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Adjustment Issues and Transitional Arrangements 

Improvements i n marke t acces s generall y lea d 
to potentia l fo r trad e expansion . I n turn , trad e 
expansion result s i n change s i n th e allocatio n 
and utilisatio n o f society's factor s o f productio n 
and result s i n trad e expansion . I n a  smoothl y 
functioning economi c system , wit h market s 
which clear quickly, resource reallocation occur s 
smoothly an d wit h littl e b y wa y o f transitiona l 
adjustment costs . In practice, however, rigiditie s 
and distortion s ma y frustrat e th e proces s o f 
adjustment, wit h consequentia l losse s i n rea l 
output. I n suc h circumstance s adjustmen t poli -
cies may be called for . 

5.1 Trad e Expansion and Adjustment 
Pressures 

Trade liberalisatio n work s b y changin g relativ e 
prices. Specificall y th e pric e o f importable s i s 
lowered relativ e t o exportables . Thi s direct s 
resources from area s in which an economy expe-
riences a  comparative disadvantage , t o area s i n 
which i t enjoy s a  comparativ e advantage . I n a 
smoothly functionin g system , thes e resourc e 
transfers occu r relativel y smoothl y an d a t 
minimal cost . 

Typically, in the real world the transition fro m 
a protection-distorted equilibriu m to a freer trad e 
equilibrium involve s the loss of some real output . 
Often thi s takes the form o f some factors o f pro-
duction bein g unemployed , o r underemploye d 
for som e period o f time. Why migh t thi s occur ? 
The mos t obvious reason i s the presence of some 
barrier o r barriers t o facto r mobilit y whic h pre -
vents factor s fro m transferrin g smoothl y fro m 
one secto r t o another . On e commo n proble m i s 
a mis-match i n the factor requirement s betwee n 
expanding an d contractin g sectors . Industrie s 
may us e capita l an d labou r i n differen t combi -

nations, s o tha t th e impor t substitut e secto r 
releases labou r an d capita l i n th e 'wrong ' pro -
portions. Thi s woul d requir e som e chang e i n 
capital:labour ratio s to accommodate th e factor s 
released. This in turn may take some time. Even 
if, i n aggregat e terms , th e capitalrlabou r ratio s 
across sector s appea r t o b e similar , th e mi x o f 
labour skills across activities may be different. I n 
this case, one could only sustain full employmen t 
with appropriate retraining . This of course takes 
time and rea l resources . 

Another commo n sourc e o f adjustment fric -
tions i s geographica l mis-matche s i n term s o f 
labour requirements . Th e expandin g sector(s ) 
may b e concentrate d i n on e region , th e con -
tracting sector in another. Relocation may not be 
straightforward, agai n requirin g tim e an d 
resources. 

5.2 The Case for Adjustment Policy 
It must be said tha t non-intervention i s a policy 
option, thoug h i t i s rarely characterised a s such. 
The cas e fo r non-interventio n run s a s follows : 
markets delive r th e appropriat e relativ e pric e 
signals t o direc t resourc e reallocations . Agents , 
left t o thei r ow n devices , wil l reac t t o thos e 
price signals . Wher e facto r mis-matche s occur , 
agents wil l tak e th e appropriat e action , eithe r 
voluntarily leavin g th e labou r market , o r with -
drawing physica l capita l fro m production , 
or investin g a s appropriat e i n retraining/re -
tooling. Thi s ma y resul t i n som e temporar y los s 
of output. However , thi s should not be viewed as 
a cos t i n itsel f but , rather , i t shoul d b e see n a s 
investment an d offse t agains t th e long-ru n 
benefits associate d with the higher output whic h 
the retraine d labour/re-equippe d capita l wil l 
produce. Though t o f i n thi s way , adjustmen t 
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costs are simply the price which societ y pays fo r 
change. 

This i s a  cogen t argument . Ther e are , 
however, economic, political economy and socio-
political arguments which can be used to counter 
it. The first point to raise is one of time: how lon g 
does i t actuall y tak e fo r factor s t o relocat e fro m 
one secto r t o another ? Thi s i s partly drive n b y 
socio-political factors : th e U S i s a  muc h mor e 
mobile societ y tha n th e EU , o r eve n th e UK , 
despite the enormous differences i n size. There is 
a large body of evidence to support the view tha t 
hysteresis ca n tak e hol d i n labou r markets : i n 
other word s th e skill s o f unemploye d labou r 
depreciate through time ; this reduces the proba -
bility of re-employment, which results in furthe r 
depreciation an d s o on . A s a  consequenc e th e 
economy can get stuck in an under-employmen t 
'equilibrium' for quite a long period of time. Th e 
transitional loss of output could therefore b e very 
high. 

This leads to the politica l economy point . I n 
general, agent s resis t change . Ther e ar e impor -
tant asymmetries in the political market for trad e 
policy formulation. Typically , thos e who benefi t 
from tarif f liberalisatio n (primaril y consumers ) 
are not well organised and cannot articulate thei r 
case effectively. Thos e who perceive themselve s 
as bearin g cost s (producers ) ar e typicall y wel l 
organised and politically effective . Th e longe r i t 
takes t o transfe r resource s fro m on e secto r t o 
another, the more persuasive the case that can be 
made t o th e effec t tha t trad e liberalisatio n 
'causes' unemploymen t an d therefor e th e 
stronger the pressures against trade reforms. Since 
the evidenc e strongl y suggest s tha t libera l trad e 
reforms confer ne t benefits on society, i t is unfor-
tunate i f transitiona l cost s frustrat e th e refor m 
process. 

Finally, although i t i s a non-economic issue , 
it must be noted tha t ther e ar e social cost s asso-
ciated wit h factor s o f production , especiall y 
labour, bein g tie d u p i n unemployment/under -
employment fo r lon g period s (especiall y i n th e 
absence o f safety net s i n lo w pe r capit a incom e 
countries). 

5.3 Adjustmen t Polic y 

Broadly speaking , interventionis t adjustmen t 
policy ca n b e defensiv e o r positive . The forme r 
tends t o b e responsive , a d hoc . Fro m society' s 
standpoint i t is also sub-optimal since its functio n 
is generall y t o resis t adjustmen t pressures . B y 
contrast, positive adjustment policie s tend t o be 
aimed a t promotin g chang e b y addressin g th e 
rigidities whic h ar e slowin g th e adjustmen t 
process. 

Defensive adjustmen t measure s hav e bee n 
extensively deploye d b y DME s i n th e fac e o f 
competitive pressure s fro m NIC s an d othe r 
LDCs. GAT T sanction s defensiv e adjustmen t 
under Article XIX: the safeguards clause . Whe n 
faced with a sudden upsurge in imports and where 
this upsurg e ca n b e linke d t o 'seriou s injury' , a 
Contracting Part y can introduce temporary pro-
tective measures . However, one of the problem s 
with Articl e XI X i s that i t has no t bee n widel y 
used. If CPs have recourse to this device it should 
be non-discriminator y an d th e partie s affecte d 
have a  righ t t o negotiat e compensation . A s a n 
alternative, man y CP s have relie d o n unilatera l 
measures like VERs or anti-dumping action. No t 
only are these discriminatory, they are very diffi -
cult t o remov e onc e the y ar e introduced . Th e 
panoply o f restraint s whic h hav e regulate d 
North-South trad e i n textile s an d clothin g fo r 
over thirt y year s i s testimon y t o this . Throug h 
time thes e restraint s hav e becom e mor e exten -
sive in both thei r product and country coverage . 
There i s littl e b y wa y o f evidenc e t o indicat e 
that the y hav e promote d adjustmen t i n textil e 
and garment sector s i n DMEs; quite a  lot of evi-
dence t o sugges t tha t the y hav e frustrate d t o a 
degree the proces s of specialisation i n LDCs . 

By contrast, positiv e adjustmen t policie s ar e 
market-augmenting: they are intended to smooth 
the proces s o f resourc e transfers . Suc h policie s 
can tak e th e for m o f labou r retrainin g scheme s 
directed a t changin g th e skil l mix o f labour dis-
placed fro m th e impor t substitut e sector . I t ca n 
also tak e th e for m o f mobilit y grant s aime d a t 
encouraging labou r to move from one part of the 
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country to another. The actua l form of the inter -
vention depend s upo n th e perceive d natur e o f 
the rigidities frustrating adjustment . Likewis e th e 
institutional arrangement s fo r managin g th e 
policy wil l var y fro m on e econom y t o another . 
We wil l retur n t o th e implication s o f thi s fo r 
adjustment polic y in CDCs in the section below. 

5.4 Transitiona l Arrangements in the 
Uruguay Round and Post-Urugua y 
Adjustment Policy 

There ar e a  numbe r o f aspect s o f th e Roun d 
which have a  bearing on these matters. Table 1 0 
sets out those components which explicitly allow 
for a  transitiona l implementation . Thes e ar e o f 
two forms: thos e whic h ai m t o slow adjustmen t 
in DMEs ; an d thos e whic h ai m t o slo w adjust -
ment in LDCs. Good examples of the former ar e 
the ten-yea r phase-ou t perio d fo r th e MF A an d 
the six-yea r phase-i n perio d fo r reduction s i n 
agricultural support . Thes e ar e essentia l provi -
sions i n tha t a n agreemen t woul d neve r hav e 
been reache d i n thei r absence . However , the y 
are also defensive. Not only will they slow up the 
process o f adjustmen t i n DMEs , the y wil l als o 
slow th e pac e a t whic h LDC s ca n benefi t fro m 
the arrangements . The ke y issu e here fo r CDC s 
is to keep a  watchful ey e on implementatio n t o 
ensure that the transitional arrangements are not 
abused. I n th e cas e o f MF A phase-out , th e 
Textiles Surveillance Board has been put in place 
as a  watchdo g an d thi s shoul d certainl y b e 
helpful. No such monitoring body exists for agri-
culture, however . 

CDCs wil l als o benefi t fro m transitiona l 
arrangements whic h ar e essentiall y defensive . 

For example , th e phase-ou t perio d fo r TRIM s 
and phase-i n perio d fo r agricultura l reform s ar e 
longer tha n thos e permitte d fo r DMEs . Fro m a 
political econom y standpoin t thi s i s important . 

The GATT' s ke y adjustmen t provisio n 
(Article XIX ) ha s bee n revise d i n tw o rathe r 
crucial ways . First , discriminator y interventio n 
will henceforth b e permitted i f a convincing case 
can b e mad e whic h link s a  sudde n increas e i n 
imports, fro m a  particula r source , t o domesti c 
injury. Developin g countrie s ar e rightl y con -
cerned a t thi s chang e an d see  i t a s a n explici t 
threat. They see themselves as being targeted fo r 
discriminatory action . I t i s certainl y tru e tha t 
the potentia l fo r abus e exist s an d th e GAT T 
Secretariat i s aware of this. Accordingly the revi-
sion als o include s fa r tighte r constraint s o n th e 
use of Article XIX, designed to ensure that actio n 
is genuinely base d o n a  clear causa l connectio n 
between a n upsurg e i n import s an d domesti c 
injury. More importantly , the new provisions are 
designed to ensure that intervention i s temporary. 
If they are deployed a s a substitute fo r unilatera l 
action vi a VER s an d th e like , thi s wil l b e o f 
obvious benefi t t o LDCs. 

What o f post-Uruguay Round positive adjust -
ment policies? There i s a growing recognition i n 
many DMEs , especially i n Western Europe , tha t 
labour marke t rigiditie s nee d t o b e deal t wit h 
constructively. Accordingly, far greater emphasi s 
in public policy i s being given t o retraining an d 
up-grading o f skills . Moreover , mor e b y wa y o f 
public fundin g i s being devoted t o suppor t suc h 
initiatives. Although i t will take time , i t i s to be 
hoped tha t such measures will ameliorate some of 
the pressure s for defensive adjustmen t policies . 
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