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A.     IMPORTANCE    OF ECONOMIC     INTEGRATION    OF     DEVELOPING    COUNTHIES 

IN    RELATION    TO    THEIR    INDUSTRIALIZATION 

.   C 

Economic  integration means in fact a gradual  unification 

of economies by which,  as  it  is generally known,   several   important affects 

for the participating countries are achieved,   namely« 

1. Combination  of  resources of  several  countries  and  their 

joint coordinated  exploitation facilitate better  results  than would be 

achieved  by separate efforts   if  individual   countries} 

2, Integration means an evolution of   regional  division of 

labour.   Individua]   countries  specialize  in certain industries which ma- 

nufacture  products for  la-ge  market of   the  entire   integrated  sub-region 

or/and region and  thus: 

a/ prevent   the   introduction of  parallel   production 

and  unsound competition} 

b/   reduce   investment  costs  per  product} 

c/   increase  productivity   of   labour} 

d/  reduce  production  costs   per  product. 

3.  Integrated  area may acquire   tiie  quality of   a strong 

partner  in world markets,   thus  strengthening  the  negotiating position 

of developing countries  and  cheating prerequisites  for  improvement of 

their terms of  trade. 

The  economy of  any developing country    should  be  built 

up as a complex which  is  coir.poRed of mutually   interdependent   sectors. 

In other words,   it  is necessary to develop  agriculture  BO  that   it may 

supply  increasing quantities  of raw materials  for   industry,   more  food- 

stuffs for  the  population wliich  finds working  opportunities   in   industry 

so   that   those  employed   in  agriculture  could  buy  ever   increasing 

quantities of   industrial   products. On the  other  hand  a simultaneous 

development  of   industries  producing capital   and  consumer goods  and  ser- 

vices  as well   as the creation of appropriate   infrastructure   in  indis- 

pensable. 

The  comprehensiveness of economic  development  does not 
mean,   however,   that  individual   sectors and  activities are  not difieren- 
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tiated from the point of their function and order of priority in deve- 

lopment. With -esarci to ion^-term perspective of industrialization em- 

phasis shouli  be   placed on strategic  importance of 

tho means of production which  primarily cwateo conditions for  the deve- 

lopment of the  whole  economy. 

Kowevsr,   individual   countries cannot  develop   the  produc- 

tion of every   type   of .oods and   services.  They do  not  nave  all   the   re- 

quisite «ans  and   even if  ,hey had   them,   self-suffioiency would  be  con- 

ceive to waste since linut«d domestic markets would  not eneure 

conditions for viable  lar(<e  scale   „roduotior. Therefore   lLe  comprehen- 

siveness of economic development   muet be  un.erstood  regionally,   i.e.   the 

entire sub-,e,ion  aiil/or re,ion  should be developed  as  a  single  econo- 

mic entity. Kven   in   this connexion   the  importance  of  integration  for 

industrial development and the general ,rowth of developirv. countriee 

IB brought  to  prominence.  It should  be noted  tuat   the  policy of con- 

struct^ large-scalo capacities   for the wh.le region is  not contradic- 

tory to the efforts  aimed at developing simultaneously  small-sea- 

production earmarked  mainly for domestic market. 

tion ,      ,     .   U   le  beCOmin* ln<"—^ly evident   that  without inte^a- 
txon develops countries cannot  achieve  the rehired accelerated  rl 

of  econome ,rowth  due to the fact   that  the construction  of  stratel 
*ey industries ( metallur.ry of  iron  and „„„ , strategic 

engineering   cannot  be effecte    on  ^J^'•» »***   «*~l-** 

countriee.1' ^ naU°nal basia *f individual 

Even   though in some  branche,  technical   Wn« 

for economically vxable production on a relat ^^ 

-tic market,   a  l^e raa,ket _    ^      ^f«1   "* <" - 

the  utilization of  modern technology    - „      ^^^non condition for 

—.sea, *„,.. divi8i0;:r;z;'ier;P:::r
:Tnec*98itateß 

ana  specialization which often 

1/  "'.'ever before   had   there b—n   c,,^ ~~~ '  
for intonation  and of the u,ver% ZTlT^.?C°^^n of the  need 
•  r-xven particular stress by~ Mr ^U"Lex^•e  it,   ideas „,! 
•co,  at   the   inaunu-ation of   the  lÌT    1M °rdaz-   aident  of 
thai      U        nrincipa]  funct^^^t« -jHBion,   when he  staïed 

Sirio,   ~    :ievo thü "~ic ^r^á^f at the nrei,ent «-• A—•       -   »ouoj^oje^a^ v^^tT^ of Latin 

J     t 

J 
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are not possible within the narrow limits of national markets. 

It   is a very complicated problem,  however,  to decide   in 

which production the country in question should specialize  in order  to 

obtain other goods  it needb through exchange for products it manufaotu- 

res at low costs. This problem may be solved only on the basis of  a 

detailed complex research of conditions prevailing  in individual   coun- 

tries which is  an  integral part of the method of  industrial  project 

evaluation from the point of view of integration.  The decision concer- 

ning the location of individual  projects within an  integrated area must 

necessarily be based on a profound knowledge of integration problems of 

developing oountries as a r,i^;ifi ? economic process which will  then 

logically reveal  the principles  to be applied in project location. 

! 
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B.    THE    BASIC    PROBLEMS    OF     INTEGRATION    AND    SOME    SUGGESTIONS 

POR    TITÎin     SOLUTION 

The recent  integration attempts of developing countries 

have brought a numbe, of valuable experuencs.  T'hey  particularly poin- 

ted to  certain  specific obstacles whxch stand   in the way 0f further   i„- 
tegration efforts, 

TI,, „., d,rf,cu)t ,,r„H,„ »,,lch   iB  Bnoou„ter.a 

tor.,  a„d  „,   ph„.„ „,   ,„,.„„,„„ 1F  „,c wiiiôii  of 

~f^ffläa'1MUa"i"   " '"•"" ' •        MM, M.1 b.,e mh  »,. w „„.„„   ,..,„„„   „^^^  

bv «,„.,   ,    ,     " "" '""'" r:'OV"d """ aia ,,r0b1"' <=*" °'^ •» -olved 

(1 °°; °f d*Vel0P""' rU"8 «  «""•>  «io 
prov,ded for in  „t.r.t.t. ^,„,„,1, 

Th. unfavourable  position of 1,.,„ d.„,nMJ 

«»»«Id be co„pe„0a.«d bv o.-t.in „„,„  1,"        ''^ ""°,t"" 

«» eduction „, .llMn.tl0„ of OMtonii J "*n,,d  l0"«" •"•'•»" '« 

- -«»etiv.  MMB.. ln „..„ of    ~. °P P°"lblUtl" *> 

x— °•«.r::::: ::::::;n:;:; "*; "^ -^— 
th. ,oi„,10„ a thi, probl>ai_ •»"'"• ••» to >. ,,*.„ ln 

J)   t 

J    t 

1/    There  is no  doubt todav +v,.+   •  1 "~    
coop.P.,ion of all „SÄ^;«! b. .ff.ot.d t 
—t-^o, ln both ^„.V-•-^.^ 

J 
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Of help might be  common  investment  land   from  wni'.-h less develo- 

ped  countries would  draw  preferentially.  ingioimi   de^al jpment harnte  whioh 

mUBt become   integration  institutions   ehould   grant  erudite preferentially 

to  l*'sa developed   countries  m casen   of  pro.ieuts  col let t ively allocated 

to  theoi within the   framework  ut   regional  divisici   of  jabour. 

All   these   preference!»  T.-ì;/   ef fo •• t iv el y   ¡inly  «limitiate  unequal 

eoonomic position of   lese  dcv»!optii    oou: tries    a   iontç-tan solution of 

the  problem,   however,   will   be  found   only   m  an a*..jeleruted  rnte  of   indus» 

trializatiot:  of  lees  developed  countries eriH'li.v   i em   to cateti  up with 

their  more advanced   partners. The  cor« of   tn«  nolution   to  this problem 

therefore lies  in  allocating to  lep.e  developed  oo wtrma  such  industry 

which   in their conditions will   facilitate   theii   eoonomic growth  to   the 

maximum. 

It   is  ti.erefoi'b   particularly  ee. jut'a!   to   identify  projects   in 

the  oouree of   the  collective  evaluation of   their   jjoatiun,  which  could 

be  assigned  preferentially  to  lese   ieveloi <. >.  countries,   leaving aside, 

if  necessary,   the  strict  application of oertan,  efficiency criteria. 

Another  punlar  nossibi 11 ty   is  to   iilooai»-   t;    lese developed 

countries  such   industrial   eetabl i shine nt H wt.ern   tii«   availability  of   raw 

materials or  other   natural   resources  done   not   ¡lay   t. ,e  decisive   role   in 

the   choice of  location.   In  land locked  countries  attention should  be 

paid   to construction of  such  industries wooae   ;iro-iucts  ai*e,   if  possible, 

of   low weight  and   nivh   value   m  order   to  effe   t   a.ivnv.    i>i  transporta- 

tion  Oosts. 

If,   in another  < a.ie,   two   countries   in     1   ae  vicinity dispose   of 

approximately  +he   name  natural   resources,   ;ref»   • •ce  siould be given  to 

the  construction of   processine  industry   in   tue   leen  developed  country 

of  the   two with  the   understanding   that   thiB   industry will   supply  the   ad- 

jacent  areas of  the  more  developed   country. 

Another  important  problem closely  connected with  the  preceding; 

one   is   the question  of  finding solution to  the relation  between  the  pro- 

tection of  infant   industry  and a certain necessary  level of competition. 

The   liberalization  of   traile gives   rise  to  competition which has  a diffe- 

rent   impact  upon   individual   countries,   depending  on  the  level  of   their 

industrial  production.  Competition affects  most  seneitively  the   least 

developed countries. Therefore liberalization si,ould  proceed with  cau- 

tion,  with due regard   to the difficulties of  individual countries* Fixed 

L 
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terms for  liberalization should  be specified   to  etner with  a  piai   of 

measures which will be helpful   in suramin t i n*r  .¡xii'tin,- dif f ícu] t ies. 

Pull   liberalization should   be   ui:.i«rtai<.o:i,   i,   e.   co:ap. 11 t ion  tjuould  be 

allowed   to  operate  in full   only  aft»;r approximate 1 v   t;...   sai';»-   conditions 

have been created  in all   the  countries c-oncw rn.j .1.   7he  row,on   wuto-rm 

tariff  should be  so adjusted   tnat  aft.M   a  ...-rtaio   re-,od   of   t - ne,   wi.en 

there will  emerge darker  that   industry w,niu   la,'  Vhind   sound   external 

competition would start to  operate, 

A tfreat  obstacle   to   int.vrat ion  »iffort  are  d: f fei Pi.oen   in 

legislation,   adminintration,   price  »„-i  financial   poli     oies  ote.   of  in- 

dividual   countries. One of   the   first  tauitb  before   ta-  m,untr i»u>,   stri- 

ving for  integration,   is mutual,   harmonization  of   law,,   W-HBHOIIB,   ad- 

ministration,   nomenclature  of ¿oods,  el,.  Anotar   neoenam-y  measure   is 

standardization of products,   quality norms,   et,-. 

If SSiHiSSk viiaputwB exist between devUopin,- countries, 

it  is neceesary to choose  suoli  forns ef »cono.mo   ^operation   that   may 

be developed  even in conditions  of political   tension ana  whicu  nelp eli- 
minate   the  tension. 

Tn  this connexion   it   is useful   to  ...ention  th,   mt-rdepen- 

d.nce  of  political   and economic   relation« botwe-,   -ountn.e     M   is 

common knowl.d.e  that politic«  an,! .concio»  cot  W  separated» " only 

emphasis  may bo  placed  on eitner   the  „liticai   ,r   tÌM  mo^0 o 

of relations between countries,   lood  political   .elation« b.tw.en  coun- 

tries  are  generally recognized   to  have a ,.OBitiv-     „.       • navi, d posit.iv»-   impart on  the  deve- 
lopment  of  their economic  lelationa.   Ft  1B  oft-    fnr.„1t io ore...   torrotten,   however,   that 
the latter can also exercise  positive  irPlue'   e tí      t 

«utu.a, Mv„twou. .oonoi..lc colltMto 00„.u:„.b;;;i;;";;n ;;~; 

lfcting n.,Mtl.tio„ ,„ .«.,•-,..»„„ r«rt,oul„]v  , „  .„. 
..^    T(. •"ujrjy   .,i  the important   initial 
•t«..  If .o»e „•,trle. ,«.    a „x.p„oal  IttlMl.  „ J 

«r.t.a area for polmoal  . ,.„„„,   tl,.„ tt,., „u.„   , 
«ve Mm0.l0 .„.ly„. „ ,„.  ooi;o8ai J      t~ « ~*  *  objeo- 

«ion. ,„ ,„„, 0.„. efforte  „h<>uld „, ^        » * <>-  -",»- 

lop.en, ., «,„.,„ oooper„t>on            in «*• d.,.- 

•«. c„„itUo„B for Bm.ral  eoo]_ 3"     — *••> 
•v even *. „„„au,-,* „„ . ^^ ^ ^ *»"•  ••• ->•' o, 

«lit 

;ases it 

P-moip.«,, oo,;,,,  >.. ,ti!mutlv lhit tiu;;in  .^J•   — 
rom  construe- 

.J 
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tion of parallel capacities and that tnty wnl   i.ratnally fix import quotas  for 
goods the manufacture of wlii.-h they wil    not,   introduce. 

A considerali 1 e  obstacle   to   the   development  of   the  already 

existing  integration ait!  vested   interests  c f   ~r<  i"".  of  producers wiio  feel 

threatened  by  trad«   1 ileral ìsutio .  ¡mi L¿p  ayute^atio   jonatriotion  of  new 

oapacities.   The  more   i »dependent courue  <f  dt;vu 1 op•nt   individual  countries 

follow   (paying' no  regard   to  what   the  other  c.mtriee  of   the   region are 

doing),   the  greater  are  the   obuta;lnn hoapin ; o-i  the  way of   future  coordi- 

nation of  plana  arid   i tito -ration effort.  At   the   ¡resent  time   it  is  of pri- 

mary  importance,   eupeoially   for Afrioi,   to   etart  the  coordination of de- 

velopment   plans a S3  30011 as  poasible,   aa  loi;,;   la  these  planet  axe  still 

sufficiently flexible  and before   the African  countries develop nodern  in- 

dustry.  Once  development  plana  are  frozen  at   the  national   leve]   and  their 

implementation fives  "iae   to   interests on  the   nart  of producers,  both do- 

mestic  arid  foreign,   it, will  be much more difficult  to  attein  coordinated 

planning  and   integration.   "The  sooner,   the  better"  is   the  principle  appli- 

cable  to the  integration of all developing regions. 
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C.    IND'';THIAL    PROJECT   EVALUATION    WITHIN    I.TE'JRATED ECONOMIC 

SYSTEM    OF    DEVELOPING    COUNTRIES 

I. Specif io features of industrial pro.itot evaluation from the 

point of view of integration 

In industrial  prrj^ct evaluation  fivm the  point of 

view of eoonomio  integration and/or  economic o< ,   «ratum of developing 

countries oertain  specific features  are brought   u   ¡rominence wliich do 

not oome  into  the  picture  in the  industrial  project  evaluation witnin 

a country. At least  two of these features,   the  i.v-,t   relevant ones,   me- 

rit  to be mentioned  here,   namely: 

(i)   in discussing any   lunation ; ertainuv:  to   the  sphere 

of  international   relations,   1.  e.   also   m negotiating 

the distribution of   industries within an  integrating 

area individual  countrier aeal   with  each other as 

economic units»   it  follows  that   m   such  cases   it  is 

necessary t    proceed  from maero-eoonomic  aspects,   1. 

e.   from the assumption that  BOO i al  views  are  decisive! 

(ii)   international  coordination of  investment  and   produc- 

tion programmes,   i.  *.  the building  up of  industrial 

enterprise from  the  point of vi«w of  group of develo- 

ping countries,   is a matter of agreement between the 

countries concerned based on the  reciprocal  advantage 

and juid pro quo principle, -his  is why the generally 

valid criteria applied  in the project evaluation from 

the standpoint of domestic economy of individual coun- 

tries are supplemented by other  specific views con- 

cerning the relations between countries where  the re- 

ciprocity principle constitutes   • s. decisive aspect.1/ 

v '   t 

1/ In the evaluation made from tha t,mnt „*•    •        I ~~  
the generally valid criteria used I Till °l * i?r°Up °f ^^ries 
individual countries J    \        0   ' Í n

Pr°J9ot «valuation within 
BBibilities of the group and/or ïegon   VIT"1* <\0ndÌtÌ°n8 •d P°~ 
that the contemplated enterai.«    wfn  H'»• , W°rde'   "  is assumed 
country but of 'a group of^^ ^    ^    ^J^0«» °f -ot one 
for its products. Wl11 also provide markets 

Ì   I 

J 
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IT«  Principles applied  in the choice of location of  induBtrial 
projects within  a f;roup of  countries. 

A decisive   piv«requisì te   of   success   in  interration  efforts 
of any kind,   and  in efforts   in dintributinp  industries  amo tv the  coun- 

tries   involved  in particular,   is  the   strict observance  of  the principle 

of equitable distribution of positive  and  negative   impacts,  economic re- 

sulta  and sacrifices   '-esultuv from   the  division of  labour  and   integra- 
tion. 

The  prinoi pie  of equitable  distribution  of benefits  among 

participating countries   should,  however,   be understood   and  interp-eted 

in suoh a way that the  less developed countries could obtain equitable 

share   in benefits only   if  thoy are viveri  special  preferential  treatment.1' 

The  above  mentioned prerequisite  is  so   important  and de- 

cisive   that  it practically determines   all   activities  connected with pro- 

jeot  evaluation.  Any  attempts for  interration of developing countries 

that would disregard   the  equitable distribution of  positive  and  negati- 

ve,  direct  and  indirect   impacts between   the  countries   involved  are  doo- 

med to  failure. The  observance of this   principle also  constitutes  a 

oondition for preserving   the  existing  customs unions  and  other economic 
groupings. 

This basic   principle   is  applied  in  practioe by means of 
several   partial principles derived  frorr   it,   of which  the  most prominent 
ia *he  principle that each of the countries involved must have efficient 

industry whioh will become  one of  the   factors of rapid economic growth. 

The problem of what  industry  should be  built  in this or  that country 

must be   solved on the  basis  of comprehensive pre-invest ment  studies fa- 

cilitating the choice  of   the  most effective  industries for  the country 

in question.  The acope   of  such an industrial   project   should be decided 

so that   its output should  cover not  only   the growing domestic demand but 

also  exports  to the  oth«r countries  involved which will   enable  to  effect 

1/ See   preceding    section   (iL) 

L 
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payment  for  importa from  these country.  This principle  help«  the  ooun- 

trieB  participating   in  the  division of   iaiour  to mutually  secure   the 

markets for   the  production  i„ which   tney speciali•. 

An equally   important conditici! for SUOCBBB   is  the  principle 

that economic  cooperation vit,in  migration effort  muet  in eaoh  of   the 

participating countries  „rovi!,  for gradual  conatruotion of  Wvn  „.^ 

industrial  branches   that^ht profitably er^t.  t..  ,„k,t. Qf ^„„aA 

countries  and  thus create  forei,n *„hW fund« for   lnporte of machinery 
equipment. J 

A»„.b.r  ,r,„,pl.,   ls ,„.,  ,,„,„ c>1,JlJate   „„„,.„.    ,„   ... 

..«„.  th«ir „„« 1(ftMi„ W4M1 .ltliln  tta vtoia J        . 
«*.  lndlTUM1  „„.„„,.. ,o mufm  UB -><iitiiM . 
ta^es emanatila from   the  const runt inn  «<- 
the advama^ , nStrUr;tlon of rejects allocated   to  them with 
the advantage  ana dinadvantafes of  rroieot«  i„ „•   < 
tries.   W   promts  Will   for "   ^   """  °0Un- 
K.OU. from  th     " "  rea80nB aPPear   t0 be  '"°•  -1«"^ «•ou.    iom the  P0lnt  of view of a]1   countriea  invoiv 

tion should be  paid  in  the  course of  „•    • •   •• »ereiore  atten- 
couse of  negotiations on   tue  allocation  t„ 

-• e equitable distribution of both  the  „ft       , allocation  to 
ve  industries. attractive  and   the  leas attracti- 

on criteria ^u^o""''1" " ^ *"""  ^ ^ — ciUtatin,   comparison of candidate  projects, 

a/ social  value  added by manufacture  per unit of 
vested,   inpj.tfi,,. Wl    .. 

P       Unlt °f inoney  in- 
b/ flT   . °th <Urect  and   indirect benefits, 

f-n   an.  c-culatin, oapital^utnut   ratio, 
o/ payback of capita!   invested, 

d/ cost-benefit  ratio, 

e/ social   profitability, 
f/  ratio hctwuon  *• 

tariff.. u1 , ' "'       '""•""«•••«»» -f «•,. .„«rnal 

— „:, in;;::;» - —,tl„„oftra. 
k/ possibility  of  .-ein«,  +1 

t:.i 

C-'| 

I'll 

\ 
1 A 

SL 

"«'ru. 
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1) share of individual countries in the oommon buildup of 

infrastructure neoessary for ensuring cooperation of 

participating countriee (railways, roads, communications, 

port facilities, power bases, research institutes, tech- 

nical sohools etc.) 

ra) others. 

• 

1 IC 

III, Procedure in industrial pro.ieot evaluation from the standpoint 

of their distribution within a Kroup of cooperating countries. 

Tn evaluating industrial projects from the point of view of 

their distribution within a ^roup of countries (sub-region or region) 

certain principles and procedures should be observed since projeot eva- 

luation oomes within the sphere of international relations. Prom this 

point of view the activities connected with evaluation and distribution 

may be divided into the three following stages: 

1. working out of a list of projeots suitable for distribu- 

tion within a given sub-region or region» 

2« evaluation of candidate projeots at national levelj 

3« oontraotual and institutional implementation of coordina- 

ted construction of agretd projeots. 

Stag« I- working  out of  lists  of  projeots 

suitable  for  distribution  wit- 

hin  a  given sub-regitn  or  regi- 

o n 

The list of oandidate projects may be worked out by any ooun- 

try or institution. The list should include projeots feasible in view 

of the possibilities and requirements of the whole region and/or group of 

oooperating oountries. These will be projects meeting specific demands, 

for example: 

1. industrial plants necessitating a larger market than the 

market provided by individual oountries where eoonomioally 

sound operation is possible only on the basis of large soa- 

le produotionj 

2* industry that might be supplied by raw materials and power 

resouroes existing in the region) 

3. industry that will constitute a basis for further eoonomio 

I  
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development of all   participating countries and  to which  con- 

struction of other  indURtriee will   be   linked (o.g.   iron and 

steel,   basto cheraioal   raw materiale,   non-ferrous  instáis,etc ) 

and wnioh will   ornale '»*   •inri  numerous working opportunities, 

4. industry   that w0nl,,   in  trie   largest extent  possible,   repla- 

ce  imports  and  achieve ¡.lajcimum savings of   foreign exohange 

from  the  point  of  view of both,   the  entire   region  ana   indi- 
vidual  countriesj 

5. industry  the output  of which may be exported  to markets of 
advanced  countries.  * 

Stage  II -évaluât   ion      of      candidate 
a t 

projeots 
national      level 

«I t 

On the basis of the first preliminary list  individual countries 

Hill undertake pre-investment studies of those oandidate projects for the 

construction of which they have  suitable conditions. At this stage attention 

will be paid,  besides normal  technical and economic criteria2/ and direot 

and indirect impacts and effects,  especially to  the following aspects, 

i/ aether  they have  available  sufficient  quantities  of raw 
materials and  power at  an accessible place, 

ii/ whether  their countries meet  the  condition of orientation 

towards  impôts or orlentaMn,, toward, .-aa,*.*,,   ..,„, Un, on what, the  project 
in question requires. ' 

ill/ what  supplementary investments  in  the  infrastructure would 

necessary for  the proje„t  and  how the country may contribute   to ^  t. 
mente  in such   infrastruoturai  projects. 

i : 

¿proximate output  e.000    ons let IZLTZ'  T^  * Pl&nt With « 
of output for a viable copper Xirioïï?«      ? ní\Unun eo•i° scale 
tal  demand  of East  Africa includi^ ìli!  •Pl*nt-) °°Uld 00ver  ^e to- 
Additionally erport markets outslTe S *""  Southe• Rhodesia. 

See  Report of the EGA irluTrl¿\Z,T T^ h&Ve  to be *>«nd. 
flBBtranFCT-E75Ñn^ ^fl^9JLlo_Eagt_and 

2/p%ner;ai^:ons s^r^i- fur **-*> «*••> » one 
oe carefully assessed for thÏhî2 ;S-£,-ndlVldUml C0Untr*** »hould 
country^ demand project,ons et ïï^^ïï J!810"'  DetaUed 

aggregated to regional  level. 

J 
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iv/whether the  output volume   of  candidate   projects will  be 

sufficiently great to cover domestic consumption,   exports to the  other 

oountries  involved for obtaining the foreign exonange  needed  for   payments 

of  imports from these oountries  and,   if   possible,   exports to  advanced 

countries for  obtaining foreign exchange  for payment  of  imports  of  capi- 

tal goods. 

v/ what  advantages  acorue  for   che country   in question from 

individual projects. ' 

«to 

Stage III -contractual and institutional 

implementation of coordinated 

construction  of  agreed  projects 

re 

An ideal solution would be  conclusion of a multilateral  agree- 

ment on gradual  economic  integration which would be conducive  to  an eco- 

nomic union,   and  establishment  for this  purpose of   the  necessary   institu- 

tions whioh would  secure  in   this  procese  uniform  investment,   trade,   ta- 

riff and financial  policies.  Attention  is called  here,   as at  another pla- 

ce of the study,   to the faot  that it is  insufficient  to build up a cus- 

toms union and a common market. The liberalization of  trade without a 

conscious systematic distribution of industries on the basiB of coordi- 

nation of investment plans and without close eoonomic cooperation would 

lead to unequal development within the  integrated region,  to an unequi- 

table distribution of benefits derived from integration and eventually 

to a decomposition of the  integrating unit. 

However,  the way towards an economic  union  through common 

market and systematic coordination of economic polioies faces numerous 

obstacles, particularly differences in the political  sphere.   It would 

not be oorrect,  however,to postpone efforts for coordination of  invest- 

ment policies until the disputable questions existing between developing 

oountries will have been solved.  It is neoessary to  introduce without 

delay such forms of eoonomio cooperation that are feasible even in a si- 

tuation when relations between oouutries  are not at  their best. Experi- 

enoe has shown that eoonomio  relationb contribute  to  improving politioal 

atmosphere. Therefore,   if an agreement on the formation of a common 

l/ See preoeding paragraph "II.  Prinoiples applied...." 

U 
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market is not in view, more modest aime will prove more practicable. The 

possibility of attaining partial results is offered, e.g.s by interstate 

agreements, viz. 

a/ on economic cooperation and complex,   partial  or sectoral 

industrial specialization. These are iy;reemente specifying that certain 

industrial activities  Rectors)  ,rs ansici to c-rtur. countri». and that 

the other participating oountries,  will abstain from construction of pa- 

rallel capacities and purchase the relevant products from the former 

contracting countries.  Such  agreements could  cover  coordination of  in- 

vestments into  import replacing industries,   and  usually contain mutual 

obligations of  the contracting countries  to create   conditions facilita- 

tine the division of labour  and  the  result ine trade. 

b/ on mutual  exchange of roods wnich would be  evincive  to 

gradual specialization through setting of fixed quotas of f;oode ani prin- 
ciples of clearing payments. 

c/ on coordination of trade,  financial   and penerà",  economio 

policies,  in particular on progressive liberalization of mutual  exchan- 
ge of goods. 

d/ on joint construction of infrastructure projeta, necessa- 

ry for the development of the whole region and/or ProuP 0; participating 
countries. 

•„«i„„ed .bove Blsllt be ooUeoUv(i ^ ¡f aii 

b, „«UU*. f• an th. tai.«»., co„„tri„ «c„r,lnc t0 JZZ- 

•houli b. applled ln ttos. a.llber,U0M-  M 

0= «*., prioes „latlw: ln indlvidual ooMtrteB m ^ •  - 

great  extent by different  interventions of 
eoonomio  polioy and as these 

aspects  are »aoro-oono-ie  ln nature    mptVl   . "       '   ^  m M  •e8e 

:rr -- - - ^c;r:::::r:::;:: zr 
reflect^ as be„t as possible the social costs.1/ 

«' c 

»  ; 

1/ One of the applicable methods of i»t«    *• 
costs is explained in the lastlec^n?      "^ eo"P^-«n of social 

.J 
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D.    SOME METHODS OP INTERNATIONAL COMPARISON OF PRICES AND PRODUCTION 

COSTS FOR  THE PURPOSES OF ASCERTAINING COMPARATIVE ADVANTAGE OF 

INDUSTRIAL PROJECTS  LOCATION 

t 

Various methods of international comparison have been em- 

ployed to find out which of  the participating countries has the most 

suitable conditions for individual branohes of industrial production. 

The   main  indicators serving this purpose are,  in particular,  the avai- 

lability and oost of raw materials,   power,   skilled labour,  transporta- 

tion, etc  In addition to these partial  indioes   it  is neoessary to oom- 

pare also synthetic data,  which are prioes and production costs reflec- 

ting the productivity of labour.  International comparison of prioes and 

produotion oosts is required particularly in countries which had already 

established oertain type of  industrial produotion,   e.g. Latin American 

countries. In oruntries where modern industrial   plants have not been 

built yet,  e.g.  in some African countries,   comparison will have  to be 

made of calculated prospective prioes and costs. 

There are nov- many feasible methods of comparison of prices 

between developing oountries an».1   it may well be  stated that none of  tho- 

se when applied in practice gives satisfactory results.    This is of course 

understandable in view of the  insufficient statistical data whioh are 

available for such oomparison. The  little  satisfactory results  in the 

field of international comparison of prices and costs unfortunately affect 

integration efforts of developing countries at a particularly  sensitive 

place. One of the basio prerequisites for the development of cooperation, 

coordination,   division of  labour  and a common market between developing 

countries is precisely the oonfidence in the justification of such com- 

parisons,  sinoe on their basis individual countries have to decide on 

very important measures and investments. Thio is  the principal  reason 

why effort should be make to seek euch methods of comparison that would 

win the largest measure of confidence of developing countries. 

The two methods of comparison explained below represent an 

attempt to render a contribution in this very effort to gain more confi- 
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denoe  in the  results of international  comparison of   prices  and  costs. 

The first method   is  in  substanc«  only  a  minor adaptation 

and/or development of  the well-known method  of basket  of »roods  and   ner- 

vices recently elaborated by  the KOLA Secretariat,,1'' 

The other method   repre^nts a ron if nation of   the   indirect 

method of international comparison of  production   rests  proposed by   the 
autor of  this  study in W>1,?/ 

TT 

*• Method of direct international comparison ^ 

The method of international  price  comparison elaborated   in 

detail  and practically feasible  is contained   ,,  tho   already quoted  docu- 

ment prepared  for  the  10th session of ECU    .   The method is  „athemati- 

cally simple,   but demanding considerable quantity of   „„ade work.   In or- 

der to  calculate  the  parity exchange   rates,   it   is nBcenaary   to  coUeo± 

the pr.oes of  a 1 ar.e number of products and  services   of all   cate,-ori,s 
constituting the „on basket  of „oods mi mPviQBa  wM|j.   neoes 

,ives  rise to difficulties  Cerent  in any attempt  for 

ompanson of prices,   productivity of  labour,   ,tc.  ?h„  dlffloultie.  „t. 

di: ; quartative difference °r — •. «- Altt.ntu» oi  data acquired,   imno^'iihi i s ti,     *• 

' • owever,   the document  does not  deal  with 
one  important deficiency    •„  +v       u   • 

ff.r.nt levier ,      ,.        "'"  Pri<""  "••»">"<: from  the very „uoh di- 

-—:;:::r;.:i;:::::: Tr:(r-i—* <~ 

*/• 

1/"A [• 
in ^^^r^^ë^^^^ 2|' E/«n.l?/.,53, Power of Curre ne íes 

2/ V.öerniansky  »Ekonomika aocialistick 
mioe of Socialîs glì£^ahranic,lIho  ot,choiiu,, ( Koono_ 

-J 
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equilibrium prices  of  final  products  and opportunity  coBt  of   iraputs. 

This  deficiency might b>:  surmounted   m   part by  applying 

so-called social  accounting or shadow  prices   in the   formulae  used   in  the 

study.   The practically feasible formula which would   pay regard  to  ade- 

quately adjusted  prices would,   in  the  method   in queetion,   look as fo- 

llows: 1/ 

i  qiô^ik  - lik T Jik *«S   M + s. / 

ok        ok ok y 
4- d.- 

11) 
4 q._   /   P.       -  1- +3. / i     io '      io io io   / 

where E ,   is  the  parity exchange rate  which expresses   the  currenoy of 
country o  in unite of country k  s currency} 

P, is the price ratio of country k relative to country o /o being 
any other  country within  the group of  countries/} 

R .   is purchasing power equivalents of   the currency   in  country o 
expressed  in currency units of country k} 

~~ q.- is the cost of an average regional quantity basket per capi- 
ta /covering consumer goods, means of production and servi- 
ces/! 

'o      is  the  average of  all  countries  involved} 

o      is any country within the ¿.'roup / o  - a,   b,   c,   ...   m countries/} 

i      is  the  final  consumption or   investment product for  the country 
concerned  / i « 1,   2,   3  ....   n items/} 

P.,      is market  price of   item i   in national  currency of  the country 

io 
it> market price of item i in national ourrency of the country 0} 

Llo ,   T.,   are   indirect   taxes,   custom duties,   oonsular  and other fees etc. 
include''   in the calculation of the prices P.,   and P.     i 

lk io  ' 

S..    ,   S.     are  subsidies reducing the  market  prices  P.,    and  P       t ik io -v j xk io ' 

It  is understandable  that   the  above formula may be used  not 

only for the calculation of parity rates, but also for international com- 

parison of prices  of  individual  products or groups  of  products both by 

l/ For detailed  information on  the concept and  use  of   the  accounting met- 
hod see "A   Measurement    of Price Levels and  the Purchasing Power of 
Currenoie-B In Latin AmeTloa íyáu-jusp." oKcit. **  
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means of indices and coefficiente. 

If the prices to be compared whioh are expressed in diffe- 

rent national currencies need to be expressed in a common denominator, 

we use  the following formula« 

IT 

•* 

I 
rko 

U*[/ / pik - Tik + s 

ok 
ko i    qio 

ik / Kj 

[/?io IO        io  /of 
(2) 

where E^  ,  EQ    are  prevailing exchange    ¿tea of countries  k  and  o with 

"ko 

ok 

ko 

respeot  to common  currency   f 

is   the purchasing  power equivalent  of country k  to country 
o when the  exchange   ratee E^ and E'  are   applied   ; 

is  the purohaeing power equivalent  of o   and  k  usinr the 
same  exohange rates   j 

is the price ratio for countries o and k,   again when the 
exohange rates E^    and EQ are applied  , 

Other  symbols maintain  the  significance  that   they have previ- 
ously had with respect to  the for nula No.l. 

The above variations  to the basic formula   fe)   does not make 
It Posale to express directly the  parity rate,  8inoe prevail^ ^ 

E0 and Ek were employed.  Since,   however,   the symbol  ?'     expresses  the 

price ra io between two countries when exchange rates^  and E< are em- 

eT T68 8imUltane0U8ly aB a —tive facWvnich Let be 

sed so that prevail excha^e rates should equal  the parity rate8f  u 

E ,   - E*.   x P 
Dok 

ko (3) 
rok 

and 

^0 = ^0- K0 (4) 

. »-.-^TI 

The given basic formula D«^ +u 

J 
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ntry 

>revi— 

. Uce 

/es 

•m— 

1. parity exohange rates expressed  in 

a/ domestic ourrenoy equivalent  to one unit of other 

currenoy, 

b/ unite of other ourrenolss  to one unit of the doaea- 

tio ourrenoy| 

2. relation between prioe  levels of oountriee and the pur- 

chasing power of national  currenciee /as reciprocal value of price rela- 

tion/ f 

3» price relatives by individual   produote or sectors and 

by country, when ae a base or reference point  for prices and quantity 

basket is used 

a/ any ohosen country, 

b/ average of the whole region or group of oountriesj 

4* purchasing power equivalente for  individual  products 

or groups of producta or  sectors expressed in currency units of indivi- 

dual countries as equivalent  to currenoy unit  of   the  chosen country. 

Acoording to some economists ^   the aooounting prioes may 

be used only in the "universe of candidate projects"  in one given coun- 

try by progressive application of aooounting prioes at different levels 
till all   th* available resources are exhausted.     However,  tms condition can- 

not be met  in developing countries due to the  laok of necessary data. 

Moreover,   the amount of effort expended  in the  calculation of an immense 

number of variants would  not be  commensurate  to   the  results aohieved. 

It  is believed  that  in most cases of projeot  evaluation  in developing 

oountriee  it will be suffioient for preserving comparability within a 

macro-economio compie*  to apply equal methods of calculation ooncerning 

all  items and projects.  For example,  the comparability within a complex 

ìB preserved if,  under a uniform method,   the prices of all products oom- 

pared ars decreased by distorting calculation components as,  e.g.,  ta- 

xes,  customs and other firmly fixed fees and  inoreaeud by subsidies,  as 

it  is indioated  in the basic formula  (l )  of this study. 

rom 

W- 

l/ J. Timbergen " The Dssign of Development".  John Hopkins Press,  Balti- 
more,  Maryland,  195^. 
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n •  Method  of  indirect international   price comparison by means 

of avera^o world   pncee« 

Tn   international  comparison  of  industrial   projects   it  in  ne- 

cessary   to apply  primarily snoh  methods   that are  not  too  complicated,   do 

not require   inforr.ition not available   in  developing countries   and  which, 

as muck   a« posRit.le,   evaue unreliable  approxim it ions  resulting   from  the 

fact that  numerous products and   services  are not  directly comparable. 

Finally  it  should be   pointed   cu'   that,   regardless  of   the  di- 

fficulties  in methodology and collection  of   lata,   the  methods  themselves 

as well   as  the   resulting  indices   must  attract  aa  much  credit  of   the go- 

vermentB  concerned  as possible.   This  requirement   is rartioulary  eesential 

because  of the  highly sensitive   nature  of  international   relations. 

A summa-y of  indirect   international   comparison of  adjusted 

prices follows  which strives to  comply,   at  least   partly,   with  these requi- 
reraents. 

1.  The  substanoe of_the method 

Indices expressing the   relationship of unit   prices   cleared 

from certain distorting calculation components and averse world   prices 

for sufficiently  Ion« period  (3  - 5 years ) are calculated   first.for items 

which are  representative   of   the   country's production pattern.   Next comes 

the calculation  of a linear averse of  all   these   indices  and percentage 

deviation of individual   indices  fro. the   average   index,   which  is   interna- 

tionally  comparable. The greater  the positive deviation of  the   individual 

xnd« fro. the  national  average,   the more  favourable is   the evaluation of 

the product  in question  in the country concerned  in relation to   the world 
price and vice-versa, 

2 . _F o rmul a_and _i t s _s t rue t ure 

The  calculation of  indices  r«fio*+-i.,„ *u 
nr.nA„ +. maíces reflecting the evaluation of unit 
production costs   in relation t«   », „ 
th. f 1       v "*• WOrld Prices iB  madG according to the formula which  follows: 

to 

.J 
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c\i 

WP i • \ .   100 

P, .   - T. .   + S,  .   - DP., ki ki ki ki 

hi 

100 

CT. ki 

P. .   - T. .   + S. .   - DP, . ki        ki        ki ki 

WP 
i'\ 

/v 

! v where    CV, ki 

100 

WP, 
ki 

ki 

ki 

ki 

DP 
ki 

iB the  index which  expresses   the ratio between adjusted pro- 
duction cost  of   item  i  in oountry k   to  average world market 
(international)   price  of the   same  item  f 

is the coefficient  whicli expresses  the  reciprocal  value of 
the   index CT, .   indie 
item i in country k 
the   index (TV, .   indicating hew many times   is  the  production of 

more expensive 1   < 

cheaper 

J0£ 7 
kl J 

100 
CV ki 

than   the worl'1   average  represented by 

the  average world  market  price  f 

is  the averse  world  market  price of   item  i  o if contemplated 
site  of  the   plant,   not  including customs duty  and   taxes  ; 

is exohange   rate  applied  in order to  convert  the world market 
price   into currency  of country k  f 

is market wholesale  price of  product  i   in country k   f 

are  indirect   taxes,   customs  duties  nnri  other  fees  and  chargea 
of similar kind  included   in  the calculation of  the wholesale 
price  P.,   in  the  last   two  production  phases   f 

are  subsidies  reducing the  price P, .   granted   in the   last  two 
produotion phases   f 

are wholesale  distributor's  profits  calculated  in  the  last 
two  production phases. 

Thus  index CV,.   expresses   the  ratio  of  adjusted  production 

costs expended  in country k  in manufacturine product  i   to   the  average 

world market  price  of the   same  product while production oosts equal  100» 

Por  example,   index CV.   s f'O means   that  100 Mex.  ^ of  adjusted production 

costs expended  in Mexico   in  the  manufacture of u certain quantity of a 

textile  article correspond   to  f'O Mex.^°iorld prioe  of  the   same quantity 

^ 



^^^ 

TT 

Ml *.  

- 22   - 

of the  same  article,   c.i.f.   location of   tl•«  plant   in Mexico. 

The correspond in/* coefficient which  is  the  reciprocal  va- 

lue of  index    ( pST~ ) would,   in  the ¿riven case,   be  1.25  and would  mean 

that the manufacture  of the  article   in question  is  1.25  timeB more ex- 

pensive  in Mexico  than in  the  ri«t  of  the worM  which   is represented  by 

average world market prioe. 

Some  symbols used  in  the formulae  require  further explana- 
tion. 

First comes  the calculation of  tue  anticipated average world 

market price WPki. The base for the calculation of this prioe axe prices 

prevailing in the principal  world  markets of  the  product  in  the period 

of the last 3-5 years which, by extrapolation,  ,:ive an average assumed 

to indicate  the  trend for the  coming period.  To  this average  price will 

be added all  costs   (c.i.f.)   which would  arise   if  tho  product  in question 

was sold and transported  to  the contemplated  location of  the  future  esta- 

blishment except duty,   taxes  and  other administrative  fees. 

As far as the  symbols 7^   ,   DPR.   and  Sk.   are  oonoerned all 

relevant  fiscal  price distorting oom.onents  have  to be deducted  from 

(symbols ^.   and DPk.   ) or added  to   C  symbol  S.^  ) the   pnce» of  raw  mate- 

rials,   semi-fabricaten,  finished  products,   se.-v.oes  and  other  imputs which 

entered   the  last  two  production phases.  Symbol  î^.   denotes  in  substance 

the profits of agents and intermediaries which often undeservedly inflate 
prices of goods. 

3. Tabulation.^ indices for  the  purpose_of international 
comparison, ----- 

It .ieht be posible  to .rt. .lir.ct intern.tional  co.pari.o 
Of    h. .W. 1Mi0PS ^ coeffioionlo only  .f forolKn eMhang<> rate> u<ed 

::;'";• ~B'  "°""-   " "°'  «'- — «  «•• •»-*. rat.. Jur 

exported goods. Accordiru/lv    th«,  <„*• i / 
coraingly,   the  indices must be compared  indirectly.1/ 

1/ A direot oomparison of indioen Wn„ij " — '  
and domestic   (P    ) prices would have    rb7

P°M **'* both TOrld (Wi> 
".y. As to the possibility of usinî % eiPr««»«d  in a single ouíren- 

y 8inK'  for P^Poses of direot comparison 

J 



^—^ 

M Kzmmam—'-w 

For  purposes of   international   <:oiiipari jon   it   is  necessary   to 

calculate  from  all   i mi i on B  a  linear  averse   - a national    md»'x.   Po rcen ta- 

ge differences  by whirl,  individual   indicci  deviate  fmm  the  average  nati- 

onal   index  are   comparable with  similar'  ai :*f e renées  calculated   in  other 

countries.  A hypothetical  oxampia follows   to   illustrate   the  point: 

Table  1 

HYPOTHETICAL INDIRECT  INTERIJATIONAL COMPARISON OF ADJUSTED PRODUCTION 
COSTS OF PAPER  BOARD 

( AdjuBced production coBta  — 100 ) 

Country 

A 
B 
C 
D 

cv, kb 

62 
10 
35 
45 

CV.  T ki 
kb ki 

(TV, r ki 
x  100 

a/ 

95 
If 
31 
50 

- 34,7 
- 11,1 
+ 12,9 
- 10,0 

a/ Rounded figuree. 

CV is  the  index expressing the  ratio between adjusted   production costa 
kt of  1  kg paper board ( o ) and  the  average world market  price of  pa- 

per board of the  same  quantity  and  quality  ; 

CV - is  the  average  index   in  any of   the A,B,C,D countries ( linear avera- 
ki ge  of  indices of all   the   items   [if which  are adequately  representa- 

tive  of  the whole  production pattern of   the   individual  countries ) ¡_ 

CTkb - ^kl x 100    is the  peroentage  deviation of  the   average   index from 
the  individual  index. 

The percentages  shown  in  the  last  column of  the  table  reflect 

roughly  the  comparative  advantage  for  production of paper board  in the four 

hypothetical oountries. For example,   the national economic profitability 

of paper board production is by 34,7 per cent lower in country A and by 

12,9 Per cent higher in country C  than the average profitability of produo- 

tion in general in the respective countries,    as compared with the  interna- 

of indioee,  the method of  parity exohange rates mentioned 
elsewhore  in this paper (basic formula 1 ) ,it should be noted that these 
are only approximate rates calculated on the basis of distorted prices which 
are subject to rapid changes.  They might be used in praotioe only if the 
participating oountries had full  confidence  in their real value but this is 
doubtful. 

U-- 
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tional price level.  It follows, that the ranking of the respective  coun- 

tries from the viewpoint of comparative  advantage should be  as   follows: 

C,  D, B,  A. 

However,   it must be pointed out   that  this  ranking  cannot 

have absolute meaning sinoe the national  average  indices which   nerved  as 

basis for comparison of  individual  indices may considerably vary  owine  to 

substantially different  levels of eoonomio development  in the   individual 
countries. 

The formula (j) could also be employed for ascertaining tho- 

se specific product fields in which the individual countries have the hig- 

hest as well  as  the  lowest comparative   advantage. 

In conclusion it may be  stated  that  tue above diacuased 

method of indirect   international pri•  comparison p.-ovidesonly a rough 

guide to the ranking of  comparative «dvantage   ry product and county.   In 

practice,   the differences between oountrieB  i„ faotor endowments,   ntructu- 

re of production and consumption, rrioo,   wage  and   income  levels  etc.  muet 

be simultaneously ascertained and compared   in detail. 

« 
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