
GENERAL AGREEMENT ON 

TARIFFS AND TRADE 

See bound volume for /rf$3 of this series 

for. rty/i <f rtmf A y * • 
RESTRICTED 

Spec(82)6 
4 February 1982 

WORKING PARTY ON STRUCTURAL ADJUSTMENT 
AND TRADE POLICY 

Exchange of Information on the Experience 
of AIL Contracting Parties with Regard to 

Structural Adjustment 

1. At the meeting of the Working Party on Structural Adjustment and Trade Policy 
on 2 July 1981, it was agreed that the secretariat should invite all contracting 
parties to provide by the end of 1981 the information required in paragraph 1Kb) 
of the Annex to L/5120, taking into account the objectives outlined in paragraph I 
of the Annex and the work already done (L/5177, paragraph 10). Paragraph 1Kb) of 
the Annex to L/5120 states that one of the tasks to be undertaken is "consistent 
with the GATT and the results of the MTN, an exchange of information and discussion 
on the experience of all contracting parties with regard to structural adjustment, 
along with an overall analysis of the experience". 

2. Contracting parties were invited in GATT/AIR/1742 of 13 July 1981 to provide 
the requested information. Submissions received so far from Chi le, the European 
Communities, Finland, Hong Kong, Pakistan, Singapore and Spain are reproduced in 
the Annex to this document. 

3. Some participants have underlined that, with a view to the usefulness of the 
exercise, they attach considerable importance to the fact that all members of the 
Working Party fulfil their obligation and make written contributions. These 
participants have also indicated that they would be prepared to participate in an 
examination of their contribution in the Working Party only when notifications of 
the other contracting parties participating in the Working Party have also been 
received. 

4. Delegations which have not yet submitted information are requested to do so as 
soon as possible. 



• 

Annex I 

COMPARATIVE SITUATION OF THE CHILEAN ECONOMY 
BEFORE AND AFTER THE REFORMS 

UNDERTAKEN IN 1973 

I . Economic po l i cy up t o 1973 

For more than f o r t y years the economic model appl ied by Chile was based 
on import replacement, dat ing back to the depression i n the 1930s and fu r the r 
i n t e n s i f i e d a f t e r the Second World War. 

At the p o l i t i c a l l e v e l , t h i s per iod was characterized by increasing 
State i n t e r ven t i on , to such an extent that the economy became v i r t u a l l y 
S ta te-cont ro l led and cen t ra l l y planned. 

Nevertheless, these Sta te -cont ro l led p ro tec t i on i s t po l i c ies d id not allow 
best use to be made of the country 's comparative advantages and at the same 
time resul ted i n economic growth rates much lower than i n the rest of the 
wor ld , wi th cont inua l ly r i s i ng i n f l a t i o n rates. 

Another consequence of these po l i c ies was great v u l n e r a b i l i t y of the 
external sector of the economy, where one s ing le export product - copper -
accounted for more than 90 per cent of the t o t a l value of exports. 

I I . S i tua t ion of the Chilean economy i n 1973 

The p r i n c i p a l charac ter is t i cs of the economic s i t u a t i o n in 1973 were the 
fo l l ow ing : 

1 . Existence of pr ice controls for many goods and serv ices, mainly consumer 
goods, causing tremendous d i s to r t i ons in the economy. 

2. Pronounced imbalance i n publ ic f inances, with a tax d e f i c i t equivalent 
to 23 per cent of product. 

3. I n f l a t i o n , measured by the wholesale pr ice index, reaching 1,147 per cent 
per annum. 

4. Stagnation in the producing sector and an exchange régime based 
p r imar i l y on the existence of a black market. 

5. Draining of i n te rna t i ona l reserves. 

6. Under-developed f i n a n c i a l market, wi th in te res t rates imposed by the 
a u t h o r i t i e s . 

7. Existence of ad valorem t a r i f f s ranging from 0 per cent to 750 per cent, 
the average rate being 105 per cent. 
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8. Existence of innumerable tariff barriers, which can be grouped in 
three categories: 

(a) Prior deposits: more than half of all goods authorized for 
import were subject to the lodging for 90 days of a prior deposit 
equivalent to 10,000 per cent of their value. 

(b) Prohibitions: 187 tariff headings were the subject of an import 
prohibition. 

(c) Visas: more than half of all goods authorized for import were 
subject to a visa requirement, with consequent delays due to 
bureaucratic formalities and the discretionary powers of public 
officials. 

The existence of barriers of this type was tantamount to direct or 
indirect import prohibition for more than 60 per cent of all goods. 

9. Multiple exchange rates. In June of the year under reference, for 
example, there were ten different exchange rates: the exchange rate 
applicable for foodstuffs was Esc 20 to the dollar, whereas the exchange 
rate applicable to imports of machinery was Esc 65 to the dollar and 
for tourism Esc 775 to the dollar. 

III. Economic policy since 1973 

This policy was based on two fundamental elements: 

(a) Outward-looking approach; and 

(b) The principle of the subsidiary rôle of the State, the latter 
taking responsibility only for activities in which it is more 
efficient than private enterprise, allowing increased support for 
the market mechanism as a means for allocating resources. 

The principal measures applied to implement this new policy were the 
following: 

1. Gradual elimination of price controls. 

2. Budgetary reform designed to balance the national budget; this target 
was achieved in 1975 for the budget in national currency and in 1979 
for the foreign exchange budget. 

3. Reform of the financial system with a view to liberalization of interest 
rates and development of capital markets. 

4. Reform of the provident system under which pension funds have been 
liberalized, allowing the individual depositor to capitalize his funds. 
This reform has made the labour factor more mobile. 
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5. Labour plan. This guarantees freedom of affiliation and contributions, 
allowing the workers to decide on the orientation of trade-union 
activities. The plan recognizes a basic right to 100 per cent of the 
cost-of-living increase as a minimum result of negotiation. 

6. Tax reform. Implementation of a verification system designed to 
prevent tax evasion, improvement of the income tax structure, 
replacement of the purchase and sales tax by a 20 per cent value-added 
tax. 

7. Customs reform. Progressive reduction of tariffs to a uniform level 
of 10 per cent which was attained in July 1979 for all imported goods, 
with the exception of products falling within certain customs headings 
of the motor vehicle sector, for which that rate will be reached 
in 1986. 

The trend in tariff rates over the period 1973-1980 can be seen from 
the following table: 

AVERAGE AND MAXIMUM TARIFF RATES 
BY SIX-MONTH PERIOD, 1973-1981T 

1973 

1974 

1975 

1976 

1977 

1978 

1979 

1980 

Period 

Second six-months 

First six-months 
Second six-months 

First six-months 
Second six-months 

First six-months 
Second six-months 

First six-months 
Second six-months 

First six-months 
Second six-months 

First six-months 
Second six-months 

First six-months 
Second six-months 

Average % 

105.0 

85.0 
65.0 

57.7 
47.7 

38.6 
32.4 

23.6 
20.0 

14.7 
12.7 

10.9 
10.2 

10.1 
10.1 

1 
Maximum % 

750 

750 
140 

140 
120 

120 
70 

70 
45 

24 
19 

14 
10 

10 
10 

Excluding the motor vehicle sector 
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As regards exchange policy, since 1973 a single basic exchange rate 
for exports and imports has been established at the rate of Esc 280 
to the dollar. Because of the fact that in Chile the copper-mining 
industry constituted a special case, a different rate of exchange was 
fixed for earnings from exports of that type (Esc 110 to the dollar). 

In addition, the Government adopted a policy of periodic and moderate 
devaluations in order to avoid deterioration of the real value of the 
exchange rate in relation with international price movements. 

Following the balance-of-payments surplus achieved in 1976, the 
national currency was revalued on two occasions, each time by 10 per 
cent in real terms. 

Since 1978, the authorities have been establishing an advance annual 
tabulation of the daily dollar rate, corresponding to a devaluation of 
the national currency by 21.4 per cent each year. 

Lastly, the price of the dollar was fixed at 39 pesos in mid-1979, 
and that value is still applicable. 
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Annex II 

STRUCTURAL ADJUSTMENT IN THE 
EUROPEAN COMMUNITY 

PART A - 6ENERAL 

I. Introduction 

The need for adjustment to constantly changing economic conditions is 
widely recognized and accepted in the European Community and its economic 
and industrial policies are designed to encourage such change. As the first 
in the world to industrialize, European economies have long had to cope with 
internally and externally generated transformation in the structure of their 
industries. In the past, however, adjustments usually took place during 
times of growth and expansion, when displaced labour could readily be 
absorbed by rapidly expanding sectors and investment levels were high enough 
to ensure steady improvement in productivity. 

The economic climate of the 1980s is grim. The European Community is 
faced with major challenges: energy reconversion, introduction of new 
technologies, trade challenges from industrialized countries and need to 
accommodate greater exports from the developing countries. The social and 
political consequences of the present situation constitute a heavy burden 
for the Community and make it more difficult to maintain the pace of the 
adjustment process than in certain other developed countries. In addition 
to the externally generated pressures for adjustment to which all economies 
are subject, the Community has to contend with internal constraints 
connected with migration within its borders and the need to ensure 
progressive integration of the Common Market. 

Although action in this area relates primarily to the internal affairs 
of both the member States and the Community - which by definition are not 
open to international negotiation - the effort to bring about structural 
adjustment in nonetheless grounded on external industrial and commercial 
relations that allow each partner to profit from existing complementarities 
and comparative advantages. From that point of view, the maintenance of an 
open system of world trade constitutes a powerful stimulus for each country 
to rationalize and improve its production structures. 

The European Community is the world's biggest international trader. 
Trade is vital to the development of the Community and its member States. 
The Community not only has one of the lowest average tariffs in the world 
but is also one of the contracting parties to the GATT with the greatest 
number of bound duties. Obviously a trade policy constructed on such 
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pillars cannot but be conducive to continuous structural adjustment. As noted 
in the GATT study on International Trade 1980/1981, "adjustment is an 
aspect of the market process" and the Community has amply demonstrated that 
it allows the process to exert its impact on the Community economy. 

II. Macro-economic situation and prospects 

Profound changes in the availability and relative costs of production 
factors during the past decade and major modifications in the structure of demand 
have created a pressing need for adjustment in all industrialized countries, 
including those of the Community. Successive increases in oil prices have 
had a depressing effect on the level of economic activity and the international 
monetary system has become increasingly unstable. As the Community remains 
one of the most open and important world markets, the impact of both increased 
price competition from developing countries and increased technological 
competition from certain industrialized countries has been particularly 
severe during the current recession. 

Owing to the general deterioration of the economic environment, the rate 
of growth of world trade fell back to 1.5 per cent in 1980, the lowest 
annual rate in twenty years, except for 1975. While European Monetary 
System currencies were fairly stable within the system, the external exchange 
rates of the major currencies fluctuated widely in spite of intervention by 
the monetary authorities; the fluctuations were due not only to imbalances 
in current payments positions but also to monetary-policy trends and interest 
rates in certain countries. 

Against this general background, the rate of the Community's economic 
growth slowed markedly in 1980: GDP increased by only 1.5 per cent, as 
compared to 3.4 per cent in 1979, and is expected to show a reduction of 
0.4 per cent in volume for 1981. The average annual growth rate for the 
Community over the period 1981-1985 is liable to be about 1.9 per cent, which 
is lower than the 2.2 per cent average for 1974-1980, and much lower than 
the 4.5 per cent trend rate of the 1960s. 

Over the past five years, inflation has been fuelled by the rise in 
external and domestic costs and rates have averaged about 10 per cent, as 
compared to 5 per cent from 1960 to 1973. There were two inflationary 
surges of over 12 per cent in 1974-1975 and 1980, due to the oil shocks, 
which added some 3.5 points to the consumer price index on each occasion. 

Owing to the present social-demographic situation, with the number of 
young people and women coming onto the labour market far outweighing those 
retiring from it, and to the unfavourable economic conditions, overall 
unemployment in the Community has risen rapidly in recent years; at the end 
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of October 1981 the rate of unemployment as a percentage of the active 
civilian population was estimated at 8.5 per cent, which means over 
9.7 million unemployed. Some groups are harder hit than others: in 
mid-1981 almost 40 per cent of the unemployed were under twenty-five years 
of age; women account for almost 43 per cent of the unemployed while 
constituting only 30 per cent of the active civilian population. Whereas 
between 1960 and 1973, 250,000 new jobs a year were created in the Community, 
the employment level in 1979 was practically the same as in 1973. The trend 
of investment is a key factor here: gross fixed capital formation increased 
during the 1970s at an annual rate of 2 per cent, as compared to 5.7 per cent 
during the 1960s. This decline in investment growth obviously affected the 
ability of the European economies to deal with the energy constraint, to 
bring down unemployment, to reduce unit costs and regional disparities, and 
more generally to make the structural adjustments needed to maintain their 
competitiveness in a free-trade context. 

It is clear therefore that the adjustment process is proceeding in an 
unfavourable general economic climate. In addition to the increasing 
obsolescence and often unfavourable location of much of its industrial 
infrastructure, that process in the Community is hampered by a number of 
social and regional constraints. Soci a I const rai nts. As already stated, 
at the end of October 1981 unemployment in the Community reached 8.5 per cent, 
with women, young people and workers in certain sectors and regions being 
much harder hit. Adjustment of the industrial infrastructure inevitably 
involves redeployment of labour and this trend has been aggravated in certain 
traditional industries by intense price competition and by the effort made 
to replace the labour factor with the capital factor in order to improve 
competitive positions vis-à-vis both industrialized and developing countries. 
In the past, labour displaced from agriculture and declining industry was 
absorbed first by industry and later by the service sector: 

CIVILIAN EMPLOYMENT 

(%) 

Agriculture 

Industry 

Services 

EEC (9) 

1970 

10.6 

43.3 

46.1 

100.0 

1979 

7.7 

38.9 

53.4 

100.0 

United States 

1970 

4.5 

34.4 

61.1 

100.0 

1979 

3.6 

31.4 

65.1 

100.0 
• 

Japan 

1970 

17.4 

35.7 

46.9 

100.0 

1979 

11.2 

34.9 

53.9 

100.0 

Source: Eurostat, Review 1970-1979. 
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White the trend in the Community has been satisfactory when compared to 
the United States and Japan, the industrial sector is still larger in the 
Community. The current demographic and economic situation in the Community 
calls for a greater expansion of jobs in the service sector than can at 
present be envisaged because of the dependence of a large number of 
service-sector jobs on developments in industry. 

But quite apart from the quantitative aspects, adjustment has also been 
apparent in the quality of products and the location of production: 

- 1980 products are very differnt from what they were in 1970. They 
are highly improved, reflecting not only adjustment to new 
international standards but also the specialization opted for by 
European producers; 

- over the last decade, European producers have also set up new plant 
in non-member countries where they benefit from the comparative 
advantage of lower unit costs, or where normal trading has been 
prevented by a restrictive trade policy in those countries. 

In spite of considerable labour-shedding in a number of sectors 
vulnerable to international competition there has been hardly any decline in 
the volume of output. 

EMPLOYMENT 

Textiles 

Clothing 

Iron and steel 

COOO) 
1973 1980 

1,848 

1,276 

775 

1,336 

943 

599 

Numbers of jobs 
lost 

- 512 

- 333 

- 176 

Source: Eurostat. 

Virtually all the growth in domestic demand has been met by imports so 
that the penetration of certain markets by non-Community producers has 
increased substantially: from 12 per cent in 1970 to 25 per cent in 1979 
for footwear; from 21 per cent in 1973 to 41 per cent in 1979 for textiles; 
and from 2 per cent in 1970 to 15 per cent in 1980 for motor-cars. The 
Community has, however, managed to maintain its market share in sectors that 
are capital-intensive and require highly skilled labour. These are the 
first to generate technical progress and to spread it (activities linked to 
research and development, telecommunications, machinery and engines, 
chemicals, energy). 
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The average annual growth-rate of imports of investment goods (in value 
terms) rose from 16.4 per cent in 1970-73 to 18.9 per cent in 1975-79, while 
that of exports declined from 12.9 per cent to 10.2 per cent. Although 
there are some exceptions these trends are due to various factors such as a 
deterioration in price competitiveness, and in certain sectors to the fact 
that technological adjustment has been too slow. In addition, the rate at 
which necessary adjustment proceeds in the traditional industries cannot be 
completely dissociated from the development of replacement industries. 

Competitive industrial activities have not yet expanded sufficiently to 
absorb the labour becoming available and make up for the value added that 
has been lost or will be lost owing to the continuing decline in the relative 
share of certain industries in the secondary sector. As a result, it is not 
possible to guarantee a satisfactory level of domestic employment. Over the 
past four years, the tertiary sector has managed to provide 2,300,000 jobs 
in market services and 1,000,000 jobs in government. But it cannot go on 
playing this rôle indefinitely (particularly as many of these jobs directly 
depend on industry) and great efforts will be needed in such promising areas 
as energy, micro-electronics, aerospace and biotechnology which can either 
take over from declining industries or, through the transformation of 
production methods, revitalize them by removing the obstacles to their 
progress. 

Regional imbalances 

Given the pressure of adverse economic conditions and a geographical 
distribution of economic activity dictated more by history than by the 
requirements of a modern society, there is a growing tendency towards 
divergence between the different regions of the Community. The regional 
disparities within the Community are more pronounced than those within 
individual member States. Moreover, the "out-migration" of surplus labour 
to the more developed regions, while improving the level of per capita 
income in some disadvantaged zones, has also impaired the potential 
development of certain regions. These regions have found it difficult to 
attract investment because of inadequate infrastructure, distance from the 
market and lack of skilled labour. Very often the fate of the economically 
weaker regions is tied to that of traditional industries such as textiles. 
Keener international competition has had considerable repercussions on such 
areas because they are often geared to labour-intensive low-technology 
production and find it difficult to attract replacement investment, 
particularly that which could bring anything like a comparable level of 
employment. 
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III. Community and national policies 

With economic growth slow and inflation rates excessively high, these 
problems have led to a change in the thrust of economic policies over the 
last few years, reflecting essentially a new attitude to the rôle, 
quantitative and qualitative, of the public sector in the economy. The 
various forms of government intervention - whether public expenditure and 
its financing, production activities through public undertakings, support 
measures, incentives or regulatory provisions - all have different effects, 
varying with their intensity and methods, on capital accumulation, the 
quality and availability of labour, the pace of technological innovation, 
and hence ultimately on the economy's structural adaptability. 

The present world situation makes it impossible to rely exclusively on 
traditional demand management policies; in several member States, the 
reduction of budgetary deficits has become a priority objective in combating 
inflation and an increase in the cost and the shortage of financial resources 
available for private investment. Special attention is also being given to 
current and capital expenditure and their rôle in stimulating and 
supplementing private-sector activity, and to tax incentives for saving 
and investment. 

All the member States of the Community intervene in varying degrees in 
the economy through public undertakings of State holdings. The need to 
restrain the growth of public deficits has generally led to stricter 
constraints as regards profitability, cost and price trends, financing 
conditions and quality of management of these undertakings. Nevertheless, 
they can be an important instrument in bringing about the adjustments 
required in such areas as energy, telecommunications and transport. 

A tendency to reassess measures that affect firms directly (financial 
and tax incentives, regulations,etc.) is also emerging, although to varying 
degrees, in the member states. It is increasingly realized that protective 
measures should be avoided which endanger increased productivity, impede 
adjustment by penalizing the most dynamic sectors of the economy, and entail 
high budgetary cost. 

It is being accepted that sectoral interventions should be kept to a 
minimum. Apart from the danger that they may freeze production structures, 
their effectiveness is in any case limited: adjustment can no longer be 
defined by strict reference to traditional sectoral categories and it is 
clearly dependent also on progress in such areas as energy saving, the 
dissemination of technological skills and the improvement of human capital. 
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The change in policy direction is quite obvious in the case of 
measures to help employment. The solutions adopted since 1975 to cope with 
the serious problems of adjustment have not been sufficient to promote 
adjustment on the scale required^ however/ budgetary constraints and the 
obvious incapacity of those measures to restore competitiveness have led the 
member States to adopt other measures more consonant with positive 
adjustment^ such as improving vocational training and contributing towards 
its cost/ granting assistance or tax exemption for the creation of new jobs -
particularly for certain categories of workers hard hit by the recession - or 
helping to reduce the costs associated with a more rapid compression of the 
work—force in certain ailing sectors. 

The need to reduce market rigidities created by public intervention has 
for example led to price decontrol and to the promotion of competition by 
closer surveillance of restrictive practices, in several countries/ the 
whole range of regulations/ often of an administrative nature/ has been 
redrafted since their simplification and moderation are more than likely to 
improve the operating conditions of firms. 

Another aspect of the trend towards a freer play of market forces is 
the special importance being accorded to small and medium business. There 
have been numerous measures to reduce the disadvantages faced by such 
enterprises, for example/ in access to capital/ information/ technology 
and certain services concerned with market prospection and penetration/ 
without depriving them of the advantages derived from operating on a modest 
scale. 

The Community has contributed to adjustment both through its own 
policies and through the co-ordination of national policies. At the macro-
economic level, the creation of the European Monetary System has contributed 
to a certain stability of exchange rates and has provided a coherent 
framework for the administration of economic policies. Action by the 
Community to maintain and improve free trade within the Common Market has 
led to a freer operation of market forces/ thereby exerting constant pressure 
towards competitiveness, and therefore adjustment. 

Community policies in the field of competition and co-ordination of 
national measures have enhanced the natural tendency of market forces to 
bring about necessary structural changes. In the industrial field/ the 
Community has been led, because of its institutional responsibilities in 
matters of competition and trade policy/ and its powers under the ECSC 
Treaty, to take direct action in respect of certain sectors exposed to very 
strong pressure to adjust. Rules have been drawn up governing the 
intervention of the States in sectors in difficulty and in less developed 
regions which are designed to discourage the member States from maintaining 
the status quo and to improve the prospects of adjustment. 
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PART B; SPECIAL CONSIDERATIONS IN THE AGRICULTURAL SECTOR 

I. Specific constraints 

On the whole, structural changes in the agricultural sector take place 
at a slower rate than in other sectors. This phenomenon is attributable to 
a number of factors, both at the domestic level, in terms of the countries 
concerned, and at the international level. 

1. At the domestic level 

National policies have been developed which aim at objectives that are 
not directly related to market rules: for example, strategic, social (with 
a view to raising the income of farmers to a level close to that of other 
categories), environmental and regional objectives, which at the national 
level often assume an imperative character from the point of view of 
general economic policy. 

In this connexion, it is interesting to note that 45 per cent of the 
Community's useful agricultural area consists of permanent grassland and 
meadowland, which offer practically no possibilities of utilization other 
than for stock-farming. 

What is more, these crops grown cannot be abandoned for overriding 
reasons, such as soil conservation. 

2. At the international level 

The instability of international markets for agricultural products 
constitutes, in our view, a considerable brake on the process of adjustment 
of agricultural structures. As can be seen, price fluctuations in these 
markets are becoming increasingly wide, rapid and frequent. These 
fluctuations are attributable to: 

- the smallness of the quantities traded in comparison to the 
volume of world production and the volume traded in domestic markets, 

- irregular and often unpredictable demands for large quantities of 
foodstuffs, 

- speculative operations, 

- shortages or surpluses resulting from the hazards of the weather, 

- international monetary instability, which exacerbates price 
movements, 

- the fact that there are practically no international stabilization 
agreements for farm products. 
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In the shorter term, there is a further constraint consisting of the 
unavoidable slowness with which agricultural production reacts to domestic 
and international price fluctuations, which leads to an alternating cycle of 
over- and under-production. 

3. Food security 

In view of the uncertainties of the international market, the 
imperatives dictated by security of supply and the constraints characteristic 
of the agricultural sector, all countries are clearly trying to raise their 
level of self-sufficiency. 

Most of mankind's food is obtained and will continue to be obtained in 
the country in which it is consumed. 

The principle of self-sufficiency has even been recognized by the World 
Food Conference as a priority general-policy objective for developing 
countries. The concept of self-sufficiency plays a significant rôle in the 
context of major international, regional and national options. 

It must be stressed, moreover, that there is no contradiction between 
the importance attached in most countries to the need for a high degree of 
food self-sufficiency and a vigorous expansion of international trade in 
food products. Even where the production of certain food products in their 
final form completely meets national needs, it may still depend on imports 
for a large proportion of the ingredients required in that production (for 
example, imports of vegetable proteins for use in animal feed). 

4. Need to support agriculture in relation to other sectors 

Governments began to support agriculture during the economic depression 
of the 30s, for otherwise many farms would have disappeared. 

Since then, support programmes have been widely employed, in particular 
to: 

- stimulate production especially when there are shortages, 

- compensate farmers for the effects of higher input costs, rises in the 
general cost of living and wage increases obtained by other groups of 
workers under collective agreements, 

- slow the exodus from, and the depopulation of, the countryside, 

- protect farmers from the general tendency of producer prices to weaken 
because the high fixed-costs encourage them to produce as much as 
possible. 
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II. Agricultural policy of the EEC 

1. Objectives 

The EEC has adopted an agricultural policy whose objectives are to: 

- raise productivity, 

- provide the agricultural population with an equitable standard of 
living, 

- stabilize the markets, 

- ensure the food supply, 

- provide reasonable prices for deliveries to consumers. 

After approximately twenty years of application of this policy, it may 
be said that the above objectives have, to a considerable extent, been 
attained. 

2. Main features of the economic and social state of agriculture in the EEC 

The agricultural situation in the Community is marked by a great variety 
of soil, weather, structural, marketing and other conditions. The following 
diagram of the utilized agricultural area clearly shows how crops are 
distributed in the Community. 

In spite of the wide diversity of conditions, it is nevertheless a fact 
that there is a common development of certain aspects of the economic and 
social situation of European agriculture, namely: 

- relative reduction of the share of agriculture in the totality of 
economic activities, 

- decreased number of farms and smaller agricultural labour force, 

- increased productivity and output for all products in spite of a 
slight overall reduction in the utilization of land, 

- persisting gap between agricultural and non-agricultural income, 

- large differences of income within the agricultural sector, 

- inadequate production and marketing structures, 

- continued imbalances between the supply and demand of certain 
agricultural products. 
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Distribution of Utilized Agricultural Area and of Final Production 
in the Community by Crops and Products Respectively 

in Per Cent 

UTILIZED AGRICULTURAL AREA 
1976 

Permanent crop land (5*) 

Vineyards (3*) 
Olive groves (1*) 
Fruit trees (1*) 

Permanent 
grass- and 
pasture-land (H$%) 

Arable land (50*) 

For cereals (29*) of which: 

Wheat 122%) 

Barley (10*) 

Maize (356) 

Other (4*) 

Root crops (fjf) of which: 
Potatoes (1*) 
Sugar beet {2%) 
Fodder beet and other (1%) 

Green fodder (11*) 

Other vegetables (6%) 

FIHAL PRODUCTION 
1976 

Ani*al(59*) 

Eggs (4*) 

Misoellaneous (1*) 

Mille &9*) 

Miscellaneous [1%) 

J 

Other animal products (2; 

Poultry ( W 

Pig» (13*) 

Bovine cattle including calves (X6%) 

Vegetable (40*) 

Grains (10*) 

Potatoes (5*) 

Other root crops (3%) 

Fruit and vegetables (11*) 

• Wine (5*) 

Olive oil (1*) 

Other vegetable products (5*) 
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III. Principal instruments of the Community's Agricultural Policy 

The two main instruments of the Community's Agricultural Policy are: 
pricing and marketing policy and structure policy. 

It is through the use of these two instruments that the Community seeks 
to attain the objectives of its agricultural policy and thus to promote the 
adjustments required at the levels of the farm, the Community and the 
international market. 

A. Pricing and marketing policy 

1. Sphere of application 

Support prices apply to approximately 70 per cent of the Community's 
agricultural production, namely: milk, cereals, rice, sugar, beef and veal, 
pigmeat, sheepmeat, certain fruits and vegetables, table wine, and fishery 
products. 

Other products, representing approximately 17 per cent of production, 
such as eggs and poultry, flowers, other wines and other fruits and 
vegetables, are only accorded certain protective measures at the frontier. 

Durum wheat, olive oil, certain oilseeds and tobacco, constituting a 
little less than 3 per cent of the Community's agricultural production, 
benefit from compensatory payments, while the remaining products - cotton, 
flax and hempseeds, hops, silkworms, other seeds, dehydrated fodder, 
amounting to 0.5 per cent of production - receive lump-sum aid by the 
hectare or by quantity produced. 

Pricing policy pursues several objectives simultaneously, including 
influencing the supply of products subject to Community organization of the 
market, while ensuring an equitable level of income for farmers. 

This pricing and trading policy for agricultural products has 
unquestionably led to a remarkable stabilization of the Community's 
agricultural markets. 

The effects may be judged in the light of the development of the 
Community's agricultural trade with third countries. For a number of years 
now, the trend has been to decelerate the rise in internal prices and to 
bring them closer to world prices where the latter are lower. 

2. Trade with third countries 
> 

The Community, which absorbs 26 per cent of world agricultural imports, 
is by far the biggest importer of agricultural products. It has also become 
the world's second largest exporter, although far behind the United States. 
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Imports of the nine-member Community increased regular ly and 
progressively from ECU 24.2 b i l l i o n i n 1973 to ECU 42.21 b i l l i o n i n 1980, 
representing a growth of 74 per cent. 

Developing and i ndus t r i a l i zed countr ies each furnished 46 per cent of 
these imports, the remaining 8 per cent being accounted for by Sta te- t rad ing 
countr ies. 

It is worth noting that over the period referred to, the expansion of 
imports from developing countries has been more dynamic, with a growth of 
87 per cent, as against 54 per cent for industrialized countries and 32 per 
cent for State-trading countries. 

EEC exports have also shown very dynamic expansion, rising from 
ECU 7.5 billion in 1973 to ECU 19.52 billion in 1980, an increase of 160 per 
cent. They now account for nearly 10 per cent of world agricultural exports. 

With a ratio of exports to imports of about 0.3, the Community's 
agriculture has a very unfavourable influence on the external balance of the 
EEC. The Community pays a heavy bill to ensure its agricultural supplies. 
It is also interesting to note that the Community's agricultural trade deficit 
increased by 50 per cent in absolute terms between 1978 and 1979. 

It is further worth noting that EEC exports that do not receive refunds 
have experienced greater expansion than those receiving refunds. The former 
accounted for 33.8 per cent of EEC total agricultural exports in 1973, and 
36.2 per cent in 1979. 

This development of exports unquestionably provides a positive response 
to the severe problems encountered by the developing countries in meeting 
their needs for agricultural products and thus serves to improve the world's 
food security. 

Mention need only be made of the fact that the developing regions, which 
are inhabited by 70 per cent of mankind, furnish only a little more than 
30 per cent of world food production and are increasingly dependent for basic 
foodstuffs on the developed countries. Recent forecasts indicate needs which, 
in the next few years, may amount to 100 million tons. 

Another fact, relating to the aaima-lrfeed sector, is demonstrated by the 
Community's trade with third countries. 

Imports of products used mainly for feeding animals have increased 
spectacularly. 
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Apart from fodder grains, where the Community's imports are declining 
(in 1980 the volume imported amounted to 10.7 million tons), imports of 
products for animal feed rose from 21 million tons in 1974 to 39.5 million 
in 1980, an increase of 88 per cent. 

These figures are indicative not only of the essential rôle of stock-
farming in the Community's agricultural economy but also of its importance 
to third-country suppliers of animal-feed products. 

Thus, every year, the Community converts into milk and meat 50 million 
tons of feed imported from third countries, over and above its internal 
production of feed products. 

The following table provides some examples of such imports by the 
Community between 1973 and 1980. 

Products 

Gluten feed 

Manioc roots 

Soyabeans 

Soyabean oi lcakes 

Provenance 

Third countr ies 
of which 
developing countr ies 

Thi rd countr ies 
of which 
developing countr ies 

Third countr ies 
of which 
developing countr ies 

Third countr ies 
of which 
developing countr ies 

TOTAL 

1,000 tons 

1973 

694* 

65 

1,667 

1,433 

6,666 

1,157 

3,280 

937 

12,327 

1980 

2,596 

101 

4,866 

4,530 

11,754 

1,894 

7,175 

3,441 

27,391 

Share i n % 

1973 

9.4* 

86.0 

17.4 

28.6 

1980 

3.9 

93.1 

16.1 

48.0 

* 
1974 figures (1973 not available) 

3. The pricing policy does not suffice to solve the problems of such a 
complex situation ~ 

While income support by influencing prices has certainly brought about 
a general increase in farmers* income, it has been of more benefit to large 
farms, and this is leading to a growing disparity of incomes within the sector. 
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The profitability of a farm cannot be ensured solely by higher prices, 
since there are other factors which often have a greater impact on profita
bility than prices, such as interest rates, natural factors, weather 
conditions, a combination of input elements, the size of the farm, etc. 

Increased productivity, in combination with the operation of the 
Community's pricing policy, has resulted in surplus stocks, whose disposal 
has proved to be very costly. In order to remedy this situation, the 
Community has, for the last three marketing years, adopted a very firm 
attitude in fixing prices. This policy of prudence as regards price increases 
has already resulted in a reduction of guaranteed prices by about 12-13 per 
cent in real terms. 

The Community has also applied, in the case of milk and sugar, the 
notion of co-liability of producers for costs connected with the disposal of 
those products on the world market. 

Export refunds for sugar are now entirely repaid by producers. 

In order more fully to achieve the objectives of its agricultural policy 
and to deal with the inadequacies of pricing and marketing policy, the 
Community has adopted an agricultural structure policy. 

B. Agricultural structure policy 

1. Salient features of agricultural structures in the EEC 

A relatively important structural change is taking place in the 
agricultural sector. 

Farms have been gradually increasing in size. In the last ten years, 
the number of farms has decreased by about 18 per cent, and at the present 
time more than half of them have less than ten hectares; only 6 per cent are 
larger than fifty hectares, but they account for 40 per cent of the utilized 
agricultural area. 

The production structure is thus still dominated by small and medium 
farms. 

Increasing the size of farms is becoming more and more difficult owing 
to the rising price of land and high interest rates. There is consequently 
not much movement in land ownership. 

Moreover, it is also becoming difficult for young people to go into 
farming because of the high charges associated with the acquisition of a 
farm. 
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The overall active agricultural population of the nine-member Community 
has suffered a serious exodus: from 17 million persons at the beginning of 
the 1960s, there were only 7.7 million at the end of the 1970s. 

That exodus took place largely when the economy was prosperous. At 
present, the reduction in the number of farm workers has slowed to about an 
annual rate of 2 to 3 per cent. 

As to investment, the capital needed to acquire an additional unit of 
production is much higher (more than 100 per cent) than in the industrial 
sectors. The debt burden of farmers is also rapidly increasing, particularly 
in the case of small farms. 

The agricultural structure policy introduced by the Community seeks to 
respond to the problems faced by farmers and, within the means available to 
it, its structure policy is contributing all it can to the correction of 
certain structural imbalances of the market which are characterized by 
surplus production. 

2. The general directives of 1972 

The real common policy started with the implementation of three 
directives which, taken together, had as their principal aim to develop 
modern farms capable, by the adoption of rational production methods, of 
ensuring an equitable income and satisfactory working conditions for the 
farmers concerned. 

That policy consists of: 

- a system of selective investment aids for farmers who undertake to 
carry out a development plan for their farm, 

- the introduction of a series of measures designed to encourage the 
cessation of agricultural activity and the use of the area thus freed 
for purposes of structural improvement, 

- the granting of aid to improve and expand a system of socio-economic 
information and vocational training, or of retraining for persons 
working in agriculture. 

The directives deal with: 

- modernization of farms, 

- encouragement of cessation of agricultural activity and diversion of 
agricultural areas to purposes of structural improvement, 

- socio-economic information and the acquisition of professional skills 
by persons working in agriculture. 
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3. Agriculture in mountain and other disadvantaged zones 

The problems posed by structural adjustment vary greatly in nature, 
form and seriousness, depending on the many different regions of the EEC. 

In 1975 the Community had to adopt a specific approach in certain 
regions permanently faced with natural obstacles. 

This approach consists of a special aid system, in particular in the 
form of compensatory allowances whose amounts are determined by the natural 
handicaps which complicate the work of farmers in mountainous and other 
particularly disadvantaged zones. 

4. Measures in favour of Mediterranean zones 

Considering that agriculture is of vital importance to the economy of a 
region and that it is indispensable for soil conservation, the Community, in 
1979, introduced a series of measures in favour of Mediterranean zones 
consisting of: 

- the financing of special measures in the Italian Mezzogiorno, and in 
the French regions of Corsica, Languedoc and Midi-Pyrénées, dealing 
with: 

- processing and marketing of agricultural products, 

- irrigation, 

- restructuration and reconversion of vineyards, improvement of publi 
facilities in rural areas, 

- flood protection, 

- development of sylviculture, 

- development of agricultural advisory services. 

5. Recent structural measures 

Additional social-structure measures were adopted by the Council on 
30 June 1981. 

They concern: 

- modification of the social-structure directives of 1972, 

- l imi tat ion of investment aid for certain surplus crops, 

- special measures for certain disadvantaged areas and integrated 
regional actions. 
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Annex III 

INFORMATION ON STRUCTURAL ADJUSTMENT IN FINLAND 
PURSUANT TO GATT DOCUMENT L/5120 (ANNEX) 

Struc tura l developments 

In Finland s t r u c t u r a l adjustment i s a phenomenon which has been going on 
spontaneously and without d i rec t government in te rvent ion during the century 
and more fo r which there are s t a t i s t i c s . In the ear ly stages t h i s meant 
i n d u s t r i a l i z a t i o n with the share of primary production decreasing in favour 
of manufacturing, construct ion and re lated a c t i v i t i e s . Later on the share 
of industry continued to grow but at a slower r a t e , and in recent decades 
the production of services has been the most dynamic area of the economy 
(chart A) . 

A. FINLAND: GROSS DOMESTIC PRODUCT BY INDUSTRIES 
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The marked changes in the production s t ruc ture have continued in the 
post-war per iod . Transfer gains due to d i v e r s i f i c a t i o n of output have cont r i 
buted s i g n i f i c a n t l y to the growth of gross domestic product. The s h i f t away 
from agr icu l tu re and fo res t ry has mainly benef i ted the service sector. In 
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Finland, Like in other mature economies, immaterial production now accounts 
for more than half of aggregate output. The relative importance of manu
facturing has grown slowly but consistently. 

1. Finland: Value added in basic values by kind of economic 
activity, per cent 

1960 1970 1980 

Agriculture, forestry, fishing 
Mining and quarrying 
Manufacturing 
Electricity, gas and water 
Construction 
Trade, restaurants and hotels 
Transport and communication 
Other services 
Total 

19 
1 
25 
3 
9 
11 
8 
24 
100 

13 
1 
27 
3 
9 
11 
8 
28 
100 

9 
1 
29 
3 
7 
12 
8 
31 
100 

Much of the t rend towards an increasingly d i v e r s i f i e d i n d u s t r i a l 
s t ruc ture has taken place w i th in sectors and i s not evident from the aggregate 
data in table 1 . Thus, i n manufacturing the shares of the t r a d i t i o n a l wood-
based indust r ies have diminished and those of the metals and engineer ing, 
chemical, and consumer goods indust r ies have expanded. This has been evident 
also in recent years. The output of the metals and engineering and other 
non - t rad i t i ona l indust r ies was more r e s i l i e n t during the downturn of economic 
a c t i v i t y in the middle of the 1970s and advanced fas ter during the surrounding 
periods of prosper i ty than did the production of the wood, pulp and paper 
indust r ies (chart B) . 

B. FINLAND: VOLUME INDEX OF INDUSTRIAL PRODUCTION 
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Trade and trade policy 

As a small industrialized country, Finland is greatly dependent on 
international trade. In order to secure needed imports and to create for 
Finnish exports equal competitive conditions, Finland has based its trade 
policy on the concept of an open economy. In 1980 total exports as well as 
imports of goods and services accounted for more than one third of gross 
domestic product. The world-wide lowering of import barriers has also in 
Finland facilitated the growth of foreign trade. Finland acceded to the 
General Agreement on Tariffs and Trade (GATT) in 1950 and has actively 
participated in the numerous multilateral GATT negotiations aiming at the 
lowering of tariffs and the codification of international trading rules. 
When the economic integration process accelerated in Europe, Finland had to 
react. It became an associate member of the European Free Trade Association 
(EFTA) in 1961, and by the end of 1967 the customs duties on industrial goods 
had been abolished in trade between the EFTA countries. In 1973 Finland 
concluded free trade agreements with the European Economic Community (EEC) 
and the European Coal and Steel Community (ECSC). According to these agree
ments, the tariffs on industrial goods were mutually abolished in mid-1977, 
except tariffs on products of certain sensitive industries, where the longest 
transition periods extend to 1984. 

Finland has concluded with the USSR and a number of East European 
socialist countries, as well as with several developing countries, a series 
of commercial, economic, industrial and technical co-operation agreements, 
which have contributed to the expansion of trade between Finland and these 
countries. Finland extends preferential tariff treatment to 130 developing 
countries under the Generalized System of Preferences (GSP). 

The various liberalization schemes have led to a drastic reduction in 
the overall level of import duties and levies. 

2. Finland: Import duty and import levies as percentage of total imports 

1956-1960 16.5 
1961-1965 11.0 
1966-1970 5.5 
1971-1975 2.7 
1976-1980 1.7 

1980 1.4 

Finnish merchandise exports consist mainly of manufactures. Forest 
industry products have had and still have a central position, but products of 
the metal and engineering industries have continually gained in importance. 
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The chemical, textile and clothing, ceramic and art glass industries have 
increased their foreign deliveries in hard international competition. Within 
most branches there has been a trend towards higher degree of processing with 
resulting increased value added content of exports. 

3. Finnish exports by industries, per cent 

1960 1970 1980 

Wood industry 27 16 15 
Paper industry 42 39 30 
Metal and engineering industry 15 25 29 
Other manufacturing 4 14 24 
Other industries 12 6 2 

Total 100 100 100 

The composition of Finnish imports has traditionally been fairly stable. 
The sharp rise in oil prices since 1973 has naturally increased the shares 
of crude oil and fuels in total imports. The slightly falling trend in the 
shares of investment goods and consumer goods may be interpreted as due to 
the increasing diversification of the Finnish production structure. 

4. Finnish imports by use of goods, per cent 

1960 1970 1980 

Crude oil 2 6 20 
Other raw materials and production 
necessities 49 56 46 

Fuels and lubricants 8 4 7 
Investment goods 25 18 14 
Consumer goods 16 16 13 

Total 100 100 100 

As to the geographical composition of trade, the share of the EFTA area 
and particularly Sweden has increased most over the long term. However, 
after the oil price rises since 1973 the Soviet Union, which accounts for the 
major part of Finland's trade with the countries of the Council of Mutual 
Economic Assistance (CMEA), became Finland's largest trade partner, as two 
thirds of oil and part of coal are imported from the USSR. Since over 
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one quarter of oiL imports originate in OPEC countries, their share in total 
imports has risen sharply in recent years. Finland has also increased its 
exports to the OPEC countries (Chart C). 
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The integration of markets in Western Europe following the establishment 
of free trade in industrial products within EFTA and with the European 
Community has been instrumental in bringing about the considerable expansion 
and diversification of exports in the last two decades. The growth of 
exports, in turn, has been the main reason for the comparatively fast rate of 
structural change in the Finnish economy as a whole. 

Government policies 

Finland is an open market economy. The economic system is based on the 
principles of free enterprise and free competition. The Government can 
prohibit restrictions of competition with harmful effects. 
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In Finland industrial policy aims mainly at the creation and development 
of favourable general conditions for industrial performance. The Government 
does not explicitly try to influence the channelling of resources into certain 
branches, for instance those that promise to show high growth and effective 
resource utilization. This is because all industrial sectors may include 
promising activities at the firm or product level. 

The contribution of government agencies to decisions concerning the 
direction of production has consisted mainly of studies outlining the present 
and probable future rôles of various industries. These studies provide 
analyses of the current economic situation and developments in broad sectors 
as well as information on major current or expected constraints and problems. 

Only in very few cases have there been interventions in the adjustment 
process from outside industry. These have mostly been justified by a need 
to prolong the time of adjustment in order to maintain employment and avoid 
grave social disallocations. The defensive industrial policy measures 
introduced in recent years have been modest in terms of volume, temporary 
and short-term. No action concerning industrial sectors as a whole has been 
taken. Nor has the State in recent years taken over individual enterprises 
in economic difficulties. 

Furthermore, there is normal State participation in efforts to improve 
the overall conditions of economic activity, in conformity with inter
nationally sanctioned norms. The Government does not supply sectorial aids, 
but only general incentives. These programmes comprise regional measures in 
favour of development areas so designated by law, export promotion in the 
form of assistance for market research and establishment of private sales 
organizations abroad as well as for participation in trade fairs held abroad, 
and various supports for product development. 

Evaluation of the adjustment process 

In Finland with its market economy and open foreign trade system it is 
a fairly generally held conception that the relative lack of direct govern
ment intervention in the activities of enterprises has benefitted structural 
adjustment and foreign trade. It is thought that the high degree of self-
reliance that this policy stance entails is one of the reasons for the 
relatively favourable development of productivity and profitability in recent 
years. As firms have not been able to rely on public support, they have been 
forced to compensate for increased domestic and foreign competition by 
rationalization, specialization and intensified sales efforts abroad, which 
has had a beneficial effect on the external balance. It is the opinion of 
all important economic interest groups that the key to continued prosperity 
is the maintenance of the international competitiveness of Finnish products. 
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Annex IV 

HONG KONG'S SUBMISSION IN RESPONSE 
TO GATT/AIR/1742 

Hong Kong foLLous a po l i cy of f ree trade and f ree en terpr ise . Other 
than the prov is ion of i n f r a s t r u c t u r a l f a c i l i t i e s , the Hong Kong Government's 
p r i nc ipa l rô le in the economy i s to ensure a stable framework in which trade 
and industry can funct ion e f f i c i e n t l y and e f f e c t i v e l y wi th minimum of 
in ter ference. There i s no pro tec t ion or subsid izat ion of i ndus t r i es . A l l 
indust r ies in Hong Kong have to make adjustments themselves in order to 
remain compet i t ive. 

2. Hong Kong re l i es on the GATT as the cornerstone of i t s commercial p o l i c y . 
I t maintains no contro l over i t s expor ts , imports and re-exports other than 
those a r i s ing from i t s i n te rna t iona l ob l iga t ions or exercised fo r the 
purpose of hea l t h , safety and secu r i t y . 

3. Manufacturing has been and remains the mainstay of Hong Kong's economy. 
However, the r e l a t i v e importance of the manufacturing sector has declined in 
recent years in favour of the f i nanc ia l sector , as can be seen from the 
fo l lowing t ab le : 

Economic sector 

Primary sectors : 

Agriculture and fishing 
Mining and quarrying 

Secondary sectors ; 

Manufacturing 
Electr ici ty, gas and water 
Building and construction 

Tertiary services sectors: 

Wholesale and r e t a i l trades, and 
restaurants and hotels 

Transport, storage and communications 

Financing, insurance, real estate and 
business services 

Community, social and personal services 

Activities not adequately defined 

Conti 
Hong Ï 

1971 

ls2 
1.8 
0.1 

34.8 

28.1 
1.8 
4.9 

63.3 

19.5 

6.8 

17.5 

18.9 

0.6 

•ibutions to 
[ong's G.D.P. 

1976 

111 
1.4 
0.1 

2&JL 
28.3 
1.7 
5.4 

63.1 

21.1 

6.8 

17.9 

17.0 

0.3 

1980 

1.2 

1.1 
0.1 

21*1 

26.7 
1.9 
6.7 

6̂ 5 

18.8 

6.5 

22.0 

l6.o 

0.2 

Share of work force 
emnloyment 

(% of total work force) 

1971 

iL2 
4.0 
0.3 

54.0 

42.8 
0.5 
10.7 

41.7 

13.1 

7.2 

4.5 

15-3 

1.6 

1976 

2.6 

2.5) 
0.1) 

21*2 

45.0 
0.5 
5.7 

46.2 

19-2 

7-4 

3.3 

15.0 

1980 

1.4 

1.4 

49.8 

41.7 
0.5 
7-6 

48.8 

20.3 

7.5 

4.9 

16.1 

1.3 negligible 
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4. The relative decline of the manufacturing sector can in part be 
attributed to Hong Kong's natural environmental constraints, particularly 
the severe shortage of land. However, external factors such as elimination 
of Commonwealth Preference and discrimination against Hong Kong in GSP and 
the intensification of restraint on the most important element of exports, 
namely, textiles and clothing, have adversely affected the rate of growth 
of Hong Kong's exports. The last of these factors is a reflection of a Lack 
of structural adjustment in the overseas markets concerned. 
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Annex V 

PAKISTAN - STRUCTURAL ADJUSTMENT AND TRADE POLICY 

(a) Pakistan's economy has undergone some structural change during the recent 
past. These changes are reflected in the growth rate and composition of GDP 
and trade and balances-of-payments position. 

(i) The growth rate in GDP on constant prices during 1976-1977 to 
1980-1981 is given below: 

GDP AT CONSTANT FACTOR COST - 1975-1976 

(US$ million) 

Year 

1976-1977 

1977-1978 

1978-1979 

1979-1980 

1980-1981 (provisional) 

GDP 

4,215 

4,526 

4,736 

5,066 

5,356 

Growth rate (%) 

2.52 

7.4 

4.7 

7.0 

5.7 

( i i ) The share of a g r i c u l t u r e , manufacturing and services sectors i n 
GDP during 1976-1977 to 1980-1981 i s given below: 

(US$ m i l l i o n ) 

Sector 

Agriculture: 
% Share: 

Manufacturing: 
% Share: 

Services: 
% Share: 

1976-1977 

1,413.9 
(33.5) 

632.1 
(15.0) 

309.1 
(7.3) 

1977-1978 

1,450.9 
(32.1) 

690.2 
(15.2) 

335.2 
(7.4) 

1978-1979 

1,493.8 
(31.5) 

721.7 
(15.2) 

354.5 
(7.5) 

1979-1980 

1,597.4 
(31.5) 

790.1 
(15.6) 

374.8 
(7.4) 

1980-1981 
(provisional) 

1,667.9 
(31.1) 

862.8 
(16.1) 

396.4 
(7.4) 
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( i i i ) Changes i n the balance of trade during 1976-1977 to 1980-1981 i s 
as under: 

Year 

1976-1977 

1977-1978 

1978-1979 

1979-1980 

1980-1981 

Exports 

1,140.8 

1,311.2 

1,709.6 

2,364.7 

2,957.5 

Imports 

2,324.5 

2,809.6 

3,675.6 

4,740.3 

5,408.4 

Balance 

(-) 1,183.7 

(-) 1,498.4 

(-) 1,966.0 

(-) 2,375.6 

(-) 2,450.9 

(US$ million) 

Exports on 
percentage of imports 

49.0 

46.7 

46.5 

49.9 

54.7 

( i v ) Export earnings have shown a remarkable recovery during the years 
1976-1977 to 1980-1981. The growth of exports i s ind icated below: 

(US$ mi I l ion) 

Year 

1976-1977 

1977-1978 

1978-1979 

1979-1980 

1980-1981 

Exports 

1,140.8 

1,311.2 

1,709.6 

2,364.7 

2,957.5 

Growth rate 
(% Change) 

0.4 

14.9 

30.4 

38.8 

25.0 

(v) The composition of exports has changed during the years 1976-1977 
to 1980-1981. The fo l low ing table indicates the economic category-
wise exports: 

Economic category 

(i) Primary commodities: 

(ii) Semi-manufactures: 

(iii) Manufactured goods: 

TOTAL 

1976-1977 

466.9 
(40.9%) 

190.7 
(16.7%) 

483.2 
(42.4%) 

1,140.8 
(100%) 

1977-1978 

468.1 
(35.7%) 

193.1 
(14.7%) 

650.0 
(49.6%) 

1,311.2 
(100%) 

1978-1979 

552.9 
(32.3%) 

352.4 
(20.6%) 

804.3 
(47.0%) 

1,709.6 
(100%) 

(US! 

1979-1980 

993.8 
(42.0%) 

355.5 
(15.0%) 

1,015.4 
(43.0%) 

2,364.7 
(100%) 

; mi I lion) 

1980-1981 

1,295.4 
(43.8%) 

335.3 
(11.3%) 

1,326.8 
(44.9%) 

2,957.5 
(100%) 
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(vi) The growth in imports and their composition is indicated below: 

IMPORT GROWTH RATE 

(US$ million) 

Year 

1976-77 

1977-78 

1978-79 

1979-80 

1980-81 

Imports 

2,324.5 

2,809.6 

3,675.6 

4,740.3 

5,408.4 

— — — -

Growth rate (% change) 

12.4 

20.9 

30.8 

29.0 

14.1 

COMPOSITION OF IMPORTS (ECONOMIC CATEGORYWISE) 

(US$ million) 

Category 

Consumer goods: 

Raw mater ia l fo r 
consumer goods: 

Raw mater ia l fo r 
cap i ta l goods: 

Capital goods: 

TOTAL 

1976-77 

368.8 
(15.9%) 

924.0 
(39.8%) 

147.8 
(6.3%) 

883.9 
(38.0%) 

2,324.5 
(100%) 

1977-78 

561.1 
(20.0%) 

1r113.5 
(39.6%) 

194.0 
(6.9%) 

941.0 
(33.5%) 

2,809.6 
(100%) 

1978-79 

792.1 
(21.6%) 

1,557.2 
(42.4%) 

218.2 
(5.9%) 

1,108.1 
(30.1%) 

3,675.6 
(100%) 

1979-80 

757.6 
(16.0%) 

2,003.5 
(42.3%) 

294.5 
(6.2%) 

1,684.7 
(35.5%) 

4,740.3 
(100%) 

1980-81 

785.4 
(14.5%) 

2,710.3 
(50.1%) 

409.6 
(7.6%) 

1,503.2 
(27.8%) 

5,408.4 
(100%) 

(b) Government policies towards structural adjustment: 

The Government has adopted a package of policies to sustain agriculture 
production, create conditions conducive to industrialization and development, 
boost exports, stablise prices and ensure financial, budgetary and monetary 
discipline. It has adopted vigourous programmes in support of raising 



Spec(82)6 
Page 34 

agriculture productivity and close monitoring of the progress of crops 
during their gestation period. The programmes include adequate and timely 
supply of inputs, improved irrigation facilities, institutional credit and 
incentive support prices for major crops like wheat, rice, cotton and sugar 
cane. In the industrial sector the policy is to rehabilitate sick industrial 
units, attain high production and productivity, attract investment, facilitate 
establishment of basic and sophisticated industries and restore private 
investment and public sector efficiency. For this purpose fiscal incentives 
and concessions have been given, sanctioning procedures simplified, 
industrial financial institutions strengthened and import of raw material 
and machinery required for industry liberalized. Measures have also been 
adopted to improve the management and financial performances of the public 
enterprises which have yielded fruitful results as production and sale of 
these enterprises increased by 30 per cent last year. 

Government has also initiated a policy and programme of Islamisation of 
the economy. This process was initiated in 1979-80 with the introduction of 
Zakat as a compulsory levy, the elimination of interest from operations of 
certain financial institutions like House Building Finance Corporation, 
Investment Corporation of Pakistan, National Investment Trust etc., and 
interest—free loan to farmers. These institutions now operate on the basis 
of hire-purchase, mark-up and profit and loss sharing. The commercial banks 
have also introduced profit and loss sharing deposit accounts. Interest-free 
loans (Qarse Hasna) are also being given to deserving students. Certain 
legislative measures have also been introduced to facilitate the issue and 
usage of financial instruments which are in accord with the Islamic Law 
(Sharia) such as Modarbas and Participation Term Certificates. 

A number of measures have been adopted to expand exports, attract 
remittances and contain imports. The measures adopted to boost exports 
include duty draw-back on imported raw materials, tax concession on income 
from exports, export financing at reduced interest rates, free import of 
raw materials and machinery for balancing, modernization and replacement 
required by export industries, compensatory rebates on exports and stream
lining the government machinery. On the import side the policy has been of 
gradual liberalization particularly of raw materials and essential goods. 
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Import substitution is being encouraged also to Lessen the payments burden. 
Near self-sufficiency has been achieved in wheat and productive capacity in 
other major import areas. Like fertilizers, cement and iron and steel is 
being expanded substantially. Search for oil, which accounted for 28 per 
cent of total imports in 1980-81 is being geared up. The remittances from 
Pakistanis living abroad are being further encouraged. 

The impact of the Government policies and measures is reflected in the 
growth trend witnessed during the past years. As described earlier GDP has 
grown at 6.2 per cent per annum (1977-80), exports by 25.0 per cent and 
imports by 14.1 per cent during 1980-81. 

High growth rate in exports is mainly due to rice and cotton which 
account for 62.1 per cent of total export earnings in 1980-81. Export gains 
were also mainly due to high prices rather than increase in volume of 
exports. Even in some manufactured items there is a decline in volume of 
exports during 1980-81 as compared with 1979-80, e.g. cotton cloth 
(-) 44.9 million square metres; leather (-) 1.4 million square metres; 
petroleum and petroleum products (-) 31.5 thousand m. tons; guar and guar 
products (-) 35.9 thousand m. tons; tobacco (excluding cigarettes) 
(-) 1.9 thousand metric tons; feeding stuff for animals 
(-) 45.8 thousand m. tons; leather gloves (-) 1.7 million pairs; and 
canvas footwear (-) 1.3 million pairs. This decline is to some extent due 
to restrictive practices adopted by developed countries which are the main 
markets for such products. 
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Annex VI 

STRUCTURAL ADJUSTMENT IN SINGAPORE 

1. Since independence the Singapore economy has evolved through three broad 
structural changes. From a traditional entrepôt trade economy in the early 
1960s, Singapore developed into a trading and manufacturing-based economy in 
the 1970s. Singapore has now taken another important step to restructure its 
economy by moving into high value-added, skill and technology intensive 
industries. 

2. Given its advantageous location and well developed port and shipping 
facilities, entrepôt trade was the mainstay of Singapore's economy in the 
1950s. Singapore was a trading intermediary, redistributing the raw 
materials of the region to the rest of the world and in turn supplying the 
region with manufactured goods from the industrialized countries. 

3. With self-government in 1959 Singapore, like all developing countries, 
embarked on an industrialization programme aimed mainly at import substitution. 
A shift in the industrialization programme from import substitution industries 
to export-oriented and labour-intensive industries was made in the mid-1960s. 
This deliberate policy of encouraging export-oriented and labour-intensive 
industries such as textiles, shoes, footwear, furniture and electronics was 
adopted to meet the constraints of a small domestic market and the massive 
unemployment brought about by the British pull-out from the Singapore naval 
base. The pull-out caused a displacement of some 80,000 Singaporeans 
employed as civilian workers on the naval base. 

4. By the mid-1970s unemployment was no longer a problem in Singapore. 
Moreover, Singapore began to lose its comparative advantage as a source of 
cheap unskilled labour brought about in part by the pursuit of similar 
industrialization programmes in countries such as the Republic of Korea, 
Hong Kong, Taiwan, India and China. There was also a rising trend of 
protectionism in the industrialized countries against textile products and 
the mass consumer goods mentioned above. 

5. A decision was taken in 1979 to rest ructure the Singapore economy. A 
del iberate po l icy was adopted to move out of low value-added indust r ies to 
high value-added, s k i l l and technology-intensive indust r ies producing products 
such as computers, a i r c r a f t components, prec is ion equipment, pharmaceutical 
products and i n d u s t r i a l e lec t ron ic equipment. The ob ject ive of upgrading the 
economy was pursued through the use of higher wages thus compelling a more 
e f f i c i e n t use of scarce, valuable manpower and f a c i l i t a t i n g investments i n 
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the desired high-value and high-productivity industries. At the same time 
supportive measures such as fiscal incentives and incentives for research 
and development were introduced. Renewed emphasis was also given to the 
policy of creating a pool of highly trained technical and professional 
manpower. 

6. As a result, existing factories producing labour-intensive products took 
steps to reduce manpower, mechanize production and upgrade the value of their 
products. However, some factories had to close down and labour temporarily 
displaced during the transitional period. But these were recognized as 
necessary short-term harsh realities in the effort to restructure the economy. 
The restructuring programme also involved the promotion of the services 
sector, in particular the knowledge-intensive industries required to raise 
technology and productivity in the industrial sector. Thus services and 
technology formed the twin pillars of the restructuring programme in 
Singapore. 

7. As a result of these structural adjustments the product mix and com
position of Singapore's foreign trade have changed in the past twenty years. 
Traditional products such as food, beverages and tobacco have declined in 
importance. In value terms, the share of such exports as a percentage of 
total exports fell from 15.3 per cent in 1960 to 13.1 per cent in 1970 and 
5.2 per cent in 1980. On the other hand, the share of manufactured products 
increased significantly. Manufactured products such as textiles, footwear 
and electronics dominated the export trade. By 1980 Singapore's export trade 
in manufactured goods included a significant proportion of capital-intensive 
products. At the same time domestic demand for machinery and equipment as 
well as industrial raw materials increased, brought about by investments in 
new industries. Trade in mineral fuels continued to be important partly as 
a result of the increases in oil prices. These changes in Singapore's trade 
are shown in Table 1. 
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Table 1: Singapore's Trade by Broad Commodity Sections 
lor I960, 1970 and 1385" 

Commodity section 

Food/ beverages and tobacco 

Crude materials, animal and 
vegetable oils, and chemicals 

Mineral fuels 

Manufactured goods, machinery 
and equipment, and other 
manufactures 

Others 

TOTAL 

I % of total 
exports 

1960 

15.3 

48.7 

11.3 

18.6 

6.1 

100.0 

1970 

13.1 

35.7 

17.3 

25.1 

8.8 

100.0 

1980 

5.2 

17.3 

28.9 

41.3 

7.3 

100.0 

% of total 
imports 

1960 

18.3 

41.4 

14.5 

23.9 

1.9 

100.0 

1970 

14.3 

18.2 

13.5 

51.9 

2.1 

100.0 

1980 

6.2 

13.8 

29.0 

49.6 

1.4 

100.0 

8. These structural adjustments have also affected Singapore's trade by 
regions. In the early 1960s, Singapore's major trading partners were the 
countries of South-East Asia. By 1980 trade with South-East Asia remained 
significant. The formation of ASEAN in 1967 with its objectives of regional 
integration and economic co-operation reinforced the importance of 
South-East Asia for Singapore. 

9. However, the industrialized countries serving as important suppliers of 
capital goods have also benefited significantly from the structural adjust
ments in Singapore. With the increase in demand for capital goods, Japan and 
the United States have emerged as important trading partners for Singapore. 
Table 2 shows Singapore's trade by regions and trading blocs for the years 
under consideration. 
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Table 2 : Singapore's Trade by Regions and Trading Blocs 
for I960, 1970 and 1980 

Country of o r i g i n 

South-East Asia 

North-East Asia 

South Asia 

West Asia 

EEC 

EFTA 

Other parts of Western 
Eu rope 

Soc ia l i s t countr ies of 
Eastern Europe 

North America 

LAFTA 

Oceania 

Others 

TOTAL 

% 

1960 

39.6 

9.7 

2.6 

1.3 

18.1 

1.9 

1.9 

4.7 

8.4 

3.3 

5.8 

2.7 

100.0 

of t o t a l 
sxports 

1970 

34.9 

14.9 

1.7 

2.2 

15.6 

1.1 

2.3 

4.9 

12.3 

1.3 

4.8 

4.0 

100.0 

1980 

23.1 

20.7 

5.8 

6.0 

11.7 

1.2 

1.4 

1.8 

13.4 

1.2 

7.8 

5.9 ! 

100.0 

% 

; 1960 

! 
56.5 

| 13.5 

1.4 

4.3 

14.1 

1.6 

0.1 

0.4 

4.2 

0.1 

2.9 

0.9 
I 

100.0; 

of t o t a l 
imports 

1970 

22.0 

29.3 

1.8 

9.3 

15.6 

2.0 

0.2 

0.9 

11.4 

0.4 

5.1 

2.0 

100.0 

1980 

17.4 

26.0 

0.9 

22.8 

10.8 

2.3 

0.2 

0.3 

14.6 

0.5 

2.7 

1.5 

100.0 

10. The Singapore experience has shown that s t r uc tu ra l adjustments take 
time and may be d i f f i c u l t i n the short term. However, Singapore believes 
that the key to i t s long-term economic wel l -being and that of the i n t e r 
nat ional economy is f ree trade and s t r uc tu ra l adjustment. Short-term 
sac r i f i ces are therefore necessary. In order to achieve high growth, i n an 
era of r i s i n g p r i ces , i n f l a t i o n and protect ion ism, Singapore w i l l continue 
to l i b e r a l i z e i t s imports and rest ructure i t s economy as appropr iate. 
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Annex VII 

COMMERCIAL POLICY AND SECTORAL ADJUSTMENT IN SPAIN 

Major structural changes in the world economy since the energy crisis 
have implied substantially declining demand by key sectors of the economy. 
In addition the emergence of newly industrialized countries exporting 
certain manufactures produced with low-cost labour has also had a strong 
impact on some sectors of Spain's industry by reducing Spain's exports to 
third countries and at the same time encouraging Spanish imports of such 
manufactures. 

In these circumstances, countries have taken various adjustment 
measures designed to alleviate the effects of these new developments and 
where possible to adapt production structures to the new International 
Division of Labour. In the case of Spain, adjustment measures have been 
considerably delayed in comparison to other countries because of the 
political situation resulting from the end of one régime and the long and 
complicated process of establishing a new régime. 

The first important measures were in the field of fiscal, monetary and 
income policy, and were designed to remedy the serious situation in regard 
to inflation, unemployment and external deficit resulting from the energy 
crisis and further aggravated, as already mentioned, by the delay in taking 
adjustment measures. 

Since the measures taken in regard to commercial policy and sectoral 
adjustment are very recent, it is not yet possible to evaluate their effects. 
The measures taken in these two areas are reported below. 

Liberalization measures 

These comprise a set of measures adopted in two areas, starting in 1978, 
representing a resumption of external sector liberalization which had been 
totally suspended since the beginning of the economic crisis in 1974 - at 
which time the temporary customs duties and liberalization lists introduced 
in earlier years had been revoked. The measures took two forms: extension of 
the list of liberalized goods and establishment of temporary tariff 
reductions. 

Progress toward trade Liberalization 

In the course of 1978 and 1979, more than 200 tariff headings and 
sub-headings were liberalized; until then, most of them had been subject 
to the global quota régime. Having regard to the number of tariff headings 
involved, progress in those two years was greater than in the earlier 
liberalization period at the beginning of the 1960s. The relevant 
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implementing provisions were announced in Resolutions of the Directorate-
General for Tariff Policy and Imports that were adopted in January 1977 
(three headings), February 1978 (thirty headings), July 1978 (fifty headings) 
and April 1979 (126 items). 

Consumer goods, accounting for about one fifth of these lists, were 
mostly included in the April 1979 list. Those which represent significant 
import figures are in a series of statistical tariff items that can be 
grouped under seven headings: 

- glassware 
- manufactures of pearls and precious stones 
- tools 
- radio and television sets (black and white) 
- motor vehicles 
- magnetophones and videos cope sets 
- toys. 

The above indications are purely illustrative and only some of the goods 
falling within those general designations were in fact liberalized on that 
date. 

These seven groups together represented approximately 8 per cent of 
consumer goods as a whole in 1979, so that a significant share of trade in 
products of this kind has been liberalized. 

Temporary tariff reductions 

Temporary duty rates lower than those normally applicable, which had 
been introduced on a number of occasions in the 1960s and early 1970s, 
were re-established in 1978 and with various changes, have continued in 
effect until the present time. This put an end to a period of more than 
three years, coinciding with the beginning of the economic recession, when 
the general customs duties had been in effect. 

Temporary tariff reductions were introduced in July 1978 and extended 
from one quarter to the next, until April 1979 when they were replaced by 
a system of reduction by categories, and the applicable rates were adjusted 
slightly in April 1980. The table below shows the actual reductions for 
four levels of nominal protection. As may be seen, the reduction has been 
progressive, with a greater impact on the sectors and products benefiting 
from a higher level of protection, and the rate of reduction was increased 
in April 1979. The new system introduced then represents a higher rate of 
tariff reduction. 
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TARIFF REDUCTIONS (1978-1980) 

I 
Rates normally 
applicable 

10 

20 

30 

40 

Effective percentage reduction 

RD July 
1978 

0 

10 

13.3 

15 

RD April 
1979 

10 

15 

20 

25 

RD April 
1980 

9 

13.5 

18 

22.5 

Sectoral adjustment measures 

The strategy followed throughout the recession for restructuring the 
Spanish productive sector has been oriented away from individualized action 
and toward treatment at the sector level, negotiated on a tripartite basis 
(administration, undertakings and trade-union central offices). This new 
approach implied the need for an appropriate legal framework allowing 
objective and homogeneous action to be taken at the sector level. Royal 
Decree-Law No. 9/1981 of 5 June on industrial reconversion was adopted to 
that end. By way of innovation, it provides that the corresponding measures 
are to be taken after establishment of a reconversion plan negotiated 
jointly by employers' associations, trade-union central offices and 
representatives of the national administration. 

The plan includes fiscal, financial and labour measures. 

Under the second transitional provision of the Royal Decree-Law, the 
above-mentioned measures were applicable to sectors already recognized as 
being in the process of reconversion (iron and steel industry, electrical 
household appliances such as washing machines, refrigerators, etc. and 
special steels). Subsequently, two additional sectors were declared to 
be in the process of reconversion and covered by Royal Decree-Law No. 9/1981: 
electrical motor-vehicle components, and textiles. 

A. Royal Decree No. 2200/1980 of 26 September on industrial 
reconversion of the electrical household appliances sector (washing machines, 
refrigerators, etc.). 

The reconversion programme for this manufacturing sector comprises a 
set of measures that are applicable provided the beneficiary undertakings 
participate in entrepreneurial associations or groupings. 
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The main object ives of the reconversion programme, as set f o r t h in 
A r t i c l e 2 , are the fo l l ow ing : 

- To adjust the productive dimension of undertakings so as to allow 
optimum use of economies of sca le , increased p roduc t i v i t y and external 
competit iveness. 

- To promote technological development and product s tandard izat ion. 

- To fos ter the economic, soc ia l and professional promotion of workers. 

The main benef i ts avai lable to undertakings engaged in reconversion are 
i n the tax and cred i t areas. The cred i t measures comprise p r i o r i t y access t o 
government c r e d i t , and access to other f inancing sources. The tax measures 
include a reduction of up to 95 per cent i n the customs du t ies , i n t e rna l 
charges compensatory tax and turnover tax appl icable to imports. 

A l l these benef i ts are granted fo r a per iod of f i v e years. Thereafter 
the sector w i l l have to face p reva i l i ng market condi t ions. Since the 
Royal Decree took e f f e c t , four holdings of undertakings have been set up, 
grouping a large part of the sector . 

B. Royal Decree-Law No. 2206/1980 of 3 October on i n d u s t r i a l reconversion 
of the specia l s teels sector . A publ ic company of undertakings i n t h i s sub-
sector has been establ ished to carry out reconversion, wi th a basic cap i ta l 
of Ptas 10,000 m i l l i o n put up by the cent ra l admin is t ra t ion , the Basque 
Autonomous Community and undertakings i n the sub-sector. 

Reconversion i s envisaged from the ove ra l l aspect, comprising a phase of 
f i nanc i a l reorganizat ion and another of res t ruc tur ing in the s t r i c t sense fo r 
which a f i ve-year per iod i s scheduled. 

The i n i t i a l ob jec t ive of the company w i l l be reconversion of the sub-
sector wi th the fo l lowing aims: 

- To carry out f i nanc i a l reorganizat ion. 

- To adjust production to the new requirements of demand, i n terms of 
quant i ty and q u a l i t y . 

- To improve p roduc t i v i t y . 

To that end the following instrumental objectives have been established: 
study and determination of demand, organization of supply, improved marketing, 
and encouragement for the industrial concentration process. 
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C. Reconversion of the in tegrated i ron and s tee l sector . 

A ser ies of measures were taken before the Royal Decree on reconversion 
was adopted: 

In 1979, a reorganizat ion and res t ruc tu r ing programme was drawn up f o r 
t h i s sub-sector, based on a comparison with the s i t ua t i on in other countr ies 
and es tab l ish ing two l ines of ac t ion : a reorganizat ion programme in the 
short- term wi th the basic object ives of e l im ina t ing ex i s t i ng f i n a n c i a l 
d e f i c i t s , encouraging se l f - f i nanc ing and reducing f i n a n c i a l burdens, and a 
long-term res t ruc tu r ing programme designed to balance the po ten t i a l of 
ex i s t i ng p l an t s , without increasing capacity (except where necessary to 
increase p roduc t i v i t y ) and to manufacture products tha t are more h ighly 
f i n i shed and represent a greater technological content; at the same t ime, to 
save energy and to safeguard and conserve the environment and, i f necessary, 
close down obsolete i n s t a l l a t i o n s . 

The above-mentioned agreement covers aspects regarding f i nanc i a l 
reorganizat ion of f i r m s , s t a f f i n g , investments, cost-reduct ion programmes, 
wages, working hours, and provides fo r the establishment of a fo l low-up 
committee. 

As regards wages, a 9 per cent increase was granted i n 1981 wi th 
prov is ion for a review based i n p r i nc ip l e on 70 per cent of the consumer 
pr ice index forecast f o r 1982. In 1982 and i n 1983 working hours w i l l be cut 
by twenty-four hours each year, and the work force i s to be reduced by 
5,800 jobs through ear ly retirement and voluntary departures. 

Provision has been made fo r an investment programme of nearly 
Ptas 130,000 m i l l i o n . 

On 20 May, the O f f i c i a l Gazette published Royal Decree No. 878/1981 
estab l ish ing o f f i c i a l measures fo r reconversion and cons t i t u t i ng State act ion 
to implement the commitments undertaken i n those instruments. The basic 
object ives set i n that Royal Decree are: f i nanc ia l reorganizat ion of f i r m s , 
reduction of the wage-cost element i n invo ic ing to the levels ex i s t i ng in 
European i ron and s tee l i ndus t r i es , and implementation of programmes to 
reduce operat ional un i t costs and improve y i e l d through a commercial po l icy 
s im i l a r to that of ECSC. 

The period covered by the Plan w i l l run u n t i l 31 December 1985. 

The Plan provides f o r : 

- Financial measures. 
- Commercial po l icy measures. 
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The ECSC pr ice system has been establ ished fo r raw mater ials and products 
of the i ron and s tee l industry (Cabinet Order of 17 September 1981). 

The labour measures correspond to the agreements signed on 6 May 1981 
by the par t ies concerned and mainly concern economic condit ions and 
f inancing sources fo r workers leaving t h e i r jobs as a consequence of the 
Reconversion Plan. 

D. Royal Decree No. 2010/1981 of 3 August on reconversion of the 
t e x t i l e sector . The Tex t i l e Reconversion Plan is bas ica l l y designed to adjust 
s t ructures of the Spanish t e x t i l e and c lo th ing indust r ies to the requirements 
of the 1980s, making the sector competit ive at i n te rna t i ona l level so that 
these indust r ies can continue to be an important element fo r generating 
wealth and employment. 

The Plan covers the t e x t i l e sec tor , man-made f i b r e production and the 
c lo th ing i ndus t r i es . 

Measures under the Plan w i l l cover the per iod u n t i l 31 December 1986. 

The Plan establ ishes object ives based on an aggressive commercial 
approach ( fash ion , innovat ion, trade-marks p o l i c y , e t c . ) , i n order to 
mobil ize a l l p o s s i b i l i t i e s fo r adapting the Spanish industry t o market 
requirements, the emphasis being on qua l i t y or high added-value, p a r t i c u l a r l y 
i n the export f i e l d ; i t aims t o improve en t repreneur ia l , productive and 
f i n a n c i a l s t r uc tu res , i n order to optimize costs and adjust them to market 
requirements, and to remedy the temporary or cyc l i ca l imbalances in the 
supply/demand re la t ionsh ip that are charac te r i s t i c of the t e x t i l e and c lo th ing 
i ndus t r i es , i n order to avoid unnecessary economic or employment losses. 

The fo l lowing measures are considered necessary fo r a t ta in ing the 
object ives of the Reconversion Plan: 

Tax measures 

(a) Rebate of 99 per cent of the tax on cap i ta l t ransfers and deeds, 
charged on loans, borrowings and cap i ta l increases, when the relevant amount 
i s intended fo r investment i n new f i xed assets of an i n d u s t r i a l character 
required for the reconversion process. 

(b) Rebate of 99 per cent of the general turnover tax and p rov inc ia l 
surcharge, customs duties and i n te rna l charges compensatory tax charged on 
imports of cap i ta l goods and too l i ng fo r i n i t i a l i n s t a l l a t i o n , where such 
goods are not manufactured i n Spain and are imported by companies or under
takings covered by the Reconversion Plan. 
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(c) Special plans are to be drawn up, prov id ing fo r d iscre t ionary 
amort izat ion i n re la t i on to assets. 

(d) Investments i n new f i xed assets, amounts earmarked fo r research 
programmes, development of new products or i n d u s t r i a l processes, and promotion 
of export a c t i v i t i e s by undertakings i n pursuance of the Reconversion Plan -
i n a l l cases, a 15 per cent reduction in the f i s c a l component of corporat ion 
tax . 

(e) Mergers envisaged under the Reconversion Plan w i l l be car r ied out 
through the abridged procedure establ ished by the Min is t ry of the Treasury 
wi th the benef i ts der iv ing from Law No. 76/80 of 26 December on the tax 
régime appl icable to company mergers. 

Financial measures 

(a) Financing f a c i l i t i e s under the Plan fo r investments in f i xed 
mater ia l assets, such as access to o f f i c i a l c r e d i t . 

(b) Postponement of payment of tax debts where the voluntary period for 
payment ended p r i o r to 1 March 1981. 

Cc) Postponement of payment of soc ia l secur i ty contr ibut ions owed by 
f i rms at the time of applying fo r coverage by the Reconversion Plan. 

I n d u s t r i a l measures 

(a) Freedom of i n s t a l l a t i o n , extension and t rans fe r in respect of 
i n d u s t r i a l a c t i v i t i e s covered by in the Plan. 

(b) In the grant ing and a l l oca t i on of funds fo r investment in real 
es ta te , f i rms in operation fo r more than one year w i l l have p r i o r i t y over 
those recent ly or newly created. 

E. Royal Decree No. 2793/1981 of 19 October on i n d u s t r i a l reconversion 
of the sector manufacturing e l e c t r i c a l equipment for the motor vehicle 
indus t ry . This Royal Decree is appl icable to indust r ies p r i n c i p a l l y engaged 
in the manufacture of components fo r e l e c t r i c a l c i r c u i t s intended fo r heating 
equipment of motor veh ic les , other than equipment f u l f i l l i n g a u x i l l i a r y or 
complementary funct ions. Speci f ic object ives and condit ions are l a i d down 
f o r f i rms requesting coverage by the Plan: 

- reorganizat ion of f i nanc i a l s t ruc ture 
- plans provid ing fo r minimum average investment of 5 per cent of 

expected sales i n the per iod considered 
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- incorporation of new technologies 
- manufacture of new products 
- 25 per cent increase in productivity Levels in the first three years 
- direct exports to be not less then 20 per cent of total annual sales 
in 1983. 

Firms covered by the Reconversion Plan will be eligible for the tax 
benefits established under Royal Decree-Law No. 9/1981 of 5 June and 
Law No. 76/1980 on company mergers. 

Over the period 1981-1988, an assistance plan for early retirement has 
been established for workers leaving these companies; it also envisages the 
possibility of suspension or reduction of working hours. Resources such as 
official credit, guarantees and other financial aids are being established 
for financing the Investment Plan in respect of fixed assets. 


