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Summary

Developing countries, a heterogeneous group of low- and middle-income
countries, have become an increasingly significant factor in U.S. trade flows and
trade policy over the last two or more decades. Their influence is reflected in the
issues on the trade agenda of the 110™ Congress: the possible renewal of fast track
trade authority/Trade Promotion Authority; implementing legislation for free trade
agreements; re-authorization of trade adjustment assistance (TAA) for workers and
firms; review and possi bl ere-authorization of Generalized System of Preferencesand
other trade preference programs; and oversight of the Doha Development Agenda
(DDA) round negotiations in the WTO.

The growth of developing countries’ economies and foreign trade presents the
United Stateswith opportunitiesand challenges. Theimportsfrom many devel oping
economies provide U.S. consumers with an ever widening range of choices of
products at lower prices, raising real incomes and contributing to a higher U.S.
standard of living. A number of the developing countries have also become robust
marketsfor U.S. exports because of rapid economic growth and trade liberalization.

At the sametime, many U.S. workers are competing with an expanding pool of
lower-wage labor from India, China, and other developing countries. Such
competition induces U.S.-based firms to reduce costs by using labor-saving
technol ogy, moving production offshore, or shutting down, forcingworkersto adjust.
Evenworkersin the high-end services sector arefeeling the pressures of competition
from some devel oping countries.

Trade with developing countries also raises a set of virtually unique issues
regarding labor rights, environment protection, intellectual property rights, among
others, that have become fixtures on the U.S. trade agenda. At the same time,
developing countries are challenging U.S. policies on trade remedies, high tariffson
wearing apparel and other import-sensitive products, pricing of medicines, and the
temporary entry of foreign workers.

If current trade trends hold, developing countries can be expected to account
for increasing shares of U.S. exports and imports and for world trade. As a result,
these opportunities and challenges will likely continue, if not expand.

Theanalysisof U.S. tradetrends al so exposesasignificant divideamong groups
of developing countries. Some countries, such as China, South Korea, Mexico and
Chile, have made great strides and, are expanding their rolein U.S. and world trade.
Othersincluding most of Africa, many in South Asia, and somein Latin America, lag
behind or are losing shares of U.S. and world trade. These differences suggest that
effective U.S. trade policy may need to differentiate among the various groups of
developing countries. These differences could play arole in how the United States
proceeds on trade preferences, regional and bilatera trade agreements, and
multilateral negotiationsinthe WTO. Thisreport will be updated as eventswarrant.



Contents

Developing Countriesand Their RoleinU.S.andWorld Trade .. ............ 2
Trends in Developing Countries Trade with the United States . ......... 2
Developing Countriesand World Trade . .............. ..., 5
Causesof theTrends . ... ... e 7

U.S. Trade Policy Toward Developing Countries . ...............c..c.oo... 8
U.S. TradePreference Programs .. ..., 8

The Generalized System of Preferences ........................ 8
The African Growth and Opportunity Act . ...................... 9
The Andean Trade Preference Act . ......... .. ... 10
Caribbean Basin Initiative (CBI) ......... ... ..., 11
Free Trade AgreementS (FTAS) ... oot 12
World Trade Organization (WTO) ..., 13

Issuesin U.S. Trade with DevelopingCountries .. ............. ... .. 14
Labor RightsandWages .............. .. .. 14
IPRProtection . ...... ... e 16
Accessto AffordableMedicines ........... ... . i 16
Tariffsand Nontariff Barriers ............. .. ... 17
U.S TradeRemedy Practices. .. ..., 18
Effectiveness of Trade PreferencePrograms . ...................... 18

Trendsand Policy Implications . .............c.. i, 19

List of Tables

Table 1. Share of U.S. Exportsand Imports, 1985-2006 . ................... 3
Table 2. Share of World Exportsand Imports, 1985-2004 .................. 6
Table 3. U.S. Imports from GSP Beneficiary Countries, 2005 ............... 9
Table4. U.S. Imports from AGOA Beneficiary Countries, 2005 ............ 10
Table5. U.S. Importsfrom ATPA Countries, 2005 ...................... 11

Table 6. U.S. Imports from CBI/CBTPA Beneficiary Countries, 2005 . .. .. .. 12



U.S. Trade with Developing Countries:
Trends, Prospects, and Policy Implications

“Developing Countries,” a heterogeneous group of low- and medium-income
economies, are making an increasingly strong impact on U.S. foreign trade and
investment and world trade. Thisimpact isboth economic and political andislikely
toincrease. Devel oping countrieshavebeen shaping U.S. trade patterns, trade policy
prioritiesand policies. They arere-shapingtheinternational trading system, asserting
greater influence at bilateral and multilateral trade negotiations, and challenging the
United States and other devel oped countriesto reappraiselong-held policies. Atthe
same time, developing countries' advancement on the international trade stage has
forced them to confront the challenges of international competition and the
responsibilities that come with membership in the international trade community:
Developed countries are demanding that developing countries jettison economic
policies that protect domestic markets for local producers and workers.

The growing role of some developing countriesin U.S. and world trade raises
sensitive policy issues for Members of Congress as they consider legisation to
implement trade agreements, to monitor Administration enforcement of agreements
and of trade laws, and to develop policies. Many of the U.S. free trade agreements
(FTAS) in place or that are under negotiation are with developing countries.
Furthermore, the United States has been engaged with the other 149 members of the
World Trade Organization (WTO) in the Doha Development Agenda (DDA) round
of negotiations. The vast majority of the WTO members are developing countries
who are using the strength of their large numbers to influence the agenda and the
pace of the negotiations. The DDA negotiationsare now indefinitely stalled because
of, among other reasons, conflicts between developed and devel oping countries on
agricultural trade.

Congressional interests and the congressional legidlative agendaarefilled with
issues pertaining to trade with developing countries. The U.S. Generalized System
of Preferences (GSP) program and other trade preference programs are subject to
periodic reviewsand renewals. Some Membersof Congress have suggested that the
Congress needs to re-examine the rational e for these programs and their eligibility
criteriain light of the rapid economic advancements that some devel oping countries
have made. In addition, the Congress has recently considered and passed legislation
implementing FTAswith developing countries and will probably consider anumber
of others in the near future. Congressional debate and final action over these
measures will likely be influenced by the perception of the role that developing
countries play in U.S. trade.

The purpose of thisreport isto assist the Congressin ng and developing
U.S. foreign trade and economic policies by examining the role that developing
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countries are playing in trading with the United States. The report will be updated
as determined by events.

Developing Countries and Their Role in U.S. and
World Trade

The category “developing countries’ includes economies representing many
levels of economic development. However, they share oneimportant quality: they
are generally technology receivers rather than technology innovators, and so their
economies still have room to “catch up” with industrialized countries through the
increased application of technology-based production. Some of the developing
countries have been more successful in “catching up” than others, leading to wide
gaps in economic welfare among them. For the purposes of thisreport, developing
countries include all countries except Australia, New Zealand, Europe, Japan,
Canada, and the United States. The term also excludes the former Soviet republics
and the former communist statesin Central and Eastern Europe.*

Trends in Developing Countries Trade with the United States

Developing countries have accounted for growing shares of U.S. exports and
imports of goods over a 20-year span. Data presented in the table below (Table 1)
illustrate this trend.

! Even though many of them would fall under the definition, they are excluded to maintain
analytical consistency over atime period that stretches across the Cold War and post Cold
War periods. Inaddition, theimpact of these countrieson international trade andinvestment
remains minimal at thistime.
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Table 1. Share of U.S. Exports and Imports, 1985-2006

(percentages)
1985 1995 2000 2006
Country Group
Exp | Imp |Exp [ Imp | Exp | Imp [ Exp | Imp
Developing
Countries of which: 328 | 345|445 | 442 | 445 490 | 470 54.7
Asia of which: 126 | 164|234 | 269 | 203 | 281 237 | 325
NIEs 75| 113|127 11.0| 108 9.2 94 5.9
ASEAN 3.6 43| 6.8 84 6.0 7.2 55 6.0
China 18 11| 20 6.1 20 8.2 53| 155
India 0.8 0.7 06 0.8 05 0.9 1.0 12
Latin America of
which: 140 136 | 165| 140 | 218 | 172 | 215 | 179
Mexico 6.2 5| 79 84| 142 | 111 | 129 | 107
Africa of which: 31 35| 17 21 14 2.3 18 44
Sub-Saharan
Africa 17 28| 09 17 0.9 19 12 3.2
LDCs 11 08| 04 0.6 04 0.9 0.6 13
OPEC 5.0 59| 33 45 25 55 39 79

Source: CRS calculations using U.S. Department of Commerce data.

From 1985 to 2006, devel oping countries accounted for an increasing share of
U.S. exports, 32.8%in 1985 versus47.0% in 2006. Similarly, developing countries
are becoming more significant as sources of U.S. imports. Developing countries
accounted for 34.5% of U.S. importsin 1985 and 54.7% of U.S. imports in 2006.

However, the data clearly show that the trends are not consistent across
devel oping country sub-groups. For example, Asian devel oping countries (all Asian
countriesexcept Japan) have accounted for much of thegrowth. They increased their
share of U.S. exportsfrom 12.6% in 1985 to 23.7% in 2006, and their share of U.S.
importsrosefrom 16.4%in 1985 to 32.5% in 2006. Until recently, thefour so-called
East Asian Newly-Industrialized Economies (NIEs) (Hong Kong, South Korea,
Singapore, and Taiwan) had been an important contributor to this growth, but their
influenceisdeclining. They accounted for 7.5% of U.S. exportsand 11.3% of U.S.
importsin 1985, and 9.4 % of U.S. exports and 5.9% of U.S. importsin 2006. The
shares of U.S. trade accounted for by the 10 members of ASEAN were growing in
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the 1980s and early 1990s but are also in decline.? Their shares of U.S. exports had
been as high as 6.8% and of importsashigh as8.4% in 1995. They declined to 5.5%
of exports and 6.0% of imports in 2006.

Among East Asian economiesand devel oping economiesin general, Chinahas
made by far the most significant impact on U.S. trade during the last twenty years.
It accounted for 1.8% of U.S. exports in 1985 and 5.3% in 2006 for 1.1% of U.S.
imports in 1985 and 15.5% in 2006. The trends suggest that the patterns of U.S.
trade with East Asia are shifting from the East Asian NIEs and ASEAN to China.

India, ahuge Asian economy, accountsfor only asmall part of U.S. trade (0.9%
of U.S. exports and 1.1% of U.S. imports), alevel of shares that has not changed
appreciably over the past two decades.

Latin America has also increased in importance, accounting for 14.0% of U.S.
exports in 1985 and 21.5% in 2006, and for 13.6% of U.S. imports in 1985,
increasing to 17.9% in 2006. However, the shift islargely the result of Mexico’'s
surgeasaU.S. trade partner. In 1985, 6.2% of U.S. exportswent to Mexico, ashare
that roseto 12.9%in 2006. Similarly, the share of U.S. importscoming from Mexico
increased from 5.5% in 1985 to 10.7% in 2006.

Among the regional groups, the African countries, particularly those of sub-
Saharan Africa, have largely stagnated in importance as U.S. trading partners. In
1985, U.S. exports to sub-Saharan Africa accounted for 1.7% of total U.S. exports
in 1985 and for 1.2% in 2006. In 1985, U.S. imports from the sub-Saharan African
countries increased modestly as a share of total U.S. imports from 2.8% in 1985 to
3.2%in2006. However, 81% of U.S. importsfrom Sub-Saharan Africaisoil mostly
from Nigeriaand Angola.

The United Nations identifies 50 countries as the poorest countries or “least-
developed countries’ (LDCs). This group, many of them located in Africa, have
consistently accounted for very small shares of U.S. trade. In 1985 they accounted
for 1.1% of U.S. exports and 0.8% of U.S. imports, and in 2005 for 0.6% of U.S.
exports and 1.3% of U.S. imports. The members of the Organization of Petroleum
Exporting Countries (OPEC) are another important subcategory of developing
countries. Their shares of U.S. trade have remained fairly constant, with shares of
U.S. imports reaching a high of 7.9% in 2006 but largely dependent on world oil
prices. Their share of U.S. exports declined from 5.0% in 1985 to 3.9% in 2006.

U.S. exports to developing countries are dispersed over a range of product
categories, primarily manufactured goods: electronic products, computers and
components, and autos and parts. For agricultural exporters, devel oping countries
areasignificant market. In 2006, they bought 56% of total U.S. agricultural exports.

2 The members of ASEAN (Association of Southeast Asian Nations) are: Brunei,
Cambodia, Indonesia, Laos, Malaysia, Myanmar (Burma), Philippines, Singapore, Thailand,
and Vietnam.
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The leading U.S. imports from developing countries are crude oil, electrical
machinery and computers and components.®

The product composition of U.S. trade changes somewhat depending on the
subgroup of developing countries. In 2006, more than 60% of U.S. importsfrom the
LDCs were oil (more than 70% came from Angola). Other leading U.S. imports
from the LDCs consisted of textiles and apparel, with agricultural products and
natural resources much further behind. In contrast, more than 90% of U.S. imports
from the more advanced newly industrializing economies of East Asia consisted of
more technol ogy-advanced products, such as el ectrical machinery, other machinery,
and cars.* Thetrade patterns between the United Statesand the advanced-devel oping
countries suggest intra-industry trade and trade where the devel oping countries are
part of ainternational production supply chain.

Devel oping countries have not made the same inroadsin terms of U.S. foreign
investment as they have U.S. trade. In 2005 (latest data available), 72% of U.S.
foreign direct investment went to Australia, Canada, Europe, and Japan. The Latin
American countries accounted for 8%, the Middle East for 1%, and Asia for 9%.
Developing countries are even a much less important source of foreign direct
investment in the United States (FDIUS). In 2005, Europe, Canada, Japan, and
Australiaaccounted for 93% of theseinvestments. The developing countriesof Asia
account for 1% and other devel oping countriesand some Carribean i slandsaccounted
for the remainder.”

Developing Countries and World Trade

Developing country trends in trade with the United States are mirrored in the
trends of their trade with the world asawhole.

3 Calculations based on U.S. Department of Commerce data.
* Calculations based on data from the U.S. Department of Commerce.
®> CRS caculations based on data from the Bureau of Economic Analysis.
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Table 2. Share of World Exports and Imports, 1985-2004

(percentages)
1985 1995 2000 2004
Country Group
Exp | Imp |Exp [ Imp | Exp | Imp [ Exp | Imp
Developing
Countries of which: 254 | 232|276 | 288 316 287 | 335| 304
Asia of which: 156 151 |21.0| 214 | 238 | 208 258 | 235
NIEs 5.8 531102 | 10.6 | 10.3 9.8 9.7 9.0
China 14 21| 29 25 39 34 6.4 6.1
ASEAN 3.7 33| 6.2 6.8 6.7 5.6 6.1 54
India 0.5 08| 06 0.7 0.7 0.8 0.8 1.0
Latin America of
which: 4.9 33| 40 41 5.1 51 4.8 4.0
Mexico 14 09| 15 15 2.6 2.8 21 21
Africa of which: 4.2 37| 22 25 23 2.0 25 2.2
Sub-Saharan
Africa 2.6 21| 15 16 15 13 16 14
LDCs 0.7 10| 05 0.7 0.6 0.7 0.6 0.7
Major Oil
Exporters 8.8 59| 46 34 6.3 31 6.2 35

Sour ce: CRS calculations based on data published by UNCTAD.

Table 2 shows that devel oping countries as a group have been making inroads
inworldtrade. From 1985 to 2004 (latest dataavailable), they increased their shares
of world exportsfrom 25.4% to 33.5% and their shares of world importsfrom 23.2%
to 30.4%. However, the data also show that not al groups of developing countries
have experienced the same level of economic integration. The East Asian countries
have been the leaders with the four East Asian NIEs among the primary drivers of
tradegrowth intheregion. Their sharesof world exportsclimbed from 5.8%1t0 9.7%
(but had been ashigh asat 10.3% in 2000 before declining), and their shares of world
importsincreased aswell from 5.3% to 9.0 %, although they had reached as high as
10.6% in 1995. Similarly, the ten ASEAN-member countries have experienced
robust trade growth with their shares of world exports having risen from 3.7% to
6.1%, and their shares of world importshaving grown from 3.3%to 5.4%, from 1985
to 2004. However, China's emergence on the world trade scene has overshadowed
the others with the fastest pace of world trade growth. In 1985, China's share of
world exportsand importsstood at 1.4% and 2.1%, respectively, and 6.4% and 6.1%,
respectively, in 2004.
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Other categories of developing countries have exhibited less robust trade
growth. Other Asian countries have not faired as well as the East Asian countries.
For example, India s shares of world exports and imports have remained virtually
unchanged during the period, according to the datain Table 2. The shares of world
trade of the Latin American countries as a group have aso remained virtually
stagnant during the period, although Mexico’s shares have grown modestly. The
African countries, particularly the sub-Saharan African countries, have fared the
worst of all asagroup. Their rate of participation in world trade has been low and
has been declining. 1n 1985, the sub-Saharan African shares of world exports and
imports stood at 2.6% and 2.1%, respectively, but at 1.6% and 1.4% in 2004.

Causes of the Trends

Specialistsand other observers have cited arange of reasonsfor the disparity in
the rates of developing countries participation in trade. The most successful
devel oping countries have adopted policies of economic integration with the rest of
the world with an emphasis on export-led growth. The East Asian countries are the
most vivid example. The four East Asian NIEs are largely credited with launching
these efforts in the 1970s,which resulted in their economies taking off in the 1980s
and continuing to grow in the 1990s, albeit with some bumps along the way. Other
East Asian countries have followed; for example, Thailand and Maaysia. Chinais
the most recent and largest example of an economy that has moved to become more
integrated in the world economy. Such cases are not confined to East Asia. Chile
and Mexico have emerged as asuccessful export-oriented economies. Indiahasalso
recently undertaken economic reformsto becomemore integrated with therest of the
world. Among the less successful developing countries are ones that have followed
import substitution economic development strategies of discouraging imports by
imposing high tariffs and other trade barriers, and trying to develop domestic
production of all goods. These policies have proved to be highly costly and have
inhibited economic growth.®

Analysts have also concluded that the most successful developing economies
arethosethat have built successful manufacturing sectors, while anumber of theless
successful countries are highly dependent on the production of primary goods such
asfood, agricultural products, and natural resources. The 50 LDCs are dependent on
average on just three primary commodities for 70% of their total exports. Some
LDCs are dependent on a single commodity for their exports. This is a matter of
concern because commodity markets tend to be very volatile. In addition,
commodities account for decreasing shares of world trade, making it more difficult
for commodity-dependent countries to gain a foothold in world trade.”

® Spero, Joan Edelman and Jeffrey A. Hart. The Politics of International Economic
Relations. St. Martin'sPress. New York. 1996. p. 231-234.

" An OECD study points out that primary commodities such asfood and raw materials are
incomeinelastic, that is, asnational incomesrise, acountry’ s popul ation spendsadeclining
share of itsincome on them. In addition, raw materials account for a declining share of
production. OECD. The Development Dimensions of Trade. Paris. 2001. p. 134.
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Furthermore, many of the least developed countries do not have the sufficient
infrastructure — customs offices and procedures, transportation facilities,
communicationsinfrastructure—to conduct largeamountsof trade. Theadjustment
costs from trade liberalization might also be too great for smaller, less diversified
economies. Some developed countries have responded with trade-capacity building
assistance as part of efforts to promote trade liberalization and economic growth in
these countries.®

U.S. Trade Policy Toward Developing Countries

U.S. trade policy toward devel oping countriesisevolving. For many years, the
policy largely consisted of trade preference programs extended conditionally and
unilaterally to variousgroupsof devel oping countries. Whilethose programsare till
in place, U.S. trade policy is clearly shifting with successive presidential
administrations. The Bush Administration especially has negotiated bilateral and
regional reciprocal trade agreements with a decided emphasis on trade with
developing countries. Observers have also pointed out that U.S. trade policy toward
developing countries is ambiguous — on the one hand encouraging trade
liberalization through trade preference programs and free trade agreements, whileon
the other hand applying high import tariffson productsinwhich devel oping countries
are more likely to have a comparative advantage: labor-intensive goods and semi-
finished goods that contain raw materials.

U.S. Trade Preference Programs

U.S. trade preference programs have been important vehicles for U.S. trade
policy toward developing countries. These programs also reflect the ambiguity of
U.S. palicy.

The Generalized System of Preferences. The broadest and oldest
program is the Generalized Systems of Preferences (GSP). The U.S. GSP program
was first enacted on January 1, 1976, as part of an effort to encourage economic
growth in developing countries by extending preferences in the form of low or no
tariffs on the imports from certain developing countries. The program was partially
in response to developing countries criticism that high tariffs on their products
prevented their producers from competing on world markets. Originally considered
atemporary, 10-year program, U.S. GSP has been renewed on eight occasions, most
recently through December 31, 2008, in section 8802 of P.L. 109-432. While
covering a broad spectrum of products of developing countries, the statutory
authority for the GSP program requires country-beneficiaries to adhere to a number
of criteria, among them protection of specified labor rights and protection of
intellectual property rights. In addition, the statute provides for the “graduation” of
countries that exceed a per capitaincome level and the graduation of products that
exceed competitive-need limits. Also, certain import-sensitive goods are excluded

& For more analysis of the trade capacity building program, see CRS Report RL 33628,
Trade Capacity Building: Foreign Assistance for Trade and Development, Danielle
Langton.
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from coverage, including some watches, footwear, glass products, and electronic
products.’

Some critics of the program have charged that the exclusions limit the
program’ seffectivenessby disqualifyinglabor-intensive productswhich make upthe
amajor part of the production profile of beneficiary countries. As evidence, they
point out that only a small portion of imports from beneficiary countries enters the
United States under GSP.

In 2005, for example, only 9.6% of U.S. imports from GSP-eligible countries
entered the United States under the GSP program.’® (See Table 3 below.) Another
criticismof theU.S. GSP program has been that only afew countries have been able
to take advantage of its benefits. In 2005, 83.9% of GSP-covered importswerefrom
only 10 countries.™

It is aso important to note that GSP has automatic competitive need limits
(CNL) for beneficiary developing countries (BDCs) (but not for least-developed
BDCs), or alevel above which the preference is no longer extended, absent a CNL
waiver, whilethe other preference programshave no such limits. Thisisanimportant
distinction between it and the other preference programs, and is, perhaps, one of the
reasons that the percentage of total trade entering under GSP (although the broadest
program) has remained relatively static and that the preference may be used lessthan
the others.

Table 3. U.S. Imports from GSP Beneficiary Countries, 2005
(Millions of Dollars

1. Tota Imports 278,029
2. MFN Duty Free 109,317
3. Imports Under GSP 26,747
4. GSP Share of Total Imports 9.6%

Source: CRS calculations based on U.S. Department of
Commerce data compiled by the United States International
Trade Commission.

The African Growth and Opportunity Act. The United States provides
more extensive tariff preferences to targeted groups of developing countries under
threeregional preference programs. The African Growth and Opportunity Act (Title
| of the Trade and Development Act of 2000 — P.L. 106-200) provides tariff

° For more information on the U.S. GSP program, see CRS Report RL 33663, Generalized
System of Preferences. Background and Renewal Debate, by Vivian C. Jones.

19 However, if measured against dutiableimports, that is, imports that would not otherwise
enter duty free under most-favored-nation (MFN) or normal trade relations (NTR) tariff
rates, GSP covered imports accounted for 15.9% of total imports from GSP-beneficiary
countries.

1 CRS calculations based on Commerce Department data from USITC database.
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preferences for the imports from 38 (as of 2007) eligible sub-Saharan African
countries in addition to those provided under GSP. Congress has amended the
program three times sinceit originally went into effect on October 1, 2000: in 2002
to clarify coverage of some textile and apparel products; in 2004 to expand the
benefits of the program and to extend the its effective period to 2015; and in 2006,
to extend some textile and apparel provisions to 2012 that would have expired in
2007. In 2005, $32.7 billion in imports entered the United States under the AGOA
program — 69.6% of total U.S. imports from those countries. ** However, imports
from Nigeriaaccounted for $22.5 billion or 68.8% of thetotal importsunder AGOA,
and most of theimportsfrom Nigeriaconsisted of petroleum and petroleum products.
Inaddition, $5.4 billioninimportsfrom the AGOA beneficiary countries entered the
United States under the GSP program (see Table 4).2

Table 4. U.S. Imports from AGOA Beneficiary Countries, 2005
(Millions of Daollars)

1. Total Imports $47,003
2. MFN Duty Free 8,122
3. Imports Under GSP 5,403
4. Imports Under AGOA 32,743
5. AGOA' s Share of Total Imports 69.7%

Source: CRS caculations based on U.S. Department of
Commerce data compiled by the United States International
Trade Commission.

The Andean Trade Preference Act. The Andean Trade Preference Act
(ATPA) which went into effect on December 4, 1991, provided preferential tariff
treatment to certain imports from Bolivia, Colombia, Ecuador, and Peru. The
preferences were part of a U.S. effort to encourage these developing countries to
diversify their economies away from illegal drug production. The original program
expired on December 4, 2001, but was reauthorized retroactively under the Andean
Trade Promotion and Drug Eradication Act (ATPDEA) (Title XXX of the Trade Act
of 2002, P.L. 107-210). Under P.L. 109-432, its current authorization expires on
June 30, 2007.** In 2005, 57.1% of imports from ATPA beneficiary countries
entered the United States under the program (see Table 5).

12 This turns out to be of the dutiable imports from those countries.

13 CRS calculations based on data collected by the U.S. Department of Commerce, U.S.
Census Bureau.

% For more information about the Andean trade preference programs, see CRS Report
RL 30790, The Andean Trade Preference Act: Background and I ssuesfor Reauthorization,
by J.F. Hornbeck.
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Table 5. U.S. Imports from ATPA Countries, 2005
(Millions of Dollars)

1. Tota Imports $20,060
2. MFN Duty Free 6,604
3. Imports Under GSP 448
4. Imports Under ATPA 11,464
5. ATPA’s Share of Total Imports 57.1%

Source: CRS calculations based on U.S. Department of
Commerce data compiled by the United States International
Trade Commission.

Caribbean Basin Initiative (CBI). Under the Caribbean Basin Economic
Recovery Act (CBERA) also knows as the Caribbean Basin Initiative (CBI), the
United States extends tariff preferences that go beyond preferences under GSP to
certain imports from 24 eligible countries in the Caribbean region. The original
program went into effect on January 1, 1984, and was dueto expire on September 30,
1995. It was revised and made permanent under the Caribbean Basin Economic
Recovery Act of 1990 (P.L.101-382). Furthermore, the Congress enacted the
Caribbean Basin Trade Partnership Act (CBTPA) on May 18, 2000 (P.L. 106-200)
to respond to the devastation wrought by Hurricanes Georges and Mitch in 1998.
The CBTPA provides for more trade preferences on a more extensive range of
imports from the region including textiles and apparel but is scheduled to end on
September 30, 2008, or on the date that the Free Trade Area of the Americas
agreement is completed, whichever is earlier. Table 6 below provides data on the
impact of the CBI and CBTPA programsin U.S. tradein 2005. Thedataindicatethat
the CBTPA hasadded substantially to thetariff preferencesfor U.S. trading partners
intheregion. Thesignificance of CBI/CBTPA will diminishasthe DR-CAFTA (see
discussion below) isimplemented since the larger CBI beneficiaries are participants
in that arrangement.
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Table 6. U.S. Imports from CBI/CBTPA Beneficiary Countries,
2005
(Millions of Daollars)

1. Tota Imports $31,814
2. Imports MFN Duty Free 11,648
3. Imports Under GSP 465
4. Imports Under CBI 3,564
5. Imports Under CBTPA +CBI 12,337
6. CBTPA/CBI Share of Total Imports 38.7%

Source: CRS calculations based on U.S. Department of
Commerce data compiled by the United States International
Trade Commission.

Free Trade Agreements (FTAS)

The United States entered into its first bilateral free trade agreement (FTA) in
1985 with Isragl and into its largest FTA in 1994 with Canada and Mexico — the
North American Free Trade Agreement (NAFTA). WhiletheUnited States|aunched
FTA negotiations with three countries during the Clinton Administration — Jordan,
Chile, and Singapore — U.S. interest in FTAs has surged under the Bush
Administration as part of its “competition in liberalization” trade strategy.”® In
addition, agreements have been signed (but not entered into force) with Oman,
Colombia, and Peru. Negotiations with Panama have been completed, but an
agreement has not yet been signed. Negotiationsare underway with South Koreaand
Maaysia. They werelaunched with members of the South African Customs Union
(SACU), Thailand, Ecuador, and the United Arab Emirates (UAE) but are now
dormant. Of the seven FTAs that have entered into force since 2001, only one
agreement has been with a non-devel oping country (Australia).

In terms of trade with developing countries, the emphasison FTAs signifiesa
decided shift in U.S. policy and strategy from unilateral trade preferences to
reciprocal agreements. For developing countries, FTAs provide the opportunity to
negotiate for greater access to U.S. markets and provide a forum to raise concerns
about U.S. trade policy and practices, for example, anti-dumping practices.
Similarly, the United States has been seeking increased market accessin developing
countries, reduced barriersto foreign investment, especially infinancial servicesand

> Along with Australia (2005), the United States and entered into bilateral FTAs with
Jordan (2001), Singapore, (2004), Chile (2004), Morocco (2006), and Bahrain (2006). It has
also signed the DR-CAFTA with the Dominican Republic and five Central American
countries. To date the agreements with El Salvador (2006), Honduras (2006), Nicaragua
(2006) and Guatemal a(2006) have goneinto effect whiletheimplementation of agreements
with Costa Rica and the Dominican Republic are pending.
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professional services, and greater protection of intellectual property rights (IPR).
Both the United States and its trade agreement partners have used the FTAsalso to
achieve non-commercial foreign policy objectives, such as solidifying alliances.

FTAsarereciprocal agreements, meaning that the partnersnegotiateon an equal
basis, at |east ostensibly. Consequently, while the United States has demanded that
developing trade countries improve IPR protection as a condition for preferential
treatment in its market, some devel oping country partners have demanded increased
access for textiles and apparel or other markets deemed sensitive by U.S.
policymakers as a condition for preferential treatment for U.S. exporters. Critics
have argued that the United States needs to shift the emphasis of FTAs from
developing countries to larger trade partners, such as Japan and the EU, where the
benefits of FTAs might be greater.

The United States also employs bilateral and regional trade and investment
framework agreements (TIFAS) with a number of developing countries. Under a
TIFA, the participating countries agree to establish a council as aforum to discuss
ways to facilitate mutual trade and investment. In some cases, aTIFA isconsidered
astep toward launching FTA negotiations.

World Trade Organization (WTO)

The United States has promoted developing countries membership and
participation in the WTO. Along with increasing trade flows, many developing
countries have been exerting stronger political influence in the WTO. Of the 150
WTO members, 107, or 71%, are developing countries. Because of WTO rules of
procedures, the developing countries are able to exert ingtitutionaly a
disproportionally larger degree of influence in the WTO than their participation in
world trade flows might dictate. The WTO makes decisions by consensus, which
means that any one member-country can block a decision. Developing countries
participation in the General Agreement on Tariffs and Trade (GATT)/WTO has
evolved over time. Up until the 1990s, most devel oping countries did not consider
GATT tobean institution that woul d be sympathetic to their economic concerns, and
they largely worked through U.N. organizations.® For that matter, the highly
protectioni st trade policiesthat many devel oping countrieswerefollowing would not
have been congruent with GATT principles and rules fostering trade liberalization.

Developing countries increased their activity most noticeably during the
Uruguay Round (1986-1994) as they began to put their imprint on agreements that
emerged from the round, including the establishment of the WTO. This trend
matched the economic restructuring that many developing countries were
undertaking to integrate their economies with the rest of the world and that is
reflected in their growing shares of world and U.S. trade.

Thedeveloping countries' voiceinthe WTO hasnever been stronger thaninthe
Doha Development Agenda round and in events leading up to the launch of that

16 Michal opoul os, Constantine. Developing Countriesin the WTO. Palgrave. New Y ork.
2001. pp. 2, 152-153.
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round. Inlate 1999, the WTO trade ministers had gathered in Seettle for the third
WTO Ministerial and their main agenda item was to reach agreement on the
launching of a new round of WTO negotiations. However, the large group of
developing countries, themsel vesrather diverseand promoting different agendas, had
nevertheless united against the scope and content of a proposed new round. The
Seattle meeting collapsed, and some experts assert the concerns of the developing
countries not being addressed was an important factor in that failed meeting.
Devel oping countrieswere especially concerned that the mechanism for establishing
the agenda for the round did not alow them a sufficient opportunity to promote
issues of interest to them."’

Thenegotiationswereeventually launched at thefourth ministerial in November
2001 in Doha, Qatar, as the Doha Development Agenda (italics added) round, to
reflect the intention of the WTO members to focus on the concerns of developing
countries. The negotiations moved very sowly. At the fifth ministerial in Cancun,
they came to a standstill when the members could not agree on how to proceed.
Among the major participants was the G-20 group of developing countries, led by
Brazil and India. At Cancun and sincethat meeting, the G-20 hasemerged asamajor
force, on par with the United States and the EU in setting the agenda and pace of the
negotiations.’® One of the problems of WTO participation for many developing
countriesisthat it is costly to initiate and carry through with disputesin the WTO.

Issues in U.S. Trade with Developing Countries

The emergence of devel oping countries as an important factor in U.S. trade has
generated a range of policy issues that, while not unique to developing countries,
arise more often in U.S. trade with them. The issues described below do not
constitutean exhaustivelist but, neverthel ess, represent the most preval ent issuesthat
have emerged in U.S. bilateral and multilateral negotiations with developing
countries. Someof theissuesare devel oping country challengesto the United States;
that is, changesto U.S. lawsand practices. Othersare U.S. challengesto developing
countries. Theissuesgenerally cut acrossU.S. trade relations with most developing
countries at all levels of economic devel opment.

Labor Rights and Wages

Perhapsnoissue hasdominated debateon U.S. trade policy over the past decade
morethantheroleof tradeliberalizationin employment and wages. Theissueresults
from the increased role of U.S. trade with lower-wage devel oping countries and the
concern that U.S. workers are forced to compete in a “race to the bottom” as U.S.
companies are induced to close down or to reduce the wages of or lay off workers

7 [pid. p. 3.

18 Bhagwati, Jaddish. “From Seattle to Hong Kong.” Foreign Affairs, Special Edition:
Freer Trade?, 2005. TheG-20 consistsof Argentina, Bolivia, Chile, China, Colombia, Costa
Rica, Cuba, Ecuador, Egypt, El Salvador, Guatemala, India, Mexico, Nigeria, Pakistan,
Paraguay, Peru, Philippines, South Africa, Thailand, and Venezuela



CRS-15

and move production facilities to lower-wage countries. Labor and trade asan issue
has gained more attention recently as economic studies have focused on the growing
income gap in the United States; that is, even though the U.S. economy continuesto
grow robustly, more of the rewards from that growth are going to more highly-paid
workers, to higher-income households, and to multinational corporations. Many
economists attribute the growing gap to advances in technology that improve labor
productivity and increase demand for high-skilled labor, while diminishing demand
for low-skilled labor. They also attribute a modest role to trade liberalization and
globalization.® Other economists attribute alarger roleto increased trade with low-
wage labor countries and the emergence of large pools of low-wage labor in China
and India that cause a compression of wages in developed countries, including the
United States. One study shows that over the past twenty years, income inequality
in the United States has been rising suggesting a correlation with the rise in trade
with developing countries. In addition, they point to more intra-industry trade
between the United States and developing countries where U.S. companies shift
production to countries with lower wage labor.?

Trade policy responses and proposals in the United States have varied. For
example, someobserversarguethat tradeplaysalimitedrole, if at al, inemployment
and wages, and therefore, no trade policy response is required. Others have
suggested that the government should provide a safety net to workerswho lose their
jobs or experience a decrease in wages because of trade. This safety net might bein
the form of an enhanced trade adjustment assistance (TAA) program or wage
insurance. Others have proposed that the United States needs to boost the level of
education to better prepare U.S. workers to compete in the global economy.

Some Membersof Congresshaveargued that lower wages persistin developing
countries in part because of the lack of labor rights protection and have called for
enforceable internationally-accepted labor standards to be part of U.S. trade
agreementswith the governments of devel oping countries. Devel oping countries, on
the other hand, consider demands for labor rights provisions in trade agreements as
aform of protectionism. They argue that their workers' wages are lower because
their economies have an abundance of unskilled labor and that |ow wagesreflect the
lower level of economic development. Thisissuewill likely be part of the expected
debate over therenewal of thetrade promotion authority/fast track proceduresduring
the 110" Congress and debate over implementing bills for FTAs.?

19 See for example, The Federal Reserve Board. Remarks by Chairman Ben. S. Bernanke
Before the Greater Omaha Chamber of Commerce, Omaha, Nebraska. February 6, 2007.
[http://www .federalreserve.gov].

% See for example, Roach, Stephen S. Special Economic Study: The Politicization of the
U.S-China Trade Relationship. February 13, 2007. pp. 7-9.

2 For morediscussion on TPA/fast track and | abor rightsissues, see CRS Report RL33743,
Trade Promotion Authority (TPA): Issues, Options, and Prospects for Renewal, by J. F.
Hornbeck and William H. Cooper, and CRS Report RL 33864, Traded Promotion Authority
(TPA) Renewal: Core Labor Standards Issues, by Mary Jane Bolle.
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IPR Protection

Congress and the Administration have made foreign government protection of
the rights of U.S. holders of copyrights, trademarks, and patents a priority in trade
negotiations and trade agreements, including FTAs. While not exclusively an issue
with devel oping countries, the problem primarily occurswith those countriesbecause
they have not developed a sufficient body of laws or do not adequately enforce the
laws they do have. U.S. producers of IP products argue that they not only lose
revenues because of the sale of pirated products but also lose control over the quality
of the product that bearstheir brand name or trademark. Devel oping countriesargue
that they do not have the infrastructure to combat piracy, and that legally produced
goods would be prohibitively expensive for their residents to produce or sell.

Each year the Office of the United States Trade Representativeissues a Special
301 report that i dentifiestrading partnersthat fail to protect U.S.-origin IPR.% Of the
13 countries that the USTR placed on its “priority watch list,” 11 were developing
countries, and the other two were former Soviet states.?

Access to Affordable Medicines

For many developing countries, especially the LDCs, access to affordable
medicines to combat infectious diseases — HIV/AIDS, tuberculosis, malaria, and
others — has been amagjor issue in their trade relations with the United States and
other developed countries. They claim that the prices demanded by pharmaceutical
companies are beyond the means of those in need. The pharmaceutical companies
respond that the high costs are required for the companiesto recoup the research and
devel opment coststhey haveincurred. Some pharmaceutical companies have made
their drugs available to developing countries that face health emergencies but have
done so largely on an ad hoc basis.

In December 2005, WTO members adopted, as an amendment to the Trade-
Related Aspects of Intellectual Property Rights (TRIPS) agreement, a provision
alowing the use of compulsory licenses for the production of generic
pharmaceuticals for certain infectious diseases where the devel oping country lacks
the domestic capacity to manufacture those medicines. In essence, it allows a
developing country facing a health crisis to issue a compulsory license for the
production of ageneric drug in athird country that has the production capacity and
then to import that medicine. The provision allows for compensation for the patent
holder and restricts the use of the medicine for domestic use and for alimited period
of time. However, for various reasons use of the system of compul sory licenses has

22 gpecial 301 refersto astatutory requirement under section 182 of the Trade Act of 1974,
asamended, that the USTR annually identify those countriesthat arethe egregiousoffenders
of denying IPR protection and against which the United States could take action. In
practice, the USTR has also identified countries which do not fit the category of most
egregiousoffendersbut bare seriousmonitoringonitsannual “ priority watch list”; and those
that require less serious watching,

% The 13 countries were China, Russia, Argentina, Belize, Brazil, Egypt, India, Indonesia,
Israel, Lebanon, Turkey, Ukraine, and Venezuela.
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been modest and devel oping countries have complained that devel oped countriesare
not putting the procedures in place for it to be used.?

Tariffs and Nontariff Barriers

Developing countries raise the issue of high U.S. tariff and non-tariff barriers
on products in which they have a comparative advantage, for example, textiles and
apparel and certain agricultural products. They claim that these barriers limit their
ability to export to the U.S. market. Particularly, developing countries cite high
tariffs on textiles and apparel. One study points out that 62.7% of the value of
apparel importsfrom developing countriesface“peak” U.S. tariffs (tariffsof 10% or
greater). Wearing apparel production is largely labor-intensive and therefore
advantageous for many devel oping countries with an abundance of low-wage labor
to produce and export.? Devel oping countries have raised thisissue during bilateral
negoti ations on free trade agreements.”

Developing countries frequently complain about high U.S. tariffs, non-tariff
barriers, and subsidies on some agricultural products. U.S. quotas and high out-of -
guota tariffs on sugar have been an issue in U.S. FTA negotiations with sugar-
producing developing countries.?” One study has estimated that tariffs, quotas, and
subsidies provide U.S. agricultural producers with the protection equivalent to an
average tariff of 19.9%. The study also notes that the United Statesis by no means
the most protectionist in this category, as the tariff equivalents for other
industrialized countries, are much higher: Canada 52.3%; European Union 46.4%;
and Japan 82.1%.%

At the sametime, the United States asserts that devel oping countries maintain
high tariffs and non-tariff barriers on some agricultural products and manufactured
goods and barriersto trade in services, such as banking, insurance, and professional
services. The United States has pressed the developing countries to reduce these
barriers that could offer expanded markets for U.S. exporters but also improve the
efficiency of developing economies.

24 For moreinformation, see CRS Report RL33750, The WTO, Intellectual Property Rights,
and the Access to Medicines Controversy, by lan F. Fergusson.

% Cline, WilliamR. TradePolicy and Global Poverty. Center for Global Devel opment and
the Institute for International Economics. June 2004. pp. 112-113.

% See, for example, the U.S. negotiations with South Korea. CRS Report RL33435, The
Proposed South Korea-U.S. Free Trade Agreement (KORUSFTA), William H. Cooper and
Mark E. Manyin.

2" See, for exampl e, the negotiations and agreement on CAFTA. CRSReport RL31870, The
Dominican Republic-Central America-United Sates Free Trade Agreement (DR-CAFTA),
by J. F. Hornbeck.

% Cline, op.cit. p. 123.
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U.S. Trade Remedy Practices

Many devel oping countries complain that antidumping actions that the United
States and other developed countries initiate against their products are protectionist
and unduly affect them. A number of developing countries are part of an informal
group in the WTO caled “Friends of Antidumping.” In the Doha Development
Agenda round, they have proposed that developed countries extend “special and
differential treatment” to devel oping countries when initiating antidumping actions
against their products, such as raising the de minimis threshold for AD action, that
isthelevel of dumping below which no action isto be taken.?® Devel oping countries
haveal so raised theissuewiththe United Statesaspart of FTA negotiations, pressing
for special treatment under the FTAs. South Korea has been doing so.

Congresshasgoneon record opposing any agreement that weakensantidumping
laws or any other U.S. trade remedy statute. This position is contained in a statute
authorizing trade promotion authority/fast track as aprincipal negotiating objective:

... topreserve the ability of the United Statesto enforcerigorously itstradelaws,
including the antidumping, countervailing duty, and safeguard laws, and avoid
agreementsthat |essen the effectivenessof domestic andinternational disciplines
on unfair trade ...*°

A rather strong bipartisan consensus in Congress supports this principle. The
Bush Administration allowed the possibility of changesin trade remedy lawsto be
put on the table in the Doha Development Agenda, arguing that doing so was
necessary in order to get developing countries to launch the negotiations. Many
Members of Congress have criticized this step.

Effectiveness of Trade Preference Programs

Many devel oping countries argue that while trade preference programs, such as
GSP, are well-meaning on the surface, in practice they do not provide much benefit
because of exceptions made for import-sensitive products. These products tend to
be onesin which developing countries have or could have a comparative advantage.
For example, U.S. law prohibits GSP coverage for certain textile and apparel,
watches, import-sensitive electronic products, import sensitive steel articles,
footwear, leather apparel, and import-sensitive manufactured glass products.
Developing countries also argue that benefits of tariff preference programs are
eroding because the United States and other devel oped countries have been entering
into free trade agreements that eliminate tariffs among FTA partners. In addition,
variousrounds of multilateral negotiationsunder the GATT and WTO havelowered
tariffs for all members and thus have been eroding the effectiveness of trade
preference programs for devel oping countries.

2 For more information on the antidumping issue in the WTO, see CRS Report RL32810,
WTO: Antidumping Issuesin the Doha Devel opment Agenda, by Vivian C. Jones.

* Trade Act of 2002, Section 2102(b)(14).
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Trends and Policy Implications

Developing countries have become an increasingly significant factor in U.S.
trade over the last two or more decades, and this influence is reflected in the issues
on the trade agenda of the 110™ Congress: the possible renewal of trade promotion
authority (TPA) (or fast track trade authority); implementing legislation for FTAS;
reauthorization of trade adjustment assistance (TAA) for workers and firms; review
and possiblere-authorization of GSP and other trade preference programs; oversight
of the Doha Development Agenda(DDA) round negotiationsinthe WTO; and other
issues.

The growth of developing countries’ foreign trade presents the United States
with opportunities and challenges. The imports from many devel oping economies
provide U.S. consumerswith an ever widening range of choices of productsat lower
prices, raising real incomes and contributing to a higher U.S. standard of living. A
number of the developing countries have aso become robust markets for U.S.
exports.

At the same time, U.S. workers are competing with a growing pool of lower-
wage labor from India, China, and other developing countries. Some U.S.-based
firmsareinduced to use labor-saving technology, to move production offshore, or to
shut down their operations completely. Even workersin the services sector, such as
computer programmers, are feeling the pressures of competition from some
developing countries. Many economists argue, however, that in the long run that
trade affects the composition of jobs but not employment levels.

Trade with developing countries also raises a set of virtually unique issues
regarding labor rights, environment protection, and intellectual property rights,
among others, that have becomefixtureson the U.S. trade agenda. At the sametime,
developing countries are challenging U.S. trade policies on trade remedies, high
tariffson wearing apparel and other import-sensitive products, pricing of medicines,
and the temporary entry of foreign workers, among other issues.

If current trade trends hold, developing countries can be expected to account
for increasing shares of U.S. exports and imports and of world trade. As a result,
these opportunities and challenges will likely continue, if not expand.

Theanalysisof U.S. tradetrendsal so exposesasignificant divideamong groups
of developing countries. Some countries, such as those in East Asia, Mexico, and
Chile, have made great strides, and are expanding their rolein U.S. and world trade.
Others including most of Africa, many countries in South Asia, and somein Latin
America, lag behind or arelosing shares of U.S. and world trade. These differences
suggest that an effective U.S. trade policy needs to differentiate among the various
groups of developing countries. These differences could play a role in how the
United States proceeds on trade preferences, regional and bilateral trade agreements,
and multilateral negotiationsin the WTO.



