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Taday, the Counci! of Economic Advisers released areport — America’s lnterest in the World Trade
Organization: 4n Economic Assessment. The report looks at the increasing importance of international
trade in the U.S. economy and the central role of the raultilateral trading system in opening fareign '
markets, strengthening the rule of law, and promoting economic growth and development internationaly,
The repon conciudes that the United States looks (o the future from g position of economic steength, dug
in no small part 1o 118 openness and flexibility. U.S. tariffs are smong the world’s lowest, averaging caly
2.8 percent on internarionally comparable terms. The United Swes is also the warld's leading wader in
goods and ssrvices, accounting for about 14 percent of world exports and about 16 percent of imports,
The report finds that Americans benef#t dicestly from open markers, a5 both experters and importers. For
example, recent studies provide evidence of substantial wage advantages i jobs supporied by goods
exports —on the order of 15 percent. Americans also enjoy lower prices and more product viriety.
Forover. 59 y‘aar; the muitilateral trading system, first consisting of the General Agreement on Tanffs and
Trade, and more recently the World Trade Orgenizaticn {WTQ), has played a key part in meening U.S.
trade policy shiectives. It has helped reduce foreign barriers o trade, strengthen the rule of law, and
encourage economic growth and development. Through successive rounds of negotiations, lariffs on -
industrial products have fallen dramatically. A the end of WWII, the average tariff on industrial products
in developed countries was about 40 percent. Taday, the average is about 90 percent lower.

As a result of the Uruguay Round negotiatlons, the mulitilateral trading system now mare fully cavers
agriculture, vextiles and clothing, services, and intellectual property rights. There wera also landmark
decisions to create 8 WTQ and institute s strengthened system for dispute resalution. This new dispur
setlement mechanism, with s strengthened procedures, has proved extremely useful to the United States,
which as a complaining party has so far prevailed in 22 out of 24 eases, having favorably serled 10
without litigation and having won 12 in lingation. ’

The success of the wading system and 13 vaive (n reinforcing markst-oriented devela;s.“mz strategies hay
become increasingly appreciated over time. Qriginally dominated by the developed countries,
participation in the trading system has grown as others have scught inclusion. Today, the WTQ has 135
members and another 32 nations are seeking accession. Berween 1989 and 1997, developlng countries
increased their share of world mrade.

While is achievemen's have been considerable, the multilateral trading systerss remains a work in
progress. A new round of negotations offers opportunities 1o enhance market access, improve the
functioning of the WTOQ, more effectively integrase labor and environmental considerations, and ensure
that the benefits of rade ars shared more widely. :
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Executive Summaury

"The WS, economy looks to the future from: a position of streagth, dug in no small part (o its

openness and flexibility. U5, tanffs are among the world’s lowest, averaging oniy 2.8 percemt
of internationally comparable terms. The United States is also the world's leading rader in
goods and services, sccounting for about 14 percent of world exports and about 18 percent of
wmports. Amencans benefit directly from open markets. U.S. producers benefit from exports of
high-tech manufactures, agriculture, and services, among other products. U.S. workers enjoy
higher paving jobs and U.S. consumers enjoy lower prices and more product vatiety.

For over haif a century the multilatera! trading system, first consisting of the General Agreement
on Tariffs and Trade (GATT) and more recently the World Trade Qrganization (WTQ), has
played a key part inn meeting U.S. trade policy objectives. It has reduced barriers o trade,
strengthened the rule of law, and encouraged econonuc development internationally. The post-
WWII period has seen exceptional growth m much of the world as the global economy has
become increasingly integrated.

While its achievemnents have been considerable, the trading system remains a work in progress.
A new round offers opportunities to enhance market access, improve the functioning of the
WTO, more effectively integrate labor and environmental considerations, and ensure that the
benefits of trade are shared more widely.

America Benefits from Market Liberalization

On the threshold of the 21% Century, two related featurss of the U8, economy are particularly
striking. First, it has never been more prosperous znd, second, it has never been 28 integrated
into the world economy. The LS. economy provides its citizens with living standards that are
higher than those in many other nmajor indusirial economies ~ measured 1n terms of purchasing

© power, per capita income in the United States is 27 percent higher than in Japan and 41 percent

higher than in Germany, The U.S. economy i3 able to provide such high Hiving standards, in part,
hecause Americans engage extensively in intemational irade. As an indicator of its size and
scope, U.S. trade’s value relative to U.S. GNP has been almost 25 percent in recent years, the
highest it has been at any point in the past hundred vears.

o On average, Americans export about 11 percent of all the goods and services they produce
and import about 13 percent of all they consume.

« Many high-tech U.S. manufacturing industries, such 2s computers and electrenics, export 23
percent or more of thewr total shipments; U.S. wheat and rice growers export aver 40 percent
of their total production.

o The United States is the world's leading services exporier, accounting for over 18 percent of
ali commercial service exports,

¢ Recent studies provide evidence of subsiantial wage advaniages in jobs supported by gocds
exports - on the order of 1§ percent. ’



‘The WO Prometes Market Opening

America gaing niost when other nitions tower thelr iide barriers as we roduce ours. Indoed, 23
one of the workl’s most open ceonomiuvs, we have & particular interest in promoting Hberalization
abroud. The systens of binding commitments first established in the GATT and aow advaneed
by the WTO has provided a framework for liberalization. Consistent with ULS. goals for an open
multilateral trading system, the GATT was founded in 1948 on principles of reciprocity and non-
discriminamion, On this basis, it has been exuemely successful in opening markets.

+ . At the end of WWII the average weriif on industrial products in developed couniries was
about 40 percent. Today, the averags 15 about 30 percent lower.

The Urageay Round, concluded in 1994, reduced taniffs on indusinal products and extended
agreements to previously neglected sectors, such s agriculiure, textiles and clothing, nnd
survices. Recent ceonomic studics evaluate potential gains from the Ureguay Round, but captur
only the effects of cortmin conceptually quastifiable features, namely reducing tanils, reducing
export subsidies, and eliminating quotas on some goods. They do not capture gaing from
provisions for services, dispuie settlement, and tutellectual propenty.

»  Recent studies of some potential Uruguay Round benefits esumate that annual global income
could rise $171 billion to $214 billion spon full implenemation, in 1992 dollurs; for the
United Stales alene, the gains could amount to $27 billion 1o 837 botlion each year,

Post-Uraguay Round negotiations yielded addiitonal market acesss comumiiments in financial
ervices, basic telecommunications services, and information technelogy, opening up new

oppartunities in some areas in which the United States is highly competitive. Growthin US.

exports of private services point to potentiai gains from markel opening. .

s Since 1994, LS. financial service exports have grown, on average, by 24 percent annuaity in
aominal termie, U8, insurance service exports have grown by 14 percont, and U.S. business,
wwehmcal, and professionat service exports have grown by 12 percent

The WTO Prome’ss the Bule of Law

To fully realize the benelits of trade, however, requires more than agreement {o reduce barriers,
Sustaining support for the trading system also requires rules that are credible and equitable. For
firms to undertake the necessary jnvestments 1o sorvice foreign markets, they need to believe that
new barriers will 0 be raised and that old ones will not reassert themselves, To rely on foreign
suppliers, buyers naed to belicve likewise that market access will not be disrupied. Traders need
assurance thal coml itmenis will be binding and that markets will remain open in the event of
changed circumstarzes, Morsover, the rules should ensare that governments play fuir — that they
not suek advantage tor favored interests by subsidizing their producers or passing regulations
that unnecessanly ¢ stort international trade. Fatrness also requires that the gaing from trade are
shared widely and «c not come at the expense of core labor standards or the environment. In so
doing, the W10 mu st strike an appropriate balance between the needs of the trading system and
those of sovereign vations. The WTO Agreements do not and wili not preclude the United States
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from establishing and maintaining its own laws; impair the effective enforcement of U8, laws;
or limit the ability of the United States 10,5t and achieve iis envirenmental, labor, health, and

safety standards at the levels it considers appropriate. Through consensus, t‘zc WT( has done
much 1o achieve both credibility and fainess.

»  WTO rules allow nations to take anti-dumping measures, countervailing-duty measures, and
action against tmport surges, provided they follow certain procedures. The United States has
used s own WTO-consisient trade laws (o cembai m fair forgign practices and to provide
safeguards for domestic producers.

+ The WTO provides an improved ramewark for resolving disputes. It has proved extremely
useful to the United States, which as a complaining party has so far prevailed 1o 22 out of 24
cases, having favorably settled {0 without litigation and having won 12 in litigation.

« The WTO provides rules for protecting imellecival property rights. For the Uniied Siafes,
one of the world’s most innovative nations, such rights con vey substantial valus. ,;1 1998,
.S, exports of rovalties and license fees amounted to about $37 billion.

By and large, WTO members have adhered to their commi tmg:nzs. The sustained trend towards
market beralization over the postwar period and the maintenance of commitments not to raise
barriers even in the face of international financial crises, stand in sharp contrast to the trade
nolicy mpvrlcn{:f* during the Inter-war perind.

The WTO Extends the Benefits of Trade and Encourages Growth

The United Siates has long advocated the use of the muliilateral trading system to promote
ecenomic development internationally. , The success of the trading system and its value in
reinforcing market-oriented development strategies has become mcreasmgiv apprecge.te{i over
time. Between 1989 and 1997, developing countries increased their share of world trade.
Criginally dominated by the developed countries, participation in the multilateral trading system
has grown as others have soughi inclusion. Today, the WTO has 135 members and another 32
nations are seeking accession, 1his allure of the trading system supports the view that
international trade 1s not 2 zero-sum gme Both the United Siates and its trading pariners reap
the benefits, In fact, the shared aspect of the gains from trade, belween trading partners, is a core
principle of economics. However, notall WTQ members are currently well nositioned 1o use the
system cffectively. Some of its least developed members tack the necessary institutions and
infrastructure to reap the full benefits of rade — in those cases, capacity building and rechnical

© assistance, coupled with market opening, could help spread the benefits,

The 1.8, Agenda Meets the Challenges of the 21¥ Century

The prospact of another round of multilateral trade negotiations provides new opportunities to
advance U.S. interests in opening foreiga markets, establishing an effective rule of law, and
promoting economic development internationally. Barriers remain high in agriculture and
services, sectors in which we are highly competitive. In agriculture, for example, bound taniff
raies average about 50 percent arqund the world compared with less than 10 percent in the
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United States. Average fdod and related prices in the EU and Japan are 34 and 134 percent
higher, respectively, than in the United States. Moreover, the systems of commitments and rules,
though much mmproved, stll requires further sirengthening. And, much work remains 10 be done
to ensure that developing countntes ~ including the least developed - obtain the market access
and technival assistance they need to realize the benefits that internetional trade ¢an afford. The
United States is also committed to putting 2 “human face” on the global economy.

For these reasons, the United States is proposing to launch a new round, tasting no more than
three years, that focuses on market access in services, agriculture, and industrial products. it is
also seeking immediate tanff cuts in eight key areas, agreement on transparency in government
procurement, extension of the prohibition on e-commerce duties, and an agreement 1o make
additional information-technology products tariff free. The United States also sees the need to
strengthen the WTO's relationships with other international organizations and to make the WTO
more open and accessible. The United States has sought o crzatz a trading system that spreads
the benefits of trede as wadely as possible, both across and within countries, and is supporive of
core labor standards and the environment,’ Thus, the United Siatesas:

# Secking to bring more nations into the rading sysiem and ensure that developing countries
fully benefir. The United States will work to give the least developed countries greater
acoess 1o global markets. The Untiad States is also proposing measures 1o provide technical
assistance on implementing trade policy and strengiherung institutions in developing
countries responsible for trade, labor, environmemal and other policies that infiuence the
gains 1 living standards from trade,

» Proposing 1o establish a WTO Working Group on Trade and Labor in Seattle and enhance
the institutional links between the International Labor Organization (ILO) and the: WTO, by
granting the 11O observer status at the WTQ, :

+ Pursuing opponiunities that can both open markets and yield environmental benefits, such as
eliminating fishery subsidies thal contribute to over-fishing and eliminating tariffs on
environmental goods; seeking to strengthen cooperation between the WTO and internationgl
organizations dealing with environmestal maners like the UN Environmenial Program,

. Cem*n:tting to conduct a U.S, enviranmental review of the likely consequences of the Round
< and propasing that the WTO Trade and Epvironment Cammmee help identify envirotmental
implications as the Round proceeds.

The WTO provides its members with some of the conditions that are necessary for successful
economic performance, but the benefits it confers are not automatic, To fuily realize the benefits
of trade, i1 is necessary to adopt complementary domestic policies, such as those 0 help ensure
that displaced resources are successfully re-employed. This requires effective mechanisms that
help warkers, farmers, and {finms adjust 10 change when need arises — though economic studies
typically find that trade 15 a small factor in overall job displacement. The Clinton Administration
hag made opening markets at home and abroad s major pillar of its economic sirategy, but it has
also adopted the complementary policies'of investing in people and fiscal prudence.
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I. Overvicew

The 1.8, economy looks to the future from a position of strength, due in no small part 1o 18
openness and flexibility. U.S. tariifs arc amonyg the world's lowest, averaging only 2.8 percent
op internationally comparable terms. The United States (s also the world's leading trader in
goods and services, accounting for about 14 percent of world exports and zbout 16 percent of
imports. Amnericans benefit directly from open markets. US. producers benefit from sxporis of
high-tech manufactures, agriculture, and services, among other products. 1.8, workers enjoy
higher payirg jobs and U.S. consumers enjoy lower prices and more product vanely.

For over half a century the mulildteral trading systen:, first consisting of the Genera) Agreement
on Tariffs and Trade {GATT} and more recently the World Trade Organization (WT0), has
played a key part i meeting U8, trade policy \oigcwvcs‘ it has reduced barriers (o rade,
strengthened the rule of law, and encouraged economic dovelopment intormationally. The posi-
WWHH period has seen uccpumlai gowih in ruch of the world as the 8 Jobal economy has
hecome mcreasingly integrated.

While its achievements have been considersble, the trading system remains a work in progress.
‘A new round offers opportunttics (¢ enhance markst access, mmprove the functoning of the
WTQ, more effectively integrate labor and environmental considorations, and ensure that the
benchis of trade are shared more widely.

America Banefifs from Market Liberalization

QOu the threshold of the 21 Century, two related features o the ULS. economy are particularly
siriking. First, {1 has pever been more prosperous and, second, i has never been as integrated
o the world cconomy. The ULS. cconomy provides 118 citizens with hving standards that are
higher thun those in many other major industrial cconomies — measured in terms of purchasing
pOWEr, per cap;za mncome in the United States 15 27 percent higher than in Japan and 41 percent
higher than in Germany. The U.S. economy is able to previde such high living standards, in part,
because Americans engage extensively In inlernalional rade. As an indicator of ils size and
scope, U.S. trade’s value relative to ULS. GNP has been almost 235 percent in recant years, the
highost it has been al any potn! in the past hundred years,

«  Onaverage, Americans export aboul 11 percent of all the goods and services they produce
and ymport about {3 percent of all they consume.

«  Many bigh-tech US. manufacturing industrics, such as computers and electronics, export 23
pereent or more of their tofal shipments; U.S. wheat and rice growers export aver 40 percent
of their iota) prodoction,

» The Unilod Sates 15 the world’s leading services exporter,. accounung fo
ail comraercial service exports.

rover 1§ percent of

» Recent studies provide evidence of substantial wage advantages i jobs supported by goods
egports — on the order of 15 percent.



The WTO Promotes Market Opening

America gains most when other nations fower their frade barriers as we reduce ours, Indeed, as
one of the world’s mosl open cconomies, we have a particular interest in promoting liberalization
sbroad. The system of binding comniiments first ¢stablished in the GATT and now advanced
by the WTO has provided a framework for Tiberulization. Consistenl with 1.8, goals for an open
multsiateral trading system, the GATT was founded in 1948 on principles of reciprocity and non-
discrimination. On this basis, 1 bas been extremely successiul in opening murkets.

s Atthe end of WWII, the average tariff on industrial products in developed countries was
about 40 percent. Today, the average is about 90 percent lower. :

The Uruguay Round, concluded v 1994, reduced tarifis on industral products and extended
agreements (o previously neglected seotors, such us agriculture, lextiles and clothing, and

ervices. Recent econontic studies evaluaie potential gains from the Uruguay Round, but capture
only the effects of certain conceptually quantiDabie features, namely reducing tandfs, reducing
export subsidies, and eliminating quotas on some goods. They do not capture gamns from
provisions for services, dispute settlement, and intellectual property.

s Recent studies of some poiential Uruguay Round benefits estimate that annual global income
could rise $171 billion e $214 billion upen full implementation, in 1992 dollars; for the
United States alone, the gains could amount to 327 hillion to 337 billion each year,

Post-Uruguay Round negotisiions yielded additional markal aceess conunitiments in financial
services, basic telecommunications services, snd informuation technology, opening up now
opportunifies i some arcas in which the United Siates is highly competitive, Growth in ULS.
exports of private services poinat (o potential gains from nwrke opening.

» Since 1994, 1L.S. financial service exports have grown, on average, by 24 percent annually in
nominal terms, U.S. insurance service exports have grown by 14 percent, and LLS. business,
technical, and professional service exparts have grown by 12 percent, :

The WTO Promotes the Bafe of Law

To fully realize the benefits of {rade, however, requires more than agreement to reduce barviers,
Sustaining support for the trading systeny also requires rules that are credible and cquitable. For
firms to undertake the necessary investments o service foreign markets, they need o believe that
new barriers will not be raised and that old ones will not reassert themselves, To rely on foreign
suppliers, buyers nced 1o believe likewise that markel access will not be disrupted. Traders need
assurance that commitments will be binding and that markets will remain open in the event of
changed circumstiances, Moreover, the rules should ensure thit governments play fatr — that they
not seek advaniage for fuvored interests by subsidizing their producers or passing-regulations
that unnecessarily distort international trade. Faimess also requires that the gains from trade are
shared widely and do not come at the expense of core labor standards or the environment. In so
doing, the WTO must strike an appropriaie balance between the needs of the trading system and
those of sovereign nations. The WTQO Agreemenis do nat and will not preciude the United States



from estnbhshing and maintaining its own laws; impair the effective enforcement of US, laws;
or limit the ability of the United States to set and achieve its environmental, labor, health, and
safery standards at the levels it considers appropriate. Through consensus, the WTO has done
much 1o achieve both credibility and faimness.

s WTO rules allow nations to tuke ahti-dumping measures, countervailing-duty measures, and
action against impart surges, provided they follow certain procedures. The United Siaies has
uged its own WTO-consistent trade laws 1o combat unfair foreign practices and o provide
safeguards for domestic producers.

s The WTO provides an improved framework for resolving dispuies. 1t has proved exiremely
useful to the United States, which as a complaining party has so far prevailed in 22 out of 24
cases, having fuvorably settled 10 without Btigadon and having won 12 n litigation.

s The WTO provides rales for prolecting inteiloctual property righis, For the Untted Suties,
one of the world’s mast innovative nations, such righis convey substantial value, In 1998,
U.S. exports of royalties and license fees amounted to about $37 billion,

By and large, WTQ members have adhered to their commitimenis. The sustained trend towards
market liberalization over the postwar period and the maintenance of commitnents not to raise
barriers even in the face of international financial crises, stand in sharp contrast to the trade
policy experience during the inter-war period.

The WT'O Extends the Benefits of Trade and Encourages Growth

The United States has long advocated the use of the multilateral trading system to promote
ceonomie development internationatly. The success of the trading system and 5 value in
reinforcing market-oriented development stratcgics has become ingreasingly appreciated over
time. Between 1988 and 1997, developing countries inereased thewr share of world trude.
Originally dominated by the developed couniries, participation in the multilateral trading system
has grown as others have sought inclusion. Today, the WTO has 135 members and another 32
malions are seeking acoession. This allure of the trading systom supports the view that

“international frade ts not a zero-sum game. Both the United States and its trading partners reap
the benefits, In fuct, the shared aspect of the gains from trade, between trading pariners, is a core
principle of economics. However, not all WO members are currently well positioned to use the
systom effectively. Some of 11s least developed members lack the necessary institutions and.
infrastructure to veap the full benefits of trade ~ in those cases, capacity building and wctzz‘zzi:al
assistance, coupled with market opening, could hclp spread the benefits,

The U.S. Agenda Meets the Challenges of the 21% Century .

The ;zmspect of another.round of multilateral trade negotiations prevides now apportunitics to-
advanee U5, Jnterests in opening foreign markets, estublishing au effestive rule of law, and
promoting economic development internationally. Barriers remain high in agriculiure and
services, sectors in which we are highly competitive. Io agriculture, for example, bound taniff
rates average abaut SO percent around the world compared with less than 10 percentt in the



United States. Average food and related prices in the EYJ and Japan are 34 and 134 percent
higher, respectively, than m the United States. Morcover, the system of commitinents and rules,
though much improved, still requires further strengthening. And, much work remains to be done
1o ensure that developing countries — including the lcast developed - obtain the market access
and technical assistance they need to realize the benefits that international trade can afford. The
United States is also committied to putting 4 “humaty lace” on the global economy.

For these reasons, the United States is proposing 1o launch a new round, lasting no more than
three years, that focuses on market access in services, agriculture, and industnal products. Itis
also seeking immediate tariff cuts in cight key areas, agreement on transparency in government
procurement, extension of the prohibition on e-comumerce duties, and an agreement o make
additional information-iechnology producis ariff free. The United States also secs the need (o
strengthen the WTO's relationships with other internationa! organizations and to make the WTG-
more open and accessthle, The United States has sought 1o create a trading sysiem that spreads
the benefits of trade as widely as possible, both across and within countries, and is supportive of
core labor standards and the environment, Thus, the United Siates is

»  Secking W bring more nations inio the trading system and ensure that developing countrics. -
fully benefit. The United Siates will work to give the least developed countries greater
access to global markeis. The United States is also proposing measures to provide technical
assistance on implementing trade policy and strengthemng mistilutions.in developing
couniries responsible for irade, labor, environmental, and other policies that influence the
gains to bving standards from trade.

= Proposing to establish a WTQ Working Group on Trade and Labor in Seattie and enhance
the instiutiona] ks betweon the Internationad Labor Organization {ILC) and the WTO, by
granting the (LO observer status uf the WTO.

¢ Pursuing opportunitiss that can both open markets and yicld environmental benefits, such as
climinating fishery subsidics that contribute to over-fishing and eliminating tariffs on
environmental goods; seeking 1o strengthen cooperation between the WTO and intemational
organizations dealing with environmental mauters Hike the UN Environmental Program.

»  Committing 1o conduct a ULS, environmental review of the likely conséquences of the Round -
and proposing that the WTO Trade and Environment Committee help identify environmental
mmplicaticas as the Round proceeds.

The WTO provides its members with some of the conditions that are necessary for successfuf
economic performance, but the benefits it confers are not antomatic. To fully realize the benefis
of trade, i1 18 necessary 1o adopt complementary domestic policies, such as.those to help ensure
that displaced resources are suceessfully re-employed. This requires effective mechanisms that
help workers, farmers, and firms adjust 1o.change when need arises — thongh economic studies
typically find that trade is a small factor in overall job displacement, The Clinton Administration
has made opening markets at home and abroad # major pillar of its economic strategy, but it has
alse adopted the complementary policies of investing m people and fiscal prudence,



11, America Benefits from Market Liberalization

The Uniied Siates approaches market liberalization from a posttion of sirength in the global
economy, partly becavse of its openness and flexibility. U.S. tanffs on imports are among the
lowest in the world, averaging about 2.8 percent on Gomparable terms (Figure Z},z And LS.
producers are among the most competitive iy many seciors, including high-tech manufactures,
agricuiture, and services. Today, the United States is more integrated into the global economy
than ever before — it is also the world’s largest trader. The United Siates accounts for about 14
percent of the world’s goods and services exports and about 16 percent of its imporis.® Because
the U.S. market is already so open, 1t siands 1o reason tbat Americans would have much fo gain
and relatively Little to lose from additional mueltilateral liberahzation. To date, the multilateral
trading system has provided an effective forem for working toward open markets,

Figuré 1: Mean Tariff Rates Weighted by World Imports 1998
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U.S. businesses, farmers, workers, and consumers already benefit from U.S. policies that enable
the free flow of goods and services at the US. border and from International agreements that
provide access to foreign markets. ULS. businesses benefit direcliy from export opportunities —
sonne midustries, such as electronics and computer cquipment, sell at least a quaner of their

< in 1998, UR. wriffs sveraged abont 2.8 percent, weighted by world imports; however, the share of total LL8, dutizs
collested fo 1ol 1.5, inports for consumption was only 2 percont, Figure { provides only 8 partial indication of
couniries’ openness. A full internations] comparisun would require an analysis of uther measures, such as
yansparency and nonelasf barriers that are pot reflected in Figue 1.
? Using data from the World Trade Organization, Itip:/www. wio org/wio/statis/stat htmy {dowaloaded November
13, 19991 The data are for world tade in goads and comimercial services, includng futrs-EU tade,
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merchandise overseas. They also enjoy access 1o low cost inputs, witich nukes them more -
conpetilive domestically and internationally. Many US. fanmers also ship large shares of their
production abroad. U.S. workers enjoy higher paying jobs ang (1.5, consuniers enjoy lower
prices and more product variety,

America in the Global Economy

In recent years, ;méc s share in LIS, Gz\zi‘ has approached 23 percent, 2 record ngh for this
century (Figure 2).° 1In 1998, U.S. poods and services exports and imports amounted to about
$96G6 billion and $1,116 billion, respectively. On average, Amernicans exported 11 percent of the-
goods and services they produced and imported 13 percent of those they consumed. Capital
goods sceounied for the largest share of ULS. exponts, shout 31 percent, followed by services,
then industrial supplies and materials (Figure 3a). Capilal gowds also acecounted for the largest .
share of U.S. imports, about 24 percent, Iollowed hy consumer goods, then services {Figure 3b),
The soctorp) data suggest the importance of two-way trade within industries. The United States
is competitive across & wide range of industries, in part, because U8, firms have access 1o low-
cost components, resuliing in lower production costs.

Figure 2: U.S. Trade as a Percent of GNP 1500-1998
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* The share of trade in GNP provides .Q,mzmvz benchmark. While expons come out of donsestic groduction,
imponts supplement domestic consumption.
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Figure 3a: U.S, Exportsin 1998 Figure 3b: ULS, Imporis in 1998
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. More detailed data on U S, trade in manufacturing, agricuiture and services provide even more
- compelling evidence of the extent of ULS. integration in the global economy and the value of
open markets. For a vanety of products - ranging from computers to wheat - access to global
markets contributes substantially to US. production znd consumption,

Manufucruring industeies are hghly integrated. A comparison of trade, production, and
consumpliion data suggests substantial inlernationa! integration in a number of industries, and an -
outward orientation in high-tech manufacturing, On average, exports accounted for about 15
pereent of shipments in manufacturing and miports accounted for about 19 percent of
consumption in 1996, Ranked on the basis of export shares, industrial and commercial
machinery and computer equipment, electronic and other electrical equipment and components,
and moeasuring, analyzing, and controlhing instiumonts rated highest {Table 1), In cach of these
industrics, exports accounted for roughly 25 percent or more of U8, firms” total shipmenis,
Ranked on the basis of import shares, leather producss, apparel, and miscellansous manufactures
fated highest — imports accounted for at least 3% percent of Gomestic consumplion i each
industry. But, imports also accounted for a significant share of consummption in electronic and
other ¢lectrical equipment and components'and in industrial and commaercial machinery and
computer equipment - raughly 33 percent and 34 porcent, respestively. As above, the data ot
industrial and conunercial m&cbznu‘y and computor equipment suggest the importance of 1woe
way trade. A closer look at more recent 1998 dats on ULS. trade, production, and consumption in -
computer equipment provides further evidence:
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Table 1: U.S, Manufacturing Trade as a Percent of Total Shipments and Consumption 1996

SIC Exponsasa  hwportsasa
Code  Product Deseription ' Pereent of Percent of
’ ' Shipments Consumption

20 Food and Kindred Products - 6,82 614

21 Tabaceo Products ALY - 0.96
22 Textile Mill Products ' 10,00 11.42
23 Apparel and Other Finished Products Made From Fabrics. .. : 143 39.11
2 Lamber and Wood Products, Except Fumiturg : 762 11.96
25 Furniture and Fixtures ‘ . . 5.63 15.05
26 Paper and Allied Producis 9,02 9.37
27 Printing, Publishing, and Allied Industries : B b 212
28 Chermeals and Allied Products : 17273 1373
229 Petroleurn Refining and Related Industries ' 398 - 980
30 Rubber and Miscellaneous Plastie Products T B2 1310
31 Leather and Leather Produets ' 2346 7097
32 Stone, Clay, Glass, and Concrete Products * .59 1096
33 . Primary Metal Industries 13.00 19.66
34 Fabricated Metal Producis, Except Machirery and Transportation...  7.72 876

35 Industsial and Commercial Machinery and Computer Equipment 3234 3952
36 Electronic and Other Blectnical Equipment and Components. .. 2518 32.65
37 Transporuation Equipment : ) P 27.30
38 Measuring, Analyzing, and Cozzir;;;%%%ng Instruments. .. : 24.72 22,08

39 Miscellancous Manufaciuring Industries , 16.31 47.25-
Al Manufacturing ‘ 15,18 19.21

+ .

Scurcer UL, Department of Commierce, Interational Trade Administration

= Inthe computer indusiry, including computer hardware and peripherals, U.S. exports
accounted for about 43 porcent of domestic producers” total shipments and imports accounted
for about 58 percent of final and intermediate domestic consumiption.”

s According to a recent report, wore than 60 percent of the hardware value of a typical US.
personal computer system is made up of floppy and hard disc drives, video cards, muliimedia

* The compuier industry is defined here as 310 3571, 3872, 3573, and 3577, The dais are from a roport prepured by
U MeGraw- Tl Companies and the ULS. Department of Commerce, International Trads Administration, 148
inddusery and Frode Cratfook 95 {1899}, p. 275 .
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Kiis, monitors, molher boards, mouse devices, power supplies, and random access memory
imported from Asia’

Farmers export ferge shares of production. Here also, the data show - that Americans bensfit
from opportunities to sell thelr products internationally. In 1998, US. agricultural exports
totaled about $54 bilbion, sccounting for roughly a quarter of cash receipts.” However, for many
bulk commodities, high-value products, and harticultural products, the share of production sold
as exports was considerably higher. 1LS. wheat and rice growers exported over 40 percent of
their production, U.8. sunflower sced oil producers gxported over 80 pereent of their production,
and U.S. almond growers exporied over 70 percent.

Service exports have prown dramatically. Though typically “small” relative to tola] indusiry
production, U.S. exports of services have grown dramatically, providing further evidence of the
increasing importance of globat inkages. U.S. servicz exports have grown s & share of
domestic production of services (Figure 4). . They have also grown as a share of total exports.

« 1.8 service providers have almost tripled their share of export-related production over the
past five decades. In 1930, only 2.2 percent of U.S.-produced services were exmrwd i -
1998, ihat share was abowt 6 percent. »

o Over the same period, LS. service exports have generally grown more rapidly than
merchandise exports. As a resull, their share of total LLS. exports has increased from about
17 percent in 1950 to about 29 percent in 1998,

s The United States is the world's cadm% services exporter, accounting for over 18 parcent of
all commercial service exports in 19987 Among the leaders were travel services,
:mrzspeﬁaﬁon services, rovalties and lcensce fees, business, professional and technical
sorvices, and {nammi services, togelher accounting for about 78 percent of all ULS. private
Service 53{;}{}115;

*bid, v 27-1. ,
® Dutg are from the U8, Depanment of Agriculture, Foreign Agrisuliwral Servive (July 1999); reporting exports a5 a
si’w re of cavh receipis Jess governmunt paymenis.

* 3ata are from the 115, De;;azmcnz of Agrieulare, Foreign Agricultural Service (Juiy 1999); reporling gaports as a
share of domestic preduction, ushng 1996-88 average volume,
* See World Trade Organization, hitp://www.wio,org/wiofstatis/prerelease fum (downlosded October 21, 19991,

¥ Royalues and license fees includes some receipts, such as those from oooks, records and tapes and brg}a{iﬁaﬁzz%
and recarding of live cvents, that could be apportioned to specific induseries.-Within the category of business,
professional, and technical services, the leaders art: construciion, cnginecring, siohtieciural, and mining sorvices,
ingtallation, maintenance, and repair of equipment; legal services; a’:;}cmzwz il Reusing: and computor and dats
processing sgrvices — together aceounting for alzresz 60 pervent uf 31-LLE. expons of business, professional, sad
wehnical services. Ses ULS, Deperiment of Commerce, Economic Siatisties Administration, Bursau of Brongmig
Anaiveis, Survey of Current Becinesy (uly 1999, 5 102 and (October 1999}, 1. 04,
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Figure 4: Goods and Services Produced for Ex;iorz 1929-1998
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America's trading partners are located around the world — inn Europe, Asia, Latin America, and
Alrica — but they tend to be concentrated in developed and neighboring countries. Canada s
America’s top ranking pariner, accounting for zbout 21 percent of merchandise trade (exports
‘and irdpons combined). Measured on the same basis, the EU is a very close second, accounting
for just over 20 percent of the total, followed by Japan, accounting for just over 11 percent, then
Mezico, sccounting for just under 11 percent. In aggregate, non-QECD countries acoount for
about 31 percent of LS, trade, though the lcast deveioped countries account for a small sharg -
fess than one percent of the total,

Although the ULS. economy is “open,” in the sense that is averuge tanfls are among the world's
lawest, the United States - by virtue of 115 size and its distance from many mayjor markets — 15 not
as dependent on trade ag many other nations. Tolal trade’s share in UK. income is about 25
pereent — wetl below total trade’s share In world income, sbout 46 percent. As a resull, ong
might argue that the United States benedits from trade relations witl countries in Europe, Asiz,
Latin America; and Africa, while remuaining refatively bulfered from adverse globul events by
the sirength of s domestic markets, We see evidence of our resitience in the recent financial
crisig, whorein poor cconomic conditions in Asia and.clsewhere lod 1o o temporary ceduchion by
demand for U.S. exports and contributed 1o a vise i our current aecount deficit. Although some. .
sensitive sectors of the LLS. cconomy, including paris of manufacturing and agriculwre, have
been adversely affected by this international slowdown, our overall economy has been able to
sustain robust growlh and maintain full coployment.

*
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Trade Raises Living Standards

We have seen that America has low trade barriers and is heavily involved in the global economy,
but the question remams as (0 how we benefit. International trade ratses U.S. living standards by
improving the efficiency with which we allocate resources and enhancing our productivity. '
Through exports, the expansion of intermationally competitive sectors boosts incomes and large-
scale production reduces costs. At the same tine, the availability of imports increases buying
‘power, Improves consumer choice, and helps stave off inflation.

In his famous treatise, The Weallh of Nations, Adam Smith pointed out the economic benefits of
specialization and the degree to which these benefiis depend on & large market. The founding
fathers of the'United Stales revealed an innate appreciation of this insight. when they enacted the
Constitution. In particular, they explicitly prohibited states from restricting trade with other
states. This prolibition is arguably the most effective free trade agreement in history, 3t
established apen trade amonyg the states, crealing a large internal market that has helped 10 make
the United States onc of the richest economics n the world, Beeause they can freely sell thew
produets on this large market, Californians can produce more wine than if they could only 1o sell
i their own state, Likewise, farmers in Kansag can grow more corn and factory workers in
Mighigan can build more putomobiles. As a result of these activities, all Americans enjoy less
expensive wines, corn, and automobiles.

Today, we take our open infernal market for granted. Fow would likely argue that the East or
West of the United States would benefit if a barmer prevented trade between them. Yet the case
for free international trade is fundamentally the same as the case for free domestic trade. Access
to large, diverse markets permits specialization and specialization yields gains to producers and
consumers. Open trade allows Amenicans to eam hig,her incomes than if they sold only at home.
It also allows them 0 buy an drray of products that 15 less expensive and more varied than i they
could only purchase domestically. Intomational competition also exposes U.S. industries
foreign technologies and stimulaies them 1o become more inventive and productive.

However, 1118 important (o remember that the internal market works, 1n pard, because an
effective rule of law governs domestic ransaclions, Bach of the 50 states enjoys considerabic
Jatitude in sefting its ow local policies, but an overarching system of federal rules and
guidelings assures openness across the country. Much in the same way, the multilateral trading

~ system encourages transparent and predictable rules of conduct.

Countries gain from speefalizatdion, When a country produces and cxports thosc goods and
services that it can procduce relatively inexpensively, mnd impotts those that are relatively
ingxpensive to produce abroad, that trade can improve standards of Bving on both sides of the
ransaction.’’ For example, the United States, with an shundant supply.of high-skilled labor and

'l discussions of speeislization, competition, and productivity that follow draw from the Ecenomic Beport of the
!~’: evident I_Waahmg‘(m,, DC: February 19983, pp. 236-238.

' A country’s relative sirengths, 1.¢., its comparative advantage, derives in part from its “natural” endowment of
tesources, such as capital, labor, and land, But other factors — mcloding & cauniry’s domestic policies — are 21$0
important. They can affect both the quantity and quatity of its resourees. The LLE, coonomy, for example, benefits
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capital, can produce financial servicss at lower cost, relative (o other products, than can most
developing countries, Costa Rica, with an abundant supply of low-skilled labor and appropriste
growing conditions can produce coffee at lower cost, relative to other products, than can the
United States, In this example, the United States would benefit {rom producing and cxporting
financial services and importing coflec; the reverse is true of Costa Rica. Through
specialization, each country puls its resources 1o use where they can generate the most ¢conomic
value. Thus, when countres open their borders 1o trade, or reduce existing barners, they
reallocate resources Lo the uses in which they will be most profitable,

Competition enhances preducrivity. Foreign compenuon g.,%k’its domestic f1 z'ms an tneentive o
raise their produetivity. Unlike other one-time gains, these gains are recurring.” Onege
competition is introduced, # feads 10 2 cycle of productivity improvements and quality
entiancements that cottinue to benefit the cconomy indefinitcly. Siudics of the Umm{i States and
Ja;:mn find z positive reiat}mzsbzp between import growih and productivity g growth.”? Trade can
also inerease growth by wnproving the flow of knowledge and transfer of technology. With
protection of intelicctual properly righis, foreign competition ¢an promote research and
dovelopment and lead 1o inpovation — in both new products and new production processes.

Exports provide clear bengfits. By selling overseas, firms can increase their sales and camings.
tn response, production expands and more Americans are drawn into jobs in the most productive
and internationally competitive scotors of our ceonomy. o 1994, the total number of U.S. jobs
supported dircetly and indirectly by manufacturing exports was one in five." In aghiculture the
share was one in three. Since that time, 118, goods exports ag a share of US. goods produstion
has risen. Access 1o larger markets can also reduce costs and increase mnovation.

s The expansion of internationally competitive sectors booxis incomes. Recent studies provide
© evidence of substantial wage advantages in jobs supporicd by goods exports - roughly on the
order of 15 percent. One such study indicates that wage premiums for exporting planis range
from 12.5 o 18 percent on average for plants of sli sizes, locations, and industries.”” Asnother
study finds that the wages of all production and related workers'in jobs supported by goods
exports were 13 percent higher than the national average, snd the wages of workers in jobs
supported directly by those expuorts were 20 percent higher.'® ’

fyont ao abupdaut supply of high-skitled labor, However, mch skills ure not conferns d by nafure, raflor they are
wzz‘f’cm‘d by education and Irsining,

** among the one-time aams foreign competition an provide incentivey for foms 1o reduce their ;mcc,s in
proviously non-competitive mutkets, For exaniple, foreign competition, ingluding the thieat of foreign competition,
can Eelp dilute domestic m:zzz{zpoiws )

¥ Sec Robert Z, Lawrence, “Does o Kick in the Pants ('.‘cl You Going or Does Tt Just Hort? The [mpact of
btgrastional Competition an Technological Change in U.S, Manufacturing,” vopublished draft {3uly 1998} and
Bobert Z, Lawrence and David E. Weinswein, “rade and Growih: [mport-laed or Iixporln 2d? Evidcnca from fapan
and Korga,” NBER Working Paper No, W7264 (Inly 1599}

“ Bee Lester A Davis, *U.8. Jobs Supported by Cioods and Services Exports, 1983.847 (U8, Z}mazzzmm of
Commerce, Economics and Statisticy Adminisization, Washingion, D Noventher 1998, . 3.

" See 3. David Richardsod and Karin Rindal, *Why Exparts Matier; Morel® {The Institute for Intemations!
Beonomics and The Manufact{mﬁ@, instihue, Washington, DC: February 1988 p. 9. ’
'“ See Lester A. Davis, pp. il and 7-3,
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s Large-seafe production reduces and spreads costs. The econonties of scale achieved by
selling on world markets lower the costs.of production and increase the returns o mpovabion,
For some goods, such as automobileés, the average cost of production falls as more of the
good is produced — hence, the larger the market, the lower the cost. As a result, US.
producers become even more competitive and U.S. consumers enjoy lower prices.

Moreaver, the abilily to spread the fixed costs of research and development across a larger
sales volume allows globally competitive firms 10 be more tnnovative than those confined o
selling in smaller domestic markets. '

Gains from trade alse come from imports. As aresult of imports, consumers enjoy lower
prices, higher effective wages, and greater product selection. fmports may alse lead to increased
competition and faster productivhy growth, Recently, our ability to tmport has also provided an
anti-inflationary safety vaive - helping us to combine low mi‘iatzm, szcaéy growth, and high
rates of eraployment.

v lmports increase bzzyzazg power, The ability 10 buy less cxpenswe ferelgn producis (s an
important complesent to faster ;}mduc{miy growth in raising bving standards and boosting
real wages. Today, a dolar buys 11 percent more imported goods and services than it did in
1993, And, over the same period, nominal average hourly eamings have risen from $11.47
10 $13.31. Taken together, these two facts imply that by working an hour, the typical
production worker can now buy 28 percent more imported goods and services than in 1995,
Moreover, foreign competition creates incentives for U.S, businesses to price their products
more competitively.

s Dmporls improve consumer choice. himpons inerease the variety of producis and allow
consumaers (o buy products that are more precisely matched to their taste. Because markets
are open. LS. consumers can choose from seemingly countiess models of 4-door sedans, 2-
door hutchbacks, sport utility velicles, and pick-up trucks; they can also purchase fropical
fruit all year-round.. Imports may also contribute to higher productivity by giving producers
actess 1o a wider array of inputs and equipment. The U8, computer indusiry is among the

- world’s most competitive, in part, because it can combine U8, software and microprocessors
with other components made in Asia and clsewhere,

»  Impores stave off inflation. Recently, imponts have provided an anti-inflationary safety-valve.
Many cconomisis ascribe some part of the recent quiescent performance of inflation to our
ability to draw on global capacity. They believe that this allows the economy to achieve
higher levels of employment without igniting inflation. This has allowed the Federal Reserve
more leeway 0 keep interest rates low, which may, in tumn, have contributed to t}w current
fow rate of unemployment.

Speciulization rcqmm; adjustmenty. '}“‘lte g,éms from trade ure nol zaro-sum, in that one country
does nol “win” at the expense of another, In-fuct, the shared aspeet of the gains {fromitrade -
seross cowntries is o central tenct of econamics, Nevertheless, by itg very nature, specialization
invoives adjustiments that may create winaers and losers within eouniries. [n the face of open
markets and increased foreign competition, some industries within a country will expand and
others may contract. Adjustments for busingsses and workers 1n shrinking industries can be



costly and painful. Although economic studies typically find that trade is.a snall factor -
roughly 10 percent or less — in overall job displacement, some workers may face short-term
unemployment and others may even face permanent wage reductions if théy are unable to {find
comparable jobs in expanding scclors. 1 '

Trade, therefore, presents domestic challenges. But the fact that trade produces additional
income means that, in principle, resources are available to help those who are hurt either to

" adapt, by becoming more productive and competitive in what they were already doing, or to
switch to new activities. One way to help in the transition is 1o develop programs that directly
address the problems of dislocation. Another way may be to encourage trade, while limiting the
pace at which change occurs. Such gradualism may be desirable under certain circumstances,
but attempting to prevent liberalization would be counterproductive. Permanent protection
inevitably costs more, in foregone benefits, than it saves. The key lies in an economy-that is
sufficiently flexible and vibrant to meet the chhl]engcs of reaping those benefits.

o Domestic programs help workers find jobs. To address problems of worker dislocation —

regardless of cause —~ the Clinton Administration has developed new programs to assist in job

* search and training. These programs add to the assistance that is already available to .
displaced workers through the Federal Trade Adjustment Assistance program. The
Workforce Invesiment Act of 1998 retains a funding stream for dislocated workers and
promotes customer access and choice through a one-stop service delivery sysiem and

. Individual Training Accounts. The Administration has also ensured that lifclong lcaming tax
credits and scholarships are available to assist workers in preparing for new jobs. Federal job
and talent banks also provide new mechanisms for helping millions of U.S. workers. On a
single day in October 1999, America’s Job Bank posted over 1.3 million jobs; that same
month, Amecrica’s Talent Bank held over 400,000 resumes. -

o The WTO Agreements and U.S. trade laws provide cushions. For cxample, key features of
the Agreement on Agriculture and the Agreement on Textiles and Clothing phase-in
gradually over periods of six 1o ten years. The WTO Agreements also allow countries 1o use
certain forms of safeguards to protect temporarily against import surges that seriously injure
or threaten 1o scriously injure a domestic industry. The United States has invoked its own
safcguard provisions three times since the creation of the WTO, in cases involving com
brooms, wheat gluten, and lamb meat.

"7 Data from the 1980s show that trade contributed at most 10 percent of the observed displacements from
manufacturing in the worst year of that decade. See Economic Report of the President (1998), pp. 244-245, A 1994
study of potential Uruguay Round effects estimated that about 0.2 percent of U.S. work force could change jobs as a
result of changes in patierns of trade. This compares with annual job changes for other reasons of 104 percent or
mere for the work force. See Susan M. Collins and Barry P. Bosworth, editors, The New GATT, Implications for the
United Stares (The Brookings Institution, Washington, DC: 1994), p. 2. A Congressional Budget Office report on

. NAFTA concluded that the agreement would resuli in relatively little job displacement. The total number of jobs
lost would probably be well under half a million, spread over at least a decade. By way of comparison, nearly 20
million workers were displaced during the 1980s, See .S, Congressional Budget Office, A Budgetary and
Economic Anulysis of the North American Free Trade Agreement (July 1993), p. xv.
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II1. The WTO Promotes Rules-Based Market Opening

A comparison of trade and protection patterns, pre- and post-GATT, tllustrates the importance of
the multilateral trading system in opening foreign markets, establishing an effective rule of law, .
and promoting economic growth intcrnationally. Before the GATT, trade was highly susceptibie
1o changes in economic and political circumstance. Barriers appeared during WWI and
worsened during the inter-war period. Since the creation of the.GATT in 1948, markets have
become increasingly open and inlegrated. Through cight successive rounds of negotiations,
major mdustrial nations’, tariffs on manufactured goods have dropped by about 90 percent, some
non-tariff barriers have been brought under GATT disciplines, more sectors have been covered
more fully by trade rules, and participation has increased nearly six fold.

To what does the mullilateral trading system owe iis strength? Ultimately, it is to the belief of its
members that their participation, including adherence to trading rules, is in their own self-
interest. The WTQ, which was established in 1995, reflects an agreemient by each of the |
members to constrain iis own behavior in return for other members constraining theirs. Nations
have voluntarily agreed to such commitments because on batance they are beneficial. In making
these commitments, nations are exercising, not giving up their sovercignty. -

Moreover, the WTO has sought to strike an appropriate balance between the needs of the trading
system and those of individual members. The rules, such as those for resolving disputes and
sexting standards, have become more transparent and predictable, but they are not wholly
preseriptive, They leave considerable scope for national autonomy and diversity. The WTO
Agreements do not and will not preclude the United States from establishing and maintaining its
own laws; impair the effective enforcement of U.S. laws, including laws to combat unfair
imports; or limit the ability of the United States 1o set and achieve its environmental; labor,
health, and safety standards at the levels it considers appropriate. WTO panel reports have no
direct effect on the U.S. legal system and do not change U.S. law.

For all of the reasons discussed, the United States, including its businesses,. farmers, workers,
and consumers, benefits substantially from trade liberalization. Though it can be difficult to
separate the effects of liberalization from those of other cconomic and political cvents, cconomic
models can be used to assess some of the effects of reducing tanffs, reducing export subsidics,
and eliminating quotas on countrics’ trade,.production,.and income. Such models partially
capture the effects of specialization and resource reallocation in goods trade, but are less adopt at
capturing the effects of changes in non-quantitative rules of conduct in goods and services trade,
of improvements in product selcction, and of some dynamic effects. On balance, they likely
understate the long-term benefits of market liberalization. Moreover, as industrial tariffs in
industrial countries have been so greatly reduced, trade negotiations have increasingly focused
on services, non-tariff measures, and changges in rules whose benefits cannot be readily captured
_in formal economic-models. - The scope of coverage of cconomic effcets captured in these
models may in fact be decreasing due.to the changing nature of trade agreements. '
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The Tradiog System Provides a Framework for Liberalization

A companson of trade and protection pattems, pre- and post-GATT, provides competiing
evzdcﬁcc of the importance of the WTO 1n promoting market liberalization and an effective rule
of law,'® During the first half of the 20™ Century, 1ariffs rose and sometimes fetl, depending on a
number of factors {Figure 5). In the years preceding the GATT, markets were susceptible to
palitical pressures and protectionist interests, Since the 1930s, trade bas become mmereasingly
open and the world economy increasingly integrated. The growth of W{}rid trade has consisiently
putpaced the growih of world output {Figure 6). :

Figure 5: Avemgé LS, Tariff Rates 1900-1958
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® The discussion of the history of world trade in the first half of the 20™ Century draws heavily from Douglas A,
frwm, “The GATY i Historical Perspective,” Americagn Ecoromic Reviow (May 1995}, pp. 323328 and Donglas A,
frwig, "The Smoot-Hawley Tarifty A Craentitative Assessment,” The Revivw of Evonomics and Statisties (1998}, pp.
326.334. Por more oo the pro-WW1 poriod, see Irwin (1995), pp. 323.324.
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Figure 6: World Exports, GDP, and Tarlif Estimnies PestWWIH
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Markets spen at turn of century. Al the 1um of the 20" Century, international trade was
‘governed’ by a loose network of hilateral weaties, subject 10 most-favored nation (MFN}
clauses. Countries could alter their tariffs a1 will, For the most part, countries made use of
tariffs, rather than other forms of market protection. For somie countries, including the United
States, tariffs were an important source of public revenue — roughly speaking, customs receipts
accounted for about hatf of U8, government revenue from 1870 through 1910, Absent
international conflict, this wading ‘arrangement’ worked reasonably well. Data on trade and
income for the same time period suggest that markets were relatively open ~ for a group of 11
major countrics exports grew more rapidly than output.™

Trade barriers rise with onset of WWI. With the onsel of WWI, somie countries introduced
higher tari{fs, along with import guotas and other son-tarifT irade mpedinents, Thetrepd did
not reverse itself after the war — countries’ border measures grew more onorous, not less, Owing
pastly to the rise of profectionism, world trade collapsed. i June 1930, the US. Congress
legislaled the Smoot-Hawley tarifl to protect UL.S. agriculture and other sectors. (iber countries

-followed, According 1o a recent study of the effects of the Smoot-Hawley tariff on US. imports
and economic well heing, the legislation led o an increase-in-dmport duties of shout 20 peroent .
on average, resulting in o 3 1o 6 percent increase in the price of imports.” Though it is difficult
1o separate the effects of wade policy Tram those of the Great Depression, the relationship

P rewin {1995, pp. 323324 The 1 nujor mazguieﬁ‘am Australia, Belgihum, Canada, France, Germany, Italy, Japan,
Narway, Sweden, the United Kingdom, and the United States.
® 1rwin {1998), 7. 333,



between world trade and output is reveaiing. Of particular note was wrade’s fawlure.to keep pace
with real outpui during the sarly stages of econonne recovery « {or the same group of 11
countries menticned above, output was about 15 percent higher in 1938 than in 1929, but exporis
were about 15 percent fower.?' The failure of international rade 1o join the recovery suggests
the significance of the rise in trade barriers.

Multilateral trading system emerges afier WWIH. At the end ol WWI, faced with the legacy of
protectionism, the need for reconstruction, and the specter of Conmmumsiy, the United States led
the call for an open trading system. TheUnited States sought 1o secure the benefits of trade for
itself and any other couniry willing 1o “play by the rules,” (o promote economic development in
Europe and Ama, and to eniarge the scope of the market syslen to include as many countries as
possible. In 1947, 23 countries gathered in Geneva to reduce trade barners; the multilateral
trading system eventually emerged from these deliberations, but ather discussions of a more
broadly based International Trade Organization £id not move forward, For nearly 50 vears, the
GATT served as both an miemational agreement and an intermational organization. Through
successive ‘rounds’ of negoliations, the GATT succeeded m three important regards: First, &8
established a rules-based trading system; second, it greatly reduced the tari{f rates on indusirial
products; third, it drew ih new participants {Table 2).

Firwin 11995), p. 324.
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Table 2: Eight Rounds of GATT Negotiations

" Years Place (Name]) Subjects Covered - Countries
1947 (Geneva Tanils 23
1949 Annecy Taniffs - 13
1951 Torguay Tarffs 3x
1936 Geneva Tariffs | 26

1960-61 Geneva Tariffs ‘ 26
) {Dillon Round)

1964-67 Geneva : Tariffs and anti-dumping 62
(Kennedy Round) measures

197379 (Geneva : Tanffs, nou-tari{l measures, 162
: ' {Tokvo Round) and pluntiateral *framework™
" agreements {also referred o
as “eodes”}

Lk

1986-54 - eneva Tariffs, nondariffmeasurss, . 12
{Uruguay Round}  “new rules for serviceg,
intellectual proporty rights,
textiles and clothing, and
agriculiure; ereation of the
- WTO and strengthening of
ihe dispule settiement mecharism

Source: The World Trade Organization, “Roots: from Havana (o Marrakesh,”
“hitpwww witoorg/about/facts4 ntm (downloaded September 19,1999)

v Rules promote fuir und open trade. Consistent with 118, goals fot an open trading system,
the GATT was founded on principles of consensus, reciprocity, and non-discrimination — sil
participants were granted MFEN slatus and their products accorded national treatment. Any
concession granted 1o one partner would be granted to all partners and, upon entry inlo a
counlry, all products would be treated the same regardiess of their ongin. The same basic
principles now apply generally to WTO members.

o Industrial tariffs decline dramaticaily. At the end of WWII, the average tantf on indusirial

products in developed countries was about 40 percent. The Genevanegotiations of 1947.
mveolved 23 countries and resulted in 45,000 tanifl concessions, affocting abowl one-fifth of
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the world’s trade.* By the 195805, indusirial tarniils in developed countries averaged roughly

- 25 percent.” Later rounds in Anuecy, Torquay, and Geneva led to further reductions. By the
izte 1960s, the average tariff on industrial producis ity developed coutries fell (o sbout 12
percent. By the end of the Uruguay Round phase i, the average will be 3.8 percent. -

*  Puarticipation increascs searly six-fold. Over ime, the multiateral trading system has
become imereasingly atiractive 1o a widening range of participants. 1t has helped maintain
stable trading retationships in the face of economic and political changes. The system has
provided a forum to engage the EU and draw in developing, newly industrializing, and
transition economics. Inv 1947 there weore only 23 “contracting pariies.” By the mid-1960s,
participation had risen {6 62 countries. The Tokyo Round of the 1970s involved 102
participanis and the Uruguay Round invelved 123 participants; boik of these rounds included
many developing countries. More and more countries have been able to reap thebenefits of
open markets through outward-oriented development strategies. Today, the WTO claimg 135
mernbers and another 32 nations are secking sccession.™

Recent Negotiations Farther U.S. Poticy Objectives

Through the 1960s, the GATT focused on reducing industrial tariffs. In this regard 1l was quite |
successi, but the 19705 gave way 10 new and additional protections, including quotas,
voluniary export restraints, and other non-tari{f measures. Morgover, some important sectors,
such as services and agriculture, remained largely uncovered, Thus, the GATT began to turn its
aiterition 1o non-tanfé measures, sectoral expansion, and, 1o lesser extent, institutional reform.
The Tokyo Round made less progress than some might have hoped, but laid the groundwork for
more successful negotiations in the Uruguay Round, Although the Tokyo Round fmled 1o bring
agriculture it the GATT, it gave rise to plurtiateral agreements or “codes” in some areas, i
mcluding subsidies, standards, ipeort licensing procedures, and government procurement. In
many other rogards, the GATT was also falling behind the times. Trade in services and the
profection of intellectual property rights were becoming ncreasingly imporiant in the global
economy, but the GATT lacked adequate treatment of either 1ssuc. The Uruguay Round made-
significant guins in zz}azzy af these areas, thus helping 1o usher in & new erz m international trade.

Urnguay Round opens markets and strengthenys rules. The Uruguay Round brought more
sectors more fullydnto the multilatern] trading sysiem, strengthenéd the rules of international
trade, and established the WTO in 1595 (Appendix}. The Uruguay Round brought agriculture
and textiles and clothing more fully into the GATT and took *first steps’ toward liberalizing
trade in those seclors. The Uruguay Round also crested the WTO, with its separate agreements
on services and inteilectual property, a more effective dispute settlement mechanism, and a
‘built-in agenda’ to promote liberalization between formal rounds.” Beginaing in 1995, the

< 2 Sge the World Trade Organization, “Reots: from Havana to Marrakesh,” htip:/www. wio.orgfahout/[actsd bt |
{dirwnlcaded September 19, 1999 and fast upduted Janomey 14, 1998)

* Andrew Stoeckel, Duvid Pearce, and Gary Banks, “Western Trade Blocks: Ganie, Set or Mateh for Asia-Pacific
and the Worid Fconomy?” {Centre for Interpaunnal Beonamics, Ausiralia: 19903, pp. 7-8.

* The 135 members inelude Estonia, whick: jeined the WTO en November 13, 1995 )

® Some of the Vruguay Round Agreements set timeisbles for future work, ncluding sew negotiations in sorme areas
ard assessmments of the siluation a1 specified times in athiers, See, the World Trade Grganization, "About the WTO,
Beyond the Agreements” bty Awwee wio ore/abowt/bevond 2 hun (downloaded Septomnber 19, 1999),
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GATT no longer acts as an international organization — in this capacity 1t has been repisced by
the WTO - though it still remaing as an agrcement on trade in goods, Under the auspices of the
WTQ, the GATT now stands next to the General Agreement on Trade in Services {GATS) and
the Agrecment on Trade-Related Aspedis of Intcliestual Properiy Rights {TRIPS). Under the
Disputc Settlement Understanding (38U}, 2 single dispute settlement procedure covers dispules
among atl WTQ members pertaining o the WT(Qs multilateral agrc_cmczz{s.

Many key accemphishments of the Un uguay Round play dirgetly 1 ULS, policy o :{;{:{:izvcs and
economic strengths. The Lnited States has long recognized the importance of o eredible rules-
based system, both to open {oreign markets and to spread the gains from trade as widely as
possible, The Uruguay Round of negobations moved much furlher toward creating such a

system. The Unued States is also a leader in many areas, including mgh-tech manufacturizzg,
agriculture, and services, which'stand to benefit from the WTO Agrecmems and Qn,g:,mng
negatiaions under the buill-in agenda,

Fost-Urugiuny Round negotiutions convinue precess. The bullt-in agends called for further
negotiations in agriculture and services and additional work in miany areas. To date, post-
Uruguay Round negotiations have yvielded market access commitments in financial services,
basic tclecommunications services, and information zafzims;}}o;,y, CpEning 0P new opportunilics n
areas in which the United Stales is highly competitive.”

o Financial services. On December 13, 1997, 70 WTO members concluded negotiations on
financial services. They agreed to the broad liberalization of their banking, securities, -
nsurance, and financial data services sectors. Based on recent estimatces, the conunitments
apply to about $18 trilbion in global securities assels, 338 tallion in global bank lending, and
abow $2.2 triflion in worldwide insurunce premiums. This brought to 102 the total number
of WTO members with financial services commiiments. : '

‘o Busic ilocommunications services. On February 15, 1997, the United States and 69 other
WTO members coneluded nogotiations on basie telecommunications services, such as
telephone services. The agreement commits countrics 1o provide market aceess and national
trzatment to service suppliers from other WTO members. Sixty-five countries also agreed {o
a set of specific pro-competitive regulalory principles. The agreement eliminates gertain
resirictive practices in countries that account for 935 percent of world telecommunications.
revenues, amounting to about $600 billion i 1996,

s Infornunion fechrology, On Mareh 26, 1997, 40 countries agreed 1o climinate Impaort dutics
~and other charges on information lechnology products, nmostly by 2000, Since that time, the
number of participantshas grown. The agreement covers global infarmation technology
producis such as semiconductors, telecommunications equipment, computers and computer
equipment, and sofiware, Participants account for aver 90 percent of trade in this sector, -

 Summary of resulls from the Econemic Repart of the Proxident (1998}, pr. 224-226, and fram the World Trade
Organization, Yipdfwww wlo.omgfabout {downloaded Seprember 19, 15891 Discussions aiso continued on “the
movement of natural persons,” 1.¢., the entry and temporary stay of persons for the purpose of providing services,
and on maritime tansport services, The former discussions were completed in July 1995, achieving modest resulis,
whiiz the latter were suspended,




Couvutries Gan from Lower Barriers

The Uruguay Round continued the focus of the GATT on taniff reductions, and extended
agreemems to previously neglected seciors, such as agricolture, texiiles and clothing, and
services. Substantial breakthroughs were achieved in new areas, such as trade-related aspects of
nteligciual property rights. Morcover, the creation of the WTO provides an improved
institutional framework for resolving disputes and monitoring Couniries” performance in the
trading system, While benefits are expected from each of these accomplishments, numerical
assessments are imted 1o centam conceptually quantifiable features of the round, namely
reducing tariffs, reducing export subsidies, and eliminating quotas on some industrial products,
textiles and clothing, and agricultural products”’ The assessments do not capture the gains from
strengthened rules, such as those found m the dispute settlement procedure and the new
agreemenis on services and trade-retated aspecis of intellectual property righis. Nor do they
capture short-term adjustment costs. * Although restricted in SCope, these assessments provide
estimates of some of the potemtisl bencfits of the Uruguay Round.*® They also provide insight as
to the distribution of effects across countries and acress industries within countries,

Recent studies evaluating # siarvow range of the potential gains from the Uruguay Round,
estimate that annual global income could rise by 0.7 to 0.9 percent or $171 billion 1o $214 billion
upon full implementation, in 1992 doltars™® Most of these studies show gains aceruing primarily
to developed countries, perhaps not surprisingly, because many of their commitments are more
directly quantifiable. For the United States, the annual gains could be about 0.4 to 0.6 percent of
GDP, amounting 1o about $27 biltion to $37 billion in 1992 dollars. These studies also show that
some developing countrics stand to gain significantly, especially relalive to the size of ther
economics, Although the projected gains for many OECD countries, including the United States,

7 Fven in this cegard the sesessments suffor consiterable limitations. None fully depicts all sectors of the U.S, or
globul ¢conontdes. Tn particular, they provide more sivlized representations of some of the menufactiring secters in
which the United S1ates 15 highly competitive. This kind of “aggregaiion hiz2s" may significantly understate the
beneiits 6f the agreement to he United States. See Hugh M. Arce and Kenncth A, Reinert, “Aggregation and the
Wellare Analvsis of US Tanfls,” in Jarrna! of Ecensmic Sralies, Val. 21, Mo, 6 (1994), pp. 2630,

* As noted proviously, a 1994 siudy estimated that about B.2 percent of U8, work foree could change jobs as a
result of changes in pattorns of made. See Susan M, Colling and Barry P. Bosworth, p. 2.

* The discussion below draws from the most recent revisions of four published models. These revisions, based on
the actun] commitments made by the coustries in the negntintions, tend o proect shightly lower guins thap
previousty eapected. See fan Goldin and Dominigoe van der Mensbrugghe, “Assessing Agriculiural Tariffieation
under the Uniguay Kound,” Thomas Hertel, Will Manin, Koji Yunagishima, and Betina Dimaranan, “Laberalizing
Manufsotires Trade in 2 Changlog World Econmny,” Glenn W. Harvison, Thomas F. Rutherfond, and David G,
Tarr, “Cuamifying the Urugoay Round,” and Joseph F. Francois, Bradley McDonald, and Hikan MordstBm, “The
Urugonay Round: A Nomerieally Based Quontitative Assessment,” in The Urwgway Round and the Developing
Countrics, Will Martin and L. Alan Winters, eds. {World Bank end Cambridge University Pregs, UKL 1996}, pp.
156-291. The models differ in many respects, including the base periods chosen, prrameler assuniptions, and the
agresments simphasized {for exemple, Goldin et ol focuses on agricultural liberalization, while Hertelef 3l
emphasizes textile and clothing Hberalizaton). As aresult, the esiimates are not fully comparable,

* Ses Hatrison ot al, p. 338 and Francois e1al., pp. 282-783. These estimates are {rom dynamic nulations,
incorporating ncreasing returms w scake and imperfect compeuition in their representations of the 11L.S. and glohsl
evonomies and using 1992 ag e benchmmk for comparisen. The dollar figures show pams relutive 16 LS and
global income i 1992 in 1991 dollars. With stauie specificaiions, the liberalization of trade in goods 5 estimuted to
inducy an ammanl gam in the range 0.2 10 0.4 privent of giohal income, or $40 billion to 599 billion. Wihile te
dynamis simulations may be more realistic than thelr s1auc counfermants, they include featurss that we alse more
iffieudt o chayastorize socursiely, .
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amount 1o less than one percent of their respective national incomes, the gains for several smaller
countries, such as Thailand, Malaysia, and Philippines, could be as much as 1en percent or more
of their respéctive national incomes.” Some least-developed countries could be affected
adversely in the short run, but possible negative impacts could be offset partially if they were to
further reduce their own trade barriers. Additional liberalization could also bring more rapid
growth and enhance technology transfers. Sectoral cstimates vary widely:

» The annual benefits of the Agrecment on Agriculture could amount to $5 billion to $68
billion.* Most of the studics show benefits accruing to OECD countries, including the
United States, and to some upper-income developing countries. Though a significant “first-
step,” the major achievement in the Agreement on Agriculture is more in bringing the sector
into the GATT framework than in actual liberalization.

» The annual benefits of the Agreement on Textiles and Clothing (ATC), obtained through
abolishing the multi-fiber arrangement (MFA), could amount to $20 billion to $118 billion.”
The United States and EU would derive substantial gains from eliminating the MFA quota
restrictions, mainly because their consumers and firms using imporied products as inputs see
significantly lower prices. The effccts on other. countries are.mixed.-

+ The annual benefits of Uruguay Round hberalization of industnal products, excluding
textiles and clothing, could amount to $59 billion to $87 billion.>* The benefits of
liberalization in this sector are more evenly distribuied among developed and developing
countries than in the cases of the Agreement on Agriculture or the ATC.

1

Taking a slightly different approach, estimates of the benefits of trade liberalization can also be
derived from analyses of the costs of protection. For example, a study of the costs of protection
in the United States finds that tariffs and quantitative import restrictions in place in 1990 cost
American consumers about $70 billion, over 1 percent of GDP.>* The net welfare loss, afler
deducting tariff revenues and transfers to domestic producers was $11 billion.

*' See Hertel et al,, p. 203 and Harrison et al,, p. 237.
* *2 See Goldin et al., p. 170, Harrison et al. p. 238, and Francois et al., pp. 282-283.
i: S;:‘:i[iunison et al, p. 238 and Francois et al., pp. 282-283.

1bid.
* See Gary Clyde lufbauer and Kimberly Ann Elliot, Measuring the Costs of Protection in the United States
(Institute for International Econemics, Washington, DC: 1994}, Returning 1o the carlier discussion of.the Smoot-
Hawley tariff, quantitative assessments suggest that the tariff accounted for about 7 percent of the 40 percent decline
in imports in the two years after the legislation took cffeet, However, less is known about the associated loss of
econemic wellare. Estimates of the cffects of the Smoot-Hawley tariff on U.S. inceme range from less than §5
million in a partial equilibrium ecenomic model to $60 billion 10 $460 million in general equilibrium models, all
measured it: terms of 1929 dollars and amounting to less than 1 percent of GNP. See Irwin (1998), pp. 331-333,
These figures do not, however, account for the added effects of the similar actions 1aken by other trading nations.
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New Rules Convey Additional Benefits ‘

Among its most significant accomplishments, the Uruguay Round greatly strengthened the rules
of intemnational irade. Good gavermnance, i.¢., an effoctive ruie of law, 15 essertial, The promise
of market Hberalization for U.S. businesses, farmers, workers, and consumers, hinges crucially
on transparency and predictability. For example, if U.S. businesses lack cestainty that their
products will be treated faitly in loreign murkets, they may weigh the risks and opt against them,
chaosing (o forgo opportunities for expansion. 1T intcllectual property rights are ambiguous, US. |
businesses may hesitate to trade in products that are “knowledge-based.” In effect, they may not
‘chéose to specialize in the things they do best. Or, they may Hmit their sales 10 domestic markets
and affiliates. As aresult, the U.S, economy may not reap the full benefits of wade, In these
ways, the multilateral trading system 1s more than “just” z trading system ~ it is z systemn of rules
thut positively impacis busingss decisions and standards of living,.

Mere specifically, the Uruguay Round introduced now rules for agricullure, textiles and clothing,
services, intellectual property, and dispute settlement, sud other areas. Some of the rutes were
quantitative, such as those requiring reductions in tanffs on certaim agriculural products. They
were discussed previously, Others were not, such thuse pertaining fo nationud treatment for
services and protection for intellectual property rights. As noted above, economic models often
have difficulty capturing the direct econemic benefits of non-quantitative changes, but careful
observation provides cvidence of their importauce. The discussion below highiights three such
areas, dispute settlement, and services, and intetiectual property.

- Dispute settiement process improves. The DSU improves on GATT dispute sctilement
proceedings by expediting decision making and instituting an appeals process.”® It also
establishes procedures to ensure consequences for Tailure to implement panet rulings. One 15 the
acceplance of crogs-sector suspension of concessions for countries that choose not (o abide by
the ruling. Mote here, that the procedure presents each member with a choice. A WTO dispute
settlement panel cannot foree the Uniled Stales, or any other member, to change its laws, Only
the United States determines exactly how it will respond to the recommendations of 2 WTO
panel, if at all. If a U.S. measure is found to be 1n vislation of 8 WTO provision, the United
States may Jecide on its own o change the law; compensate a foreign cotumry by lowering trade
barriers of eguivalent amount in the same or another sector; or do nothing and possibly face
retahation by the affected country in the form of ncreased barriers 1o U8, exports.. The Uniied
States retains full sovereignty in its decisions as do all other WTO members.

At times, however, the results may be disappointing, as in the recent case of the EL} banana
import regime, The WTO panel found favorably for the United States, concluding that the EU
import regime was not WTOwconsistent, but the recommendation did nat bring about 3
satisfactory change in EU pelicy. In this instance, the WTO arbitrators found that the United
States was being harmed in the.amount of $191.4 million annually and accordingly could
suspend trade concessions equivalent to that mmount. The United States did so by tmposing 100
percent ad valorem duties on @ range of products, ivsluding hath preparations, handbags, and bed

% partious of this discussion are drawn from fhe Beononije Report of the Prasident {1998, pp. 223-224. They have
beer madifizd to include new data from the Office of the U.S. Trade Representative.
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lincns. Nevertheless, in the nearly five years since s institution, many sountnies, including the
United States, have made efficient use of the new mechanism, largely 10 their satisfaction,

The introduction of a strengthened multilateral dispute setilenient system m the WTQ, together
with the Agreemnent on Agriculiure, thie GATS, and the TRIPS Agreement, has breadened the
scope of enforcement tools available 1o the United States. in the 1984s, the United States had no
effective dispute settlement mechanism available {o address problems in the areas of intelicotual
property, services, and agricuiture, which the GATT covered barely or not al all. Beginning in
1895, however, the DSU and the new WTO rules have permiited the United States o use
multilateral dispute settlement procedures to address the majority of issues that fuce LLS.
exporters. For example, trade in agriculiure and intellectual property has festured prominently
on the U.S. roster under the DSUL

The résuits of 49 complainis filed by the United States suggest that the dispute settierient
process has proved effective. The United States has prevailed in 22 out of 24 cases 50 far,
having favorably settied in 10 cases without litigation and having won in 12 cases in Htigation.®
Only two of the 12 cases, those relating 1o the EU banana and beel immport regimes, resulied i
retaliatory measures. Six cases are still pcn{:z% before dispute settlement panels and 17 are st}
in the consultative phase or otherwise inactive.”> The United States has used the dispute
seftlerment process to address conflicts with g variety of countries, the majority of which are
major trading parmers. Of the 49 compluints filed by the Uniied States, 20 involved the EU and
affiliates, 5 invelved Japan, § nvolved Korea, 3 involved Canada, 3 involved India, 2 involved
Australia, and the remainder imvolved others.

7

-Services agreements provide first steps toward potentinl gains. The L5 services scotor has
grown substantially, in terms of both 1.8, income and exports. Private and public services,
including travel, transportation, retailing, advertising, insurance, accounting, enginecring, and
education, accounted for 53 percent of U.S, GDP in 1998, compared with 32 percent in 1930
(Figure 7). Over time, the share of services in total U.S. exports has also increused. Private and
public services accounted for about 29 pereet of ULS. exports in 1998, compured with about 17
‘percent in 1950. (During the same period, however, the share of services in U8, impors was
mostly declining or flat.) In 1998, the Umzed States accounted for 18 percent of all commerciul
service exports, rankmg first in the world. ™ Roughly speaking, the data are consistent with zhfz
view that the service sector {5 one in which thie United States enjoys.a comparative afﬁvamag{:
Taken logether, the data suggest U.S. services exporters, and possibly some imporiers, %ﬁzmd 10
benefit from continued market liberalization.

" Ihe United Siates did not pm&ai? i iwe maiters, one of which involved three scparate compaints, |

? Of the 33 complaint brought against the United Siates, 10 were settled “out of cours,” 3 were lest in Bugation, 7
are in panel or appeilate phase, and 11 are siill in consuliations or otherwise inactive.

* Warld Trade Organization, htipffwww wio om/wiofsitisiprerelease. btm (dowtloaded November 11, 3999}

* See Catherine L. Mann, Is the (LS. Trade Deficit Sustainable? (nstinte for Interaotional Econemics, Washington,
[C: Sepiember 1999).
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Figure 7: Services as a Percent of U.S. Trade and Production 1950-1998"
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Recent data on trade in privale services alonc point to potential areas of gain from GATS and
further negotiations. Between 1994 and 1998, total U.S. exports of private services rose from
about $186 billion to about $246 billion, growing on average by about 7 percent annually.*!
Within this category of trade, U.S. financial service exporis increased by about 24 percent
annually, U.S. insurance service exports increased by about:14 percent annually, and U.S.
business, professional, and technical service exports increased by about 12 percent annually.
U.S. exports of royaltics and license fees grew by about 8 percent annually, just ahead of the
sectoral average. U.S. exports of financial services and insurance grew much more rapidly
between 1994 and 1998 than between 1986 and 1994, the period in which the Uruguay Round
was negotiated. By contrast, U.S. exports of business, professional, and technical services and
royalties and license fees slowed somewhat in the later period.*

U.S. private service imports increased more rapidly in the later period than did U.S. private -
service exports; but from a smaller base — they grew from about $119 billion in 1994 to about
$165 billion in 1998, at an average annual rate of almost 9 percent. Here, the top gainers were
financial services which increased by about 23 percent annually, business, professional, and

*' All cited growth rates arc derived from nominal trade figures.

*2 The annual growth rate in U.S, exports of all private services was somewhat lower in the post-Uruguay Round
period, 7 percent between 1994 and 1998, than in the pre-Uruguay Round period, 12 percent between 1986 and
1994, The growth in U.S. exports of goods also slowed in the later period, increasing by 8 pereent annually between
1994 and 1998, compared with 11 percent annually between 1986 and 1994.1

26~


http:period.42
http:annually.41

wechiical services, which increased by about 19 percent annually, and royalties and license fees,
. . 4
which increased by about 18 percent annually.*

futelleciual property rights convep subistantial vaine. The WTO describes intellectus] property
rights as “the rights given to persons over the creations of their minds.” Such creations bave
helped contribute 1o the success of the ULS . ceonomy. A recent study conducted by the QECD
rcports that knowledge-based industries and services (including community, social, and personal
services; finance, insurance, and other business services, conmmunications services; high-
wehnology manufactures; and medivny-high-technol ogy mamzfacmrcs} accounted for over 30
percent of the value added inthe ULS. business sector in 1996.%° The United States ranked
second only to Germany in this regard. Another recent study finds that corporate patent activity
in 1995 reflected U8, technological strengths in developing new medical and surgical devices,
elecironics, telecommunications, advanced materials, and biotechnology.” Strong intellectual
praperty protection - and enforcement — helps spur innovation, by providing assurances that U.S,
businesses wxd inventors will reap the bencfits of their research and development.

Though only one indicator among many, data on U8, trade in rovalties and license fees help
itlusteate the importance to U.S. businesses of proteciing inteHectial property rights.” In 2?98
U.S. exports of royalties and license fees, deriving from industrial processes, books, records,
tapes, broadeasting and recording of live events, franchise fees, trademarks, and other sources,
amounted to about $36.8 billion, accounting for about 15 percent of alf ULS. private service
exports (Figore 8). This share has increascd over the past decade — U.S. exporis of royalties and
Heense fees have morethan tripled o nominal weoms, thus azzzpaczng the growth m LS, private
service exporis overall, However, as noted above, the growth in ULS. exports of royalties and
license fees has slowed somewhat in recent years, The growth in US. imoorts of woyalties and
license fees has also onipaced the growthiin ULS, privatg service imports overall - but in this
case, still aceounting for a relatively smaall share of the wial, 1o 1988, U.S. imports of royaltie
and hicense fees wolaled about $2.0 billion and accounted for about 3 percent of all U.S. private
gervice imports; 1n. 1998, they totaled about $11.3 billion and accounted for almaost 7 percent of
ail LL8. private service imports. ' : ' :

* For thie most part, e zumal growih rates betwren 1994 und 1998 exceeded those between 1986 and 1994, The
anmaal growih rate in 1.8, imports of all private services was also higher in the post-Uruguay Kound period, atmuost
& pereent between {544 and 1998, compured with about 8 percent between 1986 and 1994,
* See Organizaton for Beonomic Cooperation and Development, QECE Science, Technology and fn{fa,szry
’S‘u}wbm‘zrd F989. Renchmarking Knowledye-Based Econondey {1999, p. 19,

*? See the National Seience Board, Science andt Engineceing Indicators-1 928, Arlington, VA, Neilonal Svience
Foundation, 1998 (NSB 98-1}, pp. 6-21 and 6-22.
* For more an LS. trade in royalties and Heense fees, sve the Natonal Science Board, pp. 6-14 10 6-16.
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Figure 8 UK. Exports of Royalties and License Fees 1986-1998
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Patent data, which provide a rough indicator of natienal “inventfiveness,” also help (lustrate the
importance of intellectual property rights protoctions. Not surprisingly, the number of patents:
awarded anpually w LS, firms and individuals is also increasing. Over a §3-year period, from
1982 10 1995, the number of patems issued annually by the U.S. Patent and Trademark Office
grew from under GO, OUD Io over 100,000, with more than half of the paients granted in each year
going 10 U8, inventors.” Motepver, U.S. inventors have also been active in neighboring and -
some farawny markets. 1J.S. inventors received more patents in Mexico than did other non-
Mexican inventors and they received more patents in Canady than did other non-Canadian
inventors. They wso out-paced other foreign inventors in some more distant markets, such as
Japan, Brazil, Hong Kong, India, Malaysia, and Thailand,* :

t

TIoid., pp. 619, .
¥ bid., pp. 6-22 and 6.23.
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V. The WTO Extends the Benefits of Trade and Evcourages Growth

U8, trade policy hus Jong sought fo use the trading systom to help promote economic
development. Trade is often described as an ‘ongine of growth.” The weight of the evidence,
ingluding both historical insight and sutistical indicators, supporta this view. For example, the
correlation between outward orientation and growth suggest s mutuaily supportive relationship
{Figure 9). Dota from 1974-1985 and 1986-1992 show developing countries with inward-
oriented cconomic policies experiencing less annual growth of GDP per capita than those with
outward-oniented economic policies. In the later period, the differences in growth pattems are
cven.more apparent. Moreover, a rules-based system that creates incentives for countries to
adopt transparen! policies and procedures can also help further the development process.

Figure 9: Annaal Growth of Real GDP Per Capita
in Selected Developing Economies

7 .
Strongly Outward-Oriemed
Developing Economies
6 / ping
h fl\;{adcralety Quiward-Oriented
4 Modesately
:g Inward-Oriented
2 3 i
;éf Swrangly
3 Inward-Oriented
H
{) R L %
w}

197485 ) 1986-92 -

Sowrne: #ovld Eeonomiv Undock, May 151, memntions! Mosgtary Pund, p. 76

As evidence of its appeal, the multilateral rading system has grown substantially since its
founding. Today, the WTO claims 135 members, including over 100 developing countries,
compared with only 23 contracting parties in 1948, Since 1995, seven new members have joined
the WTO - Bulgaria, Ecuador, Estonia, Kyrgyzstan, Latvia, Mongoha, and Panama ~ and
another 32 nations are seeking accession. However, not all WTO members are well positioned
to make vse of these opportunitics, Some, especially.the least developed among them, lack the
necessary fnstiutions and infrastructure to reap the full benefits of the multitateral systen.

The United States has a sirong interest in promoling econoniic development internationally for a
combination of humanitarian, political, and econonic reasons. Among these reasons is our own
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self~interest, Growth abroad creates demand for our exports and vields new sources of inputs for
US. manufaciures, In doing so, it promioics growth in the United States. Thus, we have a direct
mierest in seeing our trading partners prosper.  This means that a muliilateral sysiem that
wonieles trade is beneficial, not only hecause if enhunces economic development abroad, as
history seems Lo suggest, but alse because i 13 good for us. Consistent with this view, the United
States has long sought to extend the bencfits of trade as widely as possible. :

‘The Multilateral Trading System Provides Opportunities for Growth

Historical insight supporis the view that the maltifateral trading system facilitales trade, thereby
providing an eagine of econoniie growth, The expertence of the United States, pans of Europe,
and Japan after WWI1, as well as the emergence of the Asian Newly Industrializing Economies
(NIEs) in the [970s, provide evidence. The mullilateral trading system can also help advance the
economic development process by creat;ng, incentives for members to adopt more transparent
policies and procedures.

Trade fuecls post-WWI reconstruction and growrh. The period following WWI was an
extremely prosperous period for much of the world, including the Linited States, Japan, and parts
of Europe. Itwasa pcmd in which Japan and the developed countries of Europe were able to
approach America’s rising productivity levels, There are many possible reasons for this
prosperity, but commoenly cited among them is the creation of 3 more open trading system. This
trading system allowed outward-oriented Japan and parts of Evrope to enjoy the kind of scale
economies that previously only the United States could enjoy, with the strength of its domestic
market. But their development did not come mt the expense of the Linited States. The post-
WWII era was also u period of rapid growth for the U.S. ccononiy.

Trade alse contributes to cconomic development. In the early 1970s, growth slowed
substantially i the United States and emch of the world. However, growth remained strong in
the Asiit N1Es and other outward-oriented Asian economics. Altbough there is some debate as
to the source of their growth, many have argued that their outward orientation played a major
role. Now, some of these economies are among our major rading partners. In 1998, Korea,
Singupore, Hong Kong, and Taiwan accounted for a combined towl of sbout ¥ percent of US. 7
merchandise exports and imporis, Moreover, ccongmic evideonce suggests that as these
cconomics grew; their workers generally shured in the gains. ¥

. The maltitateral trading system promotes good governance, As the history of the GATT |
demonstrales, the United Siates has long advocaled the use of the muliitateral trading system to
promote cconomic development internationally, It has also sought to cstablish strong democratic
institutions and 1o spread the ‘rule of law,” not just in the trading system per se but, more
generally, throughout the world. The new dispute scttlement system has advanced the rule of
law, by allowing the WTQ to enforce irading rules more effectively . But other aspects of the

WTO can help further Uhis objective. By requiring transparency in its progedures and
establishing new nules for transparency in government procurement, the WTQ can help promote
goad governance worldwide. For these reusons, the United Stales has aspired 10 extend the

T

 See 1.8, Congressional Budget Office, “Promoting Warker Rights in Developing Counntries: ULS. Policies and
Thaeir Ravonaie™ (Apetl 1997), 5. 16,
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benefits of trade as widely as possible, both across and within countries, by opening WTO
membership to any country willing to ‘play by the rules.’

The Full Realization of Benefits Requires Further Integration

Today, developing countries account for over three-quarters of the WTO’s membership. Their
role in the trading system changed signtficantly in the Uruguay Round. Many were active in
negotiations, helping to bring agriculture more fully into the GATT and to reach agreement on
phasing out the MFA. As discussed previously, trade can enhance countries’ growth prospects,
as evidenced by Japan and parts of Europe in the post-WWII period and, more recently, the
Asian NIEs, Currently, the developing countries stand to gain from further liberalization of trade
in agriculture, services, and industrial products. Trade in high-tech manufactures and services,
along with associated knowledge transfers, offers potential {or developing countries,-including
the least developed, to enter the global economy more rapidly and effectively. The developing
countries would gain not only from more trade with industrialized countries, but also from
increased trade among themselves. An important next step in the next round should be to ensure
that more members of the global community are able to benefit more fully from participation in
the multilateral trading system and from adoption of outward-oriented trade regimes. -

Active participants move ahead. By and large, developing countries have come to account for.
an increasingly large share of world trade, but some have moved ahead faster than others.
Overall, cxports plus imports 6f developing countries rose at an annual rate of 9.9 percent
between 1989 and 1997,-exceeding the 7.6 percent growth rate of world trade.®® Of the
developing country total, the trade of WTO niembers grew slightly faster, at an annual rate of
10.5 percent. However, the 48 least developed countrics have to some extent been left behind.
For these countries, irade grew at an annual rate of 6.1 percent (through 1996). Some of these
countries have dilficulty participating {ully in the world trading system even il they are WTO
members — often because of lack of adequate domestic institutions and infrastructure.

Capacity building, technical assistance, and liheralization could help spread benefits, The
internationzl community, including all WTO members, can do more 1o help spread the benefits
of participation in the global economy. Efforts should address the specific needs of developing
countries, especially the least developed, but there are overall principles that can offer substantial
" assistance o most. First, many of the poorest countrics lack capacity to implement effectively
their WTO obligations in a number of areas. Through the WTQO, the international community
can focus on offering capacity building and technical assistance to those countries, as well as on
making more progress in further liberalization in priority areas, such as agriculture and services.
In addition, the developing countries can take their own actions. They would benefit from
continued unilateral and bilateral liberalization, as significant gains can be derived from
increased South-South trade in addition to North-South trade.

¢ Numbers cited here are derived from Constantine Michalopoulos, “Trude Policy and Market Access lssues for
Develeping Countries,” unpublished draft {September 1999), pp. 4-5 and exclude intra-EU trade. The developing
country category is based on the WTO statistical classification with South Africa included and Israel excluded.
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V. The U.8. Agenda Meets the Challenges of the 21 Century

The United States is able (o ook to the future — and & new reund of multilaieral trade
negotiations — from 2 position of economic strength. The U.S. ccononty is enjoying an
upprecedented period of expansion and performance. It is experiencing revolutions in
iformation technology and biotechnology. 1t is highly competitive over a wide range of
activities in agriculture, services, and industry. U.S. farmers have Jong been among the world’s
miost productive. ULS, manufacturers have restored much of the compettiveness that had, in
some cases, eroded in the 19805 in both basic and high-lech industries. ULS. firms continue o
lead in business, financial, and other private services. To reach its fullest potential, however, the
United States continues to have an interest in improving Hs access to foreign markets,
strengthening the operation of the WTL aysiem of rules, and promoting the growth and
development of foreign econoniies.

Much Remains fo Be Done

Many foreign governments continue o allow or impose high tari{fs and burdensome rules on
imports; many also maintain trade-distorting domestic subsidies. Agriculture provides a stark
gxamyplie. Bound tanff rates on agncultural products average about 50 percént around the world
compared with iess than 10 percent in the United States.”! Moreover, even after the Urugoay
Round commitments are implemented fully, the EU and Japan will be able to provide as much as
378 blllton and $33 hillion, respectively, of’ trade-distorting domestic support to their farmers
each yc,;r ? By comparison, the United States will be Tmited to about $19 billion. Partly
hecause of these policies, average food and related prices are<34 percent higher int the EU and
1 34 percent higher in Japan than they are in the United States {Figure 10). ”v’[dny foreign barriers
to frade also remain in the services sestor,

3

% Bat from the U.S. Department of Agnwimm foreign Agricultural Service {fuly 1999,
% Dig from the U.S. Department of Agricaltare] Poreign Ag.iculmml Service {November 1999,

-32-


http:Agnc'Jltu.fc

Figure 10: Food, Beverage, and Tobacce Prices in Selected OECD Economics 1994
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I addition, the rules of the WTO and the manner in which they are enforced have room for
improvement. Many commitments negotiated in the Uruguay Round have yet 1o be
implemented, in pari because some meémbers Jack the technical capacily to do se. Insome
instances, the system’s operation remains hidden from public scrutiny to a degree which impedes
public confidence and support. The dispute settlement process, in particular, while much-

- improved in the Uruguay Round, remains opague and sometimes slow o deliver effecuve
resolution. For a credible system it 1s not sufficient for justice o be done, i must alse be seen to
be done. The system should also be seen to enhance the benefits 1t brings by supporting core
{abor standuards and environmental objectives; in deing so, i would ﬁraa&ea support among some
who remain skeptical about open trade.

The Urugllety Round negotiafions were protracted — lasting from 1986 10 1984 « and even afier
their conglusion, much of the agonda was net completed. The next round should be designed 1o
produce results much faster, both to provide new and additional beneliis sooner and 1o Keep pace
with change. For this reason, the United States has proposed a three-year deadline for
completing the next round, ’

Probubly the greatest challenge is 10 ensure that the least developed economies emerge and that
the emierging econonties are imegrated into 2 global system that promotes economic growth.
Although the United States still tends to trade most ofien with other developed or neighboring
geonormics, its trade with developing countries is already important and holds great promise for
the future - nen-GBCD countries account for about 33 percent of ULS. imiports and about 29
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percent of LS. exports. This US. interest in sustained econonsic develepment abroad has been
underscored by the financial crises that have affecied many developing countries over the past
two years. The slomp In growth associated with the crisis has constrained U.S. exports and

. caused considerable disruption in imports. ‘While the source of these problems has been
snacroecenomic and financial, the resolution has included trade. In addition, the need for rading
rifes hias been underscored by the problems engendered by insufficient transparency.

1.8, Objectives for Seattle and Beyvond

The United States is committed to expanding the circle of nations that benefit from trade and
pulting 4 “human face” on the global economy. As such, LLS, proposals refleet koy interests in
opening foreign markets, strengthening the rule of law, and promoting econemic development.
The United States is proposing to tmnch g new round that includes a broad-based market access
agenda, foocusing on services, agriculiure, and industrial taniffs, and lasting no more than three
years. The WTOs butlt-in agenda calls for further negotiations on agriculture and services,
beginning no later thun December 31, 1999 and January 1, 2000, respectively. I agriculture, for
gxample. the United States is seeking to eliminate export subsidies, reduce tariffs and frade-
distorting domestic supports, and ensure that trade in agricultural biotechnology products is
based on transparent, predictable, and timely processes. '

The United States 15 alse secking immediate tari{f cuts in eight key areas, agreement on
fransparency in govermment procurersert, exicnsion of the prohibition on e-commerce dutics,
and at agreement to make additional information technology products taniff free. The United
States sees a need to sirengthen the WTOs relationships with other intemational organizations
and for reforms to make the WTO wself more open and accessible.

The Untied Stales is seeking aceclerated tartif hberalization in eight key areas — chemicals,
encrgy products, environmental produets, fish, forest products, jewelry, medical and
scientific equipment, and toys. These areas account for $198 billion of U.S. exports.

*  The United States, together with South Korca und Hungary, has propesed a worldwide
agreemient on ransparency in government procursment (o promate good government
practices. Such practices reduce the potential for bribery, corruption, and other insider deals.
Adoplion of this proposal would provide all nations with more opportunity to sell their goods
and services in the $3.1 wrillion government procurement market.

+ in 1998, WTO Ministers agread to a temporary prohhition on duties on electronic
commerce. The Uniled States is seeking an extension of the prohibition 16 ensure the
continuad growth of the high-technology sector, to ensure that no WTO members take
actions fo inhibit the growth of e~commierce, and ensure that developing countries henefit
from the expansion of e-comnierees

» The United States has highlighted the need to niake the WTO more open and more
accessible. To achieve this goal, the United States has proposed opening the dispute
settlement procedures o the public, allowing non-governmental organizations (NGGOs} w file
amicus curiac briels in cases involving the environment, aud creating institutional structures
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to ncrease consultations with NGOs. The United States also sees the need o strongthea the
WTO s mstitutional relationships with other international organizations, bevond the Bretion
Woods institutions, 1o include the Intermational Labor Organization and UN Envircomental
Progrum (UNEP) for example. -

The United States has sought 1o create a trading systera that spreads the benefits of trade a5
widely as possible, both across and within counines, and is supportive of core labor standards
and the environment. Ta that end, the United States is:

*  Seeking to bring more nations into the open trading system and ensure that develeping
countries fully benefit from the system. The United Staies will work o give the least
developed countries greater access to global markets, The United States is also proposing
measures to provide lechnical assistance on implementing trade policy and strengthening -
institutions 1n developing countries responsible for trade, labor, environmental, and other
policies that influence the gains to living standards from trade.

. Propc;sing, 1o cstabiish a WTO Working Group on Trade and Labor in Scattle, strengthen the
HLO, und enhance the institutionsl links between the 110 and the WTO, by granting the 1.0
observer status at the WTQ, similar to that enjoyed by the World Buank and others.

»  Pursuing opportunilics that can open markets and yield envirommental benefits, such as
climinating fishery subsidies that contribule io over-fishing and eliminating tariffs on
environmental gonds; and seeking 1o Strengthen cooperation between the WTO and
international organizations dealing with environmental issues like UNED.

«  Committing to conduct 2 U.S, environmental review of the likely consequences of the Round
and proposing that the WTO Trade and Eavironment Committee help identify envirenmental
impiicaiions as the Round proceeds.

Much of the recent debate abows rade has been carried out in extreme and sterile terms. Trade
liberalization is semetimes promoted by those who see no costs and opposed by 1hose who see

no benefits. The truth is that trade can provide benefiss, on balance, but it can — like any other
source of growth — also supose costs. A key challenge for policy is to unplcmcm the
complementary policics that help compensate-and-aid those who arc hurl, -Likewise, membership.
in the WTQ is sometimes advocated as if 1t imposes no consirainis and 11 1§ sometimes

challenged ag an unwarranted invasion of our sovercignty. The truth is, however, that we do
agree to conslrain our behavior by agreeing to adhere 1o the rules of the trading system. Our
membership in the WTO is advantageous not because it entails no obligations, but because on
balance they are beneficial, Finally, there are some who believe that trade agreements shoutd
only deal with wrade barriers, while there are others who would have them alimost mintic 2 global
government. The truth is that for trade to be free it must command popular suppert, and 10 doso
it must be pereeived as fair, This requires rules that do nsore than simply reduce barriers; it also
reguires rules that leave considerable scope for national autonomy and diversity,

Seme suggest that while the GATT helped advance U.S. geopolitical interests during the Cold
War, the Uniled Stales no longer needs the organization notv that the Cold War is over.



However, the U.S. economy 1s more open now than ever before and international trade is vilal 1o
LLS. cconomic interests, Our participation in the WTO is the centaspicee of our trade policy,
But, while freer trade brings benefits it is important to recognize i1 is not a panacea. It is crusial
e ensure that the benefits of rade are shared widely and that the rule of law governing it be fair,
" Trade policy also needs 10 part of broader economic strategy and 11 needs 1o be supplemented by
pohicies that facilitate change and promote equity. The Clinton Administration has made
opening markets at home and abroad one of the pillars of its economic policics, but it has also
recognized the importance of macroeconomic policies to achieve fiscal discipiine and
microgconomic policies (o invest in peopie and technology.
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Appendix: Key Achievements of the Uruguay Round ﬁcg{;tiaii{ms”

For nearly 50 years, the General Agreement on Tarifls and Trade (GATT) served as both an
mnternational agreement and international organization. It dealt with intemationa! trade in goods
and did not cover trade in services, such as transportation, (ourism, insurance, and
telecommunications, or trade-related aspeets of indellectual property rights, The Urnguay Round
further reduced tariffs on industrial products, brought more sectors more fully info the
muitilateral foid, strengthened the rules of conduct Tor mternational irade, snd created a new
institution = the World Trade Qrganization. As a result, the muliilateral trading system now
morc fully covers agriculture, textiles and clothing, services, and intellectual property rights,
.
As a result of the Uruguay Round, the negotiating governmems greatly incrcased the proportion
of their trade that is “bound”™ by taniff concessions (legal commitments miting maximum tari{f
rates), They also reduced tariff rates, Some developing countries made and bargained for tari{f
concessions for the first time. Moreaver, as a result of the Agreement on Agricuture, all
agricultural products of all WTO Members are now bound by tanii{f concessions. Evenifa
concession simply fixed in place a tariff rate that was already being applied on a de facio basig,
the tani{f concession provides legal cartainty, which is definitely positive gven if its value may be
difficult to quantify.

Most importantly, the Uruguay Round created the World Trade Organization {(WTO}, and s
more effective dispule settlement mechanism. The GATT still has its place at the center of the
WTQ system, but it is now administered by the WTO, and is tied to other agreements on {rade in
goods, as well as ibe General Agreement on Trade in Services (GATS) and the Agreement on
Trade-Related Aspects of Intellectual Property Rights (TRIPS). Disputes concerning any of
these muliilateral agreements are subject to one set of dispute setttement procedures, the
Understanding on Rules and Procedures Governing the Settlenent of Disputes or "Dispute
Settlement Understanding™ (DS,

Fndustrial Products, In most cases, the Uruguay Round cuts in developed countries’ tariffs oo
mmporis of industrial products, excluding textiles and clothing, are being phased in over 5 years,
beginning January 1, 1995, By the end of the phase in, these taniffs will be cut by about 40
percent, from an average of 6.3 percent to an average of 3.8 percent. The proportion of imports
of industrial producis that receives duty-free treatment in developed countrics will increass from
20 percent by value o 44 percent. Before the Uruguay Round, 78 percent of developed
countries’ tart{f lines were bound; afier the Uruguay Round, 99 percent willbe bound, In
developing counirias, the percentage of bound fariff lines went from 21 percent to 73 percent.
Economies in transition agreed 1o increase their bindings from 73 percent 1o 98 percent.

Agricaltural Products. The Urnguay Round succeeded in bringing agriculture. more fully into.

the multlateral trading system. Throggh the negotiation of the Agreement an Abnculmrc all

tari{fs on agriculiural products are bound, and non-tariff barviers were converied to tanffs by
tartflication.” Industrial couniries agreed to cut tariffs on agricultural producis by 36 percent on

*“This appendix draws from the World Tradz Organization, hip:www.wito vop/about (downloaded September 19,
19997 and the GATT Secretarit, “The Besults of the Lmguny Roond of Multilaiora! Tendle Negotations, Marke
Access for Gouds and Services: Overview of the Resudis™ {November 15941 '
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average over six years; developing countrics agreed to cut their tariffs by 24 percent on average
over ten years. For producis subject to tariffication, the Agreement permits special saleguards to
protect against import surges. The Agreement also limits and reduces countries’ use of export
subsidies and trade-distorting domeslic supports. Agricubure is pari of the WT(Q s buili-in
agenda, with 1alks scheduled (o begin by December 31, 1994,

Textiles and Clothing. From 1974 until the end of the Uruguay Round, trade was governed by
the Mult-Fiber Arrangement (MFA), The MFA was a framework for bilateral agreemenis and
unilateral actions, based on quantitative restrictions on imports. Tn 1993, the WTO's Agreement
~on Textiles and Clothing (ATC) replaced the MFA. The ATC will integrate the textile and
appurel sector into the GATT rules, by eliminating guota restrictions gradually over a ten-year
period. Like the Agreement on Agriculture, the ATC also alows special safeguards to protect
against import surges. By 2005, all import quotas and discrimination will end and the ATC will -
terminate. The Uruguay Round also established a Textiles Monitoring Body to supervise the
A'TC's implementation.

Services. The GATS provides multilaterally agreed and legally enforceable rules, covering all
miernationally traded services (except most air transpor services). It extends MEN treatment to
all WTGO members, with hrmited exceptions, and extends national treatment and markel access
obligations in areas where a country has made a specific commitment, The GATS provides rules
tor regulatory transparency, other aspects of regulation, recognition of other countries’
qualifications, and international payments and {ransfers. As a result of bilateral negotiations,
individual countries made legally hinding commitmients to open markets and/or provide
nondiscriminatory treatrnent in speeific service seetors. A set of “schedules” lists the sectors
being opened, the extent of market access being given in those sectors, and any limilations on
national treatment.  Alihough some comnilments did not go beyond the markel access offered at
the tme they were made, they still prevent governments from hackirackiog on access; the GATS
mel the objectives of bringing services into the multilateral wrading system and providing the
certainty needed for business decisions. As in the case of agriculture, the service sector is
included in the WTO’s built-in agenda, with a full new round of negotiations scheduled to begin
no later than January 1, 2000, "

A senies of annexes 10 the GATS addresses particular concerns of difTerent industries, including
the movement of natural persons; financial services, telecommunications, and some air-transport
services. Negoliations on specific commitments in financial services and telecommunications
gontimued after the Uruguay Round, as part of the built-ip agenda, and resubied in new
liberalization packages. Talks on the movement of natural persons also continued and achieved
saodest results. Further talks on maritime services were scheduled, but suspended. '

fatellectnal Property. The TRIPS Agreement requires n minimum standard of miellectual
propesty rights protection and enforcement of intellectual property rights. 1 also provides for
basic rights to non-discrimingtory treatment. The Agreement deals with.copyright and related
rights, including for computer programs, data bases, sound recordings and films; trademarks and
service marks; geographical indications, including appeliations of origin; patents, including the -
protection of new varieties of plants; industrial designs; layout designs of integrated circuits;
protection of undisclosed information, including wrade secrets and test data, Substantive
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provisions of the main international agrecinents of the World Intellectual Property Organization

provide the hasis for protection, with additions and modifications. For example, under TRIPS
the Berne Conveniion for the Protection of Literary snd Artistic Works now applies to computer

programs. Moreover, the TRIPS Agrcmenl also addresses patents by requirtng that palent

' pmtec:uon be avaitable for a 20-year minimum for all inventions, whether producis or processes,

in almost all technology fields.

The TRIPS Agreement alse requires WTO members to provide procedures and remicdies under
their domestic law o ensure that foreign right holders can effectively enforce intellectual
property rights. Under some circumstances, member countries may adopt medsures to prevent or
contro} practices in the licensing of intelléctual property rights that are abusive or anti~
campai%t%ve When the WTO Agreements took cffect on January 1, 1995, developed countries
were given one yvear to bring their laws and practices into mnformancc, with the TRIPS
Agreement. Developing countries and some ¢conomies intransition were glven lan;;,{:r tramsition
periods. The TRIPS Agreement, like the GATS and the agreements on trade in goods, can be
enforced thivugh the WTQO’s dispute settlement procedures.

Other WTQ Agreements. Thé Round alse brought agreements relating to-trade in goods, to
governing anti-dumping measures, subsidies and countervailing duties, safeguards, and o
technlcal barriers,

v Anti-Dwnping Measwres. The Anii-Duraping Agrecment, more formally the Agreament on
the implomentation of Article VI of the GATT 1994, permits WTO members 10 assess
antidumping duties on imports of a product if it {s dumped (as defined by the agreement} and
i the dumped imports have been found to cause o threaten matenal mjury to the domestic
wlustry producing the product. The Agreement also provides for due process and
iransparency in anbi-dumping mvestigations.

*  Subsidies and C r;unzrzrwnimg Meuasures, The Agreement on Subsidies and Countervailing
Measures provides rules for the use of domestic subsidies and countervailing duties ofisenting
those subsidies, Under the Agreement, a country may seck the withdrawal of a subsidy or
removal of its adverse effects, by bringing 2 WTO dispute. A couniry may 280 assess
countervailing duties on imports of a subsidized product, offsetting the value of the subsidy, -
if the subsidized toports have been found-to cause or threaten material injury. o the domestic
industry producing a like product, The Agrecment applies to both industrial products and
agriculture, although its application to agriculture hus been modified by the operation of a
temporary “peace clause” in the Agreement on Agricaiture. Some exceptions apply to
subsidies of developing countries.

¢ Emergoney Proteciion from dmpor rs The Agreement on Safegoards allows countries (o
temporanly restrict zmpoz*s of a product if an ubsolutc or relative import surgc 18 causing or .
threutening 9 cause serious injury.1o the domestic industry producing a lixe or diresily
sompetilive product, and if thedmporting country has conducted an investigation that
transparently and objectively exanunes certain factors beartng on serious injury. {The
Agreement prohibits the use of “gray area” measures, inciuding voluntary export resiraints
and orderly marketing arrangensents.) When the serious mjury has been caused by un
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absclute import surge, and the impeorting country cenducts A transpurent and objective
investigation consistent with the Safeguards Agreement, its trading partners cansot fake a
compensatory suspensicn of concessions against it for the first three years thal such a

“safeguard” measure is in place. Spocial rules &pp?y for safeguard measures affecting
developmg country products.

»  Techuical Barviers to Trade, The Agreement on Technica) Barriers to Trade (TBT) trics to
ensure that regulations, standards, testing and certification procedures do not create
unnecessary obstacles w trade. The Agreement on TBT does not prohibit countries from

- ‘adopting standards, or require that standards be harmontzed internationally. Rather, it seis
out # ‘code of good practice’ {or the pr{:p***’altcl adoption, and zzpp%zcancn of standards by
central government bodies and others, :

«  Health Regulutions for Farm Products, Complementary 1o the Agreemoent on TBT and the
Agreement on Agriculiure, the Agreement on Sanitary and Phytosanitary Measures
establishes rules for standards to protect human, animal, and plant health. The Agreement
uryes countries to adopt internationally agreed standards to the extent possible, but it does
1ol ;}mﬁii}zl countries from setting their own, possibly higher, standards. However, it does.
require that all standards be based on science and nen-discriminatory.

s Miscellonepus. The Uruguay Round agreements also include the Agreement on Impott
Licensing Procedures; the Agreement on lmplementation of Article VI of the GATT 1994
and related rministerial decisions on customs valuation; the Agreement on Preshipment
Inspection; the Agreement on Rules of Origio; and the Agreement on Trade-Related
Invesiment Mc;zsms

Plurifareral Agrecments, The WTO Agreement also provides the framework for two
agreements which only some, not all, of the WTO Members have accepted. These are the
Agreements on Trade in Civil Aireraft and on Government Procurement, which were originally
negotiaied ciarm;:, the Tokyo Round. During the Uruguay Round, the Agreement on Govoromant
Procurcment was renegotiated and replaced with a new agreement that now applies to more
entities and 1o services. The procurement agreement applics only (o agencies listed by each of
the governments that is party to the agreement, These sgencies” progurement is then subject to
rules that guzrantee far and non-discriminatory conditions of internationat competition: -

BDispute Retiiement. The Dispute Settlement Understanding improves upon previous rules and
procedures. [t cresies a single system {or addressing disputes under each of the WTQO's
multilatersl agreements and the Agreement on Government Procurement; provides an expedited
process with clearly defined stages, prevents individual countries from blocking the adeption of
rulings, and authorizes countermeasures i an adopied ruling.is vol huplemoented. Ordinarily, a
case should not take more than s yeor - or £3 months i it is appealed. (1 either side requests,
members of an Appellate Body hear appeais 6f panel rufings.) Morcover, in a seversal of ﬁz{.
GATT procedure, all dispute settlement rulings — including those of the Appz,ilazﬁ Body -
adopled autoz‘f*aﬁm} ¥, unless there is consensus o reject a ruling,

¥
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After a ruling 1 adopted, a country faces three passible outcomes: it can adhere to the
recommendations of the pancl; it can compensate the claimant; or the claimant can suspend
previously granted concessions of like amount, The general principle ts that the suspension
should occur in the same sector of trade {for example, a viclation in the goods sector should be
met with suspended concessions in the goods sector). 1 this is not practicable or effective, the
SUSPENSION can occur in other seciors, and so the dispute settlement system helps integrate the
obligations of the entire WTO systent.

Trade Policy Review Mechanisn, The TPRM provides a regulur forum for monitoring each
country’s performance in the WTQ systen, Urough reports-by countries and the WTO
Sccretariatl and discussions between WTO member governments. The review is not legally
binding. Hs objectives are to increase the transparency and understanding of countries” trade
polices and practices through regular monitoring; improve the quality of public and
mergovernmental debate on the issues; and eoable u multilateral assessment of the effects of
policies on the world trading system.
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EXECUTIVE SUMMARY

Robust Job Growth. Since January 1993, employment has grown rapidly and 26 million
net new jobs have been created, Employment is at an ati-time high—a: larger pereent of the
population is cmployed now than at any previous timeg, Fhe unemployment rate, at 4.1
percent, is the lowest it has been in 29 years.

Broad Employment Gains, Employment gains have been strong for all magor subgroups of
the populytion. Por African Americans and Hispanics, the proportions of the population with
jobs rose to record highs and the ynemployment rates foll (o record lows. The unemployment
rate for women s now lower than gt any time since 1933,

More High-Quality Jobs. The 20 million jobs creuted since January 1993 have
overwhelmingly been good jobs. Eighty-one percent of the job growth was in
industry/occupation categories paying above-median wages. Sixty-five percent wus in the
highest-paying third of industry/occupation categorics.

Real Wage Growth for Al Increases in real (inflation-udjusted) eamnings were widely
shared in the Inte 1990s, This is in sharp contrast to the 1980s, when growth in real carnings
was concentrated among high-wage workers and real eamings fell for those at the lower end
of the wage tistribution. Strong earnings growth in the past few years produced gains in
housetiold income, and the poverty rate has fallen (o its lowest level since 1979,

Sectoral Differences. Services accounted for a substadial share of job growth since Junuary
1993, but construction, transportation, snd public utilities slso accoustod for significant
portions. Employment wis growing in muenufncturing uniil the Asian financial crisis, but it
sturted declining in the second quarter of 1998, reducing net job creation mn that sector.

Maest Jubs Remain Full-Time. The majority of all jobs are full-time jobs—there has been
no increase in the propontion of jobs that are part-time or in the proportion of workets
holding multiple jobs.

Dedlining Worker Displacement. In a dynamic economy with rapid job growth, maoy
moye jobs are being created than are being lost. And while some workers have been
displaced from their jobs, job displacement rates have been on the decline and workers’
reported fear of job loss is abating :



INTRODUCTION

Since January 1993, the cconomy has generated 20 million new jobs. A higher
proportion of the population aged 16 and over 1s employed now than ever before, and at 4.1
percent the unempleyment rate is lower than it has been since 1970," Moreover, as the evidence
it this paper shows, a very high proportion of the new jobs that people are taking are good jobs
in indusiry/occupation categories thai pay above-median wages, Real wages are growing agam.
And the benefits of & strong labor market are being shared widely among U.S, workers—
tncluding groups that saw little if any progress over the 1973.93 period.

20 MILLION JOBS

3@%{:{:{: Junuary 1993 and November 1999, empioycrs added 20 million people to their
payrolls” (Chart 13,

Chart 1: Payroll Employment Growth
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Source; Bureay of Labor Statistins, Establishment Susvey,

"imployment and jobs duta come Tron twe sources, The establishment survey asks employers how many
peaple they hive on their payrodis; the houschold survey asks people whether they Buve g Job or are looking for g
job. Referenges to "iobs” in $his papor genorally refer (o the establishment suresy, while references io
“emplovment” geacrally refer to e household survey,

*Although the carrent expansion technically began following the business eyele trough in March 1991, job
growih was very shuggish for more than a yeur and payroll employment had grown by only 1.2 million by January
1993,
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More people are working now thao ever before, The propartion of the population aged
16 and over that ts employed reached ae all-time high this year and hus been higher during this
expansion than it was at comparable points during the 1980s expansion (Chart 2}, This high

Chart 2. Employment-Population Ratio
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Chart 3: The Unemploymant Rate
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craployment-population ratio reflects longer term trends, but the very strong labor market und
policies designed to incresse the rewards to work surely have contributed as well by atbracting
new workers into the labor market. At the same time, the unemployment rate has been below 3
percent for 29 consecutive months and is lower than it has been in 29 years. While the
uncmployment rate in January 1993 was about the same as it was at a comparable point in the
1980s cxpanston, it has subsequently declined faster and further than it did in that expansion
(Chart 3},

EMPLOYMENT GAINS ARE WIDESPREAD

Labor market gaing since January 1993 have been impressive across demographic groups
(Table 1}. African Americans and Hispanics, for example, experienced their lowest
unemployment rates on record during the past year (Chart 4} Employment-population ratios
have reached rocord highs not only for all persons aged 16 und over but also for panticular
subgroups such as women, African Americans and Hispanics.4 The increased labor force
sctivity of women, in particular, reflects a combination of forces, such as welfare reform and the
Earmned Income Tax Credit (EITC), that improve the incentives 1o work among those with low
carnings. The unemployment rate for women is the lowest it has been since 1953,

Table 1
Ireticatars of Labor Market Activity for Salected Darmographic Groups
1682 to November 1080
iparcant, ohilian workers, seassonally adiusted)

Unempityitent rais Employment-population ratio
Demographic group Annual 1892 Nov 1898 Change  Annual 1992 Nov. 1999 Change
Toial 7.5 4.1 3.4 81,5 64.3 2.8
Whita 6.6 3.5 3.1 82.4 84.8 24
African American 14.2 8.1 6.1 54.9 0.8 8.0
Hispanic .6 6.0 5.6 £9.1 637 48
Man, 16 years and over 7.9 4.0 -3.8 £68.8 71.8 1.8
Women, 16 years anid owsr 2.0 42 28 538 57.58 3.8
Teanagers VR 14.1 4.0 40.8 44.8 38

Source: Bursau of Labur Statistics, Household Suney.

*Scparate uncmployment ratus have been recorded since 1972 for Afriean Americans and 1973 for
Hispanics, The recerd fows for these grovps were 7.3 percent for African Americans {June 1999} and 5.8 percent for
Hispenics (March 1999). Monthly rates for these groups bave a tendency to floetuate somewhnd, dos fo their small
sizes in the monthly surveys of hooseholds.

Record highs for these groups inelnde 3 employment-populstion saio of 576 percent for womgn
(laruary 1999, 61.2 percent for Alvican Americans {January 199%) and 84,1 percent for Hispanies {March 1999},
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Chart 4 Unemployment Hates by Race and Ethnicity
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Unemploynent rates have declined for il educutionnl groups since 1992, with the largest
percentage point doclines in the groups with the fewest years of schooling completed {Chart 5).

Chan 8: Unemployment Rates by Educational Attainment
in 1982 and November 19938
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THE QUALITY OF JOBS

The 20 million jobs created since January 1993 bave overwhelmingly been good jobs,
This conclusion is based on an analysis of ecmployment growth in which total household
employmeat is divided into 90 indusiry/occupation calegories, ranked by median carnings, in
order to assess where the new employment growth occurred.” This analtysis indicates that

o 81 percent of the new ;obs created from 1993 to the present® were in categories paving
above-median wages,” and

o 63 percent of the new jobs created were in job categories with wages in the highest-paying
third of industry/occupation categorics,

Many of the good new jobs are in professional and managerial occupations, and these
two categories account for almost 70 percent of college graduates in the workforce. But growth
in good jobs was not confined o college gradoates.

First, while roughly 77 percent of employees in professional jobs in 1998 had at feast a
bachelors degree, 51 percent of managers did not.

Second, the overwhelming magority of new jobs in industry/occupation categories morg
likely to be filled by non-college graduates are ulso good jobs. When professional occupations
are excluded from the mnalysis, 71 percent of the remaining employment growth was in
categones that paid above-median wages (for the categories that remuained). Sixty percent was in
the highest-paying third of industry/occupation cutegories.

Finally, the overwhelming majority of employmeni growth among those with a high
school diptoma (but no college) were good jobs. A preliminary analysis confined to this group
found that virtuaily ail of the net growth in employment was in the highest-paying third of
industry/occapation categories for such workers, {Gaing for the bottom third were largely offset
by losses in the middle third,)

* The houschotd survey is used because the establistument survey does not contain information abont
cecupations that would wllow this kind of breakdown. The results from the household suovey ace used w Infer where
the job growih cccurred. The Councll of Economic Advivers und the Department of Labor earlier conduvied a
similar amalysis of job growth between February 1994 and Februwry 1996 based on 3 $iner Sndosiry/occupntion
breakdown {sce Job Dreatlon and Employment Opportunitiex: the Dnited Sivies Labor Markes, 1993-7990, A
Report by the Council of Beonomie Advisers with the LS. Department of Labor, Office of the Chiel Economist,
April 23, 19963, That seport founid that 68 percent of the net growth in fuli-lime employment aecoreed in
industryfoccupation groups paying above-medinn wages.

*Because the household data are not seasonally adjusted. 3 compacison of October 1999 empluyment tovels
with January 1993 enaployment levels might be contaminated by seasonal factors, To minimize seasonal effects snd
1y capture jobs created in 1993-90, the analysis compares average employment in January through Goiober 1999
with average employment in 1992,

7 Industryfoceupation groups were ranked by median carnings i the base yeur and sepacated into fwo
groups, each contwining hall of sl employment. Bighty-one peecent of the employment growth was in the higher
paying half.



WAGE GAINS ACROSS-THE-BOARD

This cxpansion’s strong tabor market has created a large sumber of good new jobs and it
has generated rising real (inflation-adjusted} wages for most workers. Although it took some
nime for growth in real average hourly earnings 1o gain momentum in this expansion, the past 4
years have witnessed solid gains {Chart'6). By contrast, real wages declined at the end of the
[980s expansion and continued to decline in the 1990-91 recession.

Chart 6; Real Average Howrly Earnings
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Average rea) gamings in the United States were relatively stagnant or falling from 1979
through the mid-1980s, with low-wage carners experiencing the greatest losses of carnings and
overall earmings inequality rising significantfy.” However, the resumption in real carnings
growth since 1996 has been especially evident among low-wage workers. Since the second
guarter of 1996, median usual weekly carnings of full-time workers have grown by 5.3 percent.
Growth was 7.0 percent at the 25th percentile of earnings, and 8.5 percent at the 10th pergentile.
Compared with the 1980s cxpansion, the growth in these camings has been much wmorg evenly
distributed since 1994 {Chart 7).

PReal wape dutw in this report are bused oo the official consumer price indexes (CP1 computed by the
Baresu of Labor Statistics {8LY). Howsver, mothodological improvements mude by the BLE would have redoced
meusured inflation between 1979 and 1998 by wlmost 3 holf percentage point per yoar, on avesage. if thoy hud been
introduced earlier. Use of an experimental index that incorporates these changes in carlier years would raise real
wage prowth slightly. bt nen change the hasic conciusions of this repost.



Chart 7: Growth in Median Usual Weekly Eamings

ik,
s

0ig6e-88 £11924-58

ik
3

vy
feud

bl
o

g
=

ol
Ay

i

P g

g
L)
gl

?‘? -
i

Average annual growth e eroent}
b=
.

&
by

&
E

&
o

10th porcantily  25th pereentile Madian 75ih ppcantile 90tk parcantiis
Source: Buraau of Labor Statistics, Hausshold Survey,

The resumption of significant real wage growth primarily reflects the return of high
productivity growth, which has averaged over 2 percent per year for each of the past 3 yoars,
Furthermore, the higher real wage growth at the bottom of the wage scale reflects other policy
developments, such as the increuses in the Federal minimum wage that were implemented during
October 1996 and September 1997,

Finally, the increases in employment and camings experienced by workers have resulted
1 rising real Incomes and declining poverty rates for Amercan families, Real median household
income reached an all-time high of $38,885 in 1998, The poverty rate fell to 12.7 percent, the
lowest it has been since 1979, The effects of the EITC, which are not reflecied in the official
money income and poverly measures, lifted an additional 4.2 million people out of poverty in
both 1997 and 1998, Aflvican Americans expericaced u lurge 5.1 percent increasce in reul
median household income between 1993 and 1998 and the paverty vate for African Americans of
26.1 percent 15 the lowest ever recorded. Real median income of Hispanic houscholds grew by
4.8 percent 18 1998, und the poverty rate dropped to the lowest it has been since 1979,

SECTORAL DIFFERENCES

An industry breakdown of the 20 million new payroll jobs that have been created sinee
Junuary 1993 shows that services aecounted for about 50 percent of all new jobs created, and
retaif trade accounted for another 17 percent (Chan 8). Although jobs in the services indusiry
arc commonly thought of as low-wage, the industey is in fact quite heterogencous, with



predominantly high paying jobs. Of all jobs crested in the services industry, nearly three-quariers
have been in the professional and managerial occupations that pay sbove-median wages.

Across all indusiries, employment in the professional and managerial job categorics is
growing the most rapidly, snd these two categories together uccount for over 80 percent of all net
new job creation (Chan 9). They also account for almost 70 percent of all college graduates in
the workforee, so nsing employment in these occupations reflects the premium that our economy
now places on the acquisition of skills.

While professionals und managers experienced the bighest employment growth rates, the
tobust growth of the economy also produced strong growth rates in high-wage jobs for those
without college degrees. For example, there was sigaificant employment growth in the sales,
erafts, and operative/laborer occupationsl categorics. This included significant growth in blue-
collar jobs, reflecting the relative strength of the construction, transporiation/comemunication, and
whalegale trade sectors, Since January 1993, 1.8 million new construction jobs have been added,
The annual rate of job crealion in construction over this period was substantially faster than @
was during the expansion of the 1980s.

Chart 8: Shares of Employment Growth by Chart 9. Shares of Employment Growih by
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After declining by 3 million jobs from an all-time peak in 1979, munufacturing jobs rose
by 252,000 after Junuary 1993, However, the puttem of job growth in Uiy sector has been
uneven smnce then, Almost BOG,000 now jobs were added between January 1993 and February
1998, but since that time roughly two-thirds of that number bave been lost. This decline reflects
the loss of exports to Asia since the financinl crisis there, as well as stagnant exports and rising
mmponts more broadly that reflect the steength of the ULS. economy relative to those of our
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trading partners. H is anBiciputed, howaover, that some of the Jost jobs will relum when foreign
oyarkets regain streagth.

{hart 1. Change in the Number of
Manufagturing Jobs
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MOST JOBS REMAIN FULL-TIME

The majority of all jobs continue (o be full-time jobs. There has been no increase in the
propartion of jobs that are part-timie or that are secondary jobs for workers.

The proportion of employed persons reporting part-time employment hus declined
slightly in recent years, falling 2 percentage points since 1994 (Chart 11). Most of the decreuse
in part-time ecmployment has occurred because of a decrease in thoss taking part-time jobs for
“non-economic” reasons, such as iilness or child-care responsibilities. 1 the new jobs were
disproportionately part-time, average hours worked per job might be expeeted to full. But
employer data show thal average bours worked for alf jobs {including the now jobs) remayned
roughly conatant: the number of nonfinro jobs and the total number of hours worked both grew

- Chart 11: Fraction of Workers with Part-Time Jobs
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at about the same rate since January 1993, Thus, this evidence also suggests that most of the
new jobs are full-time,

Mudtiple job holding might raise concerns about the quality of jobs created if Americans
have 10 work two or mare jobs 1o make ends meet. The data, however, do not indicute any
sigmificart change in multiple job holding. The percentuge of employed persons working
multiple jobs has remained about § percent since the late {980s,

DECLINING WORKER DISPLACEMENT

In an economy characterized by rapid net job growih, ithe volume of new jobs vastly
outnumbers the volume of job logses, But in any growing economy, particular jobs will be lost
as declining firms are replaced by new, growing firms or as firms reorganize to remain
competitive.  Unfortunately, these kinds of job losses often gonerate employment and garnings
iosses. particularly among more experignced workers, who must then bear the costs of adjusting
to new jobs. An important question is, has the rapid growth of jobs in the [990s also been
accompanied by a growth in the percent of workers who have been displaced from their jobs?

The data show an increase in the probability of displacement in the late 1980s and early
1990s, and a drop thereafter. The percent of afl workers with 3 or more years of tenure who
became displaced from their job was 3.9 percent in the 1991-92 period, but then fell 10 2.9
percent 1o the 1993-96 period. Because the labor market has been so robust in the 19904, both
the rate of re-employmeant following displacement and curnings afler re-cmployment have been
higher in this decude than ut comparable points in the 19805,

Workers' fears of job loss have alse declined in recent years. Survey results show (hat
the percent of workers who believe job loss is likely in the next year has declined since the mid-
1990s, from 12 percent in 1993 1o 8 percent in 1998, A different survey, of workers employed
by large firms, finds that the percent of workers who are frequently concemed about being Iaid
off rose until 1996 and declined therealier from 46 percent fo 33 percent m 1999 {Chart 12},

Chart 12: Percent of Workers Surveyed Who Are
Frequently Concemnad About Being Laid Off
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VL. CONCLUSION

The labor market in the United States has performed extremely well over the past several
years. Unemployment rates are as low us they have been in 29 years, and many demographic
groups are experiencing their lowest unemployment (or highest employment} ever recorded.
Welfare cascloads too are their lowest level in over 30 years as record numbers of people are
moving from welfare to work. Real wages, which bad been stagnant or declining for almost two
decades, are now rising again, particularly ameng the lowest-wage workers. Reat household
income has reached o record high while poverty rates are declining. While the increased
earnings ineguality in the 1980s und early 1990s has not been reversed, the gains from economic
growth are now being shared more widely.

Esmployment is growing in high-wage job categorics. Indeed, over 80 percent of the 20
million jobs created since January 1993 are in categories that pay wages above the median, and
65 percent are in the top third of job categorics ranked by median earnings,

Giher evidence too suggests that the United States is ceeating a large number of high-
quality jobs, The data show that there has been no increase in the share of empleyees who are
working part-time jobs or the fraction of the workiorce holding multiple jobs. Recent research
has also indicated that job displacement rates and workers' perceptions of the likelihood of job
loss have decreased in recent years,

Overall, the LS, Iabor market is performing exceptionally well, but somc sources of
concem remain, Although manufucturing jobs are up since January 1993, 1n the wake of the
Asian financial crisis more than half a million jobs have been lost since March 1998, However,
strong domestic consumer demand, along with some stabilization in the economies of our trading
partners, have led to faster growth of cutput in manulacturing in 1999, If output gains continue
at their current pace, employment gains should follow.

While the declines in unemployment rates Tor disadvantaged groups arc encouraging, the
raics themselves remain too high, Recognizing that continued investments in cducation and
iraining for these groups are essential to improve their labor market performance, the
Clinton/Gore Administration has implemented initiatives such a5 the Youth Opportunity
Movement, America’s Job Network, and the President’s GEAR UP ingtiative. The President’s
New Muarkess Inftinlive, which encourages businesses 16 tap consumer markets and labor pools in
underserved local arcus, also should contnbute (o continued improvements in cmployment rates
for all of these groups. The Administration also belicves that those who suffer displacement
through no faull of their own should be guaranteed access (o the kinds of reemployment servtees
that will help them regain employment with munimal loss of carnings.

Finally, the Administraiion continues to pursue policies that reduce inequality and “meake
work pay” for all American workers, especially the least-educated. Minimum wage increases
implemented in 1996 and 1997 hive been one factor that has contributed to earnings growth for
those with the lowest wages, and the President has proposed un additional $1.00 increase in the
mirimum wige over a two-year period to contribute further (o strong wage growth among those
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who suffered the greatest deterioration in wages during the 1970s and 1980s.

The creation of 20 million jobs since January 1993 is a significant achicvement. Even
more encouraging is the fact that the overwhelming majority of these jobs have been good jobs.
This accomplishment highlights the imporlance of sound policies to kecp the cconomy strong
and to invest in people.
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Today, the Council of Economic Advisers released a brief report—The Uses of Census
Duta: An dnaiytical Review, This decument provides an overview of the myrniad uses of
census data by many different sectors of society, The constitutionally designated purpose
of the decennial census is to ¢nsure an accurate apportionment of seats in the House of
Representatives based on state populations. However, since the early 18005 policy,
makers have recognized that an accurate census can provide other valuable information to
improve the policy process. Currently, policy makers at all levels of government, as well
as private businesses, households, researchers, and nonprofit organizations, rely onan
accurate census in many ways that range far bevond the single fact of how many people
live in each state, T

The review notes that the Federal Governmen? uses census daa in a variety of
extraordinarily imponant wavs. For example, census damz provide information necessary
for monitering compliance with the Voting Rights Act, the Civil Rights Act, and other
anti~discrimination and affirnative action plan requirsments. Accurate census data are
similarly essential for programs that identify aress eligible for housing assistance and
rehabilitation ioans; housing subsidies, job iraining angd employment Services; enargy cost
assistance; and community economic development. Accurate census data are critical to
sliocating funds for supplemental food programs and other social services for women and
children. The accuracy of census data affects the allocation of funding for numercus
Federal education programs such as vocationa! and adult education.

State and local governments alse use census data in important ways. These include
decisions on redistricting and the determination of state and local voting district
boundaries; use by local government agencies trving to determine the need for new
schools, and program: planning for infrastructure, public kealth and envirommental
protection,

The business community relies on accurate census data for product development,
marketing, and location decisions. In many cases, private social service agencies and
community groups depend on census data for the delivery of health, secial, and
educationa: services. Accurate census data are vital 1o researchers in a wide variety of
endeavors, Finally, data from the decennial Census form 2 crucial input into the sample
designs of other national surveys that are used in calculating unemployment and infistion
statistics, as well 2s a wide range of other statistics used in evaluating and formulating
national policy.
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OVERVIEW;

Constitutionaily, the purpose of the decennial census is to ensure an accurate
apportionment of seats in the House of Representatives based on state populations., Since the
early 1800s, howevet, policy makers have recognized that an acourate census can provide other
valuuble information o improve the policy process. Today, policy makers at all levelsof
government, as well as private businesses, houscholds, researchers, and nonprofit organizations,
rely on an aoeyrate census in myriad ways that range far bevond the single fact of how many
people live in each state. This repont provides a brief overview of these uses.

I. FEDERAL GOVERNMENT USES

Monitoring comphance with Federal law.  Questions an ancestry, gender, race,
Hispanic origin, language spoken al home. place of birth, citizenship and vear of
entry provide critical information for monitoring compliance with the Voting -
Rights Act, the Civil Rights Act, und other anti-discrimination and affirmutive
action plan requirements.

Assessing economic well being. Accurate census data are critical for dev cic}pma
accurate assessments of economic well -being for the Nation as a whele as well as
for di ffcrcnt racial, ethnic, and regional pOleldtIE)rlS

Assisting families and low-income populations. Accurate census data are critical

Tor programs that aim o dentify arcas eligible for housing assistance and

rehabilitation Jouns: hausing subsidies; job truining and employment services;

£nergy cost assistance;, and Community economic development. Accurale census

data also are critical 1o allocating funds for supplemental food gwgrams and other
social services for women and children.

Assisting the efderly, the disabled, snd veterans. Accusale census data are
required to determine and forecast the number of persons eligible for benefits
based on age, such as Social Security and Medicare and o forecast the number of
persons eligible for Social Secunity disability benefits, They are necessary 1o
develop baselines for reducing employment barriers fuced by persons with
disubilities and 10 allocate funds for vocmional education and rehabilitution
programs for disabled workers, Accurate ceasus daia are required to determine
where 10 build veterans hospitals, to establish baselines for veteran population
projections, and to report 1o Congress on the needs of selecied gmu;zs of veterans,
such as Vietnam-era snd fomale veterans, ‘

Education. The accuracy of census data affects the allocation of funding {or
numerous Federal education programs such a5 vocational and aduit education,

Other. Census data on farm residence help USDA assess housing conditions and
needs on farms. Information on place of wark and journey to work helps the
Federal government formulate national iransportation and energy-use policies.
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I, STATE AND LOCAL GOVERNMENT USES

Drawing legislative boundanies, Decisions on redistricting and the deiermination
of state and local voting district boundaries require accurale census data,

Education, Accurate census data are critical to Jocal government agencies and
school boards trying to determine the need for new schools, including what type
{elementary, middle, or high school).

Infrastructure. public health and environmental protection, and program planping.
Numerous state and local govemment planning responsibilities depend on
accurate census data, including determining the need for schools, highways,
public transportation, hospitals, Hbraries, and police and fire protection. Water
and sewage disposal information helps identily needs for water purification,
ireatment, or sewage facilities, Farm data are used to allocate Tunds to land grant
colleges, for cooperative extension activities, and for granis (o agricuitural
experiment stations. Accurate census data make for better planning and

- implementation of a variety of programs, including education and training, health,
¢ducation, and social services. Accurate census data help public health officials
perform tasks such as locating areas in danger of ground water contamination and
waterbomne diseases. They belp environmental agencies analyze energy

.eonsumption, identify conservation opportunities, and forecust energy needs,

Diisaster relicf.  Accurate census information helps Jocal governments predict
transportation needs in disaster recovery and contingency planaing initiatives.
‘The data help goveraments and relief agencies in assessing the amount of
displacement and the shelter and recovery needs of populations affected by natural
disasters such as floods, humicanes, toradoss, and earthquakes.

Assisting families, low-ncomie populations, the elderly, the disabled, and
veterans, Accurale census data are necessary for appropriate state implementation
of Pederul programs for these groups in arcas such us housing assistance, energy
cost assistance, community development, and employment and social services.
Accurate census data also help city and community officials pinpoint areas that
need special programs such as meals-on-wheels und social service agencies
identify special needs such as telephone sceess in case of medical emergency.



111, BUSINESS USES

Product development and marketing. Accurate census data on where people of
different ages live helps businesses of all kinds to develop and market their
products. For example:

Manufacturers of baby products such as baby food, clothes, diapers, and toys, and
manufacturers of matemity clothes and greeting cards need accurate
information on children as they develop and market their product lines, as
do television producers of children’s programs and planners of large
family amusement parks.

Architects, contractors, and real estate Diems need scourate information on the size
and compuosition of households and their housing as they design, build,
and sell houses and apartments.

Producers of consumer durables such as television sets, washing machines, and
home fumnishings benefit from accurate information on households and
. their characteristics.

Accurate census informaution on language spoken at home helps television and
radio stations define foreign language service areas and marketing
companies develop products and services tailored o those who speak

- ianguages other than English.

Forecasting demand. Businesses forecasting demand for their products require
accurate census data to develop these forecasts. Utilities depend on accurate
census data to develop long-range plans for new facilities and networks.

Localion decisions. A vanety of business location decisions are improvcd‘by
accurate census data. Examples include: businesses secking o pinpoint areas to
gauge potential markets for locating new stores, plants, or warchouses; businesses
interested in finding sites having a labor force with certain education ’
characteristics; building developers and coatractors selecling sites for new
housing developments; and businesses sceking to pinpoint argas of a city for

. locating new restaurants specializing in particular types of ethaic fond.

Providing equal opportunitics and schieving compliance with Federad law.
Accurate census datn help businesses set up and meonitor affirmative action and
anii-discrimination plans, And they help companies to comply with anti-
discrimination legislation such as the Equal Employment Opportunities Act.
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Y, COMMUNITY GROUP USKES

Delivering healih, social, and educational services, In many cuscs, private social
service agencies and commuanity groups have the same needs for accurate censug
data us state and local government agencies that provide social services. Private
groups benefit front nocurate census diata to set up and administer assistance
programs Jor children, 1eens, and older porsons: (o provide services that reflect




cultural differences; 1o teach English, and conduct voter registration drives; (o
provide housing and job iraining for displaced homemakers: to provide veteran
support services and promote the need for veteran services and facilities.

Dusasterrelief. As with social services, non-goverrumental organizations benefit
from accurate census information in much the sume way as governments when

planning for and responding to disasters like hurricanes, tomadoes, floods, and
garthgyuakes,

+

V. INDIVIDUAL USES ‘

Location decisions. Individuuls can muke better choices sbout home-buying, job
relocation, or starting a small bugingss if they can take advaniage of accurate
census information.

¥L ACADEMIC RESEARCH USES

Accurate census ata are vital to researchers in a wide variety of endeavors. Some
of the most important aeeds include the following:

Any research requiring comprehensive information at the neighborhood level
must rely on the census, with its tract level information.

Research on cthnicity or other research requiring ressonable numbers of
observations of relatively small population groups must rely on the census,

The decennial census is.the only consistent source of dota for researchers
examining trends over pertods of decades.

The sensus is the best source of information for research on immigration and
mobility.

VII, USES BY OTHER SURVEYS AND DATA COLLECTION

Serving as an important base for giher surveys. Data from the decennial Census
form a crucial inpul into the sample designs of other national surveys such as the
Current Population Survey {the source of the nation’s unemployment statistics),
the Survey of Income and Program Participation, the National Crime
Vicimization Survey, the Survey of Recent Coltege Graduates, the Consurmer
Expenditure Survey {the source for expenditure weights used in caleulating the
Consumer Price Index), and statistics complied by the National Center for
Educational Statistics (NCESY and the National Center for Health Statistics
{NCHS).



Calculating rates, Data from other sources are combined with data from the
{ensus to compuie rates of various indicators. For example, NCHS uses its own
survey data combined with Census data to calculae numerous vital siatistics and
rates for bealth service wtilization. Similarly, the Bureau of Justice Statistics uses
Census data to calculate tmprisonment and victimization rates, and the Federal
Bureaw of Investt gation uses Census data 10 caleulate crime mtes

-Creating national estimates. Census data are used to adjust surveys 1o be
nationally representative. For example, the NCES uses Census data to make its
survey resulls op education indicators reflect the total United States population,
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OPPORTUNITIES AND GENDER PaY EQuITY
IN NEW ECONOMY OQCCUTATIONS

A Repont by the Council of Economic Advisers

The President today announced a new Council of Economic Advisers report on women's
progress in the new economy, focusing on information technology (IT) fields. This repori nates
that IT is o highly paid, dynamic, and rapidly growing sector of the labor market, with job
growih that is far faster than the economy at large. However, challenges remain 10 enable women
(o share fully in the benefits of [T jobs, Cunently, women are significantly underrepresented in
T, especially in the higher-paid occupations and much like in the economy at large, a gender
eamings gap exists within IT jobs. The pay gap for women narrows dramatically as women
obtain more education. Policies that encourage greater numbers of college-educated women to
choose [T-related fields of study, and firm practices that enceurage these women (© remain in {7
sueupations, can be expected o help reduce the gender pay gap in IT.

Among the key findings of the report are:

» The field of Information Technology (1T} has provided extrsordinary job growth in the
United States. Since 1983, emplovment in five core 1Treiated occupations has grown by §1
percent—an increase that greaty exceeded the 32 percent employment growth for the general
economy.

. Employment in the five [T-related ocoupations provides excellent pay for both men and
women. For example, the median annual earnings of women employed full-tme i T 18 over
$38,000—about 60 percent higher than the $23,900 earned by women working cuside of {T.

» However, an important gender employment gap exists in these {T cccupations. Women
are currently underrepresented, meking up only 29 percent of these occupations, compared with
47 percent of the workforce n the general economy.

. Furthermore, women are most underrepresented in the 1T occupations where pay is the
highestwwfor example, in electrical engineering, which 18 just 10 percent female, This
occupational disparity contributes to a lack of women in the highest paid jobs. While 18 percent’
of men emploved in 1T earn $70,000 or more, only § percent of women earn this ruch,
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* There i3 also a gender pay gap within [T occupations. A woman with median camings in
IT carns about 22 percent less than a man with median eamings Fant of this gap stems from
differences in age, education, race, and occupational composition.  Taking these {actors into
account lowers the gap to 12 percent—a gap similar 1© that estimated for the labor market more
generally. '

* The gender pay gap narrows sharply for women in IT whe have higher levels of
education. Women who do not have bachelor’s degrees face a pay gap of 15w 21 percent, afier
adjusting for demographics and occupation. By contrast, women with g bachelor’s degree or
more face 2 9 to 11 percent gap. In 1T jobs, education plays an even more important role in
narrowing the pay gap than ins the economy at large.

. Reducing the pay gap in IT will require a relative increase in-the proportion of young
women who choose educational programs that prepare them for the higher-paying occupations in
IT. Policies that assist women in their caregr development, such as on-the-job training and
mentoring, can alse enhance women's investment in these occupational skilis and their retention
rates, and can thus be expecied to help close the gender wage gap.
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OPPORTUNITIES AND GENDER PaY EQuUITY
IN NEW ECONOMY OCCUPATIONS

EXECUTIVE SUMMARY

The field of Information Technology (IT} has provided extraordinary job growth in the
United States. Since 1983, employment in five core FT-related occupations has grown
by 81 percent—an increass that greatly exceeded the 32 percent employment growth for
the general economy.

Employment in the five IT-reluted occupations provides excellent pay for both men and
women. For example, the median annual camings of women emploved fullitime in [T
i over $38,000~about 60 percent higher thue the $23,900 earmed by women working
cutside of [T, :

However, an important gender employment gap exists in these IT occupations. Women
are currenily underrepresented, making up only 29 percent of these occupations,
compared with 47 percent of the workioree in the general economy.

Furthermore, women are most underrepresented in the IT oecupations where pay is the
highest-for example, in electrical engineering, which is just 10 percemt female. This
occupational disparity coniribuies to a lack of women in the highest paid jobs. While 18
percent of men employed in IT e $70,000 or more, only § percent of women eam this
ruch,

There is also a gender pay gap within IT occupations. A woman with median eamings
in JT earns about 22 percent less than a man with median earnings. Part of this gap
sterns from differences in age, education, race, and occupational composition. Taking
these factors into account lowers the gap to 12 percent—a gap similar (o that estimated
for the labor markel more generally.

-

The gender pay gap narrows sharply for women in IT who have higher levels of
education. Women whao do not have bachelor’s degrees {ace a pay gap of 15 to 21
percent, after adjusting for demographics and occupation. By contrast, women with a
bachelor's degree or more face 2 910 11 percent gap. In IT jobs, education plays an even
miore important role in sarrowing the pay gap than 1 the economy at large.

Reducing the pay gap in IT will require a relative increage in the proportion of young
women who choose educational programs thai prepare them for the higher-paying
cccupations in 11, Policies that assist women in their career development, such as on-
the-job traiming and mentoring, can also enhance women’s investment in these
occupationa) skills and their retention rates, and can thus be expected to help close the
gender wage gap.



OPPORTUNITIES AND GENDER Pay EQUITY
INNEW ECONOMY OCCUPATIONS

1. INTRODUCTION

The pragress made by womes in the paid labor market has beea one of the most important
economic changes of the 20th century. The past century has seen an enormous increass in the
proporiion of women who work for pay. In 1999 about three-fifths of the adult female populstion
weez 1n the labor force {either employad or looking for work), a rate three times as high as the rate
i 19G0. And far more women today enter previously mmie-dominated professions.

The opening of opportunities in the labor market for women has gone hand in hand with
smpravements in their labor market outcomes. One way of assessing this progress is in the earnings
of women relative to men {see Chart 1), In 1960 a woman with median earnings was patd about 40
percent less than a man with median eamings (bused on annual garmings of fulltime, full-year
warkersy, This pay gap, which resulted in an earnings ratio of about 0.68, remained {ittle chianged

. ‘ over the 1960s and 1970s, but subsequently
Cg’:ﬂ;;‘ﬁ: g;zfg‘nif i?gf’:ﬁ:g';?g:;‘f* narrowed, so that the eamings ratio was 0.73 for
o ' i o 1998 {the lust year for which data on {ull-year

workers is available). [n 1999 a slightly different
measure of pay equity—ihe median  weekly
] gurnings—indicated that the median full-time female
8 . . i
& warker earned about 77 percent of @ man’s earnings.
o .
This report provides evidence about the
. source of this pay gap by focusing on a narrow, but
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Sanartn: Daparnen: of Coereonrcs (Busau of U Jepss) jabor markel—occupations related @ information

Technology (IT). The report’s focus on IT stems
from the particularly visibie role IT has played in the new economy. IT is 2 highly paid, dysamic,
ard rapidly growing sector of the labor market. In fact, employment ia the five core IT occupations
grew 81 percent since 1983, dwarfing the 32 percent growth in the economy at large. Women in this
sector have sarnings that considerably exceed those cutside IT. For example, & typical woman
working full-time in the IT oceupations we study sarns $38,000 annvally, compared to 323 900 in
other occupations.’

However, challenges still remain (0 eaable women (¢ share fully in the benefits of 1T jobs.
Currently, women are significantly undervepresented in IT, especially in the higher-paid occupations.
In addition, much Iike in the economy at lacge, o gender earnings gap exists within IT jobs; weekly
pay in the I'T cceupations iz 23 percent less for women than for men—about the same as in the rest
of the labor market. The pay gap for wemen with college education is significantly smaller than for
women with less education. A distinctive feature of the IT sector is that edecation plays an even
more important role in narrowing the pay gap than in the economy at large. Policies that encourage
greater numbers of college-educated women to choose TT-related fietds of study, and firm practices
that encourage these women to remain in T occupations, can be expested 1 help reduce the gender

pay gap in {¥.

' Al annual earnings figores in this report are based on hourly earnings calcalated from the CPS {described
later in the text) vransioted into yearly earnings for o full-year worker employed 40 hours per week.



Studying the sources of thiz pay gap in [T 18 useful 25 a means of understanding the pay
structure in this rapidly growing sector, and is instructive for illuminating gender differences in pay
in the labor markel more generally. Section 2 provides o brief background on the TT sector, and
Section I reports & statistical analysis of the gender wage pap in TT. Section 4 provides a discussion
placing resclts in a broader context. Section § cancludes,

2. THEI'T WORKFORCE

By most accounts the US. economy 1s cxperiencing a techpological transformation that hus
changed the nature of work and placed a premium on 2 new set of skills, While this transformation
has' affected many jobs in the economy, there is a4 core st of oecupations at the forefront of the
revolution-—occupations in information technolog}' Although thers is no exact definition Qf an IT
warker, there are a numnber of occupations that quite clearty fall it the general domain of IT.* The
analysis in this report considers a number of core T oceupatinns for which data are availabie from
the Current Population Survey (CFS), 4 large nationally representative sample with information on
workers” weekly earnings, demographuc characteristics, and occupation. These core IT sceupations
are:

gleatrical and electronic engineers,

computar systems analysts and scientists;

*
.
®  operations and systerns researchers and analyas:
®*  computer programmers; and

.

computer operators.

Definitions of these occupations are provided in Box |
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? For a further discussion of these and relied issues see Caro! Ann Meares et al., *The Digital Workforce:
Building Infotech Skills at the Speed of Innovation,” 1.8, Depariment of Commerce, Office of Technology
Policy, June 1993,
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IT Occupations: High Wages and Rapid Growth

The combined employment level in these five occupations has grown by almost 81 percent

since 1983 (Chart 2}, with particularly strong growth in the last five years. In contrast, total
employment in the overall economy grew by just 32

Chart 2, Workers Emploved in IT Qeoueations  percent since 1983 Today these five [T occupations

S w— comprise approximately 3.4 million workers {about

O Compuiat peogranmac oo 2.6 pereent of 5l employed workers). Employment

£30% - oo v e projections by the Buresu of Labor Statistics suggest

F; Qiompute! e antas e that rapid growth for computer-related occupations
Boowe p eI SRR is expected to continue well into the 21¥ century.
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éuﬂw : LR v Looking at specific occupations, the most

-*M*” - notable feature s the strong and steady growth of

¢ - eomputer systems analysts and scientists, In 1983,

Snatce. Depactrosrs oL e Buses o Lunor Stabsveny this occupation had just over a quarter of a million

waorkers, or 14 percent of the wtal IT workforce. By
1998, there were 1.8 millon workers in this

Chan 3. Median Waskly Sarnings of Full-Time Workers .
- aocupation, or 45 percent of the total. Alse notable

Ontal mepaseny e S

o is the decline in the number of computer operators,
Compute: Speasion By ;3:33‘11&{)8 szamming fromm {;h,angeg in cnmputing
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R In addition to experiencing high employment

S R ——T— growth, these ccoupations are also characterized by

B 0 high wages. Median weekly camings for four of the

s 20 ax s sw oo 1z Live T occupanons--all but computer operalors-—

1560 Dartirs easily exceeded median weekly eamings for all

o Deprrimart ol Lanor (Buramy of Labar Siatmtios) workers in 1999 as well as in 1989 (Chart 3}, The

median eamnings for the highest-paid IT occupation——electrical and electronic engineersmwere
almost twice that of all workers ($1,073 vs. $549 in 1999).




Female Representation in IT

As in many other highly technical occupations, women are underrepresented in [T, In 1999,
women represented 46.5 percent of ull employed workers, but only 28.9 percent of the IT workforee
{Chart 4;. The percentage of women in these ocoupations has actually been declining since 1986,
whern it was 40.2 percent.  These aggregate perceniages, moreover, mask considerable variation
across the five IT ocoupations. In 1999, women were particularly underrepresented in the higher

Chan 4. Famales as a Parcent of Yol Workars  Reying IT ocenpations. For example, in electrical
and electronic engineering—ithe highest-paid of these
T gecupations—women made up just 10.1 percent,
In comparison, women made up 7.3 percent of
computer operatirs—the lowest paid IT occupation.
Part of the overall dowaward trend in female
represeniation 1o IT can be accounted for by the
general shift in smployment away from computer
gperators towards orcupations in which women are
loss well represenied.  Programs geared towasrds

Pazcery increasing the role of women i technical fields are
Sougs. Deparireant of Labor (Byreay 07 Labior Blainalse). . éiﬁ(ﬁﬁ?&ﬁ{i bﬁiﬁw

3. ANANALYSISOFTHE GENDER WAGEGarin{T

Although women in IT eam far moce than women in other seciors, the median weekly
earnings of wamen who work full time ta 1T 15 about 23 percent less thon men’s—gbott the same
pay gap as is experienced in the labor market generally. A small part of this difference is plausibly
due to women in the sample working fewer hours than men, but use of a messure of eamings per
hour changes the gender pay gap oaly modestly-0 ahout 22 percent.

The objective of this analysis is 1o explore the faciors that underfie this howrly pay gap. A
portion of the gap is due to differznces in the characienistics of men and women, such as educstion
and age. Regression analysis can control for these differences, and thus compars the wages of similar
men and women~~of those with comparable education and age.”

The basic pay difference between women and men-—the 22 percent pay gap—dionnishes to
17 percent after controlling for educational attainment, age, and race {sce Chort § and the Appendix
Table).” Women tend 1o be less well educated and slightly younger than men in IT, thus congrolling
for these differences narrows the gap slightly,  This gop might also narrow further if data were
available on women’s Jabor force experience (rather than age). since lower levels of experience at
each age level could-limit women's pay growth refative (o men's,

* 16 particular, a series of earnings regression models sre estimated using a pooled sample of the 1997, 1998,
and 1999 monthly CFS dasa (with respondents in 1997 and 1998 included anly in their last survey months).
The dependent variable is the log of individuals® per hour ewrnings, and explanatory varizhies contred for |
individual characteristics. The analysis focuses on fulltime workers aged 20 or older who are not seif
employed, Earnings sre converied o December 1999 dollars using the montbty CPI-UL The somple size is
6,656, All coefficients have been standardized s that they can be interpreted as the percent difference in
garaings associnted with she explanatory varisble, (That is, el s reported, where & is the estimated
coefficient from the regressicns.)

* The results reported in the Appendix Table were estimated using median regression, rather thian ordinary least
squares (OL8). Cme advantage of median regression is that it allows one to safely ignore zarnings top-coding
of the CPS data (about 1.7 percent of the sample are top-coded). A second advantage is that this allows easy
comparison (o the other quantile reprassions discussed below,  Differences in “average” or “typical”
individuals, deseribed in the text, always refer to differences in the median. The same regressions were
estimated using OLS, leading 1w similar inferences. ,



Charl §. Sensar Gay n Madian Hourly Tamings

Ancther factor affecting the differemial pay
o comaty DL RS Spae | 2 of men and women in [T is that women end 1o be
emploved in IT occupations that are lower paying.
#or example, women are more likely w0 be computer
operators than men are, and womern are less likely to
be electrical and electronic engineers. Controlling
for these occupational differences within the [T
sector explains a significunt portion of the pay gap—
s s w6 s 2 s e gap falls 1o 12 percent after adding controls for
Parcor pecupational composition.” it may be tempting to

ronclude that this estimated 12 percent pay gap is
therefore a rough measure of the extent of gender discrimmination in the IT labor market. However,
this measure may uaderestimate the true exeent of pay discrimination.  [f capable women are
promoted inio higher-paying computerrelated occupations at lower rates than maen, then looking ag
the pay differentials between men and women within each occupaiion doesn’t reveal the extent of
pay discrimination-—ihe glass cezimg limits women’s promotions and thus elevates the pay disparity
between women and men overal).®

Dt Spanttet a0 BRAAIT {h e i e e
EfMess 'ﬁ%@aﬁ&&é@?{ 3 313“]

DRI, MGTENGL, RN
CABRESN CONGE i

Souice CEM taivials of montnly SPS daa.

Differences in the Pay Gap Across Educational Levels

The average gender pay gap at the median--22 percent—masks striking differences in the
gap between men and women at varying levels of education. Among women and men who have g
high schoal degree or less, the pay gap is 21 percent gven after sccounming for differences In
demographics and occupation. The corparable gap for workers with some college education is 18
percent. Since 16 percent of all women infT have 2

Chart &, Cendor Gap in Medisn Hourly Eamings ) L o
’ i ’ high-school dogree or less, and an sdditional 30

£ -
T S e - —— | percent have some college (but no bachelor's
degree}, the persistently large pay gap between these
Soces setiegs M“ wonmen and men 1S centainly noteworthy. For women
B s with higher levels of education, in contrast, the
aame ﬁi wucaton gander pay gop is lower—about 9 to 11 percent
;  MCamrois tor {Chart 6). This demonstrates the potential for
Mose tan 2485 atennon, and education 10 promote greaier pay equily for women.
SR In this regard. educaton is particularly important m
o s 0o om0 2 % [T occupations. Our analysis suggests that education
Seurce CEAwheieton of montaly CP% daia. plays a more important vole in narrowing the pay gap

in IT jobs than in the gconomy at Jarge.

* This 12 percent “unexplaned” poy gap is the sume as ong study featured in the Council of Economic Advisers
report, “Explaining Trends in the Gender Wage Gap,” 1998,

® Ty iliustrate this point, censider 2 hypothetical example. Suppose that a firm pays all of its prograrmmerge—
men and women alike-the same wage. This firm alse pays all systems aoalysts—agam, men and women
alike—a higher wape. Suppose further that this firm discriminates againsl WOMEN {0 PIOMOUN, ¢ that 4
higher fraction of men than women are promotzd from the programming positions e the higher-paying
systems analyst positions. Llsing a regression approach that Joaks & pay only within occupations (as we did
to calculate the 17 percent reported above), there would be oo evidence of pay discrimination within
pccupations in this hypothetical firm, even though in fuct pay discrimination exisis—operating twough iower
promotion raies for women,
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The Pay Gap Acress the Pay Distribution

The IT secior is well known for s high sverage pay raws, bul also for paying exceptionally
high wages (o a substantial number of people, such as people In jobs with successful start-up
companies. In fact, in the IT oceunpations evaluated here, 18 percent of mon and § pereent of women
have araings that translate to more thas $70,000 annually. Qutside the IT sector far fewer people
earn these high income levels—only 7 percent of men and 2% percent of women. Sumnilarly, 10
percent of men and 4 percent of women in 1T carn more than 380,000, compared with 4 percent of
ren and 142 percent of women working outside the IT sector.,

However, these same numbers indicate that in IT, as in the rest of the labor market, women
do not fully share in high-camings jobs. Women, i fact, are concentruted at the other ¢nd of the
distribution; 20 percent of all women in IT have carnings that ranslute to 324,900 or less per year,

but only 9 percent of men fall in this earniags

Lhan 7. Haurly E“i’”’*"‘" Distribution by Geeder _  category. (Chart 7 shows the earnings distributions
| el gL Gasa for men and women.}
Bromisem
ys Sources of Pay Disparity af the Low and
£, - Migh Farnings Levels. At every point of the
N earnings distnbution, women carn less than men.
5 Among fow-garning workers there is a large gap of
s lems ] ] H i 24 pereent, while ameng high-eaming workers the
. o gap 1S a somewhat smaller 17 pereent, Intrigusingly,
o *“ *‘ 7 ﬁ 45," ﬁ;f‘ however, orce demographics, education, and
i sy é’ ; > ' -
sovte: CE st imm’f's occupation are taken into account, there is a

persistent "unexpiained” 12 to 13 percent gender pay
gap at the low end of the camings distribulion, ag well ag & the median, and high end. The fwt that
the sarne gap persists at the upper end of the earnings distribution indicates that ﬁcca;zanonai choice
can only partially explain why even highiy-compensated women ¢arn less than men.’

Summary of Statistical Results

Analvsis indicates that ot the median, the gender pay gap in 1T of 22 percent namrows to 17
percent among individusis with similar age. race. and education, and 1o 12 percent when also
accounting for gender differences in occvpation. Other notable findings that emerge from the
statistical analysis are:

«  While women in IT generslly earn considerably less than men, this gap is much smaller for
women who are tollege educaied. Amsong [T workers with no college education, wamen gam
about 2§ percent less than men with similar demographics and occupations. 14 contrast, the gap
for thoss with 3 bachelor’s degree or graduate degree Is 9w 11 percent.

»  Much of the wage gap in IT is the consequence of differences in occupational composition by

onder. Accounting for occupation differences (along with demographics and education} the

wage gap closes 1o 12-13 percent far workers receiving low gamings, median earnings, and high
EAMINgS.

? These rasulis are based on qu.m;sle regression results that compare women af the 0™ pereentiie of their
distributicn 1 men af the 80 parcentile of their carnings d;z,mbuam inlrrucing contrals for age, educaticn,
race, and accupation, and on a similar quamile regression at the 207 percentile. See the Appendix table.



4, LOWER REPRESENTATION OF WOMEN IN TECHNICAL ¥FI8LDS

The results above indicate that women are paid fess than men in [T occupations, even after
accourting for observed factars that influence pay. As noted, this gap is not by any means vnique
to the IT sector. It fargely mitrors what happens in the economy at large and is similar to trends in
ihe broad fields of science and engineering, where women are also greatly underrepresented,
particularly In the highest paying jobs. A portion of the difference in pay in technical fields is a
consequence of this underrepresentation, $o it is important to understand why this disparity occurs.

Some of the gender differences in representation in scientific or [T occupations are due 1o
the differences in the proportion of men and women who prepure for lechnically-oriented careers.
While the evidence suggests that men and women are receiving the same lgvel of science and math
preparation in high school, among thoss eoming bachelor’s degrees women were much Jess bikely
than men to eam a degree in science and engineering. In 1996, 41 percent of men and 29 percent of
women selected degrees in this arga. The percentage differences are even larger when focussing
speeifically on engineering (9.4 percent versus 1,7 percent). A recent stidy by the Department of
Commerce concluded that “increasing women's participation in the sducation pipeline that feads to
many IT jobs may requive efforts w0 get more college—bound women 1o choose scignce and
engineering 35 a field of study, especially computer science and engineering disciplines. A number
of federal programs are now in place (o faciiitate the entry of women into these fields (see Box 2).
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¥ C-arof Ann Meares et al., “The Dighal Workiorce: Building Infotech skills at the Speed of Innovation,” (1.5,
Department of Comymerce, Technology Adminisiration, Gifice of Techanlogy Policy, June 1992, See p. 55,
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Among those wormen wha do prepare for and enter technizaliy-orienied occupations, exit
rates are often high, further reducing the overall represeniation of women working in these
occupations.  In peneral both male and female exit rates from the science and engineering
occupations are higher than for other similar professionsl ocoupations {such as law and beaith
professions}, but women exit from sclence and enginesring # twice e rate of men. One reason thay
ts cited by women for their higher exit rate is the greater responsibilities of women for family care.
Women were also roughly twice as likely a5 men 1o have made location decisions and sacrificed
career apportunities 10 satisfy 2 spcuse’s carser. Thus, sonme women make the chaice 1o compromise
their careers by choosing occupations that are more family-friendly.” The results in this repore—that
pay disparity persisis broadly across ocoupations., edusational atiwinment and pay levels-—suggests
thutt there zve many factors aside from personal chonces that coniribuste to pay inequity. Nonatheless,
policies that address these family needs are likely 10 ralse retention rates, thereby improving carser
prospects for women.

Women also cite differsntial weatment a5 a primary reason for thels higher exit rates relative
zc men. Of college-educated women who leave scizncc 19 percent state that they left in part because
“science and efzgmeeﬂng are zzafrzﬁntiiy 10 women.” To explore 1h15 general response more fully,
52 women in science and engineening were interviewed at fength.”® Based on these interviews, the
study concludes that successful women who remain in science and engineering almost always have
imponant mentors supporting them, whereas those lacking menors are more likely o exic the field.
RMore than half of women in the study also said they perceived that the performance standards were
e steingent for women than for men. Thess perceptions, whether aceurate or not, influencs their
desire w stay and to invest in the ongoing development that is necessary in science-related fields,"

? Anne Preston, “Sex, Kids, and Commitment to the Workplace: Employers, Employess and the Mommy
'I“'-zcr: working paper, 1999.

® Anne Preston, “Occupational Exit of Men and Women from Sclence and Engineering Jobs: A
Comprehensive Study,” working paper. 1997, Evidence is from s sample of coliege-sducaied men and women
who graduated from a large stte college from 1960-1891.

' Although direct evidence of discrimination in hiring and pmmatzen is generally hard w come by, such
evidence does exist for some skilled ocoupations. lo auditions for symphony orchestras, fomales’ chances of



1f wismen have been passed over for prometion or percetve that their fikure professional opportusitiss
are poorer than those of men, they may ravionally choose 1o focus more on their family
responsibilities. As a result, they may be further underrepresented in the higher paying occupations.

Ir general, reduction of the pay gap in IT will require a relative increase in the proportion
of young women who choose educational programs that prepare them for the higher-paying
octupations in IT. Because the gender pay gap tends to be lower for individuals with higher levels
of education, an increass in the education of women entering IT might prove an especially effective
reeans of narrowing the pay gop. In addition, policies that open greater possibilities for promotion
and that assist women in their career development, such 25 on-the-job iraining and mentoring, can
also enhance women's investment in these occupational skills and their retention rates. This in turn
couid contribute to o further reduction in the gender pay gap i 1T,

5. CONCLUSION

Women in IT occupations earn more than those women who held other types of jobs: the
median earnings of women in IT is $38,000 compared o $23,900 for women in other cccupations.
Howsever, the median pay for women within 1T is considerably less than that of men within IT;
wornen earn 22 percent less than men, Part of this pay differential is associated with lower education
for wornen, so that after controliing for this factor, zlong with demographics, women earn 17 percent
less than men. An additional part of the gap octurs because women are underrepresenied in the
highest-paid [T oceapations. When contrals for occopations] differences are introduced, women eaxm
12 poreent loss than men. This 12 percent may underestismnie the trug earnings gap if thees is, for
exampie. a "glass ceiling” that limits women's access o the higher paying ccoupations,

Women's underrepresentation in IT occupations remaing pranounced, particularly in the
higher paying occupations such as computer systems analysts and electrical and electronic engineers.
Part of this differential is associated with less preparation among women for technical fields. But
if the evidence from sciemific fields as a whole is reprezentative of [T conditions for women, women
also have higher exit rates for IT jobs than do men. Emplovers can address this gap in exit rates with
imgroved mentoring and training for women, The data show that mare highly educaed women gam
wages that are maore comparable (@ men’s, 5o the hiring and retention of these well-educated women
is a potential key for reducing the pay gap between men and women in IT,

surcessful entry are considerably highar when the jury listening 1o the audiion cannot sex the gender of the
appleants {Claudia Goldin and Cecilia Rouse, “Orchestrating Impartiality: The Impact of “Blind” Auditions
on Female Musicians,” Natiooal Bureas of Economic Research Warking Paper, 1997). Similarly, in high-
paying resmuranis, where the wait staff tend © comain more men, when 2 man and woman submit identical
resumes, the man i3 more Jikely 10 be hired {David Neumark, Roy Blank and Kyle An Nort, *Sex
Discrimination in Restaurant Hiring: An Audit Study,” Quarterly Journal of Econorics, August 1996).
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Appendis Table
Estimated Percentage Wage Gap in Hsurly Earnings

Median 20" Percentile 80™ Percentile
{1 {2} (3 {4} (5) {6} {1 ¥3; £3) {3 {2) 3)

verall Pay Gap A2 A7 AGi2 . £.24 0 020 13 ) 047 013 012
Pay Gap by Education

High School nnd Less -0.31 032 0324

Same College ' -2 621 018

College (BA, BS) ‘ 013 008 009

Move thas BA, BS 044 A3 W0

Centrols for educating, _ - r 2
race/ethaicity and age No Yes Yes o Yes Yes No Yes Yes No Yes Yo
Controis for education, )
cacefethnicity, ape and occupation  No Mo Yey Mo No Yes No No Yes Ho Mo Yes

Note: Esch model 1s based on 2 quantile regression at either the 207, 50% or §0% percentile. The dependent variable is the log of tourty
earnings. All socfficients preseated are statistically sigoificont af the 1 percent leved, i .
* Conunls for education only,

il
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