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State Trading
Enterprises:
Their Role in

World Markets
he Uruguay Round Agreement on
Agriculture, completed in 1994,
subjects member countries to rule

on market access, internal support, and
export subsidiesAO December 1996).
However, the lack of transparency in the
pricing and operational activities of agri-
cultural state trading enterprises (STE's
has generated growing concern that sor
World Trade Organization (WTO) mem-
ber countries will use STE’s to circum-
vent Uruguay Round commitments on
export subsidies, market access, and
domestic support.

Also sparking interest in STE’s is the

number of countries seeking accession
the WTO which use these enterprises td
implement agricultural policies. Notable
examples are China, Taiwan, Russia, ar
Vietnam. Little is known about the tradin
practices of STE's in these countries.

Agricultural STE's have been important
players in world trade for decades. The
rules of the General Agreement on Tarif]
and Trade (GATT), which govern global
trading in goods and services, have rec

nized state trading enterprises as legiti-
mate participants in international trade
while establishing guidelines on their
behavior.

These guidelines—contained in Article
XVII of GATT 1947—require STE’s to
conduct their export or import trading
activities according to the principle of
nondiscriminatory treatment and “in
accordance with commercial considera-
tions.” The principle of nondiscriminatory
treatment requires WTO member coun-
tries to extend the same trading privileg
to all member countries.

The Uruguay Round Agreement defines
STE’s as “governmental and non-goverr
mental enterprises, including marketing
boards, which have been granted exclu-
sive rights or privileges, including statutg
ry or constitutional powers, in the exerci
of which they influence, through their

of imports or exports.”

Membership in the WTO requires that
member countries annually provide info
mation on commitments, changes in pol
cies, and other related matters as requit
by the various trade agreements to the
WTO—a process called “notification.”
Based on the Uruguay Round’s working
definition of an STE, over 30 member
countries have reported to the WTO the
combined presence of nearly 100 STE'S
in their agricultural sectors. Examples
include the Canadian Wheat Board (an

n%ogistik or BULOG (an importer). In its
notification to the WTO, the U.S. also
reported the Commaodity Credit Corpo-
ration (CCC). The number of reported
STE's is likely to grow as member coun
tries adhere more closely to the WTO d
inition of an STE.

[2)

toExport-oriented STEghe subject of this
article, differ greatly from import STE’s,

he chief concern with export-oriented

95TE's is whether they use their exclusiv
power of domestic monopsony (operatirn
as the sole purchaser of domestic prodt
tion) and/or export monopoly (operating
as the sole exporter of domestic supply

Sengage in unfair trading competition. Th
lack of transparency which characterize

xporter) and Indonesia’s Badan Urusan

especially in terms of related WTO rules.

to determine whether they win sales
because of true competitive advantage or
because of practices such as excessive
price cutting. This contrasts with the
explicit export subsidies of the U.S. and
the European Union, which will be
reduced significantly by 2001 in accor-
dance with provisions of the Uruguay
Round.

Grains and dairy products are the chief
exports of the agricultural STE’s reported
to the WTO—16 STE’s export wheat and
sl 0 export dairy products. Two of the
major export STE's—the Canadian and
Australian Wheat Boards—accounted for
more than 30 percent of world wheat
-exports from 1992 to 1995. By compari-
son, the U.S. and EU share 50-60 percent
of world wheat trade.

sé-or dairy product exports, STE’s reported
to the WTO by Australia, Canada, New

purchases or sales, the level or direction Zealand, Poland, and the U.S. controlled

30-40 percent of world skim milk powder
exports and about 25 percent of world
cheese exports in 1993. The chief world
_cheese exporter is the EU with a 50-
i-percent share of the world market in
e41993. The EU also accounts for about
30 percent of world skim milk powder
exports.

The Big Four
Of STE Agricultural Exporters

Among current WTO member countries
(excluding the U.S.), four STE’s dominate
the list of STE exporters of agricultural
commodities. Ranked by value of major
commodities exported, the Canadian
Wheat Board is the largest STE, with
exports averaging $3.2 billion annually
(wheat and barley combined) during
rf1992-94. The New Zealand Dairy Board
is a distant second, with annual average
exports valued at $1.8 billion (1992-94),
followed by the Australian Wheat Board
at $1.4 billion (1993-95), and the
Queensland Sugar Corporation at $925
million (1993-95).
e
gThe Canadian Wheat Board (CWRBJas
icestablished under the Canadian Wheat
Board Act of 1935 to market Western
toanadian grain. The CWB ranks as the
efourth-largest exporting company in
s Canada. It handles 96-99 percent of all

PGhe operations of STE’s makes it difficul

Canadian milling and durum wheat
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expotts, issues licenseof the emainder
and ports all Canadian bky. Whed
and baley exports accountedadr 70 per
cent of Canadian kea production and
25 pecent of baley production duing
1992-94.

The CWB is mandad to abieve thee
main objectves though its opeations:to
market as nuch grain as possib & the
best pice thd can be obtained; to @ride
price staility to grain poduces; and to
ensue tha ead producer obtains an egu
table shae of the @ailable grain maket.
On behalf of its pvduces, the CWB is
authoized to luy, take delvelry of, store,
sell, transkr, and ship wea and baley
produced inAlberta, Manitoba,Sas-
katchewan,and the Bace Rier ara

of British Columbia.

Four STE Agricultural Expor

TheNew Zealand Daiy Boad (NZDB)
was esthlished in 1925-27 anceconsti
tuted under the DajrBoaid Act of 1961
to “maximize the income of Ng Zealand
dairy famers though ecellence in the
global maketing of daiy products. The
Board makets all major dair products
for its member coopatives,including
butter, cheesenonfat dry milk, whole
milk powder, and most minor dajr
products.

Expotts of these mrducts aeraged 85-90
percent of poduction duing 1992-94.
The NZDB also adises the N& Zealand
govemment on tade issues andosks
hand-in-hand with it to combarotection
in dairy import maikets.

ters Dominate the WTO List

STE
annual average
Country/STE? Commodity export value Years
$ million
Over $1 billion
Canadian Wheat Board Wheat 2,900 1992-94
New Zealand Dairy Board Dairy products 1,800 1992-94
Australian Wheat Board Wheat and flour 1,400 1993-95
Over $500 million - $1 billion
Queensland Sugar Corporation Sugar 925 1993-95
China:COFCO Corn 704 1993-95
Over $100 - $500 million
China: COFCO and other STE'’s Sugar 368 1993-95
New South Wales Rice Board Rice 361 1993-95
China: Native Products and Animal
By-Products Import and Export Company Tea 308 1993-95
Canadian Wheat Board Barley 301 1992-94
South Africa Deciduous Fruits Board? Deciduous fruits® 286 1992-94
China: COFCO Rice 261 1993-95
New Zealand Kiwifruit Board Kiwifruit 237 1992-94
South Africa Maize Board? Corn 194 1992-94
New Zealand Apple and Pear Board Apples and pears 192 1992-94
South Africa Citrus Board? Citrus fruits 184 1992-94
Turkey Soil Product Office Wheat and flour 157 1992-94
China: COFCO and other STE'’s Soybeans 141 1993-95
Australian Dairy Corporation Dairy products 131 1993-95
Israel Ornamental Plants Board Cut flowers 129 1993-95

1. Except for China, all STE'’s listed were reported to the WTO by its member countries. China is seeking
accession to the WTO. The value of exports for each is an average of the most recent annual export values
reported to the WTO and, for China, an average of 1993-95 export values.The U.S. Commodity Credit
Corporation is not included in this table. 2. South Africa is liberalizing the functions of some of its marketing
boards and, in some cases, eliminating the exclusive authorities of marketing boards. 3. Apples, peaches,

pears, plums, apricots, and grapes.
Economic Research Service, USDA

The Australian Whea Boad (AVB)was
estdlished under the N#onal Secuity
Act of 1939“to purchase sell,and dis
pose of vhed and whed products,and
handle store, and ship vmaed.” TheAWB
cumently opegrtes under authdy of the
Whea MarketingAct of 1989. It is the
sole eporter of Australian whed and
flour. Australian whed exports averaged
more than 70 p&ent of vhea production
in the 1993-95 m&eting yeas.

The Queensland Sy Corporation
(QSC) a stae-level maketing boad,
opemtes under the authity of Australia’s
Queensland Sy Industy Act of 1991,
which took efect on dily 15,1991. (The
QSC wvas esthlished initially as the
Queensland Sig Boad in 1923.)The
QSC is esponsike for the acquisition and
storage of Queenslandawv sugar, negoti-
ating shipping amangementspverseeing
the maketing of eports, distributing the
proceeds fom salesand coodinating
production egulations.

All raw sugar exports from Queensland
are underaken ty the QSC. Beteen 75
and 80 perent ofAustrlia’s raw sugr
production is gported, and the emainder
is refined pimaiily for domestic con
sumption,although pivate refiners nav
export small amounts.

A large rumber ofother STE's export
agricultural products alued betwen $100
million and $500 million dung 1992-95.
Commodities ceered by these STE
include fowers, fruits, and mets, as vell
as daiy products and i@ins,from eport-
ing countres as dierse as Chindsrael,
SouthAfrica, andTurkey.

An even lager goup of STES eports
products alued on gerage & less than
$100 million per gar (1992-95). Manof
the xport STE’s of Cental Euopean
counties sut as the Cech Repulic,
Poland and Slwakia use subsidies to
expott agricultural products vhile allowv-
ing private trades to export unsubsidied
products.The maket stdilization agen
cies in these coun#s puchase and sell
specifc agricultural commaodities to sha-
lize domestic commodity [@es.
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Compaing the
Major Export STE’s

What are the similaities and diferences
among thedur lagest STE gporters?
Which STES contol domestic mdeets as
well as &ports?Are eport, impott, or
domestic polig tools impotant means of
reinforcing the bur STEs'’contiol of
export pricing? Hav do the bur STES
differ in tems of poducts maketed and
govemment evnership?To wha extent do
they impact intenaional trade?An exam
ination of their espectie maket ewiron-
ments as wil as their institutionalltarac
teristics my address these questions.

Market regimes Market regime refers to
an STES contol over four actvities:
expotts, domestic maceting, commodity
procurementand pocessinglf an STE
regulaes all these adfities, its ability to
impact intenational makets is lilely to
be much greder than if it contolled a
pottion, or none

The CWB NZDB, AWB, and QSC a all
single-desk xporters—i.e, they have full
contol of exports of whed (CWB and
AWB), bailey (CWB), dairy products
(NZDB), and Queenslanaw sugar
(QSC). Some of these S0 not han
dle ports themseles,but contact with
private firms for export. For example the
QSC contacts with a pvate compap,
CSR Limited to conduct its xports of
Queenslandaw sugar to all destin@gons
except New Zealand

Contolling domestic maeeting may
allow an eport STE to pice disciminate
between domestic anaifeign consumes,
while contol of commodity pocurement
for export enhances the ST&leverage in
competing with domesticuyers for pro-
duction.The CWB has xclusive authoity
to maket whed for human consumption
and br malting baley. None of the other
three major STE is authadred as the
sole domestic méeter in its espectre
counts. All four STES piocure their
respectie commaoditiesdr export, which
may represent the bk of domestic
production.

Of the top bur export STE’s, only the
NZDB has some cortl over the pocess
ing of agricultural commaoditiesThe
NZDB contols the maanfactuing of

Price Pooling—An STE Advantage

Price pooling allevs an STE eaer flexibility in export pricing relative to pivate
grain trading companiegaticulaly when pool pgments ag¢ underwitten by the
govemment or the STE comtis domestic supplies asWas a&ports. All f our of
the lagest STES practice somedrm of plice pooling to enseerpiice staility for
their pooduces and to contl the maketing of their espectre commodities.

Underpooling produces coered by the CWRB for example recevve an initial
payment equal tolaout 80 perent of the ihal projected pice & or aound the
time the commodity is delered to the CWB eletor. One or moe adlitional pay/-
ments a¢ made to mduces & a laer dde after the pool ofgicultural product
has been méaeted provided tha the pice receved for the commodity is rgaer
than the initial pgment plus handling and admingtive costs.

The Canadianayemmentguarantees the initial CWB pool pment If the initial
pool pgyment to poduces exceeds theventual pool eceipts less costs—a situa
tion knavn as d'pool defcit"—the Canadian gvemment is obgated to under
write pool lossesThe CWB deftit for its whea pools totaled $695 million in
1990/91,more than half the CWB diit for its total vihea and baley pools br
the peiod 1968 to 1991TheAustrlian govemment guaaintees a peentaye of
AWB borrowing for its opeations, but does not undenite an initial pice to
growers, which can tiang thioughout the seasomheAustralian govemment will
discontirue the guaantees in 1999yhen theAWB will restucture itsWhed
Industy Fund as a gital base ér commecial borowing.

Under the pool systempyices to poduces ma/ be aeraged acoss gades and
quality differencestime of year and in some casefseight daiges.The degree to
which pools ae sgmented i grade quality, marketing peiod, and loc&ion
defines hav much flexibility the STE has in pcing products ér export. For exant
ple, the CWB aerages pices br a wide ange of maketing peiods, grain quali
ties,delivery locaions,and maketing costs. In condist,the AWB opegtes special
pools br 45 specit grades andlasses of Wwed, and discounts pducer pool
prices Dr freight and other m&eting costs.

The NZDB bases its panents to member cooftives on the marfactuing cost
of the poducts supplied to the Bahand the drecast milkét and potein \alue of
the poducts. NZDB member coopives mg receve pemiums br production of
highly demanded mducts,or their pgments mg be discounted if the quality of
the pioduct delered is belav the contact specitation. The QSC maintains v
pools br raw sugar, which originally were intended to discountipes of sugr
deliveries tha exceeded m-estalished delery quotasWhen the pice differen
tial between the tw QSC pools is phased out after the 1998-9%eateny season,
only one pool will emain.

dairy products ly contiacting with its
member coopetives in Nev Zealand ér
specifc quantities of psducts br export,
by encouaging production of pefered
products though a system of pmiums
and discountsand ly estdlishing joint
ventues and subsidias in mag coun

eign counties, patticulally counties tha
contol impott access surcas the EUJ
Japan,and the US.

Policy regimes.STE's hare access to
various polig/ tools—eport subsidies,

tries to futher piocess prducts tailoed
to their specit makets.The NZDB
advocaes this system as a means of
developing long-tem relaionships in ér-

pricing, suppy contols, tariff-rate quotas,
guantitaive restictions on tade and mas
keting arangements—thaenhance their
ability to compete in intarational mar
kets.All these instuments a& pemitted
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under the Unguay RoundAgreement in
one brm or anotherthough some ma
have geder potential than othsito dis
tort trade

Expott subsidiesllow STE's to pice

their pioducts laver in port maikets
than their cost of mcurement. None of
the top bur STES usesxplicit export
subsidies to enhance thekpeits,
although suls subsidies ha been used ir
the pastThe last sule explicit subsid/
reported to theWTO, theWesten Grain
Transpotation Act rail subsig¢y of Canada,
was eliminged by the Canadianayem-
ment onAugust 1,1995. But questions
persist dout the pactices thapotentialy
give a competitie ad/antaye to eport
STE’s in world agricultural makets.

Secegy in administeing intemational
market transactionsoupled withcontrol
of domestic andx@ort marketsgives
STE's the paver to pice disciminate—
i.e., chage different pices in diferent
markets br the same commoditiPiice
discimination allovs STES to maximie
retums on salesybchamging a higher pce
to countres tha are less pice-sensitie
and a lover piice to counties tha are
more pice-sensitie. Plice discimination
is commony practiced ly commecial
firms,although most commeial firms
face geaer risk than some STE'in
procuing commaoditiesdr export.

Under the ®&rious polig/ regimes,domes
tic price suppor programsguamantee po-
duces a pice for their poduct.The
CanadianAustralian,and Nev Zealand
govemments do not opate domestic
price suppar programs. Havever, the
Canadian gvemments underwiting of
the CWBS initial pool pgments can be
consideed a brm of supporto Westen
Canadian mpin famers.

Domestic suppl contiol policiesallow
an STE to maintain domestic rkat
power and conwl the level of product
exported The CWB manges supplies
through a mixtue of contact delvery
calls (where poduces under conact
may be called to delier all or a paion
of their contacts ly specifed ddes) and
produces’ delivery quotas.

Economic Characteristics of Major STE Exporters

STE characteristics

Canadian Wheat
Board

Market structur e
Contml of expots

(expots directly or contracts with

other firms for expd)

Expott shae of poduction

Contmol of domestic
consumption

Contmpl of processing

Policy instruments
Expott subsidies

Import quotas, tariffs,
other nontariff bariers

Domestic supply corat

Domestic price suppbr

Long-term ageements
with impoter nations

Government guarantees

for expot credit

Products

Ownership

96-99% for milling and durum wheat
Issues licenses for remaining wheat
100% for feed and malting barley

70% for wheat; 25% for barley
100% of wheat for human consumption

and of malting barley

None

None

TRQ's for wheat and products, and barley

and products
Lower NAFTA duties for U.S. and
Mexican products

Delivery quotas for orderly marketing

Price pooling—government guarantees
advance payments to wheat growers
in CWB pools

Annual supply agreements with Japan
Five-year agreement with Indonesia for
annual sales of 1-1.5 MMT of wheat

Government guarantees for some
portion of CWB loans to selected
importers

Milling wheat, durum wheat, feed,
and malting barley

Crown corporation governed by 5
government-appointed commissioners




Agricultural Outlook/June 1997

Economic Research Service/USDA 15

World Agriculture & Trade

New Zealand Daity
Board

Australian Wheat
Board

Queensland Sugar
Corporation

100% of dairy product exports

Authorized in 1992 to set conditions
under which companies may
export independently

85-90%

None

Through member cooperatives in N.Z.
and subsidiaries/joint ventures in
foreign markets

None

None

No domestic production controls

Price pooling—equates domestic prices

with export returns by establishing
national prices to guide domestic
marketing decisions

No government underwriting of losses

No long-term agreements
Subsidiaries establish long-term
relationships with importers

None

Major dairy products—buttecheese
casein, nonfat dry milk, whole milk
powder and minor dairy products

Producer-owned board

100% of wheat exports

70% of wheat

No exclusive authoritybut accounts
for 75% of domestic sales

Commercial joint ventures for milling
and processing in foreign countries

None
Quarantine standards for imports,

transportation, storage, and
processing of grains

No control of domestic supplies

100% of Queensland raw sugar is
exported by the QSC or its agent
Refined sugar is exported by private

firms

75-80% of Australian raw sugar
production

No exclusive authority
QSC sells Queensland raw sugar to
domestic refiners

None

None

Tariff will be eliminated July 1, 1997

Acreage allotments which no longer
constrain supplies

Price pooling for 45 grades and classesPool pricing for Queensland raw

Pools may be closed and reopened at

lower prices
Government will guarantee loans for
AWB operations until 1999

Examples:
Japan, 900,000 M%’for 1997
China, 3 million MT5 for 1996-98

sugar by grade
No government underwriting of pool
losses

Negotiates and signs long-term
agreements with importers

Semi-private agency issues guarantees None

for AWB loans to selected importers

Wheat (exclusive exporter), field peas, Queensland raw sugar

chick peas, oats, rye, gium,
lupins, fava beans

Commonwealth corporation run
by producers

Incorporated in Queensland and
financed by producers
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The QSCprior to 1991 limited Queens-
land raw sugar supplies ¥ estdlishing a
maximum amount of sugy thd a cane
mill could deliver to the QSCAny addi-
tional su@r delivered to the QSC wuld
receve a laver pice. The QSCs contol
of raw sugar supplies no lorey binds the
quantity of ew sugar produced since the
Queensland@remment gpanded the
amount of land assigned to theg@uction
of raw sugar in Queensland anddauced
the pice differential betveen ew suar
delivered under the quota and outside th
quota.This piice differential will be elim
inated after the 1998-99 niating sea
son. Neither the NZDB nor th&WVB con
trols domestic aerage or poduction.

Import tariffs and taiff-rate quotage-
inforce an STES domestic m&et paver,
patticulaly when thg are administezd
by an STE. Hwever, CanadaNew
Zealand andAustmlia hare few impott
bariers to einforce the authdty of the
CWB, NZDB, AWB, and QSC .

In Canadathe Dgpatment of Foreign
Affairs and Intemaional Trade not the
CWB, administes WTO taiiff-rate quotas
for whea and vihea products as wll as
for batey and baley products. In adi-
tion, Canadas duties ér impotts of U.S.
or Mexican poducts hae been lwered
or eliminged under the Néi American
FreeTradeAgreement. N& Zealand has
no impot barriers for daily products.
Austrlia maintains quantine standals
for impot, transpotation, storage, and
processing of gains.Australia also has an
import taiff for sugr, although it will be
removed on dily 1,1997.

Lastly, all four top STES use eithelong-
term suppy agreements orxort credits
and cedit guaanteesas &port enhance
ment tools in interaional makets. for
example the CWB signs anral suppy
contracts with the d&an odAgeng for
whea and baley, and has greed to sup
ply Indonesia with 1-1.5 million tons of
whea anrually for 5 yeass stating in
1996.The Canadian@ayemment guaan
tees some ption of CWB loans to select
ed impoters. TheAustralian Expot
Finance Insueince Coporation (EFIC,a

semi-pivate ggengy) also ceers some
portion of the loan gncipal or the gport
value of loans to selected impiog coun
tries. EFIC dfers similar sevices to pr-
vate eporting firms.

Product regimes.Product egime is
another indictor of a frm’s cgacity to
contol trade Presumaly, if an STE has
exclusive authoity to trade in seeral
products,it has moe leverage in manipu
lating makets though cpss-subsidiz#on

€between poducts and in pee discounting
of selected mducts.

The CWB NZDB, andAWB ead exports
more than one mduct.The CWB conr
trols exports of milling and durm whea,
feed baey, and malting bdey, although
retums for ead type of vhed and baley
are averaged in sparte pools.TheAWB
is the &clusive exporter of whed but
competes with othemxgorters to tade in
otherAustrlian gains. The AWB also
purchases other couls’ grains to main
tain its standing as a consistent supplie
during perods of dought inAustralia.
The NZDB &ports a \ariety of brand-
label and gneic daity products. On} the
QSC &ports a single prduct—iaw Sugtr.

Owneiship regimes The avnership stuc-
ture of an STE can impact intetional
trade in seeral ways. For instancea
govemment-avned aeng/ or coiporation
might be moe concemed with pice stdi-
lization and poducer income suppiothan
with “commerial” objectives. But gv-
emment evnership is ast fding or all
four major &port STEs’,which will place
more responsibility 6r their fnancing in
the hands of mduces, and could discon
tinue govemment underwting of pool
deficits to suppdrfam prices. In some
casesproduces who believe thd they are
not adequiely seved by the STES mar
keting systems arpessing or reform.

All four STES, however, have made lear
the bendfs of single-desk>gorting and
are unlikely to relinquish their stas.

The CWA incormorated in 1935 as a
Crown Coporation, is govemed ly five
Commissiones who report to Padiament
through Canada’Minister ofAgriculture

andAgri-Food A famerelected CWB
Advisory Committee adises the Boar
on issues and poljamdters dealing with
its opertions, but has no contl over the
Board. Legislation was intoduced last
year to eplace the CWB Commissioreer
with a poducerelected boat of directos
in order to incease the CWRB’account
ability to westen Canadian mduces.
Before the Igislation was passedowev-
er, new naional elections re called ér
June 2 All pending lagislation was eased
from the ecod and will need to beer
introduced after the mePadiament is
formed

The avnership stucture of the NZDB is
changng rapidly in the wake of recent
meigers betveen the NZDBS member
coopestives.Two of the NZDBS eleven
member coopetives nav account or
more than 75 peent of the milk
processeddr export. In adlition, the
NZDB is nav required under the
Companiegict of 1993 to adherto Nev
Zealands nev laws for private firms.

TheAWB, a Commonwalth coporation
directed ly one govemment oficial and
eight whea industy officials, is expected
to be pivatized on dlly 1,1999,when
tradedle shaes of theAWB’s Whed
Industy Fund (curently financed ly
assessments @ustrlian whed growers)
will be issued tAAustralian whed grow-
ers and nonttdedle shaes mg be issued
more bioadly to the pubic. The QSC,
incomporated in Queenslands run by a
boad of nine pivate-sector membsr

Although the éur major STES ae well
estdlished a gowing number of STES
in prospectve WTO member counigs ae
likely to come under satiny through the
accession mrtessWith this in mind sev-
eral countres, including the US,, contin-
ue to epress integst in geder trans
pareng of the actiities of STES.
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