel and Korea are signatories. 
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Table 13: Trade-Related Investment Measures and Their WTO Status 

Benefits of FDI TRIMS GATT 1994 
Articles 

Provide local linkage 
Demand for inputs Import restrictions* XI 

Local content* 111(4)-(5) 

Assist Balance of Payments 
Less imports Import restrictions* XI 

Domestic Sales* XI 
Local Content* 111(4)-(5) 
Trade Balancing* III(4) and XI " 
Manufacturing Requirements 
Market Reserve XI 

Exports Performance Requirements'* XVI and XI 
Licensing Requirements XI 

Source: Morrissey and Rai (1995), page 709. 

* TRIMS that are prohibited under the Agreement. 
1 Although export performance requirements are not explicitly prohibited, 
they could become actionable under the Subsidies Agreement subj.ect to 
exceptions for some developing countries (with the possibility of facing 
countervailing duties, however). 

4. Potential or existing concerns for Fund advice 

The Agreement is in a sense retrograde as it recognizes that countries 
were in violation of their GATT obligations. This calls for ihe elimination 
of all the existing prohibited TRIMS, with a grace delay only for countries 
notifying on time (April 1995, or 90 days after ratification), However, it 
should be clear that the forbidden measures exclude those with no trade 
effects and those affecting services (the latter are covered in the General 
Agreement on Trade in Services). In addition, exchange restrictions 
approved or maintained by the Fund are excluded from the discussion on 
prohibited TRIMS. Such restrictions cannot constitute the basis of action 
within the WTO. 

The Agreement calls for the gradual elimination of prohibited TRIMS 
within the corresponding time periods (seven years for LDCs, five years for 
developing countries, and two years for transition economies that consider 
themselves industrial countries), or preferably, within shorter periods 
depending on economic efficiency assessments. 
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An example of such phasing out is provided by the motor vehicle 
industry in the Philippines. TRIMS notified to the WTO in 1995 include 
local-content requirements in the manufacture of automotive parts and 
foreign-exchange requirements for imports (see Table 17a for details). 
Recent estimates provided by a World Bank study indicate substantial 
benefits to the assembly and components industries TRIMS, L/ but large 
losses to vehicle purchasers. The study concluded that measures to 
eliminate the domestic-content and compensatory export requirements should 
be accompanied by simultaneous reductions in tariffs on assembled vehicles. 
In any case, this should be done within five years (maximum) since the 
Philippines is not an LDC. 

The Agreement may also have important consequences for countries that 
fail to notify within 90 days following ratification of the WTO Agreement 
because they will not be granted a transition period to phase out their 
existing prohibited TRIMS. This holds unless the measures concerned can be 
justified under other agreements (e.g., the Agreement on Subsidies, 
Article XVIII). The possibility of challenge in the WTO may call for 
immediate policy revision in the countries concerned. 2/ GATT/WTO Trade 
Policy Review reports indicate that potentially prohibited TRIMS exist in 
the following countries, but were not notified within the 90 days required 
(see Tables in Annex I): Bangladesh, Chile, Ghana, Kenya, Korea, Nigeria, 
Senegal, and Uganda. 3/ Other countzries with existing potentially 
prohibited TRIMS include Cameroon, but the implications are slightly 
different. Cameroon ratified the WTO Agreement in December 1995, and is 
required to notify its measures within 90 days hereof. In general, the 
notification record appears to be low in some developing countries, 
especially in Africa. This might reflect the lack of incentives for timely 
notification, and the legacy of GATT practices such as the ability to be 
selective in "picking" Agreements and the lack of disciplinary action. 

An interesting and yet unresolved case is .provided by Brazil. In July 
1995, Brazil notified a new set of (apparently temporary) measures planned 
or already implemented on trade policies in the automobile sector. Such 
measures include imports conditional upon export and local-content 
requirements. Most of these measures are likely to go against the WTO 
Agreement. The risk here is a challenge under the WTO by one of Brazil's 
partners. In January 1996, Brazil stated that it is planning to apply for a 
waiver for the measures. 

The Agreement may have implications for recommendation in tax matters 
involving present and future incentives for foreign direct investment. 
While export performance requirements remain permissible, local-content 
requirements are banned. It may shift incentives from one type to another 

I/ Takacs (1994). 
2/ Although failure to notify may result in a challenge under the WTO by 

another country member, the likelihood of such action heavily depends on its 
political and economic costs, as well as benefits. 

2/ This list may not be exhaustive. 
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with unclear impact on economic efficiency. In addition, although the 
desire to-attract foreign direct investments is understandable, whatever 
constraint the Agreement implies, the countries concerned should not forget 
that the most important condition for foreign investors is macroeconomic 
(and political) stability. The most appealing tax incentives will not do 
any miracle, and the key component of a successful FDI regime is sound 
macroeconomic policies. 

According to Article 5.4, TRIMS introduced less than 180 days before 
the entry into force of the WTO Agreement will not benefit from transitional 
arrangements. Together with Article 2.1, this means that measures 
introduced after July 1994 should be phased out without delay. This wiil 
constrain future investment incentives in members. u 

L/ The interpretation of this provision suggests indeed that new TRIMS 
that are inconsistent with the Agreement are prohibited. 
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Table 14. Examples of Trade-Relate,d Investment Measures 

Local-content requirements:' A certain amount of local inputs to 
be used in production. 

Trade balancing requirements:l Imports as a certain proportion of 
exports. 

Foreign exchange requirements:l The availability of foreign 
exchange'for imports linked to a 
certain proportion of exports and 
other foreign exchange brought in 
byafirm. 

Manufacturing requirements: Certain products to be manufactured 
locally. 

Export performance requirements: A certain share of output to be 
exported. 

Product mandating requirements: Investors supply certain markets 
with certain goods or products' ,, 
manufactured .from a specified. 
facility or operation: 

I 
Exchange restrictions: Access to foreign exchange to be 

restrict,ed. 

Domestic sale requirements:l Investors deliver a certain 
proportion of. output locally. 

I 
Manufacturing limitations: Prevent foreign firms from 

manufacturing certain products or 
product lines in the host country. 

Technology transfer requirements: Specified technologies to be 
transferred on non-commercialterms 
and/or specific levels and types‘of 
R&D must be conducted locallv. 

Licensing Requirements: Investors license technologies 
similar or unrelated to those being 
used in the host country by foreign 
firms to host countrv firms. 

Remittance Restrictions: The right of foreign investors to 
repatriate profits. 

Local Equity Requirements: A certain percentage of a firm's 
equity to be held by local 
investors. 

Sources: Low and Subramanian (1995), OECD (1995). 

'Means that the measure is covered by the TRIMS Agreement. 

Note: Above examples relate only to those investment measures that have an 
impact on trade in goods. 
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Table 15a. Trade-Related Investment Measures in Africa 
Notified to the WTO (End-1995) 

Country 

Qmt 
(Dec. 1999). 

Local-Content Requirement or other TRIMS 

Certain TRIMS exist in the form of customs duty 
reductions to promote the establishment and 
development of industries in the country. It is 
aimed at facilitating the exploitation of available 
resources, transfer of technology and remedy the 
chronic trade deficit. The customs duties are 
voluntary. 
However, according to a negative list valid in end- 
1993, unless a local-content requirement of 
40 percent is met, investment in audio/video 
appliances for domestic use, passenger cars, and 
pharmaceuticals is banned. Unless local content is 
at least 60 percent, investment in specific household 
appliances, trucks and buses, certain agricultural 
machinery, motorcycles, bicycles, diesel engines and 
electric motors is banned. 
Assembly industries are aided by customs duty 
reductions on imported inputs tied to local content. 

Mauritius 

South Africa 
(Dec. 1996) 

Zambia 

Source: WT.0 

None 

Motor Vehicle Industry: minimum 55 percent local- 
content requirement to be able to benefit from an 
excise tax rebate. 
Telecommunications: minimum 50 percent local-content 
requirement for key and plan telephone systems, 
standard telephone instruments and private automatic 
branch exchange. 

None 

Note: The date in parenthesis is the deadline for phasing out the notified 
measures. However, extensions are still possible. 
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Table 15b. Existing Trade-Related Investment Measures 
in Africa not notified to the WTO 

Country 

Cameroon 
Should notify by 
mid-March 1996. 

Local-Content Requirement 

Local-content restrictions apply to the processing 
of wood logs. 

Ghana In certain investment areas, enterprises utilizing 
(should have domestic raw materials and labor rather than 
notified by April imported machinery are granted an income tax' 
1995) rebate that varies by sector. Mining companies 

are required to give preference to locally made 
products. 

Kenya No formal local-content requirements, though the 
(should have government considers job creation and local 
notified by April sourcing targets in deciding whether to approve 
1995) foreign investments. 

Nigeria A key part of Nigerian industrial and trade policy 
(should have is to increase local content in various sectors. 
notified by April Certain food and drink industries have local- 
1995) content requirements ranging 70-80 percent. 

Chemicals have a 60 percent local-content 
requirements and petrochemicals and machine tools 
have a 50 percent requirement. 

Senegal Certain fiscal exemptions require use of 65 
(Should have percent domestic intermediate inputs or that the 
notified by April value of imported components not exceed 35 percent 
1995) of total cost5. 

Uganda Certificates of incentives issued by the Uganda 
(Should have Investment Authority include several conditions, 
notified by July among which the use of local materials, supplies 
1995) and services, export performance requirements and 

technology transfers. 

Source: GATT various Trade Policy Review reports, 1995. 



Country Local-Content Requirement and other TRIMS 

Argentina 
(Dec. 1999) 

Automotive industry: (i) f or the production of passenger cars 
and small pickups, a minimum 60 percent local content is 
required; (ii) for the production of large pickups, trucks and 
large transportation vehicles, a 58 percent local content is 
required. Brazilian parts are subject to a special regime 
because some of them are considered as domestically produced. 
In addition, imports by automotive assemblers have to be offset 
by exports (and/or investments in capital assets of national 
origin, 40 percent of which may account for exports). 

Barbados 
(Dec. 1999) 

Table 16. Trade-Related Investment Measures 
in Latin America notified to the WTO 

Pork processing: import of pork is allowed provided that a 
certain (unspecified) percentage is purchased from local pig 
Droducers. 

Chile 
(Dec. 1999) 

Local-content requirement in motor vehicles (e.g., completely 
knocked-down kits have a 13 percent local-content requirement). 

Colombia 
(Dec. 1999) 

Costa-Rica 
(Dec. 1999) 

Cuba 
(Dec. 1999) 

Dominican 
Republic 
(Dec. 1999) 

Automotive sector (within the framework of the Andean pact): 
minimum local-content requirements exist for the assembly of 
all vehicles (with two categories). 

Export contracts: subscribers to an export contract must 
satisfy certain percentage of local content, in order to 
receive the Tax Credit Certificate (CAT) that can be used to 
pay direct or indirect taxes. Broadly speaking, the higher the 
domestic content, the higher the CAT. 

Preferences given to Cuban state enterprises in purchases of 
most goods by joint ventures. Measure has never been applied. 

Promotion of nontraditional exports: foreign inputs (with no 
domestically produced competitive equivalent) that are to be 
processed and subsequently exported within 12 months are exempt 
from payment of customs duties. Pork processing: temporary 
duty free import of pork is allowed provided the company 
Durchases the auantitv of 45.000 locallv nroduced Dies. 

Honduras None. 

Mexico 
(Dec. 1999) 

Automotive industry: local-content and trade-balancing 
requirements (unspecified). Auto transportation vehicles: 
local-content and trade-balancinz reauirements (UnsDecified). 

Peru 
I 

Milk powders, anhydrous fat milk: 100 percent of fresh milk to 
(Dec. 1999) be processed must be of domestic origin. 

Uruguay Automotive industry: for each US dollar of vehicles or auto- 
(Dec. 1999) parts of national origin exported, one US dollar of vehicles 

assembled at origin may be imported with a preference of a lo- 
point tariff reduction (optional incentive). 

Venezuela Automotive sector: minimum local-content requirements exist for 
(Dec. 1999) the assembly of all vehicles (with two categories) in order to 

make use of a special import regime (duty of 3 percent on 
imoorted innuts). 

Source: WTO Committee on TRIMS, 1995 
Note : The date in parenthesis is the maximum deadline for phasing out the 
notified measures. However, extensions are still possible. 
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Table 17a. Trade-Related Investment Measures in Asia notified to the WTO 

Country Local-Content Requirements and other TRIMS 

India Consumer goods sector: Dividend-balancing requirements in the 
(Dec. 2001) case of investment. 

Pharmaceutical: Mixing requirements in the case of new prints 
and certain products like penicillin and intermediates of 
Rifampicin 

Indonesia Motor vehicles: minimum local-content requirement with an 

(Dec. 1999) incentive of differentiated import duty rates 
Utility boilers: minimum local-content requirement to be able 
to make capital investments 
,Soybean cake: minimum local-content requirement in production 
(the ratio between the use of domestic and imported soybean 
cakes is set to 3 to 7 weight units) 
Milk: minimum local content in the milk processing .industry: a 
producer purchasing I ton of domestic milk is able to import 
2.25 tons of milk. 

Malaysia Local content is a factor in determining investment incentives 
(Dec. 1999) under Pioneer Status and Investment Tax Allowance Program. 

Motor vehicles: minimum local- content program 

Pakistan Engineering, electrical goods and automobile industries: 
(Dec. 2001) enterprises which opt for the deletion program are entitled to 

import prescribed components and parts, for the assembly and 
manufacture of specific items, at concessional rates of import 
tariff 

Philippines Automotive industry: local-content requirement in the 
(Dec. 1999) manufacture of automotive parts ranging from 40 percent through 

55 percent, depending on the vehicle and parts. In addition, 
automotive assemblers are required to earn foreign exchange 
(ranging from 25 percent through 100 percent) through exports 
of automotive parts and components to finance a proportion of 
their imports of completely knocked down and semi-knocked down 
automotive parts and components for the assembly of motor 
vehicles. 
Coconut-based chemicals: soap and detergent manufactures are 
required to use at least 60 percent of locally produced coco- 
chemicals. 

Thailand Automotive industry: local-content requirements in assembling 
(Dec. 1999) cars, vans, trucks and motorcycles (minimum rates ranging from 

50 percent to 70 percent). 
.Various local-content schemes exist in the manufacture of milk 

and dairy products, aluminum sheets, compressors for air- 
conditioners, transformer and transmission assembly. 
In addition, local-content schemes (50 percent through 
60 percent) are linked to corporate tax exemption incentives. 

Source: WTO Committee on TRIMS, 1995 

Note: Date in parenthesis is the deadline for phasing out the notified measures. 
However, extensions are still possible. 
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Table 17b. Existing Trade-Related Investment Measures 
in Asia not notified to the WTO 

I Country Local-Content Requirement 

Bangladesh 
(should have 
notified by 
July 1995) 

Korea 
(should have 
notified by 
April 1995) 

Incentives to use locally produced inputs include: duty 
drawback scheme at flat rates, and system of back-to-back 
letters of credit for exporters in garment industry 
restricting foreign exchange entitlement to 70 percent of 
export revenue and value-added shall not be less than 
30 percent for elisibilitv for this facilitv 

A "localization program" to encourage substitution of 
domestic for imported goods has existed since 1986 

Source: GATT various Trade Policy Review reports, 1995. 

Table 18. Trade-Related Investment Measures 
in Europe notified to the WTO 

Country 

Cyprus 
Cheese 
(Jun. 1996) 
Groundnuts 
(Dec. 1999) 

Local-Content Requirements and other TRIMS 

Import licenses for cheese and ground-nuts subject to 
domestic purchase requirements. 

Poland Domestically produced tax recording cash registers 
(Dec. 1999) subject to higher tax rebates (65 percent) than others 

(50 percent). Local content 40 percent required. 

Romania For companies in which foreign capital participation is 
(December 1999) US$50 millions or more, whose local integration value 

degree is at least 60 percent, and whose exports 
represent at least 50 percent of annual production 
value, there is a tax and customs duty exemption 
scheme. 

Slovenia None 

Source: WTO Committee on TRIMS, 1995. 

Note: Date in parenthesis is the deadline for phasing out the notified 
measures. However, extensions are still possible. 
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VII. Trade in Services 

1. DescriDtion of the rules framework 

The framework of rules and principles for trade in services provided in 
the General Agreement on Trade in Services (GATS) aims at facilitating trade 
in services under conditions of transparency and progressive liberalization, 
with a particular emphasis on the expansion of'the service sector in 
developing countries. The first main achievement of the GATS is to provide 
a definition of trade in services: it is defined as the supply of a service 
through four modes of supply, namely, cross-border supply, consumption 
abroad, commercial presence, and presence of natural persons suppliers of 
services. The definition includes the movement of factors, as well as of 
consumers. 

Some precise examples of transactions for the four modes of supply are: 

l Cross-border supply: a French bank purchases securities from a 
Swedish bank. 

0 Consumption abroad: a German resident crosses the border to 
deposit money in a Swiss bank. 

0 Commercial presence: Hungary allows the establishment of foreign 
banks to offer banking services in its territory. 

0 Personnel movement related to financial transactions: e.e., 
Thailand allows a British bank branch located in Bangkok to hire one or two 
(non-local) top financial managers for a given period of time. I-/ 

Unconditional most-favored-nation (MFN) treatment is the core general 
obligation of the Agreement. Accordingly, any foreign service or service 
supplier must be treated no less favorably than any other foreign supplier, 
for the four above-mentioned modes of supply. Exceptions to the MFN 
requirements are possible and defined in an Annex to the Agreement, but they 
are limited in time (not more than ten years) with a review requirement 
after five years. Market access and national treatment obligations are 
scheduled by mode of supply and apply only to listed sectors and subsectors. 
They can be subject to conditions and limitations (either across all modes 
of supply or for a specific mode). 

In market access, an (in principle) exhaustive list of (possible) 
limitations is defined in Article XVI and includes the following six 
measures: 

I/ It should be noted that "mode 4" is actually very restrictive and 
limitative in the different countries' commitments. Therefore, mode 4 sets 
up exceptions rather than rules. 
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0 the limitation of the number of service suppliers, 

0 the limitation of the total value of service transactions or 
assets, 

0 the limitation on the total number of service operations or 
quantity of service output, 

l the limitation of the quantity of foreign services in total 
production or consumption, 

0 the limitation of the type of legal entity through which a service 
supplier is permitted to supply a service (i.e., branch versus subsidiary), 
and 

0 the limitation of participation of foreign capital in terms of 
maximum percentage limit for foreign shareholding or the absolute value of 
foreign investment. 

As far as national treatment is concerned, foreign service suppliers 
must receive treatment de facto "no less favorable" than national suppliers. 
This is consistent with "de jure" differences in cases where identical 
treatment may actually worsen the competition conditions for foreign-based 
firms (OECD (1995), page 121). Exemptions to this can take many forms in 
the schedules. 

Apart from the quantitative or other limitations listed above under 
market access and national treatment, there are also both general and 
specific exemptions to the rules. These include measures deemed to be 
necessary to protect public morals, human, animal or plan life, or health, 
to maintain public order, or to prevent either fraud, or the effect of a 
default on service contracts (Article XIV). Some qualitative restrictions 
are also possible on qualifications requirements, technical standards, and 
licensing requirements, but this should not constitute unnecessary or 
discriminatory barriers to trade (Article VI). Members can also restrict 
trade for balance of payment purposes. In such cases, restrictions are 
possible on trade in services listed in specific commitments, including 
payments and transfers (Articles XI and XII). Both capital and current 
account restrictions are possible, Subject to qualifications, as will be 
discussed in Section 2. 

In general terms, all MFN exemptions, market access, and national 
treatment commitments apply only to services that are included in the 
schedules of members.. Such specific commitments are scheduled by mode of 
supply and by sectors according to a mix of "positive list" and "negative 
list" approaches; the "positive schedule" simply lists the services which 
are actually open to competition and the measures taken to comply with the 
broad principles of liberalization, whereas the "negative list" describes 
the sector-specific qualifications, conditions, and limitations that 
continue to be maintained. All this means that commitments are very 
complex. 
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2. Preferential treatment and exceptions 

The large flexibility of the system makes it in principle less 
dependent on exceptions. Few limitations on national policy are imposed 
under the GATS, given the ability of countries to schedule commitments a la 
carte. 

Apart from special rules applying to preferential (regional) 
liberalization that are similar co the GATT, there are few articles 
explicitly related to developing countries. Basically, with the aim of 
promoting liberalization, as well as increased participation of developing 
countries in trade in services, chose countries benefit from "appropriate" 
flexibility, certain facilities, and "technical co-operation." In any case, 
many developing countries acceded to the GATS with very minimal commitments, 
which means that the GATS has minimal implications for the majority of 
developing countries (Hoekman (199Sa}, page 27). 

Countries may adopt or maintain restrictions on trade in services on 
which they have undertaken certain commitments in case of serious balance of 
payments or external financial difficulties. This applies in particular to 
developing and transition economies to ensure, inter alia, the maintenance 
of a level of financial reserves. However, the restrictions should be 
consistent with the Articles of Agreement of the IMF. In dealing with 
payments for cross-border transactions, the Agreement separates current 
account and capital account issues. 

Current account transactions: In principle, countries must guarantee 
convertibility on current account transactions for commitments made. 
However, restrictions approved (or maintained) under the Fund Articles VIII 
and XIV are exempt or specifically allowed. Restrictions linked to balance 
of payment problems should be notified and discussed with the WTO's Balance 
of Payments Restriction Committee (BOP Committee), even though some of them 
have to be approved separately by the Fund. Also, countries can invoke 
restrictions on prudential grounds (i.e., "to ensure the integrity and 
stability of the financial system"). 

Capital account transactions: Although free capital mobility is 
required in the GATS, it refers specifically to the commitments of mode 1 
(cross-border transactions, both inflows and outflows) and mode 3 
(commercial presence, inflows only). Capita1 controls can be introduced 
either at the request of the Fund, l/ or if consultations 'are held with 
the BOP Committee. Lastly, countries can also invoke restrictions on 
prudential grounds. 

Restrictions on both current and capital account transactions can be 
justified on various grounds, which seems to give freedom to deviate from 

l/ This is conceptually feasible under Article VI, although the Fund has 
never requested a country to impose restrictions on capital outflows, and it 
is highly unlikely it will do so in future. 
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the commitments. How this will work in practice, and whether or not it will 
give birth to potential challenges, remains to be seen. 

3. Normative analysis 

Gradual liberalization of trade in services is certainly a positive 
development, and developing countries should reap substantial gains from the 
overall process in the long run. These gains are linked to improved capital 
access and increased efficiency in allocating financial or other resources, 
and, in particular, to better quality or lower price of inputs to export 
industries. 

The GATS should be perceived as a first attempt to cover services, but, 
like all "first drafts", it is not entirely satisfactory for a number of 
reasons: 

First, in many areas, the Agreement is still temporary or incomplete 
depending on sectors. In financial services, countries can start 
withdrawing their commitments in November 1997, which may render the life of 
the commitments short. Countries chat modified their schedules in financial 
services 1/ have until July 1996 to ratify the second protocol of the 
Agreement. In the telecommunication and maritime transport sectors, for 
instance, negotiations will continue until mid-1996. Rules on safeguards, 
subsidies and public procurement remain to be negotiated. 

Second, the hybrid structure of the GATS makes it complex, and thus 
reduces the importance of bindings. Countries are allowed to schedule 
commitments a la carte and resort zo many general or specific exceptions. 
An example of such discretion is the commitments made by Egypt. In all 
sectors, the supply of mode 3 (commercial presence) is subject to an 
assessment of the "economic needs" of the country, which is vague. In 
addition, in many countries the provisions of services is subject to 
licensing by.non-governmental bodies (e.g., medical associations), or in the 
area of financial services, to approval by the central bank. In such cases, 
any restriction based on prudential measures is subject to wide 
interpretation. 

Third, the positive list approach is restrictive and lacks 
transparency. For instance, there is no information on sectors/sub-sectors 
in which no commitments are scheduled. It automatically leaves out new 
products or sectors, and therefore provides few incentive to future 
effective liberalization (Hoekman (1995a)). This contrasts with a negative 
schedule approach with which the country lists only those services that 
continue to be protected from competition, which provides an actual basis 
for negotiation. Furthermore, the positive approach "will make it very 
difficult for anyone other than experts on the service in question to 
evaluate the schedules" (OECD (1995), page 123). 

L/ From their December 1993 schedules. 
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Fourth, many market access barriers are absent from liberalization 
schedules, which may reduce the effectiveness of liberalization in some 
sectors. These are labor laws, tax regimes, restrictions on land 
availability, ownership or use, competition policies, regulation of 
monopolies, and enforceability of contracts. 

The first three elements mentioned make it difficult to give any 
economic assessment of the impact of the Agreement at this stage. A first 
reading of the different schedules of commitments calls for a few comments. 
In all sectors, it is fair to say chat, in most countries, commitments 
reflect the existing status of liberalization. 

For example, in numerous developing countries, mode 1 (cross border) 
and mode 2 (consumption abroad) are unbound, whereas mode 3 (commercial 
presence) is open, but restricted. Extreme examples of protection include 
India and Pakistan. l/ In general, transition economies seem to be fairly 
open in non-financial services, restrictions being essentially put on mode 3 
(commercial presence). This may srem from the fact that as services were 
underdeveloped under central planning, there is less need for protection. 
In the financial services sector, most developing countries' commitments are 
non-existent in mode 1 (cross-border) and restrictive in mode 3 (commercial 
presence), owing to numerous conditions and limitations. For instance, in 
the Philippines, cross-border borrowing or lending is subject to commercial 
presence, which in turn is subject to its own limitations (e.g., reciprocity 
requirements). It should be noted that restrictions on payments, transfers 
and capital flows are maintained by a number of developing and transition 
countries, which could explain the modest commitments made especially in 
cross-border trade in financial services. For example, Brazil, Colombia, 
Egypt > and the Slovak Republic (among many others), all maintain current 
account restrictions, and all have very limited commitments in cross-border 
transactions. Without current account convertibility, commitments in mode 2 
(consumption abroad) can be difficult to make. In mode 3 (commercial 
presence), market access is often restricted by national monopolies (e.g., 
telecommunications) or restrictions on foreign (or private) ownership. 

In more general terms, even if liberalization proceeds further, in the 
absence of facilitating domestic conditions with respect to competition and 
regulation, few tangible results are to be expected apart from a simple rent 
redistribution process. In addition, specific commitments on commercial 
presence may impose substantial restrictions limiting market access and 
national treatment. According to Messerlin (1993), consumption quotas are 
the most frequently used measures for regulating services in numerous 
sectors. These can be limitations on production or business scope 
(equivalent to domestic sales requirements) for a limited range of services. 
Input quotas are also sometimes used, which include measures imposing 
domestic content requirements, technology transfer requirements or limits on 
foreign participation in capital. A straightforward example is provided by 

I/ By contrast, some African countries appear to be very liberal in all 
sectors, such as the Gambia, Ghana, Rwanda, Zambia, and Zimbabwe. 



- 60 - 

Cameroon's limitation on commercial presence: 25 percent of the value of 
input must be supplied by services provided in Cameroon, which is a typical 
local-content requirement and against national treatment. In addition, fear 
of migration and security reasons may be used in the future to restrict 
movements of persons (mode 4), especially in industrial countries. 

4. Potential or existing concerns for Fund oolicv advice 

As mentioned before, the GATS is so flexible that it is likely to have 
limited implications for many developing countries. Therefore, it is 
unlikely to set many policy constraints for Fund advice. In some cases, 
there might be inconsistencies. For instance, in financial services, 
Romania committed itself to open mode 1 (cross-border) in lending and 
deposit taking without restrictions, which requires free capital transfers 
in these operations. At the same time, it maintains both current and 
capital account restrictions. Similarly, Sierra Leone provides unrestricted 
cross-border trade in many banking services, but maintains capital account 
restrictions. As Romania's capital account restrictions are not maintained 
on prudential grounds, Romania may have to consult with the WTO's BOP 
Committee to maintain them if they affect its commitments. This could 
justify a check on countries' restrictions in payments and transfers and 
their consistency with GATS commitments. 

Fund approved current account restrictions are automatically exempt: 
for instance, free cross-border trade in repair services is subject to any 
current account restrictions approved by the Fund. The Fund's role is less 
clear with capital account restrictions. Capital controls can be introduced 
either at the request of the Fund, l/ or if consultations are held with 
the WTO's BOP Committee. This could mean that the Committee could decide 
alone on some capital account restrictions in case of BOP or external 
financial problems in a given country; it would do so presumably on the 
basis of the Fund's assessment on the country's BOP and external financial 
situation. A country could also introduce capital controls on its own under 
prudential regulation. 

Fund advice could also help in increasing gains from trade in services 
by focusing attention to accompanying policies, such as competition 
policies, and to related areas not incorporated in the present GATS, such as 
monopoly regulation, tax regimes, and labor codes. Along these lines, there 
is also room for useful complementary policies in the area of privatization. 
In many countries with large state-owned sectors, liberalization commitments 
may simply not affect state enterprises. In the Czech Republic for 
instance, the state monopoly over motor vehicle insurance is exempt from 
liberalization. Privatization may be a first step towards liberalization. 
Foreign partnership can be an important complement to foster competition. 

I/ This is conceptually feasible under Article VI, although the Fund has 
never requested a country to impose restrictions on capital outflows, and it 
is highly unlikely it will do so in future. 
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ANNEX I 
Table 19. Members (116) of the World Trade Organization 

(as of January 1996) 

Antigua/Barbuda* 
Argentina* 
Australia 
Austria 
Bahrain* 
Bangladesh* 
Barbados* 
Belgium 
Belize* 
Bolivia* 
Botswana* 
Brazil* 
Brunei* 
Burkina Faso* 
Burundi* 
Cameroon* 
Canada 
Central African Rep.* 
Chile* 
Colombia* 
Costa-Rica* 
Cote d'Ivoire* 
Cuba* 
Cyprus* 
Czech Republic 
zenmark 
Djibouti* 
Dominica* 
Dominican Republic* 
Ecuador* 
Egypt* 
El Salvador* 
European Community 
Fiji* 
Finland 
France 
Gabon* 
Germany 
Ghana* 
Greece 
Guatemala* 
Guinea* 
Guinea Bissau* 

Guyana* 
Haiti* 
Honduras* 
Hong Kong* 
Hungary 
Iceland 
India* 
Indonesia* 
Ireland 
Israel* 
Italy 
Jamaica* 
Japan 
Kenya* 
Korea* 
Kuwait* 
Lesotho* 
Liechtenstein 
Luxembourg 
Macau* 
Madagascar* 
Malawi* 
Malaysia* 
Maldives* 
Mali* 
Malta* 
Mauritania* 
Mauritius* 
Mexico* 
Morocco* 
Mozambique* 
Myanmar* 
Namibia* 
Netherlands 
New ZeaLand 
Nicaragua* 
Nigeria* 
Norway 
Pakistan* 
Paraguay* 
Peru* 
Philippines* 
Poland 

Portugal 
Qatar 
Romania* 
St-Lucia* 
St-Vincent* 
Senegal* 
Sierra Leone* 
Singapore* 
Slovak Republic 
Slovenia 
South Africa 
Spain 
Sri Lanka* 
Suriname* 
Swaziland* 
Sweden 
Switzerland 
Tanzania* 
Thailand* 
Togo* 
Trinidad & Tobago* 
Tunisia* 
Turkey* 
Uganda* 
United Kingdom 
United States 
Uruguay* 
Venezuela* 
Zambia* 
Zimbabwe* 

Source: WTO, 1996 

Note: (*) self-procla imed deve loping country status 
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ANNEX1 

Table 20. GATT Members not yet WTO 
Members: 13 countries 

(as of January 1996) 

Angola 
Benin 
Chad 
Congo 
Gambia 
Grenada 
Niger 

Papua New Guinea 
Rwanda 
St-Kitts & Nevis 
Solomon Islands 
United Arab Emirates 
Zaire 

Source: WTO, 1996 

Table 21. GATT/WTO Accessions: 
currently 27 requests 

Albania 
Algeria 
Armenia 
Belarus 
Bulgaria 
Cambodia 
Croatia 
Estonia 
Jordan 
Latvia 
Lithuania 
Macedonia 
Moldova 
Mongolia 
Nepal 

Panama 
People's Rep. of China 
Russian Federation 
Saudi Arabia 
Seychelles 
Sudan 
Taiwan Province of China 
Tonga 
Ukraine 
Uzbekistan 
Vanuatu 
Vietnam 

Source: WTO, 1995 
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Table 22: Members of the World Customs Organization 

Albania 
Algeria 
Angola 
Argentina 
Armenia 
Australia 
Austria 
Azerbaijan 
Bahamas 
Bangladesh 
Belarus 
Belgium 
Bermuda 
Botswana 
Brazil 
Bulgaria 
Burkina Faso 
Burundi 
Cameroon 
Canada 
Cape Verde 
Central African Rep. 
Chile 
China, People's Rep. 
Colombia 
Comoros 
Congo 
Cote d'Ivoire 
Croatia 
Cuba 
Cyprus 
Czech Republic 
Denmark 
Egypt 
Estonia 
Ethiopia 
Finland 
France 
Gabon 
Gambia 
Georgia 
Germany 
Ghana 
Greece 
Guatemala 
Guinea 

Guyana Norway 
Haiti Pakistan 
Hong Kong, Paraguay 
Hungary Peru 
Iceland Philippines 
India Poland 
Indonesia Portugal 
Iran Qatar 
Iraq Romania 
Ireland Russia 
Israel Rwanda 
Italy Saudi Arabia 
Jamaica Senegal 
Japan Sierra Leone 
Jordan Singapore 
Kazakhstan Slovakia 
Kenya Slovenia 
Korea South Africa 
Kuwait Spain 
Latvia Sri Lanka 
Lebanon Sudan 
Lesotho Swaziland 
Liberia Sweden 
Libya Switzerland 
Lithuania Syrian Arab Republic 
Luxembourg Tanzania 
Macao Thailand 
Madagascar Yugoslav Rep. of 
Malawi Macedonia 
Malaysia Togo 
Mali Trinidad and Tobago 
Malta Tunisia 
Mauritania Turkey 
Mauritius Turkmenistan 
Mexico Uganda 
Moldova Ukraine 
Mongolia United Arab Emirates 
Morocco United Kingdom 
Mozambique United States 
Myaiunar Uruguay 
Namibia Uzbekistan 
Nepal Vietnam 
Netherlands Yemen 
New Zealand Zaire 
Niger Zambia 
Nigeria Zimbabwe 

Source: WCO, 1995 
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Table 23: Tariff Bindings on  Industrial Products 
for Selected Developing Countries 

Pre-Uruguay Round Post-Uruguay Round 

Country Shares of 
Lines 

Shares of 
Imports 

Shares of 
Lines 

Shares of 
Imports 

Argentina 5  21  100 100 
Brazil 6  23  100 100 
Chile 100 100 100 100 
Columbia 1  3  100 100 
Costa-Rica 100 100 100 100 
El Salvador 100 LOO 100 100 
Hong Kong 1  1  24  23  
India 4  12 62 68  
Indonesia 10  30  93  92  
Jamaica 0  0  100 100 
Korean Rep. 10  24  90  89  
Macau 0  0  10 10 
Malaysia 0  2  62  79  
Mexico 100 100 100 100 
Peru 7  20  100 100 
Philippines 6  9  59  67  
Romania 21  10  100 100 
Senegal  29  40  32  41  
Singapore 0  0  65  73  
Sri Lanka 4  7  8  11  
Thai land 2  12 68 70  
Tunisia 0  0 46 68  
Turkey 34  38  37  39  
Uruguay 3  11 100 100 
Venezuela 100 100 100 100 
Z imbabwe 8  11 9 13  

Source: GATT, The  Results of the Uruguay Round of Mu ltilateral Trade 
Negotiations, Geneva,  1994. 

Note: Petroleum products are not included. 
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