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This short study was subtmitt ed £0 the Zeseprch Seminar on Structural
Chances in Industry in Em-oman CIEA Countries, held in Budavest, Hungary,
from 22 to 26 arch 1982 as detemiled view on the sublect of !r. Deepak Nayvar,

. Professor of the Indian Institute of “Manerewernt, Calcutta. I% dftei’uts to

enslyse the mutual interests and emérwing cenflicts in trade between ,
Buronean GEA countries an@ develomine countries, and oroblems snd vrospects

of division of labour between the two srouns of countries.

_The st:ndy,fits mthe framevork of the resgnrehmgraae of UNIDD on

industrial redeployment sn? structursl chamge. This Programme constitutes
e surveilhnce of the internatione! industrial restrwtnrms pvomg
at highlighting vertinent trenls in incustrial development nationally and
internationally. By identifying ithe factors thet determine structural
changes and indicating the likely direction and vossidle implications

' of this nrocess, wncerteinties and rizidities in this process might bde.

reduced apd a basis created for e forward-looking conception of industriai
co-overation between the developed 233 the develoning countries. '
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I. INTRODUCTION

The process of economic grow:ih _ie inevitably associated w«ith structural
change. Even in closed economies, technological developments and changes in
demaend would require a responsive system. In open sconomies, thi nesd for
adaptability ’s far grester. The rigidities in the structurs of economiee
which give rise to probluQ of adjustment constitute an important aspect of
the current dzhate on the new internaticnal economic order. Much of the lite-
raturs on the subject, howcver, tends to focus attention on the problems of
structural changs in the developed market economies, with refersnce to the
international rslocation oy production and the changing pattern of trade
betwsen the West and the South. A researci seminar on structural change in
the industrial sector of csntrally planned economies is, therefore, a welcome

-

attespt to redress tha dalancs.

In the context of this subject, the sin'.lariths between the industrialised
economies of ths £ast and thes West are, at one level, more important than the
ditfersnces., Yst, the factors underlying problems of structural change in the
two sets of countries probably differ to a significant extent. Thus, for the
analyst interusted in examining the prospects of devsloping countries in the
co..temporary world sconomy, it is important to distinguisn betueen East snd UWest
in che indusirialisaed worlde It need hardly ba stressesd that rfor both the tast
and the South, interaction with the Jest is #n overwhelainzly important part of

the seme picture,

The discussion at this seminar is msant to examins the process of struc-

tural changs in the centrally planned economies of Eurnpe snd Lts implicstions
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for trade and industrialisation in the developing countries. The object of
my note is a very limited one. Ffirst, I shall consider the past experience
of ezonomic interaction between the incustrialised CMEA countries and the
developing countries to highlight the coivergence and divergence cf their
interests. Second, I shall explore briesfly the proolems and prospects of
the division of labour between the Europzan CMEA and the developing coun=-
tries. I should make it clear, however, that thess are some reflections
based on my perception of East-South issues, which would Ia2quire furth:r
investigation. The aim is to stimulate discussion rather than to provide a

conplete or systematic analysis.

I1. EAST-SOUTH TRADZ :
MUTUAL IKTERESTS AND EFMERGING CONFLICTS

In my view, the implications of structural change in the centrally
planned economies of Europe for the developing countries can be analysed only
if the economic interesction between the two sets ot countries is placed in
historical perspective. Such a view would not only highlight the convergence
and divergence of economic interests, but would also shed some light on the

future prospescts of a division of lzbour between the East and the South.

Consiger first, the past experience, wnich, in my perception, reflects
the mutual interests insofar as the inta-esis of the industrialised CMEA coun=-
tries coincided with the reeds of inuustrialisation and develupment in ths
Thizg Jorlc. 7zom :trne late 1950s to :ne early 1%70s, there was a remarkable-
expansion of trade and ecoromic relarn.ons petween the centrially planned economies
of Europe on the one hand and the developing market eronnmies 7n the other, From

1455 to 1970, Zast=Suuth trade was tne most dynamic component «f world trada.




The growth Tate exceeded that of both intra-CilEA trade and East-west trade,
though in the 1970s fast-uest trade increased faster than East-South trade.

There were two basic factors underlying this remarkable trade expansion.

First, in a situation where scarcitiess of foreign exchange were a cons-
traint on international trade, bilaterzlism made possible a m:ch higher turnover
of trade, Fultilateral trade might have heen superior in principle but, during
the period 1955 - 1970, it was not an option available to the centrally planned
economies nor was it a feasible option for many developing countries. Although
one cannot be certain, it is extremely unlikely that the European CMEA countries
would have increased their trade with the developing worlc to the extant that
they did in the absence of special payment arrangements which eliminated the use
of convertible currencies in trade. Ffor the South too, without hitateralism the
fast might not have emerged as an aiternative source of imports and as an alter-

native outlet for its traditional exportse

Second, complementarities of cdemand between the two sets of countries
were fundamental to the expansion in trade, In the East the relative isclation
from the world economy, and the prevalent lsvel of consumption, meant that the
inccme elasticities of demand for primary commodities exported by the South
were high : a sharp con:rast with the necr saturated markets in the UYasi., At
the same time, in th: developing world, the neads of ingustrialisation meant
righ income elasticitias of demanc for intermediate anc capital goods expo-ted
-y tha centrzlly planned economies of Zurcpe., Ouring the 1960s, therefore, trade
expanzion was indeed remarkable; the growth cegan to tgper off in the mig=-197Z¢

and a3 tnresrhold was reached when the existing complementarities were exnaustec,

These two factors were also the principal socurces of mutual oenefit, for

tha scarcity of foreign exchange and the constraints on expcris in both seis ¢f
Y g g
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countriass meant thatgains from trade were ensured. The principle of bilateralism,
which governed a substantial proportion of such trade flcws, had several virtues

in this phase. Most important, give. the extreme shortane of foreign exchange,

it enabled both the centrally planned economies and the developing countries to
avail themselves of international trade opportunities which might not have been
possible otherwise. For the industrialised CMEA countries, the South was a useful
source of imports and an obvious market outlet for exports; the USSR and Eastern
gurope <3ld machinery and other manufactured goods which were probably difficult

to sell in Western markets, in exchange for primary products which would otheruvise
have involved an expenditure of hasd currencies. For the developing countries, the
fast providec welcome new markets for 2 large number of traditional commodity exports
which faced near saturated markets and rather low income elasticities of demand in
the west., At the same time, imports from the CMEA were constituted by capital goods
and intermeciate products whic: were essential to the irdustrialisation programmes

in the South.

It is worthnoting that both factors rar cut of steam by the mid=1970s, The
modus operandi of fast-South trade shifted steadily from bilateral payments arrange=
ments to transactions in convertible currencies. Available evidence suggests that,
during the 1970s, the share of trade ronZucted through clearing agreements declined
sharply for both the USSR and tastern Zurope, although the decline was much more
proncunced in the latter. There was, of course, 2 correspoqding increase in the
snare of ccnvertible currency trancact:ons, Sy the mid-1970s, the growth potantial
9f the ¢omslomentary traue patierns wes also nsarly exnausted. The import requirce—
ments, and the 2xport priasnenty,; of Soilh cz2ts of economies changad rapidly in the
late 1970s, arnd are likely to chanue even further in cth. future. 1 shall elaborate

on this point 1n a moment when [ consider the division of lapour between centcaily
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planned econonmies of Zurope and tne developing countries.

futual interests were probably rather important in the first phase of the
relationship between tne East and th¢ South. However, the potential socurces of
ccnflict, some ot which have existed 211 the time, are beginning to surface and
might indeed be accentuated in the near future. It is usual for discussion in
international forums to search for harmony which must be mobilised to rezlise
mutual interests. Obviously it is important, as well as constructive, t0 discuss
possible mechanisms for extending E£ast-South economic co-operation. 8ut it would
be a sericus mistake to ignore the potential suurces of conflict for, at present,
the interests of nation states in the world economy are characterised as much by

contradiciion as by harmony,

The conflict of economic interests between the industrialised CMcA countries
on the 2ne hand and the developing world on the other, might stem from a wide
range of factors : it appears that the main points at issu~s would relate to trade,
joint ventures or irternational relations, Given the constraint on time and space,
it is not possiklec to exp. re these emerging conflicts in daepth, but it is essential

to make them explicite

First, in the sphere of trade, the likely points o coniention are the Jistoi-

cution of gaxns wnich woulo depend inter aliz on the texms trade, and the neec f{or

e civersificatizn in the pattern of tracde which would depend larpely. on marke:
aczesgs ‘or manufactured exports from dzvalosing countrics. Structucal forces in

ftne rznitally plzm ec economies, such cs the nature 4ng pace of tecnnical prcocrecs,
are zound to pusn in the directicn of more ZIast=dast trace in the 1980s, rather tnan
£ast=30utn trace, as there is a growing nzed in tie industrialised CMIA couniries to

imzo:t Jestarn technology and thereby increase productuvicty. The worsening trade
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balance and the incressing internatioral indebtednzss of the centrally planned
ecoromies would only squeeze tha prosgscis of convertible currency traoe with the
developing countries further, Ffaced with a8 sharp desterioration in their terms

of trade, the smaller CiZA :quntries in particular, are likely to drive harder
bargains in transactions with devalopinc countries, The stipulated objectives

of reducing raw material intensity and increasing value added in industrial pro-
duction within CMIA economies would also adversely aifect the prospects of exportis
from the Scuth to the East, whether primary commogditiss or processed products. In
the circumstances, the difficulties faced by attemots to diversify the composition
of trade with the South are likelv to be compounded. At the same time, the centrally
planned economies of turope might compete with *“e more industrial_sed developing

countries in Western markets for manufactured goods.

Second, joint ventures in the developing warld are a possibls source of
conflict. uhile the USSR government does not share in equ‘iy or profit- some
tast European tountries do, and in any case, the distribution of benefits might
introduce cont.adictions betw:zen partners. This protiem might be esven more acute
where the USSR, or Eastern Europe, in collaboration with industrialiseu developing
countries establish joint ventures in other unjerdeveloped economizs,
on account of conflict with the nost countries; economic dispatitiess Hetween

countries in the South are, afier 2l1., a senzitive issue.

Third, on international matters, tha celf-interest of the centrally planned
econumies might create problems. For inctance, in several international negotia-
tions at UWCTAD, UNIOC or at the Lau of the 3sa Conferance, the industrialised CilA
coun:tcizs have, in effect, ogposed the positicn of the developing countrias, More—
over, the political compulsions of intecrnaticnal relations might also bring conflict

to the sucface. 1In particular, the opbjective of datarte, and the dasire not mercely
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to preserve but to develop tha East-west relationship, might supersede the

prospacts of tast=S5outh cooperation.

II1. OIVISION OF LABOUR BETWEEW ZAST ANJ S0UTH :

PROBLEMS AND PRISPECTS

As a first step, it is essential +o obtain a clear picture o’ the past
and present division of labour betwaen the centrally planned econimies of Europe
and the developing countries, For that purpcse, we have to consider ths compo-

sition of East=South trade and the changes in it over time. Available sviaence

e

suggests that at least 85 per cent, if not more, of exports from the develoring
countries to the Eurcpean CHMEA coun;ries ~ USSR as well as tastern Europe - were
constituted by orimary products and raw materisls throughout the pe_iod from

the mid=1950s to the late 1970s. The share of manufactures (defined as SITC
categories S to £ less diiision 68) in totzl exports, however, increased steadil
from 1953 to the carly 1970s; from less than 1 per cent to more 16 pe. cent in the
case of USSR, and from about 3 per cznt to a little over 13 per cent in the case of
£astern Europe, but by 1978 this share had decreased to less than 10 per cant fo:
the U33R as well as Eastern Europe.1 On the cther hand, a2 very laroe proportion

of axporits from the industrialisad CiicA couniries to the developing countries were
constituted by manufactured goods, Ouring th2 same perisd, cthe share of manufac-
tures in Zast Zuropazan exporis to the developing market economies wés nearly 80 p:zr

cent, but for the U3SA this proportion was a little higher than 50 per cent; it woul:

1+ it is nocessary to point out that this declining trens during the
m.c=1970s, to some extent, reflects the impact of the o0il price rise
on the value of internatisnal trade flows; in oarticular on :he value
of exports from o0il producing developing countrizs which opoosted the
total value of exports from develcping countries.
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have been larger if petroleum and patroleum products are incziuded in the

category of manufactures.

This division of lzbour between tast and South provides a sharp contrast
with cther aspects of Zuropean CMEA participation in world trade. Feor instance,
the commodity composition of trade between the centrally planned 2zonomies of
Eurcpe and the centrally planned economies of Asia wie3s notably less traditional.
while manufactured goods accounted for 75 per cent of Soviet and East European
exports to the Asian socialist countries, approximately 50 per cent of the exports
from the latter to the former were also manufactured goods.2 As z contrast, it is
also warth noting that almoct two-thirds of tatal world exports lo the European

CMZIA countries were constituted by manurasciurer gnods.

Clearly, the composition of fast=-Scuth troce, at least as far as the
developing market economies are concerned, is not significantly Aifferent from
that of Nortn=South irade. The devzloping worlec exports primary comoodil es and
raw ma:erials to the industrial.ised countries, both East and Yest, in exchange for
manufactured gocds. Indeed, it has been observed that in terms af trade pattecns,
developing countries ers to the Eurcpean CHMEZA countries what tne tlatter are to ths
developed market ecnnomies. Such traditional patterns of trads, howsver, can
neither transform the structure of prozZuction in the South nor make for a new in“eiw
national division of labour. Admitledly, the pattzrns of production and irade that
heve svolved in the develcuping world over a long period of time could nmot have bzen
cnangec overnight and Zuring the 125833 there wes e discernible increase in the

snare of manufactures in exports Trom tne South to the cast, but distinctly iess

2, For trade with tha USSR this p-oporticn was attained as early as
1960 - it declined & iitile thereaficr « though in the case Qf trade
with Eastern Zurdge it wes reschco gizgza 1970,
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than the diversification in trade with the West which also sontinued in tne

197is.

It is obviousg enough that the division of labour implicit in such
oattarns of specialisation and trade is not consistent with the ogjectivas
of rspid industrialisatioa in the devaloping countries., (hat is more, it
cannot facilitate structural change in ths world zconomy which is required for
the establishmant of a new internaticnal aeconomic urder., But that is not zll.

It would also limit the pacs and extent of Last-South coaoperation.

At the presant juncture, it appears that oil impcrts by the smallar CHMEA
countries, «ho would havs to switch sources from the USSP to OPEC, might be a new
bonanza for £asi~South trada. In my view, however, this naw complemantarity might
not provide a nat boost ta trade botwesn the centrally plannsd economies af Zucope
and the developing counctries. ¢ would prebably mean tnat ane set of priwary
commodities is rsplaced by anether, while cns mvoup 2f deQeloping countries is
repiaced by arother, in £esteSouth trade. It would, ot course, &3 little to changs

the division of 1.oour.

There can be little doubt that the future af economic interaction petwsen
Lash and Sauth dezpands an a successful transition frem a comolementary to & com—
petitive patfarn of tracds; in other werds, intersectoral trace must be replacad by
intta~sectoral or intra-industry trada and specialisatisne. Tha sbstacias in the
path of such 4 transition ars perhaps the greatast chaliange to East-éouth ceoperatian
in the 198035, The =conumic corstraicnts ave familiar encugn. For ore thing, there
is littls room for radical change in ithe sivucturs a~d volume oY oroduction capa—
c.ties alrcady determined by tha planners within tha CHlZA, se that foreign trace is
likaly to remain a residual category in the near fuluse. For another, £ast and
South sre emargiiyg as competitors in Jastern narkets 7cr manuractured goods, Tae

machanism fgr the requisite siructyrt. L adiusiment wsould have to Le recipencal and
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simultanecus :aprogrammec, negoiiated process which can emerge from planned
changes in international specialisation tazough long term bilateral agreements,

In this context two further problems zre worth notings Is it possible even in
principle to plan the inteqration of production capacities between centrally
plannsed eccnomies on the one hznd and developing market economies on the other ?
In practice, the experience of _entrally plannel economies at different levels

of development = say in the CMEA - attemoting planned economic integration through
trade and specialisation, highlights the problems which are likely to arise. Tne
process would be all the more difficult in relations with developing market

economies.

while the scopz for a new intern2tional divisiun of labour between fast

and South appears limited in the short run, or even the medium terr, in “he long
run the situation has to be transformed, as part of the process of structural
chenge in the world economy brought about by a changing intcrnational division
of labour. Othe.wise, tast=South interaction would simply be bypasses in a
rapidly changing scenario, There is, howev2r, a silver lining to the cioud,
For, in principle, centrally planned economies should be much better equipped
for coping with structural change than the developed market economies, After
all, in tF~ 0fCO countries the acility of govarnments to mould the direction of
rrade anc specialisation in accordance with their priurities is limited, as it is

“wviduals or firme who trade anmc tneir decisions are cetermined by market forces
~.ther than oy planrning authorities, On the other hand, the CMcA countries can Rizn
fer strouctural change, as :inczed Jagan has 2Jone in 2 completely different comtext,

and thus minimlise the proplems o- cozic a2s50ciated with the process.
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;eneral principle about
uianning for struciural chan_ce irm the Zuzcreen CMIA countries. An assessment

of future prcepects must go further, Z:iazly —o2cauce it would Se idle to pretenc




that the potential for change is uniform across the boarde The passitility of
sringing about a change in the division of labour between £ast and South woulc
vary considerably across sectors and countries. Ffor the purpose of analysis,
therafore, it would be useful to identify sectors wshere manufactured exports
from the South to the fast might be zeveloped, and to distinguish between groups

of developing countries for an assessment of the orospects.

Generalisations are always difficult but sometimes essential. If the
cbject is to change the composition of East-South trace, the main avenues
for increasinng manufactured exports from the developing countries are lilely to ) i
be s (a) processing of natural resources, such as non-ferrous metals or petro-
leum products, which would incrazase value added before export; (b) domestic

> i

resource based manufactures, such as wood products, leather goods, textiles and
processed foods; or {c) labour intensive manufactured goods, such as clothing,

carpets, travel goods, footwear, toys, spoits goods, simple electronic products,

metal manufactures and so an.

A diversification of trade in these directions,which are by no means
exhaustive, would also yield gains for the centrally planned economies of Eurcpe.
First, it would relesse scarce domestic resources, particularly labour, which have
alternative uses. Second, it woulc increase the range anc volume of consumer gocoJds
availecle, which is now a priority in CHgA economies. There would, of course, be
corresoponding costs, such as the apsozption of convertible foreign éxcnange or ine

reoquncance of zstiabliched procuction capacities, but these are an inevitacle price o

siructural change,

In ordss to explore the possibility of changing the givision of labour

Sstween iast and South, it would alzo be useful to distinguish between three
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groups of developing countries : OPZC, iils and other developing countrias.
t need hardly be siressed that there uculcd be significant variations even within
these groups of cosuntries; but some Segree of aggregation is essential for analysis,

Consider each set cf countries in turne

fFoer the oil producing and experting countries, in the Middle East, the
prospects of tvade with the tast are bright because of the latter's emerging
need for oil imports from sources other than the USSR, but the pattern of trade
would remain as traditional as ever, unless OPEC exports pevroleum and petrcleum
produccs instead of crude oil. Ffor the newly industrialising countries, in Latin
America, South Asia and South East Asia, as argued earlier, the complimentarities
between the £ast and South as a source of trade expansicn are almost exhausted:
if anything, there is an increasing degree of competitivoness between the two
sets of economies, which poses the greaiest challenge in terms of structural
change. A diversification of trade patterns which leads to an absorption of
lahour=-intensive and domestic resource based manufactured exports from the South
would be absolutely essential here. For the remaining developing countries, in
Africa, Asia or Latin America, the complementarities of East=South trade might
remain an importeant force for some time tc come. But the objectives of industria~
lisation in these economies reguire a change in the traditional division of labour;
for this component of East-South trads, the processing of natural resources in

the geveloping countries halds the grectest promise for diversification,

It must br stressed that the preceding comments are meant to initiate a
discussicn. Towazrds that end, I have aticmpted to pose some of the important ques-
tions sng problems. Answers and solutions can only emerge from further research

and nagotiations,




Table - A

Manufactured Exports from the South as a percentage vf Total Exports to the East

" from From
Year Developing Market Economies Centrally Planned Economies of Asia
To Ta To To
USSR Eastern Eurnpe USSR Eastern Europe
1955 0.6 2.8 172 10.0
1960 367 6.8 49,9 5.8
1965 | 9.4 9.8 4349 Bed
1970 1601 139 5367 5442
1973 16.6 1343 4545 55.8
1975 12,7 11.8 4342 5445
1977 1163 9.7 4342 ! 5644
I 1 J

Manufactured Exports from

TJable = B

the East as a percentage of Total Exports to thes South

€8¢

valued in US million at current pricec.

(b) The percentages have been computed from data on trade flows

Te To
Developing Market Economies Centrally Planned Economies of Asia
Yaar
From from From From
USSR Eastsrn Eurcpe USSR Eastern Europe '
1
1955 300 62,4 8049 TSe4
1960 4649 7149 770 7841
1965 53,2 8644 7449 ! 6704
1970 5543 84,2 700 757 !
1975 5545 7946 7945 7649 |
1977 58,8 7764 7243 7446
Source : United Nations. For 1955 =~ 1965, UNCTAD Handbook of Intepnaticnzl
Trade and Oevelopment Statistics, 1972 For subsequent years, UN
Monthly Bulletin of Statistics, several issues.
Notes 3 (a) Manufactures are defined as SITC categories S to 8 less division







