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Chapter 9

Foreign Government Policies

SUMMARY

Since the November 1982 Ministerial Meet-
ing of the General Agreement on Tariffs and
Trade (GATT), the United States has pressed
for multilateral negotiations aimed at liberaliz-
ing services trade. As discussions continued,
the prospective agenda broadened: services be-
came the centerpiece of a group of “new issues”
including foreign investment, trade in high-
technology goods, intellectual property protec-
tion and anti-counterfeiting measures, and re-
strictions on transborder data flows. For a time,
the U.S. proposals led some people to refer to
the planned talks as a services round. Eventu-
ally the scope expanded still further, as the
United States and other countries sought dis-
cussions on issues well-removed from services
—e.g., agricultural trade, The preparatory proc-
ess initiated at the 1982 Ministerial culminated
4 years later in agreement to begin the Uruguay
Round, during which GATT members will dis-
cuss services for the first time. The 4-year sched-
ule for the new round is an ambitious one; given
the pace in such organizations, and the difficul-
ties to be expected, inclusion of services within
GATT codes before the middle to late 1990s
would be surprising.1

This chapter outlines government policies in
major trading nations and developing countries
in the context of the Uruguay Round. The fo-
cus is on policies toward the services as a group,
to the extent that such policies exist. In fact,
few governments have had active policies to-
ward the services sides of their economies,

IOn the C, ATT, see U.S. Industrial Competitiveness: A Com-
parison of Steei, Electronics, and Automobiles (Washington, DC:
Office of Technology .%ssessment,  July 1981), pp. 185-186. On
the preceding Tokyo Round, U.S. trade law as it relates to mer-
chandise, and U.S. trade policy in general, see International Com-
petitiveness in Hectronics (Washington, DC: Office of Technol-
ogy Assessment, November 1983), ch. 11, especially pp. 430-438.
For a discussion of national and international regulations cov-
ering trade in services, see R.K. Shelp, l?e~~ond  industrialization:
Ascendancy of the G)obal  Ser~rice l?conom~  (New York: Prae-
ger, 1981), chs. 5-7.

preparations for the new round were dogged
by controversy in part because few govern-
ments grasped what was at stake, and what they
might have to gain. Resistance came at first
from other industrialized countries, as well as
the more industrialized developing countries—
notably Brazil and India.

By the middle of 1986, the rest of the indus-
trialized world had lined up behind the U.S.
position—which itself had shifted to de-empha-
size services somewhat. But opposition by a
group of about 10 developing countries re-
mained firm, and has become, in effect, the
beginning of their negotiating strategy. Oppo-
sition—which extends not only to services, but
to the new issues generally—has been rooted
in part in the economic development strategies
pursued by these countries. Baldly stated, parts
of the developing world also believe that any-
thing the United States wants is likely to be bad
for them. This chapter seeks to explain the op-
position, while also reviewing policies in other
countries that affect trade and competition in
the services; among other purposes, such a re-
view may suggest lessons for the United States
—both policy approaches the Federal Govern-
ment might emulate, and those it should avoid.

Several of the other new issues straddle the
boundary between goods and services; the
chapter treats them mostly as they relate to serv-
ices trade, Investment restrictions, for exam-
ple, have particular relevance because a for-
eign presence is needed for producing so many
service products; the Uruguay Round partici-
pants will take up trade-related investment—
meaning, most directly, performance require-
ments that set conditions (such as exporting
some production) for direct investment. When
it comes to trade in high technology, most of
the questions revolve around subsidies and
other aspects of national industrial policies.
These touch particularly on the complex of
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services associated with information process-
ing, as do transborder data flow (TBDF) restric-
tions—which could also affect services like
banking that depend heavily on international
telecommunications. Intellectual property pro-
tection is particularly important for software
and information services.

The Uruguay Round promises to be the most
complex since the founding of GATT in 1947.
The reasons begin with the loss of U.S. eco-
nomic hegemony, which makes these talks
more nearly a negotiation among equals than
at any time in the past. Reaching agreements

on services will be especially difficult because
many service industries have traditionally been
regulated by governments for domestic reasons
(protection of consumers and investors in the
case of banking and insurance) or operated as
public monopolies (telecommunications). For
governments wishing to protect their service
industries, regulatory policies have provided
convenient barriers to trade and investment.
And lacking clean distinctions between trade
policies and domestic policies, governments
will, quite naturally, resist what they regard as
interference in their domestic affairs.

GOVERNMENT POLICIES TOWARD THE SERVICES

Trade Policies and Domestic Policies

Table 45 distinguishes broadly between trade
policies and policies that are primarily domes-
tic but have implications for trade. The middle
ground includes government organization, col-
lection and analysis of statistical data, and tax-
ation. (App. 10A, at the end of the next chap-
ter, gives examples of the ways U.S. tax policy
can affect competitiveness.) Many policies,
regardless of category, affect competitiveness
indirectly —i. e., by conditioning corporate de-
cisions. The range of these indirect impacts ex-
tends to expectations of future policies; if
managers think Congress may pass a tax bill
this year, that expectation will influence their
capital investment choices. Some of the policies
listed in table 45—e.g., foreign investment con-
trols—have been unimportant in the United
States, though familiar tools elsewhere.

Of course domestic policies affect trade,
while trade policies serve domestic purposes.
The United States deregulated its telecommu-
nications industry for domestic reasons, but this
shift in policy has had widespread international
ramifications. At the same time, governments
may design regulatory policies to act as non-
tariff barriers (NTBs), particularly in industries
like banking and insurance where it is easy to
tilt the rules to give domestic firms an advan-
tage. Table 45 simply imposes a nominal or-
dering on policies with possible impacts on
trade and competition in the services.

Barriers to Trade and Investment

Any policy that discriminates against foreign
suppliers except a simple tax on incoming goods
or services constitutes a non-tariff barrier.
When the French required all imported video-

Table 45.—Policies Affecting the Services

Nominally domestic but with
Primarily trade-related Both trade and domestic imports impacts on trade

Nontariff trade barriers (NTBs) Taxation (differential rates across Technology policy (including R&D
Foreign investment controls sectors, R&D tax credits, etc.) supports and subsidies, and
Export credits and subsidies (e.g., Data collection and analysis technical standards)

tied development aid) Government organization Investment grants and subsidies
Export promotion Procurement
Export restrictions Labor market and human resources

policies
Domestic regulation (including

antitrust and competition policy)
Intellectual property protection

SOURCE Off Ice of Technology Assessment. 1987
--
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cassette recorders to enter through Poitiers,
where they overwhelmed the small port-of-
entry staff and backed up by the truck-load,
France was imposing an NTB. An equally well-
publicized example: Japan’s use of product
standards to keep out American-made baseball
bats. Foreigners have said that U.S. product
liability laws amount to NTBs. Some Ameri-
cans make the same claim for Japan’s vast and
fragmented retail distribution system; the coun-
try has many more—but smaller—retail outlets
per capita than Europe or the United States,
with more layers of distribution to supply
them. z Other NTBs include formal and infor-
mal quotas, implicit and explicit subsidies for
domestic producers, and discriminatory gov-
ernment procurement practices (buy national
requirements).

Given the nature of production in the serv-
ices, most trade barriers will be non-tariff in
nature (ch. 2). (The exceptions consist of serv-
ice products with at least some of the charac-
teristics of goods—e.g., computer software—
so that shipments can be monitored at borders
and duties assessed.) NTBs pose knotty prob-
lems for negotiators. Quotas and direct subsi-
dies are visible, but other policies may be NTBs
only in the eye of the beholder. Moreover, when
it comes to implicit subsidies, or regulatory pol-
icies that treat, say, foreign banks differently
from domestic banks, the impacts on trade may
be uncertain. This makes it more difficult for
governments to negotiate matching concessions.
Trading tariff cuts on wheat for those on com-
puter chips may be straightforward compared
with reaching agreements on banking regula-
tions that treat domestic and foreign firms in
ways agreed to be fair.

No matter how an NTB functions, the usual
result is the same as for a tariff—restricted sup-
ply, higher prices. Of course, that is the pur-
pose: governments impose import quotas to
raise price levels, increasing the revenues of

z“I’he typlca 1 7-E 1 e~en store III j apa n is half the size of one i n
the [Jn iterf States—S. Chira, “(convenience Stores Are Thriving
in Japan, NeLt’ }’ork Times, Dec. 24, 1984, p. 33, L\rhile  7- Ele\’en,
like many tVestern companies, has learned t{) accommodate it-
self to t hc Jiipa new m;i rket, others ha~’e heen unahlr to find thel r
Ltajr th r{)u~h th[! maze of distribution [,ha nnel~.

domestic producers. The U.S. Government has,
at various times, restricted imports of steel so
that American steelmaker could raise their
prices, supposedly generating profits to be put
toward modernization and renewed competi-
tiveness. Subsidies or procurement preferences
for domestic suppliers have the same objective:
financial support through greater cash flow or
higher profits.

Keeping in mind that many NTBs in the serv-
ices have possible rationales in terms of domes-
tic regulations, they can be classified into three
types: 3

1. purely protectionist NTBs, more or less
openly designed to shelter domestic com-
panies from foreign competition;

2. quasi-NTBs, most commonly regulations
with some justification in terms of domes-
tic policies but which may also have been
tailored to protect a domestic industry;

3. accidental NTBs, instituted for bona fide
domestic purposes but restricting, perhaps
inadvertently, trade or investment.

If pure NTBs are transparent and clearly pro-
tectionist, quasi-NTBs come with a built-in
excuse—while accidental NTBs, in effect, are
honest quasi-NTBs with protective side-effects.
The maze of banking regulations in the United
States, for example—many under the control
of the States—includes some provisions that
give U.S. banks advantages over foreign-owned
institutions and other provisions that place U.S.
banks at a disadvantage. And if a domestic in-
dustry is regulated for bona fide reasons, while
foreign firms might be able to evade these reg-
ulations, then pre-conditions on entry may be
quite legitimate, serving to equalize competi-
tion and avoid disruption of the industry. In-
surance provides a typical case. Governments
normally require insurance companies to main-
tain reserves of capital sufficient to cover pos-
sible claims. If the host country insists that cap-
ital reserves be held inside its borders, and if
the reserve requirements are high, foreign car-
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riers may decline to enter the market. Such a
policy effectively insulates domestic firms. In
some countries, capital requirements imposed
on insurance firms fall into the quasi-NTB cat-
egory, while in others they are closer to acci-
dental NTBs.4 A later section of the chapter

4See B. Hindley, “Economic Analysis and Insurance Policy
in the Third World, ” Thames Essays No. 32, Trade Policy Re-
search Centre, London, 1982. In assessing the benefits of greater
international competition in insurance, Hindley acknowledges
the need for regulations to protect policyholders. He argues that

discusses regulatory NTBs in banking and tele-
communications in more detail.

foreign firms should be allowed into local markets, perhaps with
special safeguards: as they import their own knowledge and ex-
pertise (i.e., technology), thereby exerting competitive pressures
on local firms, the latter will be forced to become more efficient.
In essence, Hindley advocates conditional admittance to devel-
oping economies for multinational firms, coupled with national
treatment once they have been admitted, (National treatment
implies the same rules for all firms doing business within the
country, irrespective of ownership.) Any discrimination would
then attach to the conditions of entry.

GATT AND THE U.S. SERVICES INITIATIVE

The 1982 GATT Ministerial produced only
an agreement that member countries would
voluntarily prepare national studies of their
service industries; although the United States
had hoped for a decision that services would
be part of the next trade round, none was
reached. Nevertheless, the process of carrying
out the national studies helped move the proc-
ess along, in part because most of the industri-
alized countries found that they had greater
strengths in the services than they had realized.

The U.S. study, the first to appear (at the end
of 1983), laid out this country’s position:5

●

●

●

●

the principle of national treatment should
govern services trade;
negotiators should seek greater transparency
in regulations and trade barriers;
GATT members should offer opportunities
for comment on proposed laws or rules
affecting services trade; and
the talks should include mechanisms for
settling disputes.

National treatment implies the right of foreign
firms to market access sufficient for them to
do business. If they are legally required to estab-
lish offices or local production facilities—e.g.,

6“U.  S. National Study on Trade in Services, ” A Submission
by the United States Government to the General Agreement on
Tariffs and Trade, Prepared Under the Direction of The Office
of the United States Trade Representative, Washington, DC, De-
cember 1983.

to sell insurance—then national treatment is
equivalent to right of establishment. More
broadly, national treatment means treating for-
eign and domestic firms alike. The principal
of transparency means that rules should be ex-
plicit. As a first step, parties to the multilateral
trade negotiations (MTN) might make known
policies and practices that regulate or limit ac-
cess to their markets, creating a basis for nego-
tiations aimed at reducing barriers and other-
wise liberalizing trade and investment. Finally,
the United States argued that, to function ef-
fectively, GATT codes covering services would
have to be accompanied by agreement on pro-
cedures for resolving disputes. These principals
have remained central to the umbrella agree-
ment that the United States seeks. Box CC dis-
cusses the special problems of barriers to for-
eign investment—unavoidable given that it
takes a local presence to supply many services.

By the end of 1983, both Japan and the Euro-
pean Community (EC) had become more recep-
tive to discussion of services in GATT. The re-
maining opposition centered in a group of
industrializing countries. In the fall of 1985, a
year later than originally scheduled, another
GATT Ministerial Meeting reconsidered the
services issue in light of the national studies.
At this meeting, Brazil, Yugoslavia, Argentina,
and India led a coalition of developing coun-
tries opposed to including services—and espe-
cially banking, insurance, and the high-tech-
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Box CC.—Where Do Agreements on Foreign Investment Fit?

No set of international agreements covers direct investment, although a start was made during
the Tokyo MTN Round, completed in 1979. Since its inception in 1947, negotiations and agreements
within GATT have centered on trade in tangible goods. At first, the goal was reduced tariff levels.
During the Tokyo Round—the seventh held under GATT auspices—attention shifted to NTBs, pri-
marily as they affect merchandise trade. In general, the codes negotiated in the Tokyo Round were
weakly worded; none have been signed by a majority of the 92 GATT members. * Only the subsidies
code touched on investment issues, in a context of state aid for capital investment.

Agreements within the Organization for Economic Cooperation and Development (OECD) do cover
direct investment. The 24 OECD members include the primary exporters of services-the United States,
Japan, the major Western European economies (ch. 2)–but not the less developed countries (LDCs),
which tend to be net importers of services. Many of the LDCs have strongly held reasons for seeking
to regulate or restrict foreign direct investment (FDI).

Depending on their objectives, governments may limit FDI to protect domestic industries, permit
inward investment (while perhaps setting minimum employment levels, or requiring that some of
the resulting output be exported), or offer incentives to attract foreign firms. The possibilities are
not mutually exclusive; over the past two decades, LDC governments have become more sophisti-
cated and more aggressive in bargaining with multinationals on such questions (ch. 6). Sometimes
they offer investment incentives to steer resources to favored sectors—low interest loans or tax holi-
days, below-market leases on buildings or land, manpower training grants that reduce operating costs
for the foreign firm. Government agencies may provide assistance in site preparation, build roads
and ports, offer preferential access to foreign exchange, or protect the market to be served through
tariffs or NTBs. Such policies are common throughout the world, not excluding developed countries
and many States within the United States.

Sometimes a country may wish to encourage firms that will compete with importers; sometimes,
export-oriented industries will be preferred. Many governments combine selective investment incen-
tives with performance requirements that constrain the actions of foreign investors in a manner con-
sistent with the country’s desires. For example, a multinational corporation (MNC) might be forced
to accept a joint venture with a local firm, perhaps in a minority position, as a condition for entry.
Or the foreign investor might be directed to purchase from domestic suppliers—e.g., through local
content rules. Numerous variations on such schemes are possible, limited mostly by the imaginations
of government officials.

Because delivery of many services requires a foreign presence, negotiations on investment be-
come a natural complement if not a necessary part of negotiations on services trade. But with govern-
ments in both LDCs and newly industrializing countries (NICs) viewing investment controls as an
integral part of development strategy, negotiations will be contentious. Planning for the Uruguay
Round has focused on investment controls as they affect trade flows-i. e., requirements for exporting
some of the production resulting from the investment. Given this, the United States may well choose
to pursue broader investment agreements in parallel forums (e.g., the OECD) and bilaterally.

*More GATT members, 35, subscribed to the standards code than to any other. The subsidies codes attracted 34 signatories, while 21 have
signed the procurement code. Some counties have accepted codes but not yet formally signed. See R.M. Stern, J.H. Jackson, and B.M. Hoekman,
“An Assessment of the Implementation and Operation of the Tokyo Round Codes,” University of Michigan, 1988, p. 123. The subsidies and
government procurement codes were drafted to cover services as well as goods.

On the effectualness of GATT, see G. Putka, “GATT Knows Who The Trade Sinners Are, But It Doesn't Matter,” Wall Street Journal, Jan.
2, 1985, p. 1; also J. Hein, “What Will the GATT Beget?” Across The Board, September 1985, p. 29.
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nology information-intensive services—in the
new round.6

Developing countries were particularly con-
cerned that they would be asked to make con-
cessions on imports of services, even though
the United States, the EC, and other advanced
countries had erected new barriers against their
goods, sometimes in violation of earlier agree-
ments. Among these barriers, the opponents
cited the increasingly restrictive Multi-Fiber Ar-
rangement, voluntary restraints on shipments
of steel, and more vigorous enforcement of
anti-dumping and countervailing duty laws.
The LDCs and NICs argued that these new bar-
riers should be rolled back before another MTN
round began. They also wanted assurances that
services liberalization would not disrupt domes-
tic banking sectors and fledgling high-technol-
ogy markets, Pointing to the absence of existing
GATT jurisdiction over services, the opponents
tried to switch discussion to forums they re-
garded as more favorable to their interests—
e.g., the United Nations Council on Trade and
Development (UNCTAD) or the United Nations
Industrial Development Organization (UNIDO).

As a group, the industrial countries responded
that they needed to expand their exports of
services if they were to accept a continuing flow
of goods from the developing world. But not
all the industrial countries were unhappy with
the opposition. A number had managed to
establish and maintain a strong foreign pres-
ence in services such as banking and construc-
tion despite NTBs intended to keep them out.
Those that had jumped the barriers—the French
in Francophone Africa, the British in their
former colonies in Africa, the Japanese in

8A group of lo—also including Cuba, Egypt, Nicaragua, Nige-
ria, Peru, and Tanzania—consistently opposed GATT negotia-
tions on services. See W. Dullforce,  “Compromise Boosts Chances
for New Gatt Round,” Financial Times, July 21, 1986, p. 2. The
EC did not formally endorse services trade negotiations until
March 1985. Japan was quicker to support the new round, no
doubt hoping to deflect attention from its continuing bilateral
trade surpluses.

Southeast Asia—now had a stake in preserv-
ing these barriers to exclude other competitors.

Still, the primary resistance came from the
developing countries. These, in the end, had
little option but to come to the table.7 By late
1985, the members of GATT had agreed to start
a new MTN round in September 1986. At the
September meeting in Punta del Este, Uruguay,
GATT members hammered out a declaration
on the new round. Although the United States
got much of what it wanted in the September
1986 declaration, negotiations on services will
proceed on a separate track from those on
goods—a concession to the countries that re-
main opposed to discussing services.8 The ne-
gotiating group on services will report to the
same overall committee as that on goods. When
the two sets of deliberations have been com-
pleted, a special session of the parties to GATT
will be held “regarding implementation of the
respective results. ” The talks on services may
also move on to sector-specific matters.

Why did it take 4 years of sometimes acri-
monious debate to reach this point? Largely
because the various countries defined their in-
terests differently, with prior choice of devel-
opment strategy perhaps the single most im-
portant factor.

7As continuing opposition—spearheaded by Brazil and India—
led to a more confrontation} tone on the American side, U.S.
Trade Representative Clayton Yeutter was quoted as saying, “We
simply can’t afford to have a handful of countries, responsible
for 5 percent of world trade, dictate the destiny of a large num-
ber of countries who deal with 95 percent of that trade.” See
S. Auerbach, “Yeutter Hits Blockers of Trade Talks, ” Washing-
ton Post, Nov. 15, 1985, p. El, Ten months later, the United States
was still threatening to walk out of the trade talks if other coun-
tries did not agree to its proposals—S.J. Paltrow, “Trade Aides
Fail To Narrow Differences Prior to the New Round of GATT
Talks, ” Wall Street  Journal,  Sept. 8, 1986, p. 30. As part of their
counterattack, U.S. officials began to suggest that it might prove
difficult to renew the Generalized System of Preferences if the
LDCS and NICS continued to block the new round.

oFor the text of the declaration, see “Ministerial Declaration
on the Uruguay Round, ” attachment to “Testimony on the Re-
sults of the GATT Ministerial, ” Ambassador Clayton Yeutter,
United States Trade Representative, before the Subcommittee
on Trade, Committee on Ways and Means, U.S. House of Rep-
resentatives, Sept. 25, 1986.



HOW NATIONS THINK

At some risk of caricature, the ongoing de-
bate concerning the role and importance of
services can be summarized in terms of two
extreme views. The first—call it the post-indus-
trial view—holds that services are displacing
the primary (agriculture/mining) and second-
ary (manufacturing) sectors in all the Western
economies. Not only are service firms creat-
ing most of the new jobs and wealth, but this
must be counted a good thing because jobs in
the primary and secondary sectors are hard,
dirty, and dangerous, while service work tends
to be pleasant and to pay well (at least in the
professions). People of this persuasion see no
cause for concern in relative or absolute expan-
sion of the services. In fact, they see this ex-
pansion as a welcome development, part of the
transition from old industrial societies to a new
and better post-industrial future.9

Those holding the opposing view—deindus-
trialization—believe that the developed econ-
omies rest on a foundation of manufacturing.
Expanding textile, steel, and automobile pro-
duction created wealth and employment in the
past, and high-technology goods will be the ba-
sis of new wealth and employment in years to
come. Adam Smith, who held the services to
be parasitical, was right: the growth of the serv-
ices signifies weakness, an eroding industrial
base. Evidence for this proposition includes the
continuing high proportion of manufacturing
in Japan’s rapidly expanding economy. Pro-
ponents of the deindustrialization thesis point
to the long-lasting distress created by layoffs
and plant closings in societies that failed to pro-
tect their manufacturing base—Britain being
the preeminent example. There, many firms in
declining, traditional sectors have closed or
contracted, unemployment remains high, for-
eign manufacturers continue to win larger
shares of the market, while most of the new jobs
lie in low-wage, tertiary services.

‘Perhaps need less t{) say, Dan iel Bell pioneered this first pcr-
~pe(:tive in 7’he Corning of Post-lndustrjai  Societ.I’ (New York:
f3asic Books, 1973).  The best-known statement of the second ~riew,
below,  IS [J, Bll]e5tone and B. Harrison, ‘I’he [)e-lr]fir~.striafizatic)n
c)f .~merj[::i  (New  }rork: Basic 1300ks, 198’2].
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ABOUT THE SERVICES

The post-industrial and deindustrializati on
theses cannot both be true. But both could prove
false, at least in their oversimplified forms.
OTA’s analysis, which stresses the ties between
services and manufacturing—particularly in the
cluster of industries that share a strong depen-
dence on information technologies—suggests
alternative paths. Computer and communica-
tions technologies help firms cut costs and pur-
sue new competitive strategies, as discussed
in chapter 8. In so doing, they accelerate proc-
esses of economic growth and structural change,
They also accelerate the need for adjustment.
For the United States, then, the question is not
so much a matter of post-industrialization or
deindustrialization; the questions become:
What set of internationally competitive indus-
tries will emerge once the U.S. economy has
passed what Piore and Sabel call an industrial
divide?10 What rates of growth in national in-
come, living standards, and employment will
accompany the transition from one dominant
mode of doing business to another?

No one knows what the new industrial struc-
ture will look like, in the United States or else-
where, but economic actors must make assump-
tions and place their bets. Certainly in Japan,
the officials who staff agencies like the Minis-
try of International Trade and Industry (MITI)
share a vision of the future in which informa-
tion-based technologies will have great strate-
gic significance, and knowledge-intensive serv-
ices will account for a large share of Japan’s
gross national product. Most of the members
of the EC have likewise begun to act on the be-
lief that computers and communications sys-
tems will be critical in preventing further
widening of the technological and competitive
gaps separating them from the United States
and Japan. Nonetheless, for the European coun-
tries, as for the United States, worry over job-

10 M,  IJiore  and (;. Sabel, The Sel:ond  Industrial 1]1 lrr’de ( Ne\\.

}“ork: Basic Books, 1984).
The new profile is hard to make out, if for no otber reason

than that nations ranging from Britain to the L’nited States to
Japan are somewhere in the midst of a process that ma] end
i n a period of slo~~,er paced chan~e, but probabl}. \\ill not,
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less growth and other pieces of the deindustri-
alization picture cloud visions of the future.

Development Strategies

To policy makers in the developing world, the
services have rarely seemed cause for either
optimism or concern. While governments every-
where pay attention to industries like banking,
relative to other economic problems in the
LDCs, the service sector as a whole has simply
not been important. Still, a number of coun-
tries further along the development path—NICs
like Brazil, Mexico, South Korea, Taiwan, and
India—have begun to promote domestically
based high-technology industries, with prod-
ucts that depend on service inputs (e.g., knowl-
edge and information). Some of the favored
business ventures have been nominally goods-
producing (computer peripherals), others serv-
ices-producing (data entry, software). The NICs,
then, tend to see growth in the services—and
especially in the high-technology services—as
a necessary part of overall development strat-
egy. Wary of concessions that might expose
their emerging industries to external competi-
tion, they perceive liberalization in the serv-
ices as threatening their interests.

Development strategies, despite many vari-
ations, tend to align themselves with one of two
fundamental approaches: 1) import substitu-
tion; and 2) export-led growth.11 Import substi-
tution begins with high trade barriers to cre-
ate a sheltered domestic market; the goal is to
help otherwise uncompetitive enterprises gain
a foothold and begin to grow. In contrast, econ-
omies pursuing export-led development tend
to have lower protective barriers—or at least
less obvious barriers—relying instead on sub-
sidies and other supports to nurture export-
oriented firms. With export-led development,
the faster growing businesses will typically be

llThe discussion following owes much to S. Haggard and C.-I.
Moon, “The Korean State in the International Economy: Liberal,
Dependent or Mercantile,” The Antinomies of Interdependence,
J. Ruggie (cd.] (New York: Columbia University Press, 1983]. Also
see National Policies for Developing High Technology indus-
tries, F.W, Rushing and C.G. Brown (eds.) (Boulder, CO: West-
view, 1986]; and International Competitiveness in Electronics,
op. cit., pp. 383-389.

found in industries where the country has a
comparative advantage. If it is rich in low-wage
labor with adequate basic skills, many of the
new businesses will be in manufacturing; ara-
ble land and a suitable climate favor agriculture.

Very generally, the Latin American NICs tend
to be import substituters, while those in South-
east Asia have pursued export-led growth.
Among the Asian nations, India looks more like
Brazil in terms of its development strategy than
Singapore or Malaysia. Needless to say, many
combinations of import barriers and subsidies
can be found in particular countries.

Nations following import substitution pol-
icies will normally oppose liberalization of serv-
ices trade because this means lowering barriers
viewed as necessary for development, This is
plainly the case with Brazil. Of course, some
domestic interest groups may favor reductions
in trade barriers. In Brazil, firms that use tele-
communications services in their own busi-
nesses would like to see fewer restrictions, as
would many purchasers of computers (box N
in ch. 5); nevertheless, those favoring a more
open market have had little success against the
combined forces of nationalist political groups
and Brazilian companies dependent on pro-
tection.

Export-led developers should be more favor-
ably disposed; liberalization, bringing better ac-
cess to business services, could help the com-
petitiveness of their manufacturing industries.
Some of the service providers in these coun-
tries would no doubt prove able to compete in-
ternationally. But NICs that have been follow-
ing an export-led strategy may wish to continue
protecting domestic banks (which help provide
financing for export-oriented manufacturers),
as well as infant high-technology service indus-
tries (e.g., software in Singapore and Hong
Kong). Although export-led strategies have gen-
erally proven more successful than import sub-
stitution, the Asian NICs face real difficulties
in deepening their economies, Many of these
countries will probably continue to go along
quietly with those seeking to delay meaningful
liberalization of trade and investment in the
services,
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High Technology and the Promotion
of Innovation

The contrasting views of the future of indus-
trial society outlined above explain some of the
squabbling leading up to Punta del Este. Be-
yond the more abstract debates over develop-
ment strategy, post-industrialism, and deindus-
trialization, many governments are beginning
to pay more attention, in a practical sense, to
the linkages between services and the rest of
their economies. For instance, telecommuni-
cations issues such as pricing and TBDFs have
excited interest in both industrial countries and
the NICs (box DD). To policy makers, the infra-
structural role of telecommunications has come
to seem a pre-condition for development paral-
leling in significance the networks of railroads
and highways of earlier years. Many govern-
ments have provided support for information-
related technologies believing that this would
contribute to development and competitiveness
throughout their economies.

Policy makers seeking to promote innovation
can choose from a long list of tools. But effec-

tive choices depend on a policymaking system
that enables government to formulate and im-
plement policies with some consistency. In
most of the countries that have developed such
systems—typically through often-painful learn-
ing and experience (e.g., in Japan)—the indus-
trial policy apparatus is relatively centralized.
With only a few agencies involved, and with
political traditions that grant powerful tools to
government—subsidized loans, control over ac-
cess to import licenses, funding for develop-
ment of proprietary technologies—industrial
and technology policies can be coherent and
targeted. (Of course, consistency is not always
a virtue; many governments have stuck too long
with bad ideas.) Table 46 summarizes some of
the similarities and differences in approach to
technology policy in five major industrial
countries.

Japan

If centralized institutional arrangements for
industrial policies carry substantial risks—i.e.,
failure to recognize mistakes and abandon un-

Photo credit: British Airways

Governments have often played major roles in aircraft manufacturing (e.g., for the Concorde, pictured here)
as well as in air transportation.
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Box DD.—Transborder Data F1OWS and Related International Telecommunications Issues*

Frequently cited examples of government restrictions on transborder data flows include Brazil’s
limits on access to foreign databases and West Germany’s local processing requirements (ch. 5). The
latter force companies that supply remote data processing and information services to carry out a
portion of the associated computing within the Federal Republic. Some observers also cite U.S. re-
strictions on data communications between Dresser Industries and its French subsidiary during the
Siberian pipeline dispute of 1982.

Since the middle 1970s, the Organization for Economic Cooperation and Development has been
the primary forum for discussing TBDF restrictions. Governments have tended to rationalize their
TBDF policies and proposals in terms of concern for personal privacy, in contexts ranging from credit
ratings to medical records. Much of the early work by the OECD staff explored the issue in this con-
text. But it soon became clear that TBDFs should be viewed more broadly, as a new form of protec-
tionism and a possible revenue source for governments.

Customs duties on data or information-one form of TBDF restriction—raise the question of de-
termining value. While potentially controversial, valuation of data flows may in the end be more im-
portant for measuring trade volumes than in relation to possible trade barriers. The problems of estab-
lishing the value of information are compounded when the information moves between divisions
of a multinational enterprise. Just as for royalties on licensing agreements, an MNC may charge sub-
sidiaries either more or less than the prices that would be set in a market transaction. To the multina-
tional, such charges can become a useful means for transferring funds internationally.

Beyond the question of customs valuation lies a narrower issue, one of far greater near-term sig-
nificance: tariffs (pricing) for international telecommunications. In the past, tariff structures have
commonly been based on connect-time—the elapsed time for transmitting a message, regardless of
the volume of data transmitted. More recently, some countries have proposed or implemented tariffs
based on the volume of information (as measured, for example, by the number of bits of digital data).
This is partly a consequence of the transition to packet switching. A packet-switched telecommunica-
tions system breaks down messages-voice as well as digital data—into short bursts, or packets. The
packets can be sent independently of one another (i.e., over different circuit paths); they are reassem-
bled at the receiving end. With independent routing of the packets, circuit paths can be utilized to
their full capacity (avoiding, for example, dead time because of pauses in any one message). Because
each packet must be tracked during transmission, it is an easy matter to base charges on the number
of packets sent, rather than the time required to transmit the message.

Volume-based pricing has been an attractive prospect for some PTTs (post, telegraph, and tele-
phone authorities), particularly those that view faster speeds for data transmission as taking money
from their pockets. Many PTTs see the added revenues from volume-based tariffs as a help in sub-
sidizing postal services, in paying for investments in infrastructural improvements like ISDN (In-
tegrated Services Digital Networks, ch. 5], or for diversifying into value-added services. Any large-
scale movement toward volume-based tariffs, however, would mean substantial disruptions in an in-
ternational system which has grown and prospered under time-based pricing, closely related to actual
costs. Time-based pricing has created strong incentives for innovations that increase transmission
speed. A shift to volume-related pricing would move the system away from cost-based prices. It would
also radically alter the incentives for innovation, slowing the pace of technological advance in
telecommunications-related services and equipment, while making a good deal of existing technol-
ogy, particularly customer premises equipment, obsolete. Beyond this, movement toward volume-
based pricing could greatly increase costs for some users of the international telecommunications

*The best single summary of TBDF issues remains L de Sola Pool and R.J. Solomon, “Transborder Data Flows: Requirements for Interna-
tional Co-Operation,” Policy Implications  of Data Network Devdopznenfs  in the OECD  Area (Paris: Organization for Economic Cooperation
and Development, 1980), pp. 79-139. Also see J. Bortnick,  “International Data Flow Issues,” Congressional Research Service Issue Brief IB8104O,
Apr. 19, 1985. For a summary of the activities of a dozen international bodies, see K.P. Sauvant, Trade and Foreign Direct Investment in Data
Services (Boulder, CO: Westview, 1986), app,  C.
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infrastructure. MNCs and other major customers have understandably been concerned that PTTs
might use their monopoly positions to raise tariffs arbitrarily, upsetting corporate investment plans.
Given that regulators in the United States have avoided volume-related pricing, and that American
firms have come to depend on pricing is a function of connect-time only, the U.S. Government may
find itself needing to defend the interests of American companies in both bilateral and multilateral
negotiating forums in the years ahead.

Table 46.—Technology Policy in Five Industrial Countries

Reliance on industry- Centralization within Reliance on defense
specific measures government spending

United States . . . . . . . . . . . . . . . . . . . . . . . low
Japan . . . . . . . . . . . . . . . . . . . . . . . . . . . . . high
Federal Republic of Germany . . . . . . . . . low-medium
France. . . . . . . . . . . . . . . . . . . . . . . . . . . . . high
United Kingdom . . . . . . . . . . . . . . . . . . . . med i urn
SOURCE Office  of Technology Assessment, 1987

promising avenues—Japan, preeminently, has
evolved a policymaking system that seems both
centralized and effective.12 In recent years,
MITI has had to share some of its power with
other agencies—e.g., the Ministry of Posts and
Telecommunications–but policymaking author-
ity remains concentrated in comparison with
most other advanced industrial economies. The
Japanese Government no longer uses direct sub-
sidies or control over import licenses to per-
suade firms to move in particular directions.
Nevertheless, through measures such as incen-
tives for joint development of new technical
know-how, the government has helped Japa-
nese firms reach the technological frontiers
(perhaps the best-known example being the
VLSI project of the late 1970s). At the same time,
Japan’s Government has taken advantage of
fierce rivalries among the nation’s industrial
groups, or keiretsu, to assure that domestic
competition remains a spur to competitiveness
even as firms share some of the work of tech-
nology development.

United States

The United States also promotes technology
development, but–preferring the hurly-burly

IZFor a review of both process and substance in Japan’s ap-
proach to high technology, see International Competitiveness
in Electronics, op. cit., pp. 413-422.

low high
high low
medium low
high high
low-medium medium

of political competition to the competition of
ideas—does so using different methods. As dis-
cussed in chapter 6, military funding provides
most of the government push for technology
development. Health-related spending is a dis-
tant second. In comparison with Japan and the
EC, Federal agencies support little commer-
cially oriented R&D.

Widespread support for university research,
coupled with R&D funded by the Department
of Defense (DoD) in the larger aerospace and
electronics firms, and in Federal laboratories,
have created an unmatched scientific establish-
ment and an equally unmatched array of high-
technology military systems. With some excep-
tions, neither the science base nor the military

technologies have been very closely linked to
the needs of commercial firms; today, the in-
creasing specialization of mission-oriented mil-
itary R&D throws even the theoretical possi-
bilities for strengthening such linkages into
doubt.

Defense spending has biased U.S. strengths
in the direction of technologies with at least
a dual-use nature: commercially, the United
States generally does best where technical
knowledge can be adapted to civilian as well
as military applications. Noting again the ex-
ception of medical research (which has laid
many of the foundations for biotechnology),



306 ● International Competition in Services

U.S. excellence in aircraft, computers, space
technology, and telecommunications has de-
pended in part on complementarities  between
military and civilian technologies. These com-
plementarities will diminish as defense systems
become more exotic and competition in civil-
ian technologies from countries like Japan
grows more intense. The trends are plain in
both the aircraft and electronics industries,
where military and civilian technologies have
been diverging for 25 years and more. In the
future, spillovers from military R&D will have
still weaker effects in stimulating internation-
ally competitive civilian industries.

Europe

Despite earlier scares over technology gaps,
only since the beginning of the 1980s have the
EC nations grasped how far they were falling
behind the United States and Japan. While
many European governments have tradition-
ally supported technology development, the EC
Commission has also begun to channel substan-
tial funding in this direction. Planning began
in 1982 for the ESPRIT program (European
Strategic Program for Research in Information
Technology, box EE), which supports work in
computers and information technology. ES-
PRIT has been followed by RACE (R&Din Ad-
vanced Communication-technology for Eur-
ope), BRITE (Basic Research on Industrial
Technologies for Europe), and Eureka—this last
intended to be closer to commercial technol-
ogy development than ESPRIT.

Current plans call for all the Eureka money
to come from national governments and the
companies involved, rather than the EC budget.
The Europeans have held that U.S. military
spending amounts to a subsidy for American
high-technology industries. With the French,
in particular, claiming that the Strategic De-
fense Initiative (SDI) would become a techno-
logical cornucopia for American firms, Eureka
emerged in part as a counter to SDI spending.
Recent signs suggest that the Europeans are be-
ginning to appraise the benefits of military R&D
more realistically .13

Most of the Community’s members have well-
established industrial policies of their own, with
responses to the technological challenges, espe-
cially of Japan, that span a considerable range.
(While Europe has in many respects learned
to live with U.S. investments and exports,
Japan’s successes, many of which have come
at the expense of European more than Amer-
ican manufacturers, have provoked new anxi-
ety.) West Germany, for instance, pursues its
technology policies mainly through the Minis-
try of Research and Technology (the German
acronym is BMFT), which relies heavily on di-
rect R&D subsidies. Over the years, BMFT pro-
grams designed to promote information tech-
nologies—focusing primarily on mainframe
computers and microelectronics—have met
with limited success at best.14 While the BMFT
has recently given more attention to telecom-
munications and software development, a hard-
ware bias still seems to characterize the pro-
grams of both the government and of major (and
favored) firms like Siemens.

French policies have been more imaginative,
as illustrated by the Teletel/Minitel system de-
scribed in chapter 5. In its policymaking sys-
tem, France resembles Japan more than Ger-
many or the United States. But while Japan
spends little on defense-related R&D, France
relies heavily on military spending to stimulate
technology development; although the French
Ministry of Research and Industry is the center
for industrial and technological policymaking,
defense planners have a strong voice (and not
just because of the funds they command).

While direct subsidies like the Alvey program
(box EE) have been common in the United King-
dom, the British Government exerts less con-
trol over the fate of firms and industries than
is the case in France. As in France and the
United States, relationships between the gov-
ernment and defense contractors have been
central to Britain’s technology policy. In both
the United Kingdom and France, large firms—
many with commercial interests in computers
and telecommunications—get substantial pro-

13P. Lewis, “Military Spending Questioned,” New York Times,
NOV. 11, 1986, p. D1.

IA]nternatjona)  Competitiveness in Electronics, op. cit., P P.
405-412.
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Box EE.—ESPRIT and Alvey: Two European Technology Development Programs

ESPRIT’s 200 current projects are pointed at pre-competitive  R&D—well before the stage of com-
mercial development. By drawing a line upstream from commercialization, the program seeks to avoid
overlap or conflict with ongoing R&D funded by national governments or by participating companies.
The ESPRIT schedule calls for $1.3 billion in funding over the period 1984-89. A dozen large compa-
nies carry out much of the research in five principal areas: microelectronics, software, advanced
information processing, office automation, and computer-integrated manufacturing. At the same time,
program requirements call for each project to involve participants from at least two EC countries,
so that several hundred smaller firms also take part. So do more than a hundred universities and
nearly as many research institutes. The program aims not only at developing technology, but, by en-
couraging cooperation, at changing the relationships among firms in Europe as one step toward a
more truly common market. Whether it will succeed in this latter objective remains to be seen.

Britain’s Alvey program—named for the chairman of the committee that recommended it—repre-
sents an explicit response to Japan’s fifth-generation computer effort (ch. 5). Beginning in 1984 and
planned for 5 years and a total budget of $525 million, Alvey supports individual projects chosen
on a competitive basis. The Department of Trade and Industry, which is responsible for program
management and overall coordination, contributes the major share of government financing, along
with the Department of Education and Science and the Ministry of Defense. Alvey funds go toward
five principal types of research:

• computer architectures;
. very large-scale integrated circuits (VLSI);
. expert or knowledge-based systems, a form of artificial intelligence (AI);
. man/machine interfaces (which includes other AI work); and
● software engineering.

Alvey’s software engineering R&D is aimed quite directly at increasing the international competitive-
ness of British industry; a stated objective is “to establish tools and methods necessary for the produc-
tion of high quality, cost effective software of world leading standard.”* To aid in this, a portion
of the budget has been set aside for diffusing technology to industry.

With 300 projects involving more than a hundred companies and almost all of Britain’s universi-
ties, often in partnership with industry, the program’s directorate has struggled with problems of
coordination—as well as with evaluation of project proposals—in an effort to make Alvey add up to
something more than the sum of its parts. Good proposals have been scarce in some technical fields,
leading the directorate to take an active role in encouraging formation of project teams. Elsewhere,
notably for work related to VLSI microcircuitry, large numbers of proposals have been received and
funded; nearly half the money committed through mid-1985 went toward VLSI R&D.**

Evaluating such a program shortly after its halfway point can be unfair as well as misleading,
but Alvey does seem to be overemphasizing hardware, and particularly integrated circuits, at the
expense of soft-ware and applications. In part, this reflects the predilections of British research scien-
tists and engineers, far more of whom have worked on hardware problems than software in the past.
Even more, as a research program—and again despite the efforts of its managers and the objectives
set down so frequently in program documents—Alvey seems in danger of following the path of its
many predecessors: giving research a boost without finding ways to translate the results into meaningful
help for industry.

*D.E. Talbot, ‘{Alvey Software Engineering-A Strategy Overview,” Alvey Directorate, London, Department of Trade and Industry, no date,
p. 1.

● ● “Chips Take Lion’s Share of Alvey Cash,*’ Financial Times, June 18,1985, p. 6, Also, D. Fishbck, ‘“ ‘Tripe’ TO Describe Alvey Programme
As Just  Academic,” Financial Times, Nov. 4, 1986, p. 10.

The EC’s ESPRIT program has also budgeted more money for microelectronics than any of its other four areas, but ESPRIT looks considera-
bly better balanced than Alvey. The ESPRIT allocations: microelectronics, 23.5 percent; advanced information processing, 22.8 percent; office
automation, 21.9 percent; software, 18.9 percent; and computer-integrated manufacturing, 12.9 percent—H. Hunke, “Updating the European
Strategic Program in Information Technology [ESPRIT),” presented at the Artificial Intelligence Conference, London, Apr. 14-15, 1986.
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portions of their revenues from military con-
tracts and have become primary agents of tech-
nology promotion.

R&D Supports and Subsidies

As pointed out in box B (ch. 1), service in-
dustries depend on much the same technology/
science base as manufacturing. Interdependen-
cies are many: for example, the design of tele-
communications equipment will be a function
of the services to be provided. But with the ex-
ception of the information-related industries,
services remain close to invisible in the indus-
try/technology policies of most countries (as op-
posed to their regulatory policies), Indeed, gov-
ernments seldom collect meaningful statistics
on R&D in the services (see box FF); many—
including the U.S. Government—barely seem
to recognize that service companies conduct
product and process development projects
much like those found in manufacturing firms.

When it comes to telecommunications and
related industries, governments have paid far
more attention to the development of new
equipment than new services; often when they
have promoted services, governments have
done so to support related manufacturing sec-
tors. Thus in the 1950s, Japan rapidly expanded
its television broadcasting to help build domes-
tic sales from which the country’s consumer
electronics industry could gain strength before
moving into export markets.15 Nor are programs
like ESPRIT and Alvey (box EE) new; indeed,
they can be viewed as responses to government
projects elsewhere.

In the 1960s and 1970s, governments in Eur-
ope and Japan sought to help their computer
industries catch up with American firms. In
the latter part of the 1970s, microelectronics
technologies rose to the top of priority lists. In
large measure, the microelectronics thrust in
ESPRIT represents a European response to
Japan’s earlier VLSI project. The same is true
of France’s Plan des Composants, and the
Philips/Siemens Megabit project, while Japan’s

151 bid., ~lp. I I 9-12  I and 180-182. Many countries have also used
broadcasting standards as NTBs to shelter their domestic indus-
tries from foreign TV manufacturers.

fifth-generation computer project (ch. 5) has
been met by the software and AI portions of
ESPRIT and Alvey. In the industrial policy
equivalent of an arms race, escalating expend-
itures for high technology have culminated in
very large efforts like Eureka and France’s
multi-billion dollar Filiere Electronique. Those
in Europe who see military spending as cen-
tral to U.S. technology policy might wish to add
SDI to the list. But it is Japanese rather than
American efforts that have stimulated most of
these reactions.

Nonetheless, in Japan—with the uncertain
exception of the ISDN Information Network
System project—MITI and other government
agencies have generally funded technology de-
velopment at relatively low levels. Programs
like ESPRIT and Alvey support many individ-
ual projects, chosen competitively. Japanese
industrial policy provides money for a wider
variety of projects, with extensive efforts to
maintain coordination (although many in the
West have overstated the degree of cooperation
among Japanese firms).

Table 49 illustrates in terms of MITI’s projects
(only) for information-related technologies (only)
during 1985 and 1986. Tax incentives, some of
which are substantial, have not been included.
Omitting the loan funds that are listed, the 1986
total does not reach $400 million. MITI’s sup-
port, then, is noteworthy more for the diver-
sity of projects than for the money provided.
The Japanese approach has evolved over many
years of experience in supporting technology
development. No list even remotely similar in
range could be compiled for any U.S. Govern-
ment agency; indeed, even if all U.S. Govern-
ment agencies were surveyed, the results in
terms of comprehensiveness and attentiveness
to industrial development needs would pale
alongside table 49. Recent history also suggests
that Japan’s approach works better than the
European efforts described earlier.

The military thrust of U.S. R&D programs
compared to those of other countries, and espe-
cially Japan, raises real questions for the Na-
tion’s technology policy. The Japanese need not
devote resources to the design and production
of integrated circuits that can withstand the



Ch. 9—Foreign Government Policies . 309
—

Box FF.—How Much Does the United States Spend on Services R&D?

To the casual observer, R&D in U.S. service industries must seem nearly invisible. The National
Science Foundation’s (NSF) biennial Science Indicators series–the primary U.S. Government compila-
tion of R&D statistics—hardly mentions the services. A few summary tables suggest that non-manufacturing
industries account for 3 to 4 percent of U.S. spending on industrial R&D—a little over $2 billion cur-
rently. * Table 47 summarizes the NSF figures, which are much too low to be realistic.

Many activities of service firms fall outside NSF’s definitions of R&D, which have been oriented
toward manufacturing companies. At the same time, many service firms—even those that for years have
budgeted substantial sums for the development of proprietary technology–do not think of what they
do as R&D, at least in self-conscious or systematic fashion. For example, product development depart-
ments in banks are new, as pointed out earlier in this report, even though they may simply represent
a reorganization of existing functions. The extraordinarily low figures in table 47, then, reflect under-
reporting of R&D expenditures for largely historical reasons—much like the underreporting of exports
and imports of services in the U.S. current account (i.e., collection and reporting of data under obsolete
or unexamined rules). NSF does plan somewhat broader coverage of services in its next survey, to be
conducted in 1988,

What would a more realistic estimate look like? The very large size of the service sector of the U.S.
economy suggests that, even if few service firms spend more than a fraction of a percent of sales on
R&D, the total must be substantial. And in fact, some service companies allocate several percent of sales
to such activities (although others spend little or nothing).** Data on R&D spending as a percentage
of sales provides the basis for sectoral estimates carried out at Battelle Memorial Institute and included
in Battelle’s recent R&D forecasts.*** Using an input-output model, Battelle’s procedure yields estimates
of R&D by line of business—regardless of the nominal sectoral classification of the firm conducting the
R&D. The result is a series of estimates for services-related R&D, some of it conducted by firms otherwise
classed in manufacturing industries. (Some of these firms produce services as well as goods; others sell
to service firms and carry out services-related R&D to support this portion of their business.) Table 48
gives Battelle’s estimates for the 10 largest industry sectors in terms of sales, as well as summary figures
for all of U.S. industry. While the figures for individual sectors should be seen as only rough approxima-
tions, the table as a whole gives the best picture of services-related R&D spending that OTA knows of.

As table 48 indicates, the services, as a whole, spend only 0.7 percent of sales on R&D—compared
with more than 2 percent for the goods-producing portion of the economy. But the services total reaches
$26 billion, more than 10 times greater than the NSF figures for non-manufacturing industries in table
47. (Battelle’s services total comes to about one-quarter of industrial R&D, and one-fifth of the $127 bil-
lion forecast for all U.S. R&D in 1987, including that performed by government, universities, and non-
profit laboratories.) This $26 billion figure seems a reasonable estimate for total services-related R&D
spending in the United States—a sum suggesting that R&D in the services is far more important than
has been commonly appreciated. (To OTA’s knowledge, no estimates comparable to those in table 48
exist for other countries.)

*According to the most recent edition of Science Indicators, more than half of this R&D takes place in the following R&D-performing non-
manufacturing industries: electric, gas, and sanitary services; computer and data processing services; miscellaneous business services (includ-
ing R&D laboratories and computer software firms); and engineering, architecture, and surveying. Sea Science Indicators: The 1985 Report
(Washington, DC: National Science Board, 1985), p. 78. Health services go unmentioned, although the 1986 Federal budget figure for health-
related R&D of $5.1 billion can be found on p. 227. Much of the health services industry consists of not-for-profit institutions, presumably ex-
cluded from summary figures for “R&D-performing non-manufacturing industries.” But the primary point is that spending on health-related
R&D is nowhere associated with a major identifiable service sector. The same is true for education.

NSF’s definition of development, referred to below, reads as follows: “systematic use of the knowledge or understanding gained from re-
search, directed toward the production of useful materials, devices, systems or methods, including design and development of prototypes and
processes” (p. 221). Given this wording, a good deal of R&D directed at new service products and processes should qualify.

**See K.J. Freeze and R.S. Rosenbloom, “Bane One Corporation and the Home Information Revolution,” Harvard Business School Case
Study 9-882-091, 1982, for discussion of R&Din a bank that allocates 3 to 5 percent of earnings to R&D–several million dollars annually. Should
the 3 percent be representative for the banking industry as a whole, annual R&D spending by U.S. banks alone would approach $500 million.
Manufacturing firms typically spend in the range of 1 to 10 percent of sales on R&D, with industries like primary metals (e.g., steel) near the
bottom, and high-technology sectors like computers near to the top.

***Probable Levels of R&D Expenditures in 1987.’ Forecast and Analysis (Columbus, OH: Battelle Columbus Division, December 1986), pp. 19-22.
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Table 47.—U.S. Government Figures on Industrial R&D Spendinga

Expenditures
(billions of current dollars and percentage of total)

1970 1980 1983 1986b

Manufacturing industries (all) . . . . . . . . . . . . . . . . . $17.4 (96.1%) $42.7 (95.9°/0) $60.8 (96.7°/0) $83.0 (97.4°/0)
Non-manufacturing industries . . . . . . . . . . ... , . . 0.705 (3.9%) 1.82 (4.1 0/0) 2.07 (3.3°/0) 2.26 (2.60/o)
aR&D performed  by ~rjvate  ~ompanje~,  jn~l”djng that paid for by the Federal  Government. NSF  repofis Federal funding for R&D carried out by nOn-tTIanUfaCtUring

industries at $0779 billion in 1980, and $1.048 billion in 1983 The estimated 1986 figure is $1.092 billion.
bEstimated,

SOURCES. 1970, 1980, 1983–Sc/ence  Indicators: The 1985 Report  (Washington, DC  National Science Board, 1985), pp. 253.254, 265. 1986–Probab/e Levels  of  f7&D
Expenditures IrI 1986: Forecast  and Analysis (Columbus, OH: Battelle  Columbus Division, December 1985), p. 12.

Table 48.—Estimated 1987 R&D Spending by U.S. Service
and Goods-Producing Sectorsa

R&D as a Estimated 1987
percentage R&D spending

of sales (billions of dollars)

Service sectors:
Trade . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.44°/0 $3.39
Real estate . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.04 0.22
Residential construction . . . . . . . . . . . . . . . . . . . . . . . . . 0.60 1.59
Finance and insurance. . . . . . . . . . . . . . . . . . . . . . . . . . . 0.50 1.21
Nonresidential construction . . . . . . . . . . . . . . . . . . . . . . 0.60 1.41
Educational services. , . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.60 1.38
Other business/professional services . . . . . . . . . . . . . . 2.50 4.15

Top seven services . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.54°/0 $13.3
All services. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.73°/0 $26.0

Goods-producing sectors:
Food production . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1.0 0/0 $3.88
Motor vehicles . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2.41 6.01
Petroleum refining . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.60 1.45

Top three goods-producing . . . . . . . . . . . . . . . . . . . . . 1.29°/0 $11.3
All goods-producing . . . . . . . . . . . . . . . . . . . . . . . . . . . 2.15°/0 $69.9

All U.S. industryb. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1.36°/0 $98.5
aonlY the ICI largest sectors, as ranked by sales, have been listed separately—7 service sectors, and 3 goods sectors.  R&D
expenditures include government-funded projects conducted by industry, Sector definitions do not necessarily correspond
to those of the Standard Industrial Classification system. The all-services subtotal excludes public utilfties The all.goods-
producing subtotal includes agriculture and mining

bAll  Semices  pI U S  all g o o d s - p r o d u c i n g  Pius Public utllltles
NOTE. Subtotals may not add because of rounding

SOURCE  Probable Leve/s  of R&D Expenditures In 1987  Forecast and Ana/ysis  (Columbus, OH Battelle  Columbus Division,
December 1986), pp 21-22

electromagnetic pulse from a nuclear explo-
sion, or to software for controlling a ballistic
missile defense system. Will technologies from
DoD’s VHSIC (Very High-Speed Integrated Cir-
cuit) program, SDI, and the DoD Strategic Com-
puting effort yield fruitful commercial spinoffs,
such as benefited American computer and elec-
tronics firms in earlier years? The increasingly

specialized nature of military technologies sug-
gests skepticism. Rather than assuming that mil-
itary spending will in some sense pa y off in the
civilian economy, U.S. policy makers might pay
closer attention to programs like Japan’s SIGMA
or France’s Teletel/Minitel—perhaps even to
the extent of seeking to emulate some of their
objectives.
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Table 49.— Projects Related to Information Technology Supported by
Japan’s Ministry of International Trade and Industry

Budget (millions of yen)a

Description 1985 1986b

Robots for dangerous conditions (JUPITER) . . . . . . . . . . . . . . . 1,900 2,450
Fifth-generation computing . . . . . . . . . . . . . . . . . . . . . . . . . . . 4,780 4,500
High-speed computer . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3,020 2,930
New-function integrated circuits . . . . . . . . . . . . . . . . . . . . . . . . . 1,590 1,540
Reliability improvement for information equipment . . . . . . . . . —c 11,000d

Industrialization of software production (SIGMA) . . . . . . . . . . . —c 6,000 d

Interoperative database technology . . . . . . . . . . . . . . . . . . . . . . 20 840
Survey on information processing in education . . . . . . . . . . . . —c 220
Teacher education and training related to information

technologies . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . —c 1,000d

Promotion of database and information services . . . . . . . . . . . 10 110
Development of databases and information processing and

communications systems . . . . . . . . . . . . . . . . . . . . . —c 7,500d

Support for smaller businesses:
Information networks . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 30 370
Software . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . —c 200
Consulting . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . —c 440
Loans . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . —c 4,300 e

Equipment leasing . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . —c 41,000
Planning and development of information systems for

model communities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 70 70
Survey on regional information systems . . . . . . . . . . . . . . . . . . —c 10
Promotion and improvement of regional information

systems . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . —c 4,000 e

Development of standards . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 70 880
aBeCa”SeOf recent exchange rate sh!fts,  fiscal year budget levels have been given In yen For 1985. the average rate ‘W’S  237
yen to the dollar The rate dropped to an average of 167 yen to the dollar In 1966

bRequest
C1986 first year
dAllocatlon for Japan Development Bank loans
‘Includ!ng loan funds

SOURCE “MITI’s  F!scal 1986 POIICY  Measures Outllne,”  Japan  RePod–Science and Technology. Joint  Publlcat!ons  Research
Service JPRS-JST+36060-L,  Aug 29, 1986, PP 84-99 Translated from Nrkkei  Elecfronlcs,  October 1985

OTHER POLICIES RELEVANT TO THE SERVICES

The remainder of this chapter adds more de-
tail to the picture of development strategies be-
gun earlier, covering several other policy tools
listed in table 45. Chapter 10 turns specifically
to U.S. policies and options.

Public Procurement

Government funds pay for heavy construc-
tion projects (ports, the Interstate Highway Sys-
tem). Telecommunications and data process-
ing firms find some of their best customers in
government agencies, as do computer software
suppliers. In France, the government has be-
gun to subsidize outside consulting services for
small and medium-sized firms; the aim is to
build demand for business services, while at

the same time helping smaller French manu-
facturing companies adjust to changes in their
markets.

As noted in chapter 5, preferential purchas-
ing policies by Nippon Telegraph & Telephone
(NTT)–until recently a public corporation–
helped the company’s suppliers improve their
technology. Favored firms built large and ca-
pable organizations on the base of sheltered do-
mestic markets created for them by NTT and
the Japanese Government. Although manufac-
tured products were the focus, the impacts
spilled over into services, just as U.S. Govern-
ment purchases of semiconductors and com-
puters provided indirect aid for the software
and telecommunications services industries
here.
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Attempts by European governments to build
national champion firms have been less suc-
cessful than in Japan. The European examples
show the possible costs of sheltering domestic
industries through procurement preferences.
Favored firms may be less inclined to compete
for international markets, and, as time passes,
less able to do so—a problem that Japan has
avoided in part through continued strong do-
mestic competition, which has pushed Japanese
firms to innovate rapidly and effectively.

Despite the partial exceptions of the infor-
mation industries and construction, public pro-
curement has seldom been turned to the direct
promotion of service industries the way it has
for, say, computer hardware. Thus an exten-
sion of the existing GATT Agreement on Gov-
ernment Procurement to cover services seems
a reasonable prospect. This code, relatively
weakly worded, currently exempts all services
except those directly linked with purchases of
goods. It also exempts preferential procurement
policies that can be tied in some way to national
security—a big loophole. Extending the Agree-
ment to services irrespective of association with
goods, and strengthening it generally, should
help open service markets for many American
firms. Of course, this would also open previ-
ously sheltered U.S. markets; thus the engineer-
ing and construction industry opposes such a
step.

Regulatory Policies

Regulations as NTBs

When regulations function as quasi-NTBs, the
difficulty for negotiators, legislators, and those
charged with enforcing the rules is to separate
legitimate uses from illegitimate. Some cases
are obvious—rules that bar foreign-owned bank
offices or subsidiaries (the practice until re-
cently in Canada, Japan, and Australia). More
subtly, governments may require foreign banks
to maintain higher capital/loan ratios, or restrict
access to clearinghouses or giro payments net-
works. The Tokyo Stock Exchange remained
closed to foreign firms until 1985, when—after
continuing pressure from the U.S. Government
—four American companies were given seats.

In professional services, licensing restrictions
have often become quasi-NTBs, Table 50 gives
further examples. Many of the NTBs listed have
been in place for years–e.g., in ocean shipping.
They can have major consequences for com-
petitiveness, the more so if some countries
maintain much tighter restrictions than others,

When regulatory regimes in industries like
shipping remain stable over time, firms in vari-
ous parts of the world eventually adjust to the
competitive landscape. But shifts in regulations
can have sudden and sharp consequences for
international competition. In recent years, two
events in the United States have upset the sta-
tus quo: passage in 1978 of the International
Banking Act, and the AT&T breakup 6 years
later. The International Banking Act gives for-
eign banks relatively unrestricted access to the
U.S. market (while placing their operations here
under the U.S. regulatory system), The AT&T
breakup likewise opened American markets
to foreign suppliers of telecommunications
equipment,

With domestic markets open, the U.S. Gov-
ernment has strong incentives to seek equal ac-
cess abroad on behalf of American companies.
Of course, the unilateral nature of U.S. actions
has meant that foreign governments have lit-
tle reason to go along unless the United States
threatens to reverse course and close its mar-
kets once more—a threat embodied in some of
the reciprocity legislation introduced in Con-
gress over the past few years. Other countries
have objected strenuously to the protectionist
flavor of such measures, despite the fact that
a number of regulatory bodies in the United
States—including the Federal Communications
Commission (FCC) —already apply reciprocity
principles in decisions affecting international
business.

Examples From Banking and Telecommunications

Regulatory regimes in financial services vary
greatly among the industrial countries. Both
France and Germany permit universal banking
—i. e., they make no distinction between invest-
ment banking and commercial or retail bank-
ing. In the United States, Britain, and Japan,



Ch. 9—Foreign Government Policies ● 313

Table 50.— Examples of Regulatory Barriers Affecting Services Trade and Investment

Banking:
Canada . . . . . . . . . . . . . . . . . . .

Mexico . . . . . . . ... . . . . . . . .

India . . . . . . . . ... . . . . .
France. . . . . . . . . . . . . . . . . . .

Insurance:
Bolivia . . . . . . . . . . . . . . . . . . . . . . .

Australia. . . . . . . . . . . . . . .

Turkey . . . . . . . . . . . . . . . . . . . . . . .

Telecommunications:
United States . . . . . . . . . . . . . . . . .

Japan . . . . . . . . . . . . . . . . . .
Federal Republic of Germany. . .
France. . . . . . . . . . . . . . . . . . . . . .

Engineering and construction:
United Kingdom . . . . . . . . . . . . . .

Venezuela. . . . . . . . . . . . . . .
United States. ., ., . . .

Shipping:
United States . . . . . . . . . . . . . . .

Airlines:
Portugal . . . . . . ..., . . . . . . . .

United States . . . . . . . . . . . . . . . . .

Foreign banks limited to no more than 16 percent of
total banking system assets (8 percent until 1984)

Market closed to foreign banks except through
offshore banking facilities

Higher taxes on foreign banks
Domestic banks have access to subsidized loan funds

Foreign insurance companies required to maintain
much higher capital reserves

No new foreign entrants permitted (many other
countries have similar restrictions)

Some reinsurance must be placed with publicly
owned company

No foreign ownership of basic telecommunications
service providers

Foreign participation limited to joint ventures
Public monopoly for all services
Public monopoly for all except information services

Only British firms eligible for design contracts on
North Sea oil projects

Foreign consultants must work through local firms
Embassy construction abroad may be limited to U.S.

firms

Jones Act restricts coastal shipping to U.S. carriers
(many other countries have similar restrictions)

Government loan guarantees and other financial
assistance (many other countries subsidize
domestic air carriers)

Government travel restricted to domestic carriers
SOURCES Off Ice of Technology Assessment, “Selected Problems Encountered by U S Service industries in Trade in services,’

Off Ice of the United States Trade Representative, printout, Sept 6, 1985.

more or less strict rules prohibit commercial
banks from engaging in some forms of invest-
ment banking and brokerage activities. U.S.
banks cannot participate directly in the financ-
ing of corporate stock or bond offerings; Japa-
nese banks can hold ownership shares in cor-
porations as part of their overall portfolios, but
cannot act as brokers or trade in stocks.

As markets for financial services have be-
come more internationalized, American banks
and investment firms have pressed for relaxa-
tion of regulatory restrictions, particularly those
that have not applied to their competitors over-
seas. Other countries, noting the deregulatory

momentum in the United States, react with sim-
ilar steps of their own—steps that in some cases
will have major consequences for international
competition. Certainly this is the case with liber-
alization of financial markets in Japan and else-

where, as discussed in chapter 3. (See table 51
for recent changes in financial services regu-
lations.)

Japanese corporations increasingly seek funds
in international capital markets, Foreign com-
panies have begun to seek capital in Japan or
the Euroyen market. Greater competition in-
side Japan will result in aggressive moves by
Japanese financial institutions abroad, with the
yen becoming a more common international
medium of exchange. Trading volume on the
Tokyo Stock Exchange will continue to in-
crease; indeed the Japanese stock market passed
that of the United States in total capitalization
in the spring of 1987. Meanwhile in London,
the deregulatory “Big Bang” of October 1986
means new opportunities for British financial
services firms at home, reducing their need to
move overseas, but also creating new opportu-

63-527 (] - 87 - 11
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Table 51 .—National Treatment in Financial Services

Banking:
United States . . . . . . . . . . . . . . . . National treatment; some State laws may restrict entry
Japan . . . . . . . . . . . . . . . . . . . . . . . . Substantial progress toward national treatment since

1979
Canada. ., ... , . . . . . . . . . . . . . . . . Incremental shifts toward national treatment in 1980 and

1984; further changes proposed for 1987
Securities firms:
United States . . . . . . . . . . . . . . . . . Federal law generally calls for national treatment and

equality of competitive opportunity
Japan . . . . . . . . . . . . . . . . . . . . . . . . National treatment generally followed; some movement

toward full equality of competitive opportunity
Canada. . . . . . . . . . . . . . . . . . . . . . Varies by province (Ontario prohibits entry into full serv-

ice securities businesses, while Quebec, for instance,
allows foreign firms to enter and operate on same
terms as Canadian firms)

France . . . . . . . . . . . . . . . . . . . . . . . Entry and national treatment accorded with some excep-
tions (e. g., membership on the Paris Stock Exchange
limited to firms with headquarters in the European
Community)

United Kingdom . . . . . . . . . . . . . . . Major reforms in progress, with relatively open entry and
national treatment expected under most circumstances

SOURCES “National Treatment Study. Report to Congress on Foreign Government Treatment of US  Commercial Banking
and Secuntles  Organizations, 1966 Update,” Department of the Treasury, Washington, DC, December 1966, “Report
to Congress on ForeIan Government Treatment of U.S Commercial Banklna  Organizations 1984 UDdate, ” Depart-
ment  o~ the Treasury:  Washington, DC, 1984

nities for foreign firms to enter the U.K. mar-
ket; when the deregulatory schedule was an-
nounced, American financial services firms
quickly began seeking mergers and acquisitions
in Britain.

Despite greater integration in world finan-
cial markets, asymmetries in regulatory regimes
will persist. Should the United States move
toward universal banking, for instance, this
would come about only after prolonged debate,
or, more likely, continued piecemeal erosion
of existing restrictions. Policy makers will have
to weigh not only domestic concerns, but the
impacts of regulatory change on the interna-
tional competitive position of U.S.-based banks
—a question seldom considered in the past, but
now of considerable import. But the policy-
making apparatus in the United States does not
yet reflect the new importance of international
competition in financial services.

Table 52 contrasts regulatory regimes for
telecommunications in the five large industrial
countries. In the United States, competition in
long-distance services has been largely deregu-
lated, although AT&T’s rates remain under
some controls as a result of the settlement agree-
ment. With a shaky distinction between basic

--

and enhanced services, and the seven regional
holding companies (RHCs) formed after the
breakup still precluded from offering the lat-
ter, the stage seems set for continued contro-
versy. Policy guidance, after a fashion, con-
tinues to come through the offices of the FCC,
the Department of Justice, and U.S. District
Court Judge Harold Greene.

The German system provides the greatest
contrast with deregulation here (see box N, ch.
5). In the Federal Republic, a single agency, the
Bundespost, remains the monopoly provider
of communications services, including mail
and television. The other three countries offer
closer parallels with the United States—as well
as possible lessons. Japan’s system, for exam-
ple, shows the advantages of a clear separation
between basic and enhanced services. Careful
distinctions between Class 1 (basic) and Class
2 (enhanced services) carriers, and among types
of value-added networks, have created a pre-
dictable environment: firms can calculate their
interests and seek the appropriate licenses.
Meanwhile, given uncertainties as to what the
new rules in the United States will be, the RHCs
have been scrambling for new markets and test-

ing the bounds of the permissible. In France,
even though most telephone and data services
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Table 52.—Telecommunications Regulations Compared

United
States

Public monopoly . . . . . . . . . . No
Geographic basis for regulation . . . . . . . . . . . . . Regional
Regulatory separation between basic and

enhanced services? . . . . . . .  . . . . . Currently, yes
Competition in long-distance service? ... . Yes
Competition in value-added services?. . . . . . . . Yes
SOURCE Off Ice of Technology Assessment, 1987

remain under state control, competition in in-
formation services has been only lightly regu-
lated. Judicious use of public funds to subsi-
dize installation of Teletel/Minitel terminals
spurred growth in the French market for en-
hanced services. Again, the lesson seems straight-
forward: regulations need not stifle innovation
and market forces; competition flourishes when
the rules are clear.

Standards

Government participation in determining
product, technical, and professional standards
has a dark side and a light side, Sometimes gov-
ernments manipulate standards or professional
licensing requirements to create NTBs; Japan’s
product standards have been a sore point with
other governments for years .16 In other cases,
international agreements on technical stand-
ards can help create regional or world markets
in place of fragmented national markets, Table
53 lists common NTBs in the services fostered
by national standards and licensing require-
ments; many more examples could be cited.

Technical Standards

If national standards can act as NTBs, inter-
national standards can help to open markets—
which does not mean that countries will be able
to agree. Electrical outlets illustrate the prob-
lems. Hundreds of different designs for plugs
and sockets exist around the world. Different

l~st}~, f. r CXa m p]e, D, Ch ri stel O\\”. “Japan’s intangible Barriers
to ‘1’rad(’ in ~lanufa[:tllres, ” Federal Resert’e Bank of ibre~t J’orA
Quartf)rlf  Rt?L iet~ . ~tinter 1 !385-86,  p. 11.

I;or’  tlI[>  IInite(] States alone, the Nation [i] 13ur[;au of Stan(],ir(]’\
(] a t a ha s[: n [jii’ I n (. ] u (ies more than 30,000 ire] u n ta r}’ t c(: h n i(. ,i ]

st a JI (] a r(]s. ‘]>h e B u reau a] so ser~res’ as a foca] lmi n t for i n forma-
ti{)n an(l (,(jml)lalnt~, on f(]reign 5tandarcls,

United Federal Republic
Japan France Kingdom of Germany

No Yes No Yes ‘-

National National National National

Yes Yes Limited No
Yes No Yes No
Yes Yes Yes Some

Table 53.—Standards and Licensing Requirements
That Can Serve as Nontariff Barriers

Sector Poss ib le  bar r ie rs  ‘-

Construction . . . . . . . . . . . . Building and material
standards

Telecommunications. . . . . . Potentially differing ISDN
systems, modem signal
speeds, network protocols,
incompatible system
architectures

Financial services . . . . . . . .Access to clearing systems
(CHIPS and CHAPS, ch. 3)
or giro payment systems

Law . . . . . . . . . . . . . . . . . . . . Bar admissions; limitations on
type of practice

Architecture, engineering . .Licensing of foreign
professionals

SOURCE Of flc-e of Techno~gy Assessment, 1987

countries use different voltages. National bod-
ies for setting standards often exclude foreign
firms. The result? Domestic appliance manu-
facturers typically have a slight cost advantage.
After more than a dozen years, international
discussions have ended with no progress to-
ward agreement on a universal standard.17

Sometimes, of course, international standards
do emerge: 1) in the absence of, or in spite of,
the policies of governments; 2) because one or
more governments adopt standards that be-
come a clear choice for technical reasons; or
3) as a result of cooperation among govern-
ments and firms in international standard-
setting bodies, Examples of the first case in-
clude the IBM PC as a de facto standard. While
many companies independently bought large
numbers of IBM PCs, the MAP (Manufacturing
Automation Protocol) standard for linking fac-
tory automation equipment stems from the ini-
tiatives of a single major purchaser on the world

1~]. (;allcot(, ‘IA \l’orld-L\’ide  l)lu~ Fa[:es I)ls(:onnection After
74-}’[’(1 r E f fort,‘‘ tl’ai] .Street )oIJrIJal,  :!pr, 1, 1982,  I), 1,
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market—General Motors (GM). MAP has now
been accepted by several hundred other firms.
Suppliers of both equipment and parts must go
along if they expect to sell to GM. Prospective
purchasers have adopted the standard because
they know a great deal of MAP-compatible
equipment will be available, None of this would
have happened, of course, if MAP had not re-
ceived wide acceptance as a reasonable choice
on technical grounds. With the International
Organization for Standarization (ISO) now in-
volved, the eventual outcome may be a global
standard.

National governments have sometimes acted
unilaterally to establish standards for computer
languages. Several international standards have
come about largely because the U.S. Depart-
ment of Defense first imposed them on mili-
tary contractors—an example of the second
case listed above. DoD now hopes that Ada will
replace most of the 400 or so languages cur-
rently in use for defense systems.18 In some con-
trast, the Japanese Government sought to make
MSX a standard for operating systems in small
home computers. While MSX had considerable
success in Japan, it has not been accepted else-
where. Currently, the West German Govern-
ment is trying to establish a global standard for
ISDN that will benefit the leading German
equipment manufacturer, Siemens. To have
much chance of success, the Federal Republic
will have to convince other EC countries to go
along. This may happen: the Society for World-
wide Interbank Financial Telecommunications
(SWIFT) was able to set formatting standards
and protocols for communications among mem-
ber banks in part because a number of govern-
ments backed SWIFT rather than competing
U.S. proposals. In doing so, they relaxed their
own rules governing interfirm telecommuni-
cations services.

Individual companies and national industries
can reap substantial benefits if they get their
standards adopted internationally, but this usu-

laprobably  a vain hope—see J. Jacky, “Ada’s Troubled Debut, ”
The Sciences, January 1987, p. 20. DoD spent something over
$10 billion in 1985 for mission-related software, more than five
times its hardware costs—E.J.  Joyce, “SE]: The Software Batt-
leground,” Datamation,  Sept.  15, 1986, p. 109,

ally takes a strong market position to begin with,
As the MAP example illustrates, for others to
accept a standard, they must perceive benefits
for themselves. But given enough market pow-
er, big firms or the governments of powerful
countries can sometimes establish standards
that would not survive marketplace tests, or that
are not at the technological frontier. Such an
outcome can—like premature establishment of
standards, or unduly restrictive technical speci-
fications–foreclose desirable technological
paths. These are real dangers, although often
exaggerated by those opposed to standards for
other (e. g., commercial) reasons.

Many international bodies provide forums for
discussing standards. One of the oldest, the
World Postal Union, originated in efforts to re-
duce incompatibilities in national mail systems.
The International Telecommunication Union
(ITU) grew out of the International Telegraph
Union, founded in 1865. In addition to these
more specialized bodies, committees within
organizations like the OECD also provide fo-
rums for standards setting. The Tokyo Round
GATT negotiations led to a new code (the
Agreement on Technical Barriers to Trade) that
counts as a small step toward making it more
difficult for governments to use standards as
NTBs. 19

Perhaps the most important recent attempt
to create an international standard began with
a group of companies seeking an alternative
to IBM’s Systems Network Architecture (SNA)
for linking computers. Their Open Systems In-
terconnection (OSI) alternative is important for
two reasons: 1) network architecture and in-
terconnection standards will be central to the
design of the next generation of mainframe
computers, and also to the telecommunications
infrastructure (especially ISDN); and 2) many
of the European participants have sought to de-
fine an OSI standard that would eliminate some
of the advantages IBM now gets from its domi-
nant position in the world market for large com-
puter systems. General Motors’ MAP standard
is itself an OSI variant.

IQ]nternationa]  COMpetltiVeness  in Electronics, op. cit., Pp.

436-437.
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After some 10 years of deliberation in forums
including the ISO and the ITU’s Consultative
Committee for International Telephone and
Telegraph (CC ITT), the OSI standard gathered
enough adherents that even IBM has begun to
offer OS I-compatible equipment. The complex
seven-layer specifications would arouse little
controversy in the abstract, but on specifics the
participating computer and telecommunica-
tions firms disagree; resolution of details in-
evitably works to the advantage of some, the

disadvantages of others. Furthermore, some

computer manufacturers—notably IBM—felt
that they were being asked to supply proprie-
tary information. IBM’s reluctance to be too

specific about its own systems encouraged the

(perhaps not unrealistic) paranoia of other com-

panies, In fact, the slowness with which IBM
released technical details on SNA became a ma-

jor factor in the ongoing dispute between IBM
and the European Community, figuring in the

settlement of the EC’s antitrust suit against
IBM.20

The stakes will be still higher for ISDN stand-
ards, with strong temptations for public tele-

commications authorities to implement ISDN
in ways favoring domestic suppliers. The Ger-
man Bundespost’s efforts to help Siemens may
simply be the first of many such attempts. As
for OSI, the motives lie mostly in competition
for hardware markets, not services. With com-
petition in international markets for telecom-
munications equipment fierce, more companies

Zoon os I and it5 re]ation5h ip to proprietary}, network architec-
tures, see A. Meijer and P. Peeters, Computer Network Architec-
tures (Rockvil]e, MD: Computer Science Press, 1982) and Future
Information Technology—1984: Telecommunications (Wash-
ington, DC: Nationa] Bureau of Standards, 1984), ch. 1. The seven
layers range from connector designs at the physical interface
[layer 1) to an application-specific layer (number 7).

The recently organized Corporation for Open Systems (COS),
a nonprofit group of American and some foreign computer and
telecommunications firms, represents the latest step in attempts
to agree on networking standards. Although originally viewed
as something of an anti-IBM coalition, I B M has now joined; with
so many IBM computers in use, even that firm’s biggest compe-
titors felt they could not afford to leave IBM out of efforts to
establish industry standards. See A, Pollack,  “Computer hlakers
Seeking Standards, ” New York Times, Jan. 6, 1986, p. D4; “IBN1
Joins Group for Standards on Interconnection,” Electronic NeL~rs,
F’eb, 10, 1986, p. 16. The COS will support the 0S1 standard.

are chasing business than can expect to sur-
vive. This strengthens the resolve of govern-
ments to help “their” firms, some of whom may
not get a second chance if they lose out in early
rounds of competition for ISDN sales,

Professional Licensing

While licensing standards for lawyers, engi-
neers, architects, and other professionals may
at first seem quite different from technical or
product standards, they function in rather anal-
ogous fashion, On the one hand, they provide
information for customers; on the other, they
limit market entry and raise costs for those who
wish to compete,
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Professional licensing places a floor under
expertise. Indeed, given the problems con-
sumers face in evaluating the expected quality
of service products such as medical care or le-
gal advice, professional licensing has a vital role
in the marketplace. But licensing can easily be
turned to the creation of unfair entry barriers.
It took 4 years of negotiations between the U.S.
and Japanese Governments before Japan agreed
to loosen its restrictions on foreign lawyers; be-
cause foreign-owned firms will not be allowed
to hire Japanese attorneys or to give advice on
Japanese laws, ample grounds for complaint
remain. 21 Other professional services—e. g.,
accounting—provide similar examples of cre-
dentials and certification requirements serving
as NTBs; many countries, for instance, rou-
tinely deny visas to professionals who do not
hold locally valid credentials.

Intellectual Property Protection

Counterfeiting—of clothing, auto parts, phar-
maceuticals, personal computers with false or
misleading brand names and trade marks—has
become a big business.22 So has illegal copying
of books, audio recordings, movies, videotapes,
and computer soft ware. In many countries,
weak laws and lax enforcement mean that none

Z1’rhe new regulations will be enforced by Japan ‘S Department
of Justice, See “Foreign Attorneys’ Practice in Japan, Other Serv-
ices 1 ssues Focus of Chicago Conference, International Trade
Reporter, Feb. 12, 1986. Also, T. Lewin, “Lawyers Await Japa-
nese Rules,” Nenr }’ork Times,  July 29, 1986, p. D2.

ZzWhi]e estimates for LJ ,S. sales of counterfeit goods, almost
all imported, run well into the tens of billions of dollars, there
is little agreement on the actual size of the counterfeit goods
market. See A.M. De Stefano, “Customs Agents Fight Often-
I,osing Battle Against Illegal Imports: Up to $40 Billion of Fakes,
Contraband Enter Yearly, Some Experts Estimate, ” Wall Street
journal, Jan. 28, 1986, p. 1; and B. Stokes, “Intellectual Piracy
Captures the Attention of the President and Congress, ” National
)ournal,  Feb. 22, 1986, p. 443. On efforts to control illegal im-
ports, see U.S. Firms View’s  on Customs Protection of Intellec-
tual Property Rights, GAO/NSIAD-86-96  (Washington, DC: U.S.
General Accounting Office, May 1986); and D. Hebditch, “Pirate’s
Paradise, ” Datarnation, Sept. 1, 1986, p. 71. On the general prob-
lem, see Intellectual Prvpertj Rights in an Age of Electronics
and lnforrnation  (tVashington,  DC: Office of ‘1’echnology Assess-
ment, April 1986).

The major offenders, according to most accounts, include Sin-
gapore, Taiwan, Indonesia, South Korea, the Philippines, Malay-
sia, Tbailancl, Brazil, Egypt, and Nigeria—C.  H. Farnsworth, “U.S.
IJlanS  I.. Defend !ts patents,” ,\’e\% l“ork Times, Apr. 7, 1986,
p. 1)1.

of the usual instruments—patents, copyrights,
trademarks—provide much protection for in-
tellectual property rights. With most of the
counterfeiting and copying taking place in
LDCs and NICs, the industrialized countries
have a common interest in seeking stronger pro-
tection. Most of the problems in services arise
in information-related products—audio and
videotapes, databases, computer software.

Pirating of books has been a major industry
in countries like Singapore for years; it is no
surprise to see the pirates moving on to soft-
ware, But why has intellectual property pro-
tection become a new issue in the Uruguay
Round? In part because of new technology, as
explained in box GG. As long as most computer
programs ran on expensive machines, illegal
copying remained a minor problem. With low-
cost PCs opening a mass market, counterfeiters
not only sell fakes that resemble IBM and Ap-
ple hardware, they also copy and sell software
for these machines. Illegal copying by individ-
ual users has also been widespread. With no
technical means for reliably preventing copy-
ing likely to emerge, the problem remains one
for the legal system (or the market).

Services supplied over the telecommunica-
tions infrastructure raise similar issues. An on-
line database—consisting, say, of news stories
—might not at first sight appear too different
from the print media on which it draws. But
it is, largely because the database, like fourth-
generation software, has a form that is fluid
rather than fixed. Copyrights were intended for
works like books, musical compositions, and
motion pictures; how can information be reg-
istered and protected when the database changes
every day?

Meanwhile, as pointed out in box GG, some
developing countries, and a few in the indus-
trialized world, have considered or taken steps
to relax, rather than strengthen, intellectual
property rights. Weak forms of copyright/pat-
ent protection have been proposed in Mexico,
Brazil, and Japan. The motives are straightfor-
ward: to make it easier for domestic firms to
take advantage of foreign technology. While the
Japanese copyright proposal for software was
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Box GG.—Protecting Intellectual Property

In general, intellectual property can be protected as: 1) a work of art (motion pictures); 2) a work
of fact (encyclopedias, computerized databases); or 3) a work of function (inventions, technological
know-how). l Patents, not copyrights, have traditionally protected works of function.

Systems of Intellectual Property Protection
As pointed out in chapter 6, there is no such thing as an internationally valid patent, trademark,

or copyright: each nation administers its own system. In many countries, copyright and patent laws
have evolved side by side with international agreements like the Berne Convention for the Protection
of Literary and Artistic Works, the Universal Copyright Convention, and the Paris Convention. While
the United States has never joined the Berne Convention, it is one of 96 members of the Paris Conven-
tion, the oldest international treaty on patents, trademarks, and unfair competition.

Legal protections for intellectual property tend to be similar among the industrialized nations;
American businesses have become familiar with them, feel able to work with or around them, and
generally believe them adequate. It is in the LDCs and NICs that lack of effective intellectual property
protection has led to competitive difficulties for U.S.-based firms. Some countries rationalize weak
protection for intellectual property in the name of low costs for consumers. It seems clear, however,
that policies in many of the LDCs have been structured to help local firms acquire foreign technol-
ogies as quickly and cheaply as possible. Indeed, developing countries—primarily the Group of 77—
have been seeking reduced levels of intellectual property protection in several multilateral forums,
claiming that this is justified to redress the imbalances they perceive between technology haves and
have-nets.z Many LDCs question the view that private ownership of technical knowledge leads to
efficiency in economic development processes; they feel that protection for intellectual property hurts
them while benefiting foreign-based MNCs.

Intellectual Property as a Trade Issue
In the past, intellectual property rights have seldom been viewed as trade-related matters like

tariffs or subsidies. This has changed over the last few years, as complaints over counterfeiting and
piracy have escalated. In the United States, the issue has caught the attention of the Economic Policy
Council in the Cabinet, as well as Congress. The Trade and Tariff Act of 1984 makes protection for
U.S. intellectual property rights a factor in decisions on renewal of agreements under the Generalized
System of Preferences. Among bills in the 100th Congress, both H.R. 3 and S. 490 address the interna-
tional dimensions of intellectual property rights. Moreover, the Semiconductor Chip Protection Act
passed in 1984 extends protection to foreign parties only if their home country makes good-faith ef-
forts to reciprocate.

National treatment has been common in intellectual property protection—meaning that foreign
parties are to be on the same footing as residents. In fact, overt discrimination has never been com-
mon; one result of national treatment is to help perpetuate the uneven levels of protection that have
existed. At the moment, then, perhaps the greatest need is for harmonization in intellectual property
protection—not an easy task given the unwillingness of some countries to control copying and coun-
terfeiting. Some do not subscribe to international regimes; others ignore them. In part because of
disillusionment with WIPO and UNCTAD, the United States and other developed nations have turned
to GATT in search of relief—a step that developing countries have resisted, arguing that intellectual
property issues belong exclusively in WIPO.

ISee Zntellectuai Property Rights in an Age ofl?iectronics  and Znibrxnation  (Washington, DC: (lffice  of Technology Assessment, April 1986),
PP. 65-88.  The rising number of cases brought before the U.S. International Trade Commission, rather than patent courts and other specialized
tribunals, illustrates the increasingly political nature of trade-related conflicts over intellectual property rights.

ZWithin the World Intellectual Property organization (WIPO), a United Nations body that now administers the Paris Convention, the LDCS
have proposed compulsory licensing and patent forfeiture requirements, The Code of Conduct on the Transfer of Technology prepared by the
United Nations Conference on Trade and Development (UNCTAD)  would forbid business practices such as restrictions on exporting by licen-
sees. See Preserving America’s Industrial Competitiveness: A Special Report on The Protection of Intellectual Property Rights (Washington,
DC: President’s Commission on Industrial Competitiveness, 1984), pp. 35-37.
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While multilateral forums like WIPO do provide a venue for discussion, such bodies are unlikely
to take meaningful action. Given problems of some urgency in fast-moving industries like software
and information services, U.S. negotiators will need to involve WIPO but cannot depend on it for
progress. Bilateral negotiations will probably prove more fruitful, at least in the short run. Indeed,
in the case of South Korea, they already have. After extended negotiations, Korean officials agreed
to implement stronger patent and copyright protections.3 Progress bilaterally can help lay ground-
work for more comprehensive multilateral agreements, in GATT or elsewhere. But protection for
software poses still knottier problems, because traditional mechanisms have proven inadequate for
technical reasons.

Computer Software
None of the familiar categories of intellectual property protection fit software comfortably; be-

cause computer programs have high development costs but low production costs, and can be easily
duplicated, unauthorized copying is common–particularly for the standardized programs that run
on small machines. Piracy and counterfeiting have become a major concern for U.S. software produc-
ers, both at home and abroad; ADAPSO, the trade association of computer software and services
firms, claims that unauthorized copying cost the American industry $800 million in lost revenues
in 1985. At present, American software companies lead the world; without better control over illegal
copying, their future competitiveness could be harmed. The special problems of protecting software-
and its significance-make this something of a test case for the evolution of the intellectual property
protection system.

Of the two routes to protection, technical means—supplying programs in such a form as to make
copying impractical or impossible-have consistently proved ineffective. Software pirates quickly
find ways around new protective schemes, no matter how ingenious, just as car thieves manage to
keep stealing automobiles; indeed, a copy-protection defeating industry exists.4 Moreover, corporate
customers have tended to oppose the technical schemes because of their inconvenience. Legal means,
the second route to protection, seem to offer the only hope of a practical solution. The problem is
that neither the laws governing patents and copyrights, nor the administrative procedures for en-
forcement, were designed with products like software in mind.

In effect, software falls between the stools of patent and copyright law. Of the three types of intel-
lectual property--works of art, fact, or function-computer programs would be classed most naturally
as works of function. However, they do not fit this class in a legal sense, generally failing tests based
on prior art and tangible physical form. U.S. courts have held that patents can only be granted for
programs that implement physical operations-e.g., running a typesetting machine or a numerically
controlled machine tool. Although many such applications exist, and patenting of programs has been
rising, such applications account for only a tiny fraction of all software.

Patents, where granted, protect the functional aspects of the program—what it does, rather than
the code that implements the program’s functions. Under U.S. law, software can be protected through
copyright as a form of writing or work of art; but in this case the copyright protects the written or
coded program, not its function or its logical structure. Because the same functions can be coded
in many ways—indeed, there maybe an almost infinite set of program codings (and logical structures)
that will yield a functionally equivalent software package-protecting only the code accomplishes
little. With effort, others can duplicate what the program does without duplicating the coding.

%.B. Butler, “US and S. Korea  Reaolve  Trade Disputes,” EYnunclaf  Tfmes,  July 22, 1S86, p. 6. Under previous Korean laws, for example,
chemical and pharmaceutical products could not be patented. Alaoaee “U.S. Plans To Defend Ita Patenta,” New York Times, April 7,1986, p. D1.
-, for example, J. Taylor, “The Copy Protection Wara,” PC A4agaxine,  Ian. 14, 1966, p. 165; also P.B. Gray, “A Software40ck  Breaker

Becomee  A Hero to Some, a Villain to Others,” WaU  Street burnaf, Feb. 27,1986, p. 23. On uaer opposition, eee  V. McClellan, “Padlock Copy
Protection: End of an Era,” Digital Review, Sept. 1, 19S6, p. 64.
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Gradually, then, legal decisions have been accumulating that extend copyright protection to the
functions available to users. Currently, an infringement suit can be brought if someone else’s software
closely resembles, from the user’s viewpoint, the copyrighted products This is a limited step, in part
because software is evolving in the direction of programs that users can modify to suit individual
requirements (fourth-generation language s, ch. 5). If customers can define or change the function
of purchased software, will it be possible to protect the functional features? At present, there seems
no easy way out of such dilemmas; in any event, copyright law in much of the rest of the world has
hardly begun to confront them.

‘E. Lach,  “Court Backs ‘Look & Feel’ Copyright, ” Infoworld, Oct. 20, 1986, p. 1; W.M. Bulkeley, “Courts Expand the Copyright Protection
of Software, but Many Questions Remain,” Wall Str@)ournal,  Nov. 18, 1986, p, 35; D. Stipp,  “Lotus Suit Charges Two Software Firms Infringe
on 1-2-3 Program Copyrights,” Wall Street Journal, Jan. 13, 1987, p. 8.

ultimately defeated because of protests from consuming, A dozen other countries have been
domestic as well as foreign software suppliers, equally blatant offenders. Dealing with them
the Mexican and Brazilian laws still stand. on a case-by-case basis, rather than in mul-

On the other hand, recent concessions by tilateral forums, puts considerable strain on the

South Korea—a notorious offender—show that responsible U.S. agencies. And, in countries

progress is possible (see box GG). The agree- where governments have tolerated piracy and

ment, which took several years to negotiate, also illegal copying for years, enforcement may be

suggests the dimensions of the problem. Bi- more important than the letter of the law,

lateral negot ations are expensive and time-

INTERNATIONAL NEGOTIATIONS

The United States has many competitive
strengths in the services, starting with an un-
matched base in information technologies. The
first step in maintaining the Nation’s competi-
tive position is simply to continue the policies
that have helped foster past growth—policies
that range from promotion of competition
through vigorous antitrust enforcement to sup-
port for research in technology and science,
In an increasingly interdependent world econ-
omy, however, domestic measures will not by
themselves suffice. Nor will trade negotiations
within GATT, no matter how successful. Ne-
gotiations in other forums will also be needed,

Reasons for pursuing issues related to the
services in forums outside GATT begin with
the need to improve GATT discipline over trade
in goods. Pushing too hard for a services agree-
ment might endanger progress on the goods
track. Despite attempts to separate them, and
despite the two-track agenda for the Uruguay

Round, goods and services will remain linked
in the eyes of many countries. When it comes
to the services, it is possible that negotiations
will move beyond general questions to sector-
specific issues, If they do, some nations will
seek concessions on goods trade in exchange
for concessions on services.

In any case, a GATT umbrella agreement on
services should make progress easier in other
multilateral forums and in bilateral talks (where
the U.S.-Israel Declaration on Trade in Serv-
ices may also provide a model for future agree-
ments). Although the choice of forums for sup-
plementary discussions will itself become a
matter for negotiation among governments—
and among agencies within the U.S. Govern-
ment—there are a priori reasons for suggest-

ing that GATT and the OECD will remain the
appropriate places for issues of trade and in-
vestment flows, that specialized bodies like the
CC ITT offer the best prospects for agreements
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on technical standards, that export subsidies
and mixed credits are a matter for the OECD,
and so on.

GATT and the Uruguay Round; Other Forums

While the United States has laid solid ground-
work for discussions on the entire range of new
issues within GATT, resistance on the part of
developing countries will continue as the Uru-
guay Round unfolds. Few of these countries
have developed more than a vague sense of their
interests; the strong stand of the United States,
and now Japan and the EC, heightens suspi-
cion that concessions on services and other new
issues will be to the disadvantage of the Third
World, As developing countries focus on the
substance of the negotiations, analyzing the po-
tential benefits of liberalization, some of their
suspicions will be dispelled. But if pragmatism
will overcome some objections, it will not be
enough when these objections have roots in on-
going strategies for economic development.
LDCs and NICs will continue looking to im-
port substitution and export-led growth as paths
to industrialization and an improved position
in the world economy; they will continue to re-
sist efforts to lower barriers that shelter firms
and industries they regard as vital for devel-
opment.

Given continuing Third World opposition—
some of it stemming from desire to slow the
inroads of Western cultures, some from tradi-
tional reliance on regulatory practices that cre-
ate quasi-NTBs, some from long-held develop-
ment objectives—the United States and the
other industrial countries may have to turn to
forums that do not require the consent of de-
veloping countries. When it comes to narrower
questions, bodies outside GATT not only have
a well-established place but may offer better
prospects for reaching agreement. Table 54
gives a possible schema for matching issues and
forums. The OECD, for example, could provide
something of a parallel to GATT for the more
general issues; indeed, several OECD codes are
being revised to integrate services more fully.
Moving ahead in the OECD (or bilaterally) while
the Uruguay Round is in progress risks resent-
ment in developing countries if they feel una-

ble to influence the new regimes being negoti-
ated; even so, this could be a prod to substantive
negotiations within GATT.

Moreover, bilateral negotiations on services-
related issues between the United States and
such major trading partners as Japan, Canada,
and the members of the EC will be needed no
matter the progress in GATT. There can be no
simple formulas for such talks. Rubrics like na-
tional treatment and reciprocity put forth in
the past have not proved very useful in finding
common ground for resolving long-lasting con-
flicts; nor have these general principles proven
of much value in defending U.S. interests in
specific cases. Nonetheless, greater harmoni-
zation of policies affecting services will clearly
remain a primary aim of U.S. negotiators.

Toward a Better Linkage of Foreign
and Domestic Policy

When it comes to negotiating with other gov-
ernments, the United States must live with a
real disadvantage: the lack of a coherent institu-
tional structure for arriving at bargaining po-
sitions and determining who will do the nego-
tiating—a longstanding and much-noted aspect
of U.S. trade policy, Talks on services will bring
new complications where they touch on mat-
ters under the jurisdictions of regulatory agen-
cies that have usually been well-removed from
international deliberations and international
responsibilities,

The Office of the United States Trade Repre-
sentative (USTR) shares the responsibility of
preparing for trade talks with the Department
of Commerce, as well as the Departments of
State and Treasury. A panoply of agencies—
the Federal Reserve Board, FCC, Department
of Justice, Federal Trade Commission, among
many others—play a role in domestic decisions
that have direct or indirect impacts on the in-
ternational competitiveness of U.S. industries,
and, potentially, on U.S. negotiating positions.
Some of these agencies have responsibilities
that extend to international matters; others have
largely domestic horizons. In the absence of
careful White House scrutiny, and continuing
supervision, U.S. policies can easily become in-
coherent and stay that way.
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Table 54.—Examples of Issues and Forums Relevant to the Services

GATT OECD Other

Trade barriers . . . . . . . . . . . . . . / United Nations Council on
Trade and Development
(UNCTAD)

Investment barriers . . . . . . . . Trade-related / Economic summits; United
Nations Commission on
Transnational Corporations
(UNCTC)

Transborder data flow
restrictions . . . . . . . . . . . # / UNCTC

Government procurement
regulations . . . . . . . . . . . . . . . @ #

Export credits . . . . . . . . . . . . . . / # UNCTAD
Intellectual property . . . . . . . . . / # WIPOa

Technical standards . . . . . . . . . @ # International Organization for
Standardization (ISO); ITU
(including CCITT and

b

WATTC)a

KEY GATT = General Agreement on Tariffs and Trade,
OECD = Organization for Economic Cooperation and Development;
WIPO = World Intellectual Property Organization,
ITU = International Telecommunication Union

aNow affiliated with the United Nations
bThe ccI~ (consultative  committee for International Telephone and Telegraph), a permanent IW body, makes recommendations

on technical standards The WA1’TC  (World Admi nmtrative  Telephone and Telegraph Conference) meets on occasion to consider
changes in ITU regulations

SOURCE Office of Technology Assessment, 1987

The need to develop and present a consist-
ent U.S. position will become, if anything, more
pressing if the Uruguay Round moves on to
sector-specific deliberations—e. g., for services
like telecommunications, where other forums
have established and ongoing roles. Thus the
U.S. position at upcoming ITU meetings (table
54) will need to be closely coordinated with any
sector-specific discussions on telecommunica-
tions that might be underway in GATT. The
ITU has scheduled a plenary session of the
CC ITT during 1988, along with a World Admin-
istrative Telephone and Telegraph Conference
(WATTC) meeting–the first since the early
1970s. These will be followed by a plenipoten-
tiary meeting of the ITU in 1989. When it comes
to the ITU, the State Department has the job
of developing and presenting the U.S. position
—with substantive policy input from other
agencies, and extensive consultation with the
private sector, This task has become much more

CONCLUDING
The United States comes to the new GATT

round in an impressive position. The interna-
tional competitiveness of American service

difficult with the breakup of AT&T. Not only
do several Federal agencies need to be involved
—State, the FCC, USTR, Commerce’s National
Telecommunications and Information Admin-
istration—but literally hundreds of U.S. firms
now have a stake in ITU decisions.

It has become trite for reports like this to sug-
gest remedies such as more effective coordi-
nation by the Executive Office of the President
or consolidations of existing agencies (e. g., a
department of international trade and indus-
try). Nevertheless, even those who regard such
proposals as unrealistic must admit that the
problems are real ones, and sometimes have
serious consequences for U.S. foreign eco-
nomic policy. Services, as a new issue on the
national agenda, may offer an opportunity for
Congress and the executive branch to consider
a somewhat less chaotic set of arrangements—a
question to which the next chapter returns,

REMARKS

firms remains generally high; the size of the
U.S. market makes the threat of restrictions on
foreign access a powerful negotiating weapon.
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But the Uruguay Round also poses a major chal-
lenge for U.S. leadership. As the United States
continues to impose ad hoc restrictions on im-
ports of goods, gaps between action and rheto-
ric become harder to paper over. Developing
countries will not be likely to accept liberali-
zation of services trade accompanied by con-
tinued closing of markets for the labor-intensive
goods they must export in order to grow and
to service their debt. Nor does the United States,
today, necessarily have the economic muscle
to get its way.

The background prospect of a surge of pro-
tectionist sentiment in the United States, or
reciprocity legislation, may deter some of the
more objectionable forms of protectionism in
other countries, and help bring them to the bar-
gaining table. But given the nature of the prob-
lems afflicting the international trading system,
more may be needed than bargaining as usual.
When it comes to intellectual property rights,
for example, the United States has been suc-
cessful with South Korea, as well as in getting
the issue onto the Uruguay Round agenda.
Meanwhile, various bills have been proposed
to penalize countries that fail to recognize the
rights of U.S.-based firms. Some bills would set
time limits for negotiations with offending
countries; if an acceptable agreement could not
be worked out, the President would be expected
to apply countermeasures of one sort or another.
Others would prescribe specific negotiating ob-
jectives. But the greater need seems to be for
a U.S. strategy aimed at establishing a new re-
gime for intellectual property protection—one
better suited to current and emerging technol-
ogies. Developing such a strategy might take
a good deal of analysis and planning before ne-
gotiations began.

International technical standards provide
another sort of illustration of the shortcomings
in the U.S. approach to foreign economic pol-
icy. This country does not always have a good
grasp of what is at stake when it comes to such
questions. To many people, the standard-set-
ting process seems opaque, the technical ques-
tions a mystery. Many of the firm-specific or
country-specific interests remain hidden. In-

ternational negotiating forums are slow-moving
and perplexing, if not byzantine.

It is certainly true that those who set broad
policy goals will seldom need to concern them-
selves with the details of standards; still, in the
United States, the policymaking community has
perhaps underestimated their significance for
international competition, particularly with tar-
iff barriers largely down and NTBs taking their
place. Although the subject is esoteric com-
pared to quotas for steel or subsidies for agri-
cultural products, conflicts over OSI standards
have already done real if minor damage to
U.S.-European relations.

The point is a more general one: leaving aside
national defense, the U.S. policymaking com-
munity seldom shows much interest in or un-
derstanding of technical matters. Finding new
ways of protecting intellectual property rights
inevitably raises questions that demand some
appreciation of the technologies involved in,
say, fourth-generation computer languages. So
does grasping the stakes involved in negotia-
tions over ISDN standards,

The possibilities for U.S.-European and U. S.-
Japanese cooperation on R&D related to com-
munications and information technologies (or
further cooperation in space) provide a further
example of the increasingly technical charac-
ter of matters that, most fundamentally, remain
in the realm of foreign policy or international
economic policy. Cooperation might help re-
duce tensions among the major industrial coun-
tries, as well as unnecessary duplication in
research. Cooperation on, say, R&D or demon-
stration projects for ISDN would be easier to
arrange (and probably more productive) if
limited to industrialized nations. But partici-
pation by Third World countries could help re-
duce the suspicion that initiatives aimed at
liberalizing services and high-technology trade
would necessarily work to their detriment, In-
cluding developing countries in multinational
development projects could become an incen-
tive for cooperation on other fronts. The Third
World has strong interests in not being rele-
gated to the margins of technology trade; these
interests create opportunities for liberalizing
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the world trade regime (as well as impedi-
ments). The United States, however, has had
little experience in developing such programs,
or in managing them so they function effec-
tively.

Fundamental conflicts of interest, as well as
lagging understanding by some countries of
what they might gain, slowed the process of
laying groundwork for the new MTN round.
The talks themselves promise to be the most
difficult in GATT’s 40-year history, USTR has
been at the center of U.S. efforts to pursue serv-
ices liberalization since the beginning. The
agency will be stretched for resources as the
Uruguay Round proceeds, and as services is-
sues proliferate in other forums and bilaterally.

With international negotiations dealing with
specific sectors arising alongside those on
broader principles, USTR will have to rely on
staff work by other agencies. These agencies,
in order to provide effective support, will have
to quickly come up to speed as specialized prob-
lems surface. U.S. representatives will have to
be flexible in their choice of forums—and in
coordination of negotiations—and careful to ap-
preciate the underlying development strategies
of other countries. Advisory processes will
probably need restructuring. At present, USTR
works with 14 Industry Sector Advisory Com-
mittees (I SACS) representing manufacturing in-
dustries, but only two groups drawn from the
services. The farther negotiations move beyond
general principles to sector-specific issues, the
greater will be the need for new ISACs to speak
for service industries and their employees. The
next chapter discusses both resources for USTR,
and advisory mechanisms, in more detail.

Among U.S. handicaps as the new round be-
gins, two deeply rooted attributes of the Na-
tion’s policymaking system stand out: 1) reli-
ance by the Federal Government on military
spending, almost exclusively, to stimulate tech-
nological development; and 2) dispersed decision-
making authority when it comes to regulatory
and trade policies, GATT has been successful
in reducing tariff levels, somewhat less so in
controlling other direct barriers to trade (e. g.,
quotas). Meanwhile, countries around the world
have been turning to indirect and less visible
policy instruments: subsidies, discriminatory
regulations, the entire array of tools associated
with national industrial policies. Certainly, U.S.
negotiators have had success in dealing with
some of the indirect barriers—e. g., convincing
the Japanese to let in foreign lawyers. But in
a more general sense, the United States finds
itself increasingly unable to respond. We have
no tradition of explicit industrial policy, thus
cannot credibly threaten to provide concerted
support for U.S. firms internationally; other
countries know that any policy extending such
support would be subject to reversal on short
notice. At a minimum, achieving U.S. goals on
services and other new issues in the Uruguay
Round will demand careful attention to the
management of jurisdictional overlaps within
the Federal Government, particularly where do-
mestic regulatory policies and foreign eco-
nomic policy come together, Beyond this, the
many Federal agencies whose policies affect
the competitive ability of U.S.-based service
firms—either directly or as side-effects of do-
mestic regulatory policies—will need to take
greater account of these impacts in the future,
a point stressed in the next chapter,


