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TRADE PROMOTION COORDINATING COMMITTEE 

June 10, 1994 

MEMORANDUM FOR 

FROM: 

SUBJECT: 

TPCC PRINCIPALS - Sea Distribution List 

TPCC Secretariat 

June 14., 1994 Meeting TPCC Principals Meeting 

Attached please find an additional background paper prepaJ::ed by the ' 
overseas Private Investment Corporation (OPIC) , which will be 
discussed under the agenda item "Other' Cssuea" at our meel:ing on 
June 14 at 2:00 p.m. 

If you have any questions, please do not hesitate to contact us at 
(202) 482-5455. 
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Exports Follow Investment 

American overseas investment plays a critical role in creating U.S. exports,' jobs and 
economic growth. 

Recent studies have shown a striking correlation between investment and exports (New York 
Times 7/7/93). According to one trade expert, 11overwhelmingly, U.S. exports of manufactured 

· goods go to countries where there is substantial U.S. direct investment presence." Invest~cnt here is 
defined as direct spending·on business operations (e.g., acquisitions, plant construction, investment in 
operations) as opposed to portfolio investment (e.g .• buying of securities or similar financial 
transactions). 

Most international trade takes place not just between countri~s but between multinational 
companies and their overseas subsidiaries. For example, one-third of U.S. exports go to subsidiaries­
of American-ow~ed operations overseas. This is because U.S. subsidiaries usually look to their 
parent companies and U.S. suppliers first when purchasing capital goods-and production inputs. 

American industries and firms with the greatest foreign investment maintain the highest rate 
of exports and also generate a large U.S. balance of payments surplus. During the 1980s, American 
multinational companies generated two-thirds of U.S. manufactured exports. primarily to their 
overseas affiliates, and contributed a yearly average U.S. balance of payments surplus of$83 billion. 
In 1990 alone. these exports generated 2.4 million in direct U.S. jobs and twice that figure when , · 
measured i,n direct and indirect American jobs. 

U.S. export performance is strongest in product categories and geographic markets where 
multinational companies have significant investment positions. For many U.S. industries. the_ orily 
way to maintain competitiveness in overseas markets is to invest and establish a presence . . 

The critical point is that these investments, not just low tariffs and open markets, are the 
engine for sales in foreign markets. · 

By Furthering Private Sector Investment~ OPlC Create~ U.S. Jobs and Exports 
. . . 

OPIC provides financing and political risk insurance to U.S. companies investing in emerging 
market economies and developing nations. Since 1971, the agency has supported investment in 
projects worth nearly $60 billion, generated $26 billion in U.S. exports, and created more than 
100,000 Americanjobs. In the last fiscal year alone, OPIC-assisted projects supported $3.7 billion of 
investment in 37 countries, generated some $1.6 billion in American exports and created several 
thousand U.S. jobs. 
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Over the long-term. OPIC's efforts will make American businesses more competitive, create 
tens of thousands of jobs at home and abroad, generate billions of dollars in American exports, and 
further America's foreign policy and economic interests. Some examples include: 

• In the Russian Federation, U.S. West is designing, constructing, and operating a cellular 
telecommunications network in St. Petersburg that will generate $26 million in American 

· exports. OPIC issued $1 O million in political risk insurance. OPIC is also offering financing and 
risk insurance to a second U.S. West investment project designed to upgrade telephone services 
elsewhere in the Russian Federation. · 

• In Uzbekistan, Newmont Mining Company is extracting gold with the support of$60 million of 
OPIC insurance. The Newmont investment will generate over $214 million in U.S. exports. 

• In Colombia, OP.IC. supported the first Latin American power project financed on a non-recourse 
basis. With $35 million in OPIC finance nnd $100 million in insurance, K & M Engineering's 
natural gas~fired generating facility will produce $53 million in U.S. exports. · 

OPIC turns down ventures involving run-away plants. It refuses backing for projects that 
adversely affect the U.S. economy or local environment, or that fail to protect workers rights. OPIC 
maximizes the benefits to the U.S. economy from overseas investment by targeting assistance to 
projects that will generate _the most U.S. exports and jobs, and to sectors and countries that are most 
critical for U.S. economic expansion. · 

In addition, OPIC now enjoys strong support from organized labor. · George Kourpias, 
Pres_ident of the International Association of Machinists, is a member of the OPIC Board. And the 
pension funds of U.S. labor unions comprise half the investors of the OPIC-supported Poland 
Partners Fund, ~esigned to generate investment in that nation. · 

Citing trade and investment as the surest guarantee of1ong-tenn economic prosperity and natiom 
security, the President, Vice President, Secretary of State, and other senior U.S. Government officials ha 
repeatedly called on OPIC to expand its programs to meet current and future challenges facing the Unite· 
States. For example, in FY93, the Trade Policy Coordinating Committee recommended that OPIC 
quadruple its per project lending limit and double its insurance limit -· to $200 million for each •· in order 
better seive U.S. Interests in the developing and emerging markets. In fiscal year 1994, OPIC has been 
asked by the Administration to play a lead role in Russia and the New Independent States. South Africa, 
Gaza-West Bank. and Eastern Europe. 

Certainly, there is no lack of market demand for OPIC services. Indeed, a large gap exists betwet: 
supply and demand for project finance in markets not adequately serviced by private financial institutions. 
For example. while OPIC will offer $1. 5 .billion in financing in FY94, TPCC estimates that the worldwide 
potential for private sector investment is 300 times larger. 

OPIC's effectiveness is measured by the amount of investment and benefits to the American econo 
it produces. For every $25 million in OPIC subsidy, the agency will offer $1 billion in financing that will 
generate $4.7 billion in total investment, $2.2 billion in U.S. exports, and 38,000 person years in U.S . . 
employment. 
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: ~; THE SECRETARY OF COMMERCE 
Washington, D.C. 20230 
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~•res of MAY 2 6 J994 . 

~ ~&.I, ; 1:1l(~t;·(P! 
The Honorable Laura D' Andrea Tyson l!},-· ~ ~l--i ,./ 1 , 

Chair, Council of Economic Advisors '-" 
Old Executive Office Building 
Washington, DC 20500 

Dear Laura: 

I personally want to invite you to attend the Principals 
meeting of the Trade Promotion Coordinating Committee (TPCC) on 
June 14, 1994. The meeting will last from 2:00 - 3:30 p.m. in 
Conference Room 5430 of the Department of Commerce. 

Since the President announced our National Export Strategy 
at the White House in September, each of our Departments has 
c ommitted significant time and energy to the implementation of 
this strategy. We have made steady progress in creating a more 
effective, aggressive, and streamlined export promotion and 
export finance program, which has been a key element in the 
President's economic growth message. 

In advance of submission of our second Annual Report to 
Congress in September 1994, however, key decisions remain and 
much work still must be completed. I t is important f o r us t o 
a ddress t ogether a few key out standing implementation issues suc h 
as resource allocation, as wel l as the TPCC's st r ategic direction 
over the c oming year. 

You will receive the formal agenda and discussion papers o f 
t he outstanding issues in early J _une. Please have your staff 
c all Mary Juarez at (202)482-5455 to confirm your attendance. 

I look forward to seeing you on June 14 t o finalize the 
Administration's next steps in the TPCC process. 
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Ronald H. Brown 
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DATE Ju.ne 9 , . 1994 · 

TO: Distribution ' Li~t 

PHONE NUMBER: 

FAX NUMBER: 

NUMBER OF PAGES · (~ncluding -this one) 

FROM: 
TPCC SECRETARIAT . 

22 . --

ROOM 3 0 51 - MAIN COMMERCE BUILDING 
TEL: (202) 4,82 ~5455 . 
FAX: {202}. ·482-4137 

Please see the attadhed intormatio~ for the TPCC 

Principals meeting• to be ·held ~n June 14. 



June · 9, 1994 

MEMORANDUM FOR 

FROM: .. 

SUBJE:C'l': 

TRADE PROMOTIQN COORDINATING COMMITTEE 

~~ 
· .. ~ 

. TPCC PR'INCIPALS · - See Distribution List 

TPCC Se~reta;iat 

June 14, 1994 Meeting 

Attached· please find a copy .of ·the agenda and background papers for 
the TPCC Principals meeting on Tuesday, June 14 ~rom 2:00 - 3:30 
p.m. in room 5430 of the Commerce Department. Please note that we 
have .also included a copy of a · draft memo;-andum from Director 
Panetta and Secretary Brown previously forwarded to ·the . TPCC 

.Deputies for comment. This documen~ will form the ·basis of the 
reso~rce allociation dispussion. 

If you have any questions, please contact the secretariat at (202) 
482-5455. Thank you. 

Attachments: Agenda. ( l page') · . 
Big Emerging Markets (7 pages) 
u. s. Export Assistan.ce center Network (2 page·s) 
Export Contrdls .(1 page) 
,Trade Finance (2 pages) 
Resource Allocation Memorandum (4 pages) 
Outline Propcia~l for 1994 Report to Congress 
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. BIG ,BMIRGXNG MARKETS 

The U.S. Government has traditi6nally focused its international 
economic and commercial policy. on Europe and Japan. While the 
industrial nations will continue to be the largest ·u. S. markets 
fqr decades to come, another category of country holds far more 
promise for large incrementa:J,. gains in U.S. exports. Of all the 
world trade growth in the next two decades, almost three-quarters 
is expected to come from the developing countries. But a small 
core of those nations, the · ten. largest econ.omies, is likely to 
account for more than ha+f of that growth. These ~re the "Big 
Emerging Markets" (BEMs). 

A plan is needed that will take the U~ited States through the 
beginning of the new century. We 'believe that the TPCC agencies, 

· building upon the efforts. detailed in the National Export · 
Strategy, should examine ways· to focus U.S . . Government export 
promotion and finance resources on these .Big Emerging Markets .. An 
integrated commercial plan for each ·seleoted country can 
substantially boost· the market sha_re of u. s. exporters competing 
in these lucrative markets. · · · 

Theae ten BEMs share .a number of .impor.tant attributes. They are 
all physically large, have .sl,gnificant populations and represent 
considerable mark~ts for a wide ·range of products. Virtually all 
have strong rates of growth, ·. or clearly hold out the promise of · 
economic expansion in the future. Virtually all have undertaken 
some significant prog:i::am of economj,o re.forms and seem _ likely to 
expand on those. programs in the future; Virtually all · are of 

. major political importance within .their regions; moreover, they 
are "reg.ional economic drivera"--their growth will ·engender 
further expansion ·in neighboring .markets. 

While 'these c;iteria are not. precisely scientific, and while each· 
country may not ·measure up in every case, the Commerce Department 
identified the following candidates: 

♦ ·in Asia--China; . Indonesia, India, and Sou~h Korea; 

♦ in Latin America--Mexioo, Argentina, and Brazil; 

♦ in Africa--south Africa; 

♦ in central Europe--Polarid; and ' 

♦ · in Southern Europe..:-Turkey~ 

The list can be debated, of c.ourse, and. the truth is that · it 
continues to be refined and reevaluated. 

1 



u.. S. exports to the BEMs totaied $106 billion in ·· 1992, approx­
imately a quarter of our exports. But ·while the ratio of Big 
Emerging Market gross domestic· product to that of the 

, industrialized world's isl tp 4 today, it will be 1 to 2 in less 
th.an 20 years. BEMs are expected ,to more than double their share 
of world imports, as well, rising to nearly 27 percent by 2010 .• 
No other category of market ,shows such dramatic growth potential. 
During the pa.st decade, . the U.S. share of exports( going to 
industri'al . countries has remained flat. During the same period, 
our share of .e:x.ports going to developing countries otl1,er . than 
those in this special categor:y has actually gone down. By ' the 

· year 2010, annual Big Emerging Market merchandise import levels 
will be roughly one trillion dollars higher than they were in 
1990. That is only merchandise impo!'t's. Add services .and it g:i:;-ows 
further still. · · · 

Complications and Competition 

The BEMs will also be . the competitive battleground of the future. 
Japan, Europe, and several developing countries can be expected 
to be fierce. rivals in these .markets. Pursuing our interests in 
these countrieswill require .deft balancing of commercial and 
foreign · policy considerations. It is .in tne :Big Emerging Markets 
that , commercial opportunities co:.exisi so closely with · 
complications of human rights, worker. rights, nuclear non­
proliferation, and violations of 'intellectual property right 

•laws. · · · 

The stakes are high but now is the moment to gairi the advantage . . 
Many of ' the big infrastructure projects which cone ti tute the • 
foundations on which these Big Emerging Markets will build their . 
futures are being bid out now. Getting in ea:i;-ly will offer · 
returns for many years to ~ome. That is yet another reason why it 
is essential that we begin implementing a strategy soon. 

. . 

Strategy for Big En\ergirtg Mark•ta · . ' . ' 

Economic reform is central to ·the future of all . of the Big 
Emerging Markets and the United States should focus on how to . 
help. Reliable economic and financial information is at a premium 

·in each, more so than in the dev~lope'd world, and we should work 
with the .BEMs to develop their capabilities .in .this regard. In­
f:rastr\l,cture projects are particularly important, and any 
technical advice the United ' States. can provide can be of great · 
issistance. Technical assistance might al~o be useful to develo~ 
more sophisticated financial systems in these markets. The BEMs 
need access to U.S. markets in order · to .grow, and keeping our · 
market open to fairly priced g9ods may be the single most 
important thing we can do for them. , 

Moreover, in the context ·of our National Export Strategy, the 

2. 
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l'PCC should intensify its effo_rts to coordinate USG- export · 
promotion p~ograms, Ex-Im Bank ' financing, insutance from the 
Overseas Private Investment Corpqr.ation, and 'feasibility studies 
from the Tr~de Development Agency. A TPCC Advocacy coorqinating 
Netwo.rk, supported by the Advocacy Center at Commerce, focuses 
the Administr.ation' s efforts to help American firms win contracts 
abroad. Not surprisingly, many, if ·not . most, of the tarsets are 
in the BEMs. · ' . 

Of course, U.S. suqcess in the Big •Emerging Markets will not de­
pend on any elemen~ of the program so much as the skill and 
perseverance of the Government:; the .willingness and commitment o'f .· 
the Arriet""ican business community to follow through, and the · 
ability of the U.S. Government arid corporate America to work i.n . 
tandem. · 

The Seoto~al Dimension 

Part of the Congressional mandate for the National, Export . . 
Strategy requires a sectoral, as well as a geographic,focus for 
ou:r efforts. In addition, as we began explorations of the key • 
opportunities within the •individua'.l Big Emerging Markets, one 
consistent target of opportunity became clear: infrastructure. 
Upon further examination, however-, it also became clear that we 
were not talking · apout one . particuJ.ar s.ector, but rather a 
variety of sectors and groups ·of 1ector~, ranging from 
transportat:ion to environmental technologies to financial 
services. · · 

As a result, we have begun ari effort aimed at identifying :groups , 
or clusters of industries for particular focus in our export . · 
promotion efforts within the BEMs. Like the BEMs themselves, the 
list of sectors is not static, but iii instead an evolving one. 
Among the characteristics of such sectors a.re the potential for 
future growth and creation of a significant number .of high-paying 
U.S. jobs, the extent to whichU.S~ industry is competitive . 
internationally, the existence .of . clinton Administratiori ·domestic 
policy initiatives that can be used to leverage an increase 'in .· 

· exports, and the extent .to which Governmental action in concert 
with the private sector can improve our international 
competitiveness. 

Ba,sed on these and other c:riter:l.a, we have identified, a1;1 a 
. start, six clusters .of economic ac.ttvity for special 
consideration in our export · promotion efforts. These are: 
environmental technologies, . information technologies, health 

··.·· . 

technologies, transportation technologies, energy technologies~ 
and financial services. While we will cantinu·e ta provide 
support in our export promotion ef~orts to the full range of U.S. 
industli'ies · in all our export markets; .we wi11 ·consider .particular 
efforts .in SU!)port of thes.e clust:ers of industries- -ranging from 



.· improved . government analysis and information to tailored export 
pr~motion services like tr•de fairi and trade shows~-in the B~g 
Eme~~ing Markets. · 

Specifi0 Country P0li0y, The above measures constitute only part 
of a strategy. Because for all , the ·attributes these countries 
share1 ~heir size and the consequent complexity of their systems, 
their divergent locations around the world, and the practical 
realities that often confoun9-goyernment prog;rams all coinpel an 
appr~ach to the BEMs the right way, the hard way--one ata time. 

As a consequence, not one but ten .. strat~gies need to be 
formulated, each carefully tuned to .the specific market in 
question. The process has begun of launching intensive, in-depth 
studi~s of each, identif~~ng thei~ strengths, potential problems, 
the approaches that competitors are likely to .take. These studies 
will, guide customized individual .strategies. Already, a TPCC 
task force on Indonesia has · developed . a t 'ra.de p~omotion strategy 
for this key BEM. · . , 

China.· .one of the mo~t striking developments in East Aeia in 
recent years is .the emergence of a . growing tri'angular economic 
relationship within the Chinese Economic Area (CEA), composed of 
China,, Taiwan and Hong Kong. Since· the mid-19~0s, the growth of 
gross' domestic product in the CEA has been among the fastest in 
the world. The ,CEA has the. largest; number and highest 'total . · 
dollar value (approximately $560 billion) of. infrastructure 
projects on the drawing boards .over the next seven years, and . 
holds the world's largest foreign exchange reserves with whiqh ·to 
pay for theee 'projects. 

Indonesia. A population 'of .188 mi+lion and a GDP projected to 
. grow at 7 ·percent annually t}:lrough the end of the decade, 
combined with a central position· in the .Association of Southeast 
Asian Nations (ASEAN), . make .Indonesia a regional economic driver, 
whose growth engenders fuz-ther economic expansion into 
neighboring markets. Infrastructure projects again top the - list . 
of opport-unitiee for U.S. busine~ses,' with the' Indoneeian Govern---
ment planning ambitious projects in power generation, . . 
telecommunications,, air traff tc al)d pollution control. Demand for 
consumer goods, particularly in' Jakarta, is expected to 'grow · · 
fast. Private consumption, · currently in the. range of $75 billion 
a year, should exceed ,$100 billion by the year 2000, 

:rndia~ Historically one of the world's most 'closed and difficult · 
business environments, India has .begun a measured .but steady 
movement toward a .more open, · market-oriented system. As India's 
largest foreign trade and investment partner, this bodes , 
particularly well for the Uni~ed States. Indian ~mports from the 
United States rose by 44 percep.t· l~et year to a record $2. 8 
billion,• In 1993, the Indian Government, approved approximately 
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$1.'2 billion of u.s. investment or :roughly equal to the 
cumulative investment for the last four decades prier to 1991. 
India's huge population df .almost 900 million, with a "consumer" 
class of 100-250 m:l.llion, and its divers~ and relatively 
developed industrial base .(the world's 12th _largest) make it a 
market with pot:entially unprecedented .commercial opportunities. 

s'outh Koz:-ea, Although Korea .is our eighth-largest trading 
partner, with $14.6 billion· in U.S. exports in 1992, it is also 
one of the most difficult markets in Asia ior exporting goods and 
services, and for foreign investment. • Pres.ident Kim 1 s five-year 
economic plan promises a . 11 hew Korea'' of, liberalized domestic 
economic and international trade policies to restore growth to 7 · 
percent and double per capita iricomee by 1998. This potential · . 
rise in income levels, combined with Korea's 44 million people, . 
could make for an appealing· and dynamic consumer market. Major 
project opportunities over the next several yea~s include $20 

. billion · in superhighway expansion, $12 .. 5 billion for· port 
expansion and construction, $.15 billio~ for a new Seoul 
international airport, $2 billion. in tele\COmmunications projects, 
$50 billion in power projects and $12 bi.llion in environmental 
projects. · · 

'.Mexico. NAFTA' s passag·e last Nov;em~er opens the door to the 
Mexican market for many U.S. firms, Mexico's 87 million consumers 
make it the 11th-largest market in, the ·world. Mexico's economy is • 
growing rapidly, pulling in durable goods a.nd industrial 
materials to modernize infrastrtictuz-e and plant facilities. 
Almost all of Mexico's imports of th~se materials come from the 
United States, which explains the 136 percent increase . in c~pital 
goods exports to Mexico between· 1987 ·and 1!}93. The biggest · · 
potential export sectors for ·u.s. ·products and servi~es to M~Xic:!O 
are: environmental technology a.nd. capital equipment; 
telecommunications equipment; medical equipment; and 
inf:rastrui;:iture_;_related services .and capital . equi;r>ment. 

· . . I , 

Argentina. The Argentine market'-~33 million people with the 
highest per capita. income . in Latin America and an advantageous 
agriculture and natural resource , .baae:..-was the world's third 
fastest growing .for the past three years, .representing 
significant opportunities :for U.S. firms. In addition, the 
integration of the economiea .of ·Argentina, Brazil, Paraguay, and 
Uruguay into the "Southern c,ommon Market''. . (Mercosur) by 1995-96 
will create a broader potential market of 200 million people. 
Maj or export opportunitie.s · will arise in the following sectors:· 
mining, gas and petroleum exploration. and .development, processed . 
foods and beverages, health and medical services, .environmental 
products and services, communications equipment, and · 
tourism-related equipment. · · 

Br&::l'iil, In 1990, the Gov~rnment of Brazil began significant . 

5 



market liberalization efforts, lowering import duties from over 
100 percent ·to a current a.vera.ge or. 14 percent and reducing trade 
and investment barriers . Liberalization policies continue under · · 
the current Franco administration, albeit at a slower pace.· . 
Brazil's GDP grew by 4.5 percent in il.993 , dampened by inflation 
and economic uncertainties , .u . s. · exports · to Brazil amounted to $6 
billion in 1993, placing Brazil among our top 20 export markets 
in the world. The Un.ited States continues to be the top supplier 
to Brazil, accounting for almost one-third of total . Brazilian 
imports. Brazil's telecommunicationij and informatics markets 
offer tremendous potential for lJ. S. equipment · manufacturers and 
service providers. Brazil's . energy sector 1;1.leo offers significant 

·p9tential r.or u.s. technol'ogy and equipment .. In addition, s.tate · 
and municipal governments in · Brazi.l have undertaken major 
environmental and infrastructure projects. 

South Afritia. With the eleqtibns .on Aprii 27, ·a government of 
national unity is expected to emerge .that will rule So.uth Africa 
for five years. All the major polit·ical parties in South Africa 
have expressed a clear unwavering .commitment to encouraging U.S. 
firms to return to the .south African market, .and ANC president 
Mandela: has ·made several appeals . to the American business . 
community to explore commercial opportunities .in south Afric~ . 
.South Africa's $20 billion . import market should expand as its 
economy emerges from four years of recession and . as business . • 
confidence solidifies. The united States 14 percent market share 
should increase ·· as remaining· state and local sanctions· are · 
repealed. South Afrioa is th.e economic powerhouse of the African 
continent, boasting a GDP of ·$114 ,billion and a global trade 
eurp!us of nearly $1 billi.on ... ~with the lifting• of sanctions by 
o'ther African countries, foreign and domestic' companies view . 
South Africa as a springboard, t~ · regional markets. · 

Poland. Starting in 1990, Poland adopted a 11 shock . therapy" . 
approach to economic reform, abolishing controls and instituting 
tight monetary an.d wage policies. The rer.orms have · led to an ·, ,. 
explosion of private . entrepreneurial activity . By dint of its 38 ·' 
million people, 1993 c;np of.· $85 billion .and etra.tegic location, .· -
Poland is easily the mol!lt importa:p;t siI).gle market in . Eastern ,,: · · 
Europe. Poland remains the ·united States principal trading 
partner in the regian, · buying $1 billion of U.S. exports in ·199.3, 
and U.S. investment in Poland .amounts to another $1 billion .. 
Poland's GDP growth is expect;~d . to · reach 4,5 percent in 1994. 
Promising sectors· for u. s ." investment include food and beverage 
productio:n and distribution, el~ctronics a.nd telecommunications, · 
energy, construction, and. consumer products ~ U.S. exporters ·can 
expect the most fertile .ground .for their wares in the airorar.t, 
computer hardware and ' so£tware; telecommunicatiom, ' equipment, 
consumer goods · and medical equipment sectors. · 

Turkey. Turkey. has become · an impcirtantmarket· for U.S. firms . . 

6 
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Real GNP growth has averaged 5. percent annually since ·19a1, and, 
despite the worldwide economic slump, GNP grew by 7.5 percent in 
1993. Turkey's foreign trade. ee.ctor has ·sur·ged 'even faster than 
the economy as ai whole. U.S. exports ~o Turkey jumped from $540 · 
million in 1980 to $43.4. billion in 1993. The Turkish Government 
st;rongly encourages foreign invet;itrnent and ,has made major strides 
in the last decade to enhance the investment climate. Major .' 
infrastructure projects inolude the .$30 billiqn Southeastern 
Anatolia Project, an extensive. complex ·of dams, hydropower 
plants, and irrigation infrastructu.re d~velopment such as 
airports and highways. The market for telecommunications is 
expected to expand to $1. S bi,llion. by 1995, The market for 
pollution control equipment is : estimated at $325 million and 
growing rapidly. 

I . 
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0.S. EXPOR.'1' . ASS:t.S'l'ANCE CENTERS 
' ;1 

The ·Export Enhancement ·Act of 1992, the GAO and the Trade 
Promotion Coordinating Committee .(TP.CC) called for the creation 
of "one-stop shops, 11 now knoym ae U.S. Export Ass.istance Centers 
(USEACs). USEACs combine .the export marketing counseling of the 
US&FCS with the trade f inarice · assi,stance provided ·by EXIM and 
SBA. · Through co-location and ~cooperation with local public and 
private export service partnere;i, the USEACa increase the depth 
and range of export services · available· to clients and promote a 
more rational and integrate.d delivery network. The participating 
Agencies opened four pilots in Baltimore, Chicago, Long Beach and 
Miami for business on January . 31, 1994. 

current Operations 

• USEAC staff have begun providing value-added joint 
counseling · sessions whiCh have generated additional business 
for the participating agencies. In Baltimore, the Exim 
City-State partner submitted $16.8 million in appl~oations 
to EXIM for foreign credit insurance and other loans in 
March alone. · EXIM reports that the co-location with the DOC 
has nearly doubled the pqol of qual:i.fied applicants for its 
finance programs. · · 

• On April 6, . Vice President Gore recognized the success of · 
the project when he presented the USEACs with a Hammer Award 
for Excellerrce in Reinventing: Government. 

Future Plans for the .USEAC .Network 

• The participating agencies have developed a two-tiered 
methodology for ·the selection .of future sites based on l:>oth 
quantitative .and qualitative criteria. Quantitative 
criteria, which include volume of exports, number of 
manufacturing establishments and pumber ·of serv;i.ce 
establishments, :pave bee.n inc~rporated ·into a resource 
allocation model to firs't identify the states and second, . · 

. the cities which hold the g·reatest export potential ~ While 
the quantitative methodology provides us with an objective 
ranking of sites based on export potential, qualitative 
factors such as the. existenc~ of trade infrastructure (e .. g. 
ports), the opportunity to leverage resources with state, . · 
loc.al and private partners and the • presence of DOC, SBA and• 
EXIM offices in the r~gion will adjust the ranking to 
reflect cost and service efficiencies. 

• TheTPCC Report recommends: t;h~t . the agencies identify . ten 
additional sites to be opened in CY .' 95. To make •the best 
use of our limited resource.~, we have c;iesigned a national· 
network of regional and •distr;Lct. USEACs. • · We are in the 
pro.cess of selecting additional regional · sites as the second 
step t:.owa:t:"d the creation .of this network. We have also · · 

' . 



ide·ntif ied locations for the district USEACs to complete our 
"hub and spoke 11 design. 

• In addition to creatinQ: USEACe, we plan to modernize the 
entire domestic network to provide advanced 
telecommunica:tione and computer technology and' to develop 
greater cooperation with. state and . local partners in or~er 
to extend export marketing and trade finance services ac+oss 
the countr,y. This comprehe,nsive_ approach will better serve 
the administration 1 s · go1:1-l of job creation through exports . 

. '-· -· .· ·---- · . 



EXPORT CONTROLS 

er the last year, the Clinton Admin:iatrationhas made major progress 
.eliminating unnecessary and ineffective controls and streamlining 

t e export control process, while improving the implementation and 
e forcement of those export controls which are still required by· U.S. 
s curity and policy interests~ Thi~ action has ameliorated a · 
s'gnificant obstacle to exporting. 

• 
. . . 

Computers: In September ,1993, the United States controlled the 
export of comput,ers operating at over .1~; 5 MTOPS (million 
theoretical operations per second--a measure of the processing 
speed of the. computer). · This control level required licensing 
authorization for almos_t ·any cqmpute·r al)ove the level of a. desktop 
personal computer (PC) . arid even caught some PCs. The Tl?CC • · . 
announced that steps would be taken to raise the control level for 
computer exports .to most destinations to 500 MTOPS. When fully · 
implemented, this action would free abput $30 billion of computer 
exports per year from the requirements for licensing. 

The· Administration has me·t its goal ' and . in some respects has 
exceeded it. Today, computer ~xports only need specific 
authorization if the per:eormance · is above 100.0 MTOPS, if the . 
shipment is destinec,i to a relatively few countries of nuclear 
proliferation ·concern, orif it is bound for military end-users ·in · 
certain countries. The 1000 MTOJ?S level for individual validated 
export licenses is applic,able to Ru~sia and .China.;.-two rapidly · 
emerging markets with great pote·ntial for the , future. This 1000 
MTOPS .level was made possible by the implementation of a new 
general license- - "CJLX" - -which recognized the. changed securi~y 
threat which was symboliz.ed by . the terminat.;Lon of CoCom. 

• Supercomputers: . A year ago, the d'efinition of a 11 supe:tcomputer 11 

for export control purposes . had been· overtaken by technology and 
was hopelessly out of date. · . The TPCC proposed . to increase the 
definition of a supercomputer •from 195 to 2000 . MTOPS. As required 
by ·our international commitments, the Administration discussed 
this matter with the Japanese. On December 10, the Japanese · · 
agreed, as an interim me~sure, to move the .supercomputer threshold 
to lSOO MTOPS. We are pursuing further negotiations with the · .. · · 
Japanese to attain the 2000 M.TOPS threshold. ·· . , .. : . . 

• Telecommunications; We have .· elimin~ted the need for prioi 
authorization· of most teleco'['[)munica:t:J_ons ·equipment to most. 
destinations and end users. American telecommunications 
.manufacturers can now compete on an even footing in such l~rge . 
,potential markets as China and Rus~ia. This fulfills the promise 
of the TPCC report and .even goes beyond it. 

• · Procedural reform: . The Administration has taken significant steps 
to · impJ,.ement the TPCC's procedural reforms of the export control 
eiystem. The gridlock of the pas:t has ·been addressed. The 
Administration has also recommended further reforms in its· 
proposal to Congress for a new .Export Adminiatration Act (EAA) ·~ 
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TPCC 1994; SUMMARY or TRADE FINANCE INITIATIVES 
TRADE FINANCE WORKING GROUP 

1 . PaOJ!lC'l'. FINANCE 

. The TFWG has attempted to ga14ge the size and nature of 'the 
project finance market to detennine the likely level of demand tor 
this highly specialized and complex financing to be encountered by 
the USG and other public and . private sector sources.. Within this 

. framework, existing and pot·ential gaps in USG suppo:i;-t . that either 
do or could inhibit us exporte~s ability to compete are identified 
along ~ith possible solutions ·. t:o fill these gaps. 

2 • MOL.TILATERAL DEVELOPMENT BANKS . 

Asa follow-on to the 1993 Tl?CC MDB recommendations regarding 
the large expoJ;"t potential currently. untapped by us exporte;rs, the 
TFWG focused on tleveloping · specific actions . to enhance the 
immediate and ongoing quality and timeliness of the disemenination 

· · of information to US compa.ni.es . regarding MDB opportunit.ies. 

3. SMALL BUSINESS 

' With the recent development of the Exporter Database · (Bureau 
of the Census/Commerce) 1 the USG has a major tool with which it ~an 
.better·understand the current and potential impact .small business 
exports has and could play .in the tptal US export picture, and the 
n~ture and scope of financing· needs enc;;ountered patticularly- by 
small buisness -~ ultimat~ly .eriabling the USG to, be in a position 
to provide progri;l.ms that will actually benefit small · business 
exporters. Accordingly, , the • TFWG . is ,contemplating a set · of 
comprehensive recommendations aimed at developing and maintaini'ng 
a definitive and currene . "book o.f kI,lowledge" regarding small 
business financing needs t,o be used to offer specific and · 
beneficial programs that are also competitive with other ECA 
programs for small business. 

4. UNTIED AID 

While the use of tied aid has decreased in recent years due 
primarily to agreements reached . within the , OECD, . our foreign 
competit,ore.' ·use of untied .a .id in developing countries ha.a grown 
considerably, quite · possibly to gain commercial market share. A 
proposal was recently presented at the OECD that calls for greater . 
global untying of .aid dollars and transparency. In the meantime, 
however, untied aid continues and generally t .o the disadvantage of 
us suppliers· who might otherwise benefit from these opportunities. 
Whil.e. the TFWG .believes :t;hat .the· development of negotiating 
positione ·would be best handled at senior USG level, there are a 
number of actions which the USG 'Could tc1.k.e that . would support .the 
USG positions. · Accordingly, the TFWG is developing .a set ·of 
specific recommendations aimed at: · ( 1) elevating the issue of 



untied aid within both the USG and the OE~D, and (2) developing the 
means for the USG to routinely gather and disseminate more timely 
and accurate information and intelligence regarding untied aid 
transactions and trends, and documentation of spec:itic ·cases. 

s. MAR.ADI FR 17 

PR 17 directs Eximbank to ensure that goods financed u~der its 
· long-term programs are shipped . on US flag vessels s:ubj ect to 
availabilty; caeacity and rea.eo.nable cost. In the event that a US 
exporter cannot engage the services. of a us flag vessel, the 
Maritime Administration will con.aide.r granting waivel!'s if a finding 
is made that one or all of these factors prohibit the use of us 
vess·e1s. There are two types of ~aivers that are available: one is 
referred to as a general waiver whereby 50% of the cargo generatecI 
by a loan/guarantee may be shipped in vessles · of the recipient , 
country .. The other waiver, .. known . as a statutory waiver permit1:1 a 
specific shipment to be made on a foreign flag vessel if a US flag 
vessel is not available at a: "reasonable rate"* or if the vessel 
cannot accommodate the ca·rgo . . · . . . 

. The issue that hae been p~esented to Exirnbank is that for 
large/major projects that involve large pieces of equipment, there 
is a very limited/no supply of .us f~ag vessels physically designed 
to accommodate t .he.se size ·requirements. Moreover;· major projects 
have long lead ti.mes yet bid packages need. to include all · costs so 
the US exporter can present a comprehensive pac~age to the foreign 

·purchaser fo.r consideration tip front. The problem that these us 
companies face is that the pricing · differential between US vs. 
foreign :Elag shipping ·can · be quite · substantial . with the foreign · 
flags costing anywhere from 5 .., .20% less than US. Thus, a US 
exporter cari either factor in: us vessel shipping costs and run the 
:risk of its bid price being uncompetitive, or it can inc1u<1e a 
foreign flag pr'ice and run · the risk of cost. overruns or · loss of 
profit. Hence, a preliminary · proposal.' has been developed that 
would allow MAR.AD t;.o consider a projec::t waiver rather than require 
a shipment by shipment waiver. · 

* reasonable rate is defined by the Maritime Administration as .a 
"US reasonable rate II irrespective of rates ·charged · by foreign 
flags. 
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EXiCUTIVE OFFICE OF THE PFIESIO!NT 

°""101 OF MANAUM5NT ANO IU0QliT 
W~, D,Cl, toolXI 
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June 8, .1994 

Memorandum for TPCC Deputies ·· 

Prum: Hir11' G. Meyers ~g//ln · · . · 
Chief, Comm,rce and Justice Branch 
Office of Mana1ement and Bud,ot 

• ', • I " 

· Subject: Dnai\ Gu.idamcc · for PY l 996 TPCC Budget Cross-Cut 
Process 

I . 

Christopher P. -Edley, Jr.~ 
0

A110cia~ D1~ctor for Qoucral Government 1, 0MB. 
hu ukcd me Lo ~uliciL thi: · views of your -a1ency on the attached draft letter that 
would provide a mechanism to Implement Section 201 of the Export · 

· Enhancement Act of 1992, 'directins · mia Trade Proznodon Coordinadn1 . 
Committee to produo, 1 unified e>tport promotion 'bud1ct for the United Statca. · . . 

We would apprcclale at. rcspun~c !rontyou by 4:00 p.ni. Prlday, June to · ao we 
caia consider placing th'l memo on the age!3da of the TPCC· principals meettn1 . 
on June l.4th. The 1ub1tance· of this draft memo l!dll be di1cuued at the . · · 
.principals moetin1, so ploise shlre this mom~ with your principal. . 

Please ptO\'idc sp~ciCii.: cdiUI and Wlltd:chan1es where applicable. Direct ynur 
'responses 141 the attentinrt of Ann 8Ur1et, FAX 395-1150 . . For further . · 
. information you can contact •ither Ms.- Bur;et -at 39S-3025, or me it· 395·3918 • 

. Thank• yuu very much. 

. . . ' 

I 
·' 

' - · 
· ' 



ONO p N O .. - •NO- · · · · ·- 0 0 0 0 

f 

MEMCP.ANDtJM FOR TRADE PROMOTIONCQCRDINA'I'ING COMMI'l"l'EE MIMBDS . 

Leen 1:. · Panetta . 
Directer, . ottica at: Mana;•mant and. aud;at · 

Ronald H. Brown 
Secretary ot .. . C:omm•~c• an~ , 

.Chairman of th• Trada .p;c~otion ·coot'dinat.inCJ 
Committee . . . , · • .. . . . ,, . 

Subjact: 

· A■ yau know, 'Cha Trad.a Pro~otiqr,. Coorcsinating ccmmi tt•• · ·. · · 
- (TPCC) ~• intended to ·channel · y:ow:i GP•rti•• · and influa,nca ••·key 

. policy otf iciala trom a·g,naie• .. ~nvolved · in P.~eral pro;tam■ . · 
related 1:o export promot.on, · t:0 Q,cordinata and toc;,ua o\lZ' National 
Export · str1:te;y. 11artn1r, . the TPCC 11. m1nclat1d ~Y the Expprt· . 
lnbancament Act of 1992-•to undertake certain· endeavor■, nnaly to 
"eatabli•b a sat of prioritiee for· tbe Federal activit.i•• in 
■uppcrt ot United · St4ua oxpcrta and. ca,q,Ia·in ;h• rationale ' to~ 
th• in:ioi:'iti••• n ancl . ta "prapo■• to th• Pree·idant an annual· 
unified Federal export promotion bud9at that aupporta th■ plan 
tor pria:iity activit••" (15 PSC. 4-727 lac: 23·12 (a) (4)). · : '1'11• DCC'• 

. September · 30, 1193, report "'?owud a• Hation•l. . EXpon s=atatY." · 
c=mitted, the Adm1niatrat1on· to. pr.oduca such·-. unified bud;at • . 

• . . .. !. . ' . ~ • : • ~- ~ ~:.:. :· ~ . .. :-, • • · • . • . - • ' . . 

Qivan th• r-lity ot tivbt. budget■, it. • i■ •••~t:Lal that we. 
· aupport tha pror;rua ·that h•v• tha. moat potential tor._aclvanc:in; 
.. the Adminiat=ation'a a9•n"1a · .in t:hi.■ area. W• believe that ·th•· 
. nee can help ;uid• . ~• Admih'iatt'ation in 14.ntityin; Jcay · · · · 
initiative■ aiid ·providing u■•tul i_.nput to the· ,Y 1111& budget 
decision-making proc•••. , · · . · . . 
. , . , . • . . : • . ·. . . , . I . , • • , , : . , . , . 

· We raqua11t that all ~ce meb■r• aubmit 1:0· the nee · :,:-,::. · 
. iecratariat no later than Julr · .tc·. ~1941. 1.1hat you ia•l.t.ava _ t.o ~• ·· 
thca k•Y policy and p2.■09J:aaat . c: in·i~ia1:ive• that. aupport the .· , , 

·Administration'• 9oala in. advancing 0= National EXport strategy. 
SUl>mi■•ion ahould inalu~• a di11mu1ai~n. oi your ~r•ncI'~ :current 
program■, · incorporatin9 . thaa• proposed tor PY.: 1918, ntera91nay . 
pro;rama, and new initiatives cant■mplat•d.. ·tor J'Y 1s1a • . 'l'h• 
su;;eatad fOfflat for· thaae au=iaaiona.ia attaehad. · Th• ini~i•l 
■ubmia■icn ■hould not include bu49et il'ilUr••• ~ut rath•r •h~uld . 
focua on p;r:o;;-auatic con:t•nt .. . · · · · 

. ' . 
· During: the auimrui1:, the · TPCC mambtt• Will review th••• · 

aubmiaaiona and convene a •ai'i•• of worxin; vroupa to develop a 
poai.tion• on tbe . policia• and programa essential .to tultill.tnq th• . 
Admini,traticn'• ,;oal■ tor expert,-- promotion in FY 1sse. Thia ,. . 

• doaument •hculd al■0 include ,;.aacmm•ndation• ot nee performanc■ 
maasuraa to aa■iat in evaluatin; th• ~tactiven••• of differant . 
initiatives. 'I'ha report will b~ r•vi•w•d by th• DCC princd,pal•• 

• ,. I 

.... ... ~~i. ·. · .:· ... ·.: .. 
· ... " ..... , .. :;·,.:i_~.;.,::~ .. ;'. .... .. . 
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Wa raqua11t that by Saptombcz- U, 'l'l'CC 111euau:-a aumit ~o the 
TPCC sacra'Car1at. an. updata or.· t.ha1 J" ,Tuly Auhm1AR1on that r•fl•at• 
th• aq■ncy'• FY 199t budgat. r1K11,u•"t. t.i:::i 0MB and any n■w proqi-m · 
p¥"ior1tiaa (it ah~~lcl r•tl■•t t.he aqency b\id9ct aubmi■11ion 'ea 0MB 
anct should incluaa r.n.a raqu■at■d.fund1riq laval ■.) Th• 'l'PCC will . 
th•n ~y•luata and prioriti.za th1ua~ m•w ·. J.n.it.b.t.J.v•• tram a o.,:;i■■• 
cut:.tinr; per•p•ctiva b•••don · it■ p:ravioualy clavelopod aanuc,neua 
pricrit1••· In a"1~1on, 'C.ba TPCC vill idantiry any •••an~al · 
prosrua and initiative■ •~••nt trgm Daparbl■ntal ■w:imi■■ione~ 

Tn• au,:'c,oma o: .th!a Proc■II wiil be ;ui'danc• trcm 'th~ 'l'PCC 
prine:1ipal• tc. Qon■iclN"lltion by ·OMD in i~• development of t.ba 
Praaident'• FY ·191s buqat.. Thia final pl'oduct 1hcn1ld anaoapa■• · 
th• entire Nacianal Export .. strategy a:ali will 1nolu11a •~ · lea■'t. two. 
"paok.a911a 11 of tunding apt:£,an■, cne ut the total" :U9S .n&C'ted 
laval,a, and anoth1r at th• PY l91Ui agency r■qu••t .l•v•l•. %n. . 
add1t1cm tc th11a two runcUnq paclca;as, 'th• nee may •un•■'t a 
nwnb■r ot othet: tundin'i altarnativas that vary trom 'th• level ot 
tuncU.nir c::c:nnpu:ad with ~• Fl .. 191! enaotad and thli PY 19511 av.nay 
.r•ciu••~ iava11. Th1■ . 9\11danc1 tram 'Che TPCC pr1naipa!a will ba 
provided to OMS no .la:t.er • than ~OQtol;iar Z4 , · .19~4. · · 

w•, bal1ave tnat tha Admin1■tratian haa an axcallan~· 
oppo"uni ty t.o \l■• 'ffl• •x,•r-ti■• and •xpet'i■no• ambot!ied in th• 
'!'tee to tui•till th• A@iniatration'• National. Export Stratqy. 
cl.early, th1• ts an avo1U'C1cnary proc1■1, 1>u111Unq en tne 

· t~omaworka dav■lopa4 t.hia pa,at·y•ar. thank you tar 101.ar 
. ••a111t:anca. · · · . .· · . 

' • 

·Attachments 

. ' ·, 

_/ , 
·• ,:-:: · 
' .. :·· . 

, · 
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. U.S • . ODAR'l'MEN'l' . OF GOVZRNMEN'!' 
rY 199& EXPOR'l'. OOMO~ION PJt.OG».MS 

' ' . ' 
I , • ' , 

1111 E::o;ru,s 
a In=lud• name ot prcqram, ._a· dalicrip,tion· ot ~p to .an, 

paragraph, and acantac~ ·paraon. 

' . . ' 

;nta;:aqen;x 1n1ti1t~Y•1 · . 

0 

0 

. ' ' . ,-. . . . 
%ncl\ld• nam• o~. pJ:ogram~ : a.:· d•iscz::iption at:. up to · on• - · · 
paragr~ph, anc1 a contact. ·;uaon·.. : · · . .. · • · · · ·· 

• , • I • • 

.. . ·, 

Incl~d• nam• ot p:-cqram, . a dae~ipt:l.on of ~P to ana 
pata;raph, ancs a c.antact · parson~ 

. . . ' J 

.;·' . ' ' ' 
0y■rai1 E:~dty B1nk!nq ot 2uz;m,.-

. I 

(lnalucla. Base, ~~tara9anay;. and: Hew. Pro;r.ua) .•. ·. ·, - · . ~ ' . . ' ' 

0 . " 

• • I • ' I ' ' • • ' t I I • I ' .• •• ' ' ' ~ I ; •, • ', ' < : •, t • I •~ , • I ' • o • • .' I ' t • 

I • 
• ,' I I I 

• • I • ' ' • • · , ·. ,' • ' I '.!. I • -

Hota a July ■ul:mi■aion · will not inoluda. nmm•r•·• · September • :_ · :. 
revision aho~ld be updated ~o rir1e'ct A;ancy budqet· aw=i■aion• 
and includ■ funding · leval■• · 'mi• toiimat of "tba· final Oc:tol,er · 
product Will follow at a :latar.· '1ata·. . · . · · . · ··-. . 

' ' 

· . . : 
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. ' . ·, . 
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' 
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OUTLINE PROPOSAL 1994 TPcc Jlf9B• ;o iu, goNGREss 

I. · The Export Imperative: Include a quantification of what key 
U. s. agencies have don~ :' to increase. exl?orts .and the support 
TPCC has received · from the President, congress, and the 
exporting community. · · · 

II. Building a National Export ~trategy 

A. Framework for Action: implementing the 65 
recommendations .in the 1993 Report 

' ' ' \ 

1. · st:rengtheningpartne~shipa to promote trade: 

a.. advocat::y • 

b. l~veraging private sector resources 
(e ,g., privatization of trade events ·and 

.. dissemination. of commercial information 
1;:hr6ugh private sector sources) 

2. Helping ·sm~11- . and medium-sized business: 
(e. g_. , USEACs, working ca.pi ta.l program re for~) 

3. Removing obstacles · to expor.ting: 
controls and product standards 

\ . ' ,. 

4. . Improving acce~s· to trade financing 

' ' ' ,·· ,. 

export 

5, Enhancing · USG . ~trade promotion overseas: 
commerc:1.a~ strategic plans 

6. Creating O~S •. :.jobs and promoting a · better 
environment: .· the · TPCC Environmental · Exports 
Strategy · 

7. All9cating· resources str~tegically 



. B. Focusing . on ·Targets of Opportunities 
initiatives over the last year 

·new 

(In the introduction, describe us~ trade promotion 
activities in traditionaJ. .. markets ' (e.g.~ Germany 
a~d Japan) and set .THE stage for discussion ·of new 
directions (i.e., the BEMs) ,)· 

(Include a comparison · of what foreign compet,itiort 
is . doing.) 

1. • Defin~ng the Big ' Emerging Markets (BEMs) 

·· a. • Regional Strategies . · 
i. Asia · 
2. Latin America 

. b. Country s'trategies . ' . . 

c. sectoral ·Strategies with the BEMs 

2. Alliances with Economies in Transition 

a. . The Middle East 

b. Russi.a and 'the NIS 

c. South Africa 

3. Trade in Services . (includ. tourism) 

4; Trade .anq. Investment 

III. An Agenda for the Future:. A commercial l?olicY: . 

· , .. . . .. 

. "' . . . .. 

\ . 



MEMBER 

MEMORANDUM FOR 

FROM: 

SUBJECT: 

EXECUTIVE OFFICE OF THE PRESIDENT 

COUNCIL OF ECONOMIC ADVISERS 

WASHINGTON, D.C. 20500 

November 18, 1993 

LARRY SUMMERS (Treasury) 
STROBE TALBOTT (State) 
NICK BURNS (NSC) 
DAVID LIPTON (Treasury) 
TOM SIMONS (State) 
GRAHAM ALLISON (Defense) 
JOAN SPERO (State) 
BO CUTTER (NEC) 
JEFF GARTEN (Commerce) 
GORDAN ADAMS (0MB) 
LEON FURTH (OVP) 
RUFUS YERXA (USTR) 
DAN SPECKHARD (State) 

JOE STIGLITZ 

US trade policy toward Russia 

Please find attached a brief memo on trade issues raised by Russian 
policy-makers during my recent trip to Moscow . 



I. 

us Trade Policy and the Reform Effort in Russia 

Russian policy-makers' views on trade 

During my recent trip to Moscow, I met with several high­
ranking Russian Government economic policy-makers, including 
Yegor Gaidar (First Deputy Prime Minister for Economics), Andrei 
Illarionov (Chief Economic Adviser to the Prime Minister), Sergei 
Vasiliev (Director of the Center for Economic Reform), and Sergei 
Alexsashenko (Deputy Finance Minister). All of them stressed that 
improved market access to the developed economies was crucial to 
Russia's reform effort. 

Gaidar was particularly concerned by US policy. He expressed 
his frustration with the United States for simultaneously 
imploring Russia to undertake rapid reforms but then imposing-­
or at least threatening to impose-- anti-dumping duties or other 
trade restrictions whenever Russia was successful in exporting 
goods to the US. The US, he noted, strongly supported liberal 
market access and free trade policies in principle, especially as 
a guiding principle for Russian reform. But at the same time, the 
US seemed all too willing to commit apostasy in the face of any 
domestic political pressure for protection. 

Gaidar stressed that the US national interest was best 
served by low prices of imported inputs (such as the raw 
materials which constitute the vast majority of Russia's exports) 
and suggested that few US jobs were at stake in US-Russian trade 
disputes. Most of the cases, he added, did not satisfy the 
typical economic definition of dumping (i.e., selling the same 
product abroad for less than it is sold domestically). In fact, 
for many goods, Russian domestic prices were lower than the world 
price because of export restrictions. Imposing anti-dumping 
duties on Russian goods was thus contrary to both the US national 
interest and to the usual definition of dumping. 

Gaidar expressed even stronger reservations about 
quantitative trade restrictions, which were particularly harmful 
to the reform process. It is a difficult political task, Gaidar 
emphasized, to move the Russian economy away from a quantitative 
allocation system, as the G-7 and international financial 
institutions have urged. When G-7 countries impose quantitative 
trade restrictions on those few industries which have 
successfully found markets in the West, the political 
difficulties are compounded substantially. 

If any trade restrictions were necessary, Gaidar noted, he 
would strongly prefer price-based mechanisms (such as taxes or 



even anti-dumping duties) rather than quantitative restrictions. 
But he added, once again, that these were a vastly inferior 
second-best policy-- for both the us and Russia-- compared to 
free trade. 

CEA Analysis and Policy Suggestions 

The Council of Economic Advisers strongly concurs with 
Gaidar's analysis. Free trade is in the US national interest, 
both in terms of domestic economic welfare and also foreign 
policy considerations. When political considerations force us to 
resort to trade restrictions, we should adopt interventions which 
are the least damaging to the US and to reform in Russia (both 
economically and politically). 

A. Economic welfare. The United States is a net importer of 
most of the raw materials and other semi-processed goods which 
Russia exports. When increased Russian exports put downward 
pressure on the prices of these goods, US firms which sell the 
same goods suffer. But us firms which use the goods as inputs in 
the production process gain. Since the US is a net importer of 
these goods, domestic consumption is, tautologically, higher than 
domestic production. The "savings" from a lower price (for 
domestic consumers) are therefore larger than the ''costs" of a 
lower price (for the domestic import-competing sector). In 
effect, domestic consumers benefit from transfers from both 
domestic and foreign producers. The US as a whole benefits 
(effectively, our terms-of-trade improve). 

Many industries which appeal for protection claim that 
Russian exports result in a loss of US jobs. But the beneficial 
impact of Russian exports for other US exports should reveal the 
fallacy in this jobs argument. The primary effect of increased 
Russian exports is a shift in US jobs (away from the import­
competing sector and toward the industries which use the good as 
an input), not a loss in jobs. In the current aluminum dispute, 
for example, the continuation of large export flows from Russia 
may result in the closure of several US smelters. But other US 
industries-- from auto manufacturers to soft-drink bottlers-­
gain from the lower prices engendered by Russian exports. The net 
impact of the exports on the total number of jobs in the US is 
unlikely to be significant, and may well be slightly positive. 

B. Foreign policy. On the eve of visits to Russia by both 
Vice President Gore and President Clinton, we must be extremely 
sensitive to the foreign policy implications of our trade 
policies. Market access issues have been raised in the past by 
both President Yeltsin and Prime Minister Chernomyrdin, and it is 
likely that they will be discussed during the imminent trips of 
the Vice President and President. 



Our fundamental foreign policy objective in Russia is to 
speed the process of reform and democratization. In support of 
this objective, we have pledged (and provided) substantial 
amounts of aid and technical assistance. It is at best 
incongruous, and at worst completely counter-productive, for us 
to provide aid while effectively precluding Russia from exporting 
to us. As a source of hard-currency, marketing skills, and 
diversified production, exports are crucial to the reform 
process-- much more so than aid. Exports have been the key to 
success in virtually every economic success story. Furthermore, 
we lose a lot of credibility by ostensibly advocating free trade 
(and insisting that the Russian Government resist domestic 
political pressure for protectionism) but then imposing trade 
restrictions whenever our domestic import-competing industries 
complain. A policy of "aid not trade" undermines both our foreign 
policy objectives and our credibility. 

If negotiated trade restrictions are absolutely necessary 
for political reasons in the US, we can still design them in a 
manner which mitigates the negative impact on Russia and 
therefore on our foreign policy objectives. Price-based 
mechanisms are preferable to quantitative measures; taxes are at 
least more market-friendly than output or export restraints, 
since they allow supply behavior to respond to changing economic 
conditions. And Russian reformers have clearly indicated that in 
their domestic political struggles, imposing a tax is vastly 
preferable to imposing a quantitative restriction. 
Thus, a quantitative restriction is extremely deleterious to 
reform for both economic and political reasons: economically, 
because it fails to allow supply and export behavior to respond 
to changes in market conditions, and, politically, because it 
engenders corruption and bolsters domestic proponents of central­
planning. Quantitative restrictions stultify both the reforms and 
the reformers. 

Policy conclusions. 

1. For both economic and political reasons, the general 
presumption of our trade policies should be to avoid restricting 
exports from Russia. If negotiated trade restrictions are 
absolutely necessary, we should focus on designing taxes (such as 
export, energy, or environmental taxes) rather than quantitative 
measures. 

2. Negotiated trade restrictions are often undertaken in 
order to avert the imposition of anti-dumping duties. For so­
called non-market economies like Russia, the process used to 
determine whether dumping has occurred, and the size of the 
dumping duty if it has, is extremely biased. The European Union 
has recently reformed its anti-dumping laws to address the 



special needs and problems of the "economies in transition~" In 
light of this, it seems necessary for us to reconsider the 
broader range of our trade policies toward the economies in 
transition. 



MEMORANDUM FOR: 

SUBJECT: 

BRIAN ATWOOD 
ADMINISTRATOR 

9420192 

United States Department of State 

The Deputy Secret,ary of St,ate 

Washington, D.C. 20520 

September 7, 1994 

AGENCY FOR INTERNATIONAL DEVELOPMENT 

AMBASSADOR TOM SIMONS 
COORDINATOR 
U.S. ASSISTANCE TO THE NIS 

TRADE AND INVESTMENT INITIATIVE 

As I mentioned at the Policy Steering Group meeting, we 
have had an excellent record of resolving NIS assistance issues 
by consensus. This is a testament to you and all those who 
work on the assistance program. It is rare that I am in the 
position of having to choose between sides in a dispute. 

That said, after hearing the debate on Thursday, I 
understand why it has been so difficult to reach agreement on 
the issue of how best to fund this initiative. Everyone 
appears to accept the central role for private capital in 
supporting economic restructuring and the need to move as 
quickly as possible in promoting and attracting greater 
investment in Russia and the NIS. At the same time, there is 
recognition that .b.Q.t.h creating the institutional foundations 
for a market economy and directly supporting U.S. businesses 
are important elements to this strategy. The problem is how to 
do so within extremely tight budget constraints. , 

After carefully reviewing the matter, I believe OPIC and 
TDA should be allocated the additional funds recommended by the 
Coordinator. In making the decision, I was not particularly 
swayed by the relative merits of paying for the initiative out 
of FY'94 versus FY'95 funds. Rather, I was concerned that 
sufficient resources should be provided to OPIC and TDA to 
continue to respond to the growing demand from U.&. 
businesses. While I understand the "pushing on a string" 
analogy made by Brian at Thursday's meeting, I believe the 
joint ventures created through the OPIC and TDA programs can 
play an important role in creating business success stories 
that will build public support for reform in Russia and serve 
as harbinger of an economic renewal. 
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Creating new constituencies in Russia will -also be key to 
encouraging the Duma, Federation Council, and regional and 
local governments to adopt the market reforms and advice being 
supported by our technical assistance program. Finally, while 
we can work with our European partners on sharing .the burden of 
the technical assistance program, only the U.S. can provide 
direct support to U.S. businesses to encourage them to invest 
during this transitional period. 

This decision should not be interpreted as a rejection of 
AID's urging that we must build market infrastructure. I agree 
wholeheartedly with Brian's assessment of the importance that 
creating the institutions and enabling environment will play in 
the economic future of Russia and its ability to attract 
private capital. For this reason, I am concerned over the 
effect of scaling back some of AID's private sector programs. 

To see what can be done to address this problem, I would 
ask the Coordinator's Office and AID to prod the Europeans to 
take a greater role in supporting some of these vulnerable 
activities, particularly in the areas of post-privatization, 
capital market development, and housing reform which were 
highlighted in the paper. I would also like the two 
organizations to review the budget one more time to determine 
whether any additional resources can be found in other programs 
to accommodate an increase in AID's private sector activity. 
However, this should not be done at the expense of 
Gore-Chernomyrdin commitments or our important people•to - people 
exchange programs. 

Since the Summit presents an important opportunity to 
highlight the new emphasis we are placing on expanding trade 
and investment in our bilateral relationship with Russia, I 
would also like the Coordinator's Off"ce to work with AID and 
the other agencies to put together an 1996 Budget that 
highlights this commitment by September 2 

Strobe Talbott 



Promoting Trade and Investment in Russia 

Issue: How can we most effectively signal a new emphasis on trade 
and investment at the September Summit with President Yeltsin? 

Areas of Agreement: 

• Trade and investment are critical to generating the capital 
which Russia needs to restructure its economy. 

• Significant barriers to trade and investment persist. While 
Russia secured about $1 billion in direct foreign investment in 
1993, much smaller East European countries attracted two or 
three times this amount. 

• We need a two-pronged strategy to realize trade and investment 
potential with Russia: (1) create a business environment that 
attracts foreign capital; and (2) directly support trade and 
investment ventures that produce tangible benefits for Russia 
and the U.S. Programs associated with these objectives are 
mutually reinforcing. 

• - The September summit provides an opportunity to announce a 
significant NIS-wide initiative. to boost U.S. trade and 
investment through funding for TOA, OPIC and Commerce programs. 
About 70 percent would be allocated to Russia. 

Key Disagreement: How to finance a $100 million NIS initiative on 
trade and investment? 

options: 

• option 1 (proposed by the Coordinator): Allocate $100 million 
solely from FY 1995 funds, $86 million from the FREEDOM Support 
Act (FSA) and $14 million from funds directly appropriated to 
TuA and OPIC. 

• Option 2 (proposed by USAID): Utilize FY 1995 appropriations 
($65 million from the FSA, $14 million from TOA and OPIC) and 
$21 million in year-end FY 1994 funds that will soon be 
transferred to TOA and OPIC, but have never been announced or 
pledged. 

Facts on the Options: 

• The attached table outlines the impact of the two options on the 
FY 1995 Russia budget. 

• Option 1 allocates $374 million in FSA funds to Russia, 
including $54 million for TOA and OPIC, and cuts about $29 
million from direct support for private sector development and 



housing and municipal reform. 

• Option 2 allocates $394 million in FSA funds to Russia, 
including $45 million for TDA and OPIC, and maintains a higher 
core budget for private sector development and municipal reform. 

• Both options would allow the U.S. to meet commitments under the 
Gore-Chernomyrdin Commission. 

• The $20 million difference in the total budget for Russia 
. between Options 1 and 2 would fund TDA and OPIC in the other NIS 
at $24 millon rather than $12 million in order to reach the $100 
million NIS total; transportation of humanitarian goods at $25 
million rather than $20 million; and $3 million in other small 
program differences. 

Rationale for Option 1: 

• Allocation of $100 million from FY 1995 funds sends a clear, 
unambiguous signal that we intend to put new emphasis on qirect 
support for trade and investment, reinforcing the Summit message 
of economic partnership with Russia. Commingling of FY 1994 and 
FY 1995 funds could be interpreted as double counting a portion 
of our overall FY 1994 budget that we already announced. This 
could vitiate the political message we wish to send. Any 
reference to the announcement of initiatives funded from two 
fiscal years at Vancouver does not apply since we needed to act 
quickly without new appropriations. 

• Adequate funding exists for private sector development, even 
with increased OPIC and TDA funding levels. The $20 million in 
dispute is not critical to success in building Russia's new 
economic environment but is critical to the political objective 
we seek at the summit. 

• Funds available to support private sector initiatives in Russia 
through FY 94 total $270 million. Option 1 proposes to add 
another $123.8 million in FY 1995, $110 million for private 
sector development and housing reform and $13.8 million for tax 
police reforms and bankers training. AID still has the 
flexibility to adjust program priorities within this FY 1995 
budget figure to ensure that the most critical tasks for 
building a market environment, including in the housing area, 
are completed. 

• - The amount yet to be spent between now and 1996/97 on building 
the new market environment in Russia total $400 million. In 
light of what has already been accomplished with the limited 
expenditures to date ( as of June 30, expenditures totalled 
$94 million), we believe that the Option 1 budget proposal 
provides ample funding for achieving our most critical 
objectives for a market environment in Russia. Should 
additional funds be necessary to advance key goals, closer 
coordination with other donors and international financial 



institutions should enable us to brioge any remaining gap in 
funding. 

• Opportunity Costs: 

- Reducing OPIC funding from $60 to $45 million would eliminate 
about $245 in OPIC loan guarantees that would generally be 
matched by another $245 million in non-OPIC investment 
finance. OPIC has a pipeline of 25 investment projects that 
will be ready for financing in FY 1995 and loan requests of 
about $1 billion. Not all will come to fruition, but the 
actual investment to be foregone would be in the hundreds of 
millions. 

- Reducing TDA funding from $18 to $12 million would eliminate 
support for about 20 feasibility studies valued at 
approximately $12 million when company financial contributions 
are included. TDA's policy is to support projects that have 
the potential of generating .a minimum of $10-15 million in 
U.S. exports. The trend line for the NIS, however, i~ not 
clear yet. 

- Reduced OPIC and TDA funding may also reduce pressures for 
reform from below by market-oriented Russian firms benefitting 
from the two programs. 

Rationale for Option 2: 

• ·· The $20 million in dispute provides D.Q additional political 
benefit for the summit, but it jeopardizes key · strategic 
objectives in creating a market economy in Russia. The 
important issues for the Russians are (1) to get a clear and 
unambiguous signal that we will commit $100 million to trade and 
investment programs; and ( 2) that we will produce on our 
commitments. The issue of whether funds are drawn from the FY 
1994 or FY 1995 budget makes no material difference as long as 
the funds have never been pledged or announced. Funds from 
various fiscal years were successfully commingled at the 
Vancouver summit . 

• ,. $37 million has already been cut from technical assistance 
programs to finance the $57 million for TDA and OPIC proposed in 
option 2. Every assistance program has been scrubbed in 
conjunction with State staff and cut to the core. 

•· The FY 1995 funding level of $130 million proposed in option 1 
for the private sector program in Russia is substantial. But 
the process of creating the structures for a private sector 
economy is far more coiplex than the phase I privatization of 
assets. Phase II is building the policy, legal, regulatory, and 
institutional framework for a competitive market system - a 
challenge that takes decades in most societies. 

• - Funds available to support private sector and economic reform 



programs in Russia need to be disaggregated to be understood. 
Of the $270 million available, about $75 , million supports 
completion of the voucher privatization program; funds which 
will be fully expended in October. About $115 million is 
committed to post-privatization programs: creating capital 
markets, drafting commercial codes, creating Russian centers to 
support enterprise restructuring; launching the land 
privatization initiative; these funds will be spent by January 
1995. About $50 million supports a regionally based small 
business/job creation program. The remaining $30 million 
supports tax policy reform, bankers training and technical 
assistance for accession to the GATT. For virtually all these 
programs, funds requested for FY 1995 will fund activities as FY 
1994 funds are fully expended. No FY 1995 funding can be cut 
without materially reducing the scope of the economic reform 
program. 

• Opportunity Costs: 

- capital Market Development. Funding would be cut frQ~ $20 
million to $10 million, restricting U.S.assistance to two out 
of Russia's five emerging regional capital markets. This 
would cut direct support for capital markets covering over 
three-fifths of the country, severely hindering ability to 
trade shares and raise investment capital for privatized firms 
in these areas. 

- Post-Privatization Assistance. Funding would be cut from $20 
million to $10 million for 10 local privatization centers •. 
The centers are currently the only vehicle t'o provide 
independent financial and management advice to restructuring 
enterprises. The U.S. invested $16.5 million to establish the 
centers. A $10 million cut would require closing 5 centers. 

- Housing and Municipal Reform. Funding would be completely 
eliminated. This program led to legislation that legalized 
housing privatization and privatization of 8 million housing 
units. Stopping the program would eliminate technical advice 
to mayors in three cities seeking to privatize housing and 
municipal services, as well as stop new pilots in construction 
finance. Government expenditure in this area accounts for 
about 40 percent of municipal budgets and must be rationalized 
to allow for new social safety net programs. 

Other related programs: 

• · The U.S. has already committed over $450 million for three 
enterprise funds in Russia that will directly support private 
investment. 

• - In FY 1994, $300 million was transferred from FREEDOM support 
Act funds to Eximbank for two years of program support in the 
NIS. Eximbank has used $225 million of that funding for offsets 
to loans in Russia and the NIS. 



• In the coming year, the $90 million Commodity Import Program 
will be expended, providing a major impetus to u.s exports in 
Russia's oil and gas sector. 

• 
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FY 95 Budget: Russia Options 

PROJECTS Oot 1 
110-0001 Special Initiatives 

j 
$500 1 

110-0002 Energy ! $28,ooo I 
110-0003 Environment $17,ooo I 
110-0004 Health Care $5,000 I 

i I 

' 
110-0005 Private Sector . $110,000 I 

i 

110-0006 Food Systems ' $8,000 I I 
I 

110-0007 Democratic Reform ! $26,000 ! 
I I 

110-0008 Housing I 

I 

110-0009 Economic Rt!structuring $13,800 I 

110-0010 Eurasia Foundation $5,000 ! 
I 

! 

110-0011 Enterprise Funds $55,000 I 
i 

110-0012 Exchanges and Training $37,000 ! 

SUBTOTAL i s3o5,3oo 1 

OPIC/TDA $54,000 : 
I 

Crime $15,000 ! 
! i 

TOTAL is374,300 1 

Oot 2 

I 
$500 

I 
$28,000 

I $17,000 
I 
I $5,000 
I 

I $130,ooo 
I 

I 
$8,000 

I 
$26,000 

I $8,700 
! 
i $13,800 
' ! 
I $5,000 
I 
I $55,000 
I 

i $37,000 
I 

I $334,000 

I 
$45,000 

I $15,000 
I 
I 
I 

1$394,000 

• • 



These principles can be used to address the question, "Does 
ownership matter for trade policy?" There is an increasing 
concensus that there are significant gains to be had by 
establishing a liberal world trade order. We have emphasized that, 
in such a world, more than national treatment will be required; 
some measure of reciprocity is essential. Under such a regime, 
governments would, presumably, not treat products produc~d by firms 
owned by foreigners (regardless of where production occurred) any 
differently from products produced by those owned by nationals. 
Indeed, one can envisage a world in which, in the long run , 
asymmetries in ownership, trade patterns, and other linkages across 
firms firms based in different countries become insiginficant. In 
such a world, distinctions concerning the original nationality of 
the enterprise will also become of little or no importance. 

We are, however, not yet in such a situation. This paper has 
been concerned with setting priorities, for, for example, export 
promotion. Other things being equal, how should .••• abroad? In the 
current situation, where there is a need to set priorities, we 
believe that they should be set in such a way as to maximize the 
impact on U.S. national income. This implies the following 
prioritization: 

(6) Point about export creation versus export diverting not clear 

Final par. 

(Delete from While ... to end) 

Earlier, we set forth our goal of seeking reciprocity-­
establishing a roughly uniform set of regulations or standards 
applying to all firms in all countries. Such reciprocity should 
eventually be extended not only to regulatory actions, but also to 
trade promotion actions. If other countries treat American firms 
symmetrically with their own firms, there are strong arguments for 
the U.S. to reciprocate. The gains from establishing a fair 
international trading order outweigh the more immediate gains tha~ 
might derive from promoting American owned firms. 

p. 15 

Add sentence: 

The linkage between trade barriers and investment flows 
implies that careful attention must be paid to the sequencing of 
liberalization of goods and investment markets. 
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SUMMARY 

This paper sets out general principles and priorities that should guide U.S. trade 
policy regarding export promotion and the opening up of foreign markets. In ttie post-war 
period, U.S. trade policy has been guided by three broad principles, which remain valid 
today: (1) the promotion of U.S. economic interests; (2) the achievement of an open, 
multilateral trading system operating according to a clear set of rules and international code 
of conduct; and (3) the promotion of economic development in less developed countries. 

During the last forty years, multilateral efforts to lower trade barriers have resulted in 
an unprecedented expansion of world trade and significant benefits to countries that have 
actively promoted trade. Efforts to open markets further, however, are facing increasing 
resistance because remaining impediments are often associated with policies that countries 
pursue for non-trade-related objectives. In many countries, such domestic policy interests 
have combined with groups which directly benefit from current protection to create a 
powerful obstacle to further trade liberalization. Given limited negotiating resources, the 
U.S needs to set priorities in its export-promotion and market-opening efforts. 

From the perspective of economic policy, the principle criterion for setting priorities 
in export-promotion and market-opening should be: What is the long-run effect on the U.S. 
economy, taking into account the benefits to workers, producers, and conswners? This paper 
considers various trade-offs in the current economic environment and sets out some priorities 
for market-opening policies. ·· 
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BACKGROUND AND PROBLEM STATEMENT 

In the post-war period, U.S. trade policy has been guided by three broad principles: 

(1) the promotion of direct U.S. economic interests; 

(2) the achievement of an open, multilateral trading system operating according to a 
clear set of rules and international code of conduct; and 

(3) the promotion of economic development in less developed countries. 

On various occasions, trade policy has been used as an instrument of foreign policy, 
pursuing non-economic objectives. Examples include the U.S. grain embargo against the 
Soviet Union and the international embargo of trade with South Africa. Such uses of trade 
policy to further non-economic interests must be judged on a case-by-case basis, evaluating 
the trade-off between the economic costs to the U.S. of such policies against their potential 
effectiveness in achieving foreign-policy goals. This paper focuses on U.S. economic 
interests, and will not consider the use of trade policy for non-economic goals. 

With some exceptions and compromises, policies based on these principles have 
proved to be broadly complementary for much of the post-war period. Following these 
principles, the U.S. supported: the establishment of the GATI, the IMF, and the World 
Bank; the lowering of trade barriers through successive rounds of multilateral negotiations 
under the auspices of GA TI; the recovery of the economies of Europe and Japan (through 
the Marshall Plan and other policies); the establishment and continued evolution of the 
European Common Market; and the growth of developing countries through preferential 
trade agreements and economic assistance through bilateral and multilateral agencies. 

The experience of the last half-century indicates that these policies have been 
extremely successful. World trade has increased enormously, and this trade has generated 
enormous benefits. Trade has been a major "engine of growth" for the world economy, in 
marked contrast to the pre-war period where protectionism exacerbated and helped spread the 
great depression. U.S. industries -both their workers and owners- have benefited from 
increased exports and access to imported intermediate inputs. U.S . consumers have been 
able to purchase a much wider variety of products at much lower prices than would have 
been possible without the expansion of trade. ' 

On average, the performance of developed and developing countries that have pursued 
growth strategies based on increased international trade has ranged from very good to 
spectacular. Both theory and practice have shown that the expansion of trade is a "win-win" 
proposition , with all countries participating in the world trading system gaining significantly. 
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In the last 10-15 years, a number of trends have led to the need to re-evaluate the role 
of trade in the world economy and the nature of U.S. trade policy. These trends include: 

(1) Europe and Japan have completed their recovery from the destruction of World 
War II and have grown rapidly. They are now mature economies, largely on a par 
with the U.S. 

(2) A number of semi-industrial developing countries have grown dramatically during 
this period and have come to play a significant role in world trade in manufactures. 
These countries either have graduated, or are on the verge of graduating, to the status 
of developed countries. 

(3) After a period of relatively stable growth, the world economy since the mid-1970s 
has been buffeted by a variety of shocks, including wide swings in the price of oil, 
recessions, and major movements in exchange rates. 

(4) The trend of liberalization of trade polices and the lowering of trade barriers, 
which continued through the Tokyo Round of GA TI negotiations, has reversed. 
While formal tariff barriers are low, a number of protectionist policies have emerged 
that restrict trade in a number of important commodities such as textiles, automobiles, 
and steel. With the lowering of tariffs, non-tariff barriers have become relatively 
more important. These barriers have proved to be particularly difficult to deal with 
in the context of GATI. 

(5) Trade has become steadily more important to the U.S. and virtually all other 
countries over the post-war period, and it is no longer possible for a country to 
insulate itself from the world economy. 

Increasing integration of the world economy, while generating many benefits, has also 
led to increasing strains in trade policy, both for the U.S. and for our major trading partners. 
In many countries, there is now perceived to be less complementarity between the goals of 
pursuing direct national economic interests and the achievement of an open, rule-based, 
world trading system. As trade has become more pervo.Sive, interactions between trade 
policy and domestic policies have become more important. For example, policies regarding 
sectors such as agriculture and services, which used to be regarded as purely domestic 
concerns, have come to have serious trade implications and are a major focus in the Uruguay 
Round of GA TI negotiations. ' 

In formulating trade policy, countries have increasingly come to take into account 
important features of their economies and those of their trading partners. These include 
characteristics such as the existence of significant non-tariff barriers to trade in important 
sectors; imperfectly competitive markets supported by non-tariff barriers to foreign 
competition; technological "externalities" and "spillover" effects; and dynamic gains from 
increasing returns, learning, and early access to markets. 
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In particular, the U.S. has come to recognize that our major trading partners (the EC, 
Japan, and some of the graduating semi-industrial countries) have economic systems 
characterized by more direct government involvement in their industrial sectors than is the 
case for our economy. These countries have sought to support their domestic industries 
through a coordinated strategy of "industrial policy," using a variety of instruments including 
sectoral subsidies and non-tariff barriers to foreign competition. , 

We have also increasingly come to realize that there are certain markets (e.g., 
financial markets) in which some government intervention is strongly justified. Virtually all 
governments justifiably intervene in financial markets, for example, albeit in different ways. 
Certainly, market failures due to imperfect information, absent markets, or the existence of 
markets which are inherently imperfect, are common. Government intervention in such 
markets, which is justifiable on the grounds of domestic economic policy, may well impinge 
on trade policy. There is, of course, the danger that governments will use domestic concerns 
as a convenient excuse for pursuing policies whose real intent is to protect domestic 
industries from foreign competition. It is important, though in practice often difficult, to 
differentiate between cases where there are legitimate domestic policy concerns and instances 
of hidden protectionism. 

In this economic environment, it has proved difficult to negotiate further trade 
liberalization and market access in a multilateral setting under the auspices of GAIT. The 
Uruguay round has proven difficult to complete, and the U.S. -along with other countries­
has sought alternative approaches, even while actively seeking to complete the round. 
Examples include separate bilateral and regional free trade arrangements (such · as the 
completed Canadian-U.S. free trade agreement and the current NAFfA negotiation) and 
other bilateral negotiations (such as the current "framework" discussions with Japan). 

These efforts reflect new approaches for the U.S. in opening up protected markets 
outside of the GA TI framework. This policy paper discusses principles that should guide 
the formulation of trade policies seeking to promote U.S. exports and open foreign markets 
in our major trading partners, given the changes in the world economic environment 
described above. 

This paper does not address several key issues, which will be taken up in later policy 
papers, including the appropriate use of trade-policy instruments and the relationships 
between trade policy, industrial policy, and technology policy. 

SETTING TRADE POLICY PRIORITIES 

The three broad principles that have guided U.S. trade policy since World War II 
remain valid. First, the primary goal of U.S. trade policy should be to advance U.S. 
economic interests. Second, in the medium to long run, U.S. economic interests are best 
furthered by policies that serve to maintain and extend an open and stable world trading 
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system. Third, the U.S. gains, both economically and politically, when less developed 
countries are successful in achieving rapid, sustainable growth. 

Assessing U.S. Economic Interests 

' The goal of advancing direct U.S. economic interests implies that U.S. policy should 
focus on cases with the biggest direct payoff for the U.S. economy. The best measure of the 
benefits to workers, producers, and consumers is their income. 

1he first criterion for evaluating trade policy should be an assessment of its total 
effect on U.S. national income. 

One of the reasons for placing a high priority on establishing a world trade order 
based on open access is that it allows the U.S. (and other countries) to take full advantage of 
comparative advantage, specializing in those products and stages of the production process in 
which they have particular strength. It is precisely by permitting such specialization that 
international trade yields a win-win situation for all participants. Given that the U.S. 's long 
run strength lies in high-value activities such as research and development and skill-intensive, 
high-tech production processes, establishing a world trade order based on free trade is of 
particular value to the U.S. 

In setting trade priorities, attention needs to be focused on value added and linkages 
through purchases of intermediate inputs. What is relevant is not whether the final assembly 
occurs in the United States, but the fraction of the value of the good which is produced •in the 
United States. Thus, a car made in the United States (by either an American or foreign­
owned firm) may contain components made abroad. The percentage of U.S. value added 
might be less than that for a computer assembled in Korea or Mexico but containing 
components such as a hard drive and chips made in the U.S. 

In particular, the following criteria should be used to set priorities and determine the 
importance of pursuing a particular market-opening policy: 

(1) Does the foreign protectionist practice have a significant impact on U.S. workers 
and high-wage U.S. employment, either directly or through linked markets for 
intermediate inputs? 

(2) Does the foreign practice significantly affect the sales and profits of U.S. firms, 
either directly or indirectly? 

(3) Does the foreign practice restrict access by U.S. consumers to the cheapest 
sources of goods and services? 
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In the long run, in a growing world economy, our prosperity is linked to the 
prosperity of others -increased trade has proven to benefit all participants. Increased 
imports are as important as exports in promoting our welfare. It is a serious mistake to view 
trade from a narrow Mercantilist perspective that sees benefits arising only from exports. In 
the short to medium run, however, especially if there is a problem with unemployment, a 
focus on exports is valid. .. 

When there is significant unemployment, exports contribute to an increase in national 
income both through an increase in employment and (when the firm is domestically owned) 
through an increase in profits. Production for exports directly affects both the structure and 
volume of employment. Foreign restrictions on our access to exports markets are always 
damaging to the U.S. 

Targeting Exports 

Increases in exports in some sectors may have especially beneficial effects. In 
particular, in sectors characterized by spillovers and dynamic efficiency gains, the losses 
from trade restrictions are especially serious. These effects may be particularly marked in 
high-value-added and/or high-wage sectors. By the same token, increases in exports from 
sectors or regions with high unemployment rates, or which more generally increase the 
demand for unemployed workers or workers with low wages, may be particularly beneficial. 
These policies not only increase national income, but also have desirable distributional 
consequences. 

Increases in trade based on long-run comparative advantage or which enable the U.S. 
to establish a niche in a particular market are likely to be of greater value, since the benefits 
are likely to be more permanent. The benefits of opening up markets to products in fairly 
competitive areas in which the U.S. does not have a long-run comparative advantage are 
likely to accrue mostly to others who are better placed to compete in those markets. 

A particularly strong case for government intervention to open markets for U.S. firms 
occurs when the firms being excluded are small or medium sized. Foreign protection often 
represents a fixed cost that must be overcome by firms desiring to enter the foreign market. 
Small and medium-sized firms are the most adversely affected by such policies. If a given 
sector is characterized by many small and medium-sized firms, then government assistance in 
opening foreign markets is especially needed. ·, 

Thus, in determining priorities for opening up markets, U.S. policy needs to look at 
factors such as: 

(1) Permanence of the market advantage. If the U.S. manages to gain market access, 
how long will U.S. firms actually maintain an advantage in that market? 
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Abuses 

(2) Existence of dynamic gains, learning, or increasing returns. 

(3) Existence of externalities or spillovers to other sectors. Does the sector have 
significant linkages to other sectors through markets for intermediate inputs? Does 
the sector generate significant technological spillovers? 

.. 
(3) Technological advantage. Is the sector one in which the U.S. has a technological 
advantage, especially involving the use of high-wage U.S. labor? 

( 4) Size of finns in the affected industry. 

(5) Distributional considerations. Does expansion of the sector yield favorable 
distributional effects? 

Some trade restrictions seem particularly objectionable, in that they represent a 
significant abuse. In determining trade priorities, the first focus of analysis should be on the 
direct effect on the U.S. economy. If two policies have equal effects on national income, 
however, the U.S. should direct its policy effort against the one which represents the most 
significant abuse. 

How can one determine the magnitude of abuse contained in a protectionist practice? 
A number of criteria are relevant: 

(1) How large is the gap between the outcome under the practice and the outcome that 
would have occurred with an open market? For example, if a government gives 
preference to its own companies in procurement when the cost differential from 
foreign competitors is 3 % , then the gap between the distorted and free-market 
outcomes is small. If the cost differential is 40%, then the gap is large and the abuse 
is significant. 

(2) How unusual is the practice? Is the practice a major deviation from acceptable 
practices under GA TI rules or under a bilateral or regional agreement? For example, 
all governments give some preference to their domestic airlines (e.g., requiring 
government employees to fly on national carriers), which has little effeet on the 
market outcome and has become an accepted practice in a bilateral setting. 

(3) Is the practice part of a pervasive and persistent pattern of policies aimed at 
protecting the domestic market for particular commodities? It may be important to 
view individual protectionist practices in a wider policy context. A particular policy 
may be significant because it is part of a system of mutually supporting protectionist 
policies. 
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In some cases, it may be desirable to focus attention on trade abuses which, while not 
common, are not unique. A successful effort at eliminating the abuse in one country may 
have a positive spillover, in making other countries more receptive to the elimination of the 
abuse. 

' 
National Treatmentxersus Reciprocity 

As noted earlier, trade policy today needs to be attentive to differences in national 
economic policies which, though perhaps not motivated by trade considerations, have 
important consequences for trade. Countries vary widely in the degree to which they 
intervene in various markets or regulate firms in various sectors. Gaining access to highly 
regulated markets in foreign countries under the principle of national treatment may engender 
far less benefits to U.S. firms than to foreign firms gaining access to less regulated U.S. 
markets. 

In formulating policies to open foreign markets which are highly regulated, a number 
of considerations are relevant: 

(1) Some argue that opening U.S. markets to exports from countries that maintain 
closed domestic markets is equivalent to "unilateral disarmament" -we put our 
markets at risk without gaining anything in return. This argument reflects the long­
standing Mercantilist fallacy and ignores the benefits to consumers from lower prices. 
The fact that other countries protect domestic producers and so hurt their consumers 
certainly does not suffice to justify retaliation which hurts U.S. consumers. Mote 
analysis is required concerning the nature of the protected markets to evaluate the 
potential gains and losses from retaliation. 

(2) While trade -evn when one partner fails to trade "fairly"- is usually mutually 
beneficial, there are important issues concerning how the gains from trade are shared. 
Restrictive practices by foreign countries may result in those countries appropriating 
for themselves more of the gains from trade. 

(3) National treatment may, in effect, be discriminatory. Consider a situations where 
there has been discrimination in the past and the government imposes barriers to entry 
or expansion. Even if those restrictions are applied according to the principle of 
national treatment, and hence are applied uniformly to foreign and domestic firms, the 
result will be to lock in the consequences of past discrimination, since foreign firms 
will be effectively prevented from increasing their market share. 

( 4) Through regulatory and other policies, countries can often discriminate against 
foreign producers in effect. Such discrimination is often subtle and hard to detect. In 
cases where there is a history of discriminatory actions, affirmative policies to rectify 
the consequences of past market discrimination may be justified. 
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(5) In many cases, the best way to deal with discriminatory domestic policies which . 
are effectively protectionist is through a multilateral process of harmonization of 
regulations, at least among the the more developed countries. 

In sum, the existence of major differences in domestic policies and practices 
complicates the analysis of potential gains from increasing market access. In this · 
environment, pursuing the goal of national treatment ~ttd, but there may still be 
significant imbalances in the benefits from increased market access. In such cases, 
aggressive policies aimed at redressing the imbalance may be needed. 
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In setting priorities for redressing imbalances in the potential gains from increasing 
market access, the U.S. should emphasize those practices which most affect our economic 
interests and which, simultaneously, can be least well justified in terms of the legitimate 
economic and political objectives of the foreign countries. r;J-. 1,c,,-. e ?r --_ 1 ,_ . 
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While today most countries recognize the importance of a liberal world trading order, 
there is also widespread, selective government intervention in domestic markets 
-interventions which can be justified as economically beneficial. While U.S. policy should 
clearly oppose policies which seek to impede trade, it is not so clear what our judgem~nt 
should be regarding policies pursuing other goals, but which distort trade as a side effect. 
Examples include domestic subsidies to sectors such as agriculture and policies aimed at 
protecting the environment. ·<~-, 
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One obvious answer is that all of these issues need to be addressed through 
multilateral negotiations. The Uruguay round of GA TI negotiations is breaking new ground 
in seeking to devise rules regarding allowable domestic subsidy policies in sectors such as 
agriculture and services, and for activities such as R&D. The intent is to extend the GATI 
rule-based trading system to include these difficult areas. 

/' ez_~ i,<c · C 

I ' , 
: /' ' -~-- . ,.. 

- · \ ~ 

I - f .-7 I. ·, Qy' __ , ,._,. _ -·.,., 

If successful, such international agreements should limit the trade-distorting effect of i .J.: 
domestic subsidy policies. They should also give foreign producers equal standing with 
domestic producers in local markets which are subject to government regulation (e.g. 
financial markets or sectors in which there are environmental concerns). It is important to 
recognize, however, that even agreements to lower or eliminate domestic subsidies to 
particular sectors will not necessarily establish a "level playing field" in which foreign firms 
will rapidly acquire significant market share. While access will be easier, there are still 
advantages for countries which are more technologically advanced, which have more ,1 - -

developed capital markets, or which have a prior market presence in markets where there are 
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potential barriers to entry (not related to trade policy). Changing domestic subsidy policy 
and regulatory practices will not necessarily lead to foreign entry. 

There does not seem to be a simple principle upon which we can rely in such 
situations. Rather, we will need to follow a case-by-case approach, respecting the legitimate 
domestic concerns of our trading partners, but recogniling that such concerns are sometimes 
used to justify policies that serve only to restrict foreign competition. ' 

In this case-by-case approach, certain aspects of subsidy policies and industrial 
structure need to be taken into account: 

(1) American consumers may benefit from the subsidies provided by foreign 
governments, and these benefits need to be taken into account in determining how we 
respond. 

(2) When foreign government subsidies form part of a predatory policy designed to 
drive out American producers so that prices can eventually be raised, then the U.S. 
government needs to be particularly concerned. Similarly, if such practices deprive 
American producers of the opportunities to benefit from technological spillovers or to 
gain from early entry into high-tech markets, there is a strong case for U.S. concern. 
Note, however, that in competitive markets, such subsidies are unlikely to be 
predatory. Even if that is the intent, predatory policies are unlikely to be successful 
in competitive markets. 

(3) In some cases, domestic pressures from producers advancing arguments _ 
concerning technological spillovers result in parallel subsidies in several countries. 
While consumers may benefit from such a pattern of subsidies, the technological 
benefits may not justify their cost to the government. In such a case, there are gains 
to be had for all sides in a multilateral agreement to restrict subsidies, or to pool 
investments in new technologies. 

(4) Countries in earlier stages of development are more likely to have less developed 
capital markets and technological capacity. For developing countries, there is a 
strong case for government assistance to improve the operation of capital markets and 
develop ( or borrow) new and appropriate technology, given the important role of 
these factors in development. The U.S. has recognized the special needs of 
developing countries in the past, and should continue to do so. ·, 

What are the implications for other policies of the framework used to evaluate 
market-access and export-promotion policies? The twin goals of advancing direct U.S. 
economic interests and establishing an open world trading system lead to a rejection of 
import protection policies on the domestic front, even for high-wage industries. Such 
policies are typically ineffective, economically inefficient, and violate the principle of an 
open trading system. 
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More problematic, however, are those domestic policies which serve a variety of 
economic and political objectives, but which, at the same time, may serve as a barrier to 
market access for foreign firms into the United States. It may be difficult for the United 
States to complain about particular practices of foreign governments which have the effect of 
impeding trade, while there are similar or other practices in the U.S. which have a 
corresponding effect. .. 

A more nuanced approach, which recognizes the validity of domestic concerns for 
both the United States and foreign governments, must balance those advantages against the 
disadvantages of the resulting trade impediments. Such a balanced approach seeks to 
eliminate, in a symmetric way, both U.S. and foreign practices in which the disadvantages 
from the trade impediments dominate. Recognizing these nuances in international 
negotiations, both bilateral and multilateral, should lead to greater respect for U.S. policies 
and to a more rapid opening of international markets. 

National Ownership and Location of Production 

These principles can be used to address the question, "Does ownership matter for 
trade policy?" Other things being equal, how should the U.S. set priorities concerning 
export promotion policies which benefit, perhaps differently, U.S. companies producing 
goods in the U.S.; foreign companies producing goods in the U.S; and U.S. firms producing 
goods abroad? 

(1) The top priority for market-opening policies should be to pry open closed foreign 
markets, expanding export sales of goods produced in the U.S. by U.S. firms. Such 
cases are likely to provide the largest economic benefit to U.S. citizens, especially 
when they lead to an expansion of high-wage employment in the United States, 
directly or indirectly, or involve sectors with potential technological spillovers. 

(2) The second priority should be U.S. exports of foreign-owned firms (especially 
when they are not directly competing with U.S. companies). While the profits will 
accrue to foreign nationals, such exports generate direct and indirect employment in 
the U.S. 

(3) The third priority should be the opening of markets for U.S. firms that are 
producing abroad. In this case, the profits accrue to U.S. firms, while.the 
employment effects in the U.S. may be weak or nonexistent. 

While this prioritization provides a general guideline for policy, individual situations will 
need to be reviewed on a case-by-case basis, and we expect there to be exceptions to the 
general priorities. 
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National ownership matters for a number of reasons: 

(1) Companies usually have their headquarters in their own country. Headquarters 
provide top management jobs, high-wage administrative jobs, and often skilled jobs in R&D, 
design, etc. More generally, U.S. companies are more likely to hire U.S. workers in 
managerial and other top jobs. 

' 

(2) A larger share of profits from U.S. production goes to the U.S. government from 
U.S. firms, since shareholders pay U.S. taxes on dividends and capital gains. 

(3) U.S. companies are more likely to reinvest in the U.S. and may use more 
intermediate inputs produced in the U.S. Indirect employment linkages are thus more likely 
to be significant for U.S. companies. 

(4) Knowledge spillovers occur significantly within firms, and so benefits to u~s. 
firms will generate greater overall benefits to the U.S. economy. 

(5) American companies are more likely to have large trade linkages with other 
American firms; they are, for instance, more likely to use American suppliers of intermediate 
goods. 

(6) Much of U.S. foreign investment is export creating rather than export diverting, 
and gains in learning in foreign markets can have spillovers to high-wage U.S. employment. 

(7) Only a very small fraction of equity in U.S. firms is owned by foreigners, so most 
of the returns go to U.S. shareholders who pay U.S. taxes. 

(8) For U.S. firms to obtain the full return on their investment in research and 
development (R&D) and other innovative activities may require that they be able to produce 
in other countries. Licensing arrangements may be a poor substitute for direct production. 
And the larger the world output of U.S. firms, the greater is their incentive to engage in 
R&D. The contribution of U.S. firms to U.S. national income may not be well reflected 
simply in statistics describing the fraction of production which occurs in the U.S. 

(9) Other countries generally promote their national companies, regardless of where 
they produce, and do not defend U.S. companies that employ their workers. Foreign 
companies that employ U.S. workers can thus rely on their home governments-to defend 
their interests. U.S. companies, whether they produce at home or abroad, have no one else 
to defend them besides the U.S. government. 

Although the direct U.S. benefits are likely to be largest from policies that increase 
U.S. exports rather than assisting U.S.-owned firms that largely produce abroad, the U.S. 
government should still make a practice of vigorously defending the interests of U.S. firms in 
other countries. Policies that assist U.S. firms, even when they are not directly producing a 
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given product in the U.S., may stimulate high-wage U.S. employment to service their 
overseas operations. In addition, benefits to U.S. shareholders will lead to repatriated profits 
and may increase U.S. investment. Finally, a policy of promoting U.S. firms even when 
they produce abroad helps maintain an open trade and investment system and deters attempts 
by host governments to expropriate foreign assets and investments. 

While in the current situation, there are arguments for giving some preference in 
establishing priorities for market opening to American-owned firms over foreign-owned 
firms, both producing within the U.S., two caveats should be noted: 

(1) It was argued above that the principle of national treatment may not suffice to 
ensure comparable benefits from bilateral or multilateral agreements on increased market 
access. In such cases, there are arguments for seeking reciprocity -establishing a roughly 
uniform set of regulations or standards applying to all firms in all contries. Presumably, 
such reciporicity might eventually be extended not only to regulatory actions, but also to 
trade promotion actions. If other countries treat American firms symmetrically with their 
own firms, there are strong arguments for the U.S. to reciprocate. 

(2) In the long run, asymmetries in ownership, trade patterns, and other linkages 
across firn,s "based" in different countries may become less significant. In this case, 
distinctions concerning the original nationality of the enteprise will also become of little or 
no importance. 

U.S. Investment Abroad 

An increasingly large fraction of trade occurs within multi-national firms. If U.S. 
firms are precluded from producing within a country, then U.S. producers of intermediate 
goods may be at a marked disadvantage in terms of market access. Thus, a policy of 
opening up opportunities for U.S. firms to invest abroad may be justified not only in terms 
of expanding the opportunities for increased profits, but also in terms of the enhanced 
possibilities for increased exports of U.S. goods. 

The basic economic principles underlying international investment are identical to 
those that underlie international trade in goods and services: the principle of comparative 
advantage. Those who worry that U.S. capital moving abroad will deprive the U.S. of jobs 
fail to note that: (1) if U.S. capital does not seize opportunities abroad, other' countries will; 
and (2) if other countries expand their foreign investment, the linkages between that 
investment and the home countries will give them advantages over the U.S. 

At the same time, it should be noted that some international investment is not 
motivated by basic economic principles of comparative advantage, but by a desire to get 
around trade barriers. For example, some past investment in Mexico was undertaken to give 
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U.S. firms access to the protected Mexican domestic market. The removal of trade barriers 
would decrease rather than increase the flow of such investment to Mexico. 

Financial Sectors 

For a variety of reasons, virtually all governments intervene in financial'markets. 
Particularly in less developed countries, such intervention is justified as a necessary part of 
implementing a development strategy. In many cases, government exercises its influence 
through moral suasion, sometimes backed up by the threat to withhold certain discretionary 
benefits (like the right of banks to open up additional branches). There is concern that the 
lending policies of foreign banks will not be as sensitive to government influence, and hence 
such banks will not support the country's overall development strategy. 

Given the nature of the policy tools used to regulate financial institutions, there is a 
concern that foreign and domestic banks are not on a level playing field in most countries. 
Without addressing the validity of these claims, the U.S. should recognize that the perception 
of foreign countries that these claims are valid makes many countries particularly resistant to 
opening up their financial markets. 

Following the principle that the U.S. should put the highest priority on those markets 
that have the greatest impact on U.S. national income, it makes little sense for the U.S. to 
place a high priority in opening up capital markets in foreign countries. Such opening 
mainly creates jobs abroad, with little effect on U.S. labor or national income. Particularly 
in cases where foreign governments are especially resistant to liberalizing financial markets, 
we will have to expend considerable political capital to attain any results, with only limited 
benefits to the U.S. economy. 

Structural Impediments 

There are a variety of practices, in both the private and public sectors, which may 
serve as impediments to trade. Countries may, for instance, require safety inspections, 
duplicating those of the foreign producers. There should be a concerted multinational effort 
to reduce these non-tariff barriers, focusing on practices that have the greatest effect 
(intended or unintended) on international trade flows. In particular, among the members of 
the OECD, there should be efforts to establish common regulatory standards:, Yv7here 
deviations from common standards are imposed, we should require both a clear scientific 
rationale for such deviations and the establishment of procedures to ensure that those 
deviations do not serve as an impediment to trade. 

For example, performance standards for customs inspections should be developed that 
establish clear guidelines both for costs and delays and that are monitored by independent 
auditing agencies. Safety and health standards should be set in a clearly defined manner, and 
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we should direct efforts to establish international auditing processes to ensure that the 
standards are enforced and implemented in a fair and equitable manner. 

Measuring Success 

Success in opening up markets may not be reflected in overall balance-of-trade 
statistics. Macroeconomic forces affecting aggregate rates of saving and investment and the 
real exchange rate largely determine the overall balance of trade in a country. The existence 
of a trade surplus for a particular trading partner is not necessarily an indicator of closed 
markets and focusing on bilateral trade surpluses is, in general, inappropriate. Focusing on 
sectoral trade imbalances is even more inappropriate. In addition, opening up foreign 
markets very likely will not affect the overall balance of trade significantly, although it 
should always improve the international terms of trade facing a country. 

It is also important to note that changes in macroeconomic forces, including the real 
exchange rate, will have major effects on trade flows. In judging whether or not market­
opening or export-promotion policies have been successful, it is necessary to control for the 
effects of changes in macro policies and changes in the real exchange rate. Such an 
evaluation can be difficult, requiring careful economic ar,alysis of a counterfactual 
alternative: "What would have happened if the macro environment had remained 
unchanged?" 

In general, it is more appropriate to evaluate issues of market closure and the success 
of market-opening policies at the micro level. The analysis of the impact of trade 
impediments in particular markets is analogous to the problem in antitrust law of identifying 
the existence of monopoly power and of determining the extent of damages due to the 
improper use of such market power. The most telling evidence is direct indicators of 
policies and practices that are used to close markets from competition, but unambiguous 
evidence of this sort is oftenhard to obtain. Measures such as market shares and deviations 
between domestic and world prices provide indicators of both the existence of practices 
which have the effect of closing markets of of the success of efforts to open those markets. 

In setting policies regarding market opening, the focus should first be on the policies 
and instruments used by the country to protect particular markets from foreign competition. 
The appropriate measure of success is the cessation of the use of such policies and 
instruments. In unusual circumstances, when there is evidence of persistent and pervasive 
trade impediments aimed at protecting a domestic market, setting quantitative targets 
regarding foreign sales or market shares may be the only tool available to reduce the market 
abuses. 
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