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FOREWORD

The reports on individual country economic policy and trade
practices contained herein were prepared by the Department of
State in accordance with section 2202 of the Omnibus Trade and
Competitiveness Act of 1988 (P.L. 100-418).

Modeled on the State Department’s annual reports on individual
country human rights practices, the reports are intended to provide
a single, comprehensive and comparative analysis of the economic
policies and trade practices of each country with which the United
States has an economic or trade relationship. Because of the in-
creasing importance and interest in trade and economic issues,
these reports are printed to assist members in considering legisla-
tion in the areas of trade and economic policy.

CLAIBORNE PELL,
Chairman, Committee on Foreign Relations,

LLogD BENTSE;N,
Chairman, Committee on Finance.

DANTE B. FASCELL,
Chairman, Committee on Foreign Affairs.

' DAN ROSTENKOWSKI,
Chairman, Committee on Ways and Means.
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LETTER OF TRANSMITTAL

DEPARTMENT OF STATE,
Washington, DC, February 12, 1990.

Hon. CLAIBORNE PELL,
Chairman, Committee on Foreign Relations.
Hon. LLoyp BENTSEN,
Chairman, Committee on Finance.
Hon. J. DANFORTH QUAYLE,
President, U.S. Senate.
Hon. TiM FoLEY,
Speaker, House of Representatives.
Hon. DANTE B. FAscELL,
Chairman, Committee on Foreign Affairs.
Hon. DAN ROSTENKOWSKI,
Chairman, Committee on Ways and Means.

DEAR Sigrs: I have the distinct honor to present the report pre-
pared in compliance with section 2202 of the Omnibus Trade and
Competitiveness Act of 1988.

Sincerely,
JANET G. MULLINS,

Assistant Secretary, Legislative Affairs.
Enclosure.
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COUNTRY REPORTS ON_ECONOMIC POLICY
AND TRADE PRACTICES FOR 1989

INTRODUCTION

The Department of State (is submitting to the Congress
its Country Reports on Economic Policy and Trade Practices,
in compliance with Section 2202 of the Omnibus Trade and
Competitiveness Act of 1988. The legislation instructs the
Department to prepare a detailed report regarding the
economic policy and trade practites of each country with
which the United States has an economic or trade
relationship: we have done so. In addition, we have included
reports on a few other countries that may be of interest to
readers despite a relatively small level of economic
involvement with the United States.

There is more ferment and creativity in the trade policy
arena, at home and abroad, than at any time in the post-war
era. For the second year, our Embassies report that many of
our trading partners continue to make progress in opening
markets to U.8. exports of goods and services and in
providing protection for intellectual property. Over the
past year, many countries, most dramatically in Eastern
Europe, have demonstrated a new appreciation of the power of
the market to allocate resources rationally and er.itably.

The reports have been compiled from information supplied
by U.S8. Embassies overseas, amplified by analysis and review
within the Department of State and in consultation with other
U.8. Government agencies The reports are intended primarily

as general guides to eccn v .. conditions in a specific
country. While we have‘i.iitslﬁd to standardize the reports,
they are necessarily heter J@peonus, reflecting wide

differences in availability .t data. In some countries, the
U.S. hags no formal representation. In other cases, access to
reliable information 1s limited Nevertheless, all the
country reports incorporate the best information available.

Each country report is divided into nine sections.

() Key Economic Indicators: The report begins with a chart
showing data for key economic indicators in the national

income, monetary, and trade accounts,

o Geperal Policy Framework: The first narrative section
is a general sketch of macroeconomic trends.

o Exchange Rate Policies: The second section outlines

exchange rate policies, particularly with respect to
their impact on price competitiveness of U.8. exports.

[+) Structural Policies: The third section on structural
policies also emphasizes those changes with might affect

U.S. exports to that country.
(1)



Debt Managemant Policfies: The fourth section describes
debt menagement policies and implications for trade with
the United States.

Significant Barciera to U.8. Exports and Investment:
The fifth section addresses significant barriers to U.S.

exports and investment.

Export Subsidies Policies: The sixth notes any
government acts, policies, and practices that provide
support for exports from that country, including exports
by small businesses.

Protectiaon ot U.8. Intellectual Proparty: The seventh
section discusses the country's laws and practices with

respect to protection for intellectual property.

Norkar Righta: The eighth and final section has three
parts.

-- The first part outlines in general the country's
laws and practices with respect to internationally
recognized worker rights,

-- The second part (subsection f.) highlights
conditions of worker rights in goods-producing
sectors where U.8, capital is invested.

-- Finally, & table cites the extent of such
invastment by sector where information is aveilable.

We believe that this second annual report builds on the

strong foundation of the report submitted in January 1989.

The Department of State considers the report to be an
important contribution toward ouf goal of insuring that

strong and effective U.8. Government trade policies are based
on the best possible understanding of the economic trends in

countries sround the world.

Eugene J. McAllister
Assistant Secretary of State
for Economic and Business Affairs

(P ¢



TEXT OF SECTION 2202 OF THE OMNIBUS TRADE
AND COMPETITIVENESS ACT OF 1988

"The Secretary of State shall, not later than January 31
of each year, prepare and transmit to the Committee on
Foreign Affairs and the Committee on Ways and Means of
the House of Representatives, to the Committee on Foreign
Relations and the Commitiee on Finance of the Senate, and
to other appropriate committees of tlhie Congress, a
detailed report regarding the economic policy and trade
practices of each country with which the United States
has an economic or trade relationship. The Secretary may
direct the appropriate officers of the Department of
State who are serving overseas, in consultation with
appropriate officers or employees of other departments
and agencies of the United States, including the
Department of Agriculture and the Department of Commerce,
to coordinate the preparation of such information in a
country as is necessary to prepare the report under this
section. The report shall identify and describe, with
respect to each country:

1. The macroeconomic policies of the country and their
impact on the overall growth in demand for United States

exports; .

2. The impact of macroeconomic and other policies on the
exchange rate of the country and the resulting impact on price
competitiveness of United States exports;

3. Any change in structural policies [including tax
incentives, regulation governing financial institutions,
production standards, and patterns of industrial ownership])
that may affect the country's growth rate and its demand for
United States exports;

4. The management of the country's external debt and its
implications for trade with the United States;

5. Acts, policies, and practices that constitute
significant trade barriers to United States exports or foreign
direct investment in that country by Unjted States persons, as
identified under section 181(a)(l) of the Trade Act o5 1974
(19 U.S.C. 2241(a)(l1));

6. Acts, policies, and practices that provide direct or
indirect government support for exports from that country,
including exports by small businesses;

7. The extent to which the country's laws and enforcement
of those laws afford adequate protection to United States
intellectual property, including patents, trademarks,
copyrights, and mask works; and

8. The country's laws, enforcement of those laws, and
practices with respect to internationally recognized worker
rights (as defined in section 502(a)(4) of the Trade Act of
1974), the conditions of worker rights in any sector which
produces goods in which United States capital is invested, and
the extent of such investment."



Notes on Preparation of the Reports

Subsections a. through e. of the Worker Rights chapter
(section eight) are abridged versions of the sections 6 in
the Countxy Reports on Human Rights Practices for 1989,
submitted to the Committees on Foreign Affairs of the House
of Representatives and on Foreign Relations of the U.S.
Senate on January 31, 1990. For a comprehensive discussion
of worker rights in each country please refer to that report.

The second part (subsection f.) highlights conditions of
worker rights in goods-producing sectors where U.S. capital
is invested. A table cites the extent of such investment by
sector where information is available. The Bureau of
Economic Analysis of the U.S. Department of Commerce has
supplied information on the U.S. direct investment position
at the end of 1988 for all countries for which foreign direct
investment has been reported to it. This information for
1988~-~the most recent figures available--was published for
selected countries in the August 1989 issue of Survey of
cur . Readers should note that "U.S. Direct
Position Abroad” is defined as "the net book value of U.S.
parent companies’' equity in, and net outstanding loans to,
their foreign affiliates” (foreign business enterprises owned
10 percent or more by U.S. persons or companies). The table
does not necessarily indicate total assets held in each
country. In some instances, the narrative refers to
investments for which figures may not appear in the table.

Some Frequently-Used Acronyms

ADB -~ Asian Development Bank

BDV - Brussels Definition of Value

BIS - Bank for International Settlements

CACM - Central American Common Market

CARICOM - Caribbean Common Market

CAP - Common Agricultural Policy (of the European Communities)
CCC - Commodity Credit Corporation (Department of Agriculture)
COMECOM - Council for Mutual Economic Assistance

EC - European Communities

EFTA - European Free Trade Association

EMS - European Monetary Scheme (of the EC)

EXIMBANK - U.S. Export-Import Bank

FOREX - Foreign Exchange

GATT ~ General Agreement on Trade and Tariffs

GDP -~ Gross Domestic Product

GNP - Gross National Product

IBRD - International Bank for Reconstruction and Development
ILO - International Labor Organization (of the U.N.)

IMF - International Monetary Fund

IPR -~ Intellectual Property Rights

LIBOR - London Interbank Offer Rate

NNI - Net National Income

OECD - Organization for Economic Cooperation and Development
OPIC - U.S8. Overseas Private Investment Corporation

PTT - Posts, Telegraph and Telephone

SAP - Structural Adjustment Progrpm (of the IMF/World Bank)
SDR - Special Drawing Rights (of the IMF)

UR - Uruguay Round of current trade negotiations in the GATT
VAT - Value-added tax

WIPO - World Intellectual Property Organization



ANGOLA
Key Economic Indicators
(Millions of U.S. dollars or kwanza (Kz) as noted)

- 1987 1988 1989
Income, "‘Production,

and Employment 1/
Real GDP n/a n/a n/a
GDP growth rate n/a n/a n/a
GDP by sector n/a n/a n/a
Income per capita n/a n/a n/a
Size of labor force n/a n/a n/a
Unemployment rate n/a n/a n/a
Money and Prices
Money supply (M1) n/a n/a n/a
Commercial interest rates n/a n/a n/a
Savings rate n/a n/a n/a
Investment rate n/a n/a n/a
Consumer price index n/a n/a n/a
Wholesale price index n/a n/a n/a
Exchange rates (Kz/US$)

Official 29.92 29,92 29.92

Parallel n/a 2,000 3,500
Balance of Pavments

and Trade (mils §)
Total Exports FOB 2,300.0 1.736.7 n/a

Exports to U.S. CIF 1,372.1 1,343.1 n/a
Total Imports FOB 1,275.0 1,324.2 n/a

Imports from U.S. FAS 94.6 101.0 n/a
Aid from the U.S. 2/ 10.5 9.3 7.7
Aid from other countries n/a n/a n/a
External public debt n/a n/a n/a
Annual debt service payments n/a n/a n/a
International reserves n/a n/a n/a
Balance of payments on

current account 448 n/a n/a

l1/Angola's fiscal year is October 1 - September 30.

2/ U.S. assistance takes the form of PL-480 (Food for Peace)
earmarked funds to the ICRC and UNHCR for refugee relief and
private voluntary agency administered disaster assistance.

1. Gepneral Policy Framework

The People's Republic of Angola (PRA) potentially could be
one of Africa‘'s richest countries. Relatively unpopulated, it
has large hydrocarbon and mineral resources, huge
hydroelectric potential, and ample arable land. Civil and
foreign war since independence in 1975 have wreaked havoc on



ANGOLA

the country, and prevented Angola from realizing this
potential. A severe lack of managerial, administrative, and
technical talent has hampered economic performance, and
misguided and ineffective attempts at collectivist economic
planning and centralized decision-making have further
precluded development. Only the oil sector, run jointly by
foreign multinationals and Angola's oil monopoly, SONANGOL,
has remained well-managed and prosperous. Accounting for
around 90 percent of exports and 80 percent of budget
revenues, oil has kept the rest of the economy barely afloat.

Splintered by war and severe infrastructural
deterioration, Angola possesses a number of mini-economies.
Urban populations, swollen by refugees and isolated from their
natural hinterlands, subsist wholly or partly on foreign food
aid or depend heavily on extensive black markets based on
barter and illegal currency dealings. The bulk of the
population lives in the bush, often in marginal security and
barely existing by subsistence farming. Extensive
administrative chaos and corruption tend to vitiate reform and
normal economic activity, and usual economic indices have
little relevance. Around half of Angola's foreign exchange,
40 percent of its budget, and an inordinate proportion of the
country's energy and talent are being expended on the war
effort.

The Government budget is perpetually in deficit from the
heavy military burden. The deficit's magnitude depends on the
fortunes of the oil sector. 1In addition, ailing state
enterprises are supported through heavy subsidies and credit
facilities. The deficit is financed by the printing press,
increasing the money supply without corresponding improvement
in the supply of goods and services. Shortages, artificial
price controls, and erosion of confidence in the national
currency have encouraged black markets and led to widespread
dependence on barter.

Despite pronouncements by the Marxist-Leninist
single-party Government regarding its intentions to
restructure the economy more along market lines, little
progress is apparent. The Government announced in 1988 an
Economic and Financial Reorganization Plan (SEF) which was to
feature new rigor in financial management, the opening of
certain sectors to private enterprise (e.g., legalization of
illicit parallel market activities), semi-privatization of
commerce and agriculture, restructuring of the largest
state-operated enterprises (SOEs), liberalization of foreign
investment, and devaluation. Several basic laws have been
published and a few price controls have been eliminated. A
major reform experiment is proceeding well in southwest
Angola. In most of the country, however, reforms have yet to
be promulgated or effectively implemented, and the non-oil
economy remains moribund. 1In any case, economic
reconstruction and revival will depend on an end to the civil
war.

The Government claims to welcome foreign trade and
investment and eagerly is seeking Western participation in
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development projects. Barriers to U.S. exports and capital
lie not so much in deliberate government policies as in the
regime's sheer ineffectiveness and incapacity, as well as in
the continued hazards of war. The oil sector, the only one
run in a reasonably systematic and straightforward manner and
fairly isolated from battle, is the focus of U.S.-Angolan
trade and U.S. investment. The United States buys about half
of Angola's oil exports, while equipment for the sector
accounts for the bulk of U.S. sales to Angola. The ongoing
war continues to limit overall opportunities and impose high
risks on potential investors., U.S. oil companies have been
selling substantial stakes in their Angolan operations to
other multinationals. Given the country's huge potential,
peace and genuine economic liberalization could provide
substantial opportunities for U.S. trade with and investment
in Angola.

2. Exchange Rate Policies

Since 1978, the Government has maintained the official
exchange rate for the kwanza (kz), a nonconvertible currency,
at 29.918/8$1.00. All legal foreign exchange transactions are
handled by the Banco Nacional de Angola. Foreign exchange is
carefully budgeted on an annual basis and allocated quarterly
by quota. The rate on the parallel market can be as much as
120 times the official one, i.e., up to 3,500 kz/$1.00 in
1988. In much of the country, barter is common for consumer
transactions.

3. Sstructural Policies

Price controls are pervasive, but often meaningless when
something is unavailable or found only on the black market.
Basic commodities are rationed at officially fixed prices, and
prices of many other important goods and services also are
fixed. Price ceilings apply to many other products. Minimum
purchase prices are established for most agricultural and
livestock products and fixed commercial margins are set at
various stages of transport and trading. The system is
inefficient and incoherent, causing extreme price
distortions.

Stringent import and foreign exchange controls, rather
than pricing, form by far the greatest deterrents to imports.
For some time, the regime reportedly has been planning to
deregulate most prices. The first concrete step was taken in
1988 when price controls on 52 fruits and vegetables were
eliminated. Deregulation will have to be accompanied by heavy
devaluation of the kwanza, which the Government has announced
it will pursue in stages, beginning in 1990.

The Government has moved Llowly in carrying out its
announced economic reforms. 1In 1988, basic laws on
privatization, management of state enterprises, and the role
of private investment were published. Removal of price
controls on some fruits and vegetables in effect legalized
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their parallel markst prices. Guidelines for sale or
liquidation of some SOEs reportedly are being drafted and a
new office is being set up to coordinate foreign investment.
However, except in one region in the southwest which has been
allowed full autonomy to enact economic reforms, the country
basically has not yet felt the winds of change.

4. Debt Management Policies

The Government began substantial foreign borrowing only in
the early 1980s, principally to finance large o0il sector
investments. Prior to the 1986 slump in international oil
prices, the Government scrupulously met its foreign debt
commitments, even those contracted prior to independence.
Subsequently, however, large payment arrears accumulated ($378
million by the end of 1986), and major Western export credit
agencies suspended cover to the country. Angola's foreign
debt probably reached more than $5 billion by the end of
1988. A substantial part of the debt is owed to the Soviet
Union for military purchases used to pursue the l4-year old
civil war against UNITA.

The Government's recent economic and financial strategy
relies heavily on debt rescheduling. 1In 1987, the PRA
concluded bilateral agreements with Brazil, Portugal, and the
Soviet Union, However, an attempt to reschedule other
official and commercial debts outside the Paris Club and
without reference to the International Monetary Fund (IMF) did
not succeed. 1In 1988, Angola concluded bilateral rescheduling
agreements with France and Italy, and some major export credit
agencies resumed cover to the country. In 1989, the PRA
obtained membership in the IMF and World Bank, the
prerequisite for a general rescheduling.

5. Significant Barriers to U.S. Exports and Investment

The United States does not recognize or maintain
diplomatic relations with the People's Republic of Angola
(PRA) and has no diplomatic personnel there to evaluate
economic and trade conditions.

The potential for U.S. exports to Angola is constrained by
certain U.S. laws or policies which prohibit the following:

- the sale of dual use items, such as aircraft;
- extension of Export-Import Bank (EXIM) cover; or

- wutilization by U.S. investors in Angola of tax credits
or deferments.

Since the sharp decline of its coffee and diamond sectors,
Angola’'s ability to import has depended almost entirely on oil
earnings. When oil export growth halted in 1981-82, stringent
import curbs were imposed. After some easing in 1984-85, they
were re-imposed after 1986's o0il price slump.
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All imports require a license. An annual foreign exchange
budget is implemented on a quarterly basis with individual
quotas allocated to ministries and state, mixed, and private
companies. The quotas are strictly enforced. Company
applications are assessed in terms of overall ministerial
quotas. Documentary requirements can be burdensome. Eguipment
for the oil industry, food, agricultural inputs, and consumer
goods for rural marketing campaigns receive the highest
priority for civilian imports, but military equipment probably
accounts for about half of total purchases. In recent years,
the Government has relied on foreign food aid for a substantial
proportion (at least half in 1989) of foodstuff imports.

A large part of the country's imports are handled by state
trading companies. Except for foreign companies' shares of
0il production, most exports are handled by state agencies.
Countertrade deals (involving exchanging oil for imports of
goods and services) have been signed with Brazil and Portugal.

Foreign investment is very large in the oil sector and
significant in many other areas of the economy. However, a
1979 law bans foreign investment in defense, public services,
finance and credit, insurance, foreign trade, and the media.

6. Export Subsidies Policies

No export subsidy schemes currently exist, although among
the measures proposed (but not yet implemented) in the
Government's economic reform package was a foreign exchange
retention scheme as an incentive for non-oil export industries.

7. Protection of U.S., Intellectual Property

The PRA joined the World Intellectual Property Organization
(WIPO) in 1985, but has not adhered to any of the principal
conventions on intellectual property. There is no known
domestic legislation on intellectual property rights. U.S.
industry has not flagged any specific problems regarding
intellectual property.

8. Horker .Rights *
a. The Right of Association

Angolan workers do not have the right to form independent
trade unions. The sole legally recognized trade union
organization in Angola is the National Union of Angolan
Workers (UNTA), which was formed in the late 19508 as an
appendage of the Popular Movement for the Liberation of Angola
(MPLA) and became the ruling party's official labor wing after
independence. UNTA's monopoly is ensured by the statutory
basis of the single-union structure. Strikes are illegal and
considered a crime against "state security.®” The UNTA is
affiliated with the Organization of African Trade Union Unity
and the Communist-controlled World Federation of Trade Unions.
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b. The Right to Organize and Bargain Collectively

Workers do not have the right to bargain collectively.
The Minister of Labor and Social Security controls the setting
of wages and benefits, coordinating with UNTA and employers.
There are no export processing zones. As far as is known,
labor legislation is applied uniformly throughout the country.

c., Prohibition of Forced or Compulsory Labor

Existing legislation authorizes compulsory labor for
breaches of labor discipline and participation in strikes. On
the basis of this legislation, the PRA was cited by the ILO in
1984 for being in violation of ILO Convention 105, which
prohibits forced labor. The 1988 report of the ILO Committee
of Experts indicated that the cited legislation remained in
force and had not been brought into conformity with ILO
Convention 105, which Angola ratified in 1976.

d. Minimum Age for Employment of Children

There is no information available on this subject.
e. Acceptable Conditions of Work

There is no information available on this subject.
f. Rights in Sectors with U.S. Investment

U.S. investment in Angola is located in the petroleum
industry. There is no specific information available
regarding the conditions for workers in this sector.

Extent of U.S. Investment in Goods Producing Sectors

U.S. Direct Investment Position - 1988
(Millions of U.S. dollars)

Category Amount

Petroleum 101

Total Manufacturing 0
Food & Kindred Products
Chemicals & Allied Products
Metals, Primary & Fabricated
Machinery, except Electrical
Electric & Electronic Equipment
Transportation Equipment
Other Manufacturing

Wholesale Trade (D)

[N -N-N-N-N-N¥-]

TOTAL PETROLEUM/MANUFACTURING/WHOLESALE TRADE (D)
(D) -Suppressed to avoid disclosing data of individual companies

Source: U.S. Department of Commerce (unpublished)
Bureau of Economic Analysis, August 1989
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* Section 8 is an abridged version of Section 6 of the Angola
country report included in the Department of State's Country
Reports on Human Rights Practices for 1989, submitted to the
Congress January 31, 1990. For a comprehensive discussion of
worker rights, please refer to that report.
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Key Economic Indicators

(Millions U.S. dollars ($) or Ivorian francs (CFAfr) as noted)
1987 1988 1989

Income. Production.

and Employment
Real GDP (millions US$ 10375 9990 n/a
Real GDP growth rate (pct) -1.6 -6.4 n/a
GDP by sector

Primary -29.3 31.2 n/a

Secondary 19.9 18.4 n/a

Tertiary 26.1 24,1 n/a

Other (including govt) 24.8 16.2 n/a
Real per capita income 750 680 n/a
Size of labor force n/a n/a n/a
Unemployment rate n/a n/a n/a
Money and Prices
Money supply (annual chg in pct)

End prev period money stock ~-1.4 0.2 e/ -3.0 e/
Commercial interest rates (pct) 6.5 7.0 7.5 e/
Savings rate (pct) 15.8 14.9 e/ 11.3 e/
Investment rate (pct) 11.7 15.3 e/ 7.4 e/
Consumer price index (annual pct chg) 5.3 7.5 e/ 1.0 e/
Wholesale price index n/a n/a n/a
Exchange rate (period avg( (CFA/$) 301 298 n/a
Balance of Payments

and Trade
Total exports FOB 2791.9 2105.2 n/a

Exports to U.S. 404.0 313.4 n/a
Total imports CIF 1664.0 1304.8 n/a

Imports from U.S. FAS 83.9 75.1 n/a
Aid from U.S. (all forms) 15.5 13.0 n/a
Aid from other countries 230.4 n/a n/a
External public debt (pct GDP) 92.8 92.5 e/100.8 e/
Debt service payments (paid) n/a n/a n/a
Gold & forex reserves (current acct) n/a n/a n/a
Balance of payments ~499 -1086 n/a

e/ estimate

Sources: International Monetary Fund (IMF), World Bank,
Government of Cote d'lIvoire, U.S. Agency for International
Development, U.S. Department of Commerce.

1. General Policy Framework

In the late 1970s the Cote d'lvoire, like many countries,
resorted to foreign borrowing to finance ambitious investment
programs when export earnings were severely limited by the end
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of the commodity price boom and the second oil shock. Foreign
borrowing needs were inflated when public sector enterprises,
developed as an intugral part of the investment program,
generated ballooning deficits rather than revenues. By 1980,
the Government of Cote d'Ivoire was in financial trouble and
turned to the International Monetary Fund (IMF) for
assistance. IMF programs have been in place on and off during
the subsequent period, supplemented since 1981 by World Bank
structural adjustment loans. Ivorian economic policies
throughout the decade have been pursued the twin objectives of
austerity and structural reform.

Government budgets, therefore, have been generally
restrictive, with total public sector spending rising only
about 4.5 percent in the five years ending in 1987. However,
budget deficits have increased as revenues have dropped in the
1980s8. Civil service salaries, which represent a large
proportion of total recurrent expenditure, and the minimum
non-agricultural wage have been frozen since 1982, although
promotions were unblocked in 1986. The retail prices of key
consumer items were raised to eliminate subsidies, fringe
benefits for teachers and other civil servants were reduced,
and the number of entrants into civil service was limited.
Most dramatically, investment spending was cut and limited to
those projects for which financing appears assured, bringing
the investment/GDP ratio from 25 percent at the beginning of
the decade to about 12 percent in 1987, which in turn has
severely impeded future growth prospects.

Together with decade-long austerity in public sector
spending, primarily in investment outlays, the Government has
worked with the World Bank to implement structural adjustment
measures. It has privatized some public sector investments
and attempts to improve the management of remaining public
sector enterprises. 1In addition, it is working to harmonize
tariffs around a level of 40 percent, and has implemented an
import surcharge/export subsidy scheme, which may compensate
slightly for the Government's inability, as a member of the
West African Monetary Union, to adjust the exchange rate

To £ill the large gap estimated for 1989-1990, the
Government has negotiated a new IMF financial rescue package,
which will be associated with six World Bank sectoral and
project loans. In addition, the Government in October called
on the "friends of Cote d'lvoire”--a group of Western donor
nations--in order to round up further financing totalling $350
million. A new London Club agreement has not yet
materialized. It should be noted that the previous London
Club rescue package, negotiated in 1988, was never implemented
as a new decline in cocoa prices and other developments
undermined the assumptions on which the plan was based.

As part of its own contribution to resolving its financial
difficulties, the Government adopted several new tax measures
in 1987, including an extension of the value-added tax (VAT)
to the retail trade sector, an increase and extension of
import duties, and increased levies on patents, licenses,
tobacco, pleasure boats, etc. In August 1989, to stem fiscal
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hemorrhaging, the Government lowered the price it pays its
farmers for coffee and cocoa. 1t also reduced the number of
exemptions to import duties, and imposed a special 10 percent
duty and a 2 percent "statistical tax" on virtually all

imports.

2. Exchange Rate Policies

Cote d'Ivoire is a member of the West African Monetary
Union, whose common currency, the CFA franc, is pegged at 50
to the French franc. It is freely convertible and capital and
profits may be freely repatriated. Although devaluation
rumors circulate periodically, the Ivorian Government (and
France) remain committed to maintaining tha French franc/CFA

at its present level.

3. Structural Policies

An agency of the Commerce Ministry regulates prices. A
few products (rice, bread, gasoline, and cement) have fixed
prices. Other products (mostly food) have prices approved by
the Government. Most imports are assigned percentage margins
of profit. The importer must prove his supply cost, on which
the Government allows a certain mark up, depending on the type

of product.

Foreign owned firms and local business enterprises are
nominally subject to the same taxes, surcharges, and
contributions with only slight variance, although enforcement
may be inconsistent. Withholding taxes are imposed on
dividends, retained earnings, interest, licensing, technical
service and manAgement fees, and other revenues paid to a
non-resident.

Imports are limited and prices are fixed on some imported
products such as rice, wheat, palm oil, and petroleum. The
domestic petroleum product distribution industry is heavily
regulated, but these regulations control the way business is
done, not who does the business. U.S. o0il companies have
large investments and operations in Cote d'Ivoire.

Cote d'Ivoire has long encouraged foreign investment but
the Ivorian cost structure is high, effectively discouraging
much investment. The 1984 Investment Code added further
incentives. The major incentive features are for companies
which invest in agriculture, stock raising and fishing,
storage and treatment of agricultural and food products,
low-cost housing construction, extractive industries, power
production, and manufacturing and assembling. These
incentives include customs duty exemptions on materials and
equipment necessary to the investment, if such materials and
equipment cannot be purchased in Cote d'Ivoire at a
competitive price; tax exemptions, generally for a period of
five years, with taxes phased in beginning in the fourth year,
for business income tax, license taxes, and real estate taxes;
and a partial exemption from the value-added tax. The 1984
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Code extended many of the incentives to small and medium-sized
companies. Cote d‘'Ivoire subscribes to the UNCTAD shipping
code, but has agreed to allow U.S. shipping access to the 20
percent of bilateral trade not reserved for Ivorian or other
LDC fleets.

4. _Debt Management Policies

Faced with a widening public sector deficit, the Cote
d'Ivoire called a moratorium on its foreign debt payments in
late May 1987. Recognizing that the Government's financing
problems were largely due to external factors, i.e., the
decline in commodity prices, and that Cote d'Ivoire was
continuing to pursue austerity and structural adjustment
policies, the Paris Club agreed to a new rescheduling of
Ivorian debt in December 1987, its fourth. Under the new
rescheduling, 100 percent of principal and 95 percent of
interest payments were rescheduled over 10 years with
six-years*' grace.

The London Club Agreement initialled in April 1988 would
have provided for the rescheduling of the entire stock of
principal due through 1995 over a period of 14 years with 5.5
years grace, and also would have extended CFA 43 billion ($140-
million) in new money. Unfortunately, in reflection of
persistent financing difficulties, the Government did not make
its initial payment under the new agreement of around $50
million in interest and the agreement was not implemented. A
new Paris Club Agreemant consolidating debt service payments
due from January 1, 1990 through April 1991 and arrears as of
December 31, 1989 was negotiated in December 1989 and signed.

S. Significant Barriers to U.S. Imports and Investment

Most import license requirements were removed in 1987.
Some remain, however, for certain food and electronic
imports. Although customs restrictions and regulations have
been reduced over the past few years, procedures are still
burdensome. Businessmen report that customs enforcement is
often inconsistent. Advertising and import insurance are
limited to Ivorian nationals or companies, while local
representation may be required in the building professions on
nongovernment contracts.

6. Export Subsidies Policies

Export subsidies are available to food processing,
textiles and clothing, wood processing and other manufacturing
industries. The subsidy is intended to offset the negative
impact of import protection on export competitiveness and is
calculated as the equivalent of the import taxes paid in the
value added of the product.
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7.Wunm1_umm

Cote d'Ivoire is party to the Paris Convention for the
Protection of Industrial Property and its 1958 Lisbon revision
and to the Berne Copyright Convention.

In 1962, Ivory Coast, along with most francophone African
countries, adopted uniform legislation for granting patents
and registering trademarks. Under the common provisions, a
request for patents, trademarks, or other industrial property
is filed in or from one member country. If registration is
approved by the African Intellectual Property Office (OAPI),
it is valid for all member countries. The validity period is
twenty years from the date of filing. Trademark registrations
may be renewed indefinitely. Validity of a patent requires
that an annual fee be paid.

Cote d'Ivoire's civil code prohibits unfair competition
including trademark imitation or infringement. Nevertheless,
some counterfeit cassettes and clothing appear in the local
markets. Textile producers complain of pirate copies of their
designs arriving from other West African countries.

8. Worker Rights *
a. The Right of Association

Workers have the right to form unions, but almost all
unions are organized within a single government-sponsored
labor confederation, the General Union of Cote d'lvoire
Workers (UGTCI). The right to strike is protected by statute,
but in practice strikes are rarely authorized by the UGTCI.
Generally, the Government negotiates with strikers and
resolves at least some of their economic grievances. Unions,
trade associations, and professional bodies are permitted to
maintain relations with recognized international professional
bodies in their fields. The UGTCI is a member of the
continent-wide Organization of African Trade Union Unity.
Cote d'lvoire is a member of the ILO.

b. The Right to Organize and Bargain Collectively

Workers, in theory, have the right to organize and bargain
collectively, but in practice strikes are discouraged. The
Government favors tripartite dialogue between the union,
government, and management. There are no export processing

zones in Cote d'lIvoire, and labor legislation is applied
uniformly throughout the country.

c. Prohibition of Forced or Compulsory Labor
Forced or compulsory labor is prohibited.
d. Minimum Age of Employment for Children

Children under 16 are not allowed to work, although in the
informal sector this prohibition is not always enforced.
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e. Acceptable Conditions of Work

The Government wnforces a comprehensive labor code, which
meet international norms in the formal sector; conditions vary
widely in the informal sector. Minimum wages vary according
to occupation and wage levels increase with experience and
skill. Government medical insurance and retirement programs
benefit salaried employees in the modern sector.

f. Rights in Sectors with U.S. Investment

U.S. capital is invested in the petroleum, food and
related products, chemicals and related products, electric and
electronic equipment, other manufacturing, and wholesale trade
sectors. Worker rights are generally the same in all formal
goods producing sectors.

Extent of U.S. Inves tmtjumzmmmmum

U.S. Direct Investment Position - 1988
(Millions of U.S. dollars)

Category Amount

Petroleum 29
Total Manufacturing 12
Food & Kindred Products
Chemicals & Allied Products
Metals, Primary & Fabricated
Machinery, except Electrical
Electric & Electronic Equipment (D)
Transportation Equipment
Other Manufacluring (D)
Wholesale Trade (D)

o OO0

TOTAL PETROLEUM/MANUFACTURING/WHOLESALE TRADE (D)
(D) -Suppressed to avoid disclosing data of individual companies

Source: U.S. Department of Commerce (unpublished)
Bureau of Economic Analysis, August 1989

* Section 8 is an abridged version of Section 6 of the Cote
d'Ivoire country report included in the Department of State's
Country Reports on Human_Rights Practices for 1990, submitted
to the Congress January 31, 1990. For a comprehensive
discussion of worker rights, please refer to that report.
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Key Economic Ipdicators

(Millions of cedis unless otherwise stated)

1987 1988 1989

Income. Production, (est)

and Employment
GDP at current prices 742,800 1,057,868 n/a
GDP at current prices (pct chg) 4.5 6.2 n/a
Per capita GDP (current $) 1/ 350 362 372
Cocoa (000 mt) 2/ 183 30% n/a
Gold (000 troy ounces) 328 392.9 n/a
Diamonds (000 carats) 464.8 244.8 n/a
Manganese (000 mt) 295.1 252.3 n/a
Bauxite (000 mt) 299.4 299.3 n/a
Aluminum (000 mt) 150.3 160.8 n/a
Size of labor force (000) 6,477 n/a n/a
Unemployment rate (pct) 3/ 1.9 n/a n/a
Money and Prices
Money supply 132,300 189,186.7 n/a
Commercial lending rate

(pct yr-end) 26.0 26.0 26.0
Savings growth rate (pct) 5.8 6.5 6.7
Investment growth rate (pct) 4/ 4.7 n/a n/a
Consumer price index (1980«100) 1,583.3 2,079.7 n/a
Wholesale price index 231.2 n/a n/a
Exchange rates (cedi/$) S/

Official average 147.1 202.5 n/a

Foreign exchange bureau 6/ n/a 305-320 310-350

Parallel n/a n/a n/a
Balance of Payments

and Trade (mils §)
Total exports FOB 824.1 881.0 n/a

Exports to U.S. CIF 259.6 209.6 n/a
Total imports FOB 933.8 991.4 n/a
Aid disbursements 7/ 443.0 487.3 568.0
Aid from U.S. 17.9 18.3 8.9
Aid from multilateral donors 290.8 289.1 n/a
External public debt 3,126.6 3,223.6 n/a
Annual debt service (payments) 488.0 609.0 467.0
Debt service ratio (pct exports) 58.7 68.4 56.6
Gold reserves n/a n/a n/a
Gross int'l reserves (yr-end) 193.6 200.8 215
Overall balance of payments 138.5 126.1 110.0

1/ Embassy estimates; exchange rate distortions greatly reduce
the value of this measure.

2/ Crop year begins in September.

3/ 1987 data on unemployment and size of labor force are
estimates from Ghana living standards survey. Unemployment is
given as percent of labor force.

4/ Refers to direct investment.
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5/ Exchange rates are noted as average annual for official
rate 1987-88; others are actuasl, as of 10/89.

6/ Bureaus were legalized in April 1988. Rates cited for
1989 are the range as of 11/1, 1989.

7/ Data for aid flows converted to dollars at the exchange
rates prevailing at time of disbursements.

Many statistics are delayed and data may be subject to
revision. 8Some data are projections and estimates,
including all data for 1989

l.ﬁml_mliwmmu{

After six years of a stringent and consistent structural
adjustment effort, Ghana's economy continues to gain
strength. Major reforms include: liberalization of the
foreign exchange and trade systems; abolition of many price
controls; fiscal and monetary discipline; public sector
rationalization; and rehabilitation of key sectors and
infrastructure. The once greatly overvalued cedi was sharply
devalued in 1986; hard currency availability was eased by the
creation of a foreign exchange auction. Legalization of
foreign exchange bureaus in 1988 created a free market in
foreign exchange. Large inflows of foreign aid helped rebuild
infrastructure and prime the economic pump. Good rains and
higher producer prices for some cash crops revived farm output
while industry and mining benefited from renewed access to raw
materials, spare parts and better transport.

Despite the impressive record achieved since 1983, Ghana
still faces obstacles in the struggle for sustainable economic
growth. The economy remains heavily reliant on the vagsaries
of the weather and world prices for its exports (cocoa,
timber, and gold). 1In 1988, favorable rains and increased
timber and gold production, plus a large cocoa harvest, raised
real GDP growth to 6.2 percent although inflation exceeded
projections. Many Ghanaians exist on fixed incomes. Consumer
demand is suppressed while unemployment is high, pushed by
public sector redeployment. For productive sectors, access to
credit was impeded by a liquidity squeeze in 1988-89.
Although foreign exchange and trade liberalization improved
the local environment for U.S. exports, low purchasing power
and liquidity problems still act as significant constraints.
In 1989, the Program of Action to Mitigate the Social Costs of
Adjustment (PAMSCAD), targeting the most economically
vulnerable persons in Ghanaian society, disbursed funds to
assist redeployed workers, landless rural farmers, and other

disadvantaged groups.

Fiscal Policy: The Government of Ghana utilizes the
annual budget to channel resources to rehabilitate productive
sectors and finance the implementation of its reform
policies. Expenditure is targeted at public sector
investments identified in a rolling, three-year public
investment plan (PIP). In 1988 and 1989, efforts were made to
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raise salaries in the civil service, especially for highly
skilled employees. Resource mobilization efforts focus on
enhancing efficiency of tax collection and rationalization of
the tax system. Donor inflows form a significant portion of
annual government capital expenditure. Potential private
gsector investors find the continued liberalization of the
foreign exchange and trade regimes encouraging. However, many
private sector firms face problems of liquidity and tight
credit as the domestic banking system struggles to restructure
with assistance from the World Bank. Investment capital is

scarce.

Tax reform has been a major tool of fiscal policy for the
past three years. During that time, the Government attempted
to extend the personal income tax to include a greater number
of self-employed income earners. Income tax owed by
lower-paid workers was reduced. Taxation of dividends,
excessive relative to rates on other forms of income, was also
reduced. The corporate tax rate was lowered in 1988 from 55
percent to 45 percent for certain productive sectors
(manufacturing, farming, export) and in 1989, it was cut to 50
percent for all other corporate bodies (except banking,
insurance, commerce and printing, still taxed at 55 percent).
Through improved tax administration and collection, the
Government succeeded in raising tax revenues in 1988 by 38.5

percent,

Budget Surplus/Deficit: 1In 1988, both revenue and
expenditure were higher than projected, resulting in a budget
surplus for the third year in a row. The 1988 surplus was
equivalent to 0.4 percent of GDP., A surplus was anticipated
for 1989. In the past, budget deficits were financed by
borrowing from the domestic banking system and nonbank
institutions. 1In 1988, the budget surplus, plus concessional
foreign financing and borrowing from the domestic nonbank
sector, enabled the Government to make net debt repayments to
the domestic banking system totalling 11.2 billion cedis (1.1
percent of GDP), almost twice the planned amount.

Monetary Policy: The Government utilizes credit ceilings
and adjustment 1n reserve requirements to control the money
supply. The level of financing for the cocoa sector is also a
significant factor. A weekly Treasury bill auction sets the
discount rate. In 1989, the Bank of Ghana (central bank)
introduced new Bank of Ghana bills and created additional
financial instruments for auction sale to banks in 1989-90. A
program to initiate open market operations to control the
money supply is planned for 1990. The growth of broad money
at 43 percent in 1988 was higher than projected, primarily
because of an unexpected improvement in the net foreign assets
position of the commercial banks. Because Bank of Ghana
credit policies remained tight, banks held sizable excess
reserves in 1988 and into 1989.
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Ghana operates a dual exchange rate system. The Bank of
Ghana holds weekly foreign exchange auctions that determine
the "official” exchange rate for the following seven days. To
obtain foreign exchange from the auction, importers are
required to bid through their banks after depositing the full
cedi equivalent of their bids. A Bank committee evaluates
bids and allocates the foreign exchange available that week to
winning bidders. Imports for the industrial sector receive
priority, but theoretically, since 1988, almost any commodity
may be imported through the auction. 8Since 1986, the auction
has eased access to foreign exchange for importers who have
the cedis to bid, although at the current official rate the
auction is unable to meet the full demand for hard currency.

Foreign exchange controls have been virtually eliminated
by the Government. Bona fide requests for transfers of
profits and dividends were made eligible for funding through
the auction in February 1989. As of November 1989, few
controls remained on current account transactions. 1In
February 1988, the Government authorized the legal operation
of private foreign exchange bureaus; the first few opened for
business in April. They buy hard currency at market rates and
sell it to importers or other customers with bona fide
requests. Customers find that bureau foreign exchange is
readily available, but at more costly rates than auction
exchange. The bureaus constitute a free market in foreign
exchange; rates fluctuate seasonally or according to the
supply of hard currency in Accra. The advent of foreign
exchange bureaus has facilitated imports of consumer goods and
processed foods from the U.S., but local retail prices of the
imports are high, reflecting the steep cost of hard currency.
The emergence of foreign exchange bureaus has resulted in the
virtual elimination of the parallel market.

3. Structural Policies

In the past six years, the Government has progressively
liberalized the market structure. During the early years of
the Economic Recovery Program (ERP--1983 through 1986), price
controls throughout the economy were dismantled. After years
of artificial controls, prices of goods were permitted to
reflect significant changes in the exchange rate and in
administered prices. (Administered prices affect commodities
such as cocoa, coffee and petroleum products). Since 1985,
the Government has adjusted upward the producer prices for
cocoa and coffee to reduce the distortions implicit in the
previously overvalued exchange rate and reverse excess
taxation of farmers. Petroleum prices are adjusted annually
to reflect world oil price movements and exchange rate
fluctuations.

Since 1983, the Government has eliminated price subsidies
on hundreds of products and commodities but retains controls
on a few items, Controlled goods and services include
petroleum products, cement, utility tariffs, flashlight
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batteries, beer, cigarettes, machetes, fertilizers and
selected pesticides. The Government will reportedly remove
most remaining price controls and subsidies by June 1990. The
impact of surviving subsidies affects cross-border trade in
the West African region, but has minimal effect on U.S.
exports. Even after elimination of many subsidies and ensuing
price hikes, petroleum products and some farm inputs cost much
less in Ghana than in neighboring countries, encouraging

smuggling.

The January 1989 budget statement announced a number of
changes in the tax regime. For personal taxation, the
standard personal exemption was raised and the top marginal
rate was shifted to a higher annual income bracket. The basic
corporate tax rate affecting manufacturing, farming and export
sectors remained at 45 percent but a new rate of 50 percent
was introduced applicable to most corporate bodies. However,
banking, insurance, commerce and printing firms are still
taxed at the old rate of 55 percent. Standard sales tax was
reduced from 25 to 22.5 percent. Excise duty rates for beer,
cigarettes, alcoholic and non-alcoholic beverages were lowered
but those items now attract the standard sales tax rate of
22.5 percent versus the old rate of 7.5 percent. Import
duties and sales taxes were raised on vehicles of engine size
cc 1600 or below (in 1987, engine sizes less than cc 1600
could enter Ghana duty free). Tax rates were increased for
cross-country vehicles. Sales tax continues to be calculated
on the CIF import duty value (1988 change).

As of January 1989, a sales tax clearance certificate is
required from manufacturers before their goods may be cleared
from the port, to enforce the payment of sales tax and excise
duties. No major structural policy changes affecting direction
or character of investment occurred during 1988 or 1989.

4. Debt Management Policies

Ghana's Economic Recovery Program was instituted in 1983
close cooperation with the World Bank and the IMF. The
program has been supported since 1983 by several IMF standbys
and a current enhanced structural adjustment facility (ESAF),
as well as two World Bank structural adjustment loans. Ghana
has not rescheduled official credits under the Paris Club and
has not rescheduled commercial bank credits. At year-end,
1988, Ghana's total external debt was calculated at $3.2
billion. Most of that amount is on concessional terms and is
owed to international financial institutions and bilateral
donors. External public debt as of 1988 consisted of:

Medium-term $448.2
Long-term $1,854.9
IMF $761.2
Ar

Total $3,134.1

In 1989, arrears were reduced to about $20 million, and
the remaining amount is scheduled for repayment by mid-1990.
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The World Bank estimates that from 1989 to 1992, external
debt interest payments will average $107 million per year. 1In
1987-89, the bunching of payments due to the IMF created a
debt service bulge and high debt service ratios (as a
percentage of exports: 68.4 in 1988; dropped to an estimated
56.6 in 1989 and projected Lo drop to 37.4 by the end of 1990;
as a percentage of GDP: 12.6 in 1988: dropped to an estimated
10.8 in 1989 and projected to drop to 7.5 by the end of 1990).

Relations with the international financial institutions
and donor countries are good and since 1983 Ghana has met
scheduled obligations, Steady reduction in external arrears
from $660 million in 1983 should enable Ghana to resume
relationships with external creditors, possibly for trade
financing. Foreign banks are not yet ready to begin
significant lending in Ghana, but they are watching the
progress of economic recovery efforts. A new debt management
unit was established in 1987-88 at the Ministry of Finance and
Economic Planning. The IDA structural adjustment
institutional support credit funded the installation of a debt
management and financial analysis system. It includes a
program specifically designed to meet Ghana's requirements.

5. Significant Barriers to U.S, Exports and Investment

On January 14, 1989, the last vestiges of Ghana's import
licensing system were formally abolished. The 20 percent SUL
tax (a tax on special unnumbered import licenses) was also
abolished. Importers are now only required to submit an
import declaration form (not subject to Government approval).
It states that import transactions will be conducted in
accordance with Ghanaian laws.

Services Barriers

Advertising: Foreign advertising firms are not permitted
to establish offices in Ghana.

Insurance: Ghanaian buyers are not permitted to insure
imports (marine insurance) with foreign companies registered
abroad and official imports must be insured with the
government-owned State Insurance Corporation (SIC). Marine
insurance is forbidden for imports on a CIF basis; marine
insurance on official imports as well as casualty insurance on
Government property are reserved to the SIC.

Tourism/Hotel/Motel: Foreign travel agencies are not
allowed to establish businesses in Ghana,

Other areas of significant importance reserved to
Ghanaians under the Investment Code of 1985 are:

- commercial overland passenger transportation and
haulage services;

- laundry and dry cleaning;

26~784 0 - 90 ~ 2
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- wholesale/retail operations of "employed capital” or
assets of less than $500,000;

- taxl or car hire services;

- agency/distributorship franchises by firms with
*employed capital® or assets of less than $500,000;

- tire retreading businesses;
- beauty and barber shops;
- real estate agency operations;

agricultural commodity brokerages with employed capital
of less than $500,000;

Standards: Ghana has its own special standards for food
and drugs, and offers quality standard testing according to
acceptable international practices for imports with suspicious
product characteristics. Quality testing of imports
emphasizes food and other ingested products (drugs) with
validity date markings. Not only imports, but all locally
manufactured goods, are subject to Ghanaian standards,
testing, labeling and certification regulations.

Investment: The Government has designated a list of
priority sectors for investment (agriculture, tourism,
manufacturing, and building/construction) and strongly favors
enterprises that will produce for export using predominantly
local materials. For foreign investors, the minimum equity is
$60,000 (joint venture) or $100,000 (wholly-owned); the latter
must be a net earner of hard currency. Expatriate quotas are
in force and the special tax on expatriates was raised in 1988
to 500,000 cedis ($1,742). Exceptions are granted for
government contract employees and persons working on projects
financed by international organizations or bilateral donors.

Under the Investment Code, the Government guarantees free
transferability of dividends, loan repayments, licensing fees
and repatriation of capital; provides guarantees against
expropriation or forced sale; and delineates dispute
arbitration. Development and transfer of technology are
criteria for investment approval, and the Ghana Investment
Center (GIC) registers and may regulate such transfers.
Foreign investors are not subject to differential treatment on
taxes, prices or access to foreign exchange, imports and
credit. For the most part, government policies do not
restrict U.S. exports or direct investment, although some
economic activities are closed to foreign investment (see
Section 4). Land ownership by non-citizens is prohibited
although expatriate companies may own property constructed on
leased lands (long-term leases are standard in such
circumstances).

The Investment Code specifies that prospective investors
must be screened in accordance with their capacity to
contribute to any of the following objectives: utilization of
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local materials, supplies and services; job creation;
increasing export earnings and/or savings on imports;
development and transfer of technology; and geographical
dispersion. The GIC may stipulate the amount and source of
capital, nationality and number of shareholders, project size,
training of Ghanaians, time for implementation, utilization of
local raw materials and other criteria. While the Government
has demonstrated considerable flexibility and pragmatism in
applying them, such performance requirements are likely to
remain an integral part of its economic strategy.

To encourage investment in the petroleum and mining
sectors, the Government promulgated separate legislation
authorizing specific incentives and conditions for those
sectors. Mining ventures receive greatly accelerated
depreciation and an investment allowance, can carry forward
losses and capitalize pre-mining expenses, and are permitted
other exemptions or allowances on imports, personal income
taxes and remittances, and expatriate quotas. These
incentives appear equally available to foreign and Ghanaian
private investors.

Government Procurement Practices: Government purchases of
machinery, equipment and supplies are usually handled by the
Ghana Supply Commission, the official purchasing agency,
through international bidding and sometimes through direct
negotiations, depending on the volumes involved. The Bank of
Ghana, which monitors export receipts, officially does not
encourage countertrade because of adverse past experience of
over and under invoicing. However, the Government transacts
countertrade deals with a number of Eastern European
countries, in which Ghanaian cocoa beans and related products
are exchanged for imports of pharmaceuticals, educational
materials, road-building expertise, and other goods and
services.

Except for tied-aid imports, Ghana does not discriminate
against any country in its international trade, with one
exception: imports from South Africa are prohibited. Former
government monopolies on the importation of commodities such
as meat, fish, wheat, and edible vegetable oil have been
dismantled over the past two years. Parastatal entities
continue to import some commodities such as sugar, wheat, rice
and edible oil, but only to the extent that they receive
financing from donor agencies or local flour millers. They
receive no direct government subventions to fund imports.
Provided they can raise the necessary cedis, private sector
importers are permitted to bring in any commodities except the
five items on the prohibited list (beer and stout, cigarettes,
cement pipes, roofing sheets, and asbestos and fibers).

6. Export Subsidies Policies

The Government does not offer direct export subsidies.
Ghanaian exporters are entitled to 85 percent drawback of the
duty paid on imported inputs. Exporters of non-traditional
commodities (other than cocoa, coffee, timber logs and lumber
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and nonfuel minerals) are allowed to retain a higher
percentage (35) of their export receipts in hard currency
accounts to finance imports of spare parts and inputs. They
are also permitted to repatriate such funds if held abroad for
sale through the local foreign exchange bureaus. Ghana is not
a member of the GATT Subsidies Code.

7. Protection of U.,S, Intellectual Property

Ghana is a member of the World Intellectual Property
Organization and the English-speaking African Regional
Intellectual Property Organization and is a signatory to the
Universal Copyright Convention and the Paris Convention for
the Protection of Industrial Property.

Prior to independence from the United Kingdom in 1957,
Ghana had offered protection to intellectual property under
U.K. laws, It still does so for patents, requiring the
registration of patents in the United Kingdom and thereafter
in Ghana within three months of the U.K. registration. 1In the
early years of independence, Ghana instituted separate
legislation for copyright and trademark protection (1961 and
1965, respectively). Ghana also offers protection to
intellectual property rights holders of member countries under
the terms of the conventions to which it belongs.

Ghana is now drafting its own legislation for patent
protection but for the present continues to operate under the
patent law of the United Kingdom. There are no official
statistics on infringement cases, but legal sources indicate
there were less than 20 court cases for intellectual property
rights infringement during the last three years. Aggrieved
holders of intellectual property rights have easy access to
courts for redress locally. Information on counterfeiting is
not readily available from official sources in Ghana. There
is no problem in gaining or maintaining patent registration.
Fees for registration by local applicants are 15,000 cedis
(about $52) and $90 for foreign applicants.

There are no serious cases of book piracy and the few that
have been recorded were all resolved by arbitration at the
Ghanaian Copyrights Registry. Similarly, a small number of
cases of other forms of copyright infringement have all been
resolved through arbitration. The most serious problem of
copyright infringement relates to video tapes and the
Government is considering new measures to curb the incidence
of illegal reproduction and commercial screening of tapes. As
of the end of 1989, the Government will not issue a permit for
a commercial video tape rental establishment to put up a
satellite dish in Ghana to receive foreign television
programming. According to the Copyright Registrar, copyright
violations could be treated in Ghana as both criminal and
civil court cases. Copyright violations in the form of
pirated video tapes or cassette tapes probably account for the
most serious losses to U.S. firms in the form of sales and
royalties foregone.



8. Worker Rights *
a. The Right of Association

Trade unions and their activities are governed by the
Industrial Relations Act (IRA) of 1958, subsequently amended
in 1965 and 1972. Organized labor in Ghana is represented by
the independent Trades Union Congress (TUC), established in
1958, representing a claimed total membership of over 700,000
skilled and semi-skilled workers. The TUC publishes its own
newspaper, which is independent of government subventions. It
has publicly criticized the Government at times for its
economic policies as well as failure to consult adequately the
trade union movement.

The right to strike is recognized in law and in practice,
although the Government has on occasion taken strong action to
end strikes, especially those which threaten interests it
perceives as vital. The Industrial Relations Act provides for
a system under which the Government seeks first to conciliate,
then arbitrate, cisputes.

b. The Right to Organize and Bargain Collectively

The right to organize is generally respected, although
civil servants are prohibited by law from joining or
organizing a trade union. Ghana's trade unions engage in
collective bargaining for wages and benefits with both private
and state-owned enterprises, although in the latter category
the threat of detention (a common practice in the early 1980s)
hangs over union leaders to force agreement on issues. At the
end of 1988, no union leaders were under detention for
union-related activities. There are no functioning export
processing zones in Ghana, and labor legislation is applied
uniformly throughout the country.

c. Prohibition of Forced or Compulsory Labor

Ghanaian law prohibits forced labor, and it is not known
to be practiced.

d. Minimum Age for Employment of Children

Labor legislation sets a minimum employment age of 15 and
prohibits night work and certain types of hazardous labor for
those under 18. In practice, child labor is prevalent, and
school age children often perform menial tasks in the
daytime. Enforcement of minimum age laws is uneven,
especially since local custom and economic circumstances favor
children working to help their families. Violators of
regulations prohibiting heavy labor and night work for
children are occasionally punished.

e. Acceptable Conditions of Work
Minimum standards for wages and working conditions are

established through a tripartite committee of representatives
of government, labor, and employees. It establishes a minimum
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wage, and other salaries are adjusted accordingly. Effective
January 1987, the minimum wage was increased 25 percent. 1In
early 1988, the TUC called for a "meaningful" national wage of
not less than $4.00 per day. The basic workweek is 40 hours.
Occupational safety and health regulations are in effect, and
sanctions are occasionally applied to violators.

£. Rights in Sectors with U.S. Investment

U.S8. investment in Ghana is dominated by an operation in
the primary and fabricated metals sector. However, there is
also significant U.S. investment in the petroleum, chemicals
and related products, and wholesale trade sectors. U.S8. firms
in Ghana must comply with Ghanaian labor laws and no instances

of noncompliance are known.

Extent of U.S., Investment in Goods Producing Sectors

U.S. Direct Investment Position - 1988
(Millions of U.S. dollars)

Category amount

Petroleum (D)
Total Manufacturing (D)
Food & Kindred Products
Chemicals & Allied Products
Metals, Primary & Fabricated (D)
Machinery, except Electrical
Electric & Electronic Equipment (*)
Transportation Equipment
Other Manufacturing
Wholesale Trade

TOTAL PETROLEUM/MANUFACTURING/WHOLESALE TRADE (D)

o N

oo <

(D)~-Suppressed to avoid disclosing data of individual companies

(*)~Under $500,000

Source: U.S. Department of Commerce (unpublished)
Bureau of Economic Analysis, August 1988

* Section 8 is an abridged version of Section 6 of the Ghana
country report included in the Department of State's

es for 1989, submitted to the
Congress January 31, 1989. For a comprehensive discussion of
worker rights, please refer to that report.
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1988

(prelim)

76,769
5.2

22,185
10,056
3,388
8.7
n/a

24,229
15.0
10.0

n/a
173
n/a

17.8
28.0

18.049
1,620
37,113
1,228
917
18,379
76,291
5,595
4,295

-13,937
11,819
-5,945
-8,063

6,515
338
5,910
943

|

1989
(est)

80,607
5‘0

23,183
10,599
3,425
9.2
n/a

27,136
15.5
12.5%

n/a
194
n/a

20.8
30.0

21,584
1,463
39,919
1,216
1,267
20,100
87,735
6,260
5,400

-13,243
13,281
-6,669
-6,631

7,087
380
8,493
703

KENYA
Key Economic Indicators
(Millions of Kenya shillings unless otherwise indicated)
1987

Income,_ Production.

and _Employment
Real GDP (1982 prices) 72,995
Real GDP growth rate (pct) 4.8
Real GDP

Agriculture 21,251

Manufacturing 9,487
Real GDP per capita (1982 prices) 3,344
Size of labor force (millions) 8.0
Unemployment rate n/a
Money and Prices
Money supply (Ml) 22,884
Com'l interest rate (max) (pct) 14.0
Savings rate (pct) 11.0
Investment rate (pct) n/a
Consumer price index (1982 = 100) 156
Wholesale price index n/a
Exchange rate (shillings/$)

Official 16.5

Parallel 25.0
Balance of Payments
Total exports FOB 14,949

Exports to U.S. 1,469
Imports CIF 30,971

Imports from U.S. 1,403
Aid from U.S. 733
Aid from others 14,435
External public debt 58,229
Debt service payments (paid) 5,166
Gold and forex reserves 5,356
Balance of payments

Trade balance -11,748

Net services and transfers 8,217

Net investment income -4,653
Current account balance -8,184
Net capital account 6,320

Private lony-term 198

Govt long-term 4,824

Short-term 1,650
Overall balance -2,096

1. General Policy Framework

1,353

456

In the 26 years since independence, Kenya's leaders have
followed an economic policy incorporating reliance on free
market principles against a backdrop of central planning.
Kenya boasts one of the most open economies in the African
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continent with an active private sector. Fettures of the
system include the use of pricing incentives, a liberal
investment code, export promotion, flexible exchange rate
management, and flexible fiscal and monetary policies.

Throughout the 19808 Kenya has made reforms in line with
IBRD/IMF structural adjustment programs. Reforms implemented
in the last few years include broadening of the tax base,
liberalization of imports, partial decontrol of fertillizer
pricing, gradual currency devaluation, introduction of
manufacturing under bond and elimination of controls un many
items. Nevertheless, many serious impediments to greater free
market development exist. The Government of Kenya is still
heavily involved in key sectors of the economy and many costly
and inefficient parastatal organizations divert scarce
budgetary resources from more productive use.

Kenya's fiscal policies with respect to revenue generation
have been adequate. Revenue was 22 percent of gross domestic
product (GDP) in fiscal year (FY) 1989, but faster expenditure
growth widened the overall budget deficit to about four
percent of GDP in FY1989/90. Kenya raises 70 percent of its
tax revenue from indirect taxation. 1In the FY1989/90 budget,
the Government widened the tax base by introducing a 5 percent
presumptive tax on sales of agricultural produce, and a 17
percent value-added tax, replacing a sales tax in January
1990. It also lowered corporate income tax and expanded tax
incentives for small-scale and rural industrialization. There
is scope, however, for mobilizing additional revenue through
improvements in tax administration and greater reliance on
cost recovery/user chargyes.

In its five-year decentralization strategy and budget
rationalization program, the Government has adopted an
expenditure program aimed at more efficient utilization of
funds. Government efforts to rationalize expenditure have
largely been unsuccessful because of expansion of public
sector employment and slow implementation of cost-sharing for
some social services. The Government aims to reduce the
deficit to a level of 3.4 percent of GDP in 1990. 1Its main
fiscal instruments for financing the deficit are Treasury
bills and medium term bonds. These sources are limited,
however, by relatively underdeveloped financial and capital

inarkets. '

The main policy instruments used to contain growth of
money supply and domestic credit are: minimum liquidity ratio;
minimum cash and reserve ratios; interest rate regulations;
selective credit controls; and discount policy. These
instruments are, however, reminiscent of monetary policy which
is still relatively controlled and segmented. 1In the last
three years, the Government reduced excessive growth in the
money supply and domestic credit, from 28 percent in 1986 to 8
percent in 1988, by reactivating the use of cash ratio and
credit restrictions and the sale of medium-term treasury
bonds. In October 1989, Parliament passed a law establishing
a capital markets authority, which will be instrumental to the
development of a wider and freer capital market that will
generate the long-term funds required for investment.
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2. Exchange Rate Policies

The local currency (Kenya shilling) is pegged to the
International Monetary Fund's Special Drawing Rights (SDR), a
basket of currencies. Since 1984, the shilling's exchange
rates with the currencies that make up the SDR have been
adjusted daily to maintain approximate parity with the
latter. The nominal depreciation of the shilling against the
U.S. dollar was 28 percent between 1986 and 1989. There is an
illegal parallel market for foreign exchange. The ditZference
between the official rate and the blackmarket rate is volatile
and averages over 35 percent for most hard currencies, but the
parallel market is not particularly deep and does not appear
to account for a large volume of total exchange transactions.

3. Structural Policies

The Government of Kenya's structural adjustment policies
are aimed at improving management of public expenditure in
order to reduce the budget deficit, control inflation,
restrain public indebtedness and avoid crowding out private
investors. Procurement for all public projects and government
requirements is done by the Government's Central Tender Board
on a competitive basis. Prices of basic consumer and producer
goods are controlled by the Government. The Government is
committed to reducing the number of items under price control
and o import liberalization and export promotion. The
Government is making an attempt to shift costs to end-users
through user fees or full cost recovery in services such as
transportation, education, health care, and water. The
changes toward a flexible exchange rate policy, the
rationalization of the tariff structure, and the
simplification of the import licensing system play a key role
in expanding opportunities for U.S. exports.

In the last two years the Government has lowered income
tax rates, broadened the tax base and increased its reliance
on indirect taxation for revenue generation. Kenya maintains
a progressive income tax structure. The first income tax
bracket with an upper limit of $2,250 per annum is taxed at a
rate of 10 percent. The rate increases with successive income
brackets up to the last open-ended category of over $15,750,
which is taxable at 45 percent. Effective January 1990,
corporate taxes were lowered by 2.5 percentage points to 50
percent for foreign-owned and 42.5 percent for locally-owned
companies. Tax collection efficiency is low. Total direct
taxes yielded a declining share of 27 percent of total current
revenue during the 1980-198% period. Income taxes, which
provided one-quarter of total recurrent revenue in 1988, are
the largest source of government revenue, followed by sales
taxes. Kenyan residents are subject to a 12.5 percent
withholding tax on interest and 15 percent on dividends.
Non-residents rates vary from 12.5 percent to 14 percent.
Rates of sales tax range from 35 percent on essential items to
400 percent on luxury items such as automobiles. Rates of
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customs duty range from 35 percent on basic producer goods to
100 percent on most machinery and electronic equipment.

4. Debt Management Policies

Kenya's debt service ratio is about 2y percent of total
export earnings. Export earnings deperd largely on receipts
from tourism, coffee and tea. The de"t service burden while
onerous, is not out of control and the Government has
maintained a good repayment record, and has so far been
prudent in the use of non-concessionary loans and has not
sought rescheduling. The Governmenrt seems aware of the extent
of its problems and has indicated a willingness to impose
tough demand management measures to stabilize the situation.
Major aid donors include the World Bank, the United States,
the European Community and, lately, Japan. Since 1980 Kenya
has regularly sought the IMF's structural adjustment credit
facilities. External commercial borrowing is only about 15
percent of total borrowing.

5. Significant Barriers to U.S. Exports and Investment

The Kenyan import licensing system classifies imports into
three broad categories. The first category comprises high
priority capital goods, raw materials and intermediate inputs
which can be identified easily. 1In principle, requests for
licenses are approved automatically and demand is controlled
by tariff rates. The second category contains goods subject
to special import authorization such as fertilizers, cattle,
live poultry, live fish, powdered milk, cheese, wheat, rice,
maize, cereal flours, nuts, refined sugar, spices, petroleum
products, selected motor vehicles and tractors. These are
subject to special authorization of a designated government
agency. The third category has three schedules--A, B and C.
Schedule A lists technical items of unique high priority.
Such items as engineering components, spare parts, precision
instruments, chemicals, special plastic, glass and metal
products. Approval is usually delayed because the items are
handled on a case-by-case basis. Schedule B lists
semi-essential goods, mainly consumer goods. Licensing
depends on the foreign exchange reserve position. Schedule C
lists lower priority items which the Government considers
undesirable. Approval is normally difficult to obtain. For
example, importation of used clothing intended for sale is
banned.

Barriers exist to trade in services in audio and visual
works, construction, engineering, architecture, insurance,
leasing, shipping and foreign travel. Audio and visual works
are licensed, censored, and sold by the government company,
Kenya Film Corporation. Foreign companies offering services
in construction, engineering and architecture often face
discrimination in bidding for public projects. Local firms
get 10 percent preference on quotations for tenders and small
projects are reserved for local companies. Kenyan buyers of
foreign goods are forbidden from insuring imports abroad.
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Kenyan exchange control laws represent major impediments to
international leasing. Import licensing restrictions make it
difficult to import equipment for leasing if it is available
locally. There are stringent restrictions in foreign exchange
approval for travel outside Kenya.

Major commodities imported into Kenya are subject to
pre-shipment inspection for quality and quantity as well as
for price comparison. All foreign exporters have to obtain
"clean report of findings" from a government-appointed
inspection firm which has offices in major trading points such
as New York, Baltimore, Chicago, New Orleans and Houston.
Importation of animals, plants, and seeds is subject to
quarantine regulations. Importation is allowed only at
designated ports of entry. Special labeling is required for
condensed milk, paints, varnishes, vegetable and butter
(ghee). 1In addition, imports of prepacked paints and allied
products must be sold by metric weight or metric fluid measure.

The importance of governmental action in the import sector
has increased. Government procurement for ordinary supplies
as well as materials and equipment requirements of public
development programs is a significant factor in Kenya's total
trade. Government action is also evident in programs designed
to ensure citizen control of local commerce. Many government
imports are purchased through the Crown Agents, a British
quasi-governmental organization. Most Kenyan Government
departments obtain goods and services locally through a
central tender board.

Kenya has promulgated a market sharing program for liner
and bulk cargoes based on the U.N. Liner Code of Conduct for
Liner Conferences. A significant portion of all shipments to
and from Kenya, including half of foreign aid shipments, must
travel on the Kenya National Shipping Line (which has no
vessels of its own). The U.S. Government has objected that
the policy raises costs for imports and exports by restricting
competition in the shipping market. The policy on aid
shipments also conflicts with U.S. law, which reserves up to
75 percent of U.S. aid shipments for U.S.-flag vessels.

Under the Foreign Investment Protection Act (FIPA),
preference for investment is given to investors whose firms
are expected to earn or save foreign exchange, increase the
country's technical knowledge, increase employment in the
country, utilize local resources, and are not based in Nairobi
or Mombasa. Foreign investors are required to sign an
agreement with the Government of Kenya stating training
arrangements for phasing out expatriates. Expatriate work
permits are increasingly difficult to renew or acquire.
Government approval for ventures in agriculture, distributive
trade, and small-scale enterprises has become more difficult
to get as the government seeks to indigenize these sectors.
Utilities are not open to foreign investment.

In early 1989, the Government enacted antitrust
legislation, "The Monopolies, Prices and Trade Restriction
Practices Act."” The Act created a legal framework for dealing
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with restrictive and predatory practices that prevent the
establishment of competitive markets, reduce concentration of
economic power, control monopolies, mergers, and takeovers of
enterprises. The Act repealed the existing Kenya Price
Control Act and incorporated some of its provisions in new,
cost-geared price legislation.

Foreign investors have limited access to domestic credit
markets and are encouraged to seek credit from outside
sources. All foreign firms are permitted to borrow locally up
to the amounts required to pay customs duty on imported
capital equipment. Foreign investors are also permitted
limited credit from local financial institutions based on
their amount of equity capital.

The Government allows a limited number of bonded
warehouses for investors producing for export. Such investors
may import inputs duty free and make local purchases free of
sales tax. It is expected that the Government will increase
the number of investors permitted to manufacture in bond for
export. The Government is also making arrangements for
establishment of an export processing zone in Nairobi and
Mombasa.

Price controls and distributive requirements are a main
disincentive to foreign investment in Kenya. 1In the last two
years, the Government has reduced the number of items under
price control and streamlined the system by which it reviews
applications for price increases for those items still on the
list, with a promise to further liberalize price legislation.

In June 1989, the Government reduced corporate taxes.
Incomes of foreign investments in Kenya are taxable at a rate
of 50 percent. In addition, withholding tax ranging from 12.5
percent to 30 percent is imposed on payments such as
royalties, interest, dividends, and management fees. Kenya's
tax treaties normally follow the Organization for Economic
Cooperation and Development model for the prevention of double
taxation of income. There is no tax treaty with the United
States.

The Government does not have any significant investment
performance requirements. Recent policy statements, however,
indicate that the Government may soon institute export
performance requirements. Investors who are potential or
successful exporters may obtain special concessions over and
above the generally available incentives.

Under FIPA, foreign investors are permitted to repatriate
profits in the form of dividends or interest on loan capital.
In times of foreign exchange crises delays have been
experienced in dividend remittances. Permission is not
normally given for the repatriation of capital profits. Loan
capital, which can be denominated in local currency or in the
currency in which it was brought in, is repatriable. Equity
capital is acknowledged in local currency, and the amount
recognized as invested under FIPA is repatriable either on the
sale of shares or on the liquidation of the company. Any
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surplus funds whose approval is not given for repatriation are
directed to a blocked account where they may be used to
purchas: specified government securities. Government
securities carry interest rates far below the local market
rates. They can be redeemed after five years, and the
proceeds are then remittable. 1In 1982, the Government changed
its policy on royalty payments. It has become increasingly
difficult to obtain exchange control approval for registering
royalty, technoloyy, and management agreements.

6. E t Subsidi Polici

The Government of Kenya operates an export compensation
scheme for locally manufactured products with less than 70
percent import content. Investors receive 20 percent
compensation of total export value after Kenya earnings have
been received. Petroleum products, chemicals, electric power
and certain agricultural products are ineligible. For most
products, eligibility is not automatic. Exporters have to
seek approval from the Ministry of Commerce. The Government
has stated that it will establish a "green" channel to
simplify and speed up current lengthy procedures for import
licensing and foreign exchange allocation.

The Government grants a one-time 50 percent investment
allowance tax deduction from the cost of industrial buildings,
fixed plant, and machinery for investments outside Nairobi and
Mombasa, and 10 percent for those within these towns. This
has an overall effect of reducing income taxes in the start-up
phase of a project.

Exporters to the regional market covering 15 countries
which are members of the Preferential Trade Area (PTA) Treaty
receive advantages. Restrictive rules of origin which did not
allow foreign firms to participate in the PTA market were
suspended until 1990. Under the suspended rules, goods
produced by firms with more than 51 percent local ownership
received 100 percent duty free treatment, while those from
firms with between 41 percent and 50 percent get 60 percent
preferential treatment. Exports from firms with between 30
and 40 percent local ownership receive 30 percent preferential
treatment. Kenya is a signatory of major international trade
agreements such as the United Nations Conference on Trade and
Development, the General Agreement on Tariffs and Trade, and
the Lome Convention.

7. Protection of U.S. Intellectual Property

Kenya is party to several international agreements on
intellectual property, including the Paris Convention for the
Protection of Industrial Property, the Universal Copyright
Convention, and the Brussels Satellite Convention,

U.S. business persons are entitled to the benefits of
these conventions, such as national treatment and "priority
right" recognition for their patent and trademark filing
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dates. 1In spite of these agreements, pirated books, records,
videos, and, to a limited extent, computer software find their
way into Kenyan markets. Government inspection and existing
laws are inadequate.

The U.S. motion picture industry is concerned about
widespread video cassette piracy, blaming insufficient
penalties in the copyright legislation and lack of enforcement.

8. HWorker Rights *
a. The Right of Association

Most workers are free to form or join unions, with the
major exception of civil servants whose union was deregistered
by President Moi in the early 1980s. The union movement is
healthy in Kenya and the Government does not discourage
workers from exercising their right of association. The
Central Organization of Trade Unions (COTU) is the legally
mandated sole trade union federation to which all unions
(except the Kenya National Union of Teachers) belong. Workers
(except for certain "essential” employees) have the right to
strike 21 days after a written report of the dispute is
submitted to the Minister of Labor. This right is limited by
the Trade Disputes Act, which authorizes the Minister to
require the parties to undergo mandatory arbitration.

b. Right to Organize and Bargain Collectively

The Government promotes voluntary negotiations between
employers and workers' organizations union membership.
Collective bargaining is protected by law and is practiced
throughout the country. Kenya does not permit closed shops
and unions have long complained about "free riders."

c. Prohibition of Forced or Compulsory Labor

Under the Chief's Act, a local authority can require the
performance of limited communal activities for the benefit of
the local community. While this provision is rarely invoked,
the ILO Committee of Experts has called on the Government to
bring this Act into conformity with the ILO Conventions on
forced labor. There are, however, a number of provisions in
other legislation (e.g., Penal Code, Public Order Act,
Prohibited Publications Order, Merchant Shipping Act, and the
Trade Disputes Act) which the Committee has found to be
inconsistent with the Conventions.

d. Minimum Age of Employment of Children

Under the Kenyan Employment Act children under 16 cannot
be employed in construction, transportation, factories, or
mines, nor can they be required to work more than six hours
per day. Young people between 16 and 18 can be required to
work more than six hours per day but may not be employed in
dangerous occupations. There are no legal restrictions for
employment in agriculture. Enforcement is difficult.
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e. Acceptable Conditions of Work

Kenya has a complicated minimum wage scheme divided by
age, locale, and occupation. Over 80 percent of the labor
force works in agriculture rather than in the wage sector and
therefore is not covered by minimum wage law. The standard
legal work week as defined by the Regulation of Wages Order,
from which agricultural workers are exempt, is 52 hours over
six days (60 hours per week for night duty workers.)

f. Sectors with U.S. Investment

Workers have the right of association, the right to
organize and bargain collectively in all sectors where U.S.
capital is invested. U.S. firms operating in Kenya in
petroleum, food and related products, transportation
equipment, and chemical and related products have had no major
labor problems in recent years. Conditions in these sectors
do not differ from those in other sectors of the economy.

U.S. Direct Investment Position - 1987
(Millions of U.S. dollars)

Category Amount
Petroleum 80
Total Manufacturing -7

Food & Kindred Products) (*)

Chemicals & Allied Products (*)

Metals, Primary & Fabricated (*)

Machinery, except Electrical 0

Electric & Electronic Equipment 0

Transportation Equipment (D)

Other Manufacturing (D)
Wholesale Trade -1
TOTAL PETROLEUM/MANUFACTURING/WHOLESALE TRADE 72

(D) ~Suppressed to avoid disclosing data of individual companies
(*)-Under $500,000

Source: U.S. Department of Commerce
Bureau of Economic Analysis, November 1988

* Section 8 is an abridged version of Section 6 of the Kenya
country report included in the Department of State's

Country
Reports on Human Rights Practices for 1989, submitted to the

Congress January 31, 1990. For a comprehensive discussion of
worker rights, please refer to that report.



NIGERIA
Key Economic Indicators
(Millions of U.S. dollars ($) or naira (N) as indicated)
1987 1988 1989

Income., Production (est)

and Employment
Real GDP (mils $) 28,260 29,108 29,981
Real GDP growth rate 1.0 3.0 3.0
Real GDP growth rate (pct)

0il sector -10.4 2.9 6.7

Nonoil sector 2.9 3.1 2.5
Real per capita income ($) 370 288 n/a
Labor force (mils) 37.6 n/a n/a

Agriculture 25.6 n/a n/a

Petroleum 0.4 n/a n/a

Manufacturing 3.7 n/a n/a

Construction 0.5 n/a n/a

Services 7.5 n/a n/a
Unemployment rate (pct) 7.0 n/a n/a
Money and Prices
Money supply (M1l) (mils N) 13612 19988 22270
Commercial interest rate 2/ 15.5-16 13.5-15.5 29-31
Savings rate (pct) 3/ 17.6 15.5 18.6
Investment rate (pct) 4/ 12.1 12.7 13.6
Consumer price index 5/ 10.2 38.0 45.0
Wholesale price index n/a n/a n/a
Exchange rate (yr-end) (N/$) 4.1 5.35 7.7
Balance of Payments

and Trade
Total exports FOB 7763 6/ 7355 8409

Exports to U.S. 3573 3298 4800
Total imports CIF 5774 6839 6210

Imports from U.S. 295 356 406
Aid from U.S. 2 ) 12.5
Aid from other countries n/a n/a n/a
External public debt 31857 32459 n/a
Annual debt service (paid) 981 2290 3092
Gold and forex reserves 7/ 650 319 1146
Balance of payments -78 -331 827

1/ 1989 figure for Ml is as of June, other years as of December
2/ average rate for 30-day money in 4th quarter of each year

3/ rate equals gross domestic savings as a percentage of GDP

4/ rate equals gross domestic investment as a percentage of GDP
5/ year-to-year change in average price levels

6/ figure for 1987 is not specified as either FOB or CIF

7/ figures are from the Central Bank of Nigeria, with no
indication of whether gold is included.

Sources: IMF, IBRD, local banking sector, USDOC, USAID.




1. General Policy Framework

Nigeria‘'s population of over 100 million makes it the
largest country in sub-Saharan Africa. It is also one of the
poorest. Gross national product (GNP) per capita in 1989 was
less than $270, down from a high of $1000 in 1980. Over
two-thirds of the labor force is employed in agriculture, many
of whom are engaged in subsistence, rain-fed, low technology
farming. 1In 1989, agriculture contributed 30 percent of
Nigeria‘'s gross domestic product (GDP). Other, more modern
sectors of the economy are services, manufacturing and
government. The petroleum enclave has little spill over into
the rest of the economy but provides Nigeria with about 90
percent of its export earnings and the lion's share of the
Government's revenues. Thus, the stability of Nigeria's
balance of payments and its general economic prosperity is
highly dependent upon the volatile international oil market.

The boom of the 19708 (in which o0il prices soared, incomes
increased rapidly and public expenditures rose spectacularly)
was followed by the bust in the 1980s. Nigeria saw its oil
revenues fall from $25 billion in 1980 to $6 billion in 1986.
Nigeria faced an acute economic crisis with unserviceable
foreign debt obligations. The Government adopted a
comprehensive economic structural adjustment program (SAP) in
1986 in an effort first to stabilize the economy and then to
restructure and to diversify its productive base in order to
increase its efficiency and to reduce its dependency on the
export of oil to finance essential imports.

Fiscal Policy: The Government's fiscal policy has varied
widely over the past three years. The 1987 budget was
initially contractionary, but slippages late in the year
caused the deficit to GDP ratio to rise from three percent in
1986 to nine percent. The 1988 budget was explicitly
expansionary, in response to public demand for economic
growth. 1In mid-year, the Government changed course again and
cut expenditures. These cuts, coupled with increased nonoil
revenues, limited the deficit in 1988 to 11 percent of GDP.
The 1989 budget was an austere one which provided for modest
increases in both capital and current expenditures if revenues
exceeded projections.

The Government enacted a SAP "relief" program in mid-1989,
partly in response to complaints from those opposed to the
program. The deficit in 1989 was expected to fall to about
eight percent of GDP. Since the oil boom ended, real
government spending has declined and debt service has
increased, leaving a declining share for recurrent and capital
spending. An increasing share of recurrent spending covers
personnel expenses, despite an overall decline in their real
value. The result is a serious deterioration in the quality
of public services and a shortage of goods and supplies.

Monetary Policy: A key comporent of the SAP is a tight
monetary policy to contain demand for foreign exchange and
avoid inflationary pressures. The Government has also moved
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toward a more market-oriented financial system to facilitate
the mobilization of financial savings and to encourage more
efficient allocation. 1In 1987, there was a rise of over 20
percent in M2, fueled by a rapid expansion of credit to cover
a widening fiscal deficit. The inflationary impact was muted,
however, as the bulk of growth was in quasi-money.

In the expansionary 1988 budget, lower interest rates and
higher credit ceilings, however, led inevitably to rising
prices. Despite the CBN's eleventh hour move in late 1988
towards a more contractionary monetary policy, net domestic
credit still rose by 25 percent and broad money by 34 percent
over the year. Monetary policy was tightened still further in
1989. In the first half of the year, net domestic credit was
unchanged from its 1988 year-end level, while M2 grew by 15
percent. Interest rates rose sharply in response to the CBN's
move in May 1989 to mop up excess liquidity and to reduce
inflation by calling all public sector deposits out of the
private banking sector and lodging them with the CBN. This
move sterilized about 27 percent of total deposits and will
greatly enhance the CBN's control over future credit
creation. The CBN announced in September 1989 that it would
allow current accounts to be held in commercial banks, thus
partially revoking the initial CBN move.

2. Exchange Rate Policies

One critical feature of SAP was the elimination of import
licensing as a means of rationing foreign exchange and the
creation of an auction system more responsive to market
forces. The real effective (official) exchange rate
depreciated by 63 percent in 1986 once the auction system
began in the last quarter. 1In 1987, the rate depreciated
another 16 percent. By the third quarter of 1988, however,
the CBN had allowed the naira to appreciate in real terms by
13 percent as the rate of devaluation failed to keep pace with
the accelerating inflation. 1In January 1989, the Government
introduced a new foreign exchange regime, the Interbank
Foreign Exchange Market (IFEM), which unified all rates into
one official rate. Under IFEM, the CBN determines the
exchange rate on a daily basis and allocates foreign exchange
among authorized banks according to their size. On the first
day of this new system the CBN devalued the naira 22 percent.

Over the course of 1989, the CBN has allowed the naira
first to depreciate, then to appreciate and finally to
depreciate again (albeit very gradually). The exchange rate
in November 1989 was naira 7.5/$1.00, a devaluation of 29
percent since the end of 1988; the inflation rate over the
same period has been over 40 percent. The parallel market
rate currently values the naira about 25 percent less than the
official rate; the gap between the two rates has narrowed
since last June. In August 1989, the CBN began to license
money exchange facilities to change cash and travellers checks
at market determined rates set by the facilities. 1In the
first two months of operation, the rates were close to the
parallel market rate for cash, ranging from naira 9.5 to
10.65/$1.00. The rate for travellers checks is somewhat less.
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3. Structural Policies

Since the beginning of SAP in 1986, the Nigerian
Government has abolished export controls and the import
licensing regime, eliminated ex-factory price controls, closed
the commodity marketing boards and sharply reduced the number
of banned imports. Yet, significant barriers to free trade
remain: most food imports (rice, wheat, flour, barley, corn,
poultry, vegetable o0il, fruits and vegetables and malt) are
banned. The new policies permitted nonoil exporters to retain
100 percent of their foreign exchange earnings, deregulated
interest rates while retaining statutory limits on credit
expansion and sectoral lending targets and implemented a
comprehensive revision of the import tariff schedule.

In addition, over the last three years, the Government has
significantly reduced subsidies by raising prices on many
goods and services, including international air fares, railway
freight rates, domestic and international telecommunications
services and petroleum product prices. However, large
subsidies remain. In June 1989, it instituted a sliding scale
for electricity charges whereby the largest consumers saw
their bills rise by up to 600 percent. The Government has
also begun to sell off its shares in some state owned
enterprises ("privatization®), as well as to make other state
owned enterprises self sufficient and to eliminate their need
for further subventions by January 1990 ("commercialization'.)

Generally speaking, pricing, tax and regulatory policies
have not had a major impact on U.S. exports. Nigeria's
nondiscriminatory tariff schedule, with its generally moderate
rates of duty by LDC standards, - has not presented a major
barrier to U.S. exports, except for cotton and sorghum. These
exports ended in 1987 and 1988, respectively, due to the
imposition of prohibitive tariffs. The primary negative
impact on exports has been the ban on the import of food items
(see Section 5). On the other hand, the weakened dollar has
made U.S. products more competitive, and Nigerians are
increasingly seeking U.S.-sourced inputs. The most promising
areas for U.S. trade are agrobusiness and sophisticated
manufactured goods. While U.S. exports declined in the
mid-1980s with the decrease in Nigeria's 0il revenues, U.S.
exports rose by 21 percent from 1987 to 1988 and by 20 percent
from 1988 to 1989.

4. Debt Management Policies

Nigeria's estimated debt service payments before
rescheduling for 1989 total $6.5 billion; the corresponding
debt service ratio is 72 percent. Actual cash payments on the
external debt are estimated at $2.5 billion or 27 percent of
the exports of all goods and services in 1989. Even with
rescheduling, Nigeria faces difficult financing gaps for many
years to come.

Paris and London Clubs: Nigeria first reached
rescheduling agreements with its official external creditors
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in 1986, temporarily averting a balance of payment crisis
precipitated by a bulge in debt payments due in 1987 and
1988. Nigeria still had difficulty paying its unrescheduled
trade arrears and amounts due on rescheduled debt during this
period. 1In early 1988, Nigeria rescheduled approximately $5
billion in nonsecured trade debts. Nigeria negotiated its
second rescheduling agreement with the Paris Club in March
1989. Bilateral agreements have been signed with several
Paris Club members. (Nigeria and the United States signed
their implementing agreement in December 1989). In April
1989, Nigeria signed a multiyear rescheduling agreement with
its commercial bank creditors, covering another $5 billion of
debt. The Government has generally made a good effort to keep
up with the scheduled payments under these agreements.

IMF and IBRD: Nigeria's first standby arrangement with
the International Monetary Fund (IMF) was approved in January
1987, following the introduction of the SAP. A second
15-month standby was approved in February 1989. The Nigerian
Government has not drawn on either standby for domestic
political reasons. The World Bank is the principal donor in
Nigeria; its program for fiscal year 1989 of $1.056 billion
provides assistance in several fields, including trade and
investment policies, agriculture and rural development, health
care, education and small and medium scale enterprises.

5. Sianifi t B . to U.S. E ! 11 l !

Import Licenses and Tariffs: The system of import
licenses was abolished with the introduction of the SAP in
September 1986. Although the number of items on the list of
banned imports has been reduced since 1986, the following
items remain: most food items, processed wood, textile fabrics
and garments, plasticware, vegetable o0il and certain
chemicals. Prior to the ban, the largest U.S. exports to
Nigeria were wheat, barley, malt, rice and corn. The tariff
on sorghum (the only remaining U.S. grain export to Nigeria)
was increased from 20 to 100 percent at the beginning of
1989. The bans and the tariff are elements in a package meant
to renew Nigeria's agricultural sector after years of neglect
and in the face oi severe foreign exchange shortages. The
tariff on imported cigarettes also was raised in January 1989
to 200 percent, replacing an import ban but representing no

effective change.

Investment: The Government has announced a new industrial
policy which will remove many of the present barriers to
foreign investments (see Section 3 above) and will otherwise
facilitate new investment. Many of the limitations on foreign
equity participation will be removed once the decrees enacting
the policy are published. 1In the meantime, the Government has
established an Industrial Development Coordinating Committee
(IDCC), which is a one-stop investment center aimed at
simplifying foreign investment approval procedures.

Government approval is still required for residency permits
for expatriates who occupy positions in local companies, but
lately enforcement has been liberal.
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Customs: Nigeria requires that an international
inspection service certify price, quantity and quality before
shipment for all private sector imports. The United States
has objected to this requirement for preshipment inspection,
arguing that it interferes with the free flow of international
trade, inflicts additional costs on exporters and importers
and sometimes violates the confidential rights of the exporter.

Ocean Transportation: Nigeria has introduced a market
sharing program for liner and bulk cargoes, based on the U.N.
Liner Code of Conduct for Liner Conferences. Administrative
costs are funded with a three percent fee on imports. The
U.S. Government has objected that the policy raises costs for
imports and exports by restricting competition in the shipping

market.

6. Export Subsidies Policies

In 1986, the Government anncunced its intention to provide
subsidies for nonoil exports through the establishment or
revitalization of many programs, such as incentive schemes and
the work of the Nigerian Export Fromotion Council. These
programs have been by and large iaeffectual and have not
adversely affected U.S. exports.

7. Protection of U,S., Intellectual Property

Nigeria is a party to the Paris Convention for the
Protection of Industrial Property and to the Universal
Copyright Convention.

The Nigerian Government is paying increasing attention to
the issue of intellectual property protection. In December
1988, it enacted the Copyright Decree which dramatically
increases the penalties for those convicted of infringement or
of assisting in the act of infringement. The Nigerian
Copyright Council was established in August 1989. It is too
early to tell whether the Government will enforce the new
decree effectively so that the rights of copyright holders are
indeed protected.

Patents: The Patents and Designs Decree of 1970 governs
the registration of patents. Once conferred, a patent gives
the patentee the exclusive right to make, import, sell or use
the products or apply the process. Few companies have
bothered to secure patent protection because it is generally
considered to be ineffective.

Trademarks: There have been informal attempts by local
manufacturers of trademarked goods to curtail smuggled imports
of bogus products which often originate in the Far East.
Statutory protection exists, but enforcement is weak.

Copyriéhts: The new Copyright Decree, if it were to be
enforced effectively, would go a long way to change Nigeria's
reputation as Africa's largest market for pirated recordings.
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The International Intellectual Property Alliance, a group
comprised of U.S. copyright interests, estimated that U.S.
companies lost $39 miilion in Nigeria in 1988 due to copyright
piracy. This excludes losses resulting from piracy of
computer programs, which they were unable to quantify.

8. Worker Rights *
a. The Right of Association

All Nigerian workers 16 or older may join trade unions,
with the exception of members of the armed forces and
designated employees of essential government services (which
may vary by decree). Employers are obliged to recognize trade
unions and must pay a dues checkoff for employees who are
members of a registered trade union. Nigeria has an active
trade union movement, which has, within government-imposed
limits, considerable latitude for action. Since 1975,
government policy has permitted international labor
affiliation only with the ILO, the Organization of African
Trade Union Unity and affiliated pan-African labor federations.

b. The Right to Organize and Bargain Collectively

The labor laws of Nigeria permit collective bargaining
between management and trade unions. However, restrictive
measures imposed by the Government in recent years have
significantly reduced the range of issues open to bargaining.
Collective bargaining on salaries is common in the industrial
sector of the economy which, however, is relatively small.
Nigerian law includes provisions to protect workers against
retaliation by employers for labor activity.

c. Prohibition of Forced or Compulsory Labor

While this prohibition is generally observed exceplL in two
~ommunity service areas, the ILO Committee of Experts has
noted that various provisions of the Labor Decree of 1974, the
Merchant Shipping Act, and the Trade Disputes Decree of 1976
impose sanctions that obligate work for breaches of labor
discipline or for taking part in a strike. The Committee has
urged the Government to adopt the necessary measures to bring
these laws into compliance with ILO Convention 105.

d. Minimum Age of Employment of Children

Nigeria‘'s 1974 Labor Decree prohibits employment of
children under 15 in commerce and industry and restricts other
child labor to home-based agricultural or domestic work. The
Labor Decree does allow the apprenticeship of youths 13 - 15,
but only under specific conditions. The activity of
apprentices over 15 is not specitically regulated.
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e. Acceptable Conditions of Work

Nigeria's 1974 Labor Decree established a 40-hour work
week, prescribed 2 to 4 weeks of annual leave, and set a
minimum wage for commerce and industry. The 1974 decree
contains general health and safety provisions, some aimed
specifically at young and female workers, enforceable by the
Ministry of Employment, Labour and Productivity. Employers
must compensate injured workers and dependent survivors of
those killed in industrial accidents. The ineffectiveness of
the Ministry in enforcing these laws in the workplace is
regularly criticized by labor unions.

f. Rights in Sectors with U.S. Investment

Worker rights in the petroleum, chemicals, primary and
fabricated metals, machinery, electric and electronic
equipment, transportation equipment and other manufacturing
sectors are not significantly different from those in other
major sectors of the economy. In the sectors of wholesale
trade and food and related products there are exceptions to
the norm. Child labor is common in these fields and
organization of labor exists only in its most rudimentary form.

Extent of U.S. Investment in Goods Producing Sectors
U.S. Direct Investment Position - 1988
(Millions of U.S. dollars)

Category aAmount
Petroleum 1,214
Total Manufacturing 58

Food & Kindred Products 0

Chemicals & Allied Products 48

Metals, Primary & Fabricated -2

Machinery, except Electrical 0

Electric & Electronic Equipment (D)

Transportation Equipment 0

Other Manufacturing (D)
Wholesale Trade 21
TOTAL PETROLEUM/MANUFACTURING/WHOLESALE TRADE 1,293

(D)-Suppressed to avoid disclosing data of individual companies

Source: U.S. Department of Commerce,
August 1989, Vol. 69, No. 8, Table 13

* Section 8 is an abridged version of Section 6 of the Nigeria
country report included in the Department of State's

Reports on Human Rights Practices for 1989, submitted to the
Congress January 31, 1990. For a comprehensive discussion of
worker rights, please refer to that report.
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Key Economic Indicators
(Billions of CFA francs (CFAfr) unless otherwise noted)
1987 1988 1989
Income. Production (est) (prelim)
and Employment
Real GDP 606 633 637
Real GDP growth rate (pct) 4.2 4.4 0.6
GDP by sector (pct)
Primary 21.6 21.7 n/a
Secondary 25.7 25.8 n/a
Tertiary 38.9 39.2 n/a
Other (including govt) 13.8 13.3 n/a
Real per capita income n/a n/a n/a
Size of labor force n/a n/a n/a
Unemployment rate n/a n/a n/a
Money and Prices
Money Supply 214 225 n/a
Commercial interest rates (pct) 13.5 13.5 15.5
Savings rate (pct) 9.3 10.2 10.0
Investment rate (pct) 15.0 14.9 14.5
Consumer price index (1967=100) 499.1 490.0 n/a
Wholesale price index n/a n/a n/a
Exchange rate pd avg (CFAfr/$) 300.5 297.9 315.0
Balance of Payments
and Trade (mils $ unless otherwise noted)
Total exports FOB 648.0 777.1 801.0
Exports to U.S. 7.4 8.2 n/a
Total imports FOB 907.1 1,020.6 1,004.0
Imports from U.S. FAS 49.0 69.1 n/a
Aid from U.S. 45.3 42.8 55.3
Aid from other countries 368.7 n/a n/a
External public debt (bils §$) 3.2 3.7 3.6
Debt service payments (paid) 267.7 326.8 289.0
Gold and forex reserves 21.5 19.7 n/a
Balance of payments -244.2 -233.2 -196.0

Sources: IMF, World Bank, Goverment of Senegal, USAID, USDOC.

1. General Policy Framework

Senegal is a poor country. The World Bank's 1988 World
Development Report ranks Senegal as the 33rd poorest country
of 129 countries with more than a million people. The Bank
estimates that Senegal's GNP per capita in 1986 was about
$420. According to the U.S. Department of Commerce, in 1988,
of the 173 trading partners of the United States, Senegal
ranked 106 as a market for U.S. goods and 133 as a supplier of
U.S. imports. Prospects for a significant upward shift in
these rankings in the near future are dim.
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Since June 1983, Senegal has been actively pursuing a
structural adjustment program with the support of the IMF, the
World Bank and major bilateral donors. The program has been
designed to liberalize the economy and rationalize the
allocation of resources in order to encourage economic growth
and development through market forces. Until 1989, real GDP
growth had been responding well, averaging 4.3 percent per
year from fiscal year 1986 through 1988. During late 1988 and
early 1989, economic growth suffered when agricultural output
was set back by a combination of badly distributed rainfall
and locust damage, and the commercial sector was adversely
affected by the Senegalese-Mauritanian ethnic disturbances.
These factors combined to keep real GDP growth for Senegal's
fiscal year 1989 (July 1, 1988 to June 30, 1989) to about one
percent.

The Government's pursuit of structural adjustment has been
marked by demand management policies and fiscal restraint,
which have stabilized prices and reduced both the massive
budget and trade deficits of the early 1980s. Quantitative
import restrictions have been eliminated. The final phase of
tariff reduction took place in July 1988. As a result of a
serious shortfall in budget revenues in fiscal year 1989, the
Government temporarily increased customs duties and
implemented a number of other fiscal measures in an effort to
increase receipts during the 1990 fiscal year.

Senegal is continuing to struggle with stagnation in the
industrial sector of the economy. High factor costs,
particularly energy, and the rigidity of the Senegalese labor
code have acted as drags on economic growth by discouraging
new private investment. In early October 1989, in an effort
to stimulate new foreign investment as a means of expanding
the industrial base and increasing employment, the Government
enacted changes to the Investment Code which will allow new
investors a greater degree of flexibility in their 1labor
practices. These new provisions were also applied to firms in
the Dakar Industrial Free Zone, with the ultimate aim of
increasing exports of manufactures.

The Government's approach to fiscal policy in recent years
has been to try to increase revenues and cut costs, mainly
through tax reforms and procedural changes. The Government
has clamped a 1id on spending, which has led to a decline, in
real terms, in both current and capital expenditures.

With the assistance of multilateral and bilateral donors,
the Government is trying to restructure the banking sector.
The illiquid state of the sector, which is suffering from
years of unsound banking practices, has acted to slow economic
growth. The proposed reform program will involve the
restructuring of some banks, the closure of others, the
institution of more rigorous supervision and inspection of
banking operations, and the liberalization of monetary and
credit policies. Successful reform of the banking sector, to
provide the financial intermediation needed for a healthy
economy, is key to Senegal's development prospects.
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2. Exchange Rate Policies

As a member of the West African Monetary Union, Senegal's
exchange system is free of restrictions. It shares a common
currency, the "Communaute Financiere Africaine” (CFA) franc,
with six other West African countries. The CFA franc is
issued by a common Central Bank, the "Banque Central des Etats
de 1'Afrique de 1'Ouest.” The value of the CFA franc is
pegged to the French franc at a fixed rate of 50 to 1.
Therefore, downward movements of the dollar vis-a-vis the
French franc make U.S. exports more attractive to Senegalese
businesses and consumers.

3. Structural Policies

In recent years, the Government has enacted some major
adjustments in its tax and pricing policies. The New
Agricultural Policy (1984) raised producer prices on cereal
crops in order to increase domestic food production, and
eliminated fertilizer subsidies. The New Industrial Policy
(1986) eliminated quantitative restrictions on imports,
lowered tariffs and reduced the scope of price controls except
for a limited number of goods and services considered to be of
strategic importance.

The Government is also undertaking a major reform of the
tax system. These reforms focus essentially on simplification
of the tax system, reductions in tax rates, and elimination of
widespread tax exonerations. Steps have also been taken to
revamp the customs tariff code and schedules, revise the
Investment Code, and reform the direct tax system including
property tax. In response to the unanticipated heavy
shortfall in government receipts during fiscal year 1989, the
Government raised (temporarily for two years) the customs
duties from 10 percent to 15 percent apnd established a minimum
duty payment on certain items, and imp‘emented a series of
revenue enhancement measures.

4. Debt Management Policies

The Government of Senegal has followed a cautious external
debt management policy in trying to ease Senegal's heavy debt
service burden. Roughly 57 percent of Senegal's debt is owed
to official bilateral creditors, while multilateral debt
accounts for about 33 percent. The remaining 10 percent is
private debt. In January 1989, Senegal negotiated a seventh
debt rescheduling agreement with its official creditors at the
Paris Club. Relief totalled about $150 million, of which just
over $3 million was owed to the United States. 1In view of the
downturn in economic performance in 1989, it is expected that
Senegal will have to seek relief from official (Paris Club)
igd commercial bank (London Club) creditors again in early

90.
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In the summer of 1989, France and the U.S. both announced
debt cancellation programs benefiting Senegal. France will
forgive about $162 million in outstanding debt, equal to about
29 perxcent of Senegal's debt to France and 5 percent of total
foreign debt. The U.S. program, which covers all of
sub-Saharan Africa, will potentially write off between $850
million and $1 billion in development assistance and economic
support fund debt to the <=ntire region. However, the plan is
estimated to affect only about $200,000 of Senegalese debt to
the United States.

While the burden of external public debt on the economy
increased sharply during the past decade, current projections
indicate that the stock of foreign debt owed by the Government
will show its first decrease (roughly two percent) in a number
of years. It is too early to tell whether Senegal will be
able to maintain this positive momentum and continue to reduce
its stock of debt while simultaneously improving its current
account balance. The Government has recently started to
investigate the possibility of using debt-equity swaps as a
means of lowering its modest commercial bank debt as well as
channeling monies into much needed investments.

5. Significant Barriers to U.S. Exports and Investment

Under Senegal's latest Investment Code (adopted in July
1987), most legal restrictions on foreign investment were
abolished with the hope of attracting new foreign investment.
To date, high energy and labor costs and the small domestic
market have tended to discourage new investments in the
industrial sector. On September 22, 1989, the Government, in
an effort to revitalize business investment (and at the urging
of the World Bank and others), amended the Investment Code to
allow new companies or companies undertaking new investments
greater flexibility to adjust their work force to meet
business conditions--something not easily done under the
Senegalese Labor Code. The Government is also exploring ways
to reduce energy costs, which have also been important in
constraining industrial sector growth.

Government procurement is done on a competitive bid
basis. However, there are strong commercial and cultural ties
with France which tend to sway procurement decisions in favor
of companies based in France. As a result, many U.S. firms
operating in Senegal do so through their French subsidiary or
affiliate.

Senegalese requirements for testing, labeling and
certification have generally been adapted from the French
model. Some U.S. firms have found that the lack of French
language translations of their U.S. certifications has delayed
the introduction of products in the Senegalese market. This
is particularly true in the area of pharmaceuticals where the
Ministry of Health must certify that the drug is safe to use.
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6. E t Subsidies Polici

Peanuts and phosphates have traditionally been the leading
foreign currency earners of the Senegalese economy, only
recently displaced by exports of fish and fish products. All
of these products are subsidized either directly or indirectly
in order to encourage erxports. Peanut exports are subsidized
by two direct and one indirect subsidy. The price
stabilization fund pays the oil-crushing firms the difference
between the international price for peanuts and the farmgate
price (set by the Government) which they have to pay the
growers. The "break even" fund pays the oil-crushers to cover
their fixed costs during bad crop years. Until 1985 these
funds covered both domestic and export production. Since that
time, however, only export activities are covered. The
indirect subsidy for peanuts is in the form of preferential
interest rates for seasonal crop credits. This subsidy can
also be applied to cotton.

Since 1982, the Government has been quite successful in
enhancing nontraditiona! exports, particularly fish and fish
products. At least part of this success can be attributed to
subsidies which take the form of credits on import duties for
inputs to production. These credits can be used by firms to
offset other taxes for which they may be liable. Similar
credits apply to firms operating in the Industrial Free Zone
of Dakar.

7. Protection of U.S, Intellectual Property

Senegal has been a member of the World Intellectual
Property Organization since its inception. Senegal is also a
signatory to the Berne and Universal Copyright Conventions and
to the Paris Convention for the Protection of Industrial
Property as well as to the Patent Cooperation Treaty.

Local statutes also recognize reciprocal protection for
authors or artists who are nationals of signatories to the
1971 Paris Convention on International Property Rights. U.S.
citizens are entitled to treatment equivalent to that granted
to Senegalese nationals with respect to maintaining their
patent and trademark rights. They are also entitled to
certain special advantages, such as a one-year preservation of
patent filing rights after first filing in the United States
(six-months for trademarks). Protection against arbitrary
cancellation of patents as well as trademarks is valid for 20
years.

8. Worker Rights *

a. The Right of Association

A minimum of seven people, each having worked within their
profession for at least one year, are free to form a union %y
submitting a list of members and a charter to the Ministry of
Interior. A union can be disbanded by the Ministry if its
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activities deviate from the charter. Even though they
represent a small percentage of the overall population, unions
wield a significant amount of pclitical influence, primarily
because of their ability to disrupt essential services.
Senegalese unjions are represented in international labor
organizations, such as the ILO and the Organization of African
Trade Union Unity. Approximastely 100,000 of the estimated
323,000 workers in the formal economy belong to variou. unions.

b. The Right to Organize and Bargain Collectively

Senegalese unions have the right to organize and to
bargain collectively, and these rights are protected in
practice. Where factories and businesses have closed,
collective bargaining has succeeded in several instances in
guaranteeing extended benefits for laid-off workers.

An industrial duty free zone exists in Dakar. The full
range of Senegalese labor laws applied in this zone until
October 1989 when the Government, in an effort to attract
foreign investment, created exemptions from certain articles
of the Labor Code for companies operating in the zone and new
companies establishing operations in the rest of Senegal.
These exemptions provide companies greater flexibility in
hiring and firing practices and thus allow them to more easily
adjust to prevailing business conditions.

c. Prohibition of Forced or Compulsory Labor
There are no reports of forced labor in Senegal.
d. Minimum Age for Employment of Children

The minimum work age in Senegal is 16 for apprenticeships
and 18 for all other work. These restrictions are strictly
enforced in the formal economy (i.e., state agencies, large
private enterprises, or farming cooperatives.) Minimum age
and other workplace regulations on family farms and in
privately-owned businesses are much less well enforced.

e. Acceptable Conditions of Work

Workers in the formal economic sector have standard
workweeks (40 to 48 hours per week), holiday and annual leave
benefits (usually one month per year), and a variety of health
and safety regulations which benefit them. These reqgulations
are incorporated into the Labor Code approved by the National
Assembly and are supervised by Ministry of Labor inspectors.

f. There is very little direct U.S. investment in the
goods-producing sector of the Senegalese economy. Those
sectors which have some U.S. investment are petroleum, food
and related products, chemicals and related products, and
other manufacturing. Worker rights in each of these areas are
covered by the Senegalese Labor Code, as discussed above.
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Extent of U.S. Investment in Goods Producing Sectors

U.S. Direct Investment Position - 1988
(Millions of U.S. dollars)

Category amount

Petroleum (D)

Total Manufacturing 0
Food & Kindred Products
Chemicals & Allied Products
Metals, Primary & Fabricated
Machinery, except Electrical
Electric & Electronic Equipment
Transportation Equipment
Other Manufacturing

Wholesale Trade -1

[=N=N-N-N-N-N-]

TOTAL PETROLEUM/MANUFACTURING/WHOLESALE TRADE (D)
(D)-Suppressed to avoid disclosing data of individual companies

Source: U.S. Department of Commerce (unpublished)
Bureau of Economic Analysis, August 1989

* Section 8 is an abridged version of Section 6 of the Zaire
country report included in the Department of State's Country
Reports on Human Rights Practices for 1989, submitted to the

Congress January 31, 1989. For a comprehensive discussion of
worker rights, please refer to that report.
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Extent of U.S. Investment in Goods Producing Sectors

U.S. Direct Investment Position - 1988
(Millions of U.S. dollars)

Category Amount

Petroleum (D)

Total Manufacturing 0
Food & Kindred Products
Chemicals & Allied Products
Metals, Primary & Fabricated
Machinery, except Electrical
Electric & Electronic Equipment
Transportation Equipment
Other Manufacturing

Wholesale Trade -1

QOO0 0O

TOTAL PETROLEUM/MANUFACTURING/WHOLESALE TRADE (D)
(D) -Suppressed to avoid disclosing data of individual companies

Source: U.S. Department of Commerce (unpublished)
Bureau of Economic Analysis, August 1989

k4

* Section 8 is an abridged version of Section 6 of the Senegal
country report included in the Department of State's Country

. Reports_on Human Rights Practices for 1989, submitted to the
Congress January 31, 1990. For a comprehensive discussion of
worker rights, please refer to that report.
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Key Economic Indicators
(Billions of rand (R) unless otherwise stated)
1987 1988 1989

Income, Production. (est)

and Employment
Real GDP (1985 prices) 128.8 132.9 131.3
Real GDP growth rate (pct) 2.6 3.2 2.0
Real GDP by sector (1985 prices)

Agriculture 7.5 7.3 n/a

Mining 16.3 16.4 n/a

Manufacturing 27.1 28.7 n/a

Electricity 4.8 5.4 n/a

Construction 3.8 3.9 n/a

Wholesale retail trade 12.6 13.9 n/a

Transport/communication 10.0 10.3 n/a

Finances/business services 16.9 17.1 n/a

Community services .0 2.1 n/a
GDP per capita (est 1985 rand) 1/ 3, 457 3,488 n/a
Labor force (mils) 1/ 10.5 n/a n/a
Unemployment rate 1/ n/a n/a n/a
Money and Prices
Money supply (Ml) 34.08 41.9 n/a
Prime overdraft rate (pct yr-end) 12.5 18.0 21.0
Gross savings/GDP (pct) 23.3 21.8 22.0
Gross domestic fixed

investment/GDP (pct) 18.0 18.6 19.3
Consumer price index (pct chg) 16.1 12.9 16.0
Exchange rate ($/rand, yr-end) .52 .42 .36
Balance of Payments

and Trade
Total exports fob 42.9 51.0 n/a

Exports to U.S. 2.6 3.6 n/a
Total imports fob 28.3 39.1 n/a

Imports from U.S. 2.5 3.7 n/a
Aid from U.S. 2/ n/a n/a n/a
Aid from other countries 2/ n/a n/a n/a
External public debt 22,618 21,185 n/a
Annual public debt service (paid) n/a n/a n/a
Gold and forex reserves 7.9 6.7 n/a
Balance of payments (current acct) 6.2 2.9 4.0

1/ Statistics depending on population data often are
unreliable. Official black population and unemployment rates
are understated. Most economists believe that black
unemployment exceeds 20 percent, while government estimates
are closer to 15 percent. Rates among other racial groups are
lower. The aggregate GDP per capita estimate hides a very
large disparity between per capita white and black rates.

2/ Small amounts are sent indirectly to assist non-white
population groups from both official and private sources
outside South Africa.
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1. General Policy Framework

South Africa is an advanced developing country with a
modern industrial sector, well-developed infrastructure and
rich natural resources. Economists agree that South Africa
has the potential to grow at an annual rate in excess of five
percent. Yet, with the exception of 1988 when real GDP grew
by 3.2 percent, economic growth over the past seven years has
averaged less than one percent in real terms and unemployment
in the black community is estimated at more than 20 percent.
This relatively poor performance can be explained by several

structural factors:

- apartheid, past and present, has led to the inefficient
use of resources, with under investment in human capital,
labor rigidities, and large outlays for duplicative layers of
government;

- unrest and rapidly growing government consumption
expenditures contributed to six consecutive years of decline
in real gross fixed investment until a slight upturn in 1988;

- sanctions and the perception that South Africa is a
poor long-~term risk have limited access to international

credit markets; and

- negative real interest rates, heavy reliance on
government business enterprises, a large and duplicative
bureaucracy, and investments in strategic industries and
stockpiles have distorted investment decisions and reduced the
efficiency of scarce capital resources.

The South African Government has taken some steps to
reduce these structural problems. While there is a long way
to go in eliminating apartheid and meeting the aspirations of
the black community, some progress has been made in reducing
the economic distortions caused by racial policies. Many
restrictions which made it difficult or impossible for black
South African citizens to own businesses, obtain skilled jobs,
or maintain permanent residence in urban areas have been
lifted. Spending on black education in recent years has
increased substantially and black trade unions have been
recognized. Still, much remains to be done, and the effects
of past policies, and in particular the deleterious legacy of
the "bantu" educaticn system, will be felt for many years.

Progress on a more market-oriented monetary policy has
been rapid. 8Since 1978, quantitative credit controls and
administrative control of deposit and lending rates have
largely disappeared. The South African Reserve Bank now
operates more like other western central banks. It influences
interest rates and controls liquidity through the discount
window, and to a much smaller degree, through the placement of
government paper. The Reserve Bank establishes targets for
the money supply growth (M3), although for many months these
targets have been exceeded by a large margin. In the last two
years, a series of restrictive monetary policy steps have been
taken in an effort to curb domestic spending on imports.

26-784 0 - 90 - 3
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Traditionally, South Africa has run a conservative fiscal
policy. 1In recent years government revenues have lagged
behind expenditures, leaving a substantial deficit. Excessive
government financing requirements have put pressure on private
financial markets. Central governmenc revenues amount to 23.6
percent of GDP, more or less comparable with other countries
at South Africa‘'s stage of development. The government budget
deficit equaled about 5.7 percent of GDP in budget year
1987/88 and close to 6 percent of GDP in 1988/89. Some
progress is being made, however, and it is expected to fall to
under 4 percent of GDP in budget year 1989/1990. Nationalized
industries include substantial portions of the energy sector,
transportation, armaments, electric power, communications,
steel aluminum, and chemicals. 1In early 1988, then-State
President P.W. Botha announced a program of widespread
privatization of public enterprises to correct this
imbalance. A major step was taken in November 1989 when
ISCOR, the State steel corporation, was privatized.

2. Exchange Rate Policies

South Africa has not liberalized exchange controls. Faced
with large scale capital outflows in 1985, the Reserve Bank
reimposed comprehensive capital controls and reintroduced a
dual exchange rate. This latter mechanism maintains one
exchange rate (the financial rand) for all foreign investment
transactions, including both capital inflows and outflows, and
another exchange rate (the commercial rand) for all other
transactions. This effectively cushions the economy from the
effects of international capital flows. Under South African
exchange regulations, the Reserve Bank has substantial control
of foreign currency receipts. The Reserve Bank iz the sole
marketing agent for gold (which constitutes about 30 to 40
percent of export earnings--depending on the gold price).

This provides the bank with wide latitude in influencing
short-term exchange rates.

Except for a period in 1987 when the bank followed an
implicit policy of fixing the rand against the dollar,
monetary authorities normally allow the rand to adjust
periodically with an aim to stabilize the external accounts.
Since 1984, the rand has depreciated sharply against all the
major western currencies.

3. Structural Policies

Purchases by government agencies are by competitive tender
for project or supply contracts. Bidders must pre-qualify,
with some preferences allowed for local content. Paras.atals
and major private buyers such as mining houses follow similar
practices, usually inviting only approved suppliers to bid.
The primary tax in South Africa is the income tax. The
maximum rate of 45 percent is reached at a net income level of
R33,000 for married and R22,000 for single taxpayers.
Corporate income is taxed at a flat rate of 50 percent,
although mining enterprises are taxed at over 56 percent.
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Significant revenues are also raised by the general sales
tax which is currently at 13 percent. There are plans to
replace the sales tax with a value-added tax in 1990. South
Africa raises additional revenue through estate duties,
transfer duties, and stamp duties. There are no export taxes,
but import duties protect local industry, rising to 100
percent in the case of some luxury goods. Compliance with the
norms of the South African Bureau of Standards is not
generally required, although it is obviously a marketing
advantage. Industrial standards are high. Metric and
electrical configurations can be an obstacle to some U.S.
exports. Input price controls primarily affect local
agricultural producers.

4. Debt Management Policies

South Africa‘'s external debt at the end of 1988 was
estimated at $21.2 billion, with the private sector accounting
for approximately $14 billion of this total. The debt-to-GDP
ratio in 1988 was 24 percent. Debt service in 1986 (the
latest year for which data are available) was $4.4 billion,
divided roughly evenly between interest and amortization
payments., The ratio of foreign debt to export proceeds in
1988 was 82 percent. In 1985, faced with large scale capital
outflows and intense pressure against the rand, the South
African Government declared a unilateral standstill on
amortization payments. Interest payments were continued, and
amortization payments due to international organizations and
foreign governments were not included in the standstill net,
thus obviating the need for a Paris Club rescheduling. The
standstill was regularized in meetings with private creditors
in 1986. 1In 1987, South Africa and its private creditors
negotiated a three year rescheduling agreement. This
agreement was recently renegotiated to run through 1993.

South Africa is a member of the International Monetary
Fund (IMF) and continues Article 1V consultations on a regular
basis. U.S. law requires the U.S. Executive Director at the
IMF to oppose actively any extension of IMF credit to South
Africa unless the U.S. Treasury Secretary certifies to the
U.S8. Congress that such credit would have a number of
gspecified favorable effects.

5.. Sianificant Barriers to U.S. Exports and Investment

South Africa's Minister of Trade and Industry may, in the
national interest, prohibit, ration or regulate imports under
the terms of the Import and Export Control Act of 1963.
Current regulations require import permits for a wide variety
of goods. Of most significance are the existing surcharges on
imported goods which range as high as 100 percent on some
items. As part of the government's attempts to address its
debt repayment and other macroeconomic problems, there is some
talk that direct import controls may be put in place in the
future, but this is considered unlikely by most economists.
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Local content requirements apply in certain industries,
notably motor vehicle manufacturing, but no other significant
barriers exist. The United States essentially banned all new
investment (except in black-owned firms) with the
Comprehensive Anti-apartheid Act of 1986. That Act also
banned U.8. exports of crude oil and refined products, all
nuclear-related equipment, and computers. The Act bans U.S.
sales of arms, ammunition and equipment and all sales to the
South African military and police.

6. Export Subsjdies Policies

Government incentives to export are divided into four
categories: compensation of part of import duties; a
proportion (10 percent) of value added during manufacture;
financial assistance for activities such as market research
and trade fairs; and income tax allowances. Other direct and
indirect export subsidies are available to local
manufacturers, particularly for factories located in
designated development areas. Subsidies include electricity
and transport rebates, export finance and credit guarantees
and marketing allowances. The Government has announced that
this scheme will be overhauled in 1990 following the report of
a government commission now reviewing export policies.

7. Protection of U.S, Intellectual Property Rights

South Africa's attendance at meetings of the World
Intellectual Property Organization has been barred by a
resolution of that organization. The country also is a
signatory to the Berne Copyright and Paris Industrial Property
Protection Conventions.

South Africa’'s intellectual property laws and practices
are generally conformity with those of the industrialized
nations, including the United States. There is no
discrimination between domestic and international holders of
intellectual property rights.

No positions taken by South Africa in other international
fora appear to have a negative impact on U.S. intellectual
property rights or trade and investment opportunities based on
those rights. An effort in the last parliamentary session to
prohibit cancellation of license agreements by disinvesting
companies was dropped after objections by South Africa's major
trading partners. The basic objective of South African
Government policy with respect to foreign intellectual
property holders is to maintain access to foreign technology
and information.

The U.S8. motion picture industry ceeks improved product
protection in South Africa. It claims that unauthorized
public performances of their products has become a major
problem in hotels and apartment buildings in South Africa.
Videocassette piracy is also of great concern to the U.S.
motion picture industry, which estimates that 20 percent of




59

SOUTH AFRICA

total videocassette sales in South Africa are of pirated
material. Also, the industry is concerned with "parallel
imports," the unauthorized importation of their products from
third countries.

8. Worker Rights *
a. The Right of Association

South Africa‘'s Labor Relations Act entitles all private
sector workers to join freely labor unions, which are
independent of direct government control. However, amendments
made to the Act in 1988 are generally seen as being
anti-union. Particularly damaging is a section that makes
unions liable for financial compensation to employers in the
case of an illegal strike, with the burden of proof being upon
the unions. As unions have increasingly voiced black worker
demands for political rights, the Government has imposed
restrictions on their political activities.

b. The Right to Organize and Bargain Collectively

The Government does not interfere with union organizing in
the private sector and has generally not intervened in the
collective bargaining process. Collective bargaining is
freely practiced throughout the country with the major
exceptions of public servants, farm workers and domestic
servants who are not covered by the Labor Relations Act. In
addition, South African labor law does not cover the
"independent" homelands which for the most part do not have
labor legislation to match that of the Labor Relations Act.
Excluding the homelands, labor laws and practices are applied
uniformly throughout the country.

c. Prohibition of Forced or Compulsory Labor

South Africa does not constitutionally or statutorily
prohibit forced labor; however, the legal system does not
permit it.

d. Minimum Age of Employment of Children

South African law prohibits the employment of minors under
15 in most industries, shops and offices. It prohibits minors
under 16 from working underground in mining. There is no
minimum age at which a person may work in agriculture.

e. Acceptable Conditions of Work

The Labor Relations Act provides a mechanism for
negotiations between labor and management to set minimum wage
standards industry by industry. At present over 100
industries covering most non-agricultural workers come under
the provisions of the Act. The Occupational Safety Act sets
minimum standards for work conditions and employment, and
those standards are enforced.
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f. Rights in Sectors with U.S. Investment

Extent of U.S. Investment in Goods Producing Sectors
U.S. Direct Investment Position - 1988

(Millions of U.S. dollars)

Category Amount
Petroleum (D)
Total Manufacturing 508
Food & Kindred Products 20
Chemicals & Allied Products 122
Metals, Primary & Fabricated (D)
Machinery, except Electrical 113
Electric & Electronic Equipment -5
Transportation Equipment (D)
Other Manufacturing 139
Wholesale Trade 80
TOTAL PETROLEUM/MANUFACTURING/WHOLESALE TRADE (D)

(D)-Suppressed to avoid disclosing data of individual companies

Source: U.S. Department of Commerce, Survey of Current Business
August 1989, Vol. 69, No. 8, Table 13

* Section 8 is an abridged version of Section 6 of the South
Africa country report included in the Department of State's

ports on Human Rights Practices for 1989, submitted to
Lhe Congress January 31, 1990. For a comprehensive discussion
of worker rights, please refer to that report.
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K E ic_Indicat
(Dollars or zaires (Z) as noted)
1987 1988 1989
Income., Production. (est)
and Employment
GDP (mils $) (1980 prices) 5416 5566 5750
GDP growth rate (pct) 2.7 2.5 2.7
GDP by sector (pct)
Manufacturing 6.6 n/a n/a
Agriculture 20.7 n/a n/a
Mining/petroleum 24.0 n/a n/a
Services 42.8 n/a n/a
Utilities/public works 4.1 n/a n/a
GDP per capita (2) 170 180 180
Labor force (mils) 18 19 19
Unemployment (pct) n/a n/a n/a
Money and Prices
Money supply (M2) (mils Z) 74,700 169,851 247,042
Interest rate (rediscount) 25 35 55
Savings rate (pct GDP) 9 9 11
Investment rate (pct GDP) 12 11 13
Consumer price index (pct chg) 1/ 106 94 60
Wholesale price index n/a n/a n/a
Exchange rate (avg)
Official 113 187 320
Parallel 175 270 400
Balance of Payments
and Trade (mils §)
Total exports FOB 1744 2207 2330
Exports to U.S. 321 364 340
Total imports CIF 1653 1956 2071
Imports from U.S. 103 122 120
Aid from U.S. 62 57 62
Aid from other countries 234 235 n/a
External public debt (exclud IMF) 7334 7230 n/a
Debt payments (paid) 186 162 n/a
Gold and forex reserves 418 371 253
Balance of payments
Trade =~ -~ 91 251 259
Current account -648 -693 n/a

1/ December to December

1. General Policy Framework

Zaire has a mixed economy, with a dominant state role in
the mining, utility, and transportation/communication sectors,
but with private enterprise present throughout the economy.
Except for petroleum, utilities and parts of the transportation
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sector, market determined prices are the norm (although a law
limiting profits is still on the books), and most parastatal
enterprises compete with private ones. Fiscal and monetary
policy reforms initiated by the Government under a 1983
economic adjustment program supported by the International
Monetary Fund (IMF) have resulted in a more liberalized and

open economy.

Between 1986 and 1988, Zaire experienced serious economic
difficulties and economic mismanagement, including decreased
government revenues, increased deficit spending, soaring
inflation, depreciation of the zaire currency, accumulation of
arrearages to foreigners, and an increasingly active parallel
or black market for foreign exchange. Export earnings fell in
real terms in 1986 and 1987 due to low world prices for
copper, cobalt and petroleum, the country's principal
exports. The dramatic increase in copper prices in 1989 is
expected to increase significantly total export earnings.

Prospects for 1989 are brighter. The Government's
efforts since January 1989 to contain the budget deficit and
achieve realistic exchange and interest rates have resulted in
a reduced inflation and a narrowing of the gap between the
official and parallel market exchange rates. Foreign exchange
is more readily available and some companies are reporting
increased earnings.

In June 1989, the Government agreed on a structural
adjustment program with the IMF and the World Bank which will
bring down triple digit inflation and bring a net inflow of
capital from multilateral and bilateral donors and creditors
over the life of the Agreement (1989-92). Stated fiscal
policy supports major development efforts in agriculture,
transportation, and health; however, a large political and
administrative bureaucracy centralizes most government
expenditures on Kinshasa and other urban areas. Government
income comes chiefly fron import and export taxes, with income
from mineral and petroleum exports providing most foreign
exchange revenue. Receipts from customs duties have recently
been increasing with improved management of the customs agency.

Zaire has often financed its large budget deficits by
borrowing from the domestic banking sector, which in turn led
to excessive growth in the money supply and rapid inflation.
This was the case beginning in 1986 which resulted in an
inflation rate of 100 percent in 1988. 1In January 1989,
however, the Government committed itself to contain both the
budget deficit and to limit monetary financing of the
deficit. These limited improvements in the health of the
economy will not result in significant short-term improvements
in import capacity of U.S. consumer goods or enable the
country to embark on major projects. The majority of Zaire's
34 million people earn about $180 per year. Consumer goods
beyond the bare essentials do not tend to sell well. The
market for heavy equipment, especially in mining and road
construction will continue to be strong. The best prospects
for U.S. exports continue to be heavy equipment, especially
mining and road equipment. Food products such as wheat,
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flour, frozen fish and chicken, and canned goods are good
prospects, and a number of export opportunities exist for U.S.
companies in telecommunications and appropriate technology
equipment.

2. Exchange Rate Policies

Since the 1982-83 liberalization program, controls on
foreign exchange have been lifted in a shift toward greater
emphasis on market forces and private enterprise.

Participants in the foreign exchange market are the commercial
banks and the Bank of Zaire, with individuals and corporations
purchasing exchange from the commercial banks. The -
availability of foreign exchange through official channels has
depended chiefly upon world commodity prices for Zaire's major
exports (minerals and coffee), the level of government deficit
spending, and government adherence to a floating exchange rate
system determined by supply and demand.

The 1983 currency reform measures led to a decline in
parallel market transactions and a larger supply of foreign
exchange at the official rate in commercial banks. However,
in the wake of increased deficit spending, accelerating
inflation, and a sharp decline in the availability of foreign
exchange in 1988, the Government allowed insufficient
depreciation and the parallel market returned as a significant
economic channel. 1In 1988, the zaire depreciated 100 percent
against the dollar and 87 percent against the Belgian franc.
However, by April 1989, the stabilization actions taken by the
Government began to show results: the rate of devaluation had
slowed and the difference between the official arnd parallel
rates had narrowed to less than 10 percent.

3. Structural Policies

The economic liberalization policy pursued by the
Government since 1983 has had a positive effect on commerce in
Zaire. Nontariff measures which used to impede trade have
been reduced and U.S. trade with Zaire has increased
steadily. However, the general scarcity of foreign exchange
in the economy restrains imports for both consumption and
production needs. Regarding government procurement policy,
calls for tenders are publicly made, and bids solicited
actively from foreign suppliers. Government parastatal
ent2rprises as well as the Government itself buy a
considerable part of their supplies abroad because in many
categories of goods there is no domestic supplier.

Special licenses are required for all petroleum product
imports in order to enforce the Government's policy that all
petroleum imports be made through a purchasing committee. The
committee is composed of the petroleum distributors and is
chaired by the state oil company, PetroZaire. Only petroleum
products to be imported from suppliers under contract to this
committee are granted import licenses. Chevron presently
supplies third-country crude to Zaire under such a contract.



64

ZAIRE

The Government encourages local production with high duties on
finished goods and reduced customs duties on raw materials.
Recent improvements in the collection of customs duties and
value-added taxes on imported goods has generated increased
revenue for the Government. However, weak administration of
customs collections continues to be a problem.

4. Debt Management Policies

At the end of 1988, Zaire's outstanding debt was
estimated at $7.3 billion (excluding payments due to the
IMF). Most of this debt is owed to bilateral government
creditors while multilateral institutions account for 14
percent and commercial banks account for about 6 percent.
Without debt rescheduling, Zaire would have a high
debt-service ratio. However, debt reschedulings have reduced
debt service payments, resulting in an actual debt service
ratio of between 12-19 percent. This ratio fell to 7.3
percent in 1988 because Zaire stopped most debt service
payments to bilateral creditors in May and accumulated
substantial arrears. Zaire's debts were again rescheduled in

June 1989.

5. Signifi b B . to U.S. E ! 11 l l

Import licenses are still required for all transactions
in foreign exchange. These licenses are issued by the
commercial banks under guidelines of the Central Bank and in
most cases are readily granted. The purpose of the import
license is to collect statistics on imports and foreign
currency flows and to monitor the use of scarce foreign
exchange to limit nonpriority expenditures such as imports of
luxury goods. This measure applies to imports from all
countries, without discrimination toward U.S. products.

Government procurement decisions are greatly affected by
the financing arrangements offered by exporters and their
governments. While the U.S. Overseas Private Investment
Corporation (OPIC) has been active in Zaire regarding
political risk insurance, the Export-Import bank does not
currently finance exports to Zaire.

Zaire has a relatively open market in the services sector
of the economy. U.S. companies currently compete in banking,
consulting, engineering, hotel, business, accounting, legal,
and express package delivery services. Some areas are not
open to private competitors, however, such as insurance, in
which the state enjoys a monopoly.

Regarding capital exports, Zaire has made efforts to
attract foreign investors. A new Investment Code promulgated
in April 1986 is an important step towards restoring investor
confidence and mobilizing foreign capital. The Code
incorporates various existing tax benefits and introduces new
ones. The Bilateral Investment Treaty signed in 1984 by the
United States and Zaire and ratified in 1989 offers U.S.
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investors additional guarantees in the areas of transfer of
profits, employment of necessary expatriate technical and
managerial personnel, adequate compensation in case of
expropriation, and dispute settlement. In most cases, the.
Government neither requires nor generally seeks participaglon
in foreign investments. New commercial ventures are required
to have up to 40 percent Zairian participation but this
requirement can be, and often is, waived. 1In the minerals
sector, the Government generally takes a 20 percent share in
private investments in return for concession rights, but does
not participate in management. Despite these measures,
foreign investment has increased little, if any.

The Government of Zaire encourages foreign firms to
minimize the number of expatriate employees. It is official
-policy that as an investment matures, the number of
expatriates should diminish. The Government exercises control
over expatriate employment through the issuance of residence
and work permits. The new Bilateral Investment Treaty assures
the right of U.S.-owned firms to fill key management positions
with personnel of their choice, although a special tax applies
to expatriate salaries.

6. Export Subsidies

There are no export subsidies in Zaire, nor any
government programs to assist the export sector.

7. Protection of U,S. Intellectual Property

The Government of Zaire acknowledges the value of
intellectual property. The country is a party to the Berne
Copyright and Paris Industrial Property Protection Conventions
and is a member of the World Intellectual Property
Organization.

The Government's Department of National Economy and
Industry protects privileged technology and production
information, as well as trademarks. International franchisees
(e.g., Coca-Cola) operate comfortably in Zaire within the
protection granted by the state. A national society of
editors, composers, and authors oversees copyright protection
due artists under the law, but it is a private organization
and not an official agency. There is very limited production
of books and sound recordings in Zaire. We are not aware of
any incidents of patent infringement in the country.

The Government acknowledges its duty to pursue trademark
infringement, but the legal and administrative system is
ill-equipped to do so. As a large country that borders nine
other states, Zaire has difficulty controlling goods crossing
its borders. The personnel and expertise to check all goods
entering for possible trademark fraud are limited. Cartier
watches, U.S. brand name jeans, and designer label clothes all
of questionable origin are freely available in Kinshasa. The
EC has assisted the Government with a multi-year World Bank
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program for the staffing and training of customs inspectors,
which should enhance their future effectiveness, provided
foreign trademark owners are vigilant in registering their
marks in Zaire.

8. Worker Rights *
a. The Right of Association

Worker rights and working conditions are established by
the Constitution, the Labor Code, and collective bargaining.
The labor movement is limited by law to one national union,
the National Union of Zairian Workers (UNTZA), which is an
integral unit of the sole political party. Membership in
UNTZA is compulsory for civil servants, employees of state
enterprises, and employees of private firms with at least 20
employees. The union claims about one million workers as
dues-paying members, out of a potential work force of 17
million of which the overwhelming majority is self-employed in
the unofficial sector or in subsistence agriculture. UNTZA
participates actively in the International Labor Organization
(ILO) and the Organization of African Trade Union Unity.

b. The Right to Organize and Bargain Collectively

UNTZA has the right to bargain collectively with
employers. The right to strike is included in the labor law,
but because the law established lengthy and mandatory
arbitration and appeal procedures which result in the
resolution of most labor disputes, in practice lawful strikes
do not occur. Workers, nevertheless, conduct frequent
unauthorized strikes against employers.

c. Prohibition of Forced or Compulsory Labor

The Constitution and labor code forbid forced labor.
However, 2Zairian legislation now obliges every able-bodied
adult not contributing to national development to work on
farms or development projects under threat of penal sanctions.

d. Minimum Age for Employment of Children

The legislated minimum working age is 18, although those
between 14 and 18 may perform "light work" with parental
consent. Many children under 14 work in the informal sector,
especially subsistence agriculture, where minimum wage, safety
and health standards are not observed for them.

e. Acceptable Conditions of Work

Workers are entitled to a minimum daily wage, paid
holidays and vacations, and one rest day per week. They enjoy
fringe benefits which usually include transportation, medical
care, a housing allowance, uniforms, and a midday meal. The
work week is limited to 48 hours. Work places are expected to
meet minimum safety and health standards. The majority of the
population is engaged in subsistence agriculture and small
scale commerce in the informal sector. 1In the private sector,
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fringe benefits are not subject to income tax and often
constitute more than half the total wage package. “n the
public sector, remuneration is lower and workers are often
driven to corruption or take second jobs in the private
sector.

f. Rights in Sectors with U.S. Investment

There are U.S. investments employing Zairian labor in the
petroleum and chemicals sectors. These enterprises are
subject to the labor laws that cover all Zairian workers.
There is no forced or child labor at U.S. companies, and
U.S.-originated standards are used for safety. Although
health benefits and salaries are low at some firms, they
generally compare favorably with local practice.

Extent of U.S, Investment in Goods Producing Sectors

U.S. Direct Investment Position - 1988
(Millions of U.S. dollars)

Category Amount

Petroleum
Total Manufacturing
Food & Kindred Products
Chemicals & Allied Products
Metals, Primary & Fabricated
Machinery, except Electrical
Electric & Electronic Equipment
Transportation Equipment (D)
Other Manufacturing (D)
Wholesale Trade (D)

QOO WO

TOTAL PETROLEUM/MANUFACTURING/WHOLESALE TRADE (D)
(D)-Suppressed to avoid disclosing data of individual companies
)

Source: U.S. Department of Commerce (unpublished)
Bureau of Economic Analysis, August 1989

* Section 8 is an abridged version of Section 6 of the Zaire
country report included in the Department of State's Co
Reports on Human Rights Practices for 1989, submitted to the
Congress January 31, 1990. For a comprehensive discussion of
worker rights, please refer to that report.
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Key Economic Indicators

(Millions of U.S. dollars and period
averages unless otherwise noted)

1987
Income. Production.
and Employment
GDP in current dollars (mils) 78,000
GDP by sector (pct)
Agriculture 14.7
Industrial 23.6
Services 50.7
Per capita GDP (current $) 2,459
GDP constant 1970 prices (pct chg) 1.9
Population (000s) 31,470
Population growth (pct) 1.5
Labor force (000s) 11,786
Unemployment rate (avg) 1/ 5.7
Underemployment rate (avg) 1/ 8.1
Industrial production (pct chg) ! -0.6
Combined deficit as pct of GDP 2/ 7.2
Money and Prices
Money supply (Ml) (pct chg, Dec) 107
Commercial interest rate (30-day deposits)
Nominal (Dec, pct) 3/ 12.3
Real (Dec, pct) 3/ 8.6
Investment rate (pct of GDP) 11.4
Consumer price index
(annual pct chg - Dec) 175
Wholesale price index
(annual pct chg - Dec) 182
Exchange rate (avg) (australes/$1.00)
Official 2.15
Parallel 2.73
Balance of Payments
and Trade
Total exports FOB 6,360
Exports to U.S. CIF 1,176
as share of total (pct) 14
Total imports CIF -5,818
Imports from U.S. FOB 1,089
as share of total (pct) 17
Trade balance 542
Current account balance -4,300
Foreign debt, publ & priv (yr-end) 58,324
Interest paid 5/ 4,200
Interest accrued 4,300
as pct of merchandise exports 67.6
Forex reserves Gross (yr-end) 3,100
Gold (yr-end) 6/ 1,421

Trade balance -87

1988
(est)

75,621

14.6
22.9
51.1
2,468
-3.1
31,933
1.5
11,956
6.1

]
(SRS ]
SOV

322
12.2
13.2

388

432

8.78
10.81

9,137
1,568

-5,322
1,055
18
3,815
-2,200
58,734
1,550
4,350
47.6
4,800
1,421
-513

1989
(est)

71,839

16.0
21.0
51.0
2,315
-5.0
32,403
1.5
12,129
7.5
10.5
-8.0
n/a

3,500
5.0
12:0
4,900
10,300

450.00
550.00

9,620
1,400

-4,326
1,100
20
5,394
-1,400
60,000
618
5,390
56.0
880
1,421
-300
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(est) estimated by Embassy

1/ October percent
2/ Combined, deficit of the non-financial public sector plus

the operating loss of the Central Bank
3/ free market, non-regulated rates from the Ministry of
Economy and the Central Bank

4/ Includes debt to equity conversions.
5/ As of December 31, 1988, Argentina had accumulated some

$2.6 billion in interest arrears to commercial banks and
several hundred million dollars in unrescheduled interest
obligations to official creditors.
6/ Valued at $42.22 per troy ounce.

1. General Policy Framework

Despite a wealth of natural and human resources, the
Argentine economy has largely stagnated over recent decades
with a rigid and increasingly outdated productive sector.
Economic performance has been extremely variable, marked by
low growth and high inflation. Since at least the 1940s, the
productive sector was malformed by the implementation of
import substitution policies and the development of large
State corporations, tapping resources from the country's rich

agricultural base.

Substantial losses in the public sector along with tax
evasion rates that the Government recently estimated to be as
high as 60 percent caused large and persistent public sector
deficits--which ranged as high as 21 percent of GDP during
1989. In recent years the Government has faced great
difficulty in financing its deficit on anything less than
extremely unfavorable terms. For the most part, it has had to
rely on the Central Bank to finance the deficit. 1In this
effort the Central Bank forced reserve requirements to a level
that approached 100 percent, but monetary creation remained
the key element in closing spending gaps.

As a result, inflation has averaged roughly 10 percent per
month since 1973 despite price and currency controls, and
finally flared to hyperinflationary rates during 1989 (4,923
percent inflation for the year). With Argentina's record of
inflation and controls, capital has long sought refuge in the
dollar and in offshore assets. Official estimates put the
amount of U.S. currency in circulation in the country at $4 to
5 billion, an amount which continues to be several times that
of australs in circulation and in checking accounts. Offshore
assets in private Argentine hands have been estimated at as
high as $40 billion.

The Alfonsin Administration (1983-1989) recognized the
structural problems facing the economy, but was unable to make
much headway. With many promises for economic reforms
unfulfilled, an economic crisis forced Alfonsin to leave
office early. As a result, the Menem Administration took over
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five months earlier than expected, in July 1989, and quickly
embarked on an ambitious program of structural reform. Within
two months it proposed and passed a reform law to reduce and
restructure its State corporations and an economic emergency
law to regain control of government expenditures. Monthly
inflation dropped to single digits in the period
September-Novvember 1989. Higher than forecast inflation,
however, and failure to eliminate the fiscal deficit led to
further erosion of the austral and a return to hyperinflation

by year-end.

The Menem Administration introduced a tax reform bill with
the objective of doubling tax receipts by broadening the tax
base and relying more heavily on a smaller set of taxes. The
economic team has worked closely with the International
Monetary Fund (IMF) in constructing the reform program and the
IMF Executive Board approved a standby arrangement on November
10, 1989. Another part of the structural reform effort is a
policy of opening the Argentine economy to world market
forces. The Administration has embarked on a four-year
program to cut the maximum tariff in half to a general ceiling
of 20 percent and reduce the number of items under
quantitative restrictions. Despite these good steps to
restructure the economy over the medium-term, the Menem
Administration has not yet succeeded in the short-term goal of

stopping hyperinflation.

2. Exchange Rate Policles

The Menem Government initially followed the Argentine
tradition of pegging the austral to the U.S. doullar as part of
the program to dampen inflationary expectations. The
Government wanted to hold the current official rate fixed
through March 1990, but in view of inflationary pressures on
the currency and dwindling reserves, the Government allowed
the exchange rate to float in late 1989. As of December 1989,
imports of pharmaceutical product inputs continued to receive
a preferential exchange rate.

All exporters and importers are required to obtain
licenses. Under the old foreign exchange regime for imports
and exports, the fastest the Central Bank was required to make
disbursements was 90 days after shipment. Nevertheless, most
shipments took 180 days. Since the official rate has normally
overvalued the austral, Argentina‘'s exchange regime favored
imports over domestically-produced goods and hurt the
competitiveness of Argentine exports. This was partially
offset in the case of imports by the Central Bank's delay in
payments. Firms dislike having fheir capital tied up for long
periods, despite regulations that allow for interest payments.

3. Structural Policies

Argentina currently has a mixed economy, with the public
sector occupying roughly half of GDP. Many poor quality
products from a highly protected industrial base have left
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Argentines with a bias for imports. As part of its effort to
improve quality through competition, the Menem Administration
suspended the "Buy Argentine” program and is now in the
process of drafting a new, more market-oriented decree.

The vast majority of price controls were eliminated in
December 1989. In the past, price and wage controls have
generally represented a substantial constraint on private
sector planning, adding a continual element of uncertainty to
business decision-making. This uncertainty has had a negative
impact on new investment.

The Menem Government is in the process of reforming the
tax system by cutting the number of taxes. The objective is
to reduce the high incidence of tax evasion. 1t is too early
to say how the tax structure actually will be applied in
practice. Tax rebates for exporters have been suspended until
March 1990 with a six-month additional extension possible.
Extensive tax evasion and a large underground economy have
traditionally diluted the impact of tax policy on overall
economic activity. Certainly, tax policy has not been as
important in slowing economic activity as the budget deficits
the new tax law is designed to help correct.

4. Debt Management Policies

Argentina is a major debtor country, with a foreign debt
that has increased by over 50 percent since the debt crisis
began in 1982. 1Its $60 billion or so of debt is approximately
80 percent of GDP. The Alfonsin Administration did not
service Argentina’'s commercial bank debt during the last year
of its term and arrears rose to approximately $4 billion--more
than 40 percent of yearly exports. While the Menem
Administration pledged to honor Argentina‘'s obligations, no
timetable has been released, and interest arrears to
commercial banks rose to over $8 billion by the end of 1989.
Arrears to international financial institutions, which started
at the end of the Alfonsin regime, were cleared, however.
Continuing economic decline, despite the absence of debt
service payments, demonstrales that debt service is not a root
cause of Argentina's economic malaise.

Protracted negotiations with the IMF and the commercial
banks have led to three major bank refinancings and new money
packages since 1982. The most recent (1987) rescheduled
virtually all principal payments (about $34 billion) over
nineteen years with a seven-year grace period. Paris Club
governments rescheduled $2.4 billion of Argentina‘s official
debt in December 1989. Argentine negotiators are again
talking with the commercial banks, and are working closely
with the Fund. The Government is also talking with the World
Bank about reviving its sector loan program.
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5. Significant Barriers to U.S. Exports and Investment

While Argentina has a licensing requirement on all imports
as a check on foreign exchange, licenses are automatically
issued by the Ministry of Economy on most goods. The list of
products that require prior consultation with industry was
recently further reduced from over 1,000 items to about 110.
Nevertheless, the reluctance of some Central Bank officials to
make dollars available for goods deemed to be unnecessary or a
luxury tends to impede the import of these items.

Foreign investment no longer requires prior approval from
the Argentine Covernment. Investments may be registered by
filing a simple form with basic information about the investor
and the investment. Foreign investors receive essentially the
same treatment as domestic investors.

Air courier fees are the highest in the world. While the
Government has agreed to reduce the fees to internationally
accepted levels, it is trying to determine how to accomplish
this under the price freeze and "no subsidy" rules of the
battle against inflation. Argentine theaters are required to
show a certain number of local films, and local laboratories
must print 80 percent of all imported color movies. Exporters
and importers are prohibited from buying marine insurance
abroad. Import tariffs on computers and other electronic
products remain especially high. Customs procedures are
lengthy and unnecessarily slow.

Argentina and the United States have an agreement giving
the shipping lines of each countsy access to government
controlled liner cargo of the other. Third-flag shipping
lines, however, do not have access to shipments under the
control of the Argentine Government.

6. Export Subsidies Policies

The economic emergency law has suspended most subsidies,
including those for exports, until March 1990. At that point
the Government will have the option of extending the
suspensions for another 180 days. The Central Bank has taken
advantage of the law to put its export financing programs on a
market led--LIBOR plus--basis. The Bank's management stated
its determination not to return to the subsidies of the past
without a specific appropriation.

Export taxes on agricultural and industrial products are
applied in a way that creates a multiple exchange rate system,
giving these items rates that are less favorable than the
market exchange rate.

7. Protection of U.S. Intellectual Property

Argentina is a party to the Berne and Universal Copyright
Conventions and to the Paris Convention for the Protection of
Industrial Property.
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The Argentine Government has committed itself to
supporting intellectual property in the Uruguay Round.

The Government protects intellectual property rights
through a legal system offering process patents, trademark,
and copyright protection. Although the legal system generally
affords adequate protection for trademarks and copyrights, the
patent law needs updating. The Menem Administration has
promised to solve this problem, and the U.S. Pharmaceutical
Manufacturers' Association has withdrawn its Section 301
petition regarding Argentina‘'s lack of product protection for
pharmaceuticals. Nevertheless, Argentina remains on the U.S.
Trade Representative’'s Special 301 "Watch List"” under the
provisions of the 1988 Omnibus Trade and Competitiveness Act.

In the informatics sector, Resolution 44 seeks to attract
foreign hardware manufacturers to establish joint ventures
with Argentine firms for the local manufacture of selected
computer products. Computer hardware imports face high duties
established to protect infant industries.

8. HWorker Rights *
a. The Right of Association

There is free right of labor association in Argentina.
The Argentine labor movement is a major economic and political
fo-ce, independent from the Government. The Argentine
Congress passed legislation in 1987 and 1988 which
reinstituted previously suspended laws governing labor
relations and other trade union rights. Trade unions enjoy
free right of association with international organizations.
The General Confederation of Labor (CGT), Argentina‘’'s national
labor federation, participates actively in the ILO. Unions
have the right to strike, subject to compulsory conciliation
and arbitration by the Labor Ministry.

b. The Right to Organize and Bargain Collectively

Labor and management have a binding collective bargaining
process which sets wage levels on an industry-wide basis.
State involvement in this process is limited to ratifying the
agreements, which provide them with legal status. The
Government continues to offer wage guidelines under its
economic emergency adjustment program, and directly sets wages
in state-owned enterprises. Anti-union discrimination is
prohibited by law and well-developed mechanisms are in place,
and functioning, to resolve complaints. There are no
officially designated export processing zones in Argentina.

c. Prohibition of Forced@ or Compulsory Labor

Forced or compulsory labor is illegal and is not practiced.
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d. Minimum Age for Employment of Children

The law prohibits employing children under 14, except in
the family. Minors of 14 and 15 may work in restricted types
of employment, but not more than 6 hours per day or 35 hours
per week. The same law applies to minors 16 to 18, although
competent authority may make exceptions. Enforcement of this
law is reportedly hampered by economic factors, but violations
are tried before the appropriate courts.

e. Acceptable Conditions of Work

Argentina offers comprehensive protection of workers'
rights. The maximum workday is 8 hours; the work week is 48
hours. Premiums must be paid for work beyond those limits.
Rules governing vacations, minimum wages, and occupational
health and safety are comparable to those in Western
industrial nations and are respected in practice.

f. Rights in Sectors with U.S. Investment

U.S. investment in goods producing sectors is relatively
insignificant in Argentina. Argentine labor law is applied
uniformly throughout the country.

Extent of U.S. Ipnvestment in Goods Producing Sectors

U.S. Direct Investment Position - 1988
(Millions of U.S. dollars)

Category Amount
Petroleum 405
Total Manufacturing 1,215

Food & Kindred Products 170

Chemicals & Allied Products 258

Metals, Primary & Fabricated 110

Machinery, except Electrical 257

Electric & Electronic Equipment 41

Transportation Equipment 95

Other Manufacturing ' 283
Wholesale Trade ' 99
TOTAL PETROLEUM/MANUFACTURING/WHOLESALE TRADE 2,719

Source: U.S. Department of Commerce, Survey of Current Business
August 1989, Vol. 69, No. 8, Table 13

* Section 8 is an abridged version of Section 6 of the
Argentina country report included in the Department of State's
Country Reports on Human Rights Practices for 1989, submitted
to the Congress January 31, 1990. For a comprehensive
discussion of worker rights please refer to that report.
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Key Economic Indicators

(Millions of new cruzados (Cz) unless otherwise noted)
1987 1988 1989

Income. Production.

and Employment

GDP (bils $) a/ 325.0 351.6 365.0
Real GDP growth (pct) a/ 3.6 -0.3 1.0
GDP per capita (Cz) a/ 2,224 2,434 n/a

Read GDP growth by sector (pct) a/

Agriculture 15.0 -0.4 n/a

Industry 1.0 -2.5 n/a

Services 3.3 2.2 n/a
Labor force (000s) a/ 59,543 61,014 1/ 62,521
Unemployment (avg pct-pd end) as 5.1 3.9 3.2
Money and Prices
Money supply (Ml) (pd-end) b/ 1,036 6,958 17,675
Comm interest rates (avg real

monthly pct) c/ 30.8 9.7 44.9
Trade bill (discounted comm note)

avg annual real net pct) c/ 64.9 34.2 236.8
Foreign savings (pct GDP) a/ 0.5 1.6 n/a
Domestic savings (pct GDP) . a/ 17.8 n/a n/a
Investment rate (pct GDP) a/ 18.3 17.5 n/a
Price increase

Conrnsumer a/ 366.0 933.6 524.0

Wholesale d/ 407.2 1,050.0 333.5
Exchange rates (annual pct chg) b/

Official 380.0 955.0 270.4

Parallel 243.8 1,199.5 287.0

(Sao Paulo market) c/

Spread parallel/official rates

(pct period-end) 30.4 60.6 67.7
Balance of Payments

and Trade (mils $)
Total exports e/ 26,224 33,787 33,500

Exports to U.S. e/ 7,325 8,718 5,405
Total imports e/ 15,051 14,605 17,000

Imports from U.S. FOB e/ 3,189 3,121 2,537
Aid from U.S. 9.3 8.5 9.2
Aid from other countries n/a n/a n/a

Total foreign debt

121,174 112,885 1/ 110,716

Annual foreign debt service 13,116 15,564 1,724
Foreign exchange reserves !

Cash concept 4,433 5,359 6,665
Internat’l liquidity concept 7,458 9,140 9,775
Balance of payments b/ ~2,987 6,977 133

1/
1/

1/
2/

3/
2/

2/

4/

5/
5/

2/

S/

6/
1/

1/
7/

8/
8/
1/
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‘ 1/ forecast 5/ January-August 1989
2/ as of August 1989 6/ January-July 1989 (data
3/ as of July 1989 from USDOC)
4/ January-September 1989 7/ January - March 1989
8/ as of April 1989
Sources:

a/ FIBGE (Brazilian Institute of Geography and Statistics
Foundation)

b/ Debt and foreign reserve figures from BACEN (Central Bank
of Brazil)

c/ Brazilian "Cenarios"” newsletter (Editora BBET LTDA)

d/ FGV (Getulio Vargas Foundation)

e/ CACEX (Foreign Trade Department of the Bank of Brazil)

1. General Policy Framework

Brazil has traditionally pursued an autarkic, import-
substitution, government-led development policy. The heavy
foreign debt (currently approximately $110 billion) has
increased this tendency. To meet its payment obligations, the
Government encourages exports through subsidies and
incentives. Although there is a large private sector which
dominates light and medium industries, the State owns a great
deal of heavy industry and utilities, such as steel,
electricity, petroleum and basic chemicals, comprising 52
percent of GDP, through 187 major parastatals. Government
regulation is pervasive, touching virtually every aspect of
the economy, but it is especially significant in imports,
foreign investment, and incentives.

Brazil's fiscal policies have resulted in chronic public
sector deficits, attendant growth in domestic and foreiyn
debt, and significant growth of the "parallel economy." The
deficits, financed through the sale of government securities,
are a leading cause of high inflation. Despite a six-month
price/wage control program from January to June 1989, the
inflation rate from January through October was 759 percgent.

Reducing the deficit has proven difficult in the face of
the legislative branch's unwillingness to adopt unpopular
anti-inflationary measures, such as tax increases, the
elimination of subsidies, and pravatization of state
enterprises. The deficit target for 1989 of 2 percent of GDP
was not reached. Current official government estimates place
the operational deficit in 1989 at 6.5 percent of GDP. In an
attempt to maintain a favorable trade balance and boost
development, Brazil has erected formidable barriers to
imports, in the forms of a system of high tariffs, a list of
products which cannot be imported, a discretionary import
licensing system, and company and sectoral import quotas. 1In
September 1989, the Customs Policy Council announced a
reduction in tariffs from an average of 41 percent to an
average of 35.5 percent. This reduction, which primarily
affects capital goods not currently produced in Brazil, is

e
SR
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aimed at making Brazilian firms more competitive in the world
market. There have also been periodic announcements that the
number of prohibited items would be decreased again, but to
date the Government has not announced any cuts from the
approximately 1200 products still on the list.

The budget deficits and the need to service a heavy load
of inflation-indexed public domestic debt force the Government
to borrow heavily. The Government has had little problem in
rolling over its domestic debt so far, but the maturity
profile demanded by domestic money-market investors is short,
and volatility is increasing. Much government paper is traded
in what is literally an "overnight" open market. The
Government offers high real interest returns of 2 to 3 percent
per month to attract investors and to keep them from turning
to inflationary investments in real assets.

2. Exchange Rate Policies

Brazil has two legal exchange rates pegged to the value of
the U.S. dollar--the official rate and the tourist rate.
There is also the government-tolerated "parallel” rate that
exists as a speculative device and is quoted in most of the
large newspapers. The Government maintains its trade
competitiveness by daily mini-devaluations of the so-called
"new"” cruzado based on the official cost-of-living index. The
official rate is used for most financial and trade
transactions--with the exception of remittances for imported
computer software. The tourist rate is used mainly for dollar
purchases by inbound and outbound Birazilian tourists, but also
for software. U.S. dollars trade on the tourist and parallel
markets at substantial premiums.

3. Structural Policies

Pricing Policies: The Government of Brazil possesses wide
authority to apply price controls to nearly all products and
services; price freezes have been used frequently as part of
the Government's inflation-fighting policies. Price controls
have been applied particularly to state-sector products, such
as steel, electricity, and basic services. Price controls do
not discriminate against foreign investment, but established
foreign investors in Brazil--notably but not exclusively in
the auto and pharmaceutical industries--have publicly
complained that inflexible price controls have occasionally
forced them into unprofitable production and reduced
investment levels. 1In a recent attempt to maintain a constant
supply of goods to the market and yet hold back
hyperinflation, representatives of government and the private
sector agreed to allow monthly price increases only up to 90
percent of the official inflation index. It is unlikely that
this gentlemen's accord will last for very long.
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Tax Policy: The major taxes include personal and
corporate income taxes, a value-added tax on industrialized
products, tariffs, a state-level tax on the circulation of
goods which acts as a sales tax, and a 25-percent tax on
credit operations and exchange and insurance transactions.
Income tax evasion and non-compliance are endemic. And,
although there were rumors of a reform of the income tax
system in 1989, notking has been done that will affect the
average taxpayer. The Finance Ministry, however, has proposed
for Brazilian Congressional approval increased taxes on
capital gains and large personal fortunes, Tax policies have
a decided impact upon foreign trade. Brazilian firms receive
generous tax breaks on corporate income derived from exports--
3 percent versus 35 percent for normal income. Domestic
value-added taxes are levied on most imports as well as
domestic goods, but not on exporgs.

Requlatory Policies: Brazilian production and quality
standards do not in themselves appear to constitute a barrier
to foreign exports.

4. Debt Management Policies

There is a widespread perception that the shortage of
exchange reserves was a factor in recent hyperinflation in
Argentina. Therefore, the Sarney Administration seeks to
maintain a healthy level of foreign exchange reserves to
bequeath to the following Administration scheduled to take
power in March 1990. Top policymakers hinted that Brazil
might have to delay interest payments due to foreign
commercial banks in September 1989, unless a special "interim
IMF agreement” guaranteeing an influx of "new money" could be
negotiated before then. No agreement was reached, and the
$1.6 billion due was not paid. While Brazil is currently not
meeting commercial bank payments, it is essentially current on
debt payments due Paris Club agencies with short intermittent
delays and the international financial institutions. Brazil's
foreign debt is approximately $110 billion, and annual debt
service absorbs nearly one-third of normal export earnings.
The Government has repeatedly stated that the need to service
the foreign debt is one of the reasons Brazil maintains a
relatively closed import regime.

Nevertheless, even prior te the so-called debt crisis,
Brazil maiitained lofty import barriers which were often
defended on import-substitution grounds. Brazil has expressed
a strong interest in participating in a debt-reduction
program, along the lines of the Brady Plan.

5. Significant Barriers to U.S. Exports and Investment

Brazil maintains comprehensive, complex, and overlapping
import restrictions, making it impossible to isolate the
effect of any particular barrier on specific products or the
overall impact on U.S. trade. The most important barriers

include:
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Prior Import Licensing: The Government of Brazil requires
licenses for virtually all import's. Importers must register
with the Foreign Trade Department (CACEX) of the Bank of
Brazil and must obtain a license from CACEX before embarkation
of the import. Although in 1989 importers reported an
improvement in the time it takes to get a 1license, there is
no guarantee that their petitions will continue to be treated
expeditiously. CACEX is not bound by a transparent licensing
process with a fixed timetable. A primary justification given
for licensing is the need to control imports to assure a
favorable trade balance and sufficient foreign exchange
reserves to service Brazil's foreign debt.

The licensing procedure also allows CACEX an opportunity
to enforce the vague body of laws known collectively as "the
law of similars.” CACEX has the authority to refuse import
licenses for products which are produced or can be produced in
Brazil, i.e., products for which there exist national
"similars.” Although the rules provide that the similarity
test is required only if the importer is a government entity
and/or wishes government benefits or incentives, in practice
the test is widely applied. This widely-publicized policy
clearly limits U.S. exports but in an unmeasurable way.
Companies aware of the situation may not even bother to
petition to import products that are produced in Brazil. On
the other hand, companies that persist frequently find
creative ways to get licenses--downplaying elements competing
with Brazilian products has become notably effective.

CACEX also maintains a list of products (euphemistically
called "the list of temporarily suspended items") which cannot
be imported. It currently numbers some 1200 products,
including cattle, automobiles, shoes, beer (but not other
alcoholic beverages), and electronic games. The Government
has periodically announced that it would reduce the number of
jtems on the list in 1989, but so far nothing has changed.

The most recent government statements indicate that the list
will be reduced early in 1990.

The Brazil-Argentina Economic Integration Agreement of
1986, with further protocols signed in 1987, 1988, and 1989,
allows preferential access for certain Argentine exports by
facilitating import licenses. Recent protocols exempt capital
goods, automobiles, and processed food products from import
duties and taxes. Operation of Brazil's import-licensing
program, including its use to implement quantitative
restrictions, has restricted U.S. exports to Brazil,
particularly textiles and apparel, Consumer products of many
kinds, steel products, some products incorporating digital
technology, auto parts, process control valves, certain
general-aviation aircraft, machine tools, roller bearings,
batteries, and non-bulk agricultural products. A sustained
relaxation in the restrictiveness of Brazil's import licensing
policies would lead to major increases in U.S. exports.

Services Barriers: Restrictive Brazilian investment laws,
lack of administrative transparency, restrictions on
remittances, arbitrary application of regulations and
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mandatory Brazilian "partners” limit U.S. services exports.
Trade possibilities in services are greatly affected by
limitations on foreign capital participation in some
services. Extensive barriers exist in the following service
sectors: accounting, advertising, media ownership (print,
radio, and television), transport (domestic air, water, and
land), construction, health and medical, insurance, leasing,
engineering, telecommunications, data processing, and
information services. There are recent indications that
telecommunications, energy, and domestic air transport could
be opened to foreign investment in the near future.

Following are key concerns:

Construction: Foreign companies, particularly
construction engineering firms, are prevented from providing
technical services for domestic projects, if Brazilian firms
are able to provide the same services. The only exception
applies to projects using World Bank funds.

Insurance: Several government regulations effectively
cause all exporters to insure with Brazilian companies. All
reinsurance in Brazil must be purchased from the Government
reinsurance monopoly, denying U.S. reinsurers full
participation in the local reinsurance market. Requirements
for withholding insurance premium against outstanding loss
reserves also expose U.S. reinsurers to serious exchange
losses. Brazilian regulatory policy precludes the issuance of
new licenses.

Data Processing: Data cannot be transmitted outside the
country for processing abroad. Only Brazilian-owned
information service enterprises may provide services to the
Government. The State telecommunications monopoly gives
preference to Birazilian equipment suppliers.

Motion Pictures/video Cassettes: The U.S. motion picture
industry has identified the mnst significant trade barriers as
follows: (a) color feature films distributed for theatrical
exhibition and all films distributed for television broadcast
must be printed in one of two Brazilian laboratories; (b) a
Brazilian short subject must be shown with any foreign
feature; (c) video piracy remains common; and (d) at least 25
percent of the titles released fnr home video by video
cassette distributors must be Brazilian (given the limited
number of Brazilian titles, this requirement acts as an
indirect import quota despite a flexible interpretation of the

rule in recent years).

Specific Sectoral/Product Areas: "Informatics" is broadly
defined to include computers and parts, and all other devices
incorporating digital technology (i.e., communications
switching equipment, process controls, and optical and
electronic components), as well as software, services and
related investment.

Hardware: 1In 1984 Brazil passed the National Informatics
Law, which restricts imports and reserves production and sales
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of micro- and mini-computers and equipment containing these
computers exclusively to Brazilian-owned firms and restricts
imports through 1992. Despite recent signs of liberalization,
technology-based joint ventures have been virtually precluded.

Software: Market-reserve provisions include: (1) the
national similars test (product commercialization is
prohibited if a comparable Brazilian product exists); (2) the
requirement to use a Brazilian distributor and have the
resulting contract approved; and (3) possible non-renewal
after three years of commercialization approval, if a
Brazilian "similar” exists at that time. A Section 301 case,
based on U.S. Government concerns about the market-reserve
policy, investment restrictions, administrative reforms, and
software copyright protection was terminated on October 6,
1989 after four years of negotiated liberalization and the
adoption by the Brazilian Government of a software copyright
law.

Investment Barriers: Brazil restricts and discriminates
against foreign direct investmwment, which is explicitly
prohibited in several sectors. 7These sectors include
petroleum production and refining, public utilities, the
various communications media, redl estate, shipping and
diverse "strategic industries” off importance to the long-term
technological development of Brazil. Brazil's new
Constitution allows for legislation to favor nationally-owned
companies over foreign companies where government bids are
concerned. The Constitution bars majority foreign
participation in direct mining operations, new hydrocarbons
risk-contracts, and foreign investment in health-care
services. Moreover, indirect measures such as price controls,
application of laws and regulations, technology transfer
requirements, limitations on royalty payments, remittance
controls, import restrictions and lack of intellectual
property protection deter foreign investment.

Local-content Requirements: Brazil has long maintained
local-content requirements for manufactured products. Some
are set informally, others established in regulation.
Industries affected include the automotive, consumer
electronic, and transport-equipment industries. Increasingly,
the capital goods sector for steelmaking, railroads,
construction, and electricity generation also are covered.

Eligibility for Brazilian incentive programs--preferential
tax treatment, financing, and import duty incentives--is tied
to performance requirements. Brazil uses the national
similars test to increase local content. Local-content
requirements were recently eased, especially in the Northeast

and Amazon regions.

Quantitative Restrictions: Since 1980, Brazil has imposed
company and, in some cases, sectoral import quotas. At the
beginning of each year, firms wishing to import products
valued at more than $100,000 are required to submit a planned
import program to CACEX. In general, import level approval is
based on a review of the previous year's imports and the
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company's expected level of exports. The Government recently
removed quantitative import-level limits for fixed assets and
raised limits for goods imported for reprocessing (up to 130
percent of the 1988 import program for 1989) and for goods
imported for direct resale (for 1989 up to 120 percent of the
1988 import program). These limits are set at the discretion
of CACEX. Brazil also sets annual import quotas on certain
industrial sectors, including informatics, and on total
imports for the Manaus Free Trade Zone. The Government has
significant discretion to adjust the annual guotas and has not
hesitated to tighten or loosen the controls to reflect
ecgnomic and balance-of-payments conditions. Although many
companies have been able to increase their quotas in 1989,
company and sectoral quotas remain potentially significant
barriers to increased imports.

Financing Restrictions: Brazil has long required
supplier-financing for imports of capital goods, required when
shipments from a foreign supplier exceed $200,000 per year.
The recent easing of financing requirements (minimum levels
were raised) should encourage Brazilian imports, particularly
from U.S. suppliers and others who extended only short-term
trade credit following Brazil's debt moratorium in 1987. The
negative impact of these provisions has been magnified by
Brazil's debt problems and the absence, until recently, of
official government export financing.

Import Tariffs: 1In September of 1989, the Government
reduced tariffs of several thousand items; the average tariff
rate dropped from 41 to 35.5 percent. In spite of this move,
Brazilian tariffs remain high by developed-country
standards--with some as high as 85 percent. The admitted aim
of the Government in cutting tariffs is to stimulate Brazilian
competitiveness within world markets by lowering input costs,
modernizing the industrial base, and increasing capacity.
However, while tariffs have generally been reduced, so have
the numerous tariff reduction exceptions previously granted.

Government Procurement Practices: The federal, state and
municipal governments, and related agencies and companies, buy
a bro«d range of products and tend to follow a3 strong "buy
national” policy. A large portion of the imports destined for
state enterprises and those imported with special benefits
must be transmitted on Brazilian ships (or U.S. vessels for
imports originating there). The new Constitution mandates
preferential treatment for "Brazilian companies with national
capital,” although it has not yet statutorily defined this
treatment. If U.S. firms were allowed to compete freely,
however, U.S. exporters could have significant market

opportunities.

Countertrade: Although Brazil has not articulated a
formal countertrade policy, countertrade appears to be
increasing and could displace U.S. exports to third-country
markets. Brazil presently trades iron ore for hydroelectric
turbines with Czechoslovakia. Soviet mining machinery will be
reimbursed by ferromanganese exports. Offsets were an
important factor in 1988 bidding to supply helicopters to the
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Brazilian army. The Brazilian state oil firm, Petrobras,
actively promotes countertrade through its trading subsidiary,
Interbras, especially with the Soviet Union, Eastern bloc
countries, and recently with Iran, and attempts to obtain
countertrade agreements on foreign oil purchases. Brazilian
exports under such agreements cover the full range of
manufactured and raw materials.

Ocean Shipping: Brazil and the United States have an
agreement giving ships of each country equal access to liner
cargoes subject to government control in the other country.
Third-flag shipping lines, however, cannot carry Brazilian
imports under government control. Exports of coffee and
cargoes must also travel on the shipping lines of
government-approved conferences.

6. Export Subsidies Policy

Brazil maintains a large number of export subsidy programs
that benefit Brazilian exporters of manufactured and
agricultural products. CACEX operates the Fund for Financing
Exports (FINEX) program, which provides medium~-term dollar and
cruzado export financing at agreed rates to exporters of
Brazilian products. There are no stated limits on the total
FINEX funding, and any exporter may qualify for the program.
The program buys down the export credit rate from commercial
bank interest levels to standard rates for various repayment
terms. In comparison with the minimum OECD rates, FINEX
provides large export credit subsidies, which are unavailable
to U.S. manufacturers from commercial sources. Brazilian
exports to the United States eligible for medium- and
long-term financing total $1 billion; actual exports financed

is unknown.

Since 1972, the Commission on Fiscal Incentives for
special export programs (BEFIEX) has stimulated and subsidized
exports by offering import-duty reductions and other fiscal
benefits in return for company commitments to meeting specific
export targets. 1In exchange for entering into an export
performance commitment, a company could obtain export
subsidies, tax and duty exemptions, and reductions for imports
of capital gocds and inputs used in producing exports. In
return, the company had to maint{in a three-to-one ratio of
exports to imports values. Foreign-owned firms account for
the largest contracts and 60 percent of the total export
value. Currently 400 firms have BEFIEX contracts with export
commitments of $87 billion, a problematical amount of
financing given Brazilian fiscal problems.

Other export subsidy programs which the United States has
cited as countervailable are export credits and the tax
rebates of the industrialized products tax (IPl), preferential
working capital financing for exports, and preferential
short-term export financing. U.S. investigations, however,
have shown a general decline in the level of subsidization.
Although the IPI and merchandise-movement tax (ICM) credit
programs under BEFIEX ended December 31, 1989, the Government
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may grant awards beyond that date to exporters who signed firm
contracts before the end of the year.

Export Targeting: Although Brazil has not historically
engaged in specific export targeting, this policy may be
changing. New programs are under consideration to increase
exports of consumer electronics and household appliances to
the United States.

7. Protection of U.S. Intellectual Property

Brazil is a party to the Berne and Universal Copyright
Conventions and to the Patent Cooperation Treaty.

Brazil's copyright and related laws, although the United
States believes them to be inadequate, generally conform to
world standards. The Software Law of 1987 extended explicit
copyright protection to computer software. Government
enforcement has improved, but unauthorized public performances
of motion pictures, piracy of video cassettes and records,
unauthorized translations of literary works, and software
piracy continue. Drazil does not support efforts to
strengthen intellectual property rights in the international
fora, such as the Uruguay Round of the GATT.

As of January 1990, Brazil is one of five countries
remaining on the U.S. Trade Representative's "Priority Watch
List" for inadequate protection of intellectual property
rights, cited under the Special 301 provision of the 1988
Omnibus Trade and Competitiveness Act.

Patents and Trademarks: Brazil does not provide either
product or process patent protection for metal alloys,
chemical compounds, food and chemical/pharmaceutical
substances, or biotechnological inventions. Method-of-use
claims in patent applications are also generally not allowed
and, if issued, are almost impossible to enforce. Brazil
requires a patent or trademark owner to work the patented
invention or trademark in Brazil. A third party may request a
compulsory license if a patent owner has failed to work the
patent within three years of patent issuance or if
exploitation has been discontinued for more than one year.
Brazil lacks adeguate legal protection for trade secrets.

Pharmaceuticals: Since 1969, Brazil has denied both
process and product patent protection to fine chemicals and
pharmaceutical products. This lack of protection enables
Brazilian producers to import and copy constituent materials,
as well as finished products, without the burden of recovering
research and development costs. In some instances, foreign
companies are not authorized to import products similar to
pirated products produced in Brazil. Based on a Section 301
action initiated by the Pharmaceutical Manufacturers
Association in October 1988, the United States imposed trade
sanctions of $39 million per year against Brazil for lack of
pharmaceutical patent protection. The issue is currently in
dispute settlement at the GATT in Geneva.
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Copyrights: Pirated video cassettes account for
approximately 50 percent of the Brazilian market (40 percent
in Sao Paulo, 60-70 percent elsewhere) despite more vigorous
enforcement efforts. The U.S. motion picture industry claims
frequent unlicensed exhibitions of its products occur in both
small towns and urban condominiums. Problems with remittances
for software royalties or imports, along with a "national
similars” policy precluding sales of foreign computer software
if a Brazilian equivalent exists, encourage piracy and the
illegal importation of foreign software.

New Technologies: Biotechnological products or processes
are not covered by Brazil's patent law.

8. Worker Rights *
a. The Right of Association

Brazilian workers enjoy the right to associate in
organizations and select their own leaders in free union
elections with one important restriction: there cannot be
multiple unions representing the same profession in the same
geographical area. The unions participate actively in the
country's political life.

b. The Right to Organize and Bargain Collectively

Since 1983, independent and rival trade union centrals
have emerged, focussing attention on labor-related issues.
Collective bargaining between labor and management is becoming
increasingly commonplace and gradually replacing the normative
role of the labor courts--an institutional legacy established
during Brazil's corporatist period.

c. Prohibition of Forced or Compulsory Labor

Despite Government assertions that it is taking steps to
halt compulsory labor, there have been repeated charges that
the practice continues in Brazil. Church representatives
charge that slave work forces are compelled to help clear the
jungle deep in the Amazon. Critics accuse state and federal
authorities of failing to investigate reports of forced labor.

d. Minimum Age for Employment of Children

Fourteen is the minimum working age under the new
Constitution, except for apprentices; and numerous legal
restrictions have been approved to protect working minors
under 18. Under Brazilian law, permission of parents or
guardians is legally required for minors to work, and
provision must be made for them to attend school through the
primary grades. 1In practice, however, these laws do not
prevent the employment of millions of children and adolescents
who can be seen working on the streets in every city in Brazil.
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e. Acceptable Conditions of Work

The Constitution guarantees a minimum salary "able to
satisfy the vital basic necessities of the worker and his
family.” Nevertheless, real worker income falls short of this
standard. Brazilian workers also suffer one of the highest
work-related accident rates in the world--an average of 17
fatalities daily. As this figure reflects only workers
officially covered by the social security system (23 million
of a work force of 50 million), it understates the actual

total.
f. Rights in Sectors with U'S. Investment

Firms with U.S. investment conduct their operations with
respect for Brazilian law. Salaries paid tend to be the best
in each category; workers receive fringe benefits and medical
assistance; and the workweek is usually shorter. Labor/
management practices tend to be professional, focussing on
conflict resolution through collective bargaining with
recognized employee union representatives. Foreign firms have
been criticized, however, for using products or following
piocedures that are prohibited in their home countries.

Extent of U.S. Investment in Goods Producing Sectors

U.S. Direct Investment Position - 1988
(Millions of U.S. dollars)

Category Amount
Petroleum 244
Total Manufacturing 9,004

Food & Kindred Products 506

Chemicals & Allied Products 1,739

Metals, Primary & Fabricated 977

Machinery, except Electrical 1,739

Electric & Electronic Equipment 477

Transportation Equipment 1,308

Other Manufacturing 2,365
Wholesale Trade 44
TOTAL PETROLEUM/MANUCACTURING/WHOLESALE TRADE 9,292

Source: U.S. Department of Commerce, Survey Qf Current Business
August 1989, Vol. 69, No. B, Table 13

* Section 8 is an abridged version of Section 6 of the Brarzil
country report included in the Department of State's Country
Reports on Human Rights Practices for 1989, submitted to the
Congress January 31, 1990. For a comprehensive discussion of
worker rights, please refer to that report.
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Key Economic _Indicators
(Millions of 1977 Chlilean pesos unless otherwise qoted)
1987 1988 1989
Income. Production, (proj)
and Employment ($1.00/Ch pesos 26.54) 1/
Real GDP 398,230 427,530 464,104
Real GDP growth rate (pct) 5.7 7.4 8.5
Real GDP by sector
Agriculture/livestock/forestry 34,781 36,780 37,883
Fishing 3,527 3,618 4,251
Mining 31,525 32,853 34,758
Manufacturing 82,804 89,997 98,547
Electricity/gas/water 10,117 11,060 11,314
Construction 23,086 24,454 26,410
Trade 67,635 74,235 83,440
Trensport/communication 23,7585 26,485% 29,849
Other 121,030 128,048 137,652
Real per capita income (Ch pesos) 31,765 33,%36 35%,0800
Labor force (000s) 4,354 4,552 4,570
Unemployment rate (pct) 7.9 6.3 . 6.7
Money and Prices )
)
Money supply (Ml) 195,139 270,140 316,652
Commercial interest rates (pct)
Deposits (monthly rate) 1.89 1.17 2.28
Loans/discounts (monthly rate) 2.40 1.61 2.73
Gross domestic saving 21.0 24,2 26.0
Investment rate 16.9 17.0 16.3
Consumer price index 21.5 12.7 20.0
Wholesale price index 17.1 3.3 20.0
Exchange rate (Ch pesos/$1.00)
Official 219 245 265
Parallel 230 281 N/A
Balance of Payments 0
and Trade (mils current $ unless noted)
|
Total exports FOB 5,102 7,092 8,000
Exports to U.S. 1,105 1,393 1,600
Total imports CIF 4,023 4,833 6,500
Imports from U.S. 796 1,002 1,300
Aid from U.S. 3/ 4 7 2
Aid from otner countries n/a n/a n/a
Externsl public debt 19,208 17,649 16,798
Annual debt service (paid) 1,700 1,522 1,560
Gold and forex reserves n/a n/a r/a

2/
2/

1/ National accounts are only in 1977 Chilean pesos for these

years. Translating thesa figures into 1977 dollars distorts

the structure of GDP. However, GDP and real per capitT
They are:

revenue in current dollars are available.

GDP (bils §) 18.4 22.1 124.0
Real per capita income (§) 1,465.0 1,7%0.0 1.#83.0
2/ June-August 1989 period. 3/ figures for tiscalnyears.

26-784 0 - 90 - 4

|
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1. General Policy Framework

Chile's export-driven economy is based upon an open trade
regime. The country currently is in its sixth year of
expansion driven by maintaining open markets and a competitive
exchange rate. Although the objective of Chile's trade
policies is to expand exports faster than imports, the country
has opted not to erect trade barriers to balance its foreiyn
accounts. Rather, Chile has employed a variety of approaches
intended to help it grow out of its problem. Externally,
Chile has handled its debt service problems through multi-year
debt reschedulings with private ¢reditors, debt equity swaps
and debt buy backs in conjunctioa with IMF and World Bank
programs, Innovative debt conve