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The Effects of the Uruguay Round:
Evidence from US Industry

ABSTRACT

This paper uses an event study to evauate the anticipated results of the Uruguay Round on U.S.
industry. While CGE models aso have been utilized to evaduate the results of the Uruguay Round, they
rely heavily on subjective assessments of the modders. In contrast, an event study is based on the
assessments of many investors. The market assessment implicitly incorporates effects that are difficult to
modd. We find that US industries with comparative advantage (isadvantage) experience positive
(negative) stock price reactions, reflecting an incresse (a decrease) in the industry trade and investment
opportunities as well as an increased (decreased) return to exigting tangible and intangible assets. Yet,
for the market as awhole the variation in stock prices does not differ significantly from zero. Moreover,
the economic magnitude of industry gains and losses israther samdl. These results are broadly consstent
with some known CGE assessments and the skeptica atitude that the red impact of the Uruguay
Round Agreement remains uncertain. The results raise the question of what causes the lack of impact of
such apoaliticaly significant event.

JLE dasdsfication: F1, F2

Key words. Uruguay Round, event study



The Effects of the Uruguay Round:
Evidence from US Industry

“...[The GATT]... could add as much as one hundred to two hundred billion dollars to the United
Sates economy every year.” (Presdent Clinton, MacNeil/Lehrer NewsHour, Transcript #4819,
December 14, 1993)

“...[The GATT]... could actually bring a net increase in objectionable practices and swell the
U.S trade deficit by $10-30 billion at the cost of thousands of jobs.” (Clyde Prestowitz, President,
Economic Strategy Indtitute, Washington Post, November 28, 1993)

“The [Uruguay] Round itself, at least in terms of economic effects, may not make a big
difference.” (Deardorff, 19944, p.1)

1. Introduction

The Uruguay Round of trade negotiations that concluded in December 1993 represents the
eighth round of multilatera trade negotiations that has occurred over the past 50 years. The breadth of
consensus reached by over 150 nations was previoudy thought unattainable. The Uruguay Round of
the Genera Agreement on Tariffsand Trade (GATT) covers a much broader range of transactions than
was the case in prior agreements. While earlier rounds focused primarily on control and reduction of
tariff barriers, the Uruguay Round disciplines many non-tariff barriers. Additiondly, trade in intellectual
property and service is now governed by GATT principles. Other mgor developments include the
establishment of the World Trade Organization (WTO), abody that will monitor compliance and
provide aforum for future multilateral negotiations, and the development of a stronger dispute resolution
mechanism for the settlement of trade-related disputes.

What will be the impact of this ambitious trade liberdization agreement? Understandably,
politicians trumpet their achievement in the Uruguay Round Agreement, and they typicaly cdlam that it

will generate hundreds of billions of dollars of additiond income per year. Equaly understandably,



some indudtry leeders argue that the Uruguay Round Agreement will result in aflood of imports that will
serioudy injure US industry, displace thousands of workers and send many companies into bankruptcy.
Economidts offer less dramétic assessments. Many economists see the WTO as primarily establishing a
framework for future negotiations (e.g. Deardorff, 1994b, Whalley 1993) and the current effects are
likely to be quite small.* A middle range result reported by Nguyen, Perroni and Wigle (1993) projects
again to the United States of $36 hillion, or 0.8 percent of GDP, with over 80 percent of those benefits
attributable to reduced subsidization of agriculture and to liberdization in textiles and gppard.

The projections of politicians and industry leaders not surprisingly may be biased by the
persond stake of those making the projections. Economists, too, inevitably exercise persond
judgements in assessing the impact of the Uruguay Round. This paper investigate how investors, people
who ingantaneoudy put their money behind their opinion, assess the result of the Uruguay Round
Agreement. Specificdly, we examine how the US stock pricesin 198 different 3-digit SIC industries
reacted to news of the successful conclusion of the Uruguay Round. We find industry stock price
reections are positive for U.S. industries that are net exporters or technology intensive, i.e.,
characteristics of industries with a comparative advantage internationaly (Maskus 1991, Deardorff
1984). Overdl, the net changein US capitd vdue isinggnificantly negative and the magnitude of the
capital vaue created and destroyed by the Uruguay Round israther small. Our results are broadly
congstent with the known margina assessments based on CGE modd s and are consstent with the
atitude that the red impact of the Uruguay Round Agreement remains uncertain, pending further efforts
to liberdize trade and investment multilaterdly.

The remainder of the paper is organized asfollows. Section 2 briefly discusses the content and

achievements of the Uruguay Round negotiations. A review of previous assessments of the Uruguay



Round and smulation-based conjectures of the potentid effects are contained in Section 3. Section 4
explains how an event study of the stock market’ s reaction to the Uruguay Round provides another
estimate of its effect and relates the observed outcomesto internationd trade theory. Section 5 covers
the data and methodology used. Resultsfollow in Section 6. The paper concludes with a brief

discussion of the results and their implications.

2. Content of the Uruguay Round

The provisions agreed to by the members of the newly-created WTO are contained in the Final
Act Embodying the Results of the Uruguay Round of Multilateral Trade Negotiations (the
Uruguay Round Agreement). This agreement makes severa notable changes to and improvements
upon the prior GATT trading system. Some of the provisions dedl with issues addressed in prior GATT
negotiations, such as tariffs, safeguards, quotas, antidumping duties, countervailing duties, subsidies and
dispute resolution.  Othersintroduce multilatera discipline into areas previoudy outsde of effective
GATT control, such as agriculture, textiles, services, intelectua property, and foreign direct investment.
These changes are summarized in Table 1 and are discussed below.?

[Table 1 about here]

Changes that represent improvementsin areas addressed by prior GATT negotiations are asfollows:
0) further reductionsin tariffs®:
(i) more explicit rules on subsidies (e.g. sorting subsidies into prohibited and alowable categories)*:

(i) greater standardization and transparency of tariff and anti-dumping rules’; and



)

converson of exising non-tariff barriersto tariffs and phasing out agreements like the Multifibre

Agreement.

Of potentidly greater long-term consequence is the inclusion of new areas of trade within the

WTO. Given the growing importance of trade-related investment, intellectua property, and services,

incluson of these new areas may be quite significant. While initia steps taken have been small,

important precedents have been established. Improvements made to these areas, dong with limitations,

aeasfollows

0]

(ii)

With respect to intdlectua property rights, minimum standards for protection and enforcement
have been established. However, the phase-in period islong and innovations currently in the
development pipeline are not included.

With respect to trade in services, the newly established General Agreement on Tradein
Services (GATS) requires members to provide “most favored nation” and “ nationa trestment”
gatusto al member nations when countries undertake specific market access commitments, but
no standard for barriers to trade on services has been set. 1n 1997 agreements were reached
covering telecommunications and finance. Ongoing negotiations will be necessary to extend
GATS procedures to other important sectors.

With respect to liberdization of foreign direct investment, new rules prohibiting loca content
requirements’ and various trade and foreign exchange balancing requirements have been
established. Trade-related issues of export performance requirements were not addressed,
however, nor were more generd issues of technology transfer requirements or limitations on

equity ownership consdered. There will be further negotiations on foreign investment policies.



The Uruguay Round has aso made a number of adminigrative improvements as follows:

(). The cregtion of the World Trade Organization (WTO) provides aframework to administer this
agreement as well as to ensure the continuation of the liberdization process. All WTO members
must adhere to the broad range of dl Uruguay Round Agreements and new agreements, unlike
in the past when countries could pick and choose which agreements to sSign.

(i).  Theesablishment of adispute settlement mechanism with much greater likelihood that panel
findings will be adopted and implemented.’

(ii).  The creetion of the Trade Policy Review Mechanism (TPRM) whose task is to examine nationa
trade policies and other economic policies that affect the internationd trading environment.
Member nations are required to register particular subsidies and standards with the TPRM.
Thisregistry will increase the trangparency of existing internationd trade barriers, afirst gepin

thar eventud removal.

The changes described above represent gnificant and radicd developments, which may lead
one to conclude that the economic effects of the Uruguay Round will be subgtantid. However, for a
variety of reasons, that is not necessarily the case.

Fird, even with the Agreement, countries must actualy implement these agreements. At the
December 1996 WTO minigterid meeting in Singapore, few members had registered current practices
as required by the Uruguay Round Agreement, an initid indication that genera compliance levels are
low. Second, trangtiond provisons found in every agreement within the GATT will sgnificantly dday
the potentid economic effects of the liberdization. For example, the agreement on textiles and clothing

will take ten years to phase out the complicated regime of quotas that govern current trade in textiles



and clothing, with the mogt digtorting restrictions not lifted until the end of the period. These long phase-
in periods dlow protectionists Sgnificant time to create new ways to protect their industries.

More generdly, the current agreement does not forbid the development of new trade and
investment barriers via subsidies and taxes disguised as regiona development and income re-distribution
policies (for an excellent discussion, see Semrod 1995). In generd, because many transparent trade
barriers are now prohibited, members seeking to promote their exports and restrict imports may
develop new policies that are not pecifically prohibited by the GATT. These non-tariff barriers have
the potentiad to maintain distorted patterns of trade.

The upshot, therefore, isthat it is unclear what the impact of the Uruguay Round Agreement will be, if

any.

3. Assessments of the Uruguay Round Based on Simulation Models

Prior to the conclusion of the Uruguay Round, severa economists used computable generd
equilibrium models (CGE) to smulate its potentia economic benefits and cogts. An early andysis by
Brown et d (1996) predicted that the economic effects would not be significant given the low leved of
exiding tariff barriers. Asmore details of the Agreement became available, other researchers
incorporated them into more comprehensive andyses. These attempts undoubtedly provide more useful
concrete guiddine on the impact of the Uruguay Round Agreement than the rhetoric of politicians and
extremists.

Using CGE moddsto smulate the impact of the Uruguay Round Agreement is achalenging

job. A common feature of al CGE modelsis that they require two specific types of information: (i) an



accurate characterization of the new internationd trade and investment environment that the Uruguay
Round agreement creates; and (i) an gppropriate representation of all the long- and short-run economic
behaviord functionsin dl product and factor markets. Obtaining and adopting thisinformation isa
daunting exercise.

Fird, the changes associated with the Uruguay Round Agreement are complicated and often
quditativein nature. Even if one fully undergtands the formad language of the Uruguay Round
Agreement, it is difficult to estimate the degree to which member nations will implement the new trade
measures or to caculate the effects of new trading rules and procedures that cannot be easily reduced
to atariff-equivaent representation.

Second, economic restructuring due to the Uruguay Round Agreement will cause assets to be
relocated across industries and nations.  Incorporating these adjustment paths into the CGE modelsis
non-trivid, as the movement of physical capitd and labor erodes initidly large differencesin industry-
gpecific returns.,

Third, because the Uruguay Round frees internationa direct investment to a substantial extent
and affords greater internationa property rights protection, these expanded opportunities will lead to
consderable internationd redllocation of knowledge capital. Nationa comparative advantage may well
shift, as human capital, technology and other intangible factors of production move across borders.
Multinational corporations (MNCs), as conduits for transferring tangible and intangible factors of
production (Caves 1974), will likely expedite this shifting of comparative advantage. U.S. MNCs will
benefit even if production in the United States does not rise much.

Fourth, in addition to the basic trade and investment responses described above, the Uruguay

Round Agreement may stimulate the development of new products or production processes. To the



extent that greater efficiency and risng nationd output dlow additiona savings and accumulation of
capitd, further benefits arise (Badwin 1992). The complexity of modding these various dynamic
effects, however, means that CGE modelers have tended to focus on some of these effects but to
ignore others, see the collection of papersin Martin and Winters (1995), which demongtrate alternative
choices made.

The economic literature offers imprecise guidance for mode cdibration when representations of
product innovations, the role of industry structure, factor accumulation, reductionsin x-inefficiency, the
transfer of intangible assets, and technologica improvements are required. Given the efforts of CGE
modelersto incorporate at least sSome aspects of these complex reationshipsin their andyss, we may
be surprised to find that Brown, et. d. (1993) and Nguyen, et. a. (1993) report aresult quite consstent
with partid-equilibrium andyss U.S. indudtries expand the most where foreign tariff concessons are
the grestest. These industries tend to be high-technology manufactures and capita goods. Interestingly,

we find asmilar verdict usng another approach that we describe in the next section.

4. Assessment of the Uruguay Round Based on Stock Market Reaction

The stock market's assessment of the effects of the Uruguay Round agreement has not yet been
explored. By measuring the change in firm value as aresult of the Uruguay Round, we can infer the
assessment made by investors. The value of any firm on the stock market is based on the net present
vaue of net cash flows generated by that firm's tangible and intangible assets. Firm vaue aso includes
an investment option component that measures the value of future or potentia investment by the firm

(Ingersoll and Ross 1992). It follows that firm vaue will vary according to the expected change in net
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cash flow and investment opportunities caused by the Uruguay Round Agreement. In areasonably
efficient stock market, these expectations will be manifested in the stock price reectionsto the
announcement of the conclusion of the Uruguay Round negotiations.

We therefore conduct an event study on how US stocks react to the announcement of the
conclusion of the Uruguay Round. The use of event studiesto sudy internationd trade issuesis
gradudly becoming more common, e.g. Grossman and Levinsohn (1989), Hartigan et al. (1986),
Brander (1991) and Lenway et al. (1996). Thompson (1993, 1994) applies the event study
methodology to investigate the impact of the 1987 U.S.- Canada Free Trade Agreement on Canadian
firmsand indudtries.  Shefindsthat firm-level stock price reactions to the agreement are positively
related to natural resource intengity and negatively related to plant scde disadvantage. At the industry
level and for the market as awhole, the Canadian stock price reactions are inggnificant. We choose to
analyze the U.S. response, because the U.S. stock market isthick and efficient, and data are readily
avalable. We bdlieve, however, that using other countries stock datawill generate interesting results,
too, because they tend to be more dependent on trade than the U.S. economy.

Whileinvestors, like CGE modders, also must make subjective assessments of the agreements
cited above as to the likdihood and actud forms of implementation as well as the economic effects, this
assessment will be based on the views of many investors rather than a single mode builder. On the
other hand, the market assessment focuses on firm value and admittedly does not give information in
many other areas, such as changesin output and employment, which CGE modd ers often address.

We examine two pieces of empirica information: (i) the overal market reection; and (ii) the
relationship between an individua industry’ s stock price reaction and the industry’ s characterigtics. The

stock price reaction, asit is used in this paper, is the cumulative aonormd return on the stock.
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Empiricdly, it isthe difference between an industry’ s Sze-weighted average return and the market return
summed over the trading days surrounding the announcement of the successful conclusion of the
Uruguay Round negotiations.

In terms of the effect of the Uruguay Round on the US stock market, there are severd potentia
scenarios that could arise asaresult. Firdt, the investment community might deem the Uruguay Round
Agreement a non-event leading to no substantive long-run or short-run changes to the internationd trade
and investment environment affecting US indudtries. Both the overdl stock market reaction and
individua industry stock price reactions would then be zero.

Second, the investment community might expect the Uruguay Round agreement to liberdize
trade and investment consderably so that nationd welfare rises. The benefits are likely to be greatest
for factors used intengively in industries currently penalized by a more redtrictive trade regime. For the
United States that suggests that investors should expect returns to rise most in industries that use tangible
and intangible capitd intensvely, assuming that the USis ardaivey capitd-abundant country.
Genedly, the overdl market reaction should be postive while individud industry stock price reactions
would be postive for industries expected to benefit from and negative for industries expected to be
adversdly affected by the liberdization of trade and investment in the Uruguay Round.

In the third possible scenario, the investment community might expect the Uruguay Round
Agreement to fall to generate Sgnificant overdl long-run changes but to generate offsetting industry-
gpecific changes. In this case, the overdl market reaction would be wesk while industry stock price
reactions would behave as described in the second scenario.

For the second and third scenarios, it is necessary to predict how the Uruguay Round

Agreement affect different industries. To predict which industries will experience a postive stock price



reaction from multilatera trade liberdization, first recognize that the change in the vadue of capitd in an
indudtry isthe sum of changes to the value of the firmsin theindustry. Firm vaue is the discounted
present vaue of the projected net cash flow generated by its existing tangible and intangible assets plus
the value of future investment opportunities. In each period, cash flow is the difference between revenue
(output multiplied by price) and input costs (including raw materids, intermediate inputs and labor). The
discount factor isthe cost of capital, which isthe risk free return plus the risk premium associated with
the firm’s economic activities.

While changes in trade and investment barriers will change the input and labor prices, traditiona
trade theory (e.g. Mussa 1974) suggests that the change in cashflow should be in the same direction as
the change in output price. Aswe expect trade and investment liberaization to decrease the price of
import-competing goods relative to exported goods, we expect cash flow to rise for US export
industries and to decline for import-competing industries. In addition, trade and investment liberdization
should decrease the risk premium for industries that benefit from greater and hence more diversfied
market access (i.e. exporting sectors) and amilarly increase the premium for industries that will be
adversaly affected by greater market access (i.e. import competing sectors).

Findly, the vaue of potentia investment opportunities grows in exporting industries and shrinks
in import-competing industries. Therefore, the anorma stock price reactions should be postivein
exporting (comparative advantage) industries and negative in import-competing (comparative
disadvantage) industries where the Uruguay Round Agreement liberalizes trade.

Predicted effects of the Uruguay Round on firm vaue as described above assume that investors
expect trade liberaization to occur. We cannot specify with certainty how investors form their

expectations. Our proxy for these expectationsis based on factorsidentified in palitical economy
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studies and as suggested by internationd trade theory. U.S. trade barriers tend to be greater in
industries with low wages, a higher proportion of unskilled workers, and a high labor/output ratio
(Baldwin 1985, p.165). These dso are industries in which the United States has a comparative
disadvantage, as suggested by the classic Heckscher-Ohlin factor endowments theory of trade: a
country will import goods that use relatively scarce factors intensvely, and export goods that use
reaively abundant factors intensvely. The converse dso gpplies: if foreign countries have imposed
trade barriers to protect industries using their relaively scarce factors, US industries with comparétive
advantage will gain from multilaterd trade liberdization.

Identification of industries that potentidly will gain from trade liberdization need not be based on
factor endowments aone, though, because in some industries factor endowments may not be the most
important explanation of current trade patterns. For example, some countries may impose barriersin
industries that do not utilize their scarce factorsintengvely. Countries may pursue such a strategy to
achieve economies of scae in serving a captive home market and subsequently promoting exports
(Krugman 1987). To the extent that such Strategic trade policy has been used by other countriesto
target industries where the United States has sgnificant comparative advantage, then US producersin
those industries may benefit from generd trade liberaization.

Our proxiesto capture investor expectations are based on determinants of U.S. comparative
advantage. Past studies of US trade patterns suggest that U.S. exports are highest in industries that
require research and development and skilled [abor intensively (see Baldwin 1971 and Deardorff 1984
for asummary of these results). Factors of production used intensively in US import-competing
industries are unskilled labor and capita, dthough capitd often is positively reated to exports when

trade in naturd resource productsis excluded. A more recent multi-country study by Maskus (1991)
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confirms earlier results suggesting a positive correlaion between US exports and the share of vaue
added attributable to physica and human capital.

A more direct measure of comparative advantage is the net export position of an industry, which
we ds0 usein theempiricd andyss. In any event, if successful export industries have led foreign
governments to raise trade barriers againgt them, then industries with those characteristics tand to gain
from trade liberdization. In addition, these characteristics are useful in identifying US industries that
have specid expertise and technica know how that they may not exploit through internationd trade in
goods. Y, theseindudries are likely to benefit from many of the rule-based agreementsin services,
intelectua property and direct investment. Of course, the benefits are more certain and immediate for
some indugtries while for others they may be delayed considerably, depending upon the implementation

of the Uruguay Round Agreement.

5. Data & Methodology

Sdlection of an appropriate date is critica to an event sudy. There are severd dates relevant to
the passage and implementation of the Uruguay Round. These dates are set out in Table 2. They
include the conclusion of the Uruguay Round and passage of the hill ratifying US participation in the
WTO by the US House of Representatives and Senate. We selected December 15, 1993, asthe
appropriate date for this event study.

[Table 2 about here]
The Uruguay Round Agreement was signed just before midnight on December 15, 1993 in

Marrakech, Morocco, about 6:00 pm EST in the US. It was uncertain up to that day whether
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consensud agreement would be reached by the time President Clinton’ s fast track authority expired on
December 15. If consensus was not reached, the President would have to return to the US Congress
for an extenson of authority to Sgn the agreement, which would have consderably delayed the
conclusion of the Uruguay Round. It isunlikdy that the Uruguay Round would proceed without US
participation, as without it, the vaue of the WTO would be sgnificantly reduced. The fact that the
agreement was not signed until late on December 15, 1993, indicates that the successful conclusion of
the agreement was highly uncertain until thelast minute. Therefore, we believe that the announcement of
the condusion of the Uruguay Round on the evening of December 15" 1993, had news content. This
assertion, of course, does not preclude the possibility that many investors had bet on the successful
conclusion of the Uruguay Round negotiations earlier on December 15", or even on December 14",
1993. In contrast, we do not believe that passage of the ratification bill by the House of
Representatives and Senate had strong news content.  Passage by the House of Representatives was
virtually assured. Some debate surrounded the passage by the Senate. However, Presdent Clinton’s
lobbying efforts in the few days before the vote ensured passage.

We expect the stock market to have incorporated information on the conclusion of the Uruguay
Round, manifested in changes to stock prices, around December 15 and 16. A three day event
window isemployed in the andyssbeow (t, to, t.1). We use December 15, 1993 as the event day, to.
We d 0 repesat our andysis using December 16, 1993 as the event day. The results are quditatively
amilar. Resultsfor both event days are discussed in Section 6.

The empirical specification used to test our assertions contained in Section 4 is as follows?®

(l) CAR, =b Xi
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where CAR isthe cumulative abnormd return for industry i; defined as’

CAR = a ¢R.~ +- MRU
=R ave "N

t isthe day surrounding the event date (event date = 0);

J isthefirm within indudry i;

R;j isthereturn for firm j inindustry i;

Vjj isthevaueof firm j inindudry i (vaue = # shares outstanding x share price); and

MR is the vadue weghted market return (including dividends) from the CRSP daly cum

dividend series.

Xi isavector of independent variables capturing industry characteristics

Following the discussion in Section 4, our proxies for indusiry characteristics (X;), which are
intended to reflect relative factor intensities or potential comparetive advantage, are as follows:
CAPITAL; isthe difference between the ratio of net property, plant and equipment (tangible capita)
per employeefor industry i and the corresponding US economy wide rétio, defined as:

EQUIPMENT,
_aEQUIPMENT, 0 a%,l Q

LABOR ”é a LABOR,

0
CAPITAL, -
(1-b) ?
TECHNOLOGY; isthe difference between the research and development spending per employee for

industry i and the corresponding US economy wide ratio defined as™;

® R&D, ¢
@ R&D, € ¢ 7

TECHNOLOGY, = '
“§LABOR: éa LABORiE

(1-0)

NEXPORTS is (exports - imports)/totd shipment in indudtry i.
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HCAPITAL,; isaproxy for human capita, represented as (tota payroll - wages to production workers);
/ vaue added, (denoted as HCAPITAL 1i) and also as (tota compensation - number of employees
times the minimum weage); / vaue added; (denoted asHCAPITAL2i). The measurefor industry i is
expressed relative to the economy-wide average.

Our sample congsts of US industries at the 3-digit SIC leve of aggregation. We use a 3-digit
SIC leve of aggregation for severa reasons. Firgt, we want a Szable number of industry observations
in order to have sufficient degrees of freedom. Further, the leve of aggregation must be such that the
identified industry characteristics apply to most sub-industries included in each aggregated industry
sector. Hence, the 1- and 2- digit SIC levels of aggregation are not suitable. However, we also want
to avoid an overly detailed industry classfication.  Our industry characterigtic variables (TECHNOLOGY;
and CAPITAL) are condructed usng firm level data, but firms often produce products categorized in
more than one 4-digit industry. Misclassfication of afirmislesslikey at the 3-digit level than &t the 4-
digit levd.

Variousindugtries are pecificaly excluded from the analyss. Industries excluded are non
tradable industries such asred edtate, automotive service stations, personad services, and utilities
sarvices as well as nontclassfiable establishments. These exclusions are made on the grounds that we
are uncertain of the impact of the Uruguay Round Agreement on non-tradable service indugtries of the
above kind. We aso exclude from our sample firms which were not traded continuoudy in our event
window to mitigate the introduction of erroneous but Szable noise. Firms not continuoudy traded
include those firms which were first time listed, or delisted, or suspended for trading during the event

window. Findly, we exclude foreign firmslisted in US stock markets in our sample mainly because a
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greater portion of these companies assets are more likely to be located outside of the US, when
compared with traditional US firms. We are left with 202 indudtries.

Daily stock market data for the purposes of congtructing returns are obtained from the CRSP
daily cum dividend series. Abnormal return is calculated by subtracting the CRSP vaue- weighted
return market index series from the vadue weighted industry return for that day. The cumulative
abnormd return is then congtructed by summing the daily anormd returns for industry i over the event
window.

Datafor the congtruction of the capitd and technology intengity variables[CAPITAL and
TECHNOLOGY] are obtained from the Compustat annual tapes. We sort firmsinto 3-digit
classfications according to their declared coreindustry. We then aggregate firm data into industry data,
which are compared to the US economy wide ratios that we calculate from al industries for which
Compudtat hasfirm level data. The Compustat tapes do not contain enough firm level datato dlow us
to condruct reliable firm leve vaue-added data. Because of that we define capital and technology
intensity using number of employee as the denominator.™

We use 1993 annud firm-level data because 1993 isthe closest year before and including the
conclusion of the Uruguay Round. We do not bdlieve that the inclusion of the event date in this period
will create mideading results, as the event date is near the financia year end for most firms. Besdes, the
redllocation of red resources such as physica assets and employment due to the Uruguay Round effects
would not likely be felt until after the agreement was ratified by US Congressin late 1994.

The three independent variables, CAPITAL, TECHNOLOGY, and HCAPITAL, are meant to
capture comparative advantage; they are measured as deviation from the US average. Industries

showing positive (negative) deviations are more (less) capitd, technologicd, and human capitd intensve

19



than the US average industry and are thus categorized as industries with comparative advantage
(disadvantage). Smilarly, apostive vduein NEXPORTS indicates an industry with comparaive
advantage. We expect dl four independent variables to be positively correlated with the stock price

reaction to the concluson of the Uruguay Round.

6a. Basic Empirical Results
[Table 3 about here]

Table 3 shows the market return and the cumulative market return from December 14 to
December 20, 1993. Market returns were positive on both December 15 and 16 and negative for dl
other trading days. Based on market performance for the previous 245 days, returns on al trading days
areinggnificantly different from the average. The only possible exception is the market return on
December 16, which is margindly sgnificant at the 10% level using a 1-tailed t-test. None of the
cumulative market returns are sgnificant. Overdl, the sngle day and the cumulative market returns
suggest that while the stock market did react positively, investors did not expect the Uruguay Round
Agreement to have a subgtantia net impact on the value of U.S. publicly traded firms. In addition, these
returns suggest that there was no systematic post-event re-evaluation of stock values. We aso checked
the Wall Street Journal News index and found no other news worthy mgjor events around the
windows.”

[Table 4, Pands A & B about here]

Table 4 shows summary datistics of the variables described in Section 5. Univariate satistics
are displayed in Panel A and ssimple correlation coefficients are diplayed in Pandl B. The mean
cumulative abnormal return for the three day window (December 14, 15, and 16) for our 198 US
indugtriesis-0.21 percent. Thisvaueis not sgnificantly different from zero with at-ratio of 0.086.
CAPITAL isin dollars of property, plant and equipment per employee and TECHNOLOGY; ismeasured in
dollars of R& D spending per employee. Both the average valuesfor CAPITAL (industry capitd to
labor ratio less the US employment weighted average) and for TECHNOLOGY; (industry R& D spending
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to labor ratio less the US employment weighted average) are less than zero. Among the included
indudtries are some that are large and highly capital and technology intensive, which resultsin the
welghted average capitd intengity exceeding the smple average. The means of both CAPITAL and
TECHNOLOGY; are not datidticaly sgnificantly different from zero, with t-ratios of 0.035 and 0.595
repectively. The average of NEXPORTS is negative, not a surprising result given the overdl trade
deficit in 1993.

As shown in Panel B, Table 4, the abnormd return, CAR,, is postively and sgnificantly
correlated with technology intensity (TECHNOLOGY;) and net export intensity (NEXPORTS;) beyond the
1% level. The strong corrdation indicates that industries with above (below) average technological
intengity and net export (import) industries did experience gppreciation (depreciation) in firm vaue
during the event window. However, CAR; isinggnificantly rdated with cgpitd intensity (CAPITAL;,)
and human capitd intengty (HCAPITALL and HCAPITALZ2). Indeed, the correlation between
CAPITAL; and CAR; iseven negative. The physica capitd and human capita intendty variables may
be measured less accurately or may smply be less successful proxies in identifying U.S. indudtries that
have a comparative advantage and will benefit from reductionsin foreign trade barriers.

The relatively stronger results on technology-intensive industries may indicate that current trade
barriers are higher on productsin these industries than in purdly capitd-intensve indudtries. It isaso
possible that the minimum standards of intellectua property protection provided via the Uruguay Round
Agreement enhance the vaue of the industries that rely on intellectua property protection to appropriate
rents. Industries investing subgtantia resourcesinto R&D, i.e. indugtries that are technologically
intensive, are the largest users of traditiona forms of intellectua property protection, such as patents.
Asthe vaue of patents increases from enhanced internationd intellectual property rights protection, the
vaue of the patenting firm increases accordingly. Thus, it gppears that investors are optimistic about the
extent to which clauses on intellectua property protection will be implemented.

Notice that the four intengity variables do not show a consistent pattern of corrdation. For

example, net export intengity is not significantly correlated with any of the other intengty variables.
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While the two human capitd intensty measures are highly corrdaed, they smilarly do not show any
consgtent and significant correlation with other intendity variables. The lack of consstent correlation
among these proxies for comparative advantage supports our choice of using multiple proxies to capture

the characteridtics of industries which may benefit from the Uruguay Round Agreement.
[Table 4, Pane C about here]

Table 4, Pand C, digplays OL S regression results explaining the relationship between
cumultive abnorma return and variables representing comparative advantage. In columns1to 5, we
enter each explanatory variable independently. In column 6 and 7 we enter dl intendty measures as
explanatory varigbles, using the two human capitd intensity measures dternately. In al these
regressions, we use White's (1980) heteroskedastic consstent standard error to calculate thet statistics
whenever White s chi-square test indicates the presence of heteroskedadticity.

As can be seen in Table 4, the smple regression results duplicate those reported in Pandl B.
Both NEXPORTS; and TECHNOLOGY:; are highly postive and sgnificant beyond the 0.01 leve
(two-talled test). The other factor intengty variables are inggnificant.

The multiple regresson results reported in Pand C, Table 4 suggest that in the presence of net
export intengty the technology-intensity measure loses its explanatory power. Perhaps this outcome can
be explained asfollows. While the US comparative advantage is likely in technology intensve
industries, there are other determinants for the US comparative advantage not captured by technology
intengty. Inthe Smpler regresson 4.2, the only determinant is technology intensity and thus the varigble
isggnificant. In the regresson where comparative advantage is explicitly captured by net trade, the
technology intengity variable loses its explanatory power. Oneway to check this interpretation isto
replace our net trade variable by alessinformative variable. Recall that NEXPORTS is defined as
(exports - imports)/tota shipment inindustry i. A lessinformative measure is adummy which isequd to
onewhen NEXPORTS is postive, and zero otherwise. When thisless informative trade variable is used
indead of the origind NEXPORTS variable, TECHNOLOGY;; regained its Sgnificance and the less

informative trade variable gets a prob-vaue of 11%.



Another reason for the difference between the resultsin column (4.2) and columns (4.6) or
(4.7), however, isthe difference between the two samples used in the estimation. For 72 industries we
have the technology-intensity measure but not the export-intensity measure. When we repest the
regression in column 2 using only the sample from column (4.6) or (4.7) (i.e. excluding the 72
indugtries), the technology-intensity variable also loses its explanatory power.

Arethere any systematic differences between the technology intensity of the full sample and of
the 72 indudtries for which the net export varigble is not available? The mean technology-intensity vaue
for the excdluded indudtriesis less than for the full sample, athough the difference is not datisticaly
sgnificant. The median vaue of the excluded indudtries o is smdler than the median of the full
sample, and based on nonparametric test datigtics this difference is satisticdly sgnificant; the median
R& D-intengty vaue of the excluded indudtriesis -5825, which islower than the full sample median with
aprob-vaue of 0.0032 based on a median two-sample test and a prob-vaue of 0.0007 based on the
Wilcoxon rank sum test.

While mogt of the excluded indudtries are not very R&D intensive, visud ingpection nevertheless
shows that some of those excluded are highly R&D intensive. Both groups of observations may have an
important influence on the estimated outcome. One way to assess the importance of such groupings,
which differs from the observation-by-observation trestment applied in resdud diagnogtic tedts, isto
drop from the full sample the top 5% and the bottom 5% of observeations ordered by R& D intengity.
Using that sample results in the R& D intensity coefficient from the Smple regression becoming
inggnificant, an indication that the influence of technology gpparently is not a continuous linear
relationship but rather more important when vaues diverge substantialy from the mean.

6b. Robustness and Economic Significance

Two issues remain: the robustness and the economic significance of our results. In determining
the results reported in Table 4 we checked for the presence of outliersin our regressons using student
resduasand Cook’s D. Inour origina sample, we found four outliers: forest products, meta mining
services, non-metallic mineral's services and bus charter services™. Al of these outliers were influential

in the sense that results were skewed when the outliers were included. Capitd intensity became positive
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and sgnificant but technology (R& D) intensity became insignificant; no other explanatory variables were
affected. In addition, each of the four industries contains only one firm, and they are the only industries
selected from the COMPUSTAT file where a single firm accounts for the entire industry. To avoid
having our results affected by noise, which will be particularly dominant in single firm indudtries, we have
dropped these four industries. All of the results reported in Table 4 and subsequently are based on the
sample excluding these four industries, and the diagnostic tests gpplied aove identify no outliersin
estimates based on that sample.

In order to further check the robustness of our results, we consider dternative specifications.
Firgt, we address the possibility of bid-ask bounce, or bias, in our caculation of cumulative abnormal
returns. Notice from Table 3 that the market return switched in sgn from December 14 to December
15 and then switched in sign again from December 16 to December 17. It can be shown that such a
pattern can introduce noise in the cumulative abnorma return where this return is calculated by smply
summing each day's abnormal return over the event window.™* An aternative calculation corrects for
this problem. By firg adding an industry’ s weighted return over the event window and then subtracting
the sum of the market return over the event, we obtain a measure of the market rate adjusted abnormal
return without the noise. Using this new measure of cumulative abnorma return, we re-estimated the
regressonsin Table 4-C and obtained amost identical results. To conserve space, we do not report
these results.

Second, we address whether our observed stock price reaction is permanent or transitory. Itis
possible that the market first reacted positively to the announcement of the Uruguay Round Agreement
and then reversed its assessment completely as it learned more about the agreement. Notethat it is
futile to use an event study method to gauge how the market assesses an event over along window
because other events dilute the impact of the focal event. Hence, we resort to the following
compromise.

By moving the event window one day forward to December 15, 16, and 17 and aso expanding
the event window to December 14, 15, 16, and 17, we obtain results substantialy smilar to those

reported in Table 4-C, with dightly lower sgnificance. When we move to the post-event window,
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December 17, 20 and 21, 1993 (December 18 and 19 were not trading days), we obtained totally
inggnificant results, except in the case of capitd intendty, which is margindly significant at the 10% levd.
The results from this later window are reported in Table 5.

[Table 5 about here]

In this post event window, the market had greater opportunity to assess the content of the
Uruguay Round Agreement than the previous windows. We find that al regression coefficients that
were sgnificant (i.e. technology intensty and net export intensity) now have a Sign opposite to, but a
magnitude subgtantialy smaler than, those obtained in the event window and which are reported in
Table4-C. Itispossble, then, that the market was somewhat disappointed upon learning more about
the content of the Uruguay Round Agreement and reversed its expectations accordingly. However, the
market did not reverse its previous assessment to a significant extent.

Third, we are concerned about missing variables and thus spurious results. Based on White's
chi-square test, we do not find heteroskedadticity to be a problem. Because heteroskedadticity is
usudly asign of amissng variable, we are less concerned about that possibility.

Fourth, we are ill concerned that our resultsin Table 4-C are merely due to the presence of
only ahandful of industries with large NEXPORTS;, TECHNOLOGY ; and large abnorma returns. In
other words, we are concerned that our results may not be very general. This concern is particularly
warranted after we have seen how the exclusion of highly technology intensive industries renders
TECHNOLOGY; inggnificant in regressons (4.6) and (4.7). Ordinary residua diagnogtics are not
necessarily sendtive enough to detect such an ingtance.

To purge the influence of observations with large magnitudes and to confine our attention to only
the independent variables' influence on the sign of the stock price reactions, we re-estimated equation
(1) using alogit specification. Here, we seek only the determinants for the sign of the abnorma returns.
> This specification was run over four event windows: (1) December 14, 15, & 16; (2) December 15,
16, & 17; (3) December 14, 15, 16, & 17, and (4) December 17, 20, &21. Results are substantialy
smilar, in terms of the sign of each coefficient and its significance, to those reported in Tables4 and 5.
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On the basis of the above robustness check, we infer that the investment community may have
dightly revised its assessment of the effect of the Uruguay Round Agreement on various US indudtries,
upon learning more about the terms of the agreement. Despite this readjustment, it is clear that investors
gtill expected the Uruguay Round to have a positive (negative) effect on industries with comparative
advantage (disadvantage) as captured by reative technology intendty and net export intengity.

We now turn to the economic significance of our results. The question is Ssmply the extent to
which the stock market re-values industries. Our regression results alow usto answer the question —
the estimated abnorma return is equa to b X (where X isthe vector of regressors) and the market value
created and destroyed by the Uruguay Agreement isb X timestheinitid market vaue of an indudry.
We base the estimates on regressions (4.2) and (4.3) reported in Table 4-C.

Following the above, we find that the Uruguay Round Agreement increased the market vaue of
above-average technology-intensive industries by $6.874 billions where our sample includes 30 such
industries with an initid aggregate vaue of $1,100 hillions (0.62%). 1t decreased the market vaue of
bel ow- average technol ogy-intensive industries by $5.633 hillions out of 172 such indugtries with an
initia aggregate value of $1,755 billions (0.33%). The net vaue created is $1.241 billion. Similarly, we
find that the Uruguay Round Agreement increased the market value of net exporting industries by
$0.923 hillions out of 49 such industries with an initid aggregete vaue of $972 hillions (0.09%). It
reduced the market vaue of net importing industries by $1.765 billions out of 87 such industries with an
initid aggregate vaue of $1,244 hillions (0.14%). The net value destruction is $0.834 hillions. The
above numbers obvioudy suggest that the net economic effect of the Uruguay Round Agreement is
limited.

We interpret the presence of datistica sgnificance but the absence of economic significancein
the stock price reactions as an indication that investors think the Uruguay Round Agreement presents
hope for successful multilaterd trade and investment liberdization but they gill await concrete efforts.

This sentiment is cons stent with Deardorff’ s (19944) assessment of the Uruguay Round Agreemen.

7. Conclusion and I mplications
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This paper attempts to use the event sudy methodology to capture the effects of the Uruguay
Round on US business. It isuniquein the sense that it uses market assessment to identify the likely
beneficiaries of the trade liberdization brought about by the Uruguay Round Agreement. We find that
while the Agreement does not affect the overal market return, the Agreement does lead to capitd vaue
gppreciaion in industries with above-average technology intensity and in net exporting industries, and to
capital vaue reduction in industries with below- average technology intensity and in net importing
indudtries.

These results are condgstent with the interpretation that investors believe the conclusion of the
Uruguay Round of negotiations represents a sgnificant event with offsetting effects. Investors expect
industries with comparative advantage to be best able to take advantage of concessions offered by
foreign countriesin the Uruguay Round, while industries with comparative disadvantage will loseasa
result of diminished import protection. In the case of technology-intensive U.S. industries, enhanced
intellectua property protection increases their vaue, regardless of the location of their production.

The economic significance attached by investors to the event, however, israther smal —
investors do not increase (decrease) the capita value of comparative advantage (disadvantage)
industries by more than 1%, and in most cases the changeislessthan 0.5%. Thus, investors
assessment and economists CGE model smulation results converge — the economic impact of the
Uruguay Round Agreement islimited. In spite of the politica sgnificance of the agreement,
assessments of its economic impact by both CGE moddlers and actud investors appear surprisngly
modest.

There are saverd possible explanations for the lack of economic sgnificance: the promised
changes occur too far into the future (and thus largely discounted); the actual changes will be supplanted
by new trade and investment barriers not covered in the Uruguay Round Agreement; the Agreement
leads only to vague promises but not enough concrete actions; and the strength of government
commitments to free trade is ill in doubt, etc. It gppears that we need much multilatera politica effort

for the Uruguay Round Agreement to create more economic vaue.
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Tablel
Key Results of the Uruguay Round

Area

New Provision

General Measures

General Tariffs

average tariffs on industrial goods to be reduced from 6.4% to 4%

tariffsto be eliminated in some sectors (including agricultural, construction, and
pharmaceutical sectors)

the rules of origin used in the application of tariffs are to be harmonized over time and their
present use is subject to guidelines

Subsidies

prohibition of subsidies linked to export performance or local content requirements

clearer categorization of subsidies into actionable and non-actionable subsidies, increasing
transparency

some subsidies allowed outright - those for research or to help regionaly disadvantaged areas

Safeguards

tariffs or quotas are allowed to be used where a particular product is being imported in
quantities sufficient to cause serious injury to the domestic industry - rules apply to this type
of use

“Standard” Based Rules of
Trade

guidelines established for the use of product standards applied to imports (i.e. that not be
more restrictive than necessary to fulfill alegitimate objective)

guidelines are set out to regulate the measures that may be taken by a nation to preserve
human, plant and animal health

Investment Rules

local content requirements, trade balancing requirements (i.e. importsin certain proportion to
exports), and foreign exchange balancing requirements prohibited

Dispute Settlement
Procedures

panel reports are automatically adopted by the WTO, failing a“reverse” consensus

retaliatory action may be sanctioned by the WTO

appellate review of panel reports now available

strict time schedul e for steps in the resolution process

Creation of the WTO

the WTO, an organization representing the signatories to the GATT, is created to provide for
renegotiation of the GATT obligations and monitoring of compliance with the GATT

Specific Measures

Agriculture

subsidies to be reduced by 36% in value over 6 years

subsidies coverage to be reduced to 21% of volume of agriculture over 6 years

tariffs to be cut be 36% by the year 2000

quotas on agricultural products prohibited

Textiles & Clothing

requires the phase out of the Multifibre Agreement - al trade in textiles and clothing to be
brought within the GATT - reductionsin tariffs and increases in products covered by the
GATT gradually over the 10 year phase in period

tariff bindings made on many products within these industries (US reduction in tariffsin this
industry will be approximately 12% overall)

Services

requires most favored nation treatment, national treatment, and the free flow of payments and
transfersfor trade in services

commitments made by some members of the WTO to make investment review regimes more
transparent

commitments made by some members to allow easier temporary admission of management
and key personnel




Intellectual Property

establishes minimum standards for protection of intellectual property and for their
enforcement (this standard is higher than any previously required under international law, but
lower than that existing in the US




Table2
Chronology of Events

Date Event
February 28, 1993 USfast track authority expires. Renewed with deadline of December
15, 1993

November 17, 1993

NAFTA passes US Congress

December 15, 1993

Uruguay Round is concluded
President Clinton’ s fast track authority expires

April 15, 1994

USformdly sgns the Uruguay Round Agreement

September 12, 1994

Bill implementing the Uruguay Round isinformaly introduced in the
US Senate

September 27, 1994

Bill isformdly introduced into Congress for debate

November 29, 1994

Bill ratifying US participation in new WTO passed by US House of
Representatives

December 1, 1994

Bill ratifying US participation in new WTO passed by US Senate

January 1, 1995

WTO formdly comes into existence




Table3

Market Return
Day Market t-ratio Cumulative t-ratio
Return’ M arket
Return’
t1: December -0.001981 -0.39069 -0.001981 -0.39069
14, 1993
to: December 15, 0.002368 0.46702 0.000387 0.53969
1993
t.1; December 0.006325 1.24741 0.006712 0.76426
16, 1993
t.o: December -0.000610 -0.12030 0.006102 0.60172
17, 1993
t.3: December -0.002429 -0.47905 0.003673 0.32396
20, 1993*

Market return is the market vaue weighted return, cum dividends.
*  December 18, 1993 was a Saturday and December 19 was a Sunday and hence not
trading days.
The standard deviation for the purposes of caculating the tratio was computed from a
sample of 245 trading days prior to the event window, as suggested by Brown & Warner,
1985.



Table4
Event window: December 14, 15, & 16, 1993

Pand A: Summary Statistics

Mean Median Standard Maximum Minimum
deviation

CAR -0.0021 -0.0006 0.0244 0.0634 -0.1167
CAPITAL -3606 -42993 103299 435759 -82552
TECHNOLOGY; -3085 -5164 5187 36936 -5825
NEXPORTS -0.1904 -0.0100 0.5802 0.3500 -4.1100
HCAPITALY, 0 -0.0066 0.0521 0.1534 -0.1166
HCAPITALZ 0 0.0005 0.0941 0.2105 -0.2495

Panel B: Simple Correlation Coefficients

CAR CAPITAL TECH; NEXPORTS HCAPITALL
CAPITAL -0.0619
(0.3864)
(198)
TECHNOLOGY; 0.2087 -0.0050
(0.0032) (0.9440)
(199) (199)
NEXPORTS 0.3902 0.1608 0.1030
(0.0001) (0.0721) (0.2511)
(126) (126) (126)
HCAPITALY, 0.0836 -0.1559 0.2364 -0.0285
(0.3161) (0.0766) (0.0068) (0.7416)
(130) (130) (130) (136)
HCAPITAL2, 0.1054 -0.0027 -0.0382 0.1226 05468
(0.2326) (0.9761) (0.6659) (0.1552) (0.0001)
(130) (130) (130) (136) (140)

Note:  The number in the first pair of parentheses below sample coefficients are estimated
probability levels for the hypothesis that the true correlation is zero. The number in the
second pair are number of industries without missing observations.






Table4
Pand C

Event window: December 14, 15, & 16, 1993

OL Sresultsof regressing cumulative abnormal return
on measur es of compar ative advantage

Independent Variable 4.2 4.2 4.3 (4.9 (4.5) (4.6) 4.7
CAPITAL -1.3928E-8 -1.0455E-8 -14714E-8
(2E-8) (2E-8) (2E-8)
TECHNOLOGY; 90E-8™ 8.0852E-8 18.8E-8
(28E-8) (34E-8) (33E-9)
NEXPORTS 00132 00135 0.0130""
(0.0027) (0.0029) (0.0130)
HCAPITALL, 0.0328 0.0357
(0.0246)" (0.0325)
HCAPITAL2 0.0219 0.0142
(0.0187) (0.0177)
R 0.0034 0.0491 0.1554 0.0075 0.0105 0.1681 0.1643
Sample Size 198 198 126 130 130 126 126
 p<0.01

#  White's heteroskedastic consistent standard errors used where the null hypothesis of homoskedastic variance is rejected.
Note:  Standard errors appear in parentheses below parameter estimates.



OL Sresultsof regressing cumulative abnormal return

Table5

Event window: December 17, 20, & 21, 1993

on measur es of compar ative advantage

Independent Variable (5.0

(52 (53 (54) (5.5) (5.6) (5.7
CAPITAL 3.334E-8 4.356E-8 4.1376E-8
(2E-9) (3E-9) (3E-9)
TECHNOLOGY; -33E-8 -14.9E-8 9.6962E-8
(34E-8) (48E-8) (46E-8)
NEXPORTS -0.0002 -0.0012 -0.0014
(0.0038) (0.0040) (0.0041)
HCAPITALZL 0.0034 0.0179
(0.0431) (0.0452)
HCAPITAL2 0.0048 0.0053
(0.0209)* (0.0246)
R 0.0144 0.0047 0.0000 0.0003 0.0003 0.0172 0.0163
Sample Size 198 198 126 130 130 126 126
0.05<p<0.1
™ p<001

#

Note:

White' s heteroskedastic consistent standard errors used where the null hypothesis of homoskedastic variance is rejected.
Standard errors appear in parentheses below parameter estimates.



ENDNOTES

! See the CGE studies surveyed in Schott (1994, pp. 202-204), which report arange of annud
benefits to the United States from $14 billion to $80 hillion. Another useful collection of studies based
on the Uruguay Round Agreement is contained in Martin and Winters (1995).

2 For amore complete discussion of the implications of these provisions, see Schott (1994) ard
Deardorff and Stern (1994).

% Average tariffs on industria goods will be reduced from 6.4% to 4%. Tariffsin some sectors will be
completdy diminated. Additionaly, rules related to the application of tariffs have been revised and
harmonized to make them more transparent.

* Rules on subsidies have also been extengively revised. A “subsidy” is now formally defined and a
new system of subsidy classification has been developed. This system categorizes subsidiesinto red,
ydlow and green light subsidies. Red light subsidies, such as those linked to export performance or
local manufacturing content, are prohibited by the GATT. Green light subsdies include assistance for
research activities or disadvantaged regions and are specificaly alowed. Yelow light subsdies are
those that are not prohibited outright but may cause injury to the domestic industry of another member
nation. How ydlow light subsidies will be disciplined till is unclear.

> Rules on antidumping have been improved. New procedures have been developed to determine the
exigence of dumping and to caculate the margin of dumping. Minimum standards for dumping margins
and market share must be exceeded for action to be taken. Additionally, sunset provisons require
antidumping duties to be phased out within five years.

® The phesein period is 2 years for developed countries, 5 years for developing countries, and 7 years
for the least devel oped countries.

” Previoudly, pand reports (the outcome of adjudication on trade related disputes) were not vaid until
adopted by dl GATT sgnatories. Because the aleged infringing nation was aso a signatory,
unfavorable pand reports often were blocked. Under the new DSM (Dispute Settlement Mechanism),
infringing parties can no longer block adoption of pand reports. Adoption is autometic faling areverse
consensus by dl WTO members. Also, for the first time gppeds are now avallable. To prevent time
delays drict time limits on dispute settlement procedures have been set. Overdl, the new dispute
settlement mechanism will dlow better access to relief from unfair trade practices and more power to
sanction non-compliant WTO members. The effectiveness of the DSM will depend upon the willingness
of naions to participate in the process and to accept its outcomes. 1n 1997 the United States
boycotted the proceedings of a pand brought to consider the legdity of certain US sanctions againgt
Cuba under the Hems-Burton Act. Further, the US has not dways used the DSM to settle its trade
disputes with other nations. In 1995, the US acted unilateraly rather than use the DSM, and threatened
to impose tariffs on Japanese luxury vehicles to encourage the Japanese government to ensure fair
market access for US autos and auto partsin Japan. However, the United States has adopted



remediesin rulings againg it, asin the Costa Rican underwear case and has so far not gpped the DSM
ruling in favor of Japan in the Japanese photographic film market case.

8 Note that the intercept has been suppressed as the null hypothesisis that the cumulative abnormal
return surrounding the conclusion of the Uruguay Round is zero. Inclusion of an intercept does not
improve the explanatory power of the regression equation and the intercept coefficient isin dl cases
inggnificant.

° Our construction of abnorma returns follows that suggested by Brown & Warner (1980), who show
that the market adjusted return mode performs no worse than more complicated models and actualy
performs better in avariety of Stuations. In caculating the industry average return, eech firm return is
sSze weighted.

10 Hall (1993, p.260) states that “R& D expenditures is afairly good proxy for long-run R& D behavior
owing to the low variance of the R&D serieswithin afirm.”. We note that the R&D proxy in Hall’s
paper isR& D scaled by assets.

1 Net export intensity (EXPORTS;) and the human capital intensity (HCAPTIAL1; and
HCAPTIAL2;) are dl congtructed using data from the US Bureau of the Census. The net trade
balances (exports - imports) by 3-digit SIC product groups are extracted from Table 28 (Census Basis,
Foreign and Domestic Exports, F.A.S; Generd Imports, Customs, Millions of Dallars) of the National
Trade Data Bank and Economic Bulletin Board - products of STAT-USA (1994), U.S.
Department of Commerce. Totd U.S manufacturing product shipments by 3-digit SIC indudtries are
taken from Table 1 in “Vdue of Product Shipments’ of U.S. Census Bereau's 1994 Annual Survey of
Manufactures (ASM), U.S. Department of Commer ce, Economics and Statistics Administration,
Bureau of the Census. The human capitd intendty variadbles, HCAPITALL; and HCAPITALZ2; are
caculated from Tables 2 and 3 of the “ Statigtics for Industry Groups and Industries’ in the same
publication.

12 For example, positive news which reduces the cost of capital will lead to market wide stock price
increase. Moreover, such news will sysematicaly raise the sock vaue of industrieswhich rely to a
great extent on future cash flows. Such industries may have above average capital and technology
intensity. Our market return on Table 3 does not indicate the presence of such newsin our event
window.

3 Qutliers are those which have student residual greater than 3 and Cook’s D greater than one.

4 Congder that afirm's share valueis 1 on day 1, 0.8 on day 2 and 1 again on day 3. Similarly, let the
market index value be 0.8 on day 1, 0.5 on day 2 and 0.8 on day 3. Thetrue return for both the firm
and the market in the 3 days should be zero, and so should be the anorma return. A smple day by
day cdculation givesthe following: The raw returns for the firm between day 1 and 2 is-0.2 and
between day 2 and 3is0.25. The market return between day 1 and 2 is-0.375 and between day 2
and 3is0.6. The day by day abnormal return for the firm between day 1 and 2 is0.175 and between



day 2 and 3is-0.35. Smply adding the day by day abnormd return gives the wrong cumulative
abnormd return of -0.175.

5 Cumulative abnormal returns were coded as follows: CAR; > 0 coded as 1; CAR; = 0 coded as 0;
and CAR < 0coded as0. An dternate coding was aso used, where CAR; =0 wascoded as1. This
dternative method yielded identicd results.



