
                                                                                     

 
 
 

UNITED NATIONS INDUSTRIAL DEVELOPMENT ORGANIZATION  
Vienna International Centre, P.O. Box 300, 1400 Vienna, Austria 

Tel: (+43-1) 26026-0 · www.unido.org · unido@unido.org 

 

 

 

 

OCCASION 

 

This publication has been made available to the public on the occasion of the 50
th

 anniversary of the 

United Nations Industrial Development Organisation. 

 

 

 

 

 

 

 

 

 

 

 

 

 

DISCLAIMER 

 

This document has been produced without formal United Nations editing. The designations 

employed and the presentation of the material in this document do not imply the expression of any 

opinion whatsoever on the part of the Secretariat of the United Nations Industrial Development 

Organization (UNIDO) concerning the legal status of any country, territory, city or area or of its 

authorities, or concerning the delimitation of its frontiers or boundaries, or its economic system or 

degree of development. Designations such as  “developed”, “industrialized” and “developing” are 

intended for statistical convenience and do not necessarily express a judgment about the stage 

reached by a particular country or area in the development process. Mention of firm names or 

commercial products does not constitute an endorsement by UNIDO. 

 

 

 

FAIR USE POLICY 

 

Any part of this publication may be quoted and referenced for educational and research purposes 

without additional permission from UNIDO. However, those who make use of quoting and 

referencing this publication are requested to follow the Fair Use Policy of giving due credit to 

UNIDO. 

 

 

CONTACT 

 

Please contact publications@unido.org for further information concerning UNIDO publications. 

 

For more information about UNIDO, please visit us at www.unido.org  

mailto:publications@unido.org
http://www.unido.org/


UNITED NATIONS 
INDUSTRIAL DEVELOPMENT ORGANIZATION 

Ull r. 
, llMITED 

UNIDO/IOD .. 127 
19 December 1979 

ENGLISH 

ll~f.1*il,llllll8J,,llll~llilt,llii1f!l1itl:l~llll!i1\tlllll111~ 
l tJ .C,0 - U7D ;JO 

INDUSTRY 2000 
- NEW PERSPECTIVES* 

COLLECTED BACKGROUND PAPERS, 

Volume 4 

INTERNATIONAL TRADE 

IN INDUSTRIAL 

PRODUCTS** 

•1auec1 •document ID/CONF.4/3 for the Third Gener.a Conference of UNIDO, 
New Delhi, India, 21 J.,.,.ry-8Februery1980 . 

.. This beckground peper h.I been prepered by the UNIDO Secretarllt assisted by• number of consultants. 



,! 
~ 

) 

The designation• eapl07ed and the presentation ot -.terial in thi• 

document do n.:>t iJl;pJ.7 the expreaeion ot U7 opinion vbat•oenr on the 

part. ot the Secretariat ot th6 United. llation• concern r ig the legal statua 

ol 8111' count17 • 1.erritol'J', cit7 or area or ot it• autl .>ritiea, or concer­

ning the delimitation ot it• trontien or boundariea. 

'l'bi• doc1111ent baa been reprocluced vitbout tonaal editing. 



UNITED RATIONS IRDlfflTRIAL DEVELOPMF.NT OPr.ARIZATION 

INDUSTRY 2000 - NEW PIBSPECTIVES 

COLLECTED BACKGP.Ot'lm PAPFRS 

VOUM: 4 

THE ROLE OF TRADE IN INDUSTRIAL DEVELOPMENT ARD CO-OPERATION 

• 

Vie~na, Austria December 19'(9 



( ~) 

FOP::WORD 

This volU!!!e presents some of the back~round material for the study Industry 2000 -

Nev Perspectives pubLi.shed oy UNIDO as IDiCOW..h/3 (Vienna ll'.r;-o) for the Third General 

Conference of' UNIDO at Nev Delhi. India, 21 Je.nue.ry - 8 February 1980. 

The volume contains e.n overviev of the suh.lect are!!. by the UNIDO secretariat, as 

~ell a~ some selected consultants' papers For the latter papers the respective authors 

bear full :·esponsibility f".>r tlie opinions expressed llS veoll as for the material presented. 

The publication of a consultant paper must not be taken a3 indicatin~ support or agree~ent, 

tacit or othervise, vith its content or form by u~rno or its secretariat. It is h0ped, 

hovever, that the publir::ation of this documentatior. vill mak·~ a :::ontribution tovard"! the 

und.erste.ndine of problems connected vi th tl,e industri.aisatio11 of developing countries. 
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CHAPl'ER l: IllTRODUCTION. SCOPE AlfD OBJEr.'l'IVES OF THE STUDY 

The classical gaiLs from taking part in the inte.:'1lational exchange of goods and 

services can be SUlllll&I'ized as follows: 

- by creating an export surplus a country earns foreign exchange, which can be 

used for internal developnent purposes 

- by international SI"!Cialisation the constraints of small domestic markets for 

the developmenl:. of ind-.:.atry is relieved 

- international specialisation makes it possible for countries to industrialise 

according to their comparative advantage9 which means an efficient utilisation 

of available resonrces 

Another aspect of the gains from tradt- can be coupled to the concepl:. of risk. 

By utilising the world markets risks of sudden drops of deman~ can be spread and 

minimised. On the other hand participation on the markets increase the exposure to 

certain tnes of risks, e.g. unfavo;irable price mo~nts. Unfer certain <"ircumstances 

a high degree of specialisation could also inc~ase the ~isks for a drop in demand. 

Normally, however, specialisation should make it possible for countries to secure 

stable markets in the areas where their plU"ticular comparative advantages lie. 

Trade necessarily implies some degree cf dependence "r.. other countries. Thia means 

that the national development to some extent is subject r.ot only to more or le1111 endo­

genous influences from the worle markets but also from direct policy action of other 

countries. A typical example is when one country tries to reach a lov rat.: of 

domestic inflation through a tight demand policy. This will directly infl~ence the 

export possibilities of its supplier countries. Because of this dependence there is an 

inherent conflict between the integration in the international economic system and the 

aspirations of the domestic e~onomic and social policy. The nature of this conflict and 

the instruments at hand for overcoming it will depend on the nature of the political 

strategy in the country concerned and on the degree of control that it can exert over 

the trade sector. The presence of transnational entities in the trade sector presen~s 

its particular problems in this context. 

The gains from trade can be greatly erhanced if 11. successful international co­

operation can be achieved. The evidence from experience in the industrialised 

cou.'ltriea , e.g. of the EEC, EFTA and CMEA, cle11rly shows this. One of the obstacles 

for a successful regional integration is difficulties to asse~s and distribute the 

gains from such co-operation in a manner considered to be fai~ by all participating 

cc.untriea. 

There are also problems connected vith the internal. distribtion of the gains from 

trade. Again the uact nature of these problems will dt!pend on the particular economic 

and social policy r.trategy that a country follows as vell as on the degree to which it 

can cc;ntrol the paremeters involnd. In this context it should merely be observed that 
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egalitarian character of domestic growth. A flourishiny export sector vith a large 

proportion of earnings accrued to foreigners can e:cist parallel vith an impoverished 

and stagnating doaestic sector. 

Within the context or Industq 2000 - Bev Pe~~.£_tives a nWDber of' consultancy 

papers on these and other problems in the area or international trade vere assigned, 

the reason being the strong links between trade and the proces'"I of' industrialisation. 

Some or these papers are reproduced in this volume. The overriev article on the role 

of trad~ represents an attempt to synthesize and summarise these papers and to supple­

ment them vith some obserTations derived from trade theory. Part of' the analysis has 

been endorsed and further elaborated in document ID.CORF 4/3 Industry 2000 - Nev 

Perspectives. Other parts should be seen as a gen~ral contribution to the discussi3n 

on international trade questions , derived frOll the contributions of' the consultants and 

not necessarily representing an official UlfIDO position. 
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!'AST TRENDS AND PRESENT STRUCTURE OF WORLD AND DC TRADE - ·---------------------··------ ------

The basic trends in vorld and Developing Country trade in the post-var era are vell 

k.~ovn and no detailed description vill be made here. A summary reviev vill be made, 

bovever. in this chapter as a background to subsequ~nt chapters of this document.!/ 

Table 2 (1) shovs that the expansion of vorld trade in current value terms has 

accelerated decade by decade in the post-var era. 'l'hjs acceleration took place in all 

the major groups of countries except for the Centrally Planned Econoni.ies, vho experienced 

a slack in the 1960~. 'lbe acceleration vas most pronounced for the Developed Market 

Economy Countries and the non-oil exporting Des. The tremendous up~urge of trade 

during the first half of the 1970s vas, of course, main!y due to increased in:."lation 

and the huge boost of the Organisation of Petroleum Exporting countries' foreign exchange 

earnings , but nominal grovth vas also unprecedented for the other country categories , 

not the least the non-oil exporting Des. 

Table 2 (2) presents the basic developments of vorld trade in value terms, of prices 

and of quantities since 1960. (The lack of data on price indices for DC elrports 

impedes a presentation for the full period covered in Table 2 ll). During the 1960s. 

vorld export prices revealed practically no upward trend and each of the major country 

categories shared this development for its exports. In the 1970s, the growth of the 

value of vorld trade has been due mostly to rising prices; the increase in volume 

indices have actually been smaller than in the 1960s for all the major ~ountry (O"oupings, 

the exception being the non-oil exporting Des. It is also notable that vhile the volume 

expansion of DMECs slacked considerably in the 1971'-76 business cycle slum!J. Des exports 

vol11111e kept up vell, although prices did not develop aa favourably. 

Table 2 (3) sbovs the development of the share in vorld trade of the areas nov 

designated as developing countries, since 1880. It reveals that up to the 1930s, a 

period through vhich most decisions regarding their trade lay in the hands of the metro­

politan colonial pover, their share increased notably. After 1930, vhen they vere 

struck unproportionately by the vorld-vide recession, and vhen many of them commenc"d 

11 more invard-oriented trade policy, their share declined steadily ur to the early 

1970s. Since then, the dovnvard trend has been reversed. Inclusive of the oil-

producing countries, the DC share has increased dramatically• net of the oil exporters, 

the share has continued to decl1ne, but less rapidly than in the 19~1s and, to a 

lesser extent than in the 19760s. The ten or so Revly Industrialisirg Countries have 

accounted for the major contrib~tion to this slovdovn of the decline. 

~/ It is fully recognised that certain data and definitions - as vell as time periods 
used - are not stricUY comt>arak.le as amon.: the various tables. 



Table 2(1): World Eiroort Values 1948-1977; Annual Percentaae Chance 

1948-1960 1960-1970 1970-1974 1914-1277 

World 1.0 9.4 28.0 10,0 

Developed Market Economiets 7.3 10.1 24.7 10,3 

Centrally Planned Economies 12.7 8,1 21.3 14,2 

Developing Countri~s (Market 
Economies) 

Non-OPEC 2.7 7.0 27.7 10,4 

OPEC 7.9 8.3 63. 7 5.5 

SOORCE: 1m Yearboo~; ot International Trade Statistics 1977. (See special 
Table A for notes and definitions.) 



Table d2): Export Values, Vol1111es and Prices 1960-1976 

{Annual percentatre changes) 

l06o-1970 1970-1976 

World: 

Value 9.4 21.4 
Vol me 8.l 6.5 
Price 1.2 13.9 

DeTeloped Market Economies: 

Value 10.2 19.l 
Volune 8.6 6.9 
Price 1.5 11.4 

DeTeloping Market Econoaies, T,,tal: 

Value 7.4 28.9 
Vol\llle 6.8 5.6 
Price o.6 22.l 

Bon-Oil Developir.g Market Zconomi~s: 

Value 6.3 18.5 
Volume 4.9 5.9 
Price 1.3 11.9 

SOURCE: U1' Yearbook of International Statistics 1977 
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1970-197!i 1971;-1976 

28.4 8.5 
8.o 3.6 

18.8 4.7 

24.6 9.0 
8.8 3.2 

14.5 5.6 

41.li 7.1 
5.9 5.0 

33.5 2.0 

24.2 7.8 
5.5 6.7 

17.7 1.0 

Rote: "Pri~es" are unit values, "Volumes" are deriTed from the quantum 
index. ''Values" ha'"."'e been obtained by multiplying indices for unit 
values and quanta. See "special table E" for more notes and 
det'initior.s. 
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Table 2 ( 3) : Share o~ Worl~ Exports of Areas nov Designated u Dev~lo~ing Countries 

All DCs \and corresponding) 

Petroleum Exporters 

Other DCs 

(Per cent) 

23 31 

6 

25 

22 

6 

16 

18 

5 

13 

25 

14 
11 

SOURCES: Yates 1959; U1'CTAD Handbook 1972, Table 1.8; !bid 1977, Table 3.1.c. 
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2.2 Trade in Manufactures 

Manufactures haTe account~d for an ever increasing g·.l.are of vorlr trade in the past 

century. Exports of 118DUfactures &'.so grev increasingl,v import<&nt for the e&rnings Of 

foreign exch~ bl DCs. For the rMECs. tor which data &re available, trade in manu­

factures bas increased considerably futer than manufacturing prc;duction, u seen from 

Table 2 (4}. 'Ibis is also true fc,r the Des, al.though statistical ~ridence L• c.;carce. 

A fE.il indications or the develO}:mf.!lts of vorld and DC trade in manufa~tured goods nrc 

presented in the remaining tables in this section. 

Table 2 (5) shovs the distribution ot vorld and DC (or con-esponding) exports 

betvee:i primary comaodities and 1UU1utactui-es in one hundred ye&ra perspective. 'l'he 

constently growing share or aanutactured goods in vorld trade is notable indeed. 

lo less striking is the predcl.·;nance ot Prill&?'Y c~ties in DC exports u:- t.o the late 

19()0s. Since then there has been a rapid expa"lsion of DC exports ot manufactures • 

Todq, 11U1utactures account tor more than ha!.t ot the Des' foreign exchange earnings 

trcm non-oil exports. Traditional primary c~ities nowadays make up leu than one­

quarter ot DC export proceeds. 

Table 2 (6) samarises the grovth rates in current Tal\:.es ot vorld exports ot 

11&nutactures tor the 1960s and the first halt ot the present decade. For all the 

ll&jor country groupings, annual grovth re.·es vere higher in recent years than in the 

previous decade. 

Table 2 (7) gi-yes the distribution by destination of the main countl')' groups' 

manufactured exports tor selected years • IM!Cs have accounted tor the bulk of vo:rld 

trade in manufactures througbout the period, although they have experienced a slight 

decrease in recent years. 'l'be centrally planned economies, both in Europe and in 

Asia, ha.,.. 11een their shares declining significantly. The Des share has thus in­

creased substantially, although it is still rather small (7% in 1974). When looking 

at the various country groups ' exports to one another, there are a rev striking changes 

during the period under study. One is that DMECs have increased their share or total 

exports to the centrally planned economies, especially thoee in Asia. Another is the 

increased importance of Des in exports to the CPE countries. Finally , as tar as the 

intra-trade is concerned, the shares have fallen somewhat for the developed market 

econanies, fallen rapidly tor the centrally planned economies, and increased ouite 

subst!Dtially for the developing countries. 

2. 3 'lbe Terms or True 

The development of the ter1111 of trade is one of the most controversial and heatel!Jy 

debated iHue• in trade between induatrialised and developing countries. This is by 

no means surprising; the teru ot trade are integral parts of the mechanilm that 

determines the distribution of the gains from trllde between countries. Probably more 

than anything elae, the idea ot a secular deterioration of the te:rm; ot trade in the 
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Table 2(4): Exports and Production of )'f". n.f'actured Goods in Developed Mrlrket Ec..Jcoaies 

{Annual Percentage Changes in Quantity Indices 

1946-58 1958-70 1970-76 1970-~" 1974-76 

Exports 7.2 

Production 4.8 

Exportalproduction 1.5 

10.0 

6.3 

i.6 

8.0 

3.7 

2.2 

9.9 

5.3 

1.9 

SQJRCE: U1' Yearbook of International Trade Statistics 1977 
(DeriYed t'rCJm the "quantum ir::ex" in "special Table F".) 

4.4 

o.4 

I 



!!!?.!..~ 2(5): Selected Indicato~s ot World and Des"!! Ext>ort of ?ri111&ry Co1111110dities 1880-1975 

(Per cent) 

1880 1913 1Q28 1937 ill2. ::.960 

Manufactured Goods Share in World Export 42,0 42.5 41.6 40,0 49,6 55,5 

Pt.•:tae.r:Y Camnodity Share in World Export. 58,0 57,5 56.~ 60.0 50,2 44,5 

(a) Fuel .. 4,8 6,2 6,8 11,2 10,0 

(b) Bon-fuel .. 5;:,7 52,0 53.2 39,0 34. ~ 

Manuf'actured Goods Share in DC Exports 11.5 12,5 14,4 

Pria&r7 C~dity Share in DC Export .. 88.5 87,1 85,6 

~a) P'uel 1.9 25 .2 ~8.o 

(b) lfon-tuel 86,6 61.9 57.7 

"!! Or correspon~ing areas 

SOURCE: 

~ 1970 !911 
59,8 62.3 63,6 

40,2 jj,7 36.4 

9,8 9.4 19.3 

30,4 24,3 17.l 

17.6 22.5 20.6 

82,4 77.l 79,4 

31,2 311,l 59,3 

51.2 43.0 ~0.1 

--- Y"tes, L., P'orty Years ot P'oreie Tr~, Lo:ldon, Allen and Unwin, 1959 (1800-·J.937 h 
URCTAD, Har1dbook ot J'nti,niational ·l'rade and Development Statistics, various issues (1~5~-1975), 

"d 

~ 
.... 
w 
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Table 2(6): l'fetvorlt or Tradoe in Manufactures - Rates of Growth of Valu~ ,.,f _!!&de 

(F-l!r cent ~r Annum) 

'lorld ™EC llC CPE CPA 

World 1960-·;o n.46 13.56 7.67 10.53 0.95 
1970-74 24.17 23.64 26.60 ~2.23 29.50 

IJofEC 1960-70 11.65 13.46 6.99 14.55 lh,53 
1970-74 23.94 22.67 26.59 29.98 39.51 

DC 1960-70 13.92 15.56 10.94 20.89 
1970-74 33.54 34.32 33.27 ~0.74 35.12 

CPE 196o-70 9.32 12.70 14.65 9,92 -3.93 
1970-74 19. 79 27.69 16.79 18,56 14.46 

CPA 1960-70 4.04 16.49 12.19 -7.11 
1970-74 26.10 45.12 18.92 20.25 

Table 2(7): letvork ot Trade in Manufact~s - ~~ ot Totals 

World mmc DC ~ CPA 

World 1960 100 100 100 lOC 100 
1970 100 100 100 100 100 
1974 100 100 100 100 100 

1960 83.6 94.1 89.6 20,1') 14.o 
1970 85.1 93.3 84.1 28.6 49.6 
1974 84.4 91.0 84.l 36.6 66,8 

DC 1960 4.3 4.o 6.3 1,0 2.5 
1970 5.3 4.8 8.5 2.5 2.3 
1974 7.1 6.7 10.4 2.4 2.7 

CPE 1960 11.0 1.9 3.1 n.4 82.6 
1970 9.0 1.8 5.8 67.5 50,li 
1974 7.8 2.0 4.2 59,8 30. 7 

CPA 1?60 1.1 0,2 1.1 7,8 
1970 o.6 0.2 1.i 1.3 
197li 0.1 o.4 1.3 1.3 

lote: Manufactured goods are defined u SITC 1'os. 5 + 6 + 7 + 8 - (67 + 68). 

Il4EC • DeTeloped Market Ec.momies 
DC • Developing Countries 
CPE • Centrally Planned Economies in Europe 
CPA • Centrally 'Planned Economies in Asia 

SOURCES: A. sad B., UlfCTAD, Handbook of International Trade and l'laal•J!!!Gt. 
Statisticr;, and 1917 SupplWllt, Unite4 lw.tions, lev Yorl, u presented 
in liydall, Prospects r.,r furtha Inclustl'ialisation of DeTdepin,1. 
Countries through Exports o'l Manufactunn , Oxtord, Febru&J"T 1979. 
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prillary-product exporting Des, t.he so-called Frebisch-Singcr 

inward-oriented, import-substit.uting trade policies pursued by the :aajority of the 

DCs in the period 1930 up to the lat~ !.960s. The eridence in support of the notion 

of long-run. secularly deteriorating terms of trade for the OCs is. Lovever. ambiguous 

on seTeral accounts, and the discussion of the thesis h.u by no means ended.!/ 

The evidence for the post-var era is sanevhat leu difficult t-:> interpret. but 

problem such as the choice of base and terminal years are uoaTOidable. Table 2 (6) 

suggests that for the period 1960-76, the terms of trade of the non-oil exporting OC.; 

have developed parallel vi th tt.ose of the industrialised countries. The terms of trade 

of the oil exporting countries have • of coU?'3e. improved termendously. It is interesting 

to note. l:ovever, that for the non-oil exporting developing count des, t'!le terms of 

trade have fallen mo~t spectacularly for the poorest countries. There ~a.a also been a 

decline in tenis of trade of the high-income group, v.iereas the middle income countries 

have iapre>Ted their ten;:s of trade slightly. 

It should be recalled, however, that whatever the development of the OCs ' terms of 

trade suggested by Tarious studies, the notion of a secular dete:rioration is exclusi'9ely 

associated vi th ex:x>rts of traditional p. imary commodities (i.e. :ion-fuels} . Such 

c0111DOdities account for about one-fitth oft.he DCs' export proceeds today and they tend 

to beco:ne increasingly less iEPOrtant. For the oil and success:t'ul manufactured goods 

exporting DCs, deteriorating terms of trade is no problem. The r·:oblem lies >ri.th the 

poorest DCs, !or which traditional primary products still account for the bulk of their 

exports; these are also the ca..I1tries which l:.ave experienced falling terms of trade in 

t.he post-ll.·ar era. as indicated by Table C: ( 3) above. As suggested belov. however, ther~ 

is scope for these countries tc le3sen their dependence on traditional exports by 

shitting their res'>urces towards &n export-oriented industry sector. If this should 

be posaiole the thre&t from falling terms of trade for primary commodities vould not 

create an unescapable problem for the majority of the Des. 

Table 2 \ 9} shovs the development since 1960 of the incor. terms of trade, which 

measures the purchadng pover, or import capacity, of the developing countries. As could 

be expected, this has increased tremendously for the oil-exporting countries. ~so in 

other developing countries the increase has been sizeable but vith decelerating growth 

rates over the period. Sincf' the 11on-oil exportbg DCs have lost market sh'\res in 

.,orld exports to the DMECs ( c::f. Tabl! 2 ( 5} above) , and the terms of trade have 

developed in an almost Hentical faehion (Table 2 ( 9)) , the DCs '1':;>'.irchasing pover has 

not developed as favourably as those of the industrialised countries. Still focussing 

on the non-oil exporting countries , an i.~t.eresting featurf' is that the ones on a rela­

tively high income level have been able to compensate ar unfavourable price movement by 

volume increases in their exports, thus increasing the purchasing power of their 

f'xports. Also, the middle-income r.ountries have succeeded in doing so to som'1 extent 

except betveen 1975 and 1976. The low-income countries, on the other hand, nave 

See Findlay, R., "The fl.mde.Mntal Dr terminants ot the Terms of Trsl\e", in The Past 
and Prospe~ts of the Economic World Qp~r' Grassman, S. et al (eds J , London ~ 
McMillan 1979. 



Table 2( 8): The Terms of Trade ag&inst the Rest of the World for Various Country Groups 

~960-1976 (Index 1970 z 100) 

1960 1970 1974 

Industrialised CoUDtries 96 100 s· 
All Developing Countries 100 100 163 

of' vhich: Oil Exporting Countries 113 100 290 

Others 95 100 96 

GDP/capital 110re i:han $800 100 100 96 
$300-8oO 91 100 96 

less than $300 103 100 85 

SOURCE: UllCTAD Handbook of InternahO'lal Trade and DeveloJlllent Statistics 
Supplement 1911. 

Table 2{2): The Purchasi!!! Pover of Exports for Developins Countri~~ 

1260-1976 (Index 1970 =loo; 

:;,60 !21?. 

All Developing CoUDtries 58 100 

of vhich: Oil Exporting Countries 54 100 

Others 59 100 

GDP/capita more than $800 62 100 

$300-Soo :;8 100 

less than $300 74 100 

SOURCE: Handbook of International Trade and Development Statist.1.cs, 
Supplement 1917. 

1274 

205 

379 

119 

128 

114 

81 

1'ote: The purchasing power is defined as the value index of exports divided 
by the tmit value index of imports 

1976 

89 

165 

303 

89 

90 

101 

87 

1976 

210 

389 

122 

125 

105 

84 
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suffered a decline in their import capacity since 1970. They are the group vhere the 

tenns of trade have developed most unfavourably and they have not been able to compensate 

for this through an increased volume of exports. 



I 
3 .1 The Gains from Trade 

~ orthodox economic theory, the proposition at.out gains from the division of labour 

and, thus , from trade. is perhaps the most t'undamental. It argues that if each country 

specialises in the production of goods in which it has a comparative adTantage, the 

vorld's total product and income vill be maximised. The argument for unrestricted 

trade can h<. extended beyond the oitatic allocatin efficiency criteria tt. stress the 

dynamic beneficial effects of trade. The "vent for surplus" Tari ant suggests that trade 

might bring othervise neglected resourc~s into use. Trade, it is also argued, should 

enable countries to realise economies of scale, onrcome the limitations o~ domestic 

marJtet size, exploit COllPlementary resources theough specialisation and reduce the 

exposure to risks. Classical political economy he.s stressed the "learning" or "edu-

cational" effects of in1 .. :national trade. Also. nev vants are stimulated. producers' 

horizons broadened, workers ' skills '1evelopet\ and innoT&tions encouraged, increasing 

PNducti vi t.y and promoting economic growth. 

While orthodox theory prescribes free trade as the best overall stratto.:Y. it does 

not claim that it is the best strategy for each individual country. If a country is 

large enough to influence the vorld price of its e:iq:.~:::-t;s or impo....ts thorugh tr.xes and 

tariffs, there is a cue for restricting trade aa export taxes and tariffs vill partly 

be borne by other countries, and an optillial tax er tariff maximises trade gains. 

ArguLJents for restricted trade can be made for DCs &eeking J.J to enhance and 

~hange the composition of the supply of factors of production; 2) tC' increase tech­

nological development in the land- and U."l!killed labour-intensive sectors; 3) to 

encourage formation of skills. 

While the neoclassical trade theory postulate that all parti~ipati'18 countries 

benefit from trade, it does not say that al! countries gain equallf. The ?arger the 

country the more it can shift the gains from trade in iu ovn favour by applying export 

taxes and import tariffs . In allllost al! commodity and goods markets, DCs are 11S111all 11 

countries, unable to enhance their trade gains tbroug1'1 such mechanisms. There are also 

other reasons to believe that DCs gain le118 from trade than de. the larger, more indus­

trialised countries because ~f their smaller capabilities to adjust their production 

structure. 

So far, only the static determinants for the distribution of the gains from trade 

have been mentioned; maJor factors determinating the change of the distribution of the 

gains are the income elaatir.ity of demand for ~ country's exports and the technological 

progreaa ir. the export- and import-comptiting sectors. Both static and dynamic factors 

!I Ft'lr an analysis of the roJ.e of trade under an endog!nous industrialisation policy 
see ID Cont. 4/3. Indust17 2000 - Nev Perspectlves, part II, chapter 2. 
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seea to suggest that DCs benefit less than the advanced countries. This conclusion 

seems to be valid as long as the DCs' c0111p&rative advantage is associated vi th 

exportation of prill&l"Y commodities rather than vith unskilled labour-intensive, 

technology-extensive aanufaetured goods. 

The above suanary, even if brief, should make it obvious that no clear-cut 

theoretical argument for COlllJ>letely unrestricted trat'e exists. Heither, of course, 

would it be possible to give a rationale for autarky on purely economic grounds. 

Economic theory alone cannot provide general answers to the optimal interference 

in trade for individual countries vi·~ varied characteristics. 

In modern times no country has pursued complete autarky: rev countries have 

adhered to free trade proper. How countries have restricted their trade varies 

enormously and provides a rich source for empirical study. In the tGlloving section, 

a SUJllll&l'Y discussion of the major trade strategies followed by the DCs is presented. 

3.2 The Eq>erience from Export-Oriented and ~rt-Substitutiou Trade S't.rategies 

3.2.1 The Early Export-Oriented Phase 

During the heyd~s of colonialism, approximately between 1870 and 1930, most develop­

ments in the DCs v~re subol"dinate to the needs of the metropolitan countries. The inter­

nationtl division of labour meant sup,I,.ving raw materials to the colonial povera; 

imports were the inputs needed to extract the primar,y products and some :t'ini&hed manu­

factured goods. Around 1880, colonies accounted for about one-quarter of world exports. 

More than 90% vas l!l&de up by primary products and th~ rest by sen:i-processed COlllllO-

dities .!/ Trade between colonies and industrialised countries vas at the same time 

almost exclusively between colony and metrcpolitan powers. This monopoly meant that 

eolonies had to pay more fer their imports and receive leBS for their exports than they 

would have on the world market. 

While there vu rapid industrialisation in Western Europe and Borth .Allerica, Latin 

Amc:rica, Asia and Africa remained underdeveloped in that their export-oriented sectors 

bad little connection vith the rest of their economy. The: infrastructure served the 

trade interests of the metropolitan 1:ountries for half a century. 

The colonial bilatet"alisation of trade vas much manifested in the DC tr•~1f! pattern 

even in the 1960s. The export and import share of Britain and i"rance :!.•• their former 

colonies vas resptcti vely three and eight times higher than that irl the average DC,!/ 1/ 

!} See Yates L. , Forty Ye arr: of Foreign Trade , London: Allen and Unvin, 1959 , 
Appendix Table 32. 

?J lleiman E. , "Trade and the Decline of Colonialism", Economic Journal, •ol. 86, 
September 1976. 

The same over-representation of metropolitan countries na...e been found in foreign 
direct inwstment. 
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Another study found that tbia 90llopoliaation ot the colonies trade in tact meant 

exploitation. The prices tor.er Fr..;,nch colonies pa.id in the 1960. for imports of a 

selected set of homogeneows goods troa France were acme 10-20% higher than the prices 

paid by other countrie~ for the s1111e goods imported from France.!/ I! these figures 

are representathe !~r colonial trade in general, the resources thus transferred troll 

the Third W.,rld to metropolitan countries would be Tery significant. 

Other obaernrs note that, despite the exploitation, growth took place in the 

colonies (Table 3 (1). The tentatiTe estimates a"t'llilable suggest that in the 1900-1929 

period gross domestic product of vhat is nov the Third World grew by some 2% per aDDUll, 

a figure substantially lover than in later decades and also somewhat lover than figures 

for the mcECs. Some transformation occurred: although biased, an infrastructure vas 

built; attitudes were changed. 

ci ve to future growth. 

It may be argued that these developments were condu-

3.2.2 The Import-Substitution Strategy 

To colonies. the 1930s depression meant balance of pa.vments problems due' to falling 

demand for thdr exported goods. capital outflow, and deteriorating tenu of trade. 

During World War II, it also became difficult to obtain many indlll!trial goods on the 

international markets. These difficulties provided incentives for substituting domestic 

production of industrial goods for imports. 'l'he early import-substitution phase -

especially in Latin America - vas thus not primarily the outcome of a deliberat,, policy; 

as in Europe and the US, but rather the result of changing external circumstances. Arter 

the var, when the international economic order began to nol'll&lise, import-substitution 

became an explicitly formulated industrialisation strategy. The earlier "natural" 

protection of the incipient industry sector vas replaced by tariffs and other ~.mport-

. t" d • 21 ::-estr1c 1ve ences.-

By nov, a large number of DCs have nearly fiJ. ty years of experience in an import­

substitution industrialisation strategr. Tnese experiences have been scrutinised 

in many studies, the most important ones being sponsored by the OECD, RBER and the Kiel 

Institute.11 The picture emerging from these studies is rather unambiguous 

Yeats A.J., "Monopoly Power, Barriers to Competition and the Pattem of Price 
Differentials in Intemational Trade", Journal of Development Economics. June 1978. 

~I All developing countries did not &<'here to an import-substitution strategy at the 
time; some countries had yet to start industrialisation and a selected fe-t1 
followed an export-oriented industrialisation, chiefly Rong Kon~ and, a little 
later, Taiwan, South Korea, Malaysia and Singapore. 

~I Each of these three projects has reported its findings from the countries studied 
in SUJllll&J'iaing and concluding volumes as well as vell as in separate volumes for 
each individual country. The sumnariaing studies are: 

Little I. , et al., Industry and Trade in Some De!elopine; Countries. 
Oxford University Presa, 1971. 

Bhagvati. J .!f •• AnatO!lliY and Consequences ofEch~B~ Control Regimes, !fBER 
Special Studies, Praeger, 1978; 

Kruger A.D., Liber&liHtion Attel!IP'U and Conaeguencet, !fBER Special Studi~a, 
Praee;er, 1978, The Kiel Institute Study ia not yet &vailable. 



Table 3(1): Annual Rates of Change in the Gross Real Domestic Product in the 

Non-socialist T:'lird World, 1900-1976 
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I All DCs 
Latin Asia Middle East Atrica 

America 

Total Per Total Per Total Per Total Per 
Capita Capita Capita Ca'Pita 

1900-1913 2.1 1.2 2.1 1.5 2.2 1.5 . . .. 
1913-1929 1.9 0.9 2.8 1.0 1.3 o.8 . . .. 
1929-1950 2.2 o.6 3.5 1.4 1.1 -0.3 . . .. 
1950-1?60 4.7 2.4 5,2 2.3 4.1 :',0 6.9 4,1 

1960-1970 5,2 2.7 5~4 2.6 4.7 2.3 7,9 4,7 

1970-1976 5.3 2.8 5,7 2.8 4,8 2,4 7,8 4,7 

SOURCES: 'nle Economic Develo111ent of the 'nlird World since 1900, 
Ed, Bairoch, Paul, London, Methuen snd Co., 1975, Table 51 
{ 1900-1950); 
UICTAD Handbook 1972, Table 6.2. (1950-1960); 
UICTAD Handbook 1977, Supplement, Table 6,2. (1960-1976). 

Total Per 
Capita 

.. . . 

.. . . 

.. . ' 
4.5 2,3 

4.7 2,0 

4,1 1.4 
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Allocative e!t'icienc;y. At the heard of the so-call~d infant indlt".. tr) &l"gument for 

protection lies the notion that as the infant grovs up. protection is to be reduced. and 

finally, abolished. Several studies of the level of effective protecti•>n in countries 

that have pursued import-substituting policies for several decades revea:.. the oppositE. 

Effective protection rates in the range of 50 to 100% or the average for DCs manufac­

turing industry are not unusual. The use of labour. capital and other ractors of 

production is about 50 to 100% larger; the efficiency is about tvo-thil'ls to half that 

in the countries supplying the vorld market vith similar goods. 

The high costs of production are not only due to economic inefficiency. Many 

studies shov a comparatively lov level of utilisation of installed capa~ity in the DCs' 

protected industries. Critics attribute this to the balance of paymen::s consequences 

of import-substituting industrialisation. Initially. import demands .u-e lovered as some 

or all stages in the produc~ion are undertaken domestically. At this stage the country 

can achieve balance--0f-pqmer.~s equilibrium at a higher exchanp;e rate, Yhich vill 

discourage exports. Furthermore • imports demands of machinery , inteniediate goods and 

industrial primary products tend to grov more rapidly as the industry sector expands. 

To pe;y for these imports. foreign exchange is needed. but intrinsic in the import­

substi tution strategy is a discouragement of exports, especi&lly non-traditional primary 

c0111110dities. Exchange rate overvaluation, and high profitability in the imJYJrt-

competing sectors have discouraged the inflov of capital and talent into prospective 

export-oriented industries.!/ In the import-substituting sect~rs. costs have been far 

too high to permit exportation. at least vithout subsidies. 

Graving import demand combined vith stagnating exports are aot to produce balance 

of pa.vment problenas especially vhen l) imports are almost exclusively essentials for 

vhich (derived) demand is very price inelastic. 'lDd 2) exports are primary collllllOdities 

for vhich foreign demand and domestic supply are inelastic in the short run. In such 

situations, it m.iy be that devaluations as balance of payments correcting instruments 

become almost ueless. What remains is to reduce imports through :iuotas and licences, 

a practice :'~lloved by most of the import-substituting DCs. 

A problem in allocating scarce foreign exchange through licenses and quotas is 

choosing betveen imports of necessa:-y primary imports, spare partiJ and intermediary 

goods to supply already installed operations and machinery i~ports to ~xpand production 

capacity. Many countries• clear bias for the latter exi:lains the estim&ted lov 

capacity utilisation. In some coun~ries, unutilised capacity has even been the 

criterion on vhich import licenses have been &lloted, signifying that the:-e is an 

incentive for firms to ii.stall unutilised cape.city in order to get import permits. 

~/ The main analytical and empirical support of this notion i3 provided by zeveral 
so-.:alled market-share analyses, which shov that, to a large extent, the DCs' 
falling share of world trade since the early 1950s is n~t due to an over­
representation in the export of cOllllllOdities for vhich total trade has developed 
unfavourably. Rot a neglie:ible part of t!ie f'llling overall share is explained 
by the fact that DCs have lost their market share for a n:.uaber of individual 
good& and cOlllllOdities, dgnitying that there baye been prob.Leu on the supply side. 
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Import-substitution policies in DCs have been considered 

conducive to savings and investments through regressive income distribution. Protection 

or the capita.1-intensive sector in a labour-abundant country transfers income tova.rds 

capital. The higher returns to capital encoursges more investment; enhanced capital 

incomes providE the capita.lists vith means to invest. 

The available studies of income distribution in countries pursuing import-substituting 

industria.lisation suggest a very unever. dit11tribution or incomes. and in many instances. 

regression. But there is little evidence that regressive distribution has promoted 
. 1/ savings.--

iap]ri~a.l evidence does not support a positive effect of enforced import-substitution 

on savings. rather the opposite. The most straight-torvard explanation• is th~t the high 

income earners • vhose incomes vere supported. did not have the expected marginal s~vings 
"t 2/ propensi y. -

~e Technologica.l Capacity. Perhaps the oldest ar1ument tor protection in DC 

countries is the so-ca.lled infant industry argument. In this perspective. short-nm 

a.llocation losses can be viewed as investments in creating a technological base t!iat vill 

provide long-run returns. Unrortunately. little empirical vork on hov vell the im:port­

substituting industrialising countries have managed to break their "technologice.l 

dependence" on the Horth by building a domestic industrial R+D capacity. The little 

evidence th~re is, however, suggests that the success baa been scant, it any. 

Growth. F.mpirica.l studies primarily in Latin AaericaY suggest that import 

substitution strategies have not been very successful on tour important grcvth-decisive 

components: 1) allocating and utilising resources efficiently; 2) stillUlating exports; 

3) enhancing savings and 4) fostering the: J.evelopment of industria.l R+D capabilities. 

One. therefore. vould expect ttat growth rates tor the DCs. most of vhich have followed 

invard-oriented stratee:ies , have been slov during this period; evidence indicates the 

opposite. 

For the DCs cs a vhole. growth during the import-substitution era - the 1950s and 

1960s - has not been lov compared to DC growth rates for earlier periods or to the 

growth the DMECs achieved in their early stages ot development. (TaLle 3 (1)) It is 

a.lso vell at par vith the growth rates experienced by the DMECs during the same time, 

although it hu been slightly lover in per capita tel'ID9. 

Uni1:e~ Nations, ~!!_!fe&_!l~nt _ _pJ_t_!1.!_ De~±p~t_ Effort, lev Yor>' 1970. 

See Corden W .M. • "Protection and Grovtl1" in Di Marco (ed. ) International Economics 
~d De'V_!~~!., Nev York 1972. --

Herrera, A., "Social Detenrl nants of Science in Latin America'', Journal of 
Qeyelopment ~dies 9 ( 1972) • 



Growth rates na-- differed markedly among the Des, hoveftr. The countries vith 

the initially lowest income leftl, especially the populous romitries in Asia and m1n7 

of the saal.l ones in Atrica, haft generally shoved the lowest growth rates, signif'Ting 

a gap within the 'l'hi.rd World. Allong the rapid graving countries are the oil-exporting 

counti-ies in the Middle Eaat, vho haft started to industrialise only in recent years. 

The fn countries that hatt followed a consistent export-oriented indwrtrialisation 

strat~a. i.e. Bong ICong, Singapore, Taiwan and South Irorea, also are aaong the 

countries shoring high growth rates. It is important to note that countries like 

Bruil and Mexico ha'ft grown rapidly thrcmgh strictly invard-oriented Post-var indus­

trialisation, but other cmmtries, vi th ciailar basic features ....id using roughly the same 

invard-oriented policies, e.g. Argentina, haft been notably less succeBSf'ul. 

'l'he diftrgent experiences a.mg COU&tries following the invard-looking strategy 

haft not been studied Te'f'Y caref'ully: f~ well-founded explanations are aT&ilable. 

Tvo illportant conclusions mq be dravn, bcMeftr. 'l'be first is that in'VIU"d-oriented 

industrialisation Policies are compatible vith - alth~ not necessary for - rapid 

growth, at least for some time (an~ when s.ilmltaneoua equalisation of incomes is not e. 

prerequisite). Second, the diftrgent experiences s~st that tht:re are factors other 

than the ones usually focussed on - static allocation, export perfonumce. sarings 

rates and R+D - that haft a significant influence on growth lmCllg countries folloving 

import-substitution stratf'gies; these factors hatt not been identified and studied in 

the economic li tl'!rature at large. 

l.lespi te the rathf'r fawurable growth record of aany of the Des pursuing invard­

oriented Policies, hoveTer, llOSt of thl'!se countri~s haft, .,re or leBS Taliantl7 and 

successfully, tried to re-direct their economies in a .,re outward-oriented fashion. 

There see to be at least three reasons for such a change in policy. 1) there are 

phues in import substitution; by nov, the euf ones haft been completed. 2) although 

grovth has been high in many countries. import substitution has not had equally faYOurable 

consequences in the creation or emploYJ1ent and on income distribution, two closely 

related questions. 3) the perfonumce of Des folloring an outward-oriented indus­

trialisation policy has been iapressi ve indeed, not only in te?'llS o·r growth, but also 

vi th respect to the distributional aspects of dettlopment. 

Easy n. Difficult Stages. The easy n. difficult stages in import substitution 

have long been recognhed. First there are the afore .... ntioneci ucro-econoaic, balance 

of p~nts-related prc.bleu. At tbe initial stage, both imports and exports are 

discouraged, but the long-run iapact of increasing imports but not exports, causes seven 

balance of p~nts constraints on deftlopment. On the micro-economic level there also 

seem to be phases of an increasingly problematic wiature. 
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In aost instances, the process is initiated by the sub~titution or the last stage 

or production for imports or final goods. i.e. the assembly or parts is transf'erred to 

the importing countey. Tbe next step is usually aomestic production or certain inputs 

and components, the number and complexity or vhich increases oTer time. The final step 

is taken vhen the capital gocds are also produced da11estically. 'lbere are seTeral 

reasons to think that tbes~ steps are increasingly more difficult to conduct eff'icientl.y 

in DCs. 

First, the assembly or part~ is usually a rather labour-intensive process requiring 

little or technology and stills. lbe production or capital goods, on the other band, 

is probably in general both a capital- and a technology-/stil~-intensiTe activity. Tbis 

vould aean that. as the import-substitution process ewlves. '"-he !ltructure or the indus­

tey sector is remoTed fur':.her from the p11-ttern renecting the DCs' comparati-re advantage. 

At least this is so, vben the: development or technical tnovledge and stills does not 

proceed aa rut as the restructuring er the indwtey sector. 

Secondly, one bas to consider economies or scale. For a given YOl\llle or final 

goods, deriTed 4emand for inputs tend to be smaller the farther back in the production 

chain one goes. To some extent, frapentation tendency is cot.:.terbalanced by the 

demand for certain inputs deriving from several final-good industries. Considering, 

however, the limited size or the overall market in many DCs, the scale or production 

must baTe been very lov in the latest-stage processes in relation to the most-erricient­

size output. In some instances, it is also like!y that economies or scale become mo::-e 

pronounced farther back in the production process. Technological improvement has also 

mean that economies or scale in most activities haTe grovn in the last ft!V decades. It 

is quite conceh·able that the most-e~ricient size or output has grown at a raster pace 

than has actual productfon in many lines or production in several inward-oriented DCs. 

Tbill would signity an increasing!y graving comparative disadT&Dtage in scale-intensive 

activities for these countries. 

&aplo;rment and Income Distribution. While the grovth achh vements or many DCs 

following an inward-oriented industrialisation strategy is impressiYe. the emplo111ent 

and income-distribution records are not. In the import-substitution era, nry rev 

jobs have been created in the non-artisan manufacturing sector. And towards the late 

1960s, unemployment (open IUld disguised) became the llOSt dilturbing feature Of denlop­

ment. The Latin American situation is illustrati n in this respect (Table 3 ( 2)) . 

Tbe share or the labour force employed in the aanufacturing industey h very lov. 

(In addition, the share or tbe adult populatioc defined to belong to the labour force 

is Tel'Y' 11Uch saaller than in tbe DMECs.) Tbe 110•t disappointing feature is tbat the 

share empl07ed in aanuracturing hu not grown onr ti•: on the contrary, it declined 

bet.ween 1950 and 1970, the her~· or import-substitution in Latin America. 



Table 3 (2): The Share or the Lfo.bour For~~p_l~yed i!l_ !-!1~ !'(_~uracturing Industry 

in Latin America, Selected Years (Percentage) 

Sc!ven largest countries 

All Latin .America 

1925 

15.0 

14.4 

Sources: Griffin 1969; Turnh- 1971; Moravetz 1974. 

17.0 

14.o 

19JQ 

17.0 

13.8 

The linb DIOllg illport-substitution, industrialisation and lov labour absorption 

are quite straightforward. Protection is given to the capital- and skill-intensive 

sel'tors. Thia is the basic objective of the whole strategy. The short-run, static 

effect or the re-orientation is less demmd for labour, especially the un- and lov-skilled. 

The intended long-run outccme, on the other band, is raster grovth and, thus, higb~r 

rates ot labour absorption into wage emploJlleDt. ln countries , however. vhere the 

labour force grova by 2.5-3S per llDDua, and where the labour-absorption elasticity 

(i.e. the inct"e8ental labour/output ratio) is about 0.3 in the protected manufacturing 

sector, expansion or output bu to be rapid indeed, it this sector is to increase its 

share or the labour force. In 908t, it not in all, countries output grovth has failed 

to reach the requested le-tels • 

Protection or the capit&l-intensiTe sectors may also discourage employment th.t"ough 

its effect on relatiTe factor prices in a non-perfect econom,y, In many Des, the import­

substi tution promoting tariff (end non-ta.-iff) S'l.ructure is cascaded, That means 

that the final steps or production are beaTil,y protected while capital goods are alloved 

in tree ot i.aport cbll!'IH (but often a licenr.e is required) in order to boost invest111ent. 

With ovenal.J,ted exchange rates, dut7-f'r'ee iaportation or capital goods stimulates the 

application or capit&l-intenahe production techniques. In countries vhere very 

selecthe labour unionisatior. bu taken place, labour costs in the protected large­

plent 11&Dufacturing sector have tar exceeded the rest of the econOlllY, aggravating 

the incentive tor using labour-saTing techniques. Econometric studies suggest a rather 

lov eluticit:r or substitution, however, in llOdern aanuf"-Cturing industries. rr this 

conclusion is accepted, the industry-coaposition factor probably explains more than the 

use or lai>our-saTing production techniques in respective sectors when it comes to 

weighing the reasons for the lov labour absorption in the "modern", inward-oriented 

11&Dufacturing sector in the Des. 

The other side of the coin is the effects on income distribution. The hi~ capital-

intensity ot the protected ll&DUfacturing industries has not only mean lov labour absor­

ption, but also high capital incomes end relatively high vages tor the selected rev 

eaployed in this sector. Studies of income distribution in co1•ntries like Brazil and 

Mexico at the heigbt or the i11POrt-substitution phase, reveal much higher concent.ration 
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have obviously become more unequally distributed over time. The expectation held by 

some that the incomes ~nerated in the high!y protected sef011ents of the economy should. 

at. a lab..ur stage. trickle dovn to tt.e rest of the economy. has yet to materialise. 

In swmnary, ~ can cooclude the realisation that later stages of import-substitution 

industrialisation are considerably more difficult to pursue efficiently than the earlier 

ones is undoubtedly cne of the main reasons vhy many DCs have tried to change their trade 

and industrialisation policies towards a more outward-oriented outlook in the 1970s. 

The second major reason probably is the insight that continued reliance on far-reaching 

import substitution is not competible vith a degree of labour absorption and an income 

distribution that is politically sustainable or warranted. A third major reason vhy so 

many countries dared undertake a re-orientation was possibly the example set by the rev 

OCs that did Choose an export-oriented strategy very early in their atteapts to indus-

trialise. The experience from these countries are s1111111&rised in the following section. 

Arter World Var II, most DCs had experienced two decades of e~reme c:ifticulties 

for their traditional exports, and set out on a more or less naturally protected imrort­

substitution industrialisation. ~he alternative or an outward-looking industrialisation 

strategy was hardly considered at the time. As discussed ln the economic literature, 

it was viewed vith pessimism. On the supply side the DCs faced formidable obstacles to 

attaining a minimum level on efficiency. On the demand side, wt favourable commercial 

po~icies in the rich cowitries were insurmountable.!/ Iii fact, in the Third World, only 

one cowitry/territory can be identified as having pursued an outward-oriented path all 

the way in the post-var era: Hong Kong. 

Today, only a handful of DCs t'ollov a truly free-trade indus·i;rialisation path: 

Hong Kong, Taiwan, South Korea, Singapore and, to a lesser extent, Malaysia. Onl~- in 

these DCs, is there an almost coinplete absence of tariffs and other barriers to 

imports, free capital movements and the other prerequisites usually essociated with 

"t'rf.e trade". 

The other so-called NICs21 differ in two respects from the truly exnort-orienterl 

cowitries }J First, they have pursued import-substitJtion much f'.irther than have 

Taiwan. South Korea and Sin,,apore. Second, the outward reorientation ha~ been partial 

1/ 

?/ 

'}I 

er. Nurkse R( . , ,uil_i:!>_rj.~- ~~- Y!~~~- ~-.!h~--W~rl~--E~~!l_~-, G. Harberler and 
R.M. Stern ed~. , Cambridge, Mass. 19ol. 

The cowitries considered NICs vary from source to source, but include usually the 
following: Brazil, Mexico, Colombia and Argentina in Latin America: Philippines, 
India and Pakistan in Asia; YugoRlavia, Greece, Spain and Turkey in Europe: 
and Tunisia in Africa. 

'l'her" are also a number of other countries that have adhered to the exportation 
or manut'actu~s rror so-called free trade zones, vhich are usually not linked to 
the rest or the e~~nOlllY. 
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Table 3(3): Annual Average Growth Rates or Total GDP at Market Prices for the 

Top Ten Co·..m.tries, lQ6o-1976 

1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

Co\Dltrr 

Libyan Arab Republic 

Botswana 

Gabon 

Rong Kong 

Saudi Arabia 

Republic or !Corea 

Iran 

Singapore 

Tai van 

RelDlion 

(Percentage) 

Average for Hong Kong, Republic or Korea, 
Singapore and Taivan 

Average for all Des 

1960-1976 

17.6 

11.2 

10.8 

10.7 

9.9 

9.6 

9.4 

9.3 

9.1 

8.4 

9.7 

SOURCE: UICTAD Handbook or Trade and Development Statistics 1977, 
Table 6.2; figures for Taivan OECD Develo}IDent Co-operation Reviev, 
1974 Annex Table 110 (1960-70); Ibid, 1978, Annex Table 113 (1970-76), 
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and gradu&l, an<i nas not yet arrected the structure of their economies much. The 

experience on an export-oriented industrialisation strategy proper in the Third World 

is thus restricted to very fev countries. but comp~d to almost any other country they 

shov outstanding records or growth. 

Grovth. Looking at grovth of GDP rates from 1960, Taivan, South Korea, Singapore 

and Hong Kong are among the Des having gro~~h rates almost tvice that of the average 

Third World co\Ultry. Only a rev oil-exporting countries and Botsvana shov higher 

figures (Table 3 (3)). 

Studies of export and grovth of .;nP among Des in general all shov a positive 

association, although it is always difficult to establish unambiguous lines of cor-

relatior;. Nevertheless, one study found a highly significant positive correlation 

between the rate of ~ in exports as a share of national prodt•ct and the change in 

per capita product for 41 developing countries over the period 1950 to 1973.~/ Tvo 

other studies investigated the elationship between grovth of export earnings and of 

GKP vi th a similar result for a similfU" set of countrie!. _'?/ Yet another study, 

prepared fo-;:- Industry 2000 - Kev Pe~c~!~!.· revealed a highly positive correlation 

betveen expansion of exports and of manufacturing output)/ While all the hitherto 

referred to studies use a rather simplistic way of establishing the correlation (simple 

regression analysis), also a study of a more selected numbe::- of countries, using a 

fully specified model, found the same correlation between grovth of exports and total 

prodact}/ 

Kone of the authors of the various studies goea as far H to say that rapidly 

growing export earnings is a sufficient condition for overall growth and development: 

it might not even be a necessary one. but the experience of the DCs in the past rev 
decades suggests that expanding < xports certainly helps in fostering grovtb. Trade 

may not be the engine of grovth, but certainly helps in fostering growth. Trade may 

not be the engine of grovtil, but certainly a "handmaiden", as so succinctly put by 

Prof. Kravis .2./ This is to say that grovth is only triggered by export expansion 

if other supplementary grovth stimuli are there. 

?I 

~I 

'?__/ 

Micbaely M., "Exports and Grovth: An !apirical Investigation", Journal of 
Development Economics, (March 1977), pp. 44-53. 
Cohen B. , "Relati 'i-""e Effect• of Foreign Capital and Larger Exports on Economic 
Development", Rertey of Economics and $tatiatics, Mey 1966, pp. 281-264. 
!aery R .F., "The Relation of Exports and Economic Grovth", Kyklos, Faac. 2, 1967, 
pp. 470-466 . 

~dall,Prospects for Further Industrialisation of De!veloping Countries Through 
Exports of Manufactures, (in this volume). 

B&l.aHa B., "Exports and Economic Grovt.h: Further Evidence". Journal of 
DeTClopment Economics 5, 1978, pp. 181-189. 

Krarts I., "Trade as a 'Handmaiden of Grovth: Similarities b"tveen the Nine­
teenth and Twentieth Centuries", Economic Journal, 60, December 1970, pp. 850-872. 



4.1 Supp1z and Desand Restraints 

E'n!r since the early 1950s, th~re has been a ride-spread pessimism aiong DCs of 

the potentials for expanding and diversifying their exports of manufactured p:oods. 

On the supply side, lack of maaufacturi ng experience. low-skilled labour forces, 

technologica.l insufficiency, all have been quoted as obstacles for rapid expansion of 

manufactured goods. On the demand side, the DMECs' coanercial policies discriminate 

against DCs on a !!cale that unavoidably vo~d stifie their efforts even if the supply 

problems could be overcome. 

4.2 'l'be Suppg Side 

'l'be hindrances on the supply side are conveniently divided into what might be 

called structural and policy-induced restraints. 

Structural Restraints . 'l'be unfavourable developments of the 'CCs overall exports 

during the !950s and 1960s, manifested in a rapidly falling share of world trade. has 

been shown to derive to a large ert.ent from a "structural" bias in their trade. That 

is, vorld trade in the natural-resource and unskilled labour-intensive goods in vhich 

the DCs have their comparative advantage, tend to expand less· rapidly than trade in 

general. Even if the DCs have managed to hold their share of vorld trade for individual 

commodities {vhich they have not in several cases), their share of total vorld trade 

vould fall. At first sight, it ~ay seem plausible that the same type of structural 

bias applies to the DCs' manufactured exports. In other vords, that world demand for 

textiles and other labour-intensive m&nl!factures, in vhich DCs have their relative 

advantage , grows more slovly than demand for all manufactures. 

A look at the facts does not corroborate this hypothesis, hovever. Table 4 (1) 

depicts growth 'Jf t:ne DMECs import of manufactured goods, by "dynamic class", i.e. the 

422 products ha·, e been classified according to hov fast imports have expanded. Grouped 

into five classes, number 1 comprises the fastest groving products. Columns A and B 

respectively give an index of the increase in imp"Jrts of the various product groups 

internationally and specifically from DCs. The C colU11:11 shovs the ratio of B over C. 

As can be seen from column C, the imports 'Jf all manufactured p;oods from DCs 

increased 1.5 times faster than from the vorld l\S a vhole. The ratio, hovever, for the 

two most dynamic product groups is at par vith, or even larger than, the averap;e, 

eigni tying that the demand for products in which DCs seem to have a comparative advan­

tage has :'t'Ovn especially rapidly. The notion that there should be an unfavourable 

structural bias on the supply side against DC manufactured exports ift thus not vindi­

eatad by the facts. 
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Table 4(1): Imports of Manufact~ed Products into Developed Market-econom;y Countries 

~World and from Developing Col.Mtries in 1970 and 1976. 

Classified according to percentaee chan~e between 197C and 1976 of imports 
t"rom vorld • 

Percentage value of trade in Increase in imports 
each class 1970 to 1976 !/ 

Dynamic 
Bo. of 

products DMEC imports I DMEC imports ' class in class :rom vorld . from DC From From 
World DC 

1970 1976 1970 1976 

{A) {B) 

I 85 15.5 22.2 22. 7 32.8 3,9 5.8 

II 85 30.0 35.8 26.2 33.5 3.1 5.1 

III 85 18.3 17.5 16.1 15.0 2.6 3.8 

rv 8'4 19.1 15.9 13.8 9,7 2.3 2.8 

v 83 11.1 10.6 21.2 9.0 1.1 1.7 

Total '422 100.0 100.0 100,0 100.0 I 2.7 '4.o 

I 

SOURCE: Special tabulations by the URCTAD secretariat, 

!/ Import value in 1976 as a multiple of import value in 1970. 

b 
{ 

I 

Ratio 
etveen 
B} and 

. 

{A) 

{C) 

1.5 

1.7 

1.4 

1.2 

1.0 

1.5 
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Po.i..icy.:-_I_n_d~ce~~-es~ra_i!1~.!· In assessing non-structural supply restrain!s. one has 

to differentiate betveen those following from Policy and those that are, supposedly. 

inherent in underdevelopment and 1or the basic structure of individual countr.:.es. As set 

out in the previous chapter. the impart-substi · ·1tir-; Policies pursued by the vast 

majority of the DCs in the PoSt-war era has not fostered expart:; of manufactures. On 

the contrary. overvalued exchan~ rates in the wake of high protectiol!. expel!sive inputs. 

high prof::tability in the protected iEport-substitution industries, have meant discrimi-

nation against expart-oriented manufacturing activities. 

removed. but only through Policy changes. 

These hindrances can be 

A re-orientation is not easily accomplished. The entire price and production 

structures in many countries are often shaped in accordance vith the patte("!l of protec­

tion and bear little resemblance to the vorld market prices and the output mix thEt would 

be compatible vith unrestricted trade. The adjustments needed to orient the manu-

facturing sectors outvards mea:.s drastic redistribution of incomes and as::;ets as vell 

as a closing dovn of many of the inefficient import-competing production units. In 

ordr.r to be Politically fe .ible, such char.ges often have to take place over a period 

cf time. Most cour;tries that have recently started 'o re-orient their economies have 

dC'r.~ so in a rather partial and gradual fashion. 

In many of these countries. the rapid expansion of manufactured exports has not 

been made Possible through very systematic and far-reaching reforms of the imPort-

substitution structure. Rather, the jevices protecting the import-competing branches/ 

firms have been left very much intact; exports have been made possH.le through various 

subsidies and partial liberations for imPorted inputs. Brazil and Argentina are 

examples of this partial an., limited re-orientatior ,Y but almost every country in 

Latin America h&i rel&Xed its imPort-substitution orientation to some extent.$! This 

also applies to many countries in Asia, but to a lesser extent in Africa. 

In sU11111ary, ~he policy-created obstacles on the supply side in many Des are often 

both many and difficult to overcome without drastic policy changes, or, as has been the 

case in many countries, h~avy subsidising of manufactured exports. It is important. 

however. to recognise ttat many of the difficulties some DCs may experience in expanding 

their exports of manufactures do not stem from inherent inelasticities embedded in under­

developed economies, but are the consequences of policies detrimental to the c~use of 

developing an export-oriented industry sector. 

A discussion of the Brazilian example is provided in Tyler, W .G. , "Brazilian 
IndtUtrialisation and Industrial Policies: A Survey", World Develoement 4, 
Oct.- lov. 1976, pp. 863-82. 
Analyses of the "pe.st-import-substitution" phase in the various Latin American 
countries are presented in a ... pecial issue of World Development 5, .:~.-Feb. 1977. 



Table 4(2): Growth of the Value of Exports and Imports in Selected Developing Countries 

(average annual growth ratLs) 
I I 

KoreaH--;;;:, .. · ~--;;v.apo~e ·r ~aiv~ Argentina Brazil Chile Colombia India Israel 
- -

Traditional primary 
products 

1953-60 0.7 -5.3 4.3 -4.5 2.4 16,8 -17 .5 -0.3 - -3.2 
1S60-66 6,7 2,0 9,5 -0.5 0,3 15.2 26,5 3,8 - 8.o 
1966-73 -6.9 7.6 5.1 6,5 0.2 16,7 16.9 l. 7 - 1.2 

1 •on-traditional 
prillary products 

1953-60 -3.4 5.4 -~.6 11.9 I 5,6 47.0 7.1 12,2 n.a. 12.7 
1960-66 3.6 9.6 11. 3 5,9 9,2 . 16,8 22.5 10.3 29.5 36. 5 
1966-73 14.o 26,5 7.6 25.5 10,4 16,9 35.5 6.3 19.5 25.0 

Priaary products 
together 

1953-60 0.2 -~.l 2.5 -3.5 3.7 20,5 -5.4 3,8 n.a. -1,2 
1960-66 6.3 ,7 9.7 0,3 4,5 15.5 24,o 6,9 29.3 17.3 
1966-73 7.8 17.0 5,5 10.7 6,5 16,8 26,0 4,3 19.5 17,0 

Ot vhicb. agricul-
tunt.l. goods 
1953-6<> 0,2 -3.5 -9.0 -4.6 3.9 16,3 -3.2 5,4 n,a. -2,1 
1960-66 6,2 4.5 22,5 1,0 3.7 9.5 25.2 7,7 2,9 15.6 
1965-73 7.9 16,7 2,7 11.1 9.5 11.7 29.5 5.7 19.2 16,3 

Manufactured ~els 

1953-60 -11.7 9.9 3.2 - 1.3 18,o 14 .o 5,6 n,a, 29,5 
1960-66 14.6 27,5 15.6 35,0 6,7 15.3 80.0 12, I 24,5 36,5 
1966-73 33.5 38.5 - 27,5 7,7 

' 
17.5 50,0 20,0 42,0 47.0 

I 

..-----·-
Yugoslavia 
~----··--

11.6 
12.5 

19.6 
2.3 

11.1 

12,4 
5,7 
9,d 

14,5 
6,7 
9,8 

:!8,0 
:!1.5 
:.4.9 

i 
w 
w 
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Table 4(2) Contd. 

. 
Argentina Brazil Chile Colombia India 

Total exports 

1955-60 -0.6 -2.8 2.6 -3.4 I 2.6 
196<>-66 6.7 5.4 10,1 1. 5 5.5 
1966-13 10.8 19.9 5.3 12.7 1.0 

Total import• 

1953-60 6.7 1.5 5.9 -3.6 9.8 
l96o-66 -1.8 o.4 6.9 3.7 5.4 
1966-73 10.3 24.5 5,7 6,7 -0.3 

Purchuing power ot 
export a !! 
1960-66 4.o 4,0 8.8 0,2 4,2 
1966-73 4.9 13.5 -o.6 6,7 1.2 

SOURCE: Rational and International Trade Statistics 

.. -- ... - -· 
Israel Korea ~ 

19.6 -3.2 
15.3 40,0 
17,0 44,o 

8,5 -
8,8 13,0 

2f',0 29,0 

13.0 38,0 
10,2 36,5 

-

----- --· ... __.. -

exico I Singapore I Taiwan I YU1-~oslavia 

3.9 
7,8 
8.1 

5,6 
6,9 

14,5 

6.5 
2,3 

n.a. 
28,5 
28,5 

n,a, 
8,o 

25.5 

26,5 
21.5 

2.2 
23.5 
35.5 

6,2 
13,1 
29.5 

22,5 
""'3. 5 

17.2 
13.6 
~ 3.8 

11.1 
11. 3 
17.2 

12.9 
7,7 

---------· ·-···-- ---· 

!/ Export Tal.uea deflated by the unit value index tor the aanutactured goods export.a ot developed countries, 

·u 
t 
"' 
'#-
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Export lncentiTea and Export Pertoniance. '!'he association between export prcmotion 

and export perforwance bu been studied in tvo different vays: 1) regression analysis; 

2) siaple comparison between countries. '!'he moet comprehenaiTe econcmetrical test seem 

to be the one UDdertaken by the !Ciel Institute Study; results are aTailable tor tvelTe 

COUDtries. !/ '!'he authors of the paper belieTe their results "JJroTide prime tacie erldence 

that econocic Policy ill ettectiTe in stillulating export growth"}.! '!'his is perhaps a 

somevbat strong conclusion, but it is reassuring that the coUDtries that no doubt ha-.e 

been llC.'St consiste1'\t in prcmoting exports, Iorea and Taivan, shov highly significant 

positiYe Talues. But this result also applies to a co1Dltry like Turkey. vbe?"e ~xp>rt-

promotion has been both Yery lilli ted and hesitant • Bove-.er. eYen in c01mtries vbich haTe 

yet to abolish llOllt or their protection of the iaport-competing industries • export pro­

motion super-imposed onto the old structure. has had its ettect, i.e. in Mexico, Brazil 

and Spain. 

'!'he simple regression aodel used in the test cited is too crude to permit singling 

out vbat kind or prcmotion Policies haYe been most ettecti Ye. Supple11entary tests, 

hove-.er. shov a PositiTe resPoD&e of .anutactured exports to exchange rate depreciation. 

one ot the a priori iaportat instruments to roster export exP&DSion. 14ore elaborate 

and detailed econometrical tests are difficult to apply for a DU11ber or reasons. In 

many instances, sneral eXPort promotion Policies are introduced sillultaneously and llllDY 

are :"ntangible and dety quantification, e.g. the leS11ening of the red tape.Y Other 

pro".1.l.em include the shortness of available time series • the existence ot various lagged 

effects, and lack ot information on changes in incenti-.es to import substitution that 

provides an alternative to eXPorts.~/ '!'here is also the problem to sort out l;be delllllld­

side induced infiuences OD the expansion Of exports .'2.f 

A simple comparison between coUDtries is a crude but supplementary vay of asse1111ing 

the effectiveness of various eXPort promotion Policies. Table 4 (2) prorldes infor­

mation on export and illPort performance of selected countries for different time periods.~ 
The first obserYation is the outstanding export-of-manufactured-goods performance in the 

1966-1913 period of the countries that have gone "all the vay" in export-orientation: 

Taiwan, Korea and SingaPore. This is in sharp contrast vith the sluggish performance 

in the countries that at the time had not P\lr&ued export-promotion, Chile and India. 

The table also indicates marked effects in resPonse to the svitchovers in Columbia (1959). 
Brazil (1964-66) and Argentina (1968). but less so for Mexico (n.d.) It is also notable 

that the E:xpansion of manuractured exports has not been at the expense of non-traditional 

primary products in almost any of the succeBBful countries. (Traditional primary 

products , on the other hand. show a low growth rate in but a few countries . 

Donges, J. and Riedel, J .• "The Expansion of Manufactured Exports in Deftloping 
Countries: An F.apirical Asses>ment of Supply and Demand Issues". Weltvirtschatt­
lich~ ArchiY. Bend 113. 

Donges, J. and Riedel, J., QP_.cit. p. 63. 

~id. 

Balassa. B •• ~.cit .• p. 33. 

Young, Y. , ·t:atimation of the Manufactured Export Supply Function from Deftloping 
Countries", Weltvirtschattliches Archiv. Hett 3, 1918, pp. 516. 
Balusa , B. , ~r.. cit • 
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il.3 The Demand Side 

To the deTeloping countries that have begun to export manufac~ured goods or intend 

to do ao, 8-.!ftral characteristics or the marke~ racing them are or paramount interest: 

first ot all, size; second, growth. 

Size ot Market. In the Jlid-1910a, the Dea share of the world market tor all 

111111ufactured good2 vu about TS. The share hu grown rapidly since th~ lllid-1960s, but 

ia at ill ftl'7 nall. (Cf. Table 4 ( 3) ) . The lov share auggeata that there ia plenty 

ot room tor expansion of DC exports. Even in a historical perspective, the DCs' market 

poai tion seem tawurable. The second-generation industrialised countries , e . g. Germar.y , 

the US, France and Scandinaria faced a much smaller market , both in absolute terms and 

in relation to their output capacity, than do the DCs today. Post - World Var II 

aarketa haft also expanded about twice as fast per annum as in the nineteenth century}../ 

'l'he expected tuture growth rate ia discussed in the aubaequ~nt section. 

Focussing on indiridual it'!llll, one finds, ot course, higher DC aarket shares as 

ot todq, especially tor the traditional DC lllUlufacturea, such as textiles and clothing, 

but also in nev products, e.g. electronics. Even in these fields, however, it is only 

in select'd items on a lov le-.el of aggregation that one finds a high DC share. 

Moreo"ter, textiles and clothing tend to becOllle increasingly leas important in overall 

DC manufactured exports_ 

In asseaaing the order or magnitude of the market proper facing the DCa, vorld 

trade ia not alvqa the moat relevant measure. A better indication is sometimes 

prorided by the Dea' share or total consumption in the importing countries. Table 4 ( 4) 

reyeala that the DC share in conauaption or the lllJJor categori~• or manufactures ia 

excHdingly aall in their chief markets • Even tor such hitherto imPortant items as 

textiles and clothing, the silare ia not even 10%. 

it is ~vo per cent~. 

Overall, for all manufactures, 

Acceaa impedimenta apart ( anal1'aed in section 4 • 4 below) , it al!ei.'s that market 

opportunities are extremely great tor the Des. 

Growth ot Marttet. Considering the ncs lov share or the world market tor manu-

factured goods, the question or the tuture growth or this market liq seem to be or 

secondary iaportance. There ia reason, hoveTer, to bt:lieve tltat it ii euier tor 

nevco.era to capture incremental shares of an expanding market than it is to seize 

share• of en &lreadJ eatabliahed ll&rltet. The llain reason is, of course, that seizing 

share• in existing ll&rlteta often •anl trade diversion rather than trade creation, 

signit)-ing a contraction or dcneatic production in iaporting countries. This in 

tuna otten leada to, u ve han vitneaaed for decades nov, the imposition ot trade 

barriers. The growth ot the urket facing the DCa therefore ia of significance. 

!/ ICraria , I. , !!i.· cit. pp. 860-864 • 
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Table li(3): Selected Indicators of DC Exports of Manufsctured Goods in 1913-1975 

{Per Cent) 

1913 1928 1937 1955 ~960 1965 1970 1975 

DC Share of World Export 
of Manu!acturers 5.3 :) • Ii 9.5 Ii. 3 li.2 4.5 5,3 6.6 

Share of Manufactures 
in DC Exports 

All Exports 8,6 13.2 11.6 12.Q llJ.3 17.6 22.9 20,6 
Kon-fuel Exports 11.2 19.9 25.6 34.8 50.6 

SOURCES: Yates 1959, Qp_. cit., and UlfCTAD Handbook, various -issllf!s. 



Table b(b): Imports from DCs as Percentege ~~ :":.;;::::-;::-.~ '".ons'IB'Dtion in ti.e EEC,_ UI(, US 

and Japan by COlmOdity Groups: in 1973-7li. 

1 Agriculture 19.5 

2 Fuels (crude) 50.7 

3 Mining and Quarrying 21'.1 

la Food, BeTerage and Tobacco 2 .la 

5 Textiles 3.6 

6 Cloth ill@' 6.o 

1 Wood Proc!uct•, Papers •·'l Printing 0.9 

6 Rubber 0.2 

9 Olellical.• 1.8 

10 Petrolewa md Coal Product• 6.lt 

11 lon-tlet&llic Mineral Product• 2.6 

12 P'e!T0\18 and Jlon-terrous Metal• 1'.o 

13 'l'ran8port Equipment 0.2 

lit Machinery and Other Manutacturn 1.0 

Primary Products 19.5 

Manutact U1"e8 2.0 

Grand Total 5.3 

SOURCE: UIC'l'AD Ranc!book 1976, Table 7.1 
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There exists by nov a large number of projections for the world economY and world 

trade. 1'o attempt vill be made to review these in the present context. However. ~ 

brief ~ntion vill be ma.de of the so-calle~ 'scenario X' of the UN study on the future 

of the vorld economy by V. Leontier.!1 In the 'scenario X' the developing countries' 

shlln'! of world manufacturing output is expect~d to rise to 18% by the year 2000. The 

corresponding trade shares for manufactured goods broken down into light industry and 

-chinery and equipent is shown in Table 4 (5). It can be seen the share of the 

developing countries in world exports of machinery and equipment is expected to remain 

at a 'ftl'Y lov !.eTel • 

.Another projection made by the Secretariat of the OECD Interrutures project and 

taken as the beaic scenario for that project shovs the aarket shares of developin~ 

countries in manufacturing going up only slightly from 9% in 1975 tc somewhat oTer loJ 

in the year 2000. The structure of the llOdels used is quite dittereat bat the basic 

e:a:ogenous assumptions • notably about production development • are the sae. It is • 

therefcre, interesting to note that both llOdels generate slaver vorld trade grovth in 

relaticn to world output growth than in recent history. Another ~ feature is that 

historical trends in +l'ade patterns tend to repeat themselves in the future. This is 

not due to the structure of the 11e>dela. Dneloping countries vould remain deficit 

regions eTen vben assumptions of increased import substitution. preferential tuitt 

treatment and improved acceas to IUU'kets in industrialised countries haft been introduced. 

A Trade i'rojection for Industq 2000 - 1lev PerspectiTes 

A special projection of the export passibilities of d,''ftloping countries bu been 

ll&de for Industq 2000 - llev Perfpectins by ProfeHor H. F. ~dall.Y The basic 

bypothesia behind the projection is that exports of unutactures p!'09)te the growth ot 

unutacturing ir&dustry in the exporting country and thereby the general level ot 

economic denloi;.ent, the aYai.lability of skills, the level of real veges and technical 

capacity in tbat country. Tvo different products are identified: (a) L goods which 

are labour-intenshe 1111d require a relatively simple technology; (b) C goods vhieb are 

capital- and skill-intensive and '.Uling 11e>re adTaDee technology).! The proportion ot C 

goods in total unutacturing exports vill increase u the per capital GDP level in the 

country rises. Actual Talues ot this relation have been estimated by econometric 

methods • BJ ulting usvw:ptiODB about the rate ot growth ot per capital GDPs and the 

rate ot O'QVtb ot total vorld trade in 111111utactured goods it is poBSible to llake a 

projection ot the Mure trade pattern. 'l'be assumptions aade are sbovn in Table 4 (6). 
The resulting projection is presented in 'l'able 1' (7). 

y W. Leontiet, et al The Puture ot the World lconcm;r (Ull Sales lo. 1.76.IIA.6) 
2./ B .r. ~dall : "Pro• eta tor rurther Indutrialisation •Jf Dnelo i Countries 

Tbroyb Export• ot MUlutacture• in this TOlme • 

'J./ See T•.ble Ii (6) tor definitions. 



Table li(5): Shares or Regions in World Exports or Manut'actured Goods 

(Percent~ in 1970 prices) 

Region 
Lipt Macbiner:l. 

Year and 
:::ndust17 Equi)9ellt 

Denloped ll&rket economies !./ 1970 75.2 83.9 

2000 69.6 13.2 

Centrally planned economies 1970 1.5 13.0 

2000 9.1 20.2 

Denloping ll&rltet economies 1910 12.8 1.5 

2000 13.8 2.1 

Latin Anerica lno 1.2 0 ·" 
2000 1.9 0.9 

Asia and the Middle East 1910 9.9 1.0 

2000 11.2 1.1 

Atricr. (non-oil) 1910 1. 1 0.1 

2000 0.7 0.1 

SOURCE: V. Leontier et al: '"nle future or the World 'EconOlll1'". 

!/ Ion including 11ediU111-income regions 



Table la(6l: ~-Projection for DeTeloped 14arttet EconOllies in !ear 2i)()O 

Rate of ~h 2000 
197la 191,-2000 EroJection 
data (per cent rr in 191' 

prices ~ 

GDP per capita ($} 5,551 3.o• 11,98li 

Iaports ot M goods ($ billion} 261a 5.5• l,o6o 

Elcports ot M goods ($ billion} 320 5.5• 1,286 

lfet export ot M goods ($ billion} 56 5.5 226 

L/M iaport ratio (J) 38.la la8 

L/M export ratio (J} 31.0 25 

Illporta ot L goods ($ billion} 101 6.li 509 

bports ot L goods ($ billion} 99 li.6 322 

Jlet ~xport ot L goods ( $ billion } -2 -187 

let export ot C goods ($ billion} 58 7.8 li13 

• Exogenous T&rial:les 

SOORC!: ~11: op. cit. Base data t'roa U1' Statistical. Yearbook and 
UllC'l'AD lfudbook ot International. 'l'rade and De"n!lopment Statistics, 
supplement 1977. 

lote: M goods are total mnutactured goods (SI~ 5, 6, 7 and 8 except 67 and 68) 
L goods are labour intenahe goods (SITC 6 + 8 - (67 + 66) 
C good9 are capital. and skill intensiTe good9 (SITC 5 + 7). 
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Table 4(7): Trade Projection for Grouns 1, 2, 

1974 data 

GDP per capita {$) 

Imports of M goods {$ billion) 

Imports of L goods ($ billion) 

Lili. import ratio {%) 
Exports ot M goods {$billion) 

Exports of L goods ($billion) 

L/M export ratio (%) 

Protected rates ot growth 
197--2000 {~r cent ~r annum) 

GDP 

GDP per capita 

Imports ot M goads 

Exports ot M goods 

L/M ratios in 2000 {%) 

Import ratio 

Export ratio 

Protection tor lear 2000 in 
127 prices 

GDP per capita ($) 

Iaports ot M goods ($billion) 

Exports ot M goods ($billion) 

Net export ot M goods {$ billion) 

Imports ot L goods ( $ billion) 

Exports ot L good.II ( $ ~illion) 

!f.-t export ot L good.II ($ billion) 

1'et e:q>ort ot C goods ( $ billion) 

SOORCES 1111d 1'otes as tor Table 4 { 6) • 

!/ The country grouping is the tolloving: 

3 and 4 in Year 2000 !/ 

Group 1 Group 2 Group 3 

187 867 2,047 

23.1 26.Q 50.0 

5.5 6.2 15.3 

23.C 23.0 30.6 

8.3 5.4 41.9 

6.9 3.1 21.4 

83.1 57.4 51.1 

1.0 6.o 5.0 

4.8 3.5 3.3 

12.0 8.0 7.0 

15.0 14.o 8.0 

23 30 37 

75 45 34 

633 2,121 4,761 

440 199 290 

314 163 310 

-126 -36 20 

101 60 107 

236 73 105 

135 13 -2 

-261 -49 22 

GDP/capita, 1974 ($) 

Group 1 
Group 2 
Group 3 
Group 4 

<500 
50C'-1200 

1200-3000 
>3000 

Group 4 

5,557 
264 

101 

38.4 

320 

99 

31.0 

3.75 

3.0 

5.5 

5.5 

48 

25 

11,984 

1,060 

1,286 

226 

5l'9 

322 

-187 
413 

The following predominantly petroleU111-exporting countries have been excluded: 
Bahrain, Brunei, Kuvait, Libya, 1'etherlands Antilles, Saudi Arabia and Trinidad and 
Tobago. Por further details, see tydall: op. ei t. 
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• 
The main results or Lydall 's projections can be s·.1111111&rised e.s follows. The starting 

point is the GDP grovth rates shovn in Table 4 (7). It is then assUlled that the imports 

and exports or total manura~tured goods rill gl'C'V at the same pace in the industrialised 

countries. In the developing countries exports or manufactured goods rill grow faster 

than imports of manufactured goods, and the gap between the growth rates vill be pa.rti­

cular].y great in the m.tddle income countries. By the year 2000 the developing countries 

vill have an export surplus or labour intensive goods or rough].y 150 billion dollars 

over 1974. This vill be more than counter-balanced by a net import of capital-intensive 

goods or rough].y 290 ·oillions of dollars. In 1974 the surplus of labo'.lr-intensive goods 

amounted to 5 billion dollars and the deficit on capital- and skill-intensive goods 

amounted to roughly 50 billion dollars. (All values at 1974 US $) 

The projection descri':>ed aboye uses a somewhat different country grouping than the 

one normally used in UBIDO contexts. As fa clear from Lydall 's paper, there is some 

uncertainty concerning the growth rates in GDP and manufacturing vhich are illplied in his 

trade projections. In a special report annexed to his main paper, llrotessoJt ~dall 

discusses this problem. Arter adequate adjustments it can be f.'een that the aaximum 

manufacturing growth ratea compatible rith the trade projections would be the t'olloving 

for the period 1974-2000: 

Deftloping Countries 8.5% 

Developed Market Economies 4.oS 
Central].y Planned Economies 5.5% 

Under these assumptions the percentage share in the manufacturing output for deftloping 

countries in the year 2000 would be abou'~ 20%. The Lima target vould thus not be 

achieved in this scenario. 

Table 4 (8) gives the full results of the trade projections. It can be seen tram 

the table that the total annual rate or grovth or exports from developing countries could 

amoung to 13% during 1974-2000. Such a rate or increase may seem feasible, given the 

fast grovth in the historical period. However, it must be remembered iat those past 

increases vere achieved from a very small basis. A better understanding or the ertort 

involved is to look at the development ot the share ot the GDP of developed market 

economies spent on imports of manufa,'!tured goods from the developing countries. This 

share amounted to 0 .5% in 1974. The pro.}ections imply that it should rise to about 4% 
in the year 2000. It is quite clear that this vould imp].y a major change in the 

structure or vorld trade. 

General conclusions from _ _!!_!'de_pro~tions. There is no need to repeat in the 

present context the vell-tnovn arguments about the uncertainty - and m.ybe futility - ot 

economic and trade projections in general. The projection exercise is, nevertheleas, 

useful since it forces economists and politicians to couch their various arguments 

in quantitative tel'll8. On a very general level, certain relevant feat urea sea to 
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~le li(B}: Projection of DC Trade in Manufactures in 2001) !./ 
(Values at 197li prices and exchange rates: trade "1Ll.ued f.o.b.) 

197li Data 

DC IJlports ( $ billion) 

Percentage Shares 

DC Exports ($ billion) 

Percentage Shares 

2000 Projection 'g/ 

DC IJlports ( $ billion) 

Percentage Shares 

DC Exports ( $ billion) 

Percentage Shares 

DC 1'et IJlports ( $ billion) 

Iaplicit Ratios lf 

Annual Rate of Grovth of OC Exports 
1974-2000 (%) 

EC Exports as Percent of OC Imports 

Imports from DC Cr .o.b.) as 
percent of area GDP in: 

1974 

2000 

Trading Partners 

11.li 

8li.1 

18.5 

63. 7 

DC 

9.6 
10.li 

9.6 

33.1 

595 230 

61.0 23.6 

3e<> 230 

54.3 32.9 

215 

12.3 13.0 

63.9 100.0 

0.51 

4.05 

CPE 

3.9 

4.2 

0.9 

2.9 

120 

12.3 

60 

8.6 

60 

CPA 

1.2 

1.3 

0.1 

0.3 

30 

3.1 

30 

4.3 

17.5 24.5 

50.0 100.0 

0.09 

1.91 

!.f Manufacturers defined as SITC No. 5 + 6 + 1 + 8 - ( 67 + 68) • 

'g/ For assumptions underlying these projections see text. 

TOTAL 

92.l 

100.0 

29.2 

100.0 

975 

100.0 

700 

100.0 

275 

13.0 

71.8 

The first tvo sets or ratios are derived from data given in the table. The r.DP 
estimates used for the last tvo pairs of ratios are as follows ($billion) 
at 1974 prices): 

1974 
2000 

DMEC CPE 

3,lloo 
9,375 

1,000 
3,141 

The esti111&tes for 2000 are based on the assunrotions that over the period 1974-2000 
GDP in the DMEC vill grov at an average annua... rate of 3. 75 per cent, and GDP in 
the CPE vill grov at an average annual rate or 4. 5 per cent. 



1/ emerge from moat or the projection exercises present!y performed.-

1. '.lilost projections as~ume a slowing dovn in ouput grovth in industrialised 

COWltries, comp~d to the development in the 60s. 

2. Most projections assume that the rt:lationship between trade grovth and output 

growth vill fall over the long run. 

The combined effects or 1. and 2. vill, or course, lead to a strong deceleration in the 

development or vorld trade. It vi 11 also lead to: 

3. Increased competition on the vorld markets for manufactures. 

Persistent balance of payment problems vill force certain developed industrialised 

CO\llltries to try to accelerate their exports. '!be same is true for the socialist 

co\llltries. '!be development of China remains uncertain, but ve cannot exclude the 

possibility that Chinese exports of manufactures vill increase considerably. 

~- '!be slowing dovn or vorld trade and increased competition may lead to protec­

tionist tendencies and artificial trade barriers, particularly in th~ form of open or 

disguised support for domestic industries. 

5. '!be Lima target is not reached in any of the more sophisticated projections. 

6. Even if all projer.tions include very high growth rates for exports or manu­

factures from developing countries there seems to be no :rundamental or underlying 

change in the pattern of vorld trade. By and large the developing countries are 

expected to continue to supply vorld markets vith low-priced labour-intensive consumer 

goods and to be recipients of exports of skill-intensive capital goods from the 

Worth. 

The tendencies mentioned seem to make it essential that the Lima target should be 

suppler.ented by indications of the necessary quantitative evolution or exports of 

manufactures from the developing countries. It is, of course, not possible to define 

a 'trade target' in the same vay as vas done vi th the target for manufacturing output. 

The figures of Table 4 (6) above could, however, be used as indications in such a 

context. Particular reference is made to the share in the GDP of the industrialised 

countries that has to be spent on imports of manufactures from the developing countries. 

Another interesting figure is that for DC exports of manufactures as a percentage of 

imports. In Iqdall's projections this share rises from approximately 24% in 1974 to 64% 

in the year 2000. Since the underlying development does not fully s&tisf)' the Lima 

target it vould, of course, in principle be possible to h~ve somewhat greater &11bitions. 

~/ Apart froa the projections mentioned in the text reference could be made to vork 
within the ECE on an Overall Economic Perspective; Scenario vork done by UJIIDO for the 
industrial development survey, vork vi th the LIDO model vi thin UJIIDO, and for Industry 
2000 - Rev Perspectives, and special calculations. All this is long ter11 projections. 
There is an abundancy of mediua ter11 material available which also seems to confirm all 
the points made in the present context. 
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The developed countries impose a T&riety or barriers to marLet ac~ss for exports 

from developing countries. The present sectiJn contains a systematic assessment of 

trade barriers, past development and the pres.!nt state of affairs, including an opinion 

on the like1Y outcome or ongoing negotiations. F.ach sub-section also outlines policy 

measures which could be taken in order to improTe market access for exports from 

developing countries. 

This section coaprisea tvo subsections . The t'i rat one tre11.ts conventional tu:! rr 
barriers. Following World War II the ujor eaphasia in lovering trade barriers vas 

through reciprocal tarit't' ~duction under the General .Agreement on Tariff's and Trade 

(GATT). In the early 1930s the developi~ countries were granted especially favourable, 

though l:ia:ited, market access through the General System ot' Preference (GSP) schl!mes. 

The second aubaection deal.a with noa-tarit't' barriers (ll'l'Bs), the importance ot' which has 

led to intensified mil.ti-lateral et't'orts to liberalise theta. 

4.ll.l Tarit't's 

'l'he guiding principle ot the GA'l"r is the administration or barriers to imports OD 

a non-discriminatory .. most taTOUred nation (MP'll) basis. The taritt system may not, in 

principle , discriminate uiong countries or origin tor the same product . lonetheless , 

the product structure ot MFR te.rit't's can \>e sai~ to discriminate against exports rrom 

c~rtain groups ot countries. 

The tariff structures ot the developed countries are relatively biased in favour or 

the importation or rav materials (with certain exceptions) and against the imyortation 

ot semi-finished and finished manufactured products, esyecially those that utilise 

relatively labour-intensive production techniques and thus are or export interest to 

the developing countries. 

( i) Proble11111 or tariff' evaluation and incidents or tari f't's on developing countrr_ 

e;ports 

Any e-nluation ot the level or et't'ects or tariff's encounters may conceptual and 

•uurement probleu. For instance, moat tariff' rates must be averaged using some kind 

ot veigbt system vhich is bound to introduce a bias in one direction or the other. It 

is also extremely difficult to compute the effective rate ~t' protection tor domestic 

PJ'Oduction u it depends not onlY on tari tts on the final product , but also on the 

iuputs concerned • 

!/ 'l'his section is based on the paper by Pugel and Walter (in this wlume) . 
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Both nominal and effective tariff rates in developed ccuntries generally rise 

progressively vi th the stage of production (or 'del!'ree of fabrication') of products. and 

tend to be directly related to the degree of labour-intensity - and especially unskilled-

labour intensity - of production. The tariff structures of the developed countries 

therefore tend to offer the highest degree or import protection to those industries 

which produce goods of special export interest to the developing countries • It follows 

that the MFN tariff structures of the developed countries discriminate systematiclllly 

against the developing countries as exporte~. M. an illustrative case. Table 4 ( 9) 

demonstrates for the United States this general tendency of tariff escalation and its 

persistence folloving the Kennedy Round of tariff reductions, which had been fully 

illlplemented by 1972. The nominal and effective tariff rates of other developed 

countries follow a simi~bo!" pattern. 

It has alreacy been stated that tariffs are generally levied on a "most favoured 

nation" (MFN) basis. institutionalised in the GA'rl', providing that the tariff rate 

applied on a particular product is the same for all countries supplying that product. 

Tt.is is the principle of ''horizontal equity" (equal treatment of equals). In recent 

years, the developing countries have argued that they are not "equals" in this sense, 

and that they should be afforded "vertical equity" (unequal treatment of unequals) in 

the tariff structures of the developed countries. Their exports should be given more 

favourable tariff treatment than the exports of competing developed countries in the 

major industrial-country markets. 

Table 4 ( 9) : Nominal and Effective Rates of Protect ion ip_ 1964 and 1972 

Nominal Rates Effective Rates 

P}"Oduc;_!._ Gro~ 1964 1972 1964 19r2 
Prill&?'Y Products .08 .or .10 .09 
Intennediate and 

Consumer Goods .10 .or .18 .11 

Capital. Goods .11 .06 .16 .08 
Average .10 .06 .li .10 

Source: R.E. Baldwin, Rontariff Distortions of International Trad~, Brookings, p. 165. 

Development of the G~. The concept of preferences vas first raised at the first 

sesaion of the United Nations Conference on Trade and Development in 1964, and brought 

up again at the second UNCTAD in 1968.!/ After intensive negotiations GSP schemes vere 

progressively implemented by the EEC (1971), Japan (19r1), the Nordic countries (1972), 
the United States (19r6), and other industrialised nations. The GSP vas made possible 

~/ For a discussion. see Review and Evaluati~n of the Generalized ~em of Preferencec 
(UlfCTAD document TD/232, January 1979)."°-·-----------
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by a vaiver of the MF1' principles contained in the GATI.'. 'r'here are nov 16 different 

GSP schemes inVC1lving 19 developed market econOllY countries of Eastern Europe. 

GSP beneficiaries include all developing country members of the Group of 77 end 

several others. Eligible productc include all industrial goods vi th some exceptions. 

notably textiles, leather end petroleum products, end selected 88Ticultural products. 

Product coverage •··lS been increased since the beginnir.g of the GSP under several of the 

schemes. Most sc.bemes provide duty-free market access for eligible products. although 

in saae cases reduced-rate tariffs are specified. The 'llal'gin of preference' is the 

difference betveen the MF1' rate end the GSP tarif!' rate. 

Evolution of the GSP. Preference margins vould be expected to increase imports 

from developing countries, partly in response to reduced selling p .. ices in the 

preTerence-giving country. partly u a result of trade diversion from non-Preference 

suppliers. If the beneficiary de~loui~.s countries have limited supply capabilities, 

the preferences should at least raise the prices they recei ft for their exports • Tbua , 

the GSP vas eXPected to imnrow both the hAl.ance end the terms of trade of dewloping 

co1mtries, as veil as convey "dynamic" benefits associated vi th export-led grovth and 

attraction of foreign investment. 

Unfort1mately, several aspects of the GSP have served to diminish signific&11tly 

the benefits to developing countries. First, D)st preference donors have reserved the 

right to institute "escape-clause" actions.. They maintain the right to vithdrav, in 

whole or in part, preferential tariff treatment vhen the product in question is imported 

in such increased quantities that it causes or threatens to cause serious injury to import­

competing suppliers. The EEC instituted a priori "triggers" for the temporary suspension 

of preferences vhen imports reach pre-determined levels in the form of tariff quotas 

(sensitive ~roducts), tariff ceilings (special semi-sensitiv~ products), ceilings 

(semi-sensitive and non-sensitive products), as vell as maxi!lllllll coUDtry limits. ~ 

imposes ceilings on preferential imports for virtually all industrial products based on 

past-year imports• and imporls from any one beneficiary ~ not exceed 50% of the total. 

The United States instituted "competitive need" criteria, vhich generally suspend preferences 

vhen GSP imports !rom any single b~neficiary exceed $ 25 •illion or 50% ~f the total 

preferential imports of any particular product. A similar but less rigid scheme exists 

in Australia. In addition, "rules of origin'' strictly li111it eligibility for preferences 

to goods that have been produced or are "substantially transformed" in the country of 

orip:in and are "directly consigned" from an exporter in that coUDtry 8o an importer 

in the preference-granting nation. The rules of origin are otten defined in such a vay 

that it is impossible for products to qualify for GSP treatment even if substantial value­

added is invo~ ved. The developing countries hue argued that they should be considered tia 

a group tor purposes of rules of origin. 
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A recent study by the l'!fC'!'AD Secretariat shows the extent to vhich i~ports from the 

develooin~ countries have actually benefited from r..sp treatment in the case of agricultural 

•"'" ;"'""~+-P;•l n~t111,..+cr 
--- ----- -- -- r - - --- -- • 

from the beneficiaries in 1976 vere $ 134.4 tillion, of vhich $ 55.2 billion vere dutiable 

and henc<? relevant from the standpoint or the G~P. Of these, only $ 26.3 billion vere actually 

covered by the various GSP schemes. and an esti111&ted $ 10. 5 billion actually received GSP 

treatment, mstly in the industrial products categories. The tlNC'I'AD Secretariat estimates 

are that this would have been 50~ higher in the absence o~ a priori ~il!l:itations and competi­

tive need exclusions. However, growth in preferential imports is estir~ted to have ax~eede1 

the ~vth or non-GSP imports, and the GSP "utilisation rate" is thought tr be rising -

ind:catine greater efforts on the part of exporters to ma.Ji:e use of the preferences. 

!-fultilateral Trade Negotiations and the GSP. The recent multilateral trade negotiations 

represent a mixed blessing for the developing co\D'ltries. On the one hand, they vill ~rode the 

margins of preference attributable to the GSP by lovering MFN rates of duty on eligible 

products, thereby reducing some of the GSP-related benefits described above. On the other 

hand, the developing Co\llltries benefit from FMR tariff reductions on all products vhich they 

export and which are not subject to GSP advantages because or uroduct limitations or quanti­

tative restrictions and exclusions under the various schemes. A recent study - vhich assumes 

that 1,"'I deVl!loping CO\D'ltry's exports benefit from GSP at the margin - concludes th11t developing 

country exports, excluding petl'C' leum products and textiles, would have been $ l. 8 billion 

greater in 19.{4 if MFR tariff reductions \D'lder the MTR had already been fo force at that 

ti~e.!/ Sixty per cent of this expansion would be in the 11&11ufactured goods sector. 

In contrast, an UNCTAD study, which omits prod;.icts benefiting from GSP, concludes that 

the expansion of exports from the developing countries due to MFll tariff reductions vo•Jld 

have been less than $ 1 billion based on 1976 trade fiovs and excluding textiles.Y Whereas 

the former study may be biased towards overstatement of export expansions by ignoring GSP, 

the latter may be biased towards understatemer.t of export expansion by overstating the 

importance of GSP at the margin. The UlfCTAD st•1dy also concludes that developing ccuntry 

exportn of GSP-covered products would have been reduced by at least $ 2.1 billion in 1976 

due to erosion of GSP preference margins. The UlfCTAD conclusions are based on the viev that 

developing countries exporting industrial products are likely to be adversely affected by 

the 1111:.ltilateral trade negotiations, i.e. because of a significant erosion of existing GSP 

margins. The developing countries vill also stand tc rec..,ive leu-than-average or zero 

MFN cuts on products not covered by the GSP. 

'El 

W.R. Cline, et al. , 'l'rade Reeotiations in the Totyo Round {Washington, D. C. : Brookings 
Institution) 1978, chapter 7. 
Unit.ed Rations Conference on Trad~ and DeveloJ]meftt, Manufactures and Semi-Manufactures, 
Review and EYaluation of the Generalised S,stea of Preferences, Report by the UlfCTAD 
Secretariat, to be presented at the Fifth session, Manila, 7 May 1979, Item 11 (c) of 
the provisional agenda. 
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It is clearly dit'ficult to argue the merits of these op:posing Tievs, excl'pt to 

conclude that each et'fe~t vil1 partially or vholly offset the other. In any case, 

the developing countries' export exp1U1sion attributa~le to the MTR is unlikely to exceed 

tvo or three percent of their total non-oil exports, a large proportion of vhich are rav 

materials imported duty-f'ree and hence unaft'ected by the MT!. 

(iii)~ Progress on Tariff' Barriers to Market Access 

In the light of the limited benefits the developing countries appear to have obtained 

both fro• the historical pattern or aul.tilateral tariff liberalisation (t'l'equently leaving 

tarit't'-escalation intact), the Generalised System of Preferences (vi th its serious limi­

tations and exclusions), and the erosion of GSP margins of preference by the MTR, developing 

country spokesmen have proposed a number of further steps. 

They have suggested that the principles of generalised, :ion-reciprocal and non­

discriminatory system of preferences be reaffil'lled, broadened, extended ten years beyond 

its scheduled expiration in 1981, and made nr:>re secure and stable. Furthennore, GSP rroduct 

coverage should be extended ultimately to include all dutiable developing country industrial 

exports and substantial agricultural exports. Competitive need exclusions and a priori 

limitl!.tions should be abolis1:ed or limited only to the most "sensitive" prc~ucts and using only 

libr,ral and generally non-binding ceilings. Rules or origin should be hannonised and 

liberalised, exports from the least developed amonF, the developing countriP.s should be 

accorded unlimited duty-f'ree entry, and technical assistance should b~ provided for de­

veloping countries to help them take advantage of the GSP. 

With respect to broader MFlf tariff reductions, the developine: countries proposed that no 

products of special export interest to them should be exceptions to formula tariff re­

ductions in the MT1'f unless th~se products vere already generally covered by the GSP. 

Inde~d, they proposed that MP'N reductions on non-GSP products or special export interest 

to developing countries be deeper than the formula cuts, and that implementation or such 

tariff reductions be accelerated. Such deeper-than-formul1.1 cuts vould tend to reduce the 

detrimental effect on develo!)ing country exports of escalation in the tariff schedules of 

the developed countries on products for which GSP has not already offset tariff escalation. 

The developing countries also proposed gradual implementation of those MFN tariff reductions 

which erode GSP margins, in order to reduce the detrimental impact of such erosion, as well 

as some fonn of "compensation" for export reductions due to the erosion of GSP margins. 

During the course of the Multilateral Trade Nep;otiations, little progress was made either 

in GSP liberalisation or in improving ;he MTN outcome for developing countries. Hence 

there remains considerable scope for future initiative in the area of tariff's. 

4.4.2 Non-Tariff Barriers to Trade 

The recent trend towards a decrease in the importance of tariff's as trade-restrictive 

devices is likely t~ continue, and so the relative importance of non-tariff barriers to 

trade will increase. The often subtle effects of NTB's frequently fall disJlroportionately 



on exports rrom the dev·~loping countries. This is because tl.e nrod.uct-ir.roups that are cor.­

sid.~~d. "~e!'!.~itiYI"" """" thus sub,ect to N'!'B protectior. are tlso the ones or serious export 

interest to the devdoping countries)/ Therefore, tl>e !!!citilateral asrreel!lents and codes or 
the recent MTN designed to reduce l'ITB' s are or special importance to ir.rorovinp: the access 

or the developinp: country exports to developed country markets.~/ 

(i) Quantitative Illlport Restrictions 

Quantitative trade controls represent an obvious alternative to tarirrs as a trade 

restricting device. Unilaterally-imposed quotas a.re not pennitted under the GAT'!', except 

for balance of payments purposes, in conjunction vi th domestic agricultural progralll!les, or 

to protect the national defense. The two most significant U.S. quotas, on oil and on S\lf:ar, 

have been eliminated within the last decade. At the same time political pressure ~as grovn 

to impose additional quotas, but this pressure has so far been resisted in large measure. 

Quotas on various agricultural products exist in a number of develoned countries, however. 

The GAT'l' bas r.een rather successful in limiting the use or unilaterally-imposed quotas 

by the develored countries. In addition, the new framevork negotiated as part or the ~ 

calls for 3AT'l' signatories to avoid trade measures, including quotas, in dealing with 

balance of payments problems. 

In contrast to the limited use of unilaterally imposed quotas, the use or bilaterfl.lly 

and multilaterally negotiated quantitative restrictions on international trade has increased 

dramatically in recent years. These V!>_lunt~ export restraints (VERs) and orderly marketing 

arrangements (CJ.IAs) are often imposed to "safeguard" import-competing industries in the 

developed countries. Developing country exports of such manufactured p;oods as textiles, 

footwear, cons1111er electronics and steel are restricted. Individual developing coun~ries, 

notably Tail.an, Bra:r.il • Mexico, Hong Kong, and South Korea ma_y be especially adversely 

affected in their drives to industrialise according to comparative advantage by producing 

for export. More generally 1 exports of manufactured p;oods from developing countries are 

increasingly likely to be subject to safeguard actions in the developed countries. 

A "safeguards code" vas negotiated under the M'l'l'f to re-establish GAT'l' authority over 

safeguard actions in the developed cou.~tries. The code requires formal investigation which 

factually demonstrates actual or potential injury before a safeguard may be imposed. If 

!easible, the safeguard should be liberalised over its liretime, to encourage economic 

adjustment by the affected industries. Overall the code makes major improvements in the 

y See Ingo Walter, "Ron-Tariff Barriers and the Export Perform,.::ce of Developing 
Countries", American Economic Reviev, May 1971 

Y For a &Ulllll&ry, see "International. Trade Agreements", Federal Reg ht er, 8 January 1 ~79, 
Part VIII. 
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intemation&.!. re~ation or t~.e use o!" sa!"tovu&rds, and should ill!orove to sot'!e extent t!-.e 

ex;iort 1:1&T"ket access or develo!'Jinp: countries. !fovever, the code contains only a veu 
col!ll!l.itmettt by the develooed countries to adjust out or industries in vhich comparative 

advantaee is shit'tinr; to the developinr countries. 

(ii) Licensing 

'!'he role or import licensing in international trade is the enforcement or ;iolicies 

vhich themselves ~ or may not restrict the international nov or '-C>Ods. P!onetheless, the 

administration or licensine may distort trade by raisin#-'; costs or incressi11£ uncertainty. 

Licensine ~ be especially restrictive or inports from less sophisticated developing 

country exporters because of' the often detailed information requirements a"ld administrative 

conditions illlt>Osed by the licensin~ arran~~nt. 

A licensing code vas negotiated under the ""1'11 coverin~ both automatic import licensing 

(often f'or statistical purposes) and licensing to administer quantitative import restrictions. 

Automatic licensing procedures must be published and must not restrict imports nor penalise 

minor documentation errors. Licensing to administer quantitative restrictions is bound by 

similar procedural rules, and should permit the addition of' nev ~uppliers into the re­

stricted market. DeYeloping countries are likely to benefit f'rol!l the simplification and 

liberalisation of licenJifll': procedures as the code is implemented in the developed countries. 

(iii) Government Purchasing 

Government purchasing is an area in vhich virtually all national and subnational 

governments discriminate in ra'90ur of domestic and against foreign suppliers. In the 

United States the discrimination is vritten into various "Buy American" legal provisions. 

In other developed c~untries the practice is pervasive if usually not explicitly vritten 

into lav. The developing countries may be particularly arrected adversely because or their 

own relatively lover levels of government procurement and hence limited bargaining pover 

in gaining access to foreign government contracts. 

A code on govemment procurement vas negotiated as part or the MTN in order to eliminate 

administrative discrimination against or among foreign suppliers in public-sector purchasing. 

It provides ror non-discrimination or "national treatment" in bidding, avards and dis­

closure, as vell as substantial "transparency" in the procurement process. In addition, 

the developed countries agreed to attempt to facilitate developing country exports by 

improving information dissemination, continuing GSP provisions, and providing technical 

assistance, especially to the least developed or the developinr countries. They can 

negotiate special time-limited derogations from the "national treatment" provisions, and 

thus can avoid adheriny, to non-discrimination vhen this threatens to interfere vith the 

development process. Althou,:h the developing countries argued for but did not receive 

additional special and differential treatment in this area, the code should, vhen imple­

mented, substantially lib~ralise government procurement practices to the lonF run benefit 

or exports from the developing countries. 
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(iv) Tecr.nical standards 

~e nUJ'lher or technic&l standards in existence has increased remarkably in recent 

years. Technical stMdards may be disproportionately burdensome for developing co\llltries 

because of their limited information-tra.thering, teehnic&l, engineering, marketing and 

related suuply capabilities. 

A code on technie&l barriers to trade has been devised as part of MTN. The code 

reouires signatory co\llltries to 11:90id \lllnecessary standards and the \lllnecessary creation 

or trade barriers throue;h technic&l standards. Advance publication or &11 technical 

standards is reouired. Certification 111ethods should not discriminate against foreign 

goods, and testing and certification undertaken in the CO\llltry or e:tpert should be accepted 

whenever possible. Internation&l standards should be adopted to the greatest possible extent. 

Technical assistance is to be provided to developing countries on request, in order to 

promote compliance of their exports with the technic&l standards of the importing country. 

'!'he eJC!lOrts or developing countries should benefit from the liber&lisation and non-discrimi­

nation e111bodied in the code, and especially from the technie&l. assistance provisions. 

( v) Subsidies 

Both export subsidies and domestic production subsidies &l.ter the pattern of internation&l. 

trade, the latter by tending to reduce imports or increase exports. In recent years th'! 

imposition of co\llltervailing duties to combat er neutralise subsidisej exports has increased 

in frequency, in part because the U.~. Trade Act of 1974 reduces the flexibility of the U.S. 

Treasury in imposing such duties. In fact, U.S. law has never been in conformity with the 

GA'M', in that U.S. law does not require the de1110nstration of domestic injury prior to the 

imposition of co:.intervailing duties. The developing co\llltries have orten been the targets 

or actual or threatened co\llltervailing action because of their heavy use of export subsidies, 

in part to neutr&l.ise domestic distortions or overv&l.ued exchange rates. 

A code on subsidies and countervailine; duties, ne~tiated under the MT1', reaffinna 

the rip;ht to use domestic subsidies, lll.tho\lfth their tr11.ie-distorting consequences must be 

considered. Export subsidies are banned except on agricultural products or if used by 

developing countries for specifically development purposes. '!'he imposition of counter­

vailing duties a~ainst subsidised exports requires a factual finding that the subsidy exists 

and that injury due to the subsidised imports exists or is likely t:> occur. Thus, the 

v&l.ue of the right of developing cowatries to subsidise exports is reduced because no 

parallel speci&l. and di fferenti&l. treatment of develop~.ng country exports vi th respect to 

countervailing duties exists. Nonetheless, the code should benefit the developing countries, 

by at least requirinp; injury tests to be included in national countervailin£ duty laws. 

At the s11me time, developing countries should pursue &l.ternatives to subsidise in expanding 

exports, such as the elimination of export-reducin3 domestic market distortions or the 

imposition or a compensatory dev&l.uation. 
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ft.noth~r nro~lec not explicitly considered in the '~ is dU!!l!'in~ - se!linr ~broad 

belov nrice in the domestic ~arket. '!'he ~r nart.icipa.nts h~ve ar:reed to revise the 

ft.nti-D'l:ll1nin1< Code o!" the GA'M' to brinr it into con~ol'1!'ity vith the su'hsB.ies code 

described above. 

(vi) Custolll!: Classification ftlld Vl'l.l. uation Methods 

Customs rracticei; l!l&Y act as inmortant obst~cles to trade. Most develo"!'linp: country 

COJ!lfllaints &l'ainst customs valuation practices in the develoned countr1es are directed 

tovards the United States, CIUlada, ar.d Nev 7eltlftlld, the three princi·pe.l countries not 

using the so-called Brussels Definition of ·;aiue. 

A code on custol!IS valuation vas developed durinp; the MT!'f to provide an exnlicit, 

sinmle, Nld mliversal. valuation system based on actual prices of internationally traded 

F,OC>ds or, as a last resort, on a coll!!lUted cost cf production. The code achieves the 

developin« countries' objective or banning valuation based on dom'!stic nrices, but 

unfort\Dlately applies only to valuation for ad valorem tariff purposes. Therefore, 

other more complex or discriminatory valuation methods may continue to be used in other 

cases. 

(vii} Variable Levies 

~ setting a mir • ..:mum duty-inclusive import price, variable levies act much like ouotas 

in eliminating the ability of imports to compete for an expanded share of the domestic 

market. The most notable use or variable levies is by the European F.conomic Community in 

implementing the Co1111110n ~icultural Policy. In accord vi th the (;A'!"I' tradition or 

exeMpting the Common Agricultural Policy. In accord vith the GA'!"!' tradition of exemptinp. 

agricultural products from its provisions, little progress vu made by the recent MTR 

tovard altering the EEC variable levies. In addition, the U.S. tri~ger pric~ mechanism on 

steel imports, al.though technically an anti-dumping provision, may eventually have effects 

similar to a variable levy. In contrast to a variable levy system, hovever, cost-efficient 

exporters are permitted to price velov the trigger price if they can shov that they are 

not dumpinp;. A variable levy system vas recently imposed on steel by the F:tc.!! 

(viii} Stm&rY Evaluation of Multilateral. Agreements to Liberalise Non-Tariff Barriers 

In total, the multilatenii agreements of the recent MTN to liberalise NTBs vould 

significantly improve the market access or developing country exports. The developing 

countries are nonetheless disappointed by the outcome because very rev substantial areas 

!J See In~ Walter, "Sectoral Protection and International Trade: The Cue or Iron 
and Steel", The World Econom;y, April 1979. 
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or special end differential treatinent are pro'rided for vithin the agreements. In addition, 

the actual implementation of the ILM"Ul~!'!t! i! ~~t ::..:::;~~~- They lllUSi. still be approved 

and ~acted by individual denloped country gonnunents in the face of sometimes poverf"ul. 

dolll!si;ic special interests. Once enacted, lll)nitoring must assure compliance. The 

denlopinr; countries can assist the monitoring by participation - as individual countries 

or through international organisations - in the lllUltilateral collllittees established as 
an integral psrt of each of the codes. 



CHAP'1'ER 5: BILATERAL TRADE AGRE!>fElfl'S !/ 

5.1 Various Fone of Bilateral Trading Arrangements 

There are a T&riety of bilateral trading iurangeD!nts betveen industrialised and 

developing countries, SOile or vbich may be highly supportive or export-driven indus­

trial deTelopment, vhile others may seriously retard this goal. These include: (a) 

Historical trade ties and post-colonial supply relationships: (b} Rubrique trade faci­

litation agreements betveen pairs or industrialised and developing countries: (c} 

3ilateral-clearing trade agreements betveen developing countries and socialist coun­

tries Of Eastern Europe: and (d} Bilateral trade agreements COYering individual products 

under wluntar:r export restraints (VERs) or orderly marketing &lr&ngements (OMAs}. 

5.1.1 Historical Bilaterali!111 

Historically, the aost btportant fonm of bilateralism between industrialised and 

developing countries clearly in~~~Yed trade relations under the C0111110nvealth Preference 

system and sll&l.ler but perhaps more intensive arrangements inwlring the Francophone 

countries. These otten had an essentially multilateral political overlay, but for 

practical purposes functioned bilaterally vith '!'espect to international trade. The 

developing countries inYOlTed vere given preferential access to the market of the 

industrialised colDltry inYOlYed through tariff concessions and the relaxation or a 

n.riety of non-tariff barriers. The tel'111S or much market-access vas otten quite 

liberal. although they generally also required "reverse preferences" - i.e •• that the 

denloping country inYOlYed grant preferential market access to the respective indus­

trialised count1y over suppliers t'rom industrial countries, This frequently D!ant 

preferential treatment in goTernaent p:!'Ocurement and tor products subject to state 

tra4ing. 

The effects of such bilateralism or. the developing countries involved vere clearly 

aixed, coabining rather clear export-YOlUlle and possibly export-price adYantages with 

the necessity of substituting imports from high-cost suppliers for lover-cost imports 

under the reverse preferences. Some Yestiges of post-colonial bilateralism remain in 

the French. British and Portuguese cases. specifically vith respect to an over­

representation of the metropolitan countries in the trade of their former c~lonies, 

(Section 3 aboYe}. One piece of evidence suggests. however, that there vere overall 

net benefits associated at least vith the Ccamonvealth Preference system. Y This form 

ot bilateralis• vu, or course. substantially eroded by the Yaounde and tome agreements 

between the l!!C and the Atricanised Caribbean States in association vith the !!C and 

the Generalised SJ•t• ot Preferences• botl\ of vtdch are discussed elsewhere in the 

Joint Btud;T. 

!/ 'nib chapter is bued on the papers by Pugel and Walter and lfqyar (in this volllllle), 

Y Ct. UICTAD: n.tion and Effects ot the Generalised Prefe!~~~j;.!! by the 
United JCiydom Geneva: UICTAD document TD B C,5 T, 1913. 
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5.1.2 Rubrique Bilate!alism 

Trad~ facilitation agreements between individual developing and industriali~"d 

countri~s (or the EEC as a whole) essentially serve as broad statements of intent. An 

atrreeir.ent may be signed to double or triple bilateral trade between tvo countries over 

a given t>eriod or time, for example. In the manufacturers sector. such agreements 

clearly cannot abrogate MFN. GSP or other multilateral cOllllllitments of the countries 

involved, and preferential treatment on both sides must be confined to non-tariff 

barriers. such as government procurement. These give ample scope for preferential 

treatment, but will be narroved with the implementations of codes of' conduct agreed 

upon in the Tokyo Round. Scope for such preferences on both sides remains, of course, 

to the extent that the developing countries do not become signatories of codes on ITBs 

negotiated under auspices of the GATT. or receive speci:U and differential treatment 

in the fo'Mll of exclusions or derogations. The other important effect of bilateral 

trade facilitation agreements involves credits, often large-scale and on concessionary 

te:rms, by the industrialised country to finance the developing c<:>untr,r's imports. Here 

again there is the danger of diverting trade to a hiirb-cost supplier and hence dete­

rioration in the teJ'lllS of trade of the deireloping country involved, although this may 

be partly or wholly offset by concessionary financing tel'llS. 

5.1.3 Bilateral Trade Controls 

Recent years have seen the development of bilateral.ism under so-called 'voluntary 

export restraints' (VERs) and 'orderly 1.11&rketing arnngement s' ( 0MAs). Normally OMAs 

and VER!" are straight forward bilateral arrangements but -:.ccasit, ... ally they are sanc­

tioned multilaterally, as in the Multifibre Arrangement (MFA) covering textiles under 

the auspices of' the GATT. It is always ir.cU11bent upon ";he exporting country to police 

its ovn shiJ111ents. Indeed, under certain conditions bilateral OMAs or VERs may be 

more restrictive than nominally equivalent tariffs or quotea.!I 

Such trade distorting bilateral.ism is almost totally negative from the point of 

viev of the de. eloping country. EXPOrts may have to be d~ .erted to other markets at 

lower prices, damaging the terms of trade. If these diverted exports are in turn 

disruptive of thir~markets, they may lead to ~dditional trade restrictions there as 

well. Even so, developing countries have become heavily involved with VERs and OMAs 

beet.' ~"'e they perceive them as the lesser or several evils. They also, of course, 

create cnsts of information and negotiation, and they imply risk and uncertainty that 

deters trade. 

See Tracy Murray. Wilson Schmidt and Ingo Walter, 'Alternative P'ol'!llS of' 
Protection Against Market Disruption', K'yklos, Fasc. IV, 1978. 



5.1.4 Bilateral A(reements 

and develoninF countries are often the prniuct or non-market determination or inter­

national trade manifested in strict exchange controls. Centrally-planned economies 

dire:t im'!'(>rts under state trading and the economies are generally characterised by 

recurrent foreign-exchange shortages. Many developing countries race much the same 

conditions, and so the stage is set for bilateral trade-clearing. 

The principal features of such arrangements in the past (and to some extent even 

nov) betveen the East and the South vere as follovs: ( i) The agreements St>ecified 

the objectives of economic co-operation for both nartnere and att~ted to set out 

planned neP.ds as accurately as possible. (ii) Trade balances outstanding at the end 

of each pe.t"iod vere settled in exports and imports of mutually agreed products or in 

inconvertible currency. (iii) Aid as vell as debt repayments vere automatically 

converted into trade novs; credits extended to DCs, for instance, could be repaid in 

inconvertible domestic currency, traditional exports or the output or aid-financed 

projects. (iv) As far as possible, all transactions vere carried out in terms of 

vorld prices, except that bilateral agreements sought to eliminate short-tel'lll fluctua­

tions. This is a typical but b)' no means universal example. In a fev cases, trade, 

along vith other transactions vas conducted in terms of hard convertible currencies. 

In that case, trade betveen the East and the South vas no different from the u. .ial 

international exchange or commodities betveen the North and the South, Special &dvan­

tages, or disadvantages, arose onl,y if the relationship had a bilateral character, 

5.2 The Rationale for Eilateral Agreements 

Little attention has been paid to bilateral agreements in the theory of intern&-

tional trade. Bilateralism is generally subsumed in the set of non-optimal trade 

policies that diverge from tree trade. Hovever, under certain conditions, even ortho­

dox economic theory allovs for bilateral tr&de arrangements, In such analysis, multi­

J..a.teral tree trade is the optimum policy, but, if for some reason, the import restric­

tions cannot be dispensed vith, bilateralism does provide a second-best solution, 

Situations vhere biJ ·Ater-.•1. agreements could bring gains to Des can also be projected, 

First, bilateral trade on a selective basi~ vith some countries might improve the 

tel'lllS of trade vith the rest or the vorld. This vould be the case vhen a developing 

country exports a primary commodity vhose supply in competing countries is less than 

infinitely elastic and vbose demand is price inelastic. Incidentally, these condi­

tions are not uncommon in the world market for some commodities. Nov, if partner 

countries buy a significant proportion or the DCs exportable output of the commodity, 

entry into the market might push up prices and thereby impr~ve the terms or trade for 

the exporter, provided that these partner-country imports do not substitute for imports 

from some other country. 
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Second, bUateral trade might create greater export stability. nuctuations in 

Several developing countries still det>endent on the export or one or a fev co111110dities 

are therefore particularly vulnerable. The reliance on a small number of traditional 

metropolitan markets, dictated by historical factors, orten compounds difficulties. 

In such cases, bilateral: economic relations vith other DCs, or the socialist bloc, may 

give rise to significant benefits because they offer the possibility of lo~g-term con­

tractual &gl"'eellents. 

Third, bilateral trade agreements might eliminate, or signH'icantly reduce, the 

risk and wicertainty or convertible currency markets in the !forth. In fact, partner 

countries might proride alternatiYe markets for manufactured exports from DCs vithout 

the wicertainty, the sales efforts and the advertising expenses vhich vould be wiavoi-

dable in convertible currency markets. This potential benefit is particularly crucial 

in the case or non-traditional manufactured exports wherein product differentiation, 

brand names and selling costs are an all importan+ part of an~· successful export effort. 

5. 3 'nle East/South Experience or Bilateral Trade 

In recent years, economic relations betveen the European socialist countries and 

the developing vorld have become quite strong. A significant proportion or these ties 

have developed since the late 1950s, vhen several nevly independent nations emerged 

from the colonial era in Asia and Africa. Available evidence suggests that the rela-

tionship betveen tile two groups of cowitries strengthened considerably in subsequent 

years. There was, for instance, a phenomenal expansion in trade betveen the centrally 

-olanned economies or USSR and Eastern Europe on the one hand and the developing market 
. 1/ 
economies on the other.- It is vorth noting, hovever, that trade as well as other 

economic ties were directed tovards a limited number of DCs. This is hardly surprising, 

because the remarkable growth in economic co-operation betveen the East and the South 

has taken place largely in a framework c:-r bilateral agreements. Economic aid, develop­

ment credits, technology trans.<!r and trade are all incorporated into long-term agree­

ments negotiated vith indiridual governments. In fact, bilateralism is an integral 

part of the overall system or economic and political relations between co•unist coun­

tries and the less developed world. 

Obviously, it is difficult to generalise about the experience of East/South trade, 

Existing research on the subject does, however, suggests that trade between the CM!A 

countries and DCs, carried out in a framevork of bil&tf'ralism, led to mutual benefits 

!/ f:"OJI 1952 until 1976, the turnover of trade virtually doubled eve:rr tour years; 
ct. tT1' Yearbook or Internation&l. 'l'rade Statistics, several issues. 



for both sets of partners.!/ For the South, the socialist countries prorided welcome 

new markets for a large n•ber of traditional comodity exports vhich rac~ rather lov 

inc.:me elasticities or dell8Dd in the metropolitan countries •• At the ~aae time, 'Ill 

overvbelming proportion of DC imports f'ral. the socialist bloc vere capital goods and 

inter.1ediate products, vhich vere essential to their induatrialisat\on programmes and 

not lov priority goods vhich they vere forced to ilmort. As far as the i:'Cs vere co:i­

cemed, the teri:s of trade offered by the Eas·: vere sometimes better and, at any rate, 
2/ no vorse than those offered by the rest of the world.-

For the Ea.st, trade vith the South offered an opportunity to import goods vhich 

vere either too expensive to produce at home or could not be produced at all. Under 

bilateral arrangements. such imports vere financed through exports so that there vas no 

need to p&rt vith scarce convertible currencies. Thus the socialist countries sold 

machinery and other 11U1Dufactured goods in exchange for primary products and industrial 

rav material.1' Of course. such traditional patterns of trade neither transformed the 

structure of production in the South, nor made for a nev international division of 

labour. Acbllitteclly. pa· tems of production. and trade in the DCs vhich have evolved 

over a long period could not have been changed ovemight. However, the diversifica~ion 

in the pat":;em of East/South trade, vith the possible e"tceptfons of India and Egypt, 

vas not v·~ry significant. In the long run, such diversification is imperative for 

industrialisation in the Third World. 

For a detailed discussion of the issues, as also evidence from different coun­
tries, see D. 1'"YY'ar ed. Economic Relations Betveen Socialist Countries and 
the Third World, London, 1977. 

An examination of int~rnational trade statistics reveals that machinery and 
transport equipment ~ccount fo.· nearly half the DC i111J>Orts from the socialist 
world, while intermediate goods such as base metals, chemicals, fertilisers 
and petroleum products constit~te a very large proportion of the remainder. 

Until as late as 1976, 78 'Per cent of Ea.st European and USSR exports to DCs 
vere constituted by manuf~ctured goods, vhereas primary products and raw mate­
rials accounted for 88 per cent of Third World exPorts to the socialist bloc: 
calculated from ~he United Nations Monthly Bulletin of Statistics, June 1978, 
Table F. 



CHAPl'ER 6: THE DEVtLCPMENT OF SotJTHiSOUTH TRADE AS A VEHICLE FOR INDUSTRIALISATION. 

PAST EXPERIENCE AND NEW POSSIBILITIES.~ 

In recent years economists and policy-!1181ter~ have emphasised South/South trade. not 

only as a means or reshaping the c!ivision or labour among nations, but also as part of an 

industrialisation strategy. A priori, thP case for an expansion of trade betveen coun­

tries in the developing world is attPac~ive. The notion of collective self-reliance has 

an obvious political appear insofar as it would reduce the age old dependence on rich 

countries, and improve the bargaining pover of the South vis-a-vis the North. It is 

difficult to visualise any significant progress on "collective" s<!lf-reliance without a 

vigorous development of trade relations, which are usually a pre-ccnd!tion for further 

economic integration. Economic co-operation between developing nt.ti.r,ns, particularly 

in the sphere of trade, should help these countries to realise economie~ of scale, 

overcome the lizritations of domestic market size, exploit complementary resources 

through regional specialisation, reduce the exposure to risks or cycli~al fluctuations, 

and, in the long run, foster indigenous technological development. It is probably that 

increased mutual trade will favourable innuence the now of capital technology and 

managerial skills whose supply is rapidly increasing in devel~ping countries. Perhaps 

most important, however, the growing network of trade nows will foster an increased 

awareness of common problems and potentialities. 

The future prospects of grovth in volume and diversity of intratrade are considerably 

enhanced by the growing "complementarity" in economic structures among the developing 

countries. Thia latter phenomenon, .i.n turn, is intimat~1 y related to long-nm structural 

factors connected with the appearance- of industry in hitherto primary-oriented economies, 

and otters an important opportunity to increase mut;ll&l. trade both in manufactured pro­

ducts and in primary commodities. 

A second favourable factor in rostering future intra-DC trade is the present trend 

towards abolishing trade barriers in DCs. These are at present, on the average, much 

higher than the ones in IMECs and, ccnsequently, there is more to reduce and more trade 

to be created, not the least on a Soutt/South basis. 

The purpose or this chapter is to analyse some or these aspects of South/South trade 

with particular emphuis on trade in manufactures. It is broken down in four sub-

secti,. . .is. Sub-section 6 .1 gi vea a statistical perspective of the development. Sub­

section 6.2 analyses some of the major determinants behind South/South trade. In 

.1 sub-section 6. 3 the major obstacles for South/South trade are reviewed and sub-section 

6.4 discusses how its evolution will be affected by specific policy initiatives. 

!} Thia chapter is baaed on ·~he papers by Ahmed and Nayyar (in this volume). 



6.1 Statistical Perspective 

This section attempts to ?rovide an overview of the changing pattern of dev­

eloping countries' intra-trade by main regions and SITC groups during the 17-year 

period 1960-1976.!/ It reviews th• relative size, growth rates, co111110dity composition, 

and the refional distributio~ of trade relations among developing countries. The data 

on which t·.1e analysis of this s~ction is based is contained in the statistical appendix 

to ~his section. 

6 .1.1 Growth Rates ar.d Shares 

A comparison or annual average growth rates of individual trade novs bet--en 

majo.~ groups of countries during 1960-1970 i.1dicates that trade among developing 

countries si1owed the lowest rate of growth. However, a very significant change in intra­

trade flows appears between 1970 and 1976 when the intra-trade share increased from 3.5% 

in 1970 to 5.9% in 1976. It oil is disregarded, however, the share rose more modestly. 

The ah&...-re of inti .t.-trade in both total exports and il.'lpOrts or the develc:ping 

colDltriea decreased somewhat between 1960 and 1970, followed by an increase during 1970-

1976. By 1976, close to 23% of exports of the developing countries vent to other 

developing countries while 26.5% of their imports originated in the developing vorld. 

It should be pointed out that the high annual growth rate or tne period 1970-

1976 also reflects th~ price changes, particulllrly the rapid increase in oil prices 9ince 

1973. However, the fact that intra-trade also recorded significant increases in 'real' 

terms is confirmed by an examination of the available quantum index. According to this 

index annual intra-trade between lS70 and 1976 grew at the rate of 9.2%, compared with 

5.8% during 1960 - 1970. The growth rates for the period 1970-1976 are thus higher than 

those or trade nows among industrialised countries (J%), and higher than those of total 

exports of developing countries ( 5. 8%). Moreover, the volume growth rates appear to be 

considerably higher if fuels are excluded from intra-trade. The share or f~!la exports 

in intra-trade is approximately one-fourth of the total. 

6.1.2 Coanodity CoJl!PC-sition 

Developing countries' total exports of manufactur~s (S!TC 5-8,lesa 68) amounted 

to $ 30 billion in 1976. or this two-thirds, i.e. $20.5 billion were destined for dev­

eloped market economy and socialist countries, while $ 9.6 billion vorth were sold to 

1f This section ~s baaed on da'a obtained from the UICTAD Secretariat in Geneva. 
Partir ·1.ar reference is made to Review of Recent Trends and Develo~ments in Trade 
.!!!._Manufactures and Semi-Manufactures: Report by the U1'CTAD Secretariat, TD/B/C. 2/190 
21 Mar,-~. i..::ff8, an.! Trade Among Developing Countries by Main SITC Groups and by 
Region~: Statistical lote by the UICTAD Secretariat, TC/R7C. 7f21, 20 September 1978. 
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other deTeloping countries. This means that the intra-DC share is higher in manu-

ra.(;t-wcs thw1 iu total t:raU.c {er. a.Wve}. In taci., i,he dhare oi maouiactureci proc.iucts 

in intra-trade of the developing countries rose from 26.9% in 1970 to 46.3% in 1975. 

The intra-trade in manufactures among the developing co\Ultries exhibits a vide 

diversity in product composition. In 1976, nearly half of this trade was in a vide 

variety of products under SITC 6 and 8, a third in machinery and equipment (SITC 7), 

while chemical product1 (SITC 5) accour.ted for one-sixth of the total. The increase in 

the share of manufactured products traded among developing partners has been particularly 

pronounced i::l chemicals, machinery and transport equipn-ent and clothing. In 1976, markets 

of other developing countries accounted for the highest shares of developing countries' 

exports of passenger road vehicles (78%), machinery and transport (44%), chemicals (50%). 

and iron and steel (46%). '!'he lowest shares were record~d in non-ferrous metals (18%). 

~ilseeds (14%) and crude fertilizers and ores (8%). 

The largest gains in shares in intra-trade in manufactures were registered in 

machinery and trani;port (from 3.6 to 14.6%), chemicals (from 2.7 to 7.4%) and iron and 

steel (from 0.9 to 2.8%). The lowest growth in shares is accounted for by minerals, ores, 

crude fertilizers, clothing and textile fibres. The am&l.l percentage of intra-trade in 

such products can be attributed to the similarity of factor en~ovments in specific raw 

mat· .rials among a 14l"ge number of developing countries. OD ti"! other hand, the fact 

that the total demand of the developing countries for some of the above product groups 

increased faster than the growth of intra-trade reveals considerable potential for further 

intra-trade expansion. 

6.1. 3 ~;ional and lnter-Regional Composition 

In 1976, exports to other developing countries accounted for the highest share in 

South and Soutl.east Asia (29%), followed by Latin Ame!"ica (22.9%). West Asia (21.8%), and 

Africa (10.9%). These st.a:-es seem to have been remarkably stable since 1960. Tra­

ditional trade links established in the past, the complexion of recent growth and the 

artificial barriers to trade are some c,,f the factors which acc.:.. ,,. for this di ·sity 

in shares. However, all regions shared in the increase in the wei, of manufactured 

products in developing countries' intra-trade. '!'he sharpest increl.l'le ·u recorded in 

Latin America 1 .... ·om 11. 9% in 1960 to 38. 5% in 1975), and the highest levels in South 

and Southeast Asia (from 33.3% to 51.3%). 

The co111110dity composition of intra-trade 'between various developing regions also 

varied considerably. In 1975, exports from South and Southeast Aaia to the developing 

countries rep1esented over one-~alf of developing countries' ~n-tuels trade and over 

60% of intra-trade in manufactured rro,.ucts. Unlike Latin America, vhich developed 

its manufacturing sector on the basis or regional demand, over one-third or exports 

of manufactures from South and Southeast Asia tt> other developfog countries vent out­

side the region, chiefly to West Asia and .A!rica. Exports from I.tin America to other 



regions are still hea·1ily concentrated on food, d~stined mainly for West Asia and Africa. 

Manuf'actured products and industrial inputs, such as ir::m and steel. are traded -inly 

within the regions. Although exports of mrnufactures to other regions in 1975 acco\.Ulted 

for only 15% of total exports to other regions, they rapidly expanded in value. from 

$ 9 millions in 1960 to $ 233 millions in 1975. Manufactured exports to developing 

countries outside the region are heavily concentrated in iachinery and transport 

equipment. 

AB>ng all trade ~'lVB between developing co\.Ultries in 1975 African exports to 

developing countries registered the highest share of food and agricultural rav materials, 

and the lowest of manufactured goods. Moreover, the unit value of agric•Jltural rav 

m.terials and minerals expol"ted to other regions is far higher than that of the same trade 

t'lovs within Africa. '!'bis reflects the lack of industrial capacity for the processing 

of local 1111.terials. '!'be main flov of goods from Africa to other developing regions 

consists of fuel to Latin America and food and crude materials to South and Southeast 

Asia. '!'be bulk or -.nufactures imported t'roll developing co1'Dtries or lginates in South 

and Southeast Asia. Exports from West Asia to other developing regions consist almost 

exclusively or fuel oils and their derivati'ns. 

TLe bulk of intra-trade among developing countries is still carried out on an 

intra-regional basis. However, between 1960 and 1976, the share or intra-regional trade 

in total intra-trade among developing countries declined from 73% to 5rJ. This change 

appears to have been mainly caused by the increasing value of petroleUJI trade among 

developing regions. Excluding petrolel.IJll, the share fell from 75% in 1970 to 68% in 1975. 
In any event, during 1970-1975, interregione.J. trade among developing countries expanded 

faster than trade within the regions. '!'be highest reliance on regional markets iP 

observed in Latin America vhere in 1975 close to 76% of all exports to developing 

countries vent to other countries of the region. The corresponding figures ror West 

Asia is 70%, for South and Southeaat Asia 65%, and for Africa 55%. The emerging relative 

importance or expansion in interregi:>nal trade can be observed in almst all major com­

modity groups. The most pronounced increases were recorded for crude fertilizers, 

minerals. and ores (796%), chemical products (689%), and machinery and transport equip­

ment (688%). These changes clearly highlight a trend toward broadening the geographical 

scope of intra-trade and reflect the increasing maturity of many developing countries 

as suppliers of -.nufactured products. 

6.1.4 Preferential Trade 

Intra-trade within regional groups benefiting from mutual tariff redl'.ction• in 

1975 amounted to $ 4 billion or roughly 18% of trade among developing countries. Be­

tween 1960 and 1976, the share of trade conred by preferential schemes within the total 

export nova of regional g?'Oupings increased as follows: for the Latin American Free 

Trade Association, from 7.7J to 12.1% 0 tor. the Central American Co111110n Market, from 

7.5% to 21.3%; for the Caribbean F.conomic Collllnmity, from 4.8% to 8.3%; tor the West 

African F.conomic Co-.mity, from 2.5% to 9.4%; and tor the Central African Custo• and 

l'.conoaic Union, troa l.7S to 8.4%. 
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Since intra-regional. trade in manufactured products &110ng developint; countries 
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this trade ia moat like17 the result ot preferences. Tbua. CACM vbich is the moat 

adYaDced group in liberaliaint; internal trade barriers, exports ot auch products as 

aynthetic tibrea. glaaavare. metal containers. plastics. cheaicala and~. motor 

vehicles. and telecOlm•. ·.ication apparatus. and others, are traded excluaiTe17 &110ng 

partner comtriea ot the group. Siailar17, in the Andean Group. trade in machines and 

apparatus. electric equipment, man-mde tibrea and pharmceuticala is confined to sub­

regional exchanges ~ the bloc comtriea. In Atrica, certain mnufacturint; industries 

denloped aole17 thanks to the existence ot regional preferences. Within the Central 

African Custo- and Ecoooaic Union. clothing. glaaavare, wire produeta, ph&nllU:euticala, 

plastics. metal containers, and tool• are traded ai.oat excluaiTe17 &llODt; bloc-partners. 

Preferences granted within the Vest African F.conoaic ec-unit7 atiaulated internal trade 

in plastics. rubber :oroctucts, household appl.iancea. and agricultursl machinery. 

That internal trade subject to trade preferences still represents only a modest 

share ot the total de1111Dd ot the indiridual regions tor the products current17 traded is 

a measure ot the potential tor tuture eXPansion ot mutual trade. Siailarl;y. it is 

obaerTed that developint; countries not part ot the regional preference schemes import 

trom industrial countries goods which in some instances could be supplied by industries 

within the preferential groups on competitive tel'llS. CACM baa hardl;y penetrated the 

mrket ot other Latin American countries tor manufactured products and industrial inputs, 

despite considerable imports ot these products trom the developed countries. The same 

lag in the pattern ot urket penetration can be observed in all regional groupings as tar 

as trade in -.nutacturea is concerned. 

6.1.5 Concluding Observations 

The statistical survey ot this section permits some general conclusions. both 

tor current levels and current trends. First. the share ot developing countries' intra­

trade in world trade as well as the share ot intra-trade in total exports and imports of 

the developing countries has shown a secular rise since 1970. Second. intra-trade has 

undergone a radical shirt in its structure toward a growing preponderance ot manu-

factured products. the most pronounced increases being in products normally classified 

as heavy-industry goods. The long-term trend would appear nearly equally pronounced in 

constant prices. Third, although the bulk ot intra-trade ia still accounted for by 

trade within regions, there has been a steady shirt a~ trom intra-regional toward 

inter-regional trade. Fourth, the growth in preferential trade has been rather sub­

stantial and the share of preferential trade in total trade baa been rising in all 

regional preferential groups. All long-term trends point to a vast potential tor in­

creasing mutual trade, both within and between the regions, particularly in manufactured 

products and industrial inputs. These trends could be aigniticantly reinforced by specific 

policy initiatives to be proposed in thia paper. 
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6.2 Lang-Run Determinants ot Intra-Trade 

l'leoclassical trade theory suggests that the dissimilarity ot capital/labour ratios 

between indiTidual developing countries should lead to considerable specialisation and 

exchange ot goods among theuelves. Tbe Third World is composed ot a large and hetero­

geneous set ot countries vith videly divergent endovments ot resources so that their 

indi Ti.dual .:>des ot specialisation are likely to coaplement and reinforce each other. In 

addition. a sizable proportion ot international trade in ditterentiated 1111S11ut'actured 

products takes place between countries vith broadly sillilar patterns or de-.nd and .,er 

capita in'!Omes. On both these counts, the developing count;ries otter promising 

opportunities tor increasing the wlume and dinrsity or their autua.1. tno.de through inter­

industry as vell as intra-industry specialisation. 

In the short rwi, the developing countries' demand tor imports from other developing 

countries vill be governed by norml market signals such as relative prices, transport 

costs and trade barriers. In the long run, and considering the totality of all developing 

countries, supply influences steming t'roa the degree or industrialisation, the growth or 

production capacity in particular sectors, and the growth of real incomes are likely to 

be m>re powerful det'!!rJli.nants Of the grovth Of intra-trade• The posi ti Te impact Of 

industrialisation vn trade between developing countries can take tour forms: 

• 
Tbe first impact on trade is linked vith the emergence of industrial capacity in 

an increasingly large nuaber or developing countries, hand in hand vith an outward re­

orientation. Thia provides obvious preconditions for export of indust::''ll goods, the most 

dynamic facet ot world trade. Tbis sequence of trade expansioL among developing coUDtries 

is likely to induce substantial intra-industry specialisation in the productivn or 

manufactured products. 

Tbe second ia that industrialisation tends 1>o increase the degree of t-ot11plementarity 

among developing countries, as cross-country differences in the size and composition or 

industrial structures increase. This sort of complementarity, accentuated by differential 

response to domestic ecocomic conditions, is to be expected in a group of countries as 

large and diverse as the developing countries. The growing complementarity in production 

structures among them is in marked contrast to an earlier period vhen they 'competed' vith 

each other in exporting rav :J&terials to the industrialised countries and obtained practi­

cally all their imports trom the latter. The available evidence shovs that a small number 

ot developing countries vith a higher ratio of manufacturing to total GD~ export large 

wlume• or a.nutactures to ot~..er developing countries and a vide range of products among 

each other. Thia pattern is in evidence both in inter-regional trade between developing 

CO\Ult:.-iea and i,, trade between partners of the same regional grouping. 

In the third place, a nry large proportion or purchasing pover in the vorld 

econollJ is still located in the industrialised nations. During the mid-1970•, the high 

income countries vith 27.5J or the population earned u much as 80.7J or trhe vorld'• 

incoM, vhereu lov-incOM countriH vith 57.TJ or the population earned only 9.7J 



of that inco~.!./ The recently acquired affluence of the OPEC nations. an increase in ·-·-, __ .. ... _ ... -... ........ ~ ~· ca.~ita. iucViiK:s, iu t.he ...U.e of renewed outward-oriented inciuatri&lisat1on. 

vill also be important factors in long-terw intra-trade developments. Income elasticities 

ot de-.nd tor unutactured products are generally high. and rising income vill therefore 

generate a larger than proporti'>Date increase in the demand tor industrial goods. As the 

Des lllOTe up the income laddl!r, the share of labour-intensive manufactures in their im­

ports tends to increase significantly. This would tend to faYOur intra-trade among the 

'lbird World countries. 

Fourth, the present skewed distribution of income in lllOSt DCa isloates the 

ll&jorit7 of people trom t-lo_~ market tor industrial products. As a result, there is also 

a bias toward delmlUld tor goods b;r high-income groups that are not currently traded among 

denloping coum.ries but are imported trom outside the region. It acceptable means cl!Jl 

be found to distribute tut\ll"e incomes more equitably, the resulting iapact on int.ra­

trade can be quite significant. The data on income .1istribution presented above, suggest 

that the re-orientation towards a more outward-looking industrialisation strateg;r ncv 

under 1183' in many DCs vill ban a taYOurable effect also on income distribution vbich 

vnuld affect demand patterns in a ~ to encourage intra-DC trade. 

The economic factors vbich lligbt CO'lstrain the growth in South/South trade are 

paradoxically the denlopment needs of poor countries themselves • 'lbe emphasis vat .i.es but 

industrialisation is a m.Jor goal of development planning in most Dea. And, in the early 

stages. any strateE;Y of industrialisation generates a demand tor rav materials, inter­

mediate inputs and capital goods. 'lbat most rav materials can be procured in the 

developing vorld, should be conducive to South/South trade, but the ability of the South 

to meet. its ovn demand for intennediate and capital goods is rather limited. It is not 

as it production abilities or c'\pacities are non-existent. Many developing countries 

manufacture intermediate or capital goods (a tev, such as Brazil and India, even export 

them), but it is important to place the magnitudes in perspective.?/ 

6.3 Institutional and Poliq Limits and Obstacles to South/South Trade 

In prar.tice any pl"ns to extend South/South trade vould face a number of difficul­

ties. In the preceding sect!on the economic factors influencing and limiting South/ 

South trade vere discussed. In the following secti~n, an analysis of other obstacles 

!f See World Bank Atlas, 1977; high-income countries are defined as those vith a per capi­
ta income greater than $ ?QOO and tov-income countries as those vith a per capita 
income less than$ 500. Middle income-coun~ries, vith a per capita income in the 
range of $ 500 to $1999. accoU11ted tor the rest of the world's population and income. 

~I In a global context, exportable surpluses or intermediate or capital good• in the 
South tall tu short of the demand tor such goods in the South. However, even the 
existing export capacities are often under-utilised because mar.utacturer• from LDC• 
find it di tficul t to compete in the vor.1.d market • vi th producers from the !forth. in 
terms of both price and quality. 
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to intra-trade is p~sent~ and a distinction is made between institutional and policy­

induced obstacles, vhich interact and reinforce one another. While economic liaita are 

in a sense t\mda.ental, they do leaTe considerable room for manceu~. If the 

international co-ordination or policies reduces the impact or institutional obstacles and 

a colmitment on the part or gcTermnents reduces the problem or i11ple11entation, South/ 

South trade could be extended much beyond its present leTels. 

6.3.1 Institutional Obstacles 

'lbe existing pattern or trade in the vorld econolQ' is Tel"J' auch the outcome ot 

historical forces (ct. section 3. 2 .1 aboTe). 'lbe international di vision or labour be-

tween metropolitan and peripheral countries took shape in the colonial era vhen trade and 

nag wre inextricably linked. 'lbe direction or trade nova vu u.etendned by the straigbt­

Jacket or de Jure or de facto colonial relationshps. 'lbese historical factors ha'ft 

come to be ellbedded in the syste• ot international trade and ca.merce and nov constitute 

institutional obstacles to one expansion ot trade between Des. In the conte11parary 

world, facilities tor transport, shipping, insurance and banking as wll u channels 

tor coaaunication and 111Lrketing rell&:in oriented towards trade between the lorth and the 

Soutii, and, or course, within the lorth. lo comparable intra-structure exists for South/ 

South trade. Moreonr, the purchase ·Jf technology by DCs ties i11parts to the original 

source, and the te?'llB ot technology t.l"ansfer tro111 the lorth often restrict exports. 

'lbus it is not surprising that there is hardly any international exchange ot comK>ditiea 

between Latin America and Asia though there is a considerable potential. 'lbe limited 

South/South trade that ~· take place is mostly confined to regions and ia not inter­

continental. 

6.3.2 Policy-Tnduced Ob8tacles 

In the vorld or to~, there are a number or policy-induced obstacles to South/ 

South trade. First, the t:ring ot aid forces de'ftloping countries to import from the 

industrialised world. Second, the import ot manufactured good.a depend• on the aTailability 

or crf'dit, and export credits are extended hrgely by the Korth.!/ 'lbird, businessmen 

and nstecl interest• in DCa might van• to retain trade links vith the lorth for a number 

or political or econollic reasons: one such motive is to obt&in conYertible currencies 

abroad through under inYOicing or imports. It is no doubt poaaible to think or other 

such obstacles but these are 1K>stly dependent on conscious policy and, in principle, 

SUJ'llOUDt&ble • 

!/ Countries in the South tind it difficult to match the YOlume or teru ot export credit 
ottered by their competitors tro111 the lort!l because, in ertect, it implies an export 
or capital 
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6.3.3 "nl.e Case for Prom:>tion or South/South Tr&de 

It is not self-evident that goTermnents would be willing to press for South/South 

trade considering the vested interests with strong political influence opposing the move. 

l4ost Des haTe sought to industrialise behind protective trade barriers. and those at 

similar stages or de-welopment protect a similar range or industries, thereby choking 

potential trade novs. A grovth in South/South trade would necessitate a reduction or 

remY&l. or such restrictions. This implies not only a reallocation or resources and a 

restruction of production, both of which impose significant economic and political ad­

just11ent costs, but also & loss or inc<>11e and employment for cert&in groups in the 

country. vbo would naturally exert all possible infiuence on t!le government in the 

opposite direction. Such difficulties can be overcome only ir there is a serious com­

mitment and resolve on the part of the gonrmients. 

Fundamental problems vo\tl.d arise it there vere a serious attempt to promote 

South/South trade in a cohe!'ift and syste1Btic manner. Such problems are likely to 

stem from ~vo sets or factor~: first, the conflict of national interests within the 

South, and second, the inability or gonnunents in DCs to influence the direction of 

trade nova. 

To seek an expansion in South/South trade may, in some inst1W.ces. be an attractive 

c~urse or action. but discussion on the subject often skirts the important question: Is 

t-r..ere something to gain from the move towards collective self-reliance, vho will gain, 

and hov much! The developing vorld is not a \lllited political or economic entity; it 

is, after al1, made up or nations whose relations with cne another are ch2.racterised as 

much by contradiction u by h&rmony. Even more important, perhaps, countries in the 

'!'bird World are at mrlted1y different stages or development, vi th t:.he leut developed 

at one end or the spectrum and the nevly industrialised at the other end. In these con­

ditions, attempts at organising co-operation on an international basis are likely to come 

up against serioua connicta of national interests. The pai.tern of specialisation, the 

structure or production, or the share of markets - vithin the So~-th - are potential 

sources of such connict. In sum, the distribution of gains rrom South/South trade 

might be Just aa unequal as that or the gains rrom North/South trade. Countries which 

lose, albeit in a relative sense, would not want to pursue the objective or South/South 

trade vith the same vigour as those vbo stand to gain relatively -;>re. There would also 

be a legitimate fear that, in the long nm, the unequal distribution or gains might have 

c'lmulati n conaequencea an.:. video the gap betw:en the leut devdoped and the more 

induetrialiaed nation•. 

The other set of policy problem arisea from the ability of governments to mould 

the direction or trade in accordance vitb their prioritie1. An ove1llhelming number of 

de'fttloping co\llltrie1 are market economies Yhere deciaions a';Jout con1umption, investment, 

production and trade are -.de largely tbrougb the price •cbanila. Oonnments here cu, 
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of course, use taxes, tariffs, subsidies and lava and regulations to steer their 

econollies in the direction they vant, but poor Administrative and executive bodies ~ 

to some extent render such policies rather ineffici~nt in many DCs. 

6.4 ReTiev or Policy Instruments 

6.4.l Regional Integration 

Since 1960 a number of regional groups of 'YU'7ing she, leTel of deTelopment and 

economic structure haTe entered into arrangements to liberalise trade 11110ng the11Selves and 

to further the integration of their economies. Tbere are eight arrangements involTing 

tonal free trade areas or co_,n 11arket agreements in 1979.!./ Trade liberalisation 

arre;agements among developing countries are not, of course, confined vholly to free trade 

&rt!as and co~ markets. In December 19n a group of sixteen deTeloping countries 

signed a Protocol vithin GA'rl' under vhich tariff preferences could be extended among 

meabera of the group.Y In general, the tarirr cuts under the Protocol range from 12 to 

50J or MFlf rates. A vide range of agricultural and processed goods are covered by con­

cessions, but the lists vary from country to coUDtey. In addition, a looser form or 

prefel"ential trade agreement between five members of the Association or South East 

Asian lb.tions (ASJ!'.All), co?ering 71 pri-.ry and lllUluf'actured products vent into effect 

on Jan\k\ry 1, 1978. 

Tt.e growth rates or intra-regional trade in ·rarious groups range rro~ very high to 

moderate during the recent put. But it is noteworthy that in all cues, the growth rate 

or intra-regional trade is significantly higher than total trade for each region. In 

the case of l.iu-""l'A, this is so despite the fact that intra-trade vas subject to nev forms 

of protective restrictions in some years of the 1960s in order to permit weaker nations 

to consolidate their positions. However, the ro.pid pace at vhich trade has expanded in 

all groups since 1970 underlines the capacity of the developing countries to conduct 

mutually beneficial trade behind colllDOn protective barriers. Moreover, since the bulk 

>f the increase in regional trade amor'8 major groups is concentrated in manufacturing 

!_/ These are: Latin American Free Trade Association (LAFTA) consisting or eleven Latin 
Allterican countries· Central .6merican Common '"!arket ( CAC"~) C0111Prising ~ive Central 
American nations; Caribbean Economic Co111111unity (CARICOM)consisting of thirteen 
Caribbean nations; East African Community (EAC) vhich consists of Tanzania, Uganda 
and Kenya; Economic Co111111unity or West African State" (ECOWAS) consisting of sixteen 
countries; Union Douaniere et Eco11omique de l 'Afrique Centrale (UDEAC) comprising 
four central African countries; and Communaute Economique de l' Arrique de l 'Ouest 
(CEAO) consisting of six countries. A sub-group of LAFTA is the Andean Bloc con­
sisting or four countries. 

?J These are India. Brazil, Chile, Egypt. GreeC•'!, Israel, South Kore&. Spain. Mexico. 
Pakistan, ~eru, Philippines, Tunisia, 'l\lrkey, rruguay, Yugoslavia. 
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sectors (e.g. in CACM and the Andean Bloc, over 75% of all intra-trade is in manu-

liberalisation. In general, integration arrangements have resulted in f'uller utilisa­

tion of industrial capacity. and most partner countries have reaped net benefits in terms 

of industrial output and employment. 

Even though in most groups a majority of partners seemed to have experienced an 

expansion of exports due to integration, the extreme diversity in rates of flrowth of 

exports and the resulting imbalances in their intra-zonal trade remain major stumbling 

blocks to further growth. If there are severe i111.balances among member countries at the 

outset, the tendency for a widening income gap between rich and poor countries of the 

group as a result of liberalisation is likely to be reinforced. Consequently. there 

are misgivings among weaker countries in all groups that a uniform trade liberalisation 

policy will benefit the more developed members at the veaker's expense. Future progress 

in trade expansion clearly requires that gains from trade liberalisation be more 

equitably distributed. 

Excessive reliance on economies of scale seems to have further complicated the pro­

blem, as countries that already have a viable i:idustrial structure tend to be favoured 

in the competition for future growth of industriai capacity. Some progress in solving 

the problem within LAFTA has been made by means of 'industrial complementarity' 

schemes in the Montevideo Tr~aty, even though they have failed to get su~stantial nev 

lines of production off the ground. The dissatisfaction of the relatively less dev­

eloped countries in LAFTA, vho find it difficult +.o build viable manufacturing sectors 

within the existing framework of the treaty has not vanished totally. 

It appears, therefore, that a crucial concern of industrial policy in all regional 

trading groups must be with the allocation of industrial capacity according to criteria 

vhich go beyond freeing trade in general. This does not imply that freeing trade is 

not important; it si~ply calla attention to the wider consideration of equity and the 

need for correcting mechanisms. The frequently suggested method of lU111p-sU111 fiscal 

transfers, of the kind attempted in the East African Community, f~r redistributing the 

gains trom trade liberalisation have not done much to solve the problem of structural 

imbalance. The moat important, it not the ?nly means, of eliminatin~ the structural 

causes of mal-diatribution of benefits of trade expansion may consist of increasing the 

rate of industrial development in weaker countries. Part or this task can be accom­

plished by a phased reduction of tariff barriers in relatively less developed member 

countriH. They are, however, unlikely to guarantee a balanced distribution of in­

du1trial capac1ty in the region as a vhole. What in sOl'le instances might be required 

i1 1ome sort of co-ordinated planning of indu1trial development within the region, 

1upported by an active bargaining procea1 to balance consideration• of efficiency and 

equit7. 
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A move to establish one industry to serve the total mar~et in any given re~ion may 

mitigate against a reciprocal development of industry throughout the region. w-nen one 

large regional plant, even though technically more efficient. displaces a number of 

small, protected n~tional prod11cers, the resulting disruption in individual countries 

may be difficult tc cope vith, at least in the short run. But, more significantly, the 

desire to initiate some industrial activity is a pover~l motivation in many countries, 

and if the argument of economies of scale is used in a vay which effectively deprives 

them of the opportunity to shar~ in the industrial development ~f the region, inte­

gration may simply confirm the dominant position cf one or a fev countries or firms. 

In any event, the long-term sc.lution calls for some concept of ''balance" among 

different countries of a region in designing large industrial projects. Some industries 

in any given region may be tied to a particular location, ~ither because of availability 

of rav materials, cheap sources of pover, or the influence of transport costs. Others, 

in particular those requiring large inputs of labour, may be more flexible in their 

choice of location. For industries for vhich location is not critical, a good deal of 

veight should be given to considerations of regional balance. In many instances, this 

may not increase unit cost of production at all. A number of recent studies have cor.­

firmed that, economies of scale notvithstanding, several countries in every region vould 

qualify as minimum cost locations for a large variety of industrial products. For other, 

second-best, locations, production costs are expected to be only slightly hiFher. T~e 

slight increase in costs of production can be counteracted by staggering the implemen­

tation of tariff cuts, as has been done in t~e Andean Bloc. 

6.4.2 Prospects for Interregional Trade 

Contemporary discussions of intra-trade have tended to concentrate on achieve­

ments and problems of regional trade, vhile prospects of interregional trade (i.e. trade 

among all developing countries) have received only modest attention. Hovever, recent 

trends suggest that interregional trade is the more dynamic of the tvo types of flovs 

and has expanded faster than trade betveen regional partners during 1970-1975. The 

possibilities of expa.~ding interregional trade appear to be vast, given the larger matrix 

of countries, products, supply capabilities and demand patterns of developing countries 

at large. 

It vas suggested earlier that vigoroun import substitution efforts behind national 

protective barriers hav~ enabled a number 01 developing countries to acquire a vide 

spectrum of industrial capacity, vhich frequently suffers from lagging demand and, con­

sequently, short production runs. This factor, vhic~ greatly enhances the potential for 

intra-trade, is paradoxically also a major obstacle to it. Maintenance of nat:~nal pro­

tective regimes in developing countries means that potential exports of industrial pro­

ducts to each other also face formidable trade barriers. It is nbvious, t~erefore, that 

an important preconc'ticn for enlarged trade among the developing countries is a change 

in the tarirr and other c0111111ercial policies vith respect to ea~h other. This change 

should aim at a preferential tre~tment of traded products originating in developing 

countries. 
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Therefore, a ruture task of considerable significance is the setting up of a 

forum vhere the developing countries could undertake trade liberalisation among them­

selves, either through rounds of trade negotiations or in any other suitable ve;y. 

Such an effort vould initially require a large amount of preparatory vork for identi­

tying the trade flovs most likely to benefit from trade liberalisation. UNC'l'AD 

estimates suggest that initially some 36 per cent or $ 18 billion worth of developing 

countries' intra-trade could become subject to trade negotiations. Initially, limited 

and looser forms of trade liberalisation s.greeuents involving a limited number of 

products may be preferable to more general techniques of trade liberalisation, such 

as across-the-board reductions COlllllon under the auspices of GA'I"l', vhich are likely to 

trigger videspread fears alout the survival of nascent domestic industries. It is too 

early to Judge the recent treaties involving limited trade concessions among ASEAN 

countries, but it may serve as a useful example. 

One may conceive uf the entire set of developing countries as a vast preferential 

trading area for manufactured goods. A programme of expanding intra-trade vhich goes 

beyond regional exchanges vill have to be fitted into a tramevork of existing or inci­

pient integration schemes. Possibilities exist for the retention of existing tree trade 

areas and other preferential schemes vithin the larger framework of preferential trading 

agreement- extending to all developing countries. In free trade areas, for instance, 

vhere intra-union trade is wholly or substantially liberalised, the preferential tariffs 

extending to developing countries outside the given free trade area could be higher than 

the tariff applicable to partner countries, but lover than the MFN tariff applicable to 

non-developing countries. In coamon markets, vhere intra-community trade is wholly 

liberalised, the preferential tariff applicable to developing countries outside c011111.on 

market could be higher than zero but lover than the common external tariff. 

The problem of non-tariff bar;.•iers is i:; general more intr,..ctable, but devices 

such as differential heights of QRs, selective safeguards, uniform customs valuation 

procedures are possible. These and other devices vould ensure that general preferential 

arrangements extending to all developing countries on a non-discriminatory basis do not 

erode existing or incipient integration movements. 

Initially, the major part of increases in intra-trade resulting trom preferential 

arrangements would come from trade creation, i.e. through a switch in the source of 

supply from domestic producers to other developing countries, and would thus represent 

a net increase in vorld trade. Preferences should be designed so aa to promote both 

inter-industry and intra-industry specialisation. The former should aim at curbing 

the tendency towards "proliferation" of an uneconomic range of manufacturing industries 

in individual developing countries, regardless of coat and efficiency considerations. 
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Intra-industry substitution, by contrast, should aim at diversifying the locus of 

product.ion of t.he various st.ages of t~":.·icat.ion in a vert.ica.lly int.egrat.ed indust.ry. 

e.g. steel, a.a well as of production processes in consumer goods industries, e.g. 

textiles which run through a whole chain of man-made fibres and fabrics to made-up 

garments. The natural advantage of the larger, industrialisi~ developin~ countries 

1118.f, for instance, lie in fibres or textiles which are relatively less labour-intensive, 

while other developing countries may specialise in apparel-making which is relatively 

more labour-intensive. Similarly, in the garment sector there are significant possi­

bilities of specialisation in types and sizes of garments. The tvo types of substitu­

tion outlined above will have the effect of reducing the real cost of a given degree of 

industrialisation for each of the countries. ~ey may al~o have the effect of increasing 

developing countries' capacity to export to developed market economy countries through 

the emergence of larger and more specialised firms. 

6.4.3 Other Institutional Arrangements 

It is clear that preferential tariffs alone would not be sufficient for in­

creasing intra-trade unless accompanied by parallel development in transport, marketing 

networks and financial mechanisms.!/ In particular, the development of nev monetary 

mechanisms to provide credit facilit.i.es for intra-trade are crucial. They could take 

the form of new commercial banking links, payments unions, clearing houses and accounting 

units for trade between developing countries. One of the inhibiting factors for intra­

trade is tr.e developing countries' preference for ''hard-currency" exports due to the non­

convertibility of their currencies. The lack of convertibility of currencies can be 

remedied "by a payments union, which also extends credit to member countries for trading 

~ong themselves vithouf; u~e of scarce convertible currencies. A common unit of account 

based either on SDR (such as the one proposed for the Asian Clearing Union) or on a 

''basket" of major developing country currencies may further strengthen the financial 

arrangements. Similarly, development of shipping, port facilities, and Joint chartering 

of large vessels may also remove bottlenecks towards greater trade linkages. 

6.4.4 Impact of Intra-Trade on Traditional Trade Flows 

Despite impressive recent growth of intra-trade, traditional trade flows ~stab­

lished during the colonial period continue to dominate developing countries' pattern of 

trade. .Aggregate dat& suggests that developing c.,untries continue to incre&se the rate 

of growth of their ~icports both to the rest of the world and to other developing countries, 

vhile absorbing increasingly larger quantities of imports from all sources. 

!f This s~bJect is treated extensively in Volume l of the Collected Background P&pers 
to Industry 2000 - Rev Perspectives, International Financial Flows. 
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The available data, the.·efore, show little evidence as yet that the grovth of 

intra-trade is in the process of supplanting the developing countries' trade vith their 

traditional partners,!/ although their share of DC intr&-tra~e grev somewhat between 

1970 and 1976. This could ~ due to a number of reasons. First, the major proportion 

or increase in intra-trade in n:anuractUl·es seems to have been due to "trade creation", 

i.e. a switch i~ ~~e source or supply !rom domestic producers in other developing 

~ountries. Second, it is plausible that an increase in export capability due to 

increased intra-trade has favourably influenced the export ~h in general., including 

eT.ports (.0 the industrialised crW1tries. Third, various preferential schemes under 

~ne GSP extended by the develoJlf:d market economy c~untries may have been instrumental 

in maintaining exports to the iud•15tri!!l.ised countries. Fourth, the unusually rapid 

grovth in demand in developing countries '?r capital equipment and vario•.is industrial 

goods in recent years has necessitated imports from all sources. 

Ho~~ver, s• ~e analyses of trade creation and trade diversion effects under various 

preferential traiing schemes among the developing coUDtr,es have fot:.~d evidence of both 

tr.i.de-creation and trade-diversion. Within CACM, for example, c~~ ~arket arrange­

J1er.ts :1ave promoted indll.!trial specialisation by type of product, 11hich suggests that 

th~ e~ergence of nev trade, rather than displacement of linkages with outside, dominates 

i;he intra-trade pattern. Iri other cases, 'a.r•;ic·..U.al"ly in the Andean Group, there is some 

evidence of a sli6h~ ~iversion of trade from the developed ~arket economy countries 

towards their ovn partner countries. But even in these cases, there is no clear pre­

sumptiC'n that the commlln exter!'1l tariff has c.aused production a.:::' co:isumption of one 

or mor~· member countries to sh~ft frum lover-cost sources of import;~ in the develop~d 

countries to higher-co~t producers in member countries. 

It is, of course, inconceivable that a prolonied rapid expansion or intra-trade 

"Culd occur without some trade diversion. Trac.'l.e diversion resulting from intra-trade 

among developing countries, however, should be considered in its long-run, dynamic 

context. Firstly, if in the absence of integration, each m~ber country vere tc pro­

tect its national import-competing industry against all lover-cost foreig11 producers, 

a common external tariff of member countries may not cause more trade diversion than 

vould. have happened anyway. Second, because or potential economies or scale and the 

growth of income within the integr3ted regio~, what appears to be trade diversion in 

the short run may turn into trade creation in the long run. 

A cross section, multiple regl"ession equation, fitted by Jaleel. Ahmed, in order 
to test the sensitivity of developing countries' intra-trade to ~heir trade with 
the developed market economy countries, round no evidence or "trade diversion". 
In other words, mutual exports are not at the expense of developing countries' 
traditional exports to i.ndustrial countries, while mutual imports from each other 
do not substitute for imports frOlll the indu~trial countries. This re~ession was 
based on the 1976 data on SITC 5-8 flovs. If oth~r flows were to be included, 
the results vould be reinforced. 
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STATISTICAL ~CT 

to Section 6.1 

This statistical abstract has been prepared from data contained in UNCTAD reports, 

Review of Recent Trends and Develo;ments in Trade in Manufactures and Semi-Mwtufactures, 

Heport by the UBCTAD Secretariat, ·I"D/B/C.2/190 dated March 21, 1978 and Trade :.mong 

Devel~ping Countries by Main SITC Groups and by Regions, Statistical Note by the UNCTAD 

Secret'U"iat, 'I!D/B/C.7/21, dated September 20, 1978. 

This appendix provides only pai·t of the data on vh~ch the analysis of the paper is 

based. Detailed c!'lta is available in the above reports. 
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Table 6 (1): Annual aver!fje growth rates or vor!d exports by regions 

To Developed Developing Sodalist 
1''rom \lo'!"ld Market Economy Countries Countries Countries 

World 

1960/61 - 1965/66 8.3 9.3 5.7 1.6 
1965/66 - 1970/Tl 11.l 11.8 9.3 8.9 
1970/71 - 1975/76 29.1 21.6 28.1 22.7 

Developed Market 
Econ5!!l Countries 

1960/61 - 1965/66 8.9 10.1 5.0 10.5 
!965/66 - 1970/71 12.0 12.6 9.5 10.8 
1970/71 - 1975/76 21.2 18.7 26.4 21.2 

DeveloEin! Countries 

1960/61 - 1965/66 6.1 6.5 5.0 11.4 
1965/66 - 1970/71 9.0 9.3 8.3 7.3 
1970/71 - 1975/76 32.3 31.4 35.9 27.2 

Socialist Countries 

1960/61 - 1965/66 8.4 11.6 13.9 8.0 
1965/66 - 1970/71 9.4 10.4 10 4 8.9 
1970/71 - 1975/76 20.9 25.1 21.3 20.0 

Table 6 (2): Relative imI>Ortance of eXJ>()rtS to dev~loping countries in total exports of 

individual regions, 1960 - 197~/ 
(percentages) 

Region 

Latin America 

South and South-East Asia 

west Asia 

Africa 

!/ ?ot~l exports exclude mineral fuels 

1960 

9.1 

32.8 

32.2 

13. 1. 

1965 

12.9 

30.8 

29.1 

13.4 

Year 

1970 

14.8 

28.4 

'31.3 

11. 3 

1975 

21.4 

31. 7 

46.9 

14.1 
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Table 6 (3): Trade matrix of intra-develoEi!!! coWlt!:l flovs bl re!ions 

(milion $) 

To Developing South and 
South East West Asia Africa Total 

From America Asia 

Developing America 

1960 1,680 46 29 105 1,859 
1965 2,150 86 55 130 2,421 
1970 3,120 160 37 125 3,442 
1975 9,580 350 840 1,261) 12,030 

South and ~uth-East 
Asia 

1960 165 2,100 165 195 2,625 
1965 180 2,280 230 310 3,000 
1970 175 3,180 365 485 4,205 
1975 1,08J 9,160 2,360 1,380 13,980 

West Asia 

1960 61 285 355 230 931 
1965 165 400 550 235 1,350 
1970 200 640 770 350 1,960 
1975 4,360 8,130 3,820 1,710 18,020 

Africa 

1960 44 190 100 350 684 
1965 41 160 120 600 921 
1~70 235 240 115 650 1,240 
19'(5 1,590 410 390 1,500 3,890 

Total 

1960 1,950 2,621 648 880 6,099 
1965 2,536 2,926 955 1,275 7,692 
1970 3, 730 4,220 1,287 1,610 10,847 
1975 16,610 18,050 7,410 5,850 47,920 

Table 1 {4): Trl\de in manufactures amons develoEi!!! countries {SITC 5-8 less 68) 1 1970-1975 

(percentages) 

Exports to Latin South and 

America South-East West Asia Africa Total 
From Asia ---
Latin America 1970 25.4 0.7 0.9 27,0 

1975 22.0 o.o o.4 1.3 24.3 

South and South-
East. Asia 1970 3.3 38.2 6.2 10.l 57,8 

1975 2.9 36,3 11.l 8.1 58.4 

Western Asia 1970 o.4 5,2 1.3 6.9 
1975 0.5 1.4 9.2 2.0 13.1 . 

At'rica 1970 0.2 o.6 0.9 6.6 8.3 
1975 0.2 0.5 0.7 2.8 li.2 

Total 1970 28.9 39,9 12.3 18.9 100.0 
1975 25.6 38,8 21.4 14.2 100,0 
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m_,._,_ c Ir- \ Relal.ive im~rtance ot e!}22rts and imJ:!2rtS rrom and to develoEin! countries .LCl.V.L.C v \.I I • 

in cowitries (% share) 

SITC Pro1Auct % or 1960 1965 1970 1976 
5 Chemicals Exports 35.0 48.o 52. 3 50.2 

In!;iorts 4.8 7.6 8.8 11.3 
67 Iron and Steel Exports 40.9 61.0 46.5 46.o 

Imports 2.4 7.4 8.3 1.1 
1 Machinery and Trans- Exports 71.0 69.6 45.1 44.4 

port EquiJl!lent Imports 1.7 2.4 3.3 5.2 
6 + 8 Other manufactured Expo'r"ts 40.5 33.5 28.6 25.6 

goods Imports 12.9 14.9 28.6 20.1 
5 - 8 All manufactures Exports 42.7 38.6 32.9 32.3 

Imports 6.4 7.4 8.3 9.1 
0 - 9 TOTAL Exports 22.3 21.0 19.8 22.9 

Imports 20.8 20.2 18.9 26.5 

Table 6 (6): Shares of intra-regional exports in total exports to all develoEing cotmtries, 

1960-1976!.1 (percentages) 

Region Year 

1960 1965 1970 1975 
Latin America 84 86 86 76 
South and South-East Asia 27 74 72 65 
West Asia 62 72 75 70 
A1'rica 51 63 59 55 
All developing regions 73 75 74 68 62 

!.I Exports exclude mineral fuels. 
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CHAPI'D 7: SUMMARY, C05CWSIORS ARD SUGGESTIOllS FOR ACTION 

7.1 Simmary 

The expMsion of DC trade is a vital part of spreading the benefits of industriali­

sation amon~ these countries. It enables DCs vit~ 3m&l.l markets to japrove their resource 

allocation and become more productive. It also earns them foreign exchange vith vhich to 

buy goods needed for industrialisation. The share of manufactures in total vorld trad~ 

(excluding mineral fuels) has increased from roughly 60 per cent in 1960 to about 75 per 

cent in 1976. The shirt to manufactures has been particularly marked in DC trade. 'l'his 

has included a rapid increase in exports. For projections of DC trade growth betveen 1974 
and 2000, see table 4 (5). 

Despite the apparently impressive performance major problems remain. First, the 

intercountry distribution of manufacturing exports shovs a marked degree of concentration. 

Within the DC group, Mexico, South Korea, Brazil and India dominate the export trade in 

manufactures both in terms of absolute numbers, ar.i in terms or the share or manufactures 

in total exports. Second, ~ven taking the aggreg~te data, one finds that the share of DCs 

in total world manufactured exports remains quite lov (see table 7 (1) belov). Third, a 

substantial part or the expan~ion or the volume or trade consists or non-market tranc­

actions insofar as it takes place within Tl'ICs. Fully a third of vorld trade is nov intra­

f'irm trade. 

Table 7 (1): Shares of' vorld exports of manufactured goods - 1960, 1970 and 1976 
(per ~ent)!I 

1960 1970 1976 

Developed market economies 84 85 84 

Centrally planned economies (Europe) 11 9 8 

Developing countries 4 5 8 

Othe:·s l 1 1 

!._/ If mineral fuels are also included in total world trade, the share of' manufactured 
goods increased from about 55 per cent in 1960 to about 60 per cent in 1976. 

Note: Manufactured goods comprises SITC 5 to 8 except 67 and 68 (i.e. iron and steel and 
non-ferrous metals are not included). 

Source: UN'=TAD, Handbook of International Trade and Development Statistics, 1979, Annex A. 

Increasing trade among developing countries is most important. The .,growth of South/ 

South trade between 1970 a:.1d 1976 amounted to 9 per cent annually compared to 5.8 per cent 

between 1960 and 1970. The growth rates for 1970 to 1976 ~re also higher than those of ICs 

for the same period. The fastest growth has been registered for machinery, transport 

equipment, chemicals, iron and steel. Altdough the bulk or the intra-DC trade is still 

regional, ther~ has been a steady grovth of inter-regional trade. 



I P&;;;;Fcts fur the cieve.iopnent of intra-DC ~racie are encouraging because DCs have 

videly divergent resources, vbich give them many opportunities for c011plementary trade. 

DCs also have a unifo~ and overlapping pattern or demand for manufactured products vbich 

otters nU111erous possi~ilities for nev marke~s. 

OYer-specialisation should be avoided. It a country is too dependent on only one or 

tvo products, sharp international fluctuations in price or demand can seriously damage 

its econOll)', as can unexpected policy changes in other countries, due to the absence of 

established codes or behaYiour r~r international trade relations. 

7.2 Issues and Problems 

It the Lim.a target tor a higher DC percf"ntage in the production or vorld manufactures 

ii tn be achiend, there must be special initiatives in the trade field to encourage this. 

Both better market acceH to the lorth and greatly increased So•1th/So11th trade must be 

achiend. The following specific problems are areas vhere international co-operation might 

i1~lp improve the situation. 

(i) Macro-economic policies both between North and South and within the South should 

be co-ordinated to compensate for adverse trends being transmitted through trade links. 

(ii) Existing tariff structures are biased in favour of imports of rav materials and 

against processed products made in Dea from these materials. Even the GSP has been damaged 

through the extensive use of escape clauses. 

(iii) Ron-tariff barriers also fall disproportionately on DC exports because many or 

_, these products are considered "sensitive". The increase in the use of VERs and a.fAa vhich 

restrict DC exports, has increased significantly in recent years. Complicated licensing 

requirements, government purchasing policies and the enforcement of sophisticated technical 

standards turther circumscribe export opportunities for DC pr?ducte. 

(iv) Today there is a bias in the North in favour of having recourse to protection 

instead of restructuring policies for ailing industries. The heaviest ~ost of such adjust­

ments falls on the workers in declining industries. They may be jobles~ ~or prolonged 

perio_a, have to learn new skills, and have to move to new '-~a~iona. All this means the 

use or adjustment policies and vhat form they take can easily become very political issues. 

No government wants to lose its mandate aimpl: to benefit DC exporters. 

( v) Al though South/South trade has expanded rll\pidly, it is still only a small p'!r­

centa£e of vhat it could be. The expansion of intra-South markets is essential for rapid 

induatrialisation regardleas of hov much lh.rket acceas ia gained in the North. South/South 

trade ahould enable Des to realise economies of scale, exploit the complimentarity between 

their economier, reduce expeaure to riaka and c~clical fluctuation and foster indigenous 

technological development. The increaae in intra-trade in manufactures haa been largely 
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due to "trade creation" and has not diverted trade from traditional markets. The unusually 

rapid grovth or DC demand ror capital ir->ods ar.d oth~r industrial goods has enabled them to 

absorb imports from all sources. An increase in South/South trade could also help DCs by 

having a beneficial ?ffect on ~..-::.!c !lS a whole. 

While the gains t'rom in1~reP.Sed intra-DC trade are clear, ~here are both '!con"X!lic ud 

ins~itutional obstacles to such 1\11 increase. Economic limits connected vith unequal distri­

bution ~r vealth vithin, as vell as betveen, Des are one rorm or obstacle. InstitJtional 

factors mostly inherited from the pest and connected vith trade and coamunication lirJts, such 

as shipping, are both barrier~ to increas.ed South/South trade. In addition, internal con­

!licts vithin the South and the iue~·lit> or some governments to influence the direction o: 
trade also hinder intra-DC trade. 

In spite or the general gains for South/South trade f?"Jlll regional integrati~n and tra~' 

liberalisation the beaerita have not ~een uniformly distributed among particip~ting countries. 

future progress requires that gains :t"ram integration be more equitably distributed. Regional 

industrial development plans shoul~ give dpecial consideration to the less developed members 

or the group. 

7.3 Conclusions 

Given the problemo noted above certain guiding principles ror the development or con­

crete policy proposals can be derived. They are summarised belov. 

{i) The need ror a direct link betveen DC exports and imports or manuractured goods. 

To secure a rair share or vorld trade in man~ractures ror DCs, there must be a direct 

link between the percenta,;e or vorld trade held by DCs and the amount or capital goods 

imported by the South from !Cs. 

(ii) The role or trade in relation to the chosen industrialisation strategy. 

Ir a country chooses an ex;iort promotion strategy, nev mechanisms should aim primarily 

at fr&eilitating market access and liberalising international movements or goods and services. 

Metho~s must be round to reduce the vulnerability or these countries to global economic 

disturbances and rec~r.sionary impulses from abroad. The role or TNCs is particularly great 

in countries vh~re export promoti~n is the basic strategy. Principles aimed at changing 

the balance or bargaining pover between TNCs and national governments should apply fully 

in this case. 

It a country chooses an import su~stitution strategy, the emphasis should be laid on 

a steady movement rrom production or relatively simple import substitution goods to more 

sophisticated equipment vhich eventually can be exported. In the beginning or this pro­

ces1, action v!ll be directed chiet1J•tovard1 increasing market access and securing non­

reciprocal treatment in a North/South context. The elimination o~ the partic:Uar bias 

in tariff 1tructure1 a,;ain1t the exports of Des 1hould be pursued along vith parallel 



action against the non-tariff barriers. Hovever, the development or a more sophisticated 

range or exports and the concaaitant industrial structure vill necessitate larger markets 

and specialisation. Hence the South/South relationship vill become focal, particularly 

in later stages or the development process. Principles or non-reciprocal treatment or 

developing countries, or exploiting the complementarity betveen these countries, and or 

generally giving prererences to intra-regional trade should be emphasised. What vas said 

about the bargaining positions betveen TRCs and national governments is perhaps even more 

important for countries rolloviag this strategy because, in some cases, they vill be less 

attractive ror foreign investors than countries rolloving a more free-market oriented 

strategy. 

A self-reliant strategy is not to be equated vith a closed door policy or aute.rky. 

The exchange or goods and services betveen countries is ass1.111ed to constitute an important 

element or selr-:-eliant industrialisation. Trade vill, hovever, be highly selective. 

Inherent in the concept is preference for trade vith other developing countries. Sur­

veillance and control or trade vill be necessarr to ensure maximum g~n for the country 

and also to distribut~ these gains vithin the country. 

(~ii) Vigorous development of South/South trade 

A leading principle vhen designing nev mechanisms ror developing trade is that South/ 

South trade :nust come in the forefront.!/ An intenPification of trade between the develo­

ping countries vill be a necessary and crucial step tovards incret.aing other economic links 

betveen them and 1.hus reducing their dependence on the North. Increased mutual trade vill 

lead to increased tlovs or capital, technology and skills. It vill also foster increased 

av111~eness of cC1111110n proble:as and potentialities. 

(iv) Work on regional integration and the creation or free-trade areas must continue. 

Previous experience rrom regional integration and gro\p trading schemes in developing 

countries is not entirely encouraging. This is to a large extent due to special ractors 

and proolems associated with developing countries that make the principle or economic 

integration followed in the North more difficult to apply in the South. The classical 

methods or expanding markets and harmonising policies through economic integration m&y 

by no means be abolished. The.r may come to play a greater role than before as the level 

of development increases. However, they must be adapted to the particular problems of the 

DCs involved, and include a conscientious atteii:pt to achieve a reasonable balance in the 

industrial structure. 

This and other element• of economic co-operation betv~en developing countries are 
treated in UNCTAD resolution 127 (V). 



(v) Nev trade links should be systematically investigated. 

Only a fraction of possible avenues for trade in manufactured goods has been utilised 

so far. A systematic search for nev trade possibilities should be undertaken. Initiatives 

and introductory activities for stimulating Third World markets could be undertaken by 

international organisations, govenmiental enterprises or Third World transnationals. It is 

important particularly for capital goods or more capital-intensive goods that developing 

countries should be given more infol'lllation about the products design and manufacturing 

techniques appropriate for exports and for selling in different markets. Exhibitions of 

products that have sold vell could be organised. Participation in international fairs and 

exhibitions, skilltully trained sales personnel, invitations and study tours in the deve­

loping countries by Western buyers could be elements in a marketing effort. For consuaer 

goods, similar methods should be applied. Here, there are also opportunities for direct 

contacts vith the consuming public. Contacts could be sought vith progressive circles, 

cons1.111er movements, vcmen's movements, etc. vbich may be interested in promoting Third 

World consumer goods. 

In the field of South/Sout!l trade the importance of improving measures and statistics, 

as vell as .:lose observation and reviev of development is obvious. Here also a systematic 

scanning of possible nev links in the netvork of trade should be undertaken. Since d'!ve­

loping countries are likely to evolve a high degree of complementarity, the scope for 

intra-trade becomes enormou.s. It cannot, hovever, be utilised vithout an efficient dis­

semination of information about products, quality and other requirem~nts. 

Nev bilateral agreements could provide nev trade opportunities for the developing 

countries, vithout disturbing or diverting attention from already established trlide 

relationships. In bilateral negotiations, hovever, developing countries may be at a dis­

advantage in relation to their potential partners in the North. Methods must be found to 

increase the benefits of such arrangeme'llts for the developing country vithout ';he partner 

from the developed country losing interest in the deal, Involvements by IC gnvernments 

and by international organisations may be usetul in this context, even if governments and 

enterprises in some countries resent such interference. 

(vi) Marketing problems must receive more attention 

Marketing r•roblems and their resolution including elimination of non-tariff barriers 

to trade, as d~scussed in chapter 4 of this paper, should receive much greater emphasis in 

the international comunity than they have in the past. For example, exporters of capital 

equipnent, or their governments must ass\.Dlle some share of the responsibility for seeing 

that the resulting output can be sold on vorld markets under favourable conditions. 

In addition, intormation about product design and manufacturing techniques appropriate 

to differer.t marlr.eta and products should be assembled and widely dhseminated. Reference 

lib~ariea, or other information cent~ea, should be e~tabliahed in developing countries where 

trade and technical Journals frOll all parts of the vorld could be freely consulted by 



potential exporters. Another possible vay of spreading the relevant information would be 

through the p~blication of a quarterly bulletin for widespread dissemination to govern­

ments and interested firms in both developing and developed countries. 

(vii) Stabilisation of export earnings and co-ordination of policies must continue 

The risks of sharp and random fluctuations in production levels or export earnings 

must be reduced. Previous efforts in this field should be renewed, in spite of the poli­

tical difficulties which have emerged :t"rom time to time. It is realistic to ass\llle that 

it vill take some time before more large-scale schemes vill be effective. In the meantir , 

looser and simpler forms of co-operation and co-ordination ot policies might not only pave 

the vay to the larger ones; but also be beneficial in themselves. Even an increased and 

more efficient dissemination ot intonnation on plans and policies would be useful. 

7.4 Suggestion tor Action 

7.4.1 Need tor Greater Availability ot Mc;.rk.eting Information and Techniques 

(i) The first prerequisite for the success of a prograJ1111e tor expanding DC manu­

facturing exports is the acquisition ot the tullest possible information abo•.?t l:'!arket 

possibilities. Hence, new trade poP.sibilities tor manufacturea goods should be investi­

gated t:1rough a systematic scanning of the potential netvork.. Complete matrices could be 

constructe~ tor the selection of items on the lowest possible level or the SITC. Demand 

and supply conditions for each column and row could be reviewed. Potential products for 

new trade could thus be identified. This work should be done on different levels. The 

first step might be to construct the matrices, and to undertake a superficial scanning in 

order to identify theoretical ~ ssibilities. Then commodity exports should be consulted. 

As a las~ step, country experts should b~ brought together in the cases where the possibi­

lities to establish new links seem most promising. 

(ii) There is also a scope tor greater and more systematic dissemination of infor­

mation concerning different countries' projections, plans and policies for trade and mar.w­

facturing development. Models for such information-spreading exist with the EEC, the UN 

Regional Economic Commissions and the OECD. The problem to be overcome would be that of 

lll&king the system fast and flexible in spite of the many countries involved. Information 

collection and systen:atisation on a regional basis vould be essential. Through an intra­

regional computerised network cer4:.nin flexibility problem~ could be resolved. 

(iii) Technical standards, quality requirements and consumer protection mea~ures in 

the North may operate as barriers for exports of DC manufactured goods. Although codes 

of conduct in this area have been set up through recent multinational trade negotiations, 

it remains to be seen how efficient these codes will be and how frequently breaks and 

exceptions vill appear. The field of technical standards as artificial barriers is of 

special interest; here, not only is the code of cond\'.Ct imp0rtant, but trade obstacles 

ott~n arise from mere lack of knowledge of existing technical standards, which, once 
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or information could achieve great results without any overwhelming costs. One element 

vould be to screen international standsrdisation activities, and to determine hoY the 

result or such work is and could be applied and distributed to the developing countries. 

(ivj Efforts to increase information flovs can be complemented by special efforts 

to develop marketing opportunities in the North for Southern products. One or the reasons 

why such a large part or the exports or devc:loping countries is in the hands or TNCs (it 

has been estimated to aaount to h0-50 per cent} is that the TNCs have the control over 

efficient distribution and marketing channels. This TNC control is likely to continue. 

Therefore, additional initiatives and promotional activities for stimulating Third World 

marketing sh . .lld be undertaken. Control and operation should in the long run stay vith 

regional organisations, governmental enterprises or Third World multinationals. 

7.4.2 Technical Assistance in Bilateral Trade Negotiations 

~ilateral trade arrangements can give benefits to DCs additional to th'Jse derived 

from participation in the global exchange of goods without detracting from the latter • .!/ 
Such arrangements have been discussed or touched upon in the context or intergovernmental 

t'ramevork agreements. DCs should be assiated in finding bilateral trade opportunities and 

given technical assistance in constracting and negotiating such arrangements concerning 

manufactured goods. 

International efforts to obtain a reduction in tariff and non-tariff barriers and 

measures to stabilise prices should be vigorously pursued. It is by now a common opinion 

that non-tariff barriers are more important than the remaining tariff barriers, and that 

important progress is being made in the 5TB field under the present multilateral negoti­

ating structures. But the classical obstacles to trade still impede exports from the DCs. 

Built-in biases in tariff structures IUld ~oat-favoured nation clauses still operate against 

the exports trca developing countries, vhi~e gt"adual erosion of the benefits from North/ 

South preference schemes continue to be caused by the general lovering or duties. Pro­

posed remedies include the enlargement or th~ GSP scheme and its liberation from various 

ceilings and exceptions; deeper-than-formula cuts for products or special interest tor 

developing countries; and gradual implementation or and compensation tor tarirr cuts which 

erode the preference benefits. Since very little progress, it any, has been made in recent 

negotiations obviously there remains a great scope tor further initiatives in this field. 

In the field or export earn~~gc stabilisation plans, existing schemes could be im­

prond and expanded in vays vhich vould benefit DC exports or manufactured goods. To 

stabilise export earnings, mec!lanisms could take the form, first and foremost, or butter 

stocks and tunds modelled on the fund tor conaodities. Ar, &gt"eement in principle vu 

!/ See report tor this study by Nayyar, D., Limits and Obstacles to South/South Tr~de. 
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in scope and can only be put into effect at earliest by 1980-1981. The capital base of the 

propos~d fund will initially be $ 750 million. The pri~e responsibility for attempting 

price stability will rest Jith individual cormnodity associations. Such associations must 

have sufficient financial resources !!nd their own buffer stocks, in order to hold Prices 

to a long-tenn trend. Through a deposit system '· the Fund the participating commodity 

associations will be able to borrov money from the Fund. The size and success of the Fund 

vill depend on how l!l!lllY commodity associations are fanned and vhich decide to join the 

fund system. Tvo schemes vith similar purposes are already in force, namely the IMF Com­

pensatory Financing Facility and the so-called STABEX system under the Lome Convention. 

Both these systen.= have proved viable, although limited in scope and magnitude. 

7. 4. 3 A Target .-or Trade in ~anufactured Goods 

The principle of having a direct link between imports by developing countries of manu­

factured goods and the exports from these countries of such goods was established earlier in 

this paper. The projections indicate that the import flow vill be covered by the export flov 

to 65 per cent by the year 2oon, but also that the underlying grovth rate~ of such trade 

'fill not be adequate to assure that the Lima target is achieved. 

Accordingly, it is necessary to increase the degree to which DC imports or manuractur~d 

goods are covered by their exports or such goods. This must be done by increasing the pro­

pensity to buy manufactured goods from DCs, at all income lev~ls. Some nf the instruments 

vhich can be used to achieve this are described below. A~ starting point, it is proposed 

to set a target for the trade in manufactured goods betveen developing and industrialised 

countries, wnich is compatible with the Lima target. The target should be expressed in terms 

of the coverage "'atio of DC exports of manufactures to DC imports of manufactures. The 

target ~igure noted above vhich alvays must be somevhat aspirational, should be put at Rt 

least 50 per cent by the end of the 1980s and at 100 per cent by the year 2000. Such 

figures vould be consistent also vith earlier fonnulations or trade targets, e.g. at UNCTAD V 

in Mll.llila and the preceding Arusha Conference. 

The overall progress made in achieving a trade target in manufactured goods should be 

measured ~nd reported vith widespread publicity. The reporting should be done on an i11di­

vidual country basis, so that for each industrialised cour.try a profile of its exports and 

imports of manufactures can be presented, The data are available from UN statistics and no 

extra reporting would be necessary. The only extra effort required voulrl lie in the dis­

semination and publishing activities mentioned in 7.4.3. 

!J Cf. also UNCTAD resolution 124 (V), 



·r. 4. ;; ·:::nirc1 Wor 1c1 l:oli.ecti ve Self-Reliance 

It is necessary to continue to give high priority to the pursuit of regional economic 

integration schemes at various levels. In 1979, eight arrangements t"or regional free trade 

areas or common market arrangements were in force. Without doubt, these have stimulated 

intra-reeional trade, vhich has grovn faster thlll' exports to other areas. Hovever, diversi•1 

between cowitr:es, imbalances in trade, and the inability to establish criteria for the dis­

tribution of the benefits are major stumbling blocks for further regional integration. 

Trade lib€,.al isation alone is not enough to ensure a reciprocal de -elopment of industry 

within regions. Methods for co-ordinated planning of industrial ~tructures vill have to be 

devised. Liberalisation of trade, however, remains an iaportant prerequisite for the achieve­

ment of a diversified i~dustrial structure. 

It is obvious that a basic precondition for enlarged South/South trade is a change in 

tariff and non-tariff polici~s among eeveloping countries. They should aim at preferential 

treatment of products from the other developing countries, preferably without asking for 

full reciprocity ~om the I.Des.!/ An international forum for trade negotiations between 

the developing countries vould appear to be useful. The creation of a vast preferential 

area with existing schemes as subsets is one possibility that should be explored. It is 

obvious that any such schemes vould have to be supplemented vith adequate financial and 

pe,yments arrangements, perhaps vith a full-fledged cOllllOn payments system. 

The systematic search for nev trade possibilities and the attempts to match suppliers 

and purchasers should be particularly emphasised in the &>uth/Soutn context. Information 

on South/South trade opportunities is very scanty, and hence a major effort to develop 

information banks should be high on the agenda of p~licy makers. This vas recognised also 

in UNCTAD resolution 127 (V) concerning economic co-operation betveen developj:::.g countries. 

7.4.5 Third World Multinational Corporations 

~ird World Multinational Corporations could emerge as a llUl.jor vehicle for promoti~g 

exports of manufactures from developing countries on a world-vide basis, but particularly 

for breaking into the markets of the North. Third World Multinational Corporations would in 

principle have a much wider scope than marketing and would, for instance, engage in both 

research and production. Nevertheless, trade would be a primary field of activity ~or such 

entities._g/ Marketing and distribution of DC exports is now often in the hands of the im­

porters in other countries, among which TNCs have a particularly d0111inant position, C0111111on 

!_/ During discussions at UNCTAD V in Manila, in May 1979, India offered to join in a 50 per 
ce11t tariff reduction on selected products of interest to developing countries. 

_g/ This subject has be~r. studied by UNCTAD over the past rev years. See Annex II of 
TD/24'., Economic Co-operation Among Developing Countries: Priority Areas for Action -
Issues and Approaches, Manila, 1979. UNCTAD resolution 127 (V) on economic co-operation 
between developing countries requests UJllCTAD to prepare the work on the establishment 
of multinational marketing enterprises am . ~ developing countries. 
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marketing efforts could give developing countries enough stren,nh to provide a1ternati~ 

outlets for their products. Producers associations and state tradin~ enterprises or orga­

nisations could form the nuclei around which multinationa1 marketing corporations could be 

built. Wide ~cope tor co-operation betveen state trading organisations appears to exist in 

trade intelligence. training. joint procurement from !Cs in homogeneous goods •. 1oint market 

research and joint distribution outlets for the export of differentiated non-traditiona1 

manufactures. Joint export promotion measures such as the sharing of trade fair and exhi­

bition costs, and the building of joint varehousing facilities among neighbouring countries, 

are a11 potentially valuable avenues tor co-operation betveen state tradill{l organisations 

or MlfCs. Harmonisation of administrative procedures and joint facilitation centres in par­

ticular markets, leading to the establishment ct joint trading offices ar.d fina1ly of multi­

national marketing enterprises coul~ be attew.pted. Obstacles to setting up such enterprises 

stem from the competition among DCs tor breaking into nl!V Jil&?'kets. A phased, unambitious 

process starting vith infonnation exchar.ge, joint market research and joint distri'Jution 

outlets could be t'ruittul, using existing producers' associations such as regional ar>d sub­

regional chambers of comaerce end industry to initiate such co-operation. 

In order to become effective, it vill in many cases be necessar.r for the multinational 

corporation to become dir~ctly involved in production, stoc~ing, transport and related 

financial and other services. Tt':!:-e is a considerable amount of experience in the creation 

and operation of Third World multinational p1·oduction enterprises, particularly in East As;a.Y 

S·:ch enterprises could achieve substantial economies of scale, utilise th!! complementarity 

between DC economies and become strong enough to offer alternatives to l~rthern-based TlfCs, 

for operations both in the Third World itself and in the industrialised countries. 

One ot the obstacles to the establishing and operating of Third World MNCs is the 

heterogeneous corporate legal environment ~etveen countries concerned.~ It is i111portant, 

therefore, that the vork on legal harmonisation should proceed. The varie~y of the require­

•ents of corporate lav {e.g. conce!'lling incorporation, registration, disclc~ure of infor­

mation, organisation and minority protection) is a serious obstacle to internat1onal co­

operation oetveen developing countries. The ASEAll and the Andean Pact countries have already 

taken steps towards harmonising their corporate statutes and their experience should be 

studied vith great interest. 

Attempts should be made also to elaborate an international statute for regional in­

dustrial joint ventures. Such a statute should permit, betvenn countries recognising the 

statute, universal recognition and special privileges regarding tax treatment, investment 

incentives, tai·itt conditions 'Uld foreign exchange terms tor corporations set up under 

~~e statute. E;:perienee ot such vork is available from the E2C, the (](!!, and the Andean 

Pact. 

y 

~/ 

Ct special report ~repared tor Industry 2000 - ll!V Perspectives · O'Brien, Hasnain, 
Lechug.~, Direct Foreign InTer.tm:ent and Technology Exports Betveen 'leTeloping Countries. 
Vol1111~ 3 ot tne Collerted Background Papers. 

See Vol1111e 2 of the Collected Background Papers on International Industrial Enterprise 
Co-operation. 
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It is suggested that the development or Third World multinational corporations should 

be actively promoted and that certain pilot activities should be st~ 'ed as soon as possible. 

Co-operation in the marketing fiel~ vould be a suitable starting point. Full accotmt should 

be talten or the regional experience or such attempts to date, e.g. vithin CMEA, EEC, Latin 

America and South-East Asia. 

Such Third Worlci MKCs should also be CJeen in COl!!bination vith regional mineral pro­

cessing and marketing schemes, as vell as vith r~cent proposals for cC111111on trademarks bet­

veen developing countries. 
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CHAPTER 1: INTRODUCTION 

Thia stud)- .&.a concerned with t:.ie role of international trade under alternatiTe 

a>t~tegiea C'lf ir.dustrialisation that are representatiTe of the range of possible situ­

ations in the deYeloping countries. It studies the basic naa and processes or each or 

the strategies vith a riev to: 

a) delineate the proper role or trade and the i11Plied trade policy: 

'o) describe the effects of the i11Plied trade policies on the goal.a of 

industrialisation; 

c) discuss boY the di~terent strategies and the trade policies associated with 

th.ea effect tt,e pattern ot industrialisation and it11 structural features. 

In particular, the stud)- explor-.. a whether the countries following av particular 

atratea and the illplied trade policy will acquire an industrial structure ~hat would 

ai111iticantly differ froa the one that countries following alternative strat giea 1111.T 

develop. The oYerall emphaaia is on spelling out the abilit7 or each or the strategies 

to deal with specific rigidities, :aga and other characteristics encountered in the pro­

ceH ot industrial d~veloPlll!Dt. The consequences tor the capital goods sectors in each 

cue vill be elucidated vbeneYer appropriate. 



2.1 Classification of Strategies 

Two broad analytical approaches to the complex issue of trade policies for develop­

ment have eYOlved over the years. They may be tel'llled as "outward-looking" or "invard­

loolting". depending primarily on the degree of trade orientation of the econo11Y and its 

alignment vith the international economic system. This dochotomy has ~rhaps been .:iver­

dravn in t~at it ignores the fact that continuous differentiation or strategies is possible 

and that elements of both~ co-exist in a given country's overall development initiatives. 

It also hides the fact that "inward-looting" orientation may have more than one inter­

pretation, ~ach vith quite dif'f'erent practical consequence& for the country's aligmient 

vith the world econ097. .An "inward-looting" approach based on altering the existing 

p&ra11eters of' a country's foreign trade sr~tor ~ in fact imply a greater interaction 

vith the intemational trading ayinem, while other vari&rJta based on "delinking" 11111)' re­

sult in a leHer degree of' participation. Stating the alternatives in tel'llS Of trade 

orientation also ob2cmu the fact that, despite crucial i11p<>rtance of trade, intemal 

development issues relating to tJe quantity and qualitT of' doaestic resources are likely 

to dollinate the development picture in the newly industrialising co1Dltries. 

levertheleH, these approaches do identity a country's primary o~ientation vith 

respect to the sou:.•ces of .arltets, capual Md technology for its industrialisation :·1"0-
ce8!!'. The "outward-looting" approach, in general, has overtones of free trade in goods 

eu!d factors Of production, while "invard-lOOJt.r.g" approaches have COiie to be identified 

vith protection behind national borders and, more recently, vith a certain degree of' 

disengage11ent from the dominant vorld economic system. 

Beari:1g in mind the complexities of any typol.:>gy, the broad strategies of indus­

trialisation relevant to the developin,; colmtries 11111)' con•t"!niently be divided into the 

following three t;n>es: 

1. those oriented 1:.avard ezport markets and acceptance or international 

diriaion or labou:- aa detel'llined by the operation of world markets, 

either "free" or infiuenced 'ty olil"O!>CJlistic '!l<'licies 11.broac!; 

2. tbnse featuring a planned at•eapt, through nr.tional import substitution 

policies and vith varying eaphAUlis on the proauction of consU11er anJ 

capital goods, to alter tbe structure or production in faYOur of manu­

facturing sectors; 



j. ~no~e tnat a.re ~asic1U~Y intern~. aimec at satisrying priDlril.y the 

domestic markets for industrial goods of mass consumption - goods 

that directly satisfy the ''basic needs" of the majority of people, 

and utilise locally available resources and technological capabilities. 

They may be tenieli as "self-reliant" strategies. 

?BJ<e o~ 

The c~oice of this typolo&r is based primarily on a country's participation in the 

international econom;r, with a somewhat lesser emphasis on factors related to the level 

of internal le-velopment. Under each strategy, the nature of resources. the infiov of 

capital and the size of the -.rket a.ffect the sectoral allocation of labour and cai;i.t:al 

primarily through the ilc!IPact of the trade pattern, although there are indirect effects 

on the choice of technolog, relative price-a and dell&!ld patterns. At the same ti.me, the 

trade pattern baa both a static and ~imic effect on all aspects of induat1 ... al develop­

ment. In a static sense, trade pattern infiuences the choice of sectors, le-vela of 

output, end the efficiency vith vbich factors of production are utilised. In ~ d)'nimie 

sense, the ability to sustain a given structure of production is profoundly infiuenced 

by the preT&iling trade pattern. Thus, trade patterns and patterns of do•utic indus­

trial production interact vith each other in a complex manner. 

Although it is erldent that these strategies are not mutually exc1t'ISive, they 

nevertheless indicate the major industrialisation thrust of a countey at any given time, 

or a hint of its priorities. Most countries in their industrial plan& exhibit some 

mixture ot these strategies, or reflect a process ot transition from primary emphasis 

on one to the other. This phenomenon undersco£es that the appropriate strategy for a 

co\Dltry may differ according to its stage of development. Further differentiations in 

the choice ot strategies lllllY ar~se due to the size of the country. Large countries, 

even those vith lov initial per ~apita incomes, tend to have a greater degree of freedo• 

in t~e choice of strategy, due to the existence of potentially large l\omestic markets 

ani. a broad range of resources. Sll&l.ler countries, by implic~tion, are severely con­

strained in the choice of their strategy at leaat initially, until per capita incomes have 

risen to a sufficiently high level. Moreover, tt~ nature of external relations, including 

trade in goods and technology, may be different in different industrial sectors, each 

vi~h a more pronou.~ced impact on some sectors than on other•. A country may designate 

certain aectors or eubsectors to be oriented tovard export pro110tion or toward collabor­

ation vi th foreign enterprises in seeking capital and t .:chnology. Other sectors uy 

be oriented tovard domestic markets or other social and stra',egic objectives, and hence 

may be kept relatively independent of foreign infiuences. 

An analysis of alternative industrialisation strategies must also take a;.:count of 

another crucial dimension. '!'he present heterogenity of the developing co\Dltries is 

obvious vhen one considers the various countries vith regard to their size, their resource 

endoYlll!nt, t~eir levels of per capita incOlllbs and their stages of development. It ia in 

the relative importance of llllUlUfa~turing aectors that one find• the videa~ variation• 

among developing nations. This diversity is a function of both a large T&riance in their 



?a,cr;e 96 

initial conditi->ns and in the industrial strat.·gies subsequent.LY fol.loved. Some oi tne 

countries haTe all"'!ady developed a varied and sophisticated industrial structure, vhile 

others earn a major part of their foreign exchange through the export of manufactured 

products. Still others rely almost ~xclusivel-: on primary production and have only 

rudimentary ind':ll!trial sectors. Further, the heterogenity and the n\Jlllber of dimensions 

vhich differentiate them in terms of their prospects for industrial grovtt are likely 

to increase iu the future, as cross-country differeuces are magnified due to differences 

in their policies. It is, therefore, usefl.tl. to bear in mind the implications of .:~tero­

p~nitv in the elaboration of broad strategies for industrialisation. More significantly, 

the range of choices 111\lSt be kept flexible to allov for various forms of evolut~on vhich 

cannot be accurateiy predicted at any point of time 

The following sections discuss the three alternative strategies vith regard to the 

lllllJor characteristics aet frrth in the preceding sections. 

2.2 Export-oriented Strategies 

Export-oriented strategies are nothing nev to the dev~loping co\Dltries. The pro­

motion of exports has long been considered a major ingredient in their economic develop­

ment. The chief characteristic of the export-oriented stra~egy is a reliance on relatively 

freer trade as the mainspring of l\omestic industrial 4Ctirity. The choice of sectors 

a::id industries vhere development 1111Q' concentrate is largely dictated by the preT&i~ing 

international diTiaion of labour. The behavior of exports, chieny to the industrit.1-

ised countries, proTides the dynamic element in the growth of domestic industrialisation. 

The expansion of eTlOrta contributes to inductrial grovth directly by ra.:sing the share 

of indus~ry in the GDP and indirectly by providing foreign exchange for import needs of 

further industrialisation. Concentration on export markets fosters specialisation through 

reduced prodi.lct variety. 

Outward-orientation in this context must be ur.derstood in a much broader perspective 

than simply the export of goods. Such policies encourage not on:.Y the free flow of goods 

and serTices, but also free movement of ~apital, transfer of production techniques, 

cons~tion patterns, institutional arrangements, and a generally enhanced role of foreign 

enterprises. A characteristic of virtually all countries that have followed this 

strategy has been an abnormally high inflow of external capital. In early stages, the 

inflow is largely public capital, but once grovth is establi~hed the private component 

increases. Familiarity vith foreign markets as vell as active collaboration vith 

foreign enterprises provides incentives for technological change and i.mprovements in pro­

ductivity. The transfer of teclmologies from abroad is generally more pervasive, par­

ticularly if the transf,!r is effected through wholly-ovned subsidiaries of foreign 

enterprises. 

Since resource allocation under this strategy is influenced primarily by price mech­

anh•, the implied t1·ade policy is one of relative absence of tariffs and other impediments 

to tr::Lde. Even !.f tariffs on imports are -intained, they -.y talte the foni of a uniform 
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ad Tal~ rate, in order that all industries receive equal tariff protection. The trade 

policies are generally accompanied by maintenance ~r a correct rate of exchange, given 

domestic inflation •nd chNiges in foreign prices, so as to ensure b&lance-of-p8Jments 

equilit'!'iWll. Tue role of government policy is generally limited to provision of infra­

structure and, frequently, special treat.aent of expert sectors in the form of production 

or export subsidie&. The profitability of exports llaY' t'urther be improve</. by a host of 

government measures, such as tax rebates, export credits, and credit guarantees on export 

Psles as well as for purchase of inputs used in the ~ufacture of exports. In general, 

major entrepreneurial decisions affecting the process of iniustrial development are by 

and large ~ecentral.ised. 

AcceBS to 11&rkets of industrialised nation• can provide an important stimulus for the 

~ater utilisation of idle human and capital resources. The strategy, under ideal coc­

ditions, offers great flexibility in increasing employment in relation to output and 

capacity. Tb.ere occurs a rapid development of those types of industry in which relatively 

slllllll scale of production is efficient. To the extent that the aver&ge si:r.•! ol' establish­

ment is relatively t:maller, a larger &ggregate volume of industrialisation ~ result 

through dispersion. Finns in export-orlented countri~e also participa~e in international 

division of the production process by manufacturing pr.rts, components and accessories for 

assembly abroad. Countries folloving this strategy a.re usually able to ·.ttract fro111 the 

industrialised countries footloose industries through the incentive of lov wages, tax 

concessions and export platforms. Examples of such industries are clothing, electronic 

components, business machines and automobile accessories. 

Primary emphaais on production for exports, rather than for domestic markets. is 

likely to play a crucial rol~ in countries that have sm&ll domestic markets and a limited 

range of resources. But the impact of associated econoiaic, technological and institutional 

factors on the character of industrial development can either be benign or mal.evolent. 

Much v.ill depen~ on the flexibility and the "openness" of the international system as 

vell as on the internal mechanisms of the country and its developmental priorities. It 

is quite clear, however, that the degree and the characteristics of industrialisation 

under this strategy depend to a great extent on external fgctors over vhich ~he indivi­

dual countries have little or no control. To the exte~~ that such a strategy relies on 

lcnovn markets outside its borders and utilises its relatively chegper factor, it focuse~ 

attention on the value of flexibility in adapting resource allocation to changing cir­

cumstances. However, dependence ~n external markets also i111Plies a greater vulnerability 

to global ecnnomic disturbances and a greater proclivity to recessionP"'Y impacts from 

abroad. 

Since markets in industrialised countries are often unstable due to periodic fluctua­

tions in economic activity, this strat~.s carries with it a certain risk vith i~spect 

both to levels or export demand and prices. Moreover, ii ip;nures the difficulty and the 

cost of shirting resources to meet changing international 11111rket conditions. An ind:s­

criminate 01ttvard-looking stratep;y CIUl be as disn1ptive or the develop~ent process ~s the 



s~:f-cent~e~ invard-looking strategies. In extreme circumstances, i~ may greatly limit 

& developing nation's ability to decic· the most desirable development p'lttern for 

itself. 

Even though the strategy prorises a rapid grovth or employment and incomes in 

iniuatrial sectors, it may unduly bias the structure of production to~ards ~oods cec.a.ndP~ 

abroad rather than at home. By not according priority tc the production of domestic 

goods, the strategy may also reinforc1~ tile dualistic' and inegalitarian character or 

domestic economic grovth. Countries vhere a large proportion of export !"arnings accrue 

to foreigners are particularly prcne to possibilities of domestic impoverishment i~ the 

face of rising industrial production. Similarly, the concentration on a rev speci!ic 

products for exports c&n be a highly successful st.rategy for i~itial industrialisation, 

but is generally 1msuited to the development of capital goods and other heavy industry 

sectors. MoreoTer, the exceptional leTel of the inflov of external resources in almost 

till countries that haTe succ~ssfully folloverl this strategy casts some doubt on the value 

of this experience for other countries. 

A chief value or this strategy is the except~onal role of tran national corporations 

as vehicles for the transfer of capital, technolr,gy and managerial knov-hov. Hovever, a 

heavy reliance on foreign enterprises for basic development purposes may have a numb~r 

of deleterious efft::cts on industrial dE velooment. The continued presence of multinationals 

may discourage the necessary investment in deepening the industrial capacity and for 

developing inter-sectoral linkages vith the rest or the econo111Y. Production ~..ey become 

vulnerable to the increasing cost of imported inpu~s largely used by multinational firms. 

Excessive export promotion supported by multinational enterprises with many p1 ·ileges. 

concessions and incentives may result in negative value-added in ex,xrti:g industries -

a phenomenon familiar in i1111 t-substituting industr. !S. These circv:mstances may 

eventually result in a worsening of terms or trade against heavy expo1-t-oriejted countries. 

The export orientation or mulitnational firms may mean that in order to remain com­

petitive ti1e comparative advantage o: low wages ·1ill have to be maintained, which is 

inconsistent vith the rerluction or inequalitie,,, In com.tries highly integrated vith 

the vorld economy, thereforL, vage iucreases may be difficult to obtai!l, as it vould 

clearly be advantageous to keep profits high. 

One Tariant of the export-oriented strategy, vbere multinational enterprises pls · a 

leading role, is the processing of agricultural or mineral rav materials vhich are largely 

exported. The major qu~ation is whether these countries vill be in a position ~o use tnis 

exte1'11ally-indvced process of industrialisation to reorient future industrial development 

toward international prioriti~s and an e~entual expan~ion of the domestic markets. It 

is generally difficult for the foreign-operated mining and o~her processing industries 

to develop sufficient linkages vith the rest of domestic econo111Y, and h.ence "enclave" 

sectors become ci. ·ii te co111110n. 



The~fore, one 1111'1.jor ve&kness of this variant of industrialisation is that decisions 

concerning the choice of sectors, vo~ume of output, 11...,d the level of earning~ ~end to be 

externally determined. The ~cent export-oriented experit'nce in a number of countr.- ..:s. 

cutside of a fev ~11-knovn exceptions, has not been able to ensure the b&Sis for a 

self-sustained industrialisation process. Multinational corporations often pursue a 

lon~-tel"lll. price and production strategy vbich is inconsistent vith diversirication and 

industrialisation on a vider front. Such decisions are often beyond the control of po­

litical paver in many develo~lng co11"1t~ies. In principle, it is possible to enter into 

,·ontractual arrangements with ~spect to t.ransf"er cf ovnership, technology and training 

of nationals, but fev co\Ultries are in a position to extract such favcurable terms. 

The structure of ind:iatrial production ~srltiug from the export-oriented strategy 

is likely to be characterised by a preponderance of industries producing fine goods, 

iu~luding assembly operations. The transitio:i to capital and intermediate goods in­

dustries is not only likely to be op~_.i by foreign enterprises, but also hampered by 

the peculiarities or the industrial structure. Such a structure, vbile offeri~g pos­

sibilities of horizontal expans\on of similar and related industries, is likely to mitigate 

against a vertical expansion. In particular, it vould be extremely dif1'icult for countries 

fol loving this strategy to extend the industrialisation process "backvard'' by manufactur­

ing the industrial inputs and capital goods required for domestic industries. It is 

quite possible, therefore, that in countries that initially start vith export orientation, 

the response to constraints arising fl")~ their industrial structure 11181' vell result in a 

move toward import su~stitution. 

It is interesting tc specula.~ on the limits of" absorption by the markets of the 

industrialised ~ountries if a significant ~Ullber of developing countries, including 11&11.V 

of the larger ones, were to expand industrial production substantially for exports. While 

3I1 individual developing country does have som-! freedom in i: -easing its exports through 

unilateral pricing and promotion policies, such an i~crease is likely to be at the ex­

pen~e ~r other developing countr:~s. If they all attempt to simultaneously increase their 

exports to the industrial countries, the total effort is bound to be fn.:atrated. A ll&jor 

problem at present seems to be the inability of the ~~veloDed industrial countries to 

effect certain s~ructural adJustments in their own economies in o;der to accoDlllOdate in­

cre~sed exports from the developing countries. Despite rather uncertain international 

outlook, however, the peculiar circumstances of some countries point to the inevitability 

of export orientation for their indust~ial development. 

2.3 Import-Substitution Strategies 

This alternative :•or industrial development involves a pronotmced orientation tovard 

the domestic market by pr~durjng goods that vere normally imported from abroad. Such 

strategies are frequently undertaken vith th~ ostensible aim of dealinv vith foreign 

exchange gaps ~ . .-isbg from stagnant or slowly-rising export earnings. !t is e·1ident, 

hovever, that import-substitution strategies h&ve far vider aims than merely a saving of 



foreign excharge. They are motivated in significant parts by a planned alternation 

of the structure of domest~c production and trade, and purport to reduce dependence on 

foreign sources of f upply and demand. What lies at the heart of import--substitution 

strategy is not an ephemeral short-run structural disequilibrium. that has hampered the 

grovth of industry in the past. These strategies, 11ovever, tend to be ambivtlent in their 

involvement vith the international trading system; vhile they profess to be motivated 

by a search for indeI>endence, the process ~ypically results in increasing the degree of 

dependence on the international econo1111. 

The main thrust or the strategy is to direct investment in a planned manner into 

import-replacing domestic manufacturing sectors, as well as in supporting infrastructure. 

The expectation is that the accumulation of capital, skills and technology initially 

concentrated in import-substitution sectors, vill gradually spill over into other sectors, 

particultrly those producing industrial inputs and capital good~. Domestic policies vith 

regard to allocation or resources are dupplemented by trade policy regimes consisting of 

a mix or tariffs, quotas, exchange controls, over-valued exchange rates and a host of 

other administrative procedures designed to enhance the profitability of domestic pro­

duction of manufactures. The mix of policy ins~ruments and the intensity of their 

protective effect has in the past varied from count:y to co\D'ltry. 

Available experience vith import-substitution policies shovs a vide range o! vari­

ations of nominal and effective pro~ection among countries. In most cases, tariffs on 

final products are higher than these on intermediate ~d capital goods, resulting in 

a substantial divergence betveen protection for find.! gnods and for intermediate goods 

industries. The tariff strJcture is also characterised by a viae dispersion vithin the 

manufacturing sector, evidently designed to provide encouragement to c~rtain subsectors 

more than to others. In general, tariffs, quotas and exchange rates are cascaded in a 

manner vhich discourages imports of consumer gocds and favours those of intermediate 

and capital goods. Protection of manufacturing sectors is frequently combined with 

export subsidies to neutr.ll.ise the resulting bias of import-substitution strategies 

against exports. The high tariff and non-tariff barriers are often accompanied by re­

latively capital-intensive production and large-scale importation of foreign t~chnology, 

either embodied in imports of capital goods or directly through use of patents aid 

licensing. The role of multinational corporations is, as a rule, substantially lesser 

than under export-oriented strategies, although there are important exceptions. 

The evolution of industrial structures resulting from import-substitution strategies 

may nov be sUJllll&l'i,ed. The peculiar structure of tariff, results in limiting import 

substitution initially to production of consumer goods. The initial scope of industrial­

isation based on import-substitution is also constrain~d by limitations arising from 

existing resources and technology. In a dynamic sequence, hovever, production uf consumer 

~ods rc11ui res i ntermerl i ate r:oods, such as .;teel, 11.nd c11.pi t11.l p;oods, such as m11ch ine 

tools, therch~t rtdsinr: the nrofit11.hilit:v or their domestic nroduction antJ. nromntinp; further 

import suhr;titu ,ion. This i::; the cr;;,entia_. n:-ocP.~n hy which imnort substitution extendn 

int0 rincillnry r,('ctor;, tr~oul"h ;ntcr-indur.try rr.ncrc11r.r.ionr.. 
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transition from consumer-goods phase to a predominantly capital-and intermediate-goods 

ph1U1e. These difficulties arise because as import substitution moves into the latter 

phase. there is a rise in the capital-intenLity or the production processes which also 

raises the requirements for imports. The process is further weakened by the sma..11 size 

of the domestic market which tenis to grow only slowly. In addition. the structure of 

tariffs itself inhibits the deve:opment or intermediate-and capital-goods sectors. The 

failure to extend the process into capital-and intermediate-goods s~ctors perpetuates 

the dependence or the econom;y on rising volumes of imports. As long as the isport­

substitut:~~ process remains confined to final-goods se~tors, tb~ aT&ilability of 

essential materials and replacements becomes esse~tial to the smooth functioning of 

the economy. Any im:painaent in the capacity tci import, therefore, leads to underemploy­

ment and underutilisation of capacity. 

It is indeed nsleading to characterise impor";-substitution policies as "invard­

looking" whr-·, in fact such policies have increased the d2gree of dependence on the inter­

national econom;r through rising volumes or imports and, consequently, the need to export. 

Tbe nature of dependence, of course, chages, giving rise to new links with the industrial­

ised co1mtries. These links, in addition to trade in goods and services, take such forms 

as industri41 licensing, foreign subsidiaries, joint enterprises, public and private 

foreign financing, the use of foreign technology and personnel. One extreme type of 

dependence, also encoun~~red in primarily export-oriented strategies, is the establish­

ment of finishing-touch type or processing or assembly operations, using imported inputs. 

Tbe difficulties ~r extending the process or import substitution into industrial 

inputs sectors can, hovever, be corrected by a change in the tariff structures and other 

supporting measures. Depreciation of the "real'' rate or exchange may also serve the 

purpose. In several important cases, initial import substitution in final goods sectors 

has prompted further import substitution in sectors producing intermediate and capital 

goods, 3lld has t~us foste~ed ~Jdustrialisation on a broad front. The process or 

permeation is not alvays automatic, and requires planned efforts to forge links with 

other se~tors through strengthening the inter-industry relations and by making eppropriate 

investments. There seems little 6.oubt, therefor.:?, that the gradual extension of the 

process to intermediate-and capital-goods sectors, ~hough difficult, remains feasible. 

Import-substitution regimes unaoubtedly lend an initial bias against exports, since 

their primary referen~e point happens to be the domestic market. However, a number of 

deTelop1ng countries have been able to progress from an initial strategy of import 

substitution to the promotion of m&nufactured ~xports after they had developed a suf­

ficiently viable industrial base to do so. A country c ... a:1ot export manufactures without 

first building the capacity to produce them, but it cannot build capacity without import­

substitution. The ratio of imports to domestic production in many deTeloping countries 

is so high that any attempt to create domestic capacity is bound to take the form of 

import substitution. This implies a dynamic sequence fro• primary sp~cialisation, to im­

port substitution, to exports of manuf~ctures. This sequence und~rlines the generally 

complex nature of relationship between import substitution and export growth in newly 



industria.lisinr countries. Recent empirical evidence snovs 'tha't the gruvi.i.1 or .:rr;rtz 

of 11anufactures is positiTely correlated vith the grovth of import-substitution. albeit 

vith a lag ~f sufficiently long duration. In other words, sectors that have experienced 

a high grovth of import-subs~;tution in a prerio•1& period &re also the ones that have a 

relatiTely high rate of e;..-port growth. In this supply-oriented viev of the matter, 

therefore, import-substitution and export expansion, far from being antagonistic as 

frequently assumed, &re compatible and symbiotic. 

'nle rationale of import-substitution is to manoeuvre a change in the structure of 

domestic production toward a greater diversity and expanded link~~s vith other sectors. 

As c.-:>untries achieTe a more diversified production structure and red•tce t't>eir concen­

tration on a fev exports, the nature of external policies change, since constraints that 

had previously limited grovth are no longer o~rative. Participation in international 

trade takes place in a radically altered da11estic envir:>nment, as the c~sitio11 of 

imports and exports undergoes a cbimge. An assessment of recent experience of co\mtries 

that have undergone this transitioG shows that earlier conclusions as to the real cost 

of import-substitution have to be re~xamined in the light of their subsequent ability 

to develop exports or manufactures. This discussion also suggests that the dichotomy 

betveen invard- and outward-orientation has perhaps been overdrawn. and that these 

policies can be more usefully viewed as sequential elements of a strategy for industrial 

deTelopment. 

The more "closed", less specialised trade rattern under import-substitution strategies 

is likely to have its counterpart in a more balanced and less variable structure or do­

mestic production. Under certain conditions, import-substitution strategies llllJ' lead 

to "over-crowding" in particular industries through the establishment of firms to sh&re 

in profits resulting from import quotas. The major characteristic of this strategy, 

in contrast to the export-oriented strategy, is that it permits a transformation of the 

domestic structure at an earlier point on the developmeilt path. The major differences 

in structure are concentrated in sectors such as basic metals, paper, chemicals, rubbe~ 

products, and machinery, vhere economies of sea.le are important. The range of final 

goods industri~s is also l&rger than under the export-oriented strategies. fi'ore sig­

nificantly, the structure resulting from T.he tvn strategies does not differ aarkedly at 

lov levels of per capita incomes and they also ap-,ear to converge at the highest income 

leTels. In between, hovever, several aspects of transfol"llatfon -:,i 'tr..:- indust:-ial ~tructure 

&re accelerated under the import-substitution strategy. 

It seeu apparent thnt both import-substitution and expo.-t-oriented market strategies 

tend to aggravate income inequalities, though one ~ do SJ a little less than the other. 

The reason is that they both are urban-based and oriented toward consumers vith effective 

purchasing pover. It. fact, one major constraint to the continued viability of industrial­

isation basel\ on i11r<lrt-s11bstitution arises from the limitation in the grovth of internal 

demand which can ~ traced to an increasingly unequal distribution of fruits of develop­

ment. The grovtb of demand for ass consU11er goods may also be impeded by the tendency 
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for the vorsening or terms or trade against ~he ~icultura.i. and rural sectors. Unequa-.. 

distribution or incomes in certain cases see11S to have been contributed by the use or 

foreign technology vitb a labour-displacing effect and hence a slower grovth of employment. 

In countries where structural changes from concent~ation in primary sectors to a 

strong development of industrial sectors have becolll'! fil'lllly rooted, there is very little 

choice vith respect to the overall strategy. For such countries, the important choices 

consist in deciding whether to continue production for wealthier sections or the society 

or to reorient production toward maas consUlll!r markets vhile at ~he same time redistri­

buting increments or grovth to those that ar~ presently outside of this process. In this 

connexion, the relationship bettteen large-scale, urban-based, and small-scale. rural­

baaed industrialisation see11& to be crucial. The fol'llf!r is not inconsistent vith the 

parallel and rigorous development or the latter. The development or village-based pro­

ceuing and other secondary activities using local materials and labour can be complemen­

tary to industrialisation at the national level. 

The llutu!Ll development of these tv~ t~s or activities requires a more decentralised 

pattern, depending on the flexibility of the production processes and other lo~ational 

factors. Thia does not mean an abandoruaent or current industrial act i vi t iea , but rather 

shirting some of the t'uture industrial expansion at the margin to rural areas vhere they 

could be devdoped in conjunction vith the agricultural ae-::tors. It must be underlined, 

bowe'9er, that such a decentralisation does impose a co•t in the sense of postponing a 

rapid growth in the modern s~ctor. rr these are the only costs, it vould appea1 that 

they are vorth paying for the sake of a more egalitarian development strategy. It is 

also clear that the ao..:ial coat J of failing to undertake decentnil.iaation in drawing the 

lar~eat nU11ber of people in the develo~11ent process are often :much higher. 

2.4 Self-reliant Strategies 

The realisation that recent grovtb in developing countries has not been accompanied 

by a reduction of poverty and inequalities in income di~tribution has led to a nU111ber or 

proposals that attf!llJ)t to deal directly vith this proble•. These proposals are based on 

the preai.se that the separation between optilllUll grovth and distribution should be replaced 

vith the notion or a development strategy that baa built-in diatributic~al implications. 

These approaches advocate "self-reliant" industria1i11ation iJaaed on production for se.tis­

f'yin~ the needs or the majority or the people through utilisation of locally-aYailable 

resources and indigenous technology. They project only a llini1SU11 or linkages vith 

developed, industrial countries. 

A number of different, yet interrelated, strands appear to run thro\18h these approaches. 

Firstly, the notion ot selt'-relianee appears to haTe a close interrelation vitb the 

strategy t'or prorlsion ot ''basic needs", vhich implies superseding market mechanisu and 

acting directly on production, incomes and consumption. Secondly, the building of 

industrial structures that are progress1~ely leas dependent on industrial countries for 



tneir inpu~s. 11&1~ets and technology seems to be the main criterion for orienting future 

industriaJ development 1mder a self-reliant strategy. Thirdly, realisin~ that self­

reliance in isolation may be en impossi~le goal, one variant of the strategy visualises 

"co.lective" self-re!.iance ir the context of in.::reased trade and other ecc.:lomic co­

operation amon~ developing countries. 

These strategies have not yet progressed beyond a set of rather intuicive hypotheses 

and tt:eir pra,_tical content i11 far from clear at present. There is a serious lack of 

analysis of the possible comp.:inents of this alternative, particularly vith reagrd to the 

practical possil:ilitie11 of being self-reliant, and the nature of international traie 

relation11?lips that vouJd be c011Patible vith such a strategy. Moreover, the conce>it 

or self-reliance rell&ius too vague to permit an identification of priority ar-eas where 

it i11 desirable to red~~e dependence. PresUllllbly, the dimensions or self-reliance en­

compass not only the industrial sector but also all otber sectors such as agriculture 

and minerals, nature of technology, syKtem of education, consumption patterns and life 

styles. js such, they are concerned possibly with very long-run evolutions. 

They are, hove~r, unable to describe the process of Grar.sition from the present to 

desired future situations. In principle, it should b'! possible to stimulate and elaborate 

•e~ral possible industrialisation paths vith different time horizons and to evaluate 

their individual consequences for the degree of dependence of the co1mtry. Different 

weights could be assigned to different objectives, d~pendine on their relative priority 

in the development process. This mapping of choices c~ulc then yield a possible solu-

tion through a process of aucce~sive approximations, depending on the degree of freedom 

from dependence that is desired. Such an exercise will perhaps be done in the future. 

In the absence cf clear notions about the process, it is difficult to draw any clear 

conclusions vith ~espect to either the role of trade 0r the implied trade policy compatible 

vith such a 9t~ategy. 

The "l:asic needs" approach appears to give a renewed recognition to a reality which 

hu been a major concern in all developing countries for a long ti.me. It correctly drava 

attention to the desirability of disseminating social benefits ot industrialisation to the 

l~gest possible majority. Yet, this approach also lacks a consistent perspective which 

vould link specific policies around a small number of clearly-defined b&llic objectives. 

Ckle difficulty is that desirable changes in industrial policy cannot be determined without 

explicitly defining the basic needs and their desirable levels for various P:roups of 

population. It is clear that in the absence of price sign&ls no list of needs can either 

be complete or universally acceptable. Nevertheless, the point of view inherent in the 

strategy may progressively lead to a change in industrial priorities tovard production 

of goods and generation of incomes to relieve poverty, rather than wait for aggregate 

growth to "trickle dovn". Instoead of bei"lg conditioned by consumption natter:i:; or a rich 

minority (or of consumers in industrialised co\.Ultries), future industrial growth might 

concentrate on expanding production of goods demcnded by the majority of people. 

.., 
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In lov-income countries, consumer demand for baaic industrial pTod~cts, such as 

processe:' foods, clothi~g. shelter and a rev ~ther product groups, is essentially a 

function of income an~ JOt or relative prices. In such countries, the b&aic needs 

strategy vould tend to allocate investments, regardless or market-oriented criteria, to 

sectors p-:oducing basic goods and expand output in relatiou tc the pattern or dema.:d. 

The rate ;f expansion vill, therefore, be determined by the income elasticity or demand 

for mass-conswaption products. It must be noted, hoveTer, that a shirt in the pro­

duction of basic goods alone is not sufficient. kl improved distribution or income vould 

be necessary to enlarge the domestic wiarket. 

The range of material inputs necessary at lover levels of inc1Ji..e is relatively labour­

intensive and relatively free of illported inputs. Production ot the required output of 

food, ~·lothing and housing vill, therefore, open up rapid empluyment opportwities. 

Meetin.; local dellBDd from local prodt1ction would al~o mean a p-eater degree of poJIUlar 

participation in the development process. This strategy 11ay turu out to be valuable for 

cowitries which suffer tram limited price elasticity of demand :or highly concentr~ted 

exports, since if their deTelopment emphasis vas ~rade-oriented a slower growth of 

industrial production would result. 

It is obvious that self-reliant strategies imply minimum linkages vith the deTeloped 

countries, but they should not be considered necessarily autarkic. They do, however, 

propose varying degrees of "delinlting" and disengagement from trade and other ec,..,noaic 

inter~tion vith the industrialised countries. At the same tiJRe, these approaches 

propose the strengthening or trade and other links among the developing countries. The 

question or trade relations among developing countries is being examined elsewhere in the 

Joint Study. It must be underlined, hove-.rer, that the dominant hypcth~sis is that 

increased trade among developing countries, in order to be mutually complementary and 

beneficial to them, baa to be additional to other trade, particular:y vith the in~us­

trialised countries. If nev trade &JnOng developing c~untries simply supplants their 

existing trade vith the industrialised countries, the resulting effects on import 

capacity and productivities may be highly disruptive of future industrial development. 

It is difficult to drav clear implications for trade policy from strategies that 

have not yet been fully elaborated. These approaches do not provide an empirical basis 

for assessing c~mparative advantage over time and in relation to changing availability 

of resources. It is difficult to relate global orientation of these strategies vith 

specific policies for particular sectors in regard to composition and direction of 

foreign trade. It is evident, however, that delinking vill have to be accompanied by 

increased restrictions on trade vith the industrialised countries. The same purpose 

may be achieved by a massive devaluation of developing countries' currenciee &8ainst the 

currencie~ of ma.)or industrialised coun~ries. Similarly, widespread official impediJUents 

will have to be placed on transfers of capital and tech'lology which is deemed "unsuited' 

to domestic conditions. At the aame ti111e, policy instruments vill baYe to be found to in­

crease existing trade relations and deYise nev linkages vith the developing countries. 

The proceBB m~y result in a preferential trade area vith or without a collll!On external tCU"iff 

against the developen countries. 

_""'! 



Eaaenti&l.ly, these a~roaehea focus at.tent.ion on deTelopment strategies vhich aim 

both to raise pb;rsical output and generate incomes a.ongst thos.- ';.J&t are poor. M 

such, they imply increa:sing productiTe emplo~nt in the tra..iitional and rural secton 

of the econollij vhere 110st of the poor are to be round. The industrial structure that 

is likely to emer~ under ~hese stra-c;egies rill be substantially different than the one 

resulting f'roa import-substitution or export-oriented strategies. The re~ulting structure 

vill be less Yaried and hitrhly specialised in the production of final goods. While there 

vould still be some production or intermediate and capital goods or factory-based pro­

duction, it is difficult to Ti1ua.li1e any large-scale deTelopment or such sectors. 

'l'b.e self-reliant strategy projects a vorld in which deTeloping countries vould do 

most or their trade vith eseh other. This indeed vould be a radical. departure in ~ 

countries where growth prc..-•nects tlepend on exports directed for the most part toward 

industrialised countries or where industriuisation depends on inputs \equipmen<:., tech­

nology and financial. capital.) that comes al.moat totally troa the induatr~al countries. 

It is plausible that co\Dltries vith a more Taried structure or production vill continue 

to loolt to industrial countries as close trading partners. One iay, therefore, arri ft 

at the paradoxical conclusion that relatively 110re self-reliant strategies may be possible 

only in ftry small, poor and isolated c.,untriea, since the more varied resource endoV11ent1 

of larger countries 1111.Y faTOur a greater integration vith vorld markets. It may also haTe 

an appeal to countries that haft ncn. yet embarked on industrialisation and haTe, therefore. 

not opted tor any particular strategy. It is unlikely, hoveTer, that &11) country vill 

pursue the seU'-reliant path exclusiTely. The most li._ely outcome see- to be the 

combination or some self-reliant features vith other strategies. 

While these strategies correctly emphasised the importance of meeting baaie needs 

and of 110bilising domestic resources to the fullest extent, they haTe misleadingly argued 

for their substitution in place of other industrialisation strategies. It vould be 

more fruitt'ul to attempt to reaoTe those undesirable features or industrial strategies 

that either perpetuate of generate inequalities, instead of discarding them in faTour 

or equally-biased and 0Ter-1iaplified formulations. There is a fair degree of unanimity 

that the reduction of dependence and self-reliance are desirable objeetiTes vithin certain 

limits. HoveTer, there is no clarity vith respect to the means for attaining them. A 

number or deTeloping countries evidently viah to aToid extreme dependence on outside 

sources through a balanced industrial deTelopment of their ovn. Moreo'ftr, it is not elev 

ithethcr the self-reliant strategy is the only Va:'f to progress tovard satisfaction of basic 

needs. 

The issues of poTerty, deprivation and unemployment are important, and not Just in 

the deftloping countries. And certainly large-scale redistribution of increments to 

grovth llWlt be an urgent concern eTeryvhere. But i r lllt)St or the resources or capital 

and technology are located in the industrialised nations, it is self-defeating to Sa:f 

that deTeloping countries should become self-reliant. It i1 evident that r.<' nation or 

groUP of nations in recent history has been or could hope to bt. self-reliant or dependent 
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only on its ovn resources, rithout incuring heavy costs. Each country opting for the 

self-reliant industrial pattern vill haTe to ela~ra~e its ovn pricrities and decisions. 

A blanket adTocacy of sPlf-reliance carries vith it the danger of isolating the majority 

of people in the vorld fro.11 deTelopments in ,,-orld industry and technology. 

2.5 Concluding Obserraticns 

An an!.lysis of trade and industrialisation in deTeloping countries must adequately 

take account of the fol loving additional factors : 

a) The industrial sector in deTelopiag countries as a group has grovn impreuiTP·y 

oTer the p@.St tventy-tiTe yearJ. This progr::~s is also aarked by significant cha.ng~s in 

inc!ustrial composition toward a marked diYersity. A particularly not~·..-ort~.:1 !"eature of 

this diTersity is the growth and TiabHity or capital-goods sector, anuracturing products 

or increasing complexity and sophistication. MoreoTer, ·iggregatiTe grovth ;adice"I or the 

kind normally used in measuring industrial grovth tail to capture the fur. range of cuali­

tat1ve changes that baTe ta.ken pl&A.·e in the industrial sector. They d~ not, for instance, 

reflect the improTements that haTe ta.ken place in the training of labour force and in the 

suppl.7 of managerial skills vhich play a crucial role in the deTelopment of modern in­

dU&try. llor do the7 depict the great expansion in the capacity to acquire and adapt 

technology that is Tital to the expansion or the industrial sector. 

These and related factors haTe perceptibly changeQ the industrial enTironment in 

a large numbt'·r of deTeloping countries, even though these factors are difficult to 

ouantity. These changes are cumu.l.atiTe and, by and large, irreversible in their effect, 

not only on the economies or the countries concerned but on the vorld econoJQ" as a 

vhole. Alternat~Te strategies or industrialisaion must, therefore, be eTaluated in the 

light Of these experiences vhich haYe significantly altere~ the prospects Of future grovth. 

b) The supposed neutrality or economic grovth to distributive questions has all too 

?rte~ obscured the nature or real issues facing the developing countries. Futl!l'e initia­

tiYes 11USt be informed by the Judgement that induatrialisation enco:-:passes broader 

questions relating to unemployment, inequality and poYerty. It must be underlined, hoveTer, 

that aT&ilable data so far fail to identity a clear eYidence of a trade-off between in­

dustrial growth, however defined, and income distribution. In viev or the extremely lov 

leTels or industrialisation in moat countries, the rate or the nature or induatrialiaation 

procea1 baa yery little to do vith tne poYerty proble•. It is apparent that it is not 

the inward-or outward-looking stance that vill ~etel"lline deTeloping countries' ability 

to deal effectively vith poTerty proble... Deapite succesaive changes in indu1trial 

1trategiea, problems or poverty and maldi1tribution or income remain intractable. The 

1olution to poYerty proble .. vill depend mainly on intem&l political factora, Yhile trade 

and external policies at beat plq a 111Lrginal role. 



The simplistic debate as to vt11ch set or industria.l po.licies contrit>ute mor~ to 

inequality rail to address the fundo.mental question as to the cause~ of pove_~y. ~i~n 

reside in the nature or political and so~ial ~tructure. A truly constructiv~ approach 

must pay attention to the charact~ristics of the social ~tructure vbere expolitative 

rel~tions are fairly gener&lised at all income levels in rural and urban areas. as 

vell as under alternl!.tive industri&l. st,.ategies. 1'o gener&l. strategy which is supi:X>sed 

to generate industrinl develop~nt vith the desired redistribution can come to grips 

vith these problems. 

c) It is important to underline the predominance of internu factors when assessing 

the role of trade policies. This conclusion does not apply vith equ&l. force to large and 

sll&l.l countries, but merely underlines the ~act that an authentic development prt!cess 

requires an orientfttion tovard internal priorities, and cannot be orchestrated by purely 

external induce-nts. It would be misleading to malt~ the degree of openness and inte­

gration into vorld markets the centr&l. criterion or industrial prospects. The rigidities 

that accolll"any the process of industrial development require an external policy vhich is 

closely 11'1ked to domestic factors. Such a blending is possible under the various alter­

native strategies that have been discussed in this paper. 

d) l)espite the overvbellling role or internal problems, however, the complex con­

sequences or a graving world interdependence must be borne in mind. Industrial develop­

ment in nevly emerging countries should be viewed in both a domestic and global context, 

taking into account the increasing interdependence or the vorld econo11Y in such areas as 

natural resources, capital and technology. 'lbe graving networks of trade and financial 

tran:o1fers in their long-nm ~volutfon see• to project a world in which interdependence 

vill have a far-reaching impact on domestic issue~ or all countries. By the sez::e token. 

it :i.s nece1111ary to drop the !&I.lacy or uniTers&l. harmony of economic interests so that 

areas of par&llel interest and negotia~le compromises can be identified. 



TRADE AMONG DEVELOPING COUNTRIES AS A VEHI~LE FOR INDUSTRIALISATION: 

PAST EXPERIENCE AND NF.W POSSIBILITIES 

by 

Prof. Ahmad J. 
Concordia University, Mc'intreal, Canada 



F a.t9e , 1 ,..,, 

CH.A.PTF.R 2 : 

2.1 

2.2 

2.3 

2.4 

2.5 

2.6 

CRAPTER 3: 

CHAP'!'ER 4: 

CP.APTER 5: 

5.1 

5.2 

5.3 

S".'.11.':'!S':"ICAL PF.RSPF.C'!'I'/F. 

Grovth Rates and Shares 

Co~odity Comnosition 

Regional and Interre~jonal Composition 

Preferential Trade 

Interre~ional Trade Balance 

Concluding Observations 

um-RUN DETER!>'INAN'I'S OF INTRA-TRADE 

!'-!PACT OF INTPA-TPADF. ON TRADITIO~Ai. ~PADF. FLOWS 

REVIFY OF POLICY INS'!'RUMF.N~ 

Rep,ional Intep,ration 

Prospects for InterreP,ional Trade 

Other Institutional Arranp,ements 

"age 

113 

114 

114 

115 

116 

117 

118 

119 

120 

123 

125 

125 

128 

130 



:'at le l : 

':'able 2: 

".'atle 3: 

~A.ble 4: 

;a.He 5: 

'!'able 6: 

Annual ft.verare Srowth tiates of World Exports :iy ?evions 

?elA.tive Tr.!nortA.nce ·· t ~-Orts to fleveloninp: Countries 
in ".'ota.l ~JC!'OrtS of Tnnividua.l Pe~ions, 1060-1075 

".'rA.de ~·a.trix of Intra-I"eveloninr: Country F'lovs by Fep:ions 

".'ra.de in 1-'anufa.ct ures am:in(' Developin~ Countries 
(;r;~ 5-8 less 65), 1070-10 7 5 

tiele.ti ve Ir.mortance of Exports and Imports from and to 
Developing Countries in Countries 

Sha.res of Intra.-Fegiona.l Exports in Total Exports to All 
Developi~~ Countries, 1960-1976 

,- , 

132 

132 

133 

134 

135 



CHAPTEP l: INTRODUC':'ION 

The purpose of t:1is paper is to analyse some pertinent asnects of intra-trade !l!!!Onfl'. 

ceveloping countries, vith particular e ~hasis on trade in manufactur~s. It attempts to 

provide a statistical perspective on the rrovth and co!l!T'Osition of such trade in the recent 

past, investi~ates its major determinants in relation to industrialisation vith a viev to 

ir.fer hov this process vill evolve in future, and more si~nificantly, how its evolution 

vill be affected by s~ecific pclicy initiatives. 

The significance of the level and ~rovth of trade amon~ develonin~ countries has been 

enhanced by a number of factors. First, the Lima Declaration for a tarp,et increase in 

developing countries' share in world production of manufactures from the pre~-1t 8 oer cent 

to 25 per cent by the year 2000 is predicated or. a siimificant increase in intra-trade. 

Second, fut,u-e pros,ects of grovth in volmne and diversity of intra-trade are considerably 

enhanced by the graving "complementarity" in economic structures between the developing 

countries. This latter phenomenon, in turn, is intimately related to long-run structural 

factors connected with the appearance o~ industry in hitherto primary-oriented economies, 

and offers an important opportunity to increase mutual trade both in manufactured pro~ucts 

and in prill!ary commodities. Third, increased mutual trade appears to be the first 

essential step towards greater economic interaction among the developing countries. It is 

difficult to visualise any significant nroe;ress on "collective" self-reliance withoi.;t a 

vigorous development of trade relations, vhi~h are usually a precondition for further 

economic integration. Increafed mutual trade will likely favourably influence the flow 

of capital, technology and managerial skills whose stock in developing countries is rapidly 

incree.r .ng. But, perhaps most important of all, the growing network o;· trade flows will 

foster an increased e.ve.reness of common pro~lems and potentialities. 
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TI:is section attempts to nrovide an overviev of the chanp:ing pattern of developinv 

countri,,s• ir.tra-trade by main reii;ions and SITC i>:roups during the 15-year Period l060-197E.!./ 

It revi~vs the relative size, grovth rates, coDl!!!Odity comuosition, and the regional 

distribution Jf trade relations amonp: developing countries. The data on vhich the analysis 

of thi~ section is based is contained in the statistical appendix to this paper. 

2.1 Grovth Rates and Shares 

A comparison of annual averdp;e grovth rates of individual trade flovs betveen major 

p:rc·1"s of count.ries during 1960-1970 indicates that ·.-radP amotl,<; dev..,.lopini;r countries re­

cor·.ied the lovest rate of grovth. Thus, developir.g countries' intra-trade grev at the 

rate of 5 per cent pe~ year from 1960 to 1965 and at 8.3 per cent from 1965 to 1070 -

figures vell belov grovth rates of trade flovs betveen and vithin other major groups of 

countries. Durin~ the same period, the share of trade among developing countries in the 

vorld trade recorded a decline from 4.8 to 3.5 per cent. Hovever, a very significant 

change in intri.-trade flovs appears betveen 1970 and 1976 vhen this trade recorded a high 

grovth rate of 36 per cent per year, vith a record increase of 107 per cent betveen 1973 

and 1974. Consequently, the share of developing countries' intra-trade in vorld trade 

increased gradually from 3.5 per cent in 1970 to 5.9 per cent in 1976. 

The share of int1·a-trade in both total exports and imports of the developing countries 

remained stable around 20 per cent during 1960-1976. Hovever, neriodic fluctuations around 

this level reflect some clear and important trends. From 1960 to 1970 the share of intra.­

trade in total exports and imports of developing countries vitnessed a gradual decrease from 

22.3 per cent for exports and 20.8 ner cent for imports to 19.6 per cent and ln.9 per cent 

respectively. Since 1970, hovever, the trend has moved upvards and by 1976 close to 

23 per cent of expor::CJ of the developiup; countries vere destined to other developing 

countries, vhile 26.5 per ~ent of their imports originated in the develoning vorld. 

It should b~ pointed out that the high annual grovth rates for the period 1970-1976 

reflect also the price changes, particularly the rapi~ increase in oil prices since 1973. 

Hovever, the ract that intra-trade also recorded significant increases in "real" terms is 

confirmed by an examination of the available quantum ir.dex. According to the quantum 

index, intra-trade between 1970 and 1976 p;rev at the ratP ~f 9.2 per cent annually, as 

compared to 5.8 per ct ... t d..trinp; 1960-1970. These grovth rates for the period 1970-1976 

are higher than tho5e recorded by trade flovs amonp, industrialised cou11~iPS (6 per cent) 

and higher than total exports of developing countries (5.8 per cent}. Moreover, the grovth 

rates appear to be considerably higher if fuels are excluded from intra-trade. The share 

of fuels exports in intr~-trade amounts to approximately one-fourth of the total. 

11 This section is based on data obtainE>d from the UNCTAD Secretariat in Geneva. Particular 
reference is made to Reviev of Recent Trends and Developments in Trade in Manufactures 
and Semi-Manufactures: Report by the UNCTAD Secretariat, TD/B/C.2/190, 21 M&rch 1978, 
and Trade Among Developing Countries ~j Main SITC Groups and by Regions: Statistical 
Note by the UNCTAD Secretariat, TD/B/C.7/21, 20 8eptember, 1978. 



~e "'I~.·. :ir. : nr.ex ~or r.:ar:u"a.ctured :"roducts "er t!:.e reriod l O{'l-l 'l7( Ill so reveals 

~:~at tr.i '.' :"rorbct f"rau:- i:-: ·-~-" r.ost d.vnlll'lic cor.rone:'lt o~ develoninp countries' intra-trade, 

since it is t~.e r.ost ra:"idly increasinp: '"lo'I.· not onlv vit!:.in the develonin;r countries b·1t 

Ftl~a a.r.?O::I" t'-.e develorins:- ruid t~.e indt·-;trialised ...-orld. !:'evelonL1;r countries' total exnorts 

o~ r.:anu"actures (:"l:':'C 5-e. less {?.) rur:ounted to ~ 30 billion in lo7f'.:. Or this, fully 

t...-o-t!:.irds, i.e. ! ?0.5 billion ...-ere destined for the develoned market economy and the 

soci~list countries, vhile only ~ o.6 billion vorth vere sold to other developin~ countries. 

~:evert!:.eless, develoninl" c0u."1t;:-ies' exoorts o" manufactures to each other doubled in value 

betveen 107~ and 1~7E. For a nuinber of develoninp countries, particularly those that 

are members of repional v,roupinP"s, such as the Latin American Free '!Tade Association (L.AFTA) 

and the Central American Common 1-!arket ( CAC~), the ma..1or markets for their exoorts of 

manufactures a.re in other develoninp: countries. But ~ven countries, such as Honv, Kong, 

South Korea a.nd Sin~anore, vhich a.re mujor exnorters of manufactured products to the 

developed market economy countries, sell a. sizable nroportion o~ their total ex:norts of 

industrial poods to develoninp countries. The prono·u.-iced difference between the stares 

of intra-trade in total exnorts and imports in manufactured products reveals a vast market 

in developinp: countries for all varieties of manufactured nroducts of vhich only a small 

nronortion is currently supnlied by imports from other developinp countries. 

It is thus evident that intra-trade of the developing countries has not only been 

increa.sinp in volume but has also witnessed siimificant changes in its structure. These 

cha.npes in the commodity comnosition reflect to a. preat extent parallel chanpes which took 

nl~ce in the composition of total exnorts of developinp: countries. One common feature in 

the evolution of the structure of these tvo a.ppregates during 1960-107~ is a pronounced 

decrease in the share of food a.nd ap:ricultural raw materials and rapid increase in that of 

ma.nu"a.ctured products. The share of intra.-tra.de in total :mnorts of food declined from 

33 per cent to 31.B between 1960 and 1976 and of ap:ricultural rav materials from 54.7 

to 113.? per cent, while that of manufactured products increased from 7.5 to 0.7 per cent. 

The intra-trade in manufactures among the developing countries also exhibits a vide 

diversity in its product composition. Nearly half of this trade in 1976 vas in a wide 

variety of products under SITC 6 a.nd 8, a third in machiner1 and eouinment (SITC 7), while 

chemical nroducts (f;ITC 5) accounted for one-sixth of the total. The increase in share of 

mliilufactured nroducts traded amon~ develoninp, partners has been particularly pronounced 

in chemicals, machinery and transport equipment and clothin~. In 1976, markets of the 

developinp, countries accounted for the highest shares of developinP. countries' exports 

of passenp;er road vehicles (78 per cent), machinery and transport ( 4li per cent), chemicals 

(50 per cent) and iron and steel (hf; per cent). The lovest shares car be observed for 

non-ferrous metals ( 18 per cent), oilseeds ( 111 per cent) 11.nd crude fertilisers and ores 

(8 per cent). 
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':"he share of manufactured rroducts in intra-trade of the develorine: countries rose 

fro~ 2(.? rer cent in 1070 to 4(.3 per cent in 1075. '!'he larrest gains vere reP,istered for 

machinery and trans!JOrt (from 1.r to 14.6 per cent), che~icals (from 2.7 ta 7.4 rer cent) 

and iron and steel (from 0.9 to 2.8 pe; cent). The lovest grovth in shares is accounted for 

by minerals an~ ores and crude fertilisers, as vell as clothing and textile fibers. The 

small percent~e of intra-trade in suer. nroducts can be attributed to the simill\rity of 

factor endoV!'lents in specific rav materials amon~ a large number of developing countries. 

On the other hand, that the total demand of the developinp countries for some of the above 

product groups increased fa~ter than the grovth of intra-trade reveals considerable 

potential for further intra-·.rade exnansion. 

2.3 Regional and Interregional Composition 

In 1976, exports to other develonin~ countries accounted for the hip;hest snare in 

South a..'ld Southeast Asia (29 per cent), folloved by Latin America (22 .9 per cent), West 

Asia {21.8 per cent) and Africa (10.9 per cent). These shares seem to have been remarkabJy 

stable since 1960. The reasons for the pronounced variations in the respective shares of 

individual repions ~re numerous and complex. In peneral, the traditional trade links 

established in the past, the complexion of recent economic grovth and the artificial 

barriers to trade are some of the factors that account for this diversity. Hovever, all 

the repions shared in the increase in the veight of manufactured products in developinp 

countries' intra-trade. The sharpest increase vas recorded in Latin America (f::-om 11.9 

per cent in 1960 to 38.5 in 1975), vhile the highest vas in South and Southeast Asia 

(from 33.3 per cent 51.3 per cent). 

The commodity composition of intra-trade between various developinp rep;ions also 

varied considerably. In 1975, export~ from South and Southeast Asia to the develonini 

co1mtries represented over one-half of developing countries' non-fuels trade and over 

60 ner cent of :i.ntra-trade in manufactured products. Unlike Latin America, vhich develoned 

its manufacturinp; sector on the basis of reP,ional demand, over one-third of exports of 

manufactures from South and Southeast Asia to other developin~ countries vent outside 

the repion, chiefly to West Asia and Africa. EXPOrts from Latin America to other regions 

are still heavily concentrated on food, destined mainly for West Asia and Africa. 

Manufactured nroducts and industrial inputs, such as iron and steel, are traded mainly 

~ithin the rep;ion. ftlthoue;h exports of manufactures tc other regions accounted in 1975 

for only 15 per cent of total exports to other reP.ions, they have ranidly expanded from 

a value of $ 9 million in 1960 to ~ 233 million in 1975. Manufactured exports to 

developinp, countries outside the region are heavily concentrated in machinery and transport 

eouipment. 

African exports to developin~ countries contained in 1975 the hi~hest sh~re e.monp 

developinp, reP,ions of food items and aP,ricultural rav materialz, and the lovest share of 

manufactured p;oods. Moreover, the value of ap;ricult.ural raw materials llnd mineral!! 
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extxJri.ec i;o oi;her rep:ions is far hip:her than the value of t: ~se goods traa•:J. vithin Africa. 

This renects the lack or industrial capacity in transfcnninp; local industt·ial inputs. 

'!'he l!l/\in rl.ov of goods from Africa to other developing regions consists of fuel to Latin 

America and food and crude materials to ~-0uth and Southeast Asia. The bulk cf manufactures 

imported from developing countries originate in South and Southeast Asia. Exports from 

West Asia to other developinp: regions consist al1110st exclusively of fuel oils and their 

derivatives • 

The bulk of intra-trade amonp: developin17 countries is ::till carried o·rt on an intra­

regional basis. The hip:hest reliance on regional merkets is observed in Latin America 

vhere in 1975 close to 76 per cent or all exports to developinF. countries vent to partner 

countries of the region. The corresponding figure for llest Asia is 70 pe·.- cent, for South 

and Southeast Asia 65 per cent, and for Africa 55 per cent. Hovever, betveen 1960 and 

1976. the share of intraregional trade in total intra-trade lllllOnp; developing countries 

declined from 73 per cent to 50 per cent. This change anpell!"S to have been caused mainly 

by the increasing value of petroleum trade amr-ng develoning regions. F.xcludinp; petroleum, 

this share fell fr:>m 75 per cent in 1970 to 68 per cent in 1975. In any event, during the 

period 1970-75, interreP.ional trade amonp: develoning countr:es expanded faster than trade 

betveen repional part~ers. The emerP.inir relative imoortance of exp1U1sion in intP~~ep;ional 

trade can be observed in almost all major commodity p;roups. The most pre. •. unced in.::reases 

vere recorded for crude fertilisers, minerals and ores (796 per cent), chemical products 

(689 ner cent) and machinery and transport eouipment (f88 per cent). These changes clearly 

highlip:ht a trend tovards broadening the p;eop;ranhical scope of intra-trade and reflects 

the increasinP. maturity of many developing countries as suppliers of manufactured nroducts. 

2.4 Preferential Trade 

~ince a considerable part or intra-trade 8111on~ developinp: countries is carrjed out on 

a nreferential basi~, some further trends can be noticed by analysinK these particular 

flovs. Intra-trade vithin reP,ional p;roups that extend mutual tariff reductions amounted 

in 1975 to ~ 1, 1 tllion or roughly 18 per cent or trade amonp: developinp; countries. It must 

be noted, hovever, that the share of intra-trade that can be ascribed to preference~ is 

likely to be much lover as not all intrarep;ional tradP flovs are cuvered by preferences. 

Nevertheless, the period 19~0-1976 has witnessed a pronounced trade expansion vithin all 

rep:ional p,roups that have impl~ented mutual tariff reductions. Between 1960 and 197f, 

the share of trade within the preferential schemes i~ t0tal exports of regional groupings 

increased as follovs: for I.AF'TA, frJm 7 7 per cent to 12.1 per cent; fo~ CAC?o', from 

7.5 per cent to 21.3 ner cent; for the Caribbean F.cono~ic Community {CARICOM), from 

4.8 per cent to 8.3 per cent; for the \lest African F.conomic Community, from 2.5 per cent 

to 9.11 per cent; and for Central African Customs and Economic tJ:don, from 1.7 per cent to 

8.4 per cent. 



One notable reature or preferential trade !11!10n~ developin~ countries is the fact t~at 

intrare,,ional trade in lllGllufactured pr0ducts, usually sub~ect to hi~h tari~f and non-tari'f 

barriers, developed only as a result of preferences. Thu:., CACY. vhich is the most 

advanced grou~ ir. liberalising internal trade barriers, exports of such products as 

synthetic fibers, glassware, metal containers, plastics, chemicals and drUP;s, motor 

vehicles, and teleco11111unication apparatus, e.monp others, are traded exclusively amonp 

partner countries of the group. s:..rilarly, in the Andean Group, machines and apnaratus, 

el~ctric equipment, man-made fibers and pharmaceuticals are confined to subregional 

exchange among the bloc countries. In Africa, certain manufacturing industries develoned 

solely due to the existence of regional preferences. W'ithin the Central African Customs 

and Economic Union; clothing, glassvare, vire nrcducts, pharmaceuticals, plastics, metal 

containers, and tools are traced almost exclusively a'!!Ong partners of the Col!lll.unity 

extending preferences to each other. Preferences granted vithin the W'est African Economic 

Community stimulated internal trade in plastics, rubber products, household appliances, 

and agricultural machinery. 

The poten~ial for future expansion of mutual trade is indicated hy the fact that 

internal trade subject to trade preferences still represents only a modest stare of the 

total demand of the individual regions for the products currently traded. In the s8l!le 

vein, it is observed that developing cotmtries that are not part of the regional 

preference schemes import from industrial countries goods vhich could be supplied by 

ind~stries within preferential group~. Thus, CA~ has hardly penetrated the market of 

other La.tin American countries for manufactured products and industri!tl inputs, despite 

considerable imports of these products from the developed countries. The s8l!le pattern of 

insufficiency of market penetration can be observed in all regional gro~pings as far as 

trade in manufactures is conce~ed. 

2.5 Interregional Trade B!.lance 

Data assembled by UNCTAD also permits an assessment of interregional trade balances 

on account of trade !11!10ng developing countries. Developing countries' interregional 

trade traditi~nally resulted in a trade deficit of all regions vis-a-vis West Asia. All 

other regions are traii tional net exporters of non-fuel co1111110di ties to W'est Asia, but 

even a considerable increase in such trade during 1970 and 1975 could not cover their 

combined deficit vith West Asia, vhich had lncreased to over $ 10 billion in 1975. South 

and Southeast Asia has a traditional surplus vis-a-vis all other regions in nor.-fuel trade, 

vhich in 1975 llJllOunted to $ 3 billion. The surplus is generated larF,ely through exports 

ot manufa~tured products to Africa and West Asia. Latin America, ~~inp; to the pronounced 

inr.rease in food exports to West Asia and Africa during 1960-1970, turned its tradit:.onal 

deficit in non-fuel interregional trade to a small surplus in 1975 &1110unting to 

$ 595 million. Afri~a's imports of food from Latin America lllld of m1U1ufactured products 

from South and Southeast Asia re~ulted in a deficit vhich in 1975 fUllOun~ed to over 

$ 1.5 billion. Its surplus vith W'est Asia, to the tune or $ 71 million, vas not sufficient 

to offset the ov~rall deficit in its interregional trade. 
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2.{ Concluding (•tservations 

The statistical nro~ile cor.tained in this section ne?'l!!its some ~eneral conclusions, 

vith resnect to current Ml!.lmitudes as vell as to their trer.ds. ".'he share of developinp 

countries' intra-trade in vorld trade as vell as the share o~ intra-trade in total exports 

and imports of the developinp countries has been on an increasinp; trend since 1970. "!oreover, 

intra-trade has underp,one a radical shift in its structure tovards a p;rovinp nrenonderance 

of manufactured products, the most pronounced increases being in products normally classified 

as heavy industry. The lon~-term trend 0f changes in the share !!.nd structure of int~a-

trade cannot be attributed to price chanpes alone, since the quantum indices also shov an 

upward trend. Accordingly, the lonP,-tenn trends vould apnear to be '""re pronounced in 

constant prices. 

Although the bulk of intra-trade is accounted for by trade vithin regions, there has 

been a ste11.dy shift away from intrarep;ional and towards interrep;ional trade. The pattern of 

trade no- seems to favour trade between repions vhich is p;rowing faster than trade betveen 

regional p11.rtners, particularly in manufactured products. These dramatic changes have 

broadened the horizontal scope of trade networks and call for bold nolicy initiatives 

for future expansion. The growth in preferenti'11 trade has been less 1110dest, even thoup,h 

the share of preferential trade in total trade has heen risinP, in all regional 

preferential P,roups. The most note-worthy feature of nreferential trade is the fact that 

11.lmost the entire growth of reP,inne.l trade in manufactured products can be attributed 

to the fact of preferences. All long-term trends point to a vast potential in increas::'.n~ 

mutual trade, both within and between t~e regions, particularly in manufactured products 

and industrial inputs. These trends are likely to be sipnificantly reinforced by specific 

policy initiatives to be proposed in this oaper. 



~utual p,ains in static and dynamic erriciency res~t vhen countrie3 vith disparate 

endoVl!lent or resources s.nd vith diverp,ent natterns or dellUllld trade vith each other. The 

neoclassical theory or t-ade S\1'1'.P.ests that the dissimilarity or ca~:tal/labour ratios 

betveen individual developinP. countries should lead to considerable snecialisation and 

exchange of ~ods 8lll0ng themselves. '!'he Group or 77 comprises of a l~rge heterogenous 

collection of countries vith videly divergent endovment of resources to an extent that 

their individual modes of specialisation are likely to complement and 111Utually reinforce 

each other. In addition, a sizable proportion of international trade in manufactured 

products takes place betveen countries vi th broadly simile: patterns of demand and per 

capita incomes. Develr1ping countries freauently have a uniform and overlapping pattern 

of demand ror manufactured products vhich ~ffords considerable opportunities for supplying 

each others demand. On both thesP counts, the developing countries offer promising 

opportunities for increasing the volume and diversity of their mutual trade throUt;h 

inter-industry as vell as intra-industry specialisation. 

In the short rm, the developing countries' demand for -·~ports from other developing 

countries vill be governed by such cust~mary factors as relative prices, real incomes, 

transport costs and trade barriers. Hovever, from a long-run standpoint and considering 

the totality of all developing countries, supply influences ste111111ing from the degree of 

industrialisation and the grovth of production capacity in particular sectors, b 

conj:.mction vith the growth of real incomes, seem to provide a fruitful source of ex­

planation for the growth of intra-trade. 

The relationship betveen industrialisation and trade is inherently circular, full 

or feedbacks and interdependence. While industrialisation enhances trade by broadening 

the range of specialisation, trade in turn favourably influences the prospects and 

diversity of industrial production throUt;h dynamic eftects arising from economies of scale 

and stimulus to investment, technology and productivity. The role of industrialisation 

in fostering mutual trade among the developing countries can be visualised in tvo different 

vays. Firstly, the process of industrialisation is expected to increase the degree of 

complementarity !llllOng the developing countries, as cross-country differences in the size 

and composition of industrial structures are heighte~ed by uneven and differentiated 

progress. This sort of complementarity, accentuated by differential response to domest~c 

eccnomic conditions, is to be expected in a group or countries as large and heterogeneous 

as the Group of 77. This growing complementarity in production structures among the 

developing countries is in Ilk rked contrast to an earlie:r period vhc~ they "competed" 

vith each other in exporting rav materials to the industrialised countries and obtained 

practically all their imports from the latter. 

This ..meven development or industrial capacity in the developing world implies that 

there is conEiderable potentiLl for intensive trade between the rapidly industrialising 

developing countries with a diversified structure and those that have a slaver rate or a 

narrower ranp,e of industrial production. The available evidence shows that a small number 
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vol;z..es or m&nufactures to other developin,: countries and 'tetveen them they export a 

wide rang~ of products. '!'his pattern is in cvide~ce both in interregional trade between 

t'~veloping countries, as well &S in trade betveen partners of a re~ional grouping. '!'hese 

results lend considerable support tc the hypothesis tr.at tr.e economies or the developint. 

countries as a group are characterised by complementarity more orten than by competitive­

ness. One might infer, therefore, that developinp. cotmtries vill experience an inc.ease 

in their mutual trade as long as industrialisation of their domestic economies follows a 

characteristically complementary pattern. 

Secondly, the emergence of industrial capacity in a large number or developing 

cotmtries, chiefly in response to domestic pressures for structural chan~es, provides an 

obvious precondition for export or industrial goods. This p;oes beyond saying that the 

developing countries cannot export manufactured products tmless they produce them. The 

point concerns the dynamic seque~ce in vhich trade e:rpansion ;eflects the distinct stages 

of development policy, vh~re illlTlOrt substitution at the national level is folloved by 

import substitution at the regional level through liberalisation of trade among partner 

countries. The industrial caracity created through national import substitution is 

utilised in eT.Panding trade among partner countries. This dynamic sequence of trade 

expansion among developing countries is likely to induce intra-industry specialisation 

in the prcduction of manufactured products. Accordingly, it is tmlikely that cotmtry A 

vill produce shoes but no textiles, while country B produces textiles but no shoes. 

Rather, each or the countries is likely to specialise in a certain type or product or 

products vithin each of the tvo industries. Such a qualitative s~cialisation in 

broadly similar but "differentiate:!" products is likely to lead to intensive trade among 

cotmtries vith similar structures of income nnd demand. 

In the reality of non-homogeneous products, a very large part of trade among countries 

takes place in highly differentiated tariff-lint items. The early efforts at industriali­

sation in developing countries vere characterised by a parallel d~velol'.Jllent of broadly 

similar range of industries behind protective barriers. This inauspicious circUl!lstance 

for the grovth or trade among themselves is n<'v being gradually corrected as industri&l 

structures in ma.~y developing countries are beginr.ing to acquire greater diversity in 

product composition. In fact, there is considerable evid~nce or intra-industry 

specialisation in the Central American Connon Market vhich has led to the emergence or 
larger and 1110re specialised firms in every industry vhich has enhanced their ability to 

export not only to partner countries but also to extra-W1ion countries as vell. 

In a world as large as the one COlllJ>risinp. the developing countries vhere supplies or 

productive factors, their uroductivities and techniques or production differ significantly, 

there are bound to be tenden~ies in individual countries' production to concentrate on 

certain manufactured products and not on others. A developinp; country will tend to 

concentrate on a relatively narrov range or manufacturing activities in its trading 

sectors whose factor requirements closely resemble the factor endoV111ents domestically 

avail~ble. By implication, it vill import those productft vhose factor requirements, if 



':.~1>y ve!'"e ':.n t-e :>!'"oduce~ do!'lesticfllly, \o·oU:ri sip:ni ficant"!.y diverge fro!!! its !'actor sunT'lies. 

:..1: ':.~.is sui:rl"es':.s that t~.ere !.!"e stronir reasons to exrect that t~e heteropeneous collec-tic1: 

o!' develoninir countries Y~ll P,redually acouire ~'!!Onp: themselves a vide spectrtll!: of manu­

fa~t:.irinp: activities. Since industrial firms vill nov be more snecialised than under 

nat~onal imoort su~stitution oolicies, they would be better aole to exnort to each other. 

~leedless to say, t!1e actual tre.de nattern may he blunted by the influence of' transPort 

costs, non-tariff trade policies ~,d the actual or the Perceived need for nati0nal self­

sufficiency, and thus narrov the ranp:e of mutual trading. One ~ay conclude, therefore, 

t!1at t!1e increasinp de~ree of industrialisation in developinv. countries, throu~h its impact 

on comnlernentarity, vill have a favourable effect on mutual trade. 

An increase in the v,rovth rates of total and per capita incomes is also likely to be 

an imnortant factor in ~oni:r-term outlook for trade expansion. Available evidence suggests 

that the exnansion of intra-trade is oositively correlated vith the p:rovth of real per 

canita income in developing countries. This is due to the fact that income elastic:t~es 

of del:lBnd for imports of manufactured Products from all sources generally ter.d to be hip;h. 

~at risini:r personal incomes p:enerate a larp;er than nronortionate increase in the demand 

for industrial p.oods is vell-knovn. Hovever, the uneven distribution of income in many 

develoninf countries vould seem to mitigate apainst a fuller development of intra-trade. 

The highly skeved distribution of income in these countries isolates the majority of 

neoPle from the market for industrial products. As a reqult, higher grovth of incomes 

tends to be biased tovards poods that are not currently traded lllhOng developinp; countries 

and are imnorted from outside the region. If acceptable means can be found to distribute 

future incomes more equitably, the resulting impact on intra-trade can be quite significant. 

A redistribution or future incomes vill influence primarily the demand for goods at 

relatively lower levels of income vhich can be produced vithin the group of developing 

countries. 

The foregoing section attempted to provide some plausible indication of the ~mderlying 

structural factors that are likely to affect the growth and composition of intra-trade 

amonii: developing countries. These factors should not be interpreted as "causes" of intra.­

trade; they are merely in th~ nature of po~sible factors where one should look for long­

run indicators. The attention to.long-run structural factors does not imply that short-

run determinants 0f imports, such as relatjve prices, are insigificant. Nevertheless, 

they call attention to the need for appropriate trade and tariff policies for developing 

the full potential of mutual trade vi thin the deve '.oping t:ountries. 
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r~spite impressive p;rovth of intra-trade recently, tradi~ional trade flovs established 

durinv, the colonial period continue to dominate developin~ countries' pattern of trade. 

In 197b, 77 per cent of total export;s or the develo~ing countries vere destined fer the 

developed market-econc "'JY and the socialist countries, vhile 74 ner cent of their imports 

came from the latter. Similarly, the grovth rate of develoning countries' exports to the 

developed market-economy countries vas hip;her than the p;rovth rate of exports to other 

developing countries for every year during the decade 10~0-!970. It is only since 1972 

that the p;rovth rate of exports of develooing countries has been sliP.htly biased in favour 

or exports to other developing countries. An examination of the quantum indices 

(1970 ~ 100) for the SITC 0-9 reveals that the quantum index of developing countries' 

exports to other developinp; countries (169) in 1976 was higher than that of exports to the 

developed ~3.rket-econo....r countries (132), with a noticeable upward trend since 1973. 

However, the quantum index of imports into the aevelopinp, countries from both the 

developed market-economy and other developine countries moved remarkably close together. 

A detailed analysis of the aggregate data also suggests that developing countries continue 

to increase the rate of grovth of their exports both to th~ rest of the world as well as 

to other developing countries, while they havi:: i.i.::.::u absorbing increasingly larger quantities 

of imports from all sources. 

The available data, therefore, shows as yet no evidence that t~e grovth of intra-trade 

is at the expense or developing ccuntries' tr~de with their traditional partners.!/ This 

could be due to a number o." reasons. First, the ma.lor proportion of increase in intra-trade 

in manufactures seems to have been due to "trade creation", i.e. a S\.'itch in the source of 

supply from domestic producers to producers in other developinp, countries. Second, it 

is plausible that an increase in export capability due to increased intra-trade has 

ravourably influenced the export grovth in general, including exports to the industrialised 

countries. Moreover, various preferential schemes unner the Generalised System of 

Preferences (GSP) extended by the developed market-economy cour.tries may have been instru­

mental in sustaining exports to the industrialised countries. Third, the unusually rapid 

grovth in demand in developinp, countries for capital equipment and assorted industrial 

goods during recent years has been able t~ absorb imports from all sources. 

A cross section, multiple regression equation, fitted by the author, in order to 
test the sensitivity of developing cuuntries' intra-trade to their trade vith 
the developed market-economy countries, rounn no evidence of "trade di version". 
In other words, mutual exports are not at the expense of developing countries' 
traditional exports to industrial countries, vhile mutual imports from each other 
do not substitute for iMports from the industrial countries. This rep,ression 
vas based on the 1976 data on SITC 5-8 flows. If other flovs were to he included, 
the results would be reinforced. 
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preferential. trading scheme~ amonp; the developing countries have found evidence of both. 

~ithin CACM, for example, col!ll!!On market ll?"ran~ements ha•e Promoted industrial. specialisation 

by type of product, vhich sup;gests that the emerP,ence of nev trad-, rather than displacement 

of linkap;es vith outside, dcminates the intra-trade pattern. In other cases, particularly 

in the Andean Group, there is some evidence of a slight diversion of their trade vith the 

developed market-economy countries tove.rds the partner countries. But eve~ in these 

cases, there is no ~lear presumption that the common external. tariff has caused production 

a.nd consumption of one or l!X)re member countries to shirt from lover-cost sources of 

imports in the developed countries to higher-cost producers in member countries. 

It is, hovever, inconceivable that a prolonged expansion of intra-trade could occur 

vithout some trade diversion. But trade diversion resulting from intra-trade among 

developing countries should be looked at in its long-run, dynamic context. First, if 

in the absence of integration, each member country vere to protect its national. import· 

competing industry against all lov~r-cost forei~ producers, the collll!'.on external tariff of 

member countries vould cause no more trade diversion than vould have happened a~yvay. 

Second, because of potential economies of scale and tne grovth of income vithin the 

integrated rep,ion, vhat appears as trade diversion in the short-run may turn out to be 

trade creation in the long-run. 
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5.1 Regional InteP,ration 

Since io6o, a number of regional P,roups of varying size, level or development ana 

economic structure have entered into arrangements to liberalise trade among themselves, 

and to further inte~rate their economies. There vere eight such &rrangements, involving 

formal free trad€ areas or co11D11on market ap;reements, in existence in 1979.!/ Trade 

liberalisation arrangements among developin~ countries are, or course, not confined vholly 

to free trade area'> a.-:d colll!IOn markets. A group of sixteen developing countries signed 

in Dece~ber 1971 a Protocol vithin General Agreement on Tariffs and Trade (GATI') under 
2/ vhich tariff preferences could be extended among members or the group.- In general, 

the depth of tariff cut under the Protocol ranges from 12 to 50 per cent of Most Favoured 

Nation (MFN) rates. A vide range of agricultural and processed goods is covered by 

concessions, but the lists vary from country to country. In addition, a looser form of 

preferential trade agreement betveen five membenr of the Association of Southeast Asian 

Nations (ASF.A~). covering 71 pri~ary and manufactured products vent into effect on 

January 1, 1978. 

A full-fledged analysis or contemporary integration experiences 8lil0ng developing 

countries cannot be undertaken here. This section attempts to provide an overviev of the 

progress in trade expansion, its future prospects and some of its major problems. The 

various economic group~ vary enormously in their compositi0n, 8ize, stage of development 

and the degree of conmitment to economic integration. But they all subsc~ibe to the common 

aim of trade expansion thro\lllh increasLig the market size, developing national or regional 

specialisations, strengthening the ir.du'3trial sector, and co-ordinating efforts in inter­

national forums. 

The grovth rates of intraregional trade in various groups range from very high to 

DX>derate during the rer.ent past. But it is notevorthy that in all cases, the grovth rate 

of intraregional trade is significantly higher than total trade for each region. This 

is despite the fact that intra-trade in LAFTA vas subject to new forms of protective 

restrictions in some years of the 1960s in order to permit veaker nations to consolidate 

their position. Hovever, the rapid pace at vhich trade has started to expand in all 

!_/ These are: Latin American Free Trade Association ( LAFTA) consisting or eleven 
Latin American countries; Central American Common Market (CACM) comprising five 
Central American nations; Caribbean Economic Col!Dllunity (CARICO!-!) consisting or 
thirteen Cari~bean nations; East African Community (EAC) which consists of Tanzania, 
Uganda and Ke.iya; Economic Community of West African States (ECOWASj consisting of 
sixteen countries; Union Douaniere ~t Economique de l'Afrique Centrale (UDEAC) 
comprisinp; four central African counti·ies; and Comm•me.ute Economique de l 'Afrique 
de l'Ouest (CEAO) consisting of six countries. A sub-group of LAFTA is the 
Andean Bloc consisting or four countries. 

?_/ These are India, Brazil, Chile, F.gypt, Greece, Tsrael, South Korea, Spain, Mexico, 
Pakistan, Peru, Philippines, Tunisia, Turkey, Urwi;uay, Yu;,oslavia. 



vrours since 107'.' testifies to the canacity of t!':e develol'inP' countries to cor:duct rnut.uall:; 

beneficial trade vithin com:ion rrotective harriers. ~oreover, since t!':e tulk of increase 

in reviona.l tr11de e.monp m~or uroul's is concentrated in manufacturinv sectors (e.~. in 

CAD'. and the .A.ndean Sloe, over 1) ner cent of all intra-trade is in manufacturinv cate­

p;ories), the scope for industrial p,rovth can be ~reatly stren~hened by trade liberali­

sati~n. In ~eneral, intev,ration arranvements have brouP:ht a fuller utilisetion of 

industrial capacity, IUld l!X)St partner countries have received net benefits in terms cf 

industrial output and emploY111ent. 

Fven thouP:h in most grouos, a majority of partners seemed to have exoerienced an 

expansion of exports due to intevration, the extreme diversity jn rates of growth of 

export~ and the resulting imbalances in their intra-zonltl trade remain ~~jor stum~linp; 

blocks to further p,rovth. The benefits of trade lib~ralisation amonp, countries with 

different levels of development, are not likely to be uniformly distributed e3necially 

vhen there is one or fev dominant countries in the p:rouo. If there are se·•ere imbalances 

amonp; member countries at the outset, the tendency for a widening income p;an between 

rich and poor countries of the group as a result of liberalisation is likely to be reinforced. 

Consequently, there is an apprehension amonp; weaker countries in all groups that a unifonn 

trade liberalisation policy will benefit the more develooed members 11t their exnense. 

Future progress in t: ade expll!lsion clearly reouires that gains from trade liberalj sat ion 

are more eouitably distributed. 

Present imbalances in structure e.monp; member countries has meant that tr11.de 

lib~ralisation alone will not p;uarantee a reciprocal develooment of industry, which will 

have to be achieved by more direct and explicit means of distribution of future industrial 

capacity in v,iven regions. Excessive reliance on economies of scale seems to have 

f•r·+;her col!!plicsted the problem, since countries that already have a viable industrial 

structure will tend to be favoured in future ~'l"Ovth or industrial capacity. In fact, 

the problem of an equitable distribution of potential industrial capacity is one of the 

most critical issues faci~P, LAFTA. Some progress in this direction has been made by 

means of "industrial complementarity" scherr.es in the Montevideo Treaty, even thoup;h they 

have failed to initiate substantial new areas of oroduction. On the other hand, 

complementarity provisions may themselves have contributed to tne dissatisfaction of 

relatively less developed countries in LAFTA, which find it difficult to build viable 

manufacturinp; sectors within the existjng framework of the treaty. 

It appears, ther~fore, that a crucial concern or industrial policy in all regional 

trading groups must be vi~h the allocation or industrial capa~ity acccrding to criteria 

that go beyond the mechanism of freer trade. '!'his does not imply that rreeing trade is 

unnecessary; it simply calls attention to wider considerations of equity Md the need 

for correcting mechanisms. The rrequ~ntly suggested method of lump stun fiscal transrers, 

of the kind attempted in the F.ast African Co11D11unity, for redistributing the gains from 

trade liberalisation vill do little to solve the problem of structural imbalance. The 

most import1111t, if not the only means, of eliminating the structural causes of mal­

distribution of benefits of trade expansion may consist of increasinP. the rate of industrial 
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rl.t•t.,~:)~!!!er.t in vell!o:er countries. 0 a.rt of t!":is task C.!l.!1 1'e accorn.r>lis1".ed 1:-y nh11.sed reduction 

'lf t'l.riff t.a.rriers ir. rela.tivel:: less develoned rn.e!!!t-er cou."1.tries. ':hey a.re, hovever, 

:.:..-:likely to resl'lt in a. ralanced distril">ution of inrtustri .1 ca.r-acity fro!!'. the standpoint 

'lf t!":e re~ion as a vhole. ~at is ultimately reauired is a co-ordinated plannin~ of 

industrie.J. development in the multinational rep:ion vith an active barp:aininp: r>rocess 

to re.lance considerations of efficiency and eauity. As a minimum, it reouires that a 

certain veip:ht be p;iven to the needs of the larp:er rep:ion in r>lanning national industrial 

development. 

One of the important deterrents tJ further nrop;ress on trade exuansion seems to be 

ironically the economies of scale anniment itself. The prosoect of access to a r~·,ional 

market has in fact been a noverful stimulant to investment in many industries •uere small 

local mar~ets vould not have justified ~he endeavour. But the extent and the im]'.)Ortance 

of economies of scale vary p:reatlv ~)"Om industr:! to industry. In industries s~ch as steel, 

artificial fertilisers and chemicals - all heavily capital-intensive ooerations reouirinp: 

a :~rp:e initial investment and 1 ;p:er Production runs - there are considerable economies 

in 111.rp:e scale nroduction. But :or many other industries - e.~. textiles and a vhole 

range of consumer p:oods - the absolute scale of operation may not be very important in 

influencinp: the unit cost of production. 

As a result, a. move to establish one industry to serve the total market in any p:iven 

rep:ion may mitip;ate ~a.inst a reciprocal development of industry throughout the region. 

When one larp;e rep:ional plant, even thoup:h technically more efficient, d1snla.ces a 

number of small, pro~ected national oroducers, the resultinp: disruption in individual 

countries may be dirricult to cone vith at least in the short run. But, more significantly, 

the desire to initiate some industrial activity is a noverful motivation in many countries, 

and if the arf'lll!lent of economies of scale is used in a. vay vhich effectively deprives 

them of the onnortunity to share in industrial development or the region, then integration 

may simply confirm the domin~nt oosition of one or few countries or firms. 

The lonii;-term solution calls for some concent of "balance" amonp- different countries 

of a rep:ion in desjp:ninp; larp:e industrial projects. Some industries in any given rep;ion 

may be tied to a particular location, eithe1· because of availability of raw materials, 

cheap sources of paver, or the influence of transport costs. others, in particular 

those requiring larp:e inputs or labour, may be more flexible in their choice of location. 

For industries for which location is not critical, a p;ood deal of weight ~hould be given 

to considerations of rep;iort!l.1. balance. In many instances, this may not increase unit cost 

or production at all. A number or recent studies have :onfirmed that, economies or scale 

notwithstanding, a large number or countries in every region would qualify as minimum 

cost locations for a larp,e variety or industrial projucts. For other second best locations, 

production costs are expected to be only slip,htly higher. The slip,ht increase in costs or 
produrt ion CA.n be counteracted by stap,p,ering the il'lplement,._t: '"'n er tariff cuts, as has been 

done in the Andean Bloc. 



The range or locational choices can be broadened further bv increasinP: the nur.ber 

of industrial t,rojects in the rep:ion. If or.l.y one or bro <·iw: imlu,,t1·ics c.:rc ;-,la;;;:.<e;! f:;:-

a region, there may be little locational choice, or that the lar~er countries may be a~le 

to attract a higher volume or ind~ ~rial capacity. Ir a regional plar;, on the other hand, 

contains a large number or pro,1ects, particularly of the footloose type, it is much easier 

to allocate industrial activity among the participating countries or the region. The 

experience or ASF.AN suggests that the region has exnerienced a raoid development or those 

types or industry in which relatively small scale or production is efficient. 

5-~ Prospects for Interregional Trad~ 

Contemporary discussions or intra-trade have tended to concentrate on achievements 

and problems or region&! trade, while prospects of interregional trade (i.e. trade among 

all developing countries) have received only modest attention. However, recent trends 

suggest that interregional trade is the more dynamic of the two types of flows and 

expanded rester than trade between regional partners during 1970-1975. Moreover, the most 

pronounced increases have occured in products of heavy industry. It would, therefore, 

appear desirable t~at future thn:.sts of trade exoansion policies ~nould be directed towards 

this very promising flow. 

Th• possibi:ities of expa.r.ding interregional trade appear to be vast, given the larger 

matrix of countries, products, supply apabilities and demand patterns of developing 

countries at large. It was suggested earlier that vigorous import substitution efforts 

behinJ national protective barriers have enabled a number of developing countries to 

acquire a wide spectrum of industrial capacity, vhich frequently suffers from lapp,ing 

demand and, consequently, shorter productions runs. This factor, which greatly enhances 

the potential for intra-trade, is paradoxically also a major obstacle to it. Maintenance 

of national protective regimes in developing countries means that potential exports of 

industrial rroducts to each other also face formidable trade barriers. It is obvious, 

thereforr, that an important precondition for enlarged trade among the developing 

countries i: a ~hange in their tariff and non-tariff policies vith respect to each other. 

This change sh,")uld air. at a preferential treatment or traded i'roducts originating in 

developing countries. Jn order to increase the range of products that could be traded, 

it is also necessary that trade preferences should be non-discriminatory betveen all 

developing countries. Hovever, it vould be desirable, at least in the short run, that 

full reciprocity is not demanded from countries at lover levels of developmen~. 

Therefore, a future task or considerable significance is the initiation of a forum 

vhere the developing countries could undertake trade liberalisation 8JllOnP, themselves, 

e::ther throu::i- rounds of trade negotiations o:- any other ::iuitahle modality. f.uch an 

effort vould initially ~equire a large amount of preparatory work for id~ntifying the 

trade flows most likely to benefit from trade liberalisation. tiNCTAD estimates :lup,p;est 

that initia.1ly some 36 per cent or$ 18 billion vorth of devP-lopinp, countrjP-s' intra­

trade could become subject to trade n~goti&tions. Jnitialiy, limited and looser forms 



0~ trade :ite,·alisat:rm !ll2'reer.ent involvin~ a li!!'.ited nur.:ber of rrod~cts l!!ay te rrerera'!:le 

':.o !".:ore rer.er!l.:. tect:ni ,ues o~ ·"rade 1 it>eral i ~s.t ion, such as across-t he-toard reduct ions 

co~or. unner t':e auspices or ';A:T'. Such larpe scale l!!ethods r.iay not t>e suitatll' for initial 

liberalisation efforts, since they are lH:ely to trip;p:er videsnread fears a~out the 

survival of nascent docestic industries. The recent treaties involvinp; 1.imited trade 

car.cessions ar.ionp: ASF.AN countries r.ia:r serve as a useful exannle. It is too early to .Judp;e 

the trade imnact of this ap:reement, but it is clear that such ap:reements are easier to 

devise and implement than across-the-hoard tariff cuttinp:, and may form the ~enesis of 

increasinp; preferential trade 8J!!Ong all developinp: countries. 

One may conceive of the entire set of developinp, countries as a vast preferential 

tradinp, area for ml\Ilufactured p,oods. This larp:er set vould undoubtedly contain smaller 

subsets in the ror!I' of existing free trade areas and co111111on markets, such as the LAFTA 

and the CACM. A progr8lllll!e or expandinp; intra-trade vhich p;oes ~eyond regional exchanges 

vill have to be dovet&iled into a framevork of existing or incipient inteio-ation schemes. 

Practical possibilities exist for retention of existin~ free trade areas and other 

preferential schemes vithin the larger fI'amevork of pre'"erential trading agreements 

extending to all developing countries. In fr~e trade areas, for instance, vhere intra-union 

trade is vholly or substantially liberalised, ~.he preferential tariffs extending to 

developing countries outside of the p,iven free trade area could be higher than the tariff 

anplic~hle to non-developing countries. In common markets, whEre intra-union trade is 

wholly l!beralised, the preferential tariff applicable to developing countries outside 

of the col!'l!!lon market could be higher than zero but lover than the height of the common 

external tariff. 

The oroblem of non-tariff barriers '; in p;eneral more intractable, hut devices such 

as differential heights of ~Rs, sele~tive safep,uards, nn~form customs valuation procedures 

are 'fl')Ssible. These and o~her such devices vould ensure that p,eneral preferential 

arraugements ertendinp, to all developinp; countries on a non-discriminatory basis do not 

erode existing or incipient integration movement. 

Init~ally, the major portion or increas~ in intra-trade resultinp, from preferential 

flrranp,ements 11ould come from trade crefltion, i.e. t~roup;h P. svi tch in the source of 

supply rrom ~omestic produce1s to other developinp, countries, and vould thus represent 11. 

net increase in 11orld trade. Preferences should be desip,ned in 11. 1111.y that they promote 

both inter-industry and intra-industry snecialisation. The former sho1ud at curhinp: 

the tendency tovards "nroliferation" of an unec0n, mic ranr:e of manufacturinp; industries 

in individual developinp countries, repardless or cost l\lld efficiP.ncy consideration. 

Intra-industry substitution by contrast shoul<l Rim at diversifyinp, the locus of production 

or the various stap:e~ or fabric~tion in a {P.rtically inteprllte<l industry, e.p. steel as 

well as or nroduction processes in cornnuner-poorls in<lm:tries, e.p,. textiles vhich run 

th:roup,h a vhole chain or man-made fibers flnd fabrics to ready-to-wear p,arments. 1'he 

natural advantape or the larp,er, industrifllisinp, developinp countries may, ror inst11nce, 

lie in fibers or textiles 11hich 11re relatively less 1 .. our-int.P.nsive, 11hile other 



develoPin~ countries rnay specialise in apparel-makin~ vhich is relatively more labour­

:r.ter.sive. ~imilarly, ir. the ~arment sector there are significant possibilities of 

srecialisation in ty-ries and sizes of P'arments. ';he tvo types of substitution outlined 

above v:11 have the effect of reduci~ the real cost of a ~iven degree of industriali­

sation for each of the countries. They may also hav~ the effect of increasing developing 

countries' capacity to export to developed market-economy countries through the emergence 

of larger and more speci~ised firms. 

There is, 0f course, the possibility that an expansion or the preferenti~l market 

for develooin~ countries may induce a diversion or their current exports to the 

industrialised countries to other developin~ countries. While increasing the volume 

of intre-trade, this diversion does not represent a net increase in world trade. Fovever, 

if imports from each other simply displace their imports from the industrialised countries, 

this diversion must resul~ in a net increase in developing countries' production of 

manufactures. This trade diversion, if it occurs, vill clearly reduce the developing 

countries' capacity to import from industrialised countries, and could thus adversely 

affect the process of capital formation and acquisition of technology. In a dynamic, 

long-run context, hovever, preferential arrangements among the developing countries may 

generate a higher tempo of industrial activity in developing countries resulting in 

enlarged trade flovs vith the rest of the vorld. 

~.3 Other Institution~ Arrangements 

It is clear that preferential tariffs alone vould not be sufficient fer increasing 

intra-trade unless accompanied by parallel developments fo transport, marketing networks 

and financial mechanisms. In particular, the development of nev monetary mechanisms to 

provide credit facilities for intra-trade are crucial. They could take the form of nev 

commercial banking links, payments unions, clearing houses and accounting units for trade 

betveen developing countries. One of the inhibiting factors for ir.tra-trade is the 

developing countries' preference for "hard-curr"ncy" exports due to the non-convertibility 

of their currencies. The lack or convertibility of curren~ies can be remedied by a 

payments union, vhich also extends credit to member countries for trading among them­

selves without use of scarce convertible currencies. A common unit of &ccount based 

either on SDR (such as the one rroposed for the Asian Clearing Union) or on a ''basket" 

of major developing country currencies may further strengthen the financial arrangements. 

Similarly, development of shippinp;, port facilities, and joint chartering of large vessels 

may also remove bottlenecks tcvards greater trade linkages. 



':'his statistical e.rpendix !:as l:een rrepared ~rol!'! data contained in t:o;r.;,~ reports, 

Peviev of ?ec:ent Trends and Develo'O!T!ents in Trade in ~ar:ufac:tues and Serni-~anufac:tures, 

Pero rt by the U!ICTAD Secretariat, TD/'3/C. 2 /100 dated ~arc:!: 21, 107 8. and ':'ra1e Amone 

Developing Countrie-; by ~-'ain SITC Groups and by Pee;ions, Statistical :bte by the 

U".1CTAD Secretariat. ":'J/B/C. 7/21, dated Serternber 20. 1078. 

This appendix provides only part of the data on vhic:h the analysis of the paper 

is b&!"ed. Detailed data is availal:le in the above reports. 

/ 



':'able 1: hnr.~11.l Average Grovt~. :>ates o!' t.'orld Ex"Ccrts bv ?egions 

(percentagesi 

--:::---__: Developed 
World Market-Economy Developing 

Countries Countries -

;;orld 
i 9 6 c/ 6 1- 1 9 6 5 / 6 6 8.3 9. 3 5. 7 
1965/66-1970/71 11.1 11. 8 9. 3 
1970/7~-1975/76 19.l 21. 6 28 .1 

Develo2ed Market-
Economv Countries 
1960/61-1965/66 8.9 10.l 5.0 
1965/66-1970/71 12.0 12 .6 9.5 
1970/71-1975/76 21. 2 18.7 26.4 

Developing Countries 
1960/61-1965/66 6.1 6. 5 5.0 
1965/66-1970/71 9.0 9.3 8.3 
1970/71-1975/76 3 2. 3 31.4 

.. 
35.9 

Socialist Countries 
,.. 

1960/61-1965/66 8.4 11. 6 13.9 
1965/66-1970/71 9.4 10.4 10.4 
1970/71-1975/76 20.9 25.l 21.) 

Socialist 
Countries 

7. 6 
8.9 

22.7 

10.5 
10.8 
27. 2 

11. 4 
7. 3 

27. 2 

8. 0 
8.9 

20.0 

Table 2: Relative Importance of Exports to Develoning Countries in Total Exports 

of ~ndividual Regions, 19F0-197~ 
(percent:ip;es) 

REGION 

Latin America 

South and South-F.ast 
Asia 

West Asia 

Africa 

ll6Jl .l..il.i 

9.1 12.9 

32.8 30.8 

32.2 29.1 

13.1 13 .4 

!/ Total exports exclude mineral fuels. 

YEAR 

.lil.O. .llll 

14. 8 21. 4 

28.4 31. 7 

31. 3 46.9 

11. 3 14.1 

I 



~a't::le 3: Trade r.!atrix of Intra-revelor-ing Country !'"lovs b;r ?egions 

(~illion $) 

~ 

!>u '-6;. : • I .......... 
Developing South-east West . Ar:ier ica Asia Asia 

Develotin~ America 
960 1,680 46 29 

1965 2,150 86 55 
1970 3,120 160 37 
1975 9,58G 350 840 

South and South-East 
Asia -- 1960 165 2,100 165 

1965 180 2,280 230 
1970 175 3,180 365 
1975 1,080 9,160 2,360 

West Asia 
1960 61 285 355 
1965 165 400 550 
1970 200 t•4 0 770 
1975 4,360 8,130 3,820 

Africa 
1960 44 190 100 
196.'J 41 160 120 
1970 235 240 115 
!.975 1,590 410 390 

Total. --
1960 1,950 2,621 648 
1965 2,536 2,926 955 
1970 3,730 4,220 1,287 
1975 16,610 18,050 7 ,410 

Africa To t.:l I. 

105 1, 8 5 ~ 
130 2,421 
125 3, 44, 

1,260 12,03( 

195 2 I 6 2 -
310 3. ooc 
485 4, 20 'i 

1, 380 13,98C 

230 9 31 
235 1,350 
350 l,96C 

1,710 18,02C 

350 684 
600 921 
650 1, 240 

1,500 3 t 8 c;o 

880 6,099 
1,275 7, 69 2 
1,610 10,347 
5,850 4 7, "3 2C 



":"a~le i.: ':"rade in \'e.nufa..:tures al'.!Onl" r-evelo~ine Countries (:0-I".'C' 5-8 less 6.g) I 1Cl70-l07) 

--

~ 
South and . 

Latin South-East Wt>s t :\tri.ca 
I A:J.t..rica Asia Asia 

Le.tin America 1970 25.4 0.7 0.9 27.0 -

1975 22.0 0.6 0.4 1. 3 

South and South- 1970 3. 3 38. 2 6.2 10.l 
East Asia 

1975 2. 'J 36.3 11. l 8. 1 

Western Ac:i 111 1970 - 0.4 5. 2 1. 3 

1975 0.5 1. 4 9. 2 2.0 

Africa 1970 0.2 0.6 0.9 6.6 

1975 0.2 0.5 0.7 2. 8 

Total i.'..170 28.9 39.9 12.3 18.9 

1975 2.:-. 6 38.8 21. 4 14.2 

Table 5: ReJ.ative Importance of E:xports and Imports from and to Developing Countries 

in Countries (f. Share) 

~--

SITC PRODUCT % OF 1960 1965 1970 1976 

-
5 Chemicals Exp. 35.0 48.0 52. 3 50.2 

Imp. 4. 8 7. 6 8.8 11. 3 

67 Iron and Steel Exp. 40.9 61. 0 46.5 46.0 

Imp. 2.4 7. 4 8. 3 7 . 7 

7 !1achinery and Exp. 71. 0 69.6 4 5. l 44.4 
Transport 
Equipment 

Imp. 1. 7 2.4 3. 3 5.2 

6+8 Other Exp. 40.5 33. 5 28. 6 25.6 
Manufactured Imp. 12.9 
Goods 

14.9 28.6 20.1 

5-8 All Ma nu- Exp. 4 2. 7 38.6 32.9 3 2. 3 
facures Imp. 6.4 7. 4 Es • 3 9. 7 

0-9 TOTAL Exp. 22.3 21. 0 19.8 22.9 

Imp. 20.e 

I 
21) . 7 18.9 26.5 

I I 

24.3 

5 7. s 

58.l 

6. 9 

13. 1 

8.3 

4.2 

100.0 

100. c 



~able E: Stares of Intr~-?egional ExPorts i~ ~otal ::xt:orts t~ ftil 

Developing Countr:es, lOfC'-1'?7~ 
( percentaees) 

REG IO:\ YEAR --
1960 1965 1970 1975 

Latin America 84 86 86 76 

South and South-East Asia 77 74 72 65 

West Asia 62 72 • 5 70 

Africa 51 63 59 55 

All Developing Regions 73 75 74 68 

~ Exports exclude J'llineral fuels. 

1976 

-

-

-

-

62 
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::!".'::he fr.:egratej •:n·::..j ec0r•0::-.y, national policies ·~oncerning t.,.a:ie, foreign investment 

~;:l i:'l.l'i:.:?e s:· 0a.;.-i:en:s als:::: t.en;i :o int'luence econonuc conditions in other countr.:.es, parti­

c:lla.rl:: '::hrough trade :-10..-s. ?he need for co-ordination of economic policies among developed 

co•mtries is generally accepted, even though experier,ce has shovn that such a co-ordination 

is rather :iifficult to accomplish. 

~he need for economic co-operation has become apparent in the course of the last six 

years or so. No single count:·y in the ~estern Hemisphere is big enough to pull the remaining 

countries out of the present economic slump. This has become '.lil accepted fact and, as a 

result of it, the so-called Locomotive Approach has be~n developed. Backed by a number of 

governments (particularly the Carter administration, and some internatior_al ·:ir.;auizations, 

particularl;" th'! Organization for Ecr)ncmic Co-operation and Development (OECD), the approach 

calls for a co-ordinated progr8.111Il'.e of stimulative aggregate policies. 

No country in t~e world has today currency strong enough to stabilize international 

monetary syztem through unilateral actions. No country can at present pursue its economic 

policies without paying close attention to developments in the foreign exchange markets. 

The reform of the world monetary system, though as yet far from being complete, is clearly 

headed in the direction of co-ornination nnd supervision of natinnal economic policies. 

Perhap5 the best example of this trend is the idea. of exchange-rate surveillance put forth 

by the ~nternat ional Monetary Fund. The Second Amendment of the IMF' s Articles of Agreement 

explicitly recognize the need for a co-ordination of exchange rate policies, and calls for 

firm surv~illance of exchange rate developments. 

No individual country is in a position to stabilize international commodity markets. 

It is now widely recognized that it will take a joi~t action of producing and consuming 

countries to - if not eliminate completely - reduce fluctuations of prices of raw materials 

and agricultural products. 

The energy problem and the control of environment are other examples of global problems 

which call for global solutions, if they are to be solved. One can go on and on, givirig 

more examples showing that the world has become more interdependent. This growing inter­

dependence should constitute the very foundation of international co-operation. Unfortunately 

this proposition, though generally accepted by all members of the international cormnunity, 

is o~en overlooked in practice. Countries have demonstrated time and again determination to 

cope with their problems on unilateral basis rather than through co-operation. This is 

particularly evident in the area of international trade where political pressures for quick 

and short-lived solutions a.re particularly strong. Countries often opt out of the system, 

ta.king unilateral actions which contradict the idea of free trade and economic co-operation. 

In the face of the world economic crises, it is only expected that these two opposing 

tendencies will take place. 

Although the need for co-operation between developed countries has been generally 

accepted, contradicted though it, may be by the actual behaviour of individual countries, 

re].q,tively little has been said and done in this area in the context of North-South relations. 

The oil crises of 1973, recent fluctuations in commodity markets and the emergence of a 

number of developing countries as efficient producers of industrial goods, serve as a 

reminder that the world economic system does not consist of only industrialized countries. 



Pa,;e 140 

The main goals for co-urdinaticn of macro-economic policies between ~eveloped and 

induetrializ~d countries could be described as follovs: 

1. Acceleration of real grovth and expansion of trade 

2. Reduction of negative effects of risk and uncertainty on economic relations 

3. Alleviating adjustment problems rtsulting from structural changes in the vorld 

economy. 

4. Establishing balance of paYl!lents equilibrium and stability in the foreign exchange 

markets. 

Each of ~hese goals vill be discussed in turn. Benefits and costs of alternative policy 

options vill be assessed. The question of the appropriate institutional framevork for co­

ordination of North-South economic policies vill be taken ~p as vell. 

Grovth and trade expansion 

For a l~ng time it ha& been generally observed tha~ real grovth and expansion of exports 

of developing countries vere a fur.ction of the level of economic activities in industrialized 

countries. Grovth in the North vould usually result in an increased demand for imports, 

particularly imports of raw materials. Developing countries stood by ready to satisfy the 

additional demand coming from industrialized countries, and this would in turn stimulate 

their own economie~ through mul~iplier effects and nev investment. 

Grovth and trade expansion in the South depended on economic grovth taking place in the 

North. The corollary of this theory vas that a slow-down of the pace of economic activities 

in the industrialized countries would lead to a reduction of imports from developing count­

ries. The consequences of this for growth of real income in the South were equally obvious. 

In fact, negative income and trade effects in developing countries vere expected to be a 

magnification of the effects observed in industrialized countries, for the former were used 

as marginal suppliers vith the priority given to domestic producers. 

It should be clearly understood that if grovth of developed countries contributes to 

grovth of developing countries, then an important element of co-ordination of economic 

policies should be stimulation of economic activities in the North. At this point, it is 

pertinent to look at the record of recent years to assess thP. nature of economic inter­

dependence between the North and the South. 



Tal::le 1. Changes in '.}DP, grovth rates of exports, and pric.e indexes ~or exports of 

Year 

1968 

1969 

1970 

1971 

1972 

1973 

1974 

1975 

1976 

ueveluping -;;uw1i.r .1..,,,. 

Grovth Rates of Real 
Gross Domestic Product 

Industrialized Developing 
countries countries 

5.6 6.1. 

4.9 6.9 

2.7 6.3 

3.8 5.0 

5.7 5.7 
6.o 7.4 

-0.1 7.2 

-1.0 3.2 

5.2 5.8 

Grovth Rates of Exports 
or Deyeloping Countries 

9.4 

12.0 

11.3 

9.6 

15.7 

48.1 

100.7 

-4.5 

18.9 

Price Indexes for Exports 
of Developing Countries 

(1970 = 100} 

Oil Exporters 0\.her LDC's 

96 91 

96 96 
100 100 

125 97 
135 102 

187 139 
584 191 
624 185 

663 197 

Sources: Handbook of International Trade and Development, United Nations Conference on 

Trade and Development, United Nations, Neu York, 1972, 1976, 1977; 

International Monetary Fund, International Financial Statistics, May 1977. 

One of the striking features of the above tabl~ is exceptionally good economic 

performance of developing countries during the \iho.1.e de..:ade, as measurEd by the rate of 

growth of real GDP. The South has consistently outperformed the North. The oil crisis of 

1973 had relatively smaller impact on developing countries than on economies of industrialized 

countries, the former also recovered from the disturbance quicker th!in the latter. Develop­

ing countries, as a group, have not registfred negative rates of growth during the whole 

period 1968-1976, and their lowest rate of growth (3.2% in 1975) was about equal ~o the 

average rate of grovth achieved by industrialized cour,tries in the last decade. It is thus 

tempting to conclude that growth in the South can ~ake place even though the North 

experiences economic stagnation or even serious crisis. Individual studies for countries 

like Brazil, South Korea, Colombia and others provide a strong support to this thesiti. 

Export performance of de1eloping countries is shewn in column 3 of Table 1. 

Unfortunately, the rates of growth measure changes in nominal magnitudes. In order to shed 

some light on the behaviour of real changes, price indexes for expor+,s of oil-producing 

countries and other dP.~eloping countries (DCs) were added. It is quite clear that price 

movements account for substantial par+. of changes in export revenue of developing countries. 

The period fol'.owing the 1973 crisis was particularly difficult f0r non-oil exporters. 

Drastic reduction in the real rate of growth of income and bal>i.nce ~f payments disequili­

brium in developed countries drastically restrictP.d export opportunities of non-oil producing 

DCs. One wnuld tend to conclude that economic recovery in developed countries would lead to 

an improvement in export performance of developing countries. 



c:cc:sej by ins:i.ffL:ie:-,t de:::and er are they j·_;e t.o struct·.1r:L.. fg.ctors? I!'! the first case, 

ex:ransic!'lary fiscal and !!!Onetary rolicies vculd be cs . .Lled for if !'!ore gro;1th vere :l.esi:·ed; 

in the second case, the ansver T.rould be in restructurir.g of national economics and the re::.oval 

of struct·:.ral bottlenecks .. 

The existing evidence suggests a ra.:;::id deterioration of inflation-unemployment trade­

offs in ~ost of the OElD countries. Th' Phillips curve has become more vertical suggesting 

that the cost of reducing unemployment has increased. There are cases, not at all rare, 

vhere graving inflation rates have befn accompanied by increasing unemployment. Individual 

countries find it increasingly more difficult to inflate tleir vay out of the present 

economic slump. The unusually high unem1Jloyment rates have been persisting for unusually 

lorg pt:?riods of time. Difficulties of mo:;t of the OECD countries seem to be of structural 

nature rather than related to insufficient demand. 

Specific studies have singled out the follow~ng structural factors as bein~ of major 

importance in their negative impact on the natural rate of unemployment. First, unemploy1nent 

compensation schemes adopted in most industrialized countries have changed income-leis,.ire 

trade-offs for members of the labour force. In addition, these benefits have induced nev 

entries into the labour market. Also, in as much as employers share in the financing of the 

unemployment benefits, the cost of hiring labour has increased. Second, the minimum ~age 

legislation has had similar impact on the natural unemployment rate, vith unemployment 

effects being imposed mainly on youth and unskilled Yorkers. Third, unionization of tht 

labour force and job security pro,risions have contributed to the reluct<l."'Ce of producers to 

expanQ employment in the face of graving demand. This process has also resulted in attempts 

to switch to more capital-intensive proiuction techni~ues. 

Distortions in commodity markets constitute another important structural change in 

industrialized countries. Those distortions sometime~ take a form of monopolistic practices 

vhich result in the reduction of r,roduction and increase iu prices.. There is very little 

doubt that the degree of free competition in the OECD countries has jeen substantially 

reduced in the last decade. Governments of those countries often play an active role in 

limiting competition. This is 1Jr,;ticularly visible ll'ith regard to foreign competition. The 

latest example of d'Avingnon plar. clearly indicates co-o~eration betll'een governments and the 

!=:cA!'opean Economic Community (EEC) steel industry. To be sure, most of the measures ll'hich 

restrict free competition in the goods markets are taken in the name of saving ,Jobs. Their 

real effect is just the opposite; there is an increase in the cost of productioa, disappear­

ance of incentives to improve technolop;y, reduction in investment and so on. The net effect 

in the lonp;-run must be an i"lcrease in the natural rate of unemployment. 



... :here is a .~:ear r.eed to ste;: C:F ec::moi::.ic gro;.rth in the OEC:;J area as a 
-... -:~::.o;: ~~ _~·/..:: :::.i:: ! .. '1.te ~X!''2!"'ie:-.c~::!i :'":er t~.e 13.st :~ :-:::>:-~ths or so a::: to red~~e 
. ;...r.e:;-.~ :.::.-:::e:-. ~. •,.."'::.i:~ eX?3.!"".SiC!l:l!"'Y de~irid !""..anage:-:e!1.t [Ol icies :--iave 3. rcle to 
: >,::, t:-.is ::a!".r,:t "::e 9.<~!"lie·;ed sir::ply ty in,iections of additional purchasing 
0c.·er. :::e di:".':'. ~:.:.ltie.o n:::·. facing tl'.e ,..orld economy are inseparable and 
r:-'l.nnot "he looke<'' Rt in isolation: IY!'OWth • .1o'hs, nrice stabilitv. eneruv, 
adjust!!'.ent to str1ctm-al change, are only individual facets of the overall 
;:redicament facing me!!:.ber countries today. What is needed now, and over the 
medium term, is a combination of policies to ens.ire adequate domestic demand 
and to create the right environment for sustainable growth, w~ich requires 
less inflation, t~e maintenance of an open market-oriented economic system, 
and a recovery in productive investment and profits". 

Although fiscal and monetary policies may not be as potent as they once were thought, 

there is still a gt'eat need for co-ordinati.Jn of these policies on the international level. 

The basic r<!ason for this is that a J. .... ~" of '"~.-= co-ordination may result in conflicting 

national policies which will, in turn, lead to tensions in commodity and foreign exchange 

markets. Co-operation in the area of aggregate demand policies should lead to the elimina­

tion or at least a reduction of the inflationary bias in the world economy. This does not 

mean that all countries should expand their aggregate demand at the same rate. There are 

certainly countries where the productive capacity has not been fully utilized and where 

sectoral bottlenecks have not yet been reached. In those cases, there is room or even need 

for more aggressive monetary and fiscal policies. 

If, under present circumstances, the comparative adv~ntage of demand-management policies 

lies in their effects on the world inflation what should be the scope and the form of the 

co-operation. The starting point mast be a selection of the highest acceptable rate of 

inflation in the world economy. This is already a dif:icult task to accomplish for political 

tolerance of inflation varies across countries. The conflict has been already revealed 

between, on the one hand, Germany, Japan and Switzerland and, on the other hand, the 

United States. If this conflict is not resolved, an aggressive demand-management policy 

on the part of the Carter administration wi.11 lead to rekindling of inflation, worsening the 

balance of payments position of the Uri.ted States, and fluctuations in exchange rates. The 

effects will not be restricted to industrialized countries, they v~ll also spill over into 

the developing countries. 

If the target rate of inflation for the world economy can be agreed on, the next stage 

of co-operation involves adopting national monetary and fiscal policies consistent with the 

target. In practica.l terms, it means setting and following target rates of monetary expansion 

sion. The rates of growth of liquidity in different countries would not have to be the same 

in order to be consistent with the desired rate of world inflation and stability of exchange 

rate markets. Co~~tries with higher rates of growth of income, for example, would or even 

should have more expansionary monetary policies compared with countries with rathe1 lower 

growth rates. 
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It must be said that in recent years a number of industrialized countries, the 

Vnited States, Ge:nnany, Canada a.~d lately Svitzerland, have adopted monetary targets. These 

dec~sions have been taken, however, •ithout much of international co-<1rdination and they may 

ye<: prove to be inconsistent in the context of the world economy. 

Clearly the task of reducing and stabilizing vorld inflation rests mainly vith developed 

countries. Therefo:::-e co-ordination of monetary and fiscal policies could be d0ne vi thin a 

small gro':.lp of countries. Then, vi.th monetary and inflation targets being kno'W!l to all 

members of the internati0nal community, the remaining countries could adjust their domestic 

policies accordingly. 

There is one area, however, vhere developing countries must share in the task of bring­

iag dovn inflation, and vhere direct co-ordination of economic policies between the North 

and the South is required. The behaviour of the price of oil is an im:t:JQrtant ele;nent in the 

inflationary process and also plays a role in determining the level of economic activities 

in industrialized and developing countries alike. Hence excessive oil price increases could 

rekindle inflation and thrcv industrialized countries i~to yet another recession. The con­

sequences of this for the North-South trade would be obvious. Lover rates of grovth,real 

income and balanr.e of ~ayments difficulties of industrialized countries vould be detrimental 

to exports of developing countries. 

To suumarize the conclusions of this section: Under present conditions of structural 

distortions and inbalances, demand-management policies can not be counted on as a :na.jor policy 

tool to accelerate real ~;rovth vhich is needed for expansion of in~ernational trade. Fiscal 

!l.Ild monetary policies have their comparative advantage in affecting inflation. Inflation is, 

as ve have been so painfully reminded during the last decade, a global problem which calls 

for co-ordination of national demand-management policies. Given the share of developing 

countries in the world aggregate demand, this co-ordination could involve only industrialized 

countries, or in fact only some of them. There exists however, an urgent need for co­

operation betveen OECD and OPEC countries to contain the danger to the world economy that 

would result from excessive increases of oil price. The forum for the latter form of co­

ordination 'fs yet to be found. 

Reduction of negative effects of risk and uncertainty 

It may be useful to begin the discussion by investigating the relationship between the 

openness of an economy and risk. Does the involvement of a particular country in the inter­

national economic system increase or reduce the risk to lfhich the country is exposed. 

Compare two extreme situations: that of complete autarky with that or free trade. 

Assume that there are only two goods, X and Y, vhich in the absence of trade will be producP.d 

in quantities Xo and Yo. The real income of the country under consideration when measured 

in terms of good Y, is equal to: 

(1) Jo =(Fx)o Xo + Yo 
Py 

where (;;)o is the ~~lative price under autar~, and Jo is real income. Income vill be 

fluctuating randomly if either the relative price and/or the quantities produced of the tvo 

goods are subject to random disturbances. For the sake 

(Px)o __ (Px)o relative price is a random variable vith E Py Py 
2 . . b variance of income under e.utarky, G.Jo, is 17,1 ven y: 

of simplicity a.ssum~ that only the 

ar.d Var (Px)o G2 . In that case the 
Py 0 



( .2) 

Nov let ~s SUFpose that the country engages in international trade, and that Fattern of 

:;:redaction under free trade is such that the hom~ country becomes an exporter of X and 

importer of Y. Income attained in the free trade situation is equal to: 

(3) 

vhere J 1 , (~)I x1 and Y
1 

refer to income, the relative price and the levels of production of 

It should be obvious that ~ X
0 

and Y1 Y
0

, and also that X and Y under free trade. 

(Px.Jl r.!Y)o 
Py 'Py . The •ariance of income depends crucially on the variance of th~ relative 

collllllodity price that will rule when f'r~e trade prevails. Suprose that it is Var (~)1 

and hence it follows that: 

(4) 

Has the risk that the country faces increased a~er it opened up to trade? It all depends 

on the relative randomness of the a.utarky terms of trade compared to the randomness of the 

fr~e trade terms of trade. If there were a lot of random fluctuations of the domestic prices 

under autarchy, and the international collllllodity prices vere relatively stable, then the 

cou.~try could reduce the risk by joining the international economic system. In ~hat case 

tvo birds could be killed with one stone; the risk to vhich the country is ~;cposed could be 

reduced and its expected income increased by integrating with the vorld market. 

It is of course possible that joining th~ in~ernational market increases the ris~ as 

measured by 'vhe variance of income. One vould even tend to think that this vould be the 

usual case. The rational is following ..:_ International trade leads to specialization in 

production so that even if Var (~}0 =Var (~)1 , the variance of income vould be higher 

under free trade since the country vould be putting more eggs into one basket. 

Even if it vere always true that international trade increased the risk exposure, it 

must be realized that a higher ri~k has been compensated by a higher income. There may be 

a degree of involvement in international trade associated with risk vhich is unusually high 

for a particular country. The normal attitude tovards risk is not to eliminate it completely 

but to reduce it to an acceptable level. The reduction of ri~k is o~en, but not always, 

costly in that it requires foregoing some income. 

The very existence of risk in any particular economic activity in itself does not 

constitute a basis for interventior or any sort of compensation. A part of ret11rn from 

engaging in economic activities is a revard for taking risk. This is vhy the rate of profit 

in the oil industry usually exceeds the rate of return on an investment in public util;.ties. 

For the same reason, profits from smuggling normally exceed profits made on legitimate trade. 

Generally speaking there are tvo reasons for intervention: first, vhen elimination of 

risk does not cost anything, the relevant c?st being social cost; second, when a collllllunity, 

be it a country or the world as a whole, vishes to reduce thf.. risk below the level which is 

tolerable for private sector. 
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e.~fect ie""~""el~;:ing ~o:.:r.tries.. ~e n:J• 't'Zn ..... the q·-ie~·i::-:-. :J:' the d.egree -:o .-::ich the inter-

national co=unity sho'12.d get involved in reducing risk a...'1d. fluctuations arid the neej an:i 

scope for co-ordination of various policies and schemes. At this point it is useful to 

distinguish different kinds of risk: 

1. risk due to randol!!Iless of prcduction 

2. risk stemming from policy behaviour 

3. risk resulting from the absence of international r.iles of behaviour. 

The first of this categories has attracted the most attention, particularly in the context of 

international colll!!lodity agrPd!lents. 

In our simple exe.mple illustrating the connexion betveen the risk and the openness of 

the economy, production vas assumed to be a non-stichostic variable. It is clear, hovever, 

that in rea1ity variations of output occur even for processes and experiments that are con­

ducted in laboratory conditions. This must be even more so fer products that are supplied by 

deve:oping countries. Agriculture and mining are perhaps the best example of sectors vhere 

random influences are particularly strong. Returns in those sectors should compensate for 

additional risk involved, yet the international community may vish or feel obliged to inter­

vene in those markets. The basis for the intervention must be the existence of social 

benefits not captured by private returns. 

If markets are flexible, as they o~en are for c~mm.odities supplied by developing 

ccuntries, randomness of production should express itself in random fluctuations iri the 

relevant commodity prices. This is, indeea, vhat happens. The internatiunal community has 

been for years concerned vith erratic movements of commodity prices. The present discussions 

on buffer stocks and the Common Fund conducted vithin the framevork of the UNCTAD clearly 

testify to this concern. The question, hovever, arises vhether it is desirab]e to stabilize 

commodity prices. There must be tvo elements involved in the justification of the commodity 

programmes. First, that the velfare of the vorld as a vhole, and particularly the velfare 

of developing countries vill increase vhen commouity prices are stabilized. Second, that 

the intervention should take place at the level of the vorld economy, rather than the level 

of a particular country or even a particular sector of the economy. 

What the international collllllUility in its ovn interest should be concerned vith is not a 

reduction of price fluctuations but rather a reduction of negative effects that are inflicted 

on the vorld economy by fluctuations of commodity prices. Only then here is a case for an 

international intervention. A strong case can be built on detrimental effects that fluctua­

tions in export revenue of developing countries have on the velfare of the vorld economy . 

Note that the concern here is not vith variations of export prices but rather vith variations 

of export revenue. 

It is vorth remembering that changes in prices may or may not result in changes in 

revenue. If the elasticity of demand vith respect to price is '~e, then the revenue vill 

be constant, vhatever the price. When demand is relatively eiastic, a higher price vill 

result in a smaller reve.1ue; and just the opposite vill happen vhen dP.llland is inelastic. 
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:.e=.d t~ bal:i.nce o: r::!.~rc:ents difficu.lties, which re=I,'.lire c,.ittinrz dow"Tl on i!":".r-orts, or de~.reJ·J.1-

'::>.:m :r i'.'.lrositicn of controls. Whate·:er t!"te rolic:.· tool ;;ill be '.3.!!lied, the :i.-.;.j,_istr::ent 

rrocess Yill also affect tradin>; rartners of the country ex"eriencing the difficulties. 

~his transmissicn of the initial disturbance makes it an international rrotlern, and calls 

for a ~oint action on the part of all r.ier::t~rs of the international corn.'l!unity. There are 

gains to be had for the 1"'8rld economy as a •.-hole from stabilizing export earnings of develop­

ing countries that stern from randomness of rroduction processes. The size of this fund 

should be related to the aggregate cost of ad;ustment of developing and industrialized 

co:mtries Yhich Yould have to be incurred in the absence of such a fund. It is Yorth re-

peatinp; that only random reductions in the earning poYer should call for international 

assistance. In practice, it may be difficult to distinguish betW"een a rar.dom drop in income 

from exports and one resulting from, say, a.n expansionary policy Yhich causes domestic 

prciducers to supply for the domestic market rather than the internP.:':~cnal market. 

As for fr1stitu~i,~nf!.l arran~;er:en;;s in this rer:ard,there already exists, at tre D"F', the so­

called Co1~:;::Ensato!"y Fin:mcir.g Fa.c:::1:tJ. :'h::.s "aci 1.ity '•3.S ~r~ated in 19t3 witt tl-e :-r·xific 

purpose of €:xt~nding lc•ans to count "t"ies f<'.c int b:il•ince :c:' re.J!!·er:ts di ffi ·~i:_ t' es 1,rc,uEht al•o ,t 

( :;r e sLort .'.'all in their e:cp ,r', earni '.lgs. u~.t Ll 1e::em".:e1· 1 ?7';' tl- e :'ad l i. ty r'.a~·b! 3. !'al her 

lirr.ited role, r.oW"e·•er, and crily 1-:it;h th·" liber<i.liz~_u_or1 cf t~1e ·or_dit:.cn~ o~ a,:c•:s~: the 

fr· ... W"ir.g'' h<1.ve incree.sfd crf..1119.ti('a11J, ~e'1c:1L1g S"~ '2,3 1•illion ir. 107(. "sirr.ila'' S<~r.eme 

was e»t'.3.l,lis'.".ed by tre T::ur0p•·an Er:o.1cm."c Co1irrur.i;y 'l.t :-,he 1975 :-0rie :"or1v1:ntion. Th·.· '.l,~,_e;s 

tc STAI<EY, tht: c,·.nventi(:ns f;i.cil i.ti,~s t•J s~f:bil:.z(· e>p,•r' eJ.rnjn1;:; :Jf cert<J.in ! ri.r~ar:,- com­

mcd~t1e,:, is liJ:.i1,ed to )2 ,•o•mtr·ies, '.lnd r:orn1·er,s<•.ticns CJ::e mad,~ in !'elc:.tion to shur:f·1ll:· 

o" exj::o!"t erirt:L·.g;; cf .op~ci:':'.e.1 corrm·.·di.ti.es sur-p:.i~d to t'.e C:u:o:i•·Fn Scor:o:'.:i•· C'!l'll!nun.ity. 

It woJ.lc! s·:er.: mcst desirablr:: t-J fc_irtl«e:· co-o;er'.!.ticn '!:·etw-.,e;1 cleveloi•erl 'ind inclu.:tri'.3.1.'z•:d 

cour~tri(>S Ln t'le '.3.re::. o'.' stubi::.i.dn.;; tr.e lat".er's e;q.ort ·~arnin1'.S- l'he ~.ee'i for thi:; :o­

o~,eri:.tirJn exists p3.rr,ic•_ila!'ly ;.0-.1 W"'.1e!l :,r:1sp.~ct:> !'or lu:'fer s1.od.s •u:d the C'orwon !"1m'l 'k1 nJl 

se:e:n ':oo brip;Lt. :'.'n fact ,it is rat.her a compensatory fina.ncinP. facilitv than col!11'loditv a'1ree­

me:its !;hat, is the :·irst be,:t poli<.:J. ri .. p;ative 0 ff•:cL> cf ris!( rir•~ r<:!du,.~<:d c:n- compens>J.t,e•l 

fo:-, W"Lt.h :~in.i.mlL~l inte:-ventior: in t'1l: m•J.>"k::t a1r: Yi.th mir:i:num 3.cJn:nis 1.r1tive <i. 1 para• l!S 

rl:q·_iired ~o he;.nlle the proble!!J. 

The kinj. of risk 1;.nd uncert dnt:1 ir:':.r-Jduc:crl. in•,o i.1tern:i.tic,n<:.l f·..m~ti<)tiinp; 'Jf eco:t(:mi.c.; 

by natc;.re is not the o:ily type of ri:;k 'tr.ii tLnc0rt.<J.1ntr t.rJ be ·~n;r,u!t~cre,! in r-e<i1ity. 1hnki."ld 

h'l.:J demor:strated "'r. ability tr) prnduc(• its N'mo:nir. ris~. T'1r. behaviour cf policy-!T.Rl:cn: r..<J.:. 

easily iritrocluce 1..mc~rtainty into the econr•my. TI.c _,.,.as(JDS for this mny be Eitr.cr th,-, 

ip,n·orance ,)f pr;} i,;y-l!":llk·:·r::; 0!" thf'il" tr) inp, to !;t)::;lcll!l th(: )'11~'} i.~ (Jn f;IJt"fO::;e. ';'he :"ir:;t r~rL~CJ!l 

is ::;elf-e·lid,~nt nnd it dr_1es not. rc,111;re 'l:.y ,-,;,cr.mpj,-,r;, Th·~ ·l·est "/.run;'l" nf th" :;c,~ond r:a.:'.' i::; 

u11an•.ici11r~ted i.1fl'l',ion. F'rr)m the l'cr-•1:ecti.v".! '.l!' Lhc l•tst ten :,.·crir·r;, i•, rq'j.c•~r:; cl•:flr n"w 



is ·rery t.e=ipting ~Qr ro::.icy-

•·_a:..,.,..~ - ,.., in~rcs.se the ~-ate cf l.nflat i en in o::-der t.J reduce the unei::ployment re.te. The 

:e::iFts.tiJ:: vfter. becJrr.es ir:-··dstab:'..e at the r<;;riods i.I:Jmediately preceeding electior.s. .\s 

soo:1 .'.l.5 infls.ti.:in biecome.: :'ull:· ;;.nt i.ci;;e.ted., pos:ti'fe enrl::>yir.ent effects disa,:pear. The 

next step is to try tJ esctlate the inflatiJr.ar:r ;ire33ure even further or return to thr 

:nitia.l shue.tion. In !ll:.Y case, cne tends to Jbserve e. great de9.l of fluctue.ticns and 

r~ve"t"sals in tl:e vay m!!.cro-econorr.ic pcli::ies are conci.ucted. Tue ne+ effect of it all is 

generl'l.1 ·.:ncertaint;: and increase ir. risk associated vi-:h enge.gir:.g in economic activities. 

Fro!:! the p0int cf irie'J ·J: ir:terns:tionO..: trade and capital movemoer.ts, risk ani un­

certainty concerning infls.tion e.nd exc~1ge rates .i.rr.pose a real cost on the vorld econ.:-my. 

It shoulC:. be pc,inted out that elimin~tion or at lea3t red:iction of risL stemmine frotl 

beh2.vioi.a- of polfoy-me.Lers often doe3 net involve any social cost. All that is usually 

requfred fo. this regard is to 1'..ave policies ;iut·licly ;umounced and then follov them through. 

Tile scope for co-operation betveen developed d.lld :r.C.ustrialized cour.tries is, fo. this case, 

enormous. Develo:i_:,ine; countries cculd themselves ms.ke an ll!iportant contribution tc this 

co-o)<::ratfon by stabilizing tr.~ir even eco!).omic conditions, as -..-ei1 as setting con.sistei::.t 

and .mifon:. :f.-Olicies in regard to foreign investment and foreign trade. The Bonn SUlllI!lit of 

.Jc:.J y 1978 a1dressed this issi.;.e concluding: ''':1-.e co-ope.::-ation of t~e developing count,rie3 in 

creating a. go··d investment climat.; and adequate protection for foreign investoent is to ;;ila.:r 

its effec':.ive role i:: generatine ~conomic gro·.r;h and in sti.I:rJ.1.ating the transfer of tech­

nology". 

The :__a.st tnie of ris:: and ur.certainty that 1118v impafr rrorth-South relations stell!S from 

the ab~e~ce of international rules of tehaviour. T".1€: grey areas of interr.atior..al rel~tions 

vhere there are no clear-cut,or universally accepted.;;>rinciples of conduct is raoidlv «rovinr. 

As countries attempt to solve their economic problen:s on t1'...e individual basis, they erode 

tre existing i~ter~utional order. Tt,e consequen~es of this process are quite obvious. 

What seems important to remember, hovever, is that the vorld economic sy$tem vith no rules 

of behaviour, tends to favoar stronger countries. An example that demonstrates this point 

with a particular force c~ncerns Article XIX of the General Agreement on Tariffs and Trade 

(GA1'T). The article recognizes the need fo~ safeguard restrictions on the port of a country 

which has suffered an injury to its industry; and F~ipulates conditions under which safe­

guard actions can be taken. In recent years Article !XX has become practically inoperative 

as countries h9.ve tried to resolve the issue of safeguard procedures outside the framework 

of the GA'l'T. Voluntary Exports neetrictions and Orderly Marketing Agreements have spr.mg 

into being. These tnies of agreements favo11"?" i1.dustrializ.-,d cou.ritries vhicb t.>1.•~ m,1,:h 

stronger bargaining paver ':ha.n a,, .... (, loping cou: .tries. 

n.~ ~o..:ial cost of eliminating risk and Wlcertainty tt..e.t reml.P, from the lt:.clt -:Jf riLles 

of tcli.a.viour ohould be ne~ligible. or cours«, it is poli•,ical co:rt that 1118.k.£,s the process 

of rebuilding the interr.ational ec<"lnomic order so djfficult,. 



'71'.P !"·~~-r: Ar.d tl:e 1e·re1 (\" ir.tern:1:':i0~.al tra.le reflect the col!'::etitiveneu of trtdin.11: 

cc:mtries, their re:;:t:.·:p '."a.ctcr endo'lonents, dema::d ~o::-.di.tions, and. :::tht>[" str..ictural fac".:ors. 

T!1 .. _<l..:!iti.cn, co=ercial pc:!.i·:i~s, a.'1d ct.ht•!· <:-co11oc.ic rc:icies may also :-..e-.-.,, :~!!.ring on th'! 

inter.si.~:: ·.·ith ·.·r .. :er~ coun~ries trs.:ie er even directio~s o:" tte trade flo·.;s. r:-ne ~tru~tural 

factors are the f;ir.dan:ental det~:-I!:inants cf international trade; econocic policies ~re only 

distortions. With the passage cf time, struct'..lral factors tend to cl:ange - countries grov 

at differer.t rates, there are changes at differential speeds. In the dynB.I!lic context, both 

the pattern of international trade and the intensity of trade may change. There is no such 

thing as the natural conparative advantage. 

Structural changes occ'.11" all the time, but sometimes the pace of the process quickens. 

One has an impression that during the last decade or s~ the process of change has accelerated. 

The most profound structural change that has taken place is the emergence of a number of 

developing countries as extremely efficient producers of industrial goods. One hopes that 

this process is just the beginning of the rapid industrialization of the Third World. The 

table belov is intended to she- the magnitude and the dynamics of the problem. 

Table 2: Export Eerformance of develoEing countries classified according to the value 

of manufactures (excluding petroleum products). 

Value of exports NU!:!ber of Value of exports Grovth rat<"'s 
1976 countries (million dollars) (percentage) 

(million dollars) 
1976 1970 1976 - 1970 

More than 1.000 8 20,339 4 ,382 29 

500 to 4,000 3 1,829 585 21 

100 to 500 15 3,252 871 25 

50 to 100 9 l':i6o 357 11 

30 to 50 12 470 165 19 

20 to 30 14 339 145 15 

10 to 20 10 143 117 3 

5 to 10 8 56 14 26 

l to 5 19 46 24 11 

Less than l 15 7 4 10 

Total in 27,145 6,703 26 

Source: Reviev ~f Recent Funds r..nd Develooments in Trade in Mar.ufactures and 

Semi-Manufactures, UNCTAD, TD/B/C.2/190, Geneva, March 1978. 

The datA. clearly shovs a rapid i1.~re11.se in the value of manufactures exported by 

developing countries to industrialized market-economy countries. The average rate of grovth 

during the 1970-1970 period vas 26 per cent. What is even more striking is that there is by 

now a substantial number of developing countries vith sizeable exports of manufactured goods. 



... .., .. _ . ..,...; ~.:::: __ ........ ~_ ... __ , 

7ne resistance th.at industrial exports frol:l the ::::outh encou.l"\ter in the markets of the 

::::irth suggesi:s that developed. c::iuntries are not prepared to accept ong:::>ing changes in their 

c:::>rr:rarat i ve advantage. 

Space limitations "~ not permit a detailed :iiscussion ,o:' factors wtich have contributed 

to the change in the relative competitive position of devel::iping c::i:intries. Broadly speaking, 

ho•ever, these faci:ors car. be divided into two groups. 7he first group embraces developments 

W'hich have increased efficien~y with W'hich certain products ca.-i now be produced. :-!ost of 

these positive developme11ts have taken place in the South and include the abandon'l!ent of 

import substitution policies, a greater reliance on the market, adoption of modern techno­

logy, increase in the quality of the labour force. :,'.ost of the negative dev.=lorments have 

caken place in industrialized countries, hll.d these are basically the structural factors 

discussed earlier in connection with the determinants of high rates of unemployment. Dis­

tortions in the labot!r, co:::nodity and capital markets have led to a substa.l"ltial loss of 

efficiency in industrialized countries. 

7he difficulties of sectors suc:h as fo0t·,...ear, steel, and sr.ipbuilding industries have 

been self-inflicted, and only at the margin can they be linked with exports from developing 

countries. In other words, the structural problems in industrialized countries would have 

existed even if chere were no international trade. It follows that protection of the dome­

stic ~arket can not be a solution in these problems. In any case, that developing countries 

have become more efficient producers can be only viewed as benefiting the W'orld economy. 

The change in comparative advantage means that the world resources, when re-a1loc~ted, C'i11 

produce more. In the long-run, developing and industrialized countries must benefit as a 

result of this change. 

The problem of reallocation of W'orld resources should constitute a ma.Jar area of co­

operation between the North and the South. While the long-run benefits to all are obvious, 

one must also see short-run costs. The short-run costs of adjustment constitute a legitimate 

concern for policy makers in industrialized countries. Although, given enough time, labour 

and capit~l can be moved from one industry to another, in t~e short-run factors of produc­

tion are specific. The specificity of factors of production means in the extreme that, W'hen 

a particular industry reduces its scale of production, the factors of production which are 

releas~d in the process are not employable elsewhere. For this reason trade adjustment 

~ssistance programmes have been used by many countries. While the legitimacy of these pro­

grammes can not be questioned, it must be born in mind that their dual purpose should be to 

reduce hardship resulting from increased imports, but at the same time they should lead to a 
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It ~ces ....... ithout s::.::ing- :ha~ 3. degree of ~o-ordina'tion of' the relevant rolicies bet.~"ee!'l 

industriali::e:i and developing countries ·..-o:.tld be de::,_red i:: order to ease the 1djustment 

:;-recess. One of the criti·:al elements of this co-ordination s'.lould be matching the speed of 

expansion of industrial ex:;:orts from developing countries vi.th ti~.:- speed of dismantling 

inefficient industries in industrialized countries. This procedure should prevent excessive 

over-supply of the product during the transition period and elimir:ate unnecessary price 

fluctuations. One vay cf achieving this goal vould be through specifying the duration of 

adjustment assistance programmes and linking the eli~ibility for the assistance vith the pro­

gress in moving cut of the industry in question. To give a concrete example, a programme 

~ould be at the outset designed to last five years, and only those firms which cut production 

every year by 20 per cent of the base-year level would continue to be eligible for assistance, 

The contribution of developing countries in this case would consist of "holding back", i.e. 

limiting their exports expansion during the transition period. 

In the context of restructuring North-South trade, there is also need for co-operation 

among developing countries. It is evident that the resistance of industrialized countries 

towards export expansion from developing countries has something to do with the abruptness 

of changes. Bearing this in mind, but also for other reasons, developing countries ;;hould 

avoid moving all into the same industry, but rather 1pecialize in different products. 

Balance of payments adjustment and monetary disequilibrium 

The analysis of economic relations beY.ween the North and the South usually focuses on 

struct~al changes and trends in real variables. As a general proposition, one knows that 

developments and disturbances in the real sector lead to changes in the monetary sector. 

Monetary disequilibria usually signify real disequilibria. It may be useful to turn now to 

the monetary aspects and implications of tne problems discussed earlier, and also investi­

gate ~he possibility of co-operation in the monetary sphere between the North and the South. 

Di~equilibrium in the balance of Dayments of developing countries often constitutes a 

binding constraint on growth of these countries. The figures in Table 3 show that since 1973 

the current accou.~t deficit of most of developing countries has deteriorated rapidly. When 

all developing countries are taken together, the balance of payments position of the whole 

group is distorted by the spectacular increase in the earning power of the oil-exporting 

countries. As far as non-oil-exporting countries are concerned, the current account deficit 

increased from $11.2 billion in 1973 to $29.0 billion in 1974 and then to $40.5 billion in 

1975. Difficulties in equilibrating the current account have been alHo encountered by fa.st 

gro11ing ex:i;..:irlers o!' mu.nufactured products. 



l' .S. c.cllars 

---------
Grours of countries 1971 1972 1973 1974 1975 1976 

All d<'V·~lo:t:ing •:O'.ll'lt!·L::s -12.) -12.0 -6.6 +33.3 -2.6 +14.2 

Major petroleum 
exporters +1.5 +0.2 +4.6 +67.3 +37.9 +44.1 

Non-oil exporting 
develo-ping cou.ntries -14.4 -12.2 -11.2 -29.0 -40.5 -29.9 

Fast growing exporters 
of manufactures -3.7 -2.9 J, 1 -9.8 -11.3 

Source: Handbook of International Trade and Development, Supplement 1977, United Nations, 

Nev York, 1978, p.178. 

One of the important causes of the disequilibrium stems directly from the oil crises. 

It is, however, not the o.1ly cause or perhaps not even the most important one. The balan.::e 

of payments difficulties of developing countries have been greatly magnified by the ecohomic 

slow-down and the emergence of protectionist tendencies in industrialized countries. 

The immediate result of the North-South disequilibrium with regard to payments was a 

very substantial ouildup )f the external debt of developin~ countries. At present the out­

standing debt of the South is approaching $300 billion. It is most revealing that some of 

the fastest growing and most successful developing cot:.. .• .:-ies are among the major debt owners. 

Brazil and Mexico account for about 20 per cent of the total externaJ debt of the non-oil 

producing developing countries. In the case of the industrializing developing countries, 

the increase in t~e debt reflects not only the export difficulties which these countries are 

facing in industrialized countries but also increased imports which ~ere o<ten necessary for 

the process of industrialization. 

It must be said, that in general there is nothing wrong with a country becoming a net 

debtor. At .,any given time, the financial position of a ~ountry should be a function of its . 
present stage of economical development, future prospects, time preferences, capital market 

conditions and so on. It is quite logical that at the early stage of development, there is 

a natural tendency for developing countries to become importers of capita. In fact, many of 

the new industrialized countries were in the past capital importers. 

If markets were functioning smoothly, then a country would change from a debtor to a 

creditor if it so decided. It is the ease with .hich countries may changP. their external 

financial position that raises questions with regard to present circumstances. 

The only way in which developing countries may pay their external deb~ is through 

expansion of trade. The expansion of tr~de can only materialize if the rest of the world is 

willing to acce~t increased exports from developing countries. If there is no supply con­

straint on the part of the developing countries, it is the degree of the openness of the 

market in the North that will determine the ability of the South to pay off its debts. 
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the de'bt Frcbler:: is really a .ii:':'erent ;'roblel!l fron ;;h.!!.t it is 

~s·.:.a::.:.:r :::c·.:gr.t :o te. :::t is r.ot so ::uch a financial prcLlem as it is a trade-creation 

;rc~.:.e::: 

-·· recent ye!ars a m.un.ber of industrialized countries have given debt relief to develop­

ing CO:.L.'1t:-::es. EollanJ ·•as the first country to take the initiative; Sweden, Canada and 

S;;it:erland soon folloW'ed. It seems very likely that other countries will cancel at least 

pa!"t o:' the de'bt of developing countries. While the debt cancellation is often a great 

relief to co1.mtries in need, it does not addre=s the problem a1: hand. It is much more pre­

ferable that developed countries be given export opportunities. It is only tl:rough the 

opening of the markets in the North that the real cause of the monetary disequilibriuc will 

disapp~ar. The co-operation between the North and the South should concentrate on ways of 

expanding trade, rather than on finding measures compensating for restrictiveness of trade. 

One can not of course make a claim that if only international trade were liberalized 

there would be no problem of balance of payments adjustments. Even if completely free trade 

prevailed, there would still be room for persistent balance of payments surpluses and deficits, 

Nevertheless it is important to distinguish between long-run imbalances which a.re a result of 

structural changes and short-rcri disequilibria which may be a result of random shocks or 

aggregat~ demand policies. With regard to co-operation between the North and the South to 

eliminate short-run balance of payments fluctuations, two issues assume particular importance 

at the present time: 

1. The asynunetry in sharing the burden of adjustment 

2. Fluctuations of exchange rates 

The international monetary system, even as it stands now, has a very strong built-in bias, 

which imposes the burden of adjustment on deficit ccuntries to a much greater extent than it 

does on surplus countries. This bias comes from two sources. First, foreign exchange 

reserves of any country are finite; second, the IMF may have some influence on the course 

of economic policy in deficit countries, and no influence whatsoever on surplus countries, 

Thus, in as much as a deficit country is forced to ask for financial assistance from the 

IMF, the adjustment usually involves a reduction in aggregate demand;and income in the deficit 

countr,. It would much benefit developing countries if their share in the burden of adjust­

ment would be reduced through expansionary aggregate demand policies in industrialized 

countries. One must however recognize that this approach to the balance of payments adjust­

ment contains an inflationary bias. Clearly, in some cases a monetary or fiscal expansion 

in developed countries would result in a higher real income with no or little inflationary 

pressure. In other cases, however, the stimulus would lead to inflation without much of 

real growth. Perhaps, the optimal policy is to maintain the level of aigregate demand in 

surplus countries and apply expenditure switching policies. Changes in relative prices; 

brought about by tariff reductions, elimination of subsidies ar.d so on, would shift domestic 

demand ~awards foreign goods. 

The question of fluctuations in exchange rates is related to the problem of 

risk and variations in export earnings. Given our earlier discussion, the implications of 

instability in foreign exchange m~rY.ets for developing countries should be obvious. Erratic 

movement3 of exchange rates are also detrimental to industrialized countries. It is in the 



'tle have no;; ident i fiei s.nd discussed in so!!:e detail four I:lajor areas where co-orera: ion 

c:' econcr.:ic rolicies · t:t·,;een the ::crth s.nd the South would be beneficial. Cne oust ask, 

hovever, ••hat form should this co-c;1-li::.::?.ti.:011 take, h.];; detailed it should te and how much of 

countries' freedoI:l in econor.:ic decision making must be surrendereC. in .. e process. 

Al:~· involvement in international trade reduces the scope for independent economic 

policies, and forces trading countries to accept certain rules of condu~t. Co-operation 

between the ~forth and the South should aim at establishing rules according to which individ­

ual members of the international col!lI!l.unity would formulate and e.xecute their economic policies. 

In that, the North-South co-operation constitutes a limitation tc national policies. 

Individual countries do not easily give up their independence in economic policies, not 

even when there are obvious benefits to be ~~d. The experience of economic inte~ration among 

developin~ countries, as well as among devel0r-~ and socialist countries has taught us this 

lesson. Even the present drive of the OECD countries to co-ordinate their economic policies 

raises the question of how effective these efforts can be. 

It can be taken for granted t'la.t the difficulties encountered among small ~roups of 

countries would be only magnified if the co-ordination of economic policies were to be done 

at the world level. The implication chat follows is that only very loose co-0rdination of . 
national policies is feasiole. An important element of this effort would be =ak.ir'f': national 

economic policies known. This is a mini.mum that should ce achieved. Under present circum­

stances, there is a visible tendency in a number of countries to move in this direction for 

domestic reasons alone. One observes, particularly in indus·~rialized countries, a general 

dissatisfaction with the performance of goverrunents, and one of the ways in which this 

dissatisfaction sucfaces is through demands of general public that the goverrunents be more 

ope~ in accounting for their policies. Econc2ists have been arguing for a long time that 

stability of domestic economy requires stability of economic policy. By making economic 

policies known, the govern: .1ts could also learn whethe1· their pclicie. were consistent wit:i 

intentior:.::i ~d plans of other countries. ~ack of ccnsL<ten,:y \fc~1ld ca::.l for scme process 

of reconciliation of national r:olicies to avoid tensions and disturbances in the world, Co­

ordination of economic plans would be particularly important with regi>.:::-d to demand mangement 

policies and also structural and industrial policies. 

Another less.;n to be learnt from the experience of economic co-operation is that t;rn 

effectiveness of efforts to dismantle barriers is much greater than the effectiveness of 

efforts to establish a joint policy. While it ma~ be next to impossible to have a food 

policy for the world as a whole or an energy policy, it is probabl/ feasible to formulate 

policies that aim at elimination of barriers to international trade and investment. Indeed, 

the success of post-World War II economic co-operation among nations lies precisely i~ this 

area. The time has come to get this process going again. 
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;}.iring the past 30 years the volume of 1ol'Orld trade has groYn at an U."lprecedented rate. 

Betveen 1948 and J..:H8 the volume of exports by carket economy countries rose by a r.:ultiple of 

7.5, equivalent to an average rate of increase of nearly 7 per cent per annum. Although world 

trade suffered a setback in 1975, folloving the sharp rise in oil prices, the volume of 1ol'orld 

exports has resumed its previou:::; rate of increase during the past three years. Over the 

thirty-year period the volume of world exports of manufactures has risen even faster than the 

total volume of e:xrorts. Between 1948 and 1978 the volume of exports of manufactures by rr.arket 

economy countries increased more than tenfold, equivalent to an average rate of increase of 

more than 8 per cent per annum.11 As in the case of total exports, exports of manufactures 

have also resumed their previous upward trend since 1975, although with slig~tly less buoyancy. 

f b . . 21 . . k d . Exports of menu actures y developing countries- began to gro1ol' at a -~is pace uring 

the 1960s, the volume increasing by 186 per ce~t between 1960 and 1970 (equivalent to 

11.l per cent per anrum), and by a further 99 per cent bet .... een 1970 and 1975 (equivalent to 

14. 8 per cent per az1.1um). The rate of increase bet.,,.een 1960 and 1970 was about the same as 

for the exports of manuractures by developed ~arket economy countries; but in tne period since 

1970 developing country exporters of manufactures made considerably greater progress than the 

industrialized countries. Between 1970 and 1976 the volw:ie of exports of rr.anufactures from 

developing countries to developing and developed market-economv countries more than doubled, 

vhile exports of manufRctures from the developea rnarket-economv countries to the same two 

groups or countries rose by a little more than 50 per cent)./ 

Some more detail about the net.,,.ork of trade in manufactures is given i~ tables 1-3. Since 

trade flovs in these tables are ~easured in US dollars at current prices and curre~t exchange 

rates, they reflect price and exchange rate movements as well as changes in the volume of trade. 

In Table 1, the definition of manufactures excludes iron and steel (SITC 67) and non-rerrous 

metals (SI'l'C 68), since exports of these products from developing countries usually contain 
. . 4/ 

only a small proportion of manufacturing value added.-

±/ Manufactures are here defined as SITC Nos. 5+6·.-7+8. 

y For the sake of brevity, the term "developing countrie~" is used to cover both developing 
countries and territories. The definition of this group varies slightly in di ffe1·ent 
sets of published statistics. In this section, Yhich is based on standard United Nations 
statistics of foreign trade, developing countries exclude all countries of southern Europe. 

J./ These estimates are derived from the United Nations Monthly Bulletin of Statistics, 
June 1978, Special Table G. If exports of non-ferrous metals are excluded, the voli.une of 
exports of the remainder of SITC Nos. 5-8 by developing countries rose by nearly 
150 per cent over this period. 

_!:/ On a wider d~finition of manufactures, as used by the Committee on Manufactures of UNCTAD, 
many processed primary products could reasonably be included from other sections of the 
SITC than sections 5-8, such as canned foods, drink and tobacco products and refined 
petroleum products. In that case iron and steel products and non-ferrous metals Yould 
also logically be included. 



'Fl\l'e 16'.J 

:~tle -. Se~._...:rk -:Jf' 7r!!.de ::.. ~..an·..lfact-...:.res (~! goods), 
l 9~J. '/ 197'.1 <!_•,,i l07L~ 

A. Ve.lue of trade 

($ tillion, f.o.b., at current prices and exchange rates) 

Fron: To World DMEC re CF'E C?A 

World 1960 58.48 33.31 17.13 5.90 l.2:i.. 
1970 173.11 118.81 35.86 16.05 1. 33 
1974 411. 52 277.61 92.11 35. 82 3.74 

DMEC 1960 48.91 31. 35 15. 34 1.18 0.17 
1970 14"i.24 110.87 30.15 4.59 o.66 
1974 347.48 252.67 77.42 13.10 2.50 

DC l960 2.49 1.34 1.08 0.06 0.03 
1910 9.17 5.69 3.05 0.40 O.GJ 
1974 29.16 18.52 9.62 0.85 0.10 

CPE 1960 6.42 0.62 0.53 4.21 1.00 
1970 15.65 2.05 2.08 10.84 0.67 
1974 32.22 5.45 3.87 21.42 1.15 

CPA 1960 0.70 0.05 0.19 o.46 
1970 1.04 0.23 0.60 0.22 
1974 2.68 1.02 1.20 o.46 

B. Rates of growth of value of trade 

(average percentage per annum) 

World 1960-70 11.46 13.56 1.61 10.53 0.95 
1970-74 24.17 23.64 26.60 22.23 29.50 

DMEC 1960-70 11.65 13.46 6.99 14.55 14.53 
1970-74 23.94 22.87 26.59 29.98 39.51 

D".: 1960-70 13.92 15.56 10.94 20.89 0.00 
1970-74 33.54 34,32 33.27 20.74 35.12 

CPE 1960-70 9. 32 12.70 14.65 9.92 -3.93 
1970-74 19.79 27.69 16.79 18.56 14.46 

CPA 1960-70 4.04 16.49 12.19 -7.11 
1970-74 26.70 45.12 18.92 20.25 

Source: UNCTAD, Handbook of Int ~rnational Trade and DeveloEment Statistics, ---
and 1977 SuEElement, United Nations, New York. 

'}:/ M goods are defined as SITC Nos. 5+6+7+8-(67+68). 
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:-:i~ ;r-:J:.;.cts c::r,rered. t:;- '.:"atle 2 (SITC ~:os. 6+8 - (67+68)) are predcminantly labour-

_::~'c::s:·;.;: ::e..."l'..l'."e.ctures, sue:. as ter:.11es, root.,..ear, c.lott~ing, F-r~cision inst;rumem;s, and t;oys 

s:,i fsr.es, in :he export of •hich countries vith low labour costs and a limited knowledge of 

ahar.ce:i technology are especially competitive. Table 3 covers the other products (SITC Nos. 5 

ar.d 7), •.;::ich are predominantly car ::tal-and-technology intensive, namely chemicals, machinery 

e..."ld transport equipment.!./ For convenience, these three categories of manufactured goods will 

be re!'erred to below a.s M goods, L goods a."ld C goods respectively. D"!veloping countries' shares 

in world exports of each of these categories to each group of countries are given in Table 4. 

~n 1960, out of vorld exports of M goods valued at $58.5 billion, the developed market­

economy countries supplied $48.9 billion, the centrally planned economies of Europe 

$6.4 billion, and the developing count~ies only $2.5 billion. Hence, the developing countries' 

share of .,..orld exports of M goods in that year was only 4.3 per cent. From 1960 to 1970 the 

value of developing countries' exports of M goods to the world rose at an average rate of 

nearly 14 per cent per annum, and from 1970 to 1974 at 33.5 per cent per annum.g/ These rates 

cf grovth were significantly higher than the corresponding rates of grovth of exports from 

other groups of countries, and by 1974 the developing countries' share 01 world exports of 

M goods had risen to 7.1 per cent. 

Although the greater part of developing countries' exports of M goods has alvays gone to 

the developed 11!.9.rket-economy countries, exports to other developing countries have also been 

substantial. Indeed, the developing countries' share of vorld exports to developing countries 

vas higher in each of the years 1960, 1970 and 1974 than their share of vorld exports to the 

de~eloped market-economy countries. Not only is intra-trade in M goods betveen develo~ing 

countries already important, but it is likely to become of increasing import~nce in the future.ll 

On the other hand, developing countries' exports of M goods to the ~entral.ly planned economies 

are still of very small absolute value (less than $1 billion in 1974) and the developing 

countries' share of world exports to these countries is much smaller than the corresponding 

shares of exports to the other groups. This suggests that in the future there should be con­

siderable scope for expa.."lsion of exports of manufactures from developing countries to the 

cer, ,raliy planned economy countries, especially to the more highly industrialised members of 

t..:,1s group. 

1/ 

y 

ll 

There are several exceptions to this description of the products covered by SITC Sections 5 
and 7. Chemical exports from developing countries are sometime& only simply processed 
primary products, such as vegetable extracts. Others, such as aluminium oxide from bauxite 
are capital-intensive but have a low proportion of manufacturing value added. Vehicle 
assembly is often a labour-intensive activity, although it requires a high level of 
organisational technology to be successful. Some kinds cf machinery, especially small 
electrical and electronic machines and appliances, require a great deal of semi-skilled 
labour for their assembly, ar . .1 this part of the operation can be carried out competitivel~· 
in developing countries. Recent rapid growth in exports of these products from developing 
countries acco\.Ult for most of the increase in the export values for developing countries 
shown in Table ::: . Tt should also be noted that part of the deve' oping country exports of 
items in Section 7 consists of second-hand machir~ry and transport equipment which is 
being shipped back to its country of origin or elsewhere for repair or reconditioning. 

Theae rates of growth of trade values exceed the corresponding rates of growth of trade 
volumes because of price increases, which were especially great after 1972. 

As vill be seen below, exports of manufactures from developing countries are likely to 
grow at a faster rate than exports of manufactures from industrialised countries. Since 
the GDP of the developing countries will also grov more rapidly, their share of exports 
from other developing countries in unlikely to fall. Hence intra-trade will increase in 
relative importance. 
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:able 2: Set•c~k o~ :rade ir. :aCc:..ir-inte:is i ~.re ~·!!L~~:ac!-....res 
.. 

(L goods) 1 196C, 1972 and in:.=-

A. VaJ:;.e o~ :rade 

($ billion, f.o. b., at c:irrent ;:rices and exchange rates) 

From T~ i.'orld DMEC DC c-=-• C?A 

World 1960 23.19 ii..12 6.45 2.19 C.29 
1970 61.56 hl..99 11.22 4.94 '.l.26 
1974 141.92 105.26 25.50 10.01 0. 77 

Il-!EC 1960 18.52 12. 75 5.29 0.28 0.05 
1970 49.20 39.24 8.34 1.40 0.13 
1974 111.59 88.85 18.28 3. 79 C.50 

DC 1960 1.97 1.10 0.82 0.05 0.02 
1970 6.89 1+. 56 1.97 o. 35 0.01 
1974 19.06 13.02 5.22 0. 73 0.05 

CPE 1960 2.07 0.25 0.18 l.h2 0.22 
1970 4.62 1.05 0.42 3.00 0.14 
1974 9.07 2.61 0.97 5.10 0.23 

CPA 1960 0.65 0.04 0.17 o.44 
1970 0.85 0.17 0.50 0.19 
1974 2.22 0.80 1.02 0.39 

B. Rate::1 of growth of value of trade 

(average percentage per annum) 

World 1960-70 10.26 12.29 5.69 8.47 -1.09 
1970-74 23.22 23.68 22.78 19. 31 31.18 

J:l.!EC 1960-70 10.26 11.90 h.66 17.46 10.03 
1970-74 22.72 22.67 21.68 28.27 40.04 

DC 1960-70 13.33 15.28 9.16 21.48 -6.7C 
1970-74 28.97 29.09 27.59 20.17 49.53 

CPE 1960-70 8.36 15.43 8.84 7. r7 -h.1.2 
1970-74 18.37 25.56 23.28 14.19 13.21 

CPA 1960-70 2. 72 15.57 11. 39 -8.05 
1970-74 27.13 47.29 19.51 19.70 

Source: M. for Table 1. 

!/ L goods are defined as SITC Nos. 6+8-(67+68). 
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... -.. ...._ a<; ~:;.r!""en~ ;:!"ices e..""ld. excl:e."lge rates) -·-· ..... , 

Fr:i:i Tc Worlj J~·!E:C :ic C"'" C?A 

world 1960 35.29 19.19 10.66 3. 71 0.92 
19'{0 111. 55 73.82 24.61. 11.11 1.07 
1974 269.60 172. 35 66.61 25.81 2.97 

DMEC 1960 30. 39 18.60 10.05 0.90 '.:.12 
1970 95.04 n.63 21.81 3.19 0.53 
1974 235. 89 163.82 59.14 9.31 2.00 

DC 1960 0. 52 0.24 0.26 0.01 O.'.Jl 

1970 2.28 1.13 1.08 0.05 0.01 
1974 10.10 5.50 4.40 0.12 0.05 

CPE 1960 4.35 0.37 0.35 2.79 0.79 
1970 11.03 1.00 1.66 7.84 0.53 
1974 23.15 2.84 2.90 16. 32 0.92 

CPA 1960 0.05 0.01 0.02 0.02 
1970 0.19 0.06 0.10 0.03 
1974 o.46 0.22 0.18 0.07 

E. Rates of grovth of value of trade 

( a·1erage percentage per annum) 

World 1960-70 12.20 14.42 8. 72 11. 59 1.52 
1970-74 24.68 33.61 28.23 23.46 29.08 

DMEC 1960-70 12.43 14.43 8.06 13.49 16.01 
1970-74 24.55 22.98 28. <2 30. 70 39.38 

DC 1960-70 15.93 16.76 15.30 17.46 0.00 
1970-74 45.08 48.53 42.07 24.47 49.53 

CFE 1960-70 9.75 10.45 16.84 10.88 -3.91 
1970-74 20.36 29.82 111.97 20.12 14.78 

CPA 1960-70 14.28 19.62 17 .46 Lt .14 
1970-74 24.74 38.88 15.83 23.59 

Source: As for Table 1 

11 C goods are defined as SITC Nos. 5+7. 
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:e.: :e ... : s:-.are :: :· :~·:e.:.or ing Co~t ries as S:ipfliers of M, L and 
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( ii::;:or-;s froi:: DC as Fercentage of tot!ll imports of 
e'l.ch ce.tegory of f'Cods by each area) 

l!!!port ins area 

World M goods 
L goods 
C goods 

DMEC M goods 
L goods 
C goods 

DC M goods 
L goods 
C goods 

CPE M goods 
L goods 
C goods 

CPA M goods 
L goods 
C goods 

Source: As for Table 1. 

M goods: 
L goods: 
C goods: 

SITC Nos. 5+6+7+8-(67+68). 
SITC Nos. 6+8-(67+68). 
SITC Nos. 5+7. 

1260 1970 

4.26 5 .30 
8.50 11.19 
1.47 2.04 

4.02 4.79 
7.79 10.14 
1.25 1.53 

6.30 8.51 
12. 71 17.56 
2.43 4. 38 

1.02 2.49 
2.28 1.09 
0.27 o.45 

2.48 2.26 
6.90 3.85 
1.09 0,93 

1974 

7.09 
:..3.43 

3.75 

6.67 
12.37 

3.19 

10.44 
20.47 
6.61 

2.37 
7.29 
IJ.46 

2.67 
6.49 
1.68 

From Tables 2 and 3 it can be seen that the larger part of developing countries' exports 

of man~factures (M goods) consist of labour-intensive (L) goods. In 1960 capital-intensive 

(C) exports from developing countries were valued at only $0.5 billion (part of this being 

lightly processed chemical products and second-hand machinery and transport equipment) compared 

with nearly $2 billion of L exports. By 1974, however, the relative importance of C exports 

had increased substantill.lly. In that year total C exports from developing countries were 

valued at $10.1 billion, compared with L exports of $19.1 billion. A large part of this 

increase in C exports consisted cf electrical and electronic machines and appliances assembled 

in developing countries. 

The developing countries' share of world exports of L goods ii: very much larger than their 

share of world exports of C goods: 8.5 per cent as against 1.5 per cent in 1960, rising to 

13.4 per cent and 3.8 per cent respectively in 1974 (see Table 4). These differences in the 

shares of L and C goods imported from developing countries exist for each i~porting area, but 

they are especially large in the case of imports by the centrally planned economies of Europe. 

The developing countries' share of C imports by these countries in 1974 was less than 

0.5 per cent. 

Because economic development and industrialisation are related characteristics, most 

developing countries have only recently become significant exporters of manufactures. But 

there is now a substantial number of developing countries which have made some progress in this 
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direct ion. Table 5 lists all count r;_es vhich exported at least $100 million of M goods in 

tries vith a per capita GDP of less than $500 in 1974, there vere eight devel~ning countries; 

and in Group 2, vhich covers countries vi th a per capita GDP of $500-$1,200 in 1974, there •ere 

a f';rther eight developing countries, on the usual definition, and one country, Turkey, vh:i.ch 

is sometimes classified as industrialised. The per capita GDP range of Group 3 is vider, 

rising up as far as $3,000. Within this group there are eight countries vhich ere usually 

counted a3 developing, or nine if Yugoslavia is included. If countries in Group 4, having a 

per capita GDP in 1974 of $3,000 or more, are all treated as developed, there vere in 1974 at 

le~st 24 developing countries vith exports of M goods valued at $100 million or more, vhile the 

total number of countries in Groups 1, 2 and 3 vith this level of exports of M goods vas 32.V 

There ~en..~~ns, of course, a large number of developing countries which are not yet significant 

exporters ;f manufactures. Most of these are either small in population or have started from 

a very l~~ level of per capita income. But it is probable that, vithin the next 20 years, the 

majorit:· of these countries will become exporters of manufactures to the rest of the vorld. 

(The remaining columns of Table 5 rill be discussed in section 3 below.) 

Table 5: Major Exporters of Manufactures in 1974. 

~lassified by per capita GDP in that yea;r1/ 

Exports of M 2 goods in 1974_/ 
Exports of L 
goods ir. 1974l/ 

Coun•.ry ($ million) ($ milllon) 

GrouE 1: Countdes vi th Eer ca:eita GDP less than $500 in 19I4 

Bangladesh 229 229 
Egypt 379 341 
India 1,930 1,587 
Korea (Rep.) 3,318 2,555 
Morocco 200 145 
Pakistan 569 543 
Philippines 263 213 
Thailand 341 308 

Grou12 2: Countries vi th Eer ca12ite GDP $200-$11200 in ::.974 

Brazil 1,769 898 
Chile 105 46 
Colombia. 391 286 
Costa Rica 105 57 
Lebanon !:./ 333 166 
Malaysia 539 340 
Mexico 1,065 497 
Tunisia 189 64 
Turkey 322 :?74 

-----

GDP Eer canita 
L/M ratio in 1974 

(per cent) $ 

100.0 205 
90.0 295 
82.2 144 
77.0 484 
72. 3 362 
95.4 164 
90.4 355 
90,5 325 

50,7 1,017 
43. 5 756 
73,2 s2e 
54.1 865 
4'.).8 
63.1 779 
46.7 1,120 
33,7 637 
85.0 769 

On a broader definition of manufactures, which ircludes processed primary products from 
Sectiun 0-2 of the SITC, but excludes refined petroleum products and unwrought non-ferrous 
metals, the number of developing countries which exported more than $100 million of manu­
factures in 1974 would be considerably greater. 

The countries included in t~e table are those with total exports of M goods in 1974 valued 
at $100 million or more (except Angola, a large proportion of whose exports of M goods 
vere precious and semi-precious stones, SITC 667). 

£/ M goods: SITC Noe. 5+6+7+8-(67+68). 

lf L goods: SITC Nos. 6+8-(67+68). 

~/ Exports in 1973. 
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($ million) 

Experts of L JI 
goods in 1974-=-

($ rr.illion) 

L/1·'. ratio 

(per cent) 

}J? ~er ca~ it a. 
in lG 7 4 

$ 

:;rour 3: Countries ...-iy;p per caoita }DF $1,200-$3 ,000 in 1974 

Argentina 
Bahrain 
Greece 
Hongkong 
Iran 
Ireland 
Italy 
Jamaica 2../ 
Portugal 
Singapore §_! 
South Afri~a 
Spain 
Trinidad and Tobago 
Venezuela 
Yugoslavia 

824 
171 
691 

4,320 
262 

1,216 
22 ,710 

415 
1,571 
2,240 
1,163 
4,258 

108 
118 

2 ,223 

314 
48 

534 
3 ,556 

190 
710 

9,904 
21 

1,088 
672 
719 

2,148 
30 
43 

956 

38.1 
2u.O 
77.5 
82.3 
72.6 
58.4 
43.6 

5.0 
69.3 
30.0 
61.8 
50.4 
27.5 
36.6 
43.0 

1,988 

2,099 
1,631 
1,454 
2,208 
2,754 
1,396 
1,496 
2,318 
1,301 
2,472 
1,801 
2 ,234 

Group 4: Countries with per capita GDP ~3,000 or more in 1974 

Australia 
Austria 
Belgium-Luxembourg 
Canada 
Denmark 
Federal Republic 

of Germany 
Finland II 
France 
Israel '§_/ 
Japan 
Kuwait 2.f 
Netherlands 
Ne...- Zealand 
Norv;a.y 
s...-eden 
Switzerland 
United Kingdom 
United States 

1,842 
5,166 

16,270 
13,648 

4,171 

68,069 
3,896 

28,366 
1,374 

4rJ,509 
526 

16,806 
273 

3,324 
10 ,559 
J.0,465 
29,166 
59,481 

514 
2,814 
7,301 
3,757 
1,527 

17,958 
2,717 
9,78~ 

963 
11,208 

64 
5,578 

151 
974 

3,661 
3,997 
9,940 

12,502 

27.9 
54.5 
44.9 
27.5 
36.6 

26.4 
69.7 
34.5 
70.1 
27.7 
12.1 
33.2 
55.6 
29.3 
34.7 
38.2 
34.1 
21.0 

6,470 
4,358 
5,489 
6,755 
5,973 

6,139 
4,773 
5,037 
4,099 
4,130 

12,526 
5,226 
4,431 
5,888 
6,384 
7,355 
3,420 
6,639 

Sources: Traue ~ata derived from UNCTAD, Handbook of International Trade and Developme.!!_t 
Statistics, Supplement 1977, United Nations, New York 1978, Tables 4.1 and 4':2. 
Estimates of per capita GDP from 1977 Statistical Yearbook, United Nations, 

2../ 
§_! 

11 
§/ 

9_1 

New York 1978, Table 193. 

Exports of M goods mainly aluminium oxides or hydroxides, i.e. processed bauxite. 

The figures include substantial quantities of re-exports, especially to Malaysia. 

More than half of exports of L goods were paper &.nd paperboard. 

Two-thirds of exports of L goods were pearls and precious and semi-precic'JS stones 
(SITC 667). 

Exports of M goods ...-ere mainly petrochemical products. 



:::Xports o:: m.anu:'act-.i.res still:ilate the _;::r,:icess of industrialization in three ma:i:-: ways. 

r irst, the:::-e is tt1e direc. +, er!·ect of an increase in the o·.ltput .;if goods "or ex~ :rt on the 

industries ;;hicn produce -cnose goods. tnese industries include not onlv tne final processors, 

but also the industries which produ~e inputs for use by the final processors. An increase in 

exports of a single type 01· manufactured. product may, tnerefore, stimw.ate activity in a wide 

range of industries which supply in?uts for that produce either <li-ectly or indirectly • .!/ 

Secondly, an expansion of manufacturing activity, ·,.rhate•er its original cause, tends to 

promote further expansion of manufacturing. This is because the firms whose markets have 

grown improve their technical capacity (through learning-by-doiag), and at the same time 

receive a flow of additional profits, which both encourages and fP~ilitates an expansion of 

their productive capacity. Th;.;.s technical progress, profitability, investment, and more 

efficient production throt.:gh economies of scale advance hand in hand, and reinforce one another. 

In this manner, industries which na·:e gained. a foothold in foreign markets stre!lgthen their 

position in the domtst.ic market; and dee versa. 

Thirdly, an expansion of any kind of exports normally improves a country's balance of 

payments, thus providing some relaxation of the balance-of-payments constraint on increases 

in domestic demand, as well as improving the country's creditworthiness as a future borrower 

of foreign funds for investment. 

Al.tho~h it is possible for a large country to develop its industry to a certain level 

without relying on the export market, +.his path of development. is not open to small countries 

(which constitute the majority of the devtloping countries), nor is it a path which can be 

pursued indefinitely with satisfactory results even in a larie country. Sooner or later, all 

countries turn their attention to the export market in order to obtain the benefits of division 

of labour, specialization and economies of scale. A developing co·.mtry which establishes 

itself at an early stage as a significant exporter of manufactured goods is more 1 ikely to 

grow rapidly and to industrialize efficiently thar. one which tries to isolate itself from the 

outside world. 

These general propositions may be tested empirically by examining the relation between 

the rate of increase of exports of manufactures and the growth of manufacturing output in a 

sample of developing countries. Table 6 lists twenty countries with per c~pita GDP of le3s 

than $800 in 196'7 for which suitable dat1 are available. Ti.1:: period covered by the export data 

is i967-72, when exports of manufactures from developing countries were making better progre3S 

than in the early 1960s but prices had not yet begu1 the steep rise which has persisted since 

1973. On the average, unit values of exports of manufactures (SITC Nos. 5-8) by all market 

economy countries rose by less than 2 per cent per anmlill over this period, so that changes in 

the value of exports of manufactured goods - other than light.Ly processed primary prod1·~ts -

can be taken to indicate approximately the changes in export volumes of those goods. 

1J These repercussions in •he l"lallufacturing sector will be less important where a primary 
product is only lightly prncessed for export. But, where the local processing of a 
primary product is an essential condition for selling that product on the world market, 
an increase in exports of the processed product helps to stimulate activity in the 
primary sector. 
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k:ero.ge perceatage rate of gro·A-t~E an.nu= 

Count if/ 

Argentina 

Brazil 

Colombia 

F.gypt 

El Salvador 

Guatemala 

India 

Iran 

Kenya 

Korea (Rep.) 

Ma.laysia 

Mexico 

Mo:"."OC-.;u 

Pakistan 

foilippines 

Portugal 

Singapore 

Syrian Arab Republic 

Tunisia 

Yugoslavia 

2/ Exports of oanufa.ctures-

1967-72 
(1) 

26.9 

35.6 

26.5 

15.7 

7.3 

16.3 

10.9 

24.5 

14.4 

44.8 

19.61.±./ 

27.4 
23.0 

3.0 

13.6 

15.0 

25.4 

12.3 

8.1 

14.8 

Exports of manufactures: Yearbooks of Internatior.al Trade 
United Nations, New York. Manufacturing output·:--lrT6-a11d 
Ye~rbooks, United Nations, New York. 

Ma'l!-lfa.cturing outY:}!:._1./ 

1967-72 1968-73 
(2) ( 3) 

7. 71 7.85 

12.65 12.81 

7.82 8.45 

6.53 5.1t1 

3.29 4.80 

3.68 6.75 

5. 73 4.70 

13.73 12. 6J2./ 

3 c:I • .1- 9.05 

19.85 20.37 

11. 5r}:..I 13.34 

7.42 7.42 

5.43 6.62 

7.80 6.75 

;.36 5.90 

:).26 9.26 

18.24 18.04 

7.61 8.45 

5.92 6.09 

9.10 9.14 

Statistics, United Nations 
1977 Statistic¥_ 

Countries included are thos~ with the following characteristics: (a) exports of manu­
factures in 1967 worth at least $15 million; (b) GDP per capita in 1967 less than $800; 
(c) having an official idea of manufacturing output. The following three countries were 
excluded for special ~ea.sons: Greece, because its per capita GDP ir. 1967 w~s only 
slightly less than $800; Chile, because its exports of manufactures during 1967-72 were 
predominantly processed mineral products; South Africa, because it has most of the 
characteristics of a developed rather than a developing country. 

In this table manufactures consist of SITC Nos. 5+6+7+8-(667+68). SITC 67 (iron and 
steel products) was included, because for the countrie3 in the sample iron and steel 
products were not predominantly processed iron ore. 

Derived from published indexes of manufacturing output. 

1968-72. 

Estimated. 



I Exports of ::ian'..lfactures cay be exrected to e.ffec':. th~ level c:' r:m·~fact'-lring O'-ltput of 

the eXFOrting co'.II'l.try both ir:ll:lediately and with some timl lag, for the re~~ons £iv~n above. 

Ceil= (2) of the t".ble ::;r_c.rs a·.;erage rs.tes of gr:Jwth of manufact·..:.rir;[ cut put for the ser,e 

:;:·~rio.i as is cove;rei by ':.l:c cx:;:;ort crow-th rates in .:ol;.un;.1 (1), while column (3) sho"ils 

:::Jrrc.opc.nd.ing grovth rates of ::ia;.1;;.:-acti.:riq; output i~ the reriod 19613-7'!. The col"relation 

coefficient between column (:) and cclumn (2) is 0.686, and that bet~een column (1) e.nd 

colui::n (3} iz C. 7l9. (Further details on the:,~ regression equations s.re given i::-! a!mex 1). 

Al_though these results indicate that only about half of the variation in growth rates of 
2 manufacturing output can be explained statistically by this relation (the value of r for the 

second regression is 0.52), this is quite a good result for a cross-section test on a sample 

of countries of such widely differing characteristics. 
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·~:-.i:.e ex;.::irt" c:· ::.ar:.,..tfact:i.res ;:ro:::.cte the grovth of manufacturing industry in the export-

i:-.~ C·:~tr::, and hence t:r.e general level of economic development, of that co•mtry, a rising 

le·.-el o:' econo:"'..ic developnent in turn affect$ the availabii::ty of skills, the level of real 

~ages, and the level cf technical capacity of the country, and hence the pattern of its inter­

national trade in manufact--.:.red goods. Countries in wh::.ch skilled labo.:ir and management are 

scarce, and v:chnical ~r.owledee is relatively backward, cannot expect to produce efficiently 

a wide range of the more sophisticated mant:fact ured products. Such co1.Jltries ; ~st, therefore, 

largely confine their exports of manufactures to relatively simple labour-intensive products, 

which can be produced efficjer~ly in small or medium-sized plants.!/ For the ~roduction of 

this type of product they hr.ve the considerable advantage of a :i:-lentiful supply of seuu­

s~illed labour which, because of tne generally low level of real incomes in the country, is 

avail&.olc at a correspc,ndingly low re~ "age. 

The line of d~vision between products which are (~) !abour-intensivc and require a 

relatively s .mp.Le technology and (b) capital-and-skill-intensive 'Uld using a more advanced 

tPchnology i not permanently fixed. As a result of new technical inventions, productr which 

were prevj_ously consider~d labour-intensive 'nay subsequently be prciuced by capital-intensive 

methods; and there are perhaps some examples of ~ovement$ in the other direction. In 

recent years, wi+.h im:t. rovements in t:cansport and communications, it has become practicable 

t ::> <ii vi de up processes in the production c,f certain pro<l.ucts, and to arr&1ge for the labour­

intensi ve parts of such processes to be ~arried out in countries with an ample supply of semi­

.:;Jrilled labour. In gener<>.l, but w:i.th some t::Xceptiuns, the products which can be produced most 

competitively in develoiJing countries arr:: those wh.1.cn are lL+.ed in Sections 6 and 8 of the 

SITC, while t:.e p:-r1ucts which it is most difficW.t for them to produce co:npetit::v<:!lY are 

those listed in Sections 5 and 7 of t~e SI}C.~ 

The conclusions drawn in the previous paragraph dr~ supported by empirical evidence on 

the structure of international trade in manufactures of countries at different levels of 

per capita GDP. As can be seen fr::im in~pection of columns (3) and (4) of Table 5, there is 

a tendency for the ratio of export of L goods to Pxports of M goods (the L/M export ratio) to 

decline as the per capita GDP level rises across countries. SimilP.r da-ca on the L/M ratio for 

i~ports (not given in the table) show the opposite tendency: the L/M import ratio rises as 

the per capita GDP level rises. These results are summarised for countries in different groups 

of per capita GDP in Table 7. It will be seen that between groups land 2 there is virtually 

no change in the L/M import ratio but a sr-.arp fall in the L/M export ratio. In groups 2, 3 

and 4, howe--er, there is a !!!('re consistent inver.oe change in the two ratios as the level of 

per capita GL.- rises. 

1/ The main exception is the capital-intensive processing of local raw materials usually in 
plants designed IUld managed by foreip:n companies. 

g/ Excertions include paper and paperboard (SITC 64) and iron anu steel (SITC 67) in 
Section 6, and certain types of electrical assembly in Section 7. Developing countries can 
also produce competitively many types of products ba3ed on locally produced primary 
products, e.g. food, drink and totacco products, refined petroleum, vegetable extracts, 
and rcfinad non-ferrous metals. 
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::.J~.~ r!:1.:ic..J f.")r ir::-:orts a..'1.d er.:orts ·c .. t :)e~ ca::ita :;:::i? levels. '}rou~s of countries, 

~·!ean L/~·'. ~'.ean L/~'. 
Cvu..r1tr)· ~!ean per ratio for ratio for 

group 1:/ capita GDP i.!:morts exoorts 
($) (%) (%) 

1 187 2'.8 83.1 
2 867 23.0 57.h 
3 2,047 30.6 51.1 
4 5,557 38.4 31.0 

Y The groups of countries -ire defined in Table 5, vhich also lists the major exporters of M 
goods in each group. The figtU"es ~n this table give the averages ;or all cuuntries in each 
group, including those not listed specifically in Table 5. The following petroleum-export 
exporting countries are excluded fro~ the groups for the purposes of the estimates shovn 
in this table: 3ahrain , Brunei, Kuwait, Libya, ~etherlands Antilles, Saudi Arabia an~ 
Trinidad and Tobago. 

The great importance of this relationship between per capita GDP and the structure of trade 

in mar1ufactu es lies in its implications for the future pattern of trade bet.,,.eer1 rich and poor 

countries. It car, be expectea that under normal condi~ions the real pi capita GDP of almost all 

cuiu~tric::; ;.:ill ri.::c ::ub::;t~~tially ':..7er the next- 20 yea.rs. If the L/M rR.tios which were typical 

in 1974 at each levei of per capita GDP apply to the same real per capita levels of GDP in the 

future, it .,,.ill me::-.n that the L/M import ratios for the richer countries will rise while the L/M 

export r&tios for the same countries vill decline. And this implies that, unless there is a 

most improbable reduction in the ratio of ~·! imports to M exports in these countries, the lialance 

of trade in L goods between these countries and the rest of the world must shift in the direc­

tion of an increasing net import of L goods from the rest of the vorld. Since the poo­

countries have a natural advantage in producing L goods, this shift in the patterr of trade vill 

open up considerable opportunities for exports of L goods by poorer co.,ntries to richer 

countries. 

During the next 20 years or so a number o: the present group of developing countries, 

especially those vhich have already achieved a medi Jill level of industrialisation, will reach 

levels of industrialisation and of per capita GDP which are similar to those of toda.y's indus­

trialised countries. As a consequence, their L/M import ratios will rise and their L/M export 

ratios will fall; the relative importance of the net L exports of these countries will decline; 

and consequently there will be rr. Jre roo~. for countries at a lover level of per capita GDP to 

supply L goods to the world market. This .,,.as the pattern of charges which was followed by the 

countries which were the first tc indus~rialise. The same pattern can be observed in the 

history of Japan during the past 30 years; and there are signs of similar changes in the 

structure of trade of the developi~g countries vhich are currently gro~ing at thP. greatest speed. 

'!'here is, therefore, no ba:;is for the belief that, becausP. ~xports of certain types of L 

goods from developing cou..1tries are now predominantly supplied by a few countries, this si tua­

tion will continue indefinitely. The per capita GDP levels of the dynamic exporters are rising 

rapidly; and their real wage levels are growing in a similar fashion. They will, therefore, 

be forced gradually to yield some of t~eir share of exports of L goods to other countries at a 

lower level of per capita GDP. Since, however, the level of technical expertise of these 

countries is increaHing along vith their general economic development, thP-y vill be a' 1 e to make 

up for the decline in the proportionate importance of L goods in their export trade by M 

increasing proportion of C goods. 



I CHAPTER 4: A PROJE~_ION O[__Tt\APE PATTERNS IN THE YEAR 2000 

World trade in manufactures is dominated at thP present time by the industrialised 

cou.ntries, especially by those in Group 4 (with per capita GDP in 1974 in excess of $3,000); 

and consequently the prospects for future exports of manufactures by developing countries 

depend very greatly, although not entirely, on the future pattern of trade of the Group 4 

countries. It is useful, therefore, to consider in the first instance the likely changes 

during the period ending in 2000 in the trade in manufacture3 of the Group 4 countries. 

Estimates for this projection are given in Table 8, and are discussed in detail below. 

The 1974 figure, for GDP, populat~Jn and trade used in the construction of this tacle 

are taken from standard sources, but the original trade figures, obtained by s=a.tion of 

the individual countries' data, have been slightly adjusted in order to make total exports 

and imports of M and L goods by market economy countries correspond to the aggregates shown 

in Tables 1 and 2. The L/M ratios for 1974 have already been given in Table 7. 

Table 8. Trade projection for Group 4 countries in year 2000 

19n 
data 

GDP per capita ($) 5,557 
Imports of M goods ($ bil1 -'..;:m) z64 

Exports of M goods ($ billion} 320 
Net export of M goods ($ billion) 56 

L/M import ~·a.t:o (%} 38.4 

L/M export ratio (%) 31.0 

Imports of L goods ($ billion) 101 

Exports of L goods ($ l•illion} 99 
Net export of L g0oda ($ billiun} -2 
l'let ~xport of C goods ($ billion) 58 

Jate of growth 
1974-2000 
(per cent 
per annum) 

3.0 

5.5 

5.5 

5.5* 

6.4* 

4.6* 

7.8* 

2000 
projection 

in 1974 
prices 

11,984 

1,060 

1,286 

226 

48 

25 

509 

322 

-187 

413 

Sources: GDP per capita in 1974 derived from estimates cf GDP and populat~0;. for members 
of Group 4 in United Nations St~tisticll.l Ye&rbooks. 

Imports and exports of M and L goods in 1974 derived from UNCTAD, Handbook of 
International Trade and Development Statistics, Supplement 1977, United Nations, 
Nev York 1978, Tables 4.1 and 4.2, adjusted to ensure that total imports and 
e;eports of M and L goods by market economy countries correspond to the data 
given in Tables 1 and 2 above. 

Rates of growth, and L/M ratios in 2000: see text. 

* Derived from the figures in the other two columns. 
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gro·.-th of rer carita GD?, (2) the rates of gro·.rth of irlForts and experts of :-'. goods, and 

( 3) the levels of the L/:O! ratios in 2000. A fairly lov est:::.IJB.te has been chosen for the rate 

of grovtt of per capita GDP (3 per cent per annum) in order to illustrate hov the pattern of 

trade vill cl'ange even if real income levels in the developed countries rise at a moderate 

rate. A :nore rapid gro.....-:;h of per capita GDP, as a result of either a faster grovth of GDP 

or a slover grovth of pcpulation, vould produce an even greater increase in net imports of L 

goods by the Group D co·.mtries. The assumed rate of grovth of both imports and exports of M 

goods (5.5 per cent per annum) is also on the low side. If both the rates of grovth of 

import;; and exports •ere to be higher, with the same rate of grovth of per capita GDP, net 

. f L d . 2000 uld b h h f" . . h b l/ Th llllports o goo s in vo e even larger t an t e l.g'..lre given in t e ta le.- .e 

only vay in vhich net imports of L goods could be lower, vith the same rate of grovth of per 

capita GDP, would be if imports of M goous were to grow more slowly than exports of M goods. 

This would imply that the richer countries would have an even larger net export of M goods 

in 2000 than the $226 bill~on shovn in the table. But a movement in this direction seems un­

l~kely to be acceptable to the developing countries, since it would imply an increasing ~egree 

of depend~nce on the industrialised countries for their supplies of manufactures. Moreover, 

it is i.nconsistent with the objective of substantial.ly raising the share of developing 

ccuntrie~ in R~rld output uf manufactui~es. 

The last two important ass..unptions required for the projection concern the L/M ratics in 

2000. These have been derived from the relation between each LIM ~atio and per capita GDP 

for Gro~ps 2, ? and 4 i~ 1974, extrapolated to cover the estimated per capita GDP level of 

Group 4 in 2000.'?:./ In view of the estinute that the per capita GDP of Group 4 will more than 

double to nearly $12,000 by the year 2000 (even with a modest rate of grovth of 3 per cent per 

'Ulnum) it is hardly surprising that the Group's L/M import ratio should rise from 38.4 per cent 

~n 1974 tc 48 per cent in 2000, while its L/M export ratio falls from 31 per cent to 25 per cent. 

Alreac!y in 1974 the L/M import ratio for the Federal Republic of Germany was over 49 per cent 

and for the- Unitea Kingdom and S•;itzerland over 45 per cent, while on the export side, as can 

be seen in Table 5, the United States had an L/M ratio in 1974 of 21 per cent and the ratios 

for Australia, Canada, the Federal Republic of Germany ancl j"apan were all below 28 per cent. 

If anytiUn~, therefore, the assumptions that in 2000 Group D will still have an L/M import 

ratio below 50 per cent and an L/M export ratio as high as 25 per cent probably underestimate 

tr" degree to which Group 4 countries will become net importers of L goods in that year. 

It seems likely, there fore, that by year 2000 .-:;. _ ·;:: 4 co•.mtries will have 1>. net import 

dem'l.Ild for :. gr:ods of nearly $200 billion in 1974 pri.res, an enormous increase in compari.son 

with the net import demand for '.:. goods in 1974 of only $2 billion. Tn 1974 the centrally 

planned economje::; of Europe had a net import demand for L good::; of n~:.rly $1 billion 

(see Table 2), and this figure may also be expected to grow con::;iderably by 2000 if these 

For example, if t:Le rates of gru.<t-.h of imports and export::; of M goods 
per annum, net import::; of L goods in 2000, with the given L/M ratios, 
$212 hill ion; and if the rates of growth were to be as high as 7 per 
net imports )1° L goods in 2000 would be $272 bi 11 ion. 

, 
were to be u per ce'1t 
would be 
cent per annum, 

?./ L' ~ails of J he regression P.r111atic-1:; underlyinp; these estimate::; are given in Annexe 1. 



I ;:•:.rie:: ar" ;2.a,:;ing :::e:r natural ;:art in fr_e international division of labour. 7hus, net 

ex!:ir':.s c:" :. g.:cds fro!!: tr·_e _;:corer countries in 2COC l!:B,J'" vell exceed $200 billion in 1974 

;rices. So~e rar':. of these exports vill be supplied by the centrally planned economies of 

A.sia. If, as see?:LS likely, China begins to play a much larger part in internatio~al trade 

':.~an at present, a substantial share of the total ma..v cor.e from that country. But there vill 

remain a large net demand fer L goods from countries in Groups 1, 2 and 3. Some of these 

countries, especially those in Group 3, vill soon be fully industrialised countries (some are 

riready officially classified as such), and their structure of trade 'Jill move increasingly 

in the direction of eliminating any net export of L goods, or of creating a net demand for L 

goods. Hence, it may be expected th?.~ approximatel~ the vhole of the net import of L boods 

by Group 4 will be dravn either from the centrally planned economies of Asia or from the 

countries in Groups 1 and 2. 

The implications of these expected changes in the pattern of trade ti.re cutlined in a 

full projection for all market economy countries in Table 9. A projection of this crr..nplexity 

is more likely to be subject to error than a projection for a s?ngle fairly homogeneous group 

of countries. Nevertheless, the projection serv~s the usef'ul purpose of bringing together 

various strands in the argument and providing ll. check on their mutual consistency. 

As in the ca~e of the previou~ projection for Group 4, the results depend heavily on the 

assumptions madE vit~ respect to the rates of grovth of per capita GDP and of imports and 

exports of M goods. There is more certainty, hovever, about the L/M ratios for Groups 1, 2 

and 3, since the per capita GDP levels for these groups in 2000 fall within the ran~e co¥ered 

by per capita GDP levels of the four groups in 1974. The assumed rates of grovth of GDP anc1 

of imports and exports of M goods must be reasonably consistent 'Iii.th one another, and vith 

the prospe~t that there vill be a larg~ net import demand for L goods by Group 4 in year 2000. 

When all the relevant information is put together, it becomes clear that, if e. major share of 

the net demand for L imports by Group 4 in 2000 is to be supplied by Groups 1 and 2, exports 

of manufc.ctures by these groups of countries must grow at rapid rates, which ll.re assumed to 

be 15 per cent per annum for Grou1J 1 and il+ per cent per annum for Group 2. These rates of 

growth of exports of M goods imply, from the relation betveen columns (1) and (3) of Table 6, 
that manufacturing output in these tvo groups of countries must increase by about 8.5 per cent 

per annum and 8.3 per cent per annum respective~y. These figures are approximately consistent 

with the assumed annual rates of growth of GDP in these two groups of countries of 7 per cent 

and 6 per cent respectively . .!/ 

The projection suggests that, of the net import demand for L goods by Group 4 in 2000 of 

$187 billion, $135 billion vill be supplied by Group 1 and $13 billion hy Group 2. Group 3 

will be roughly self-:mffi.cient in L goods, an export of $J 05 biHion being offset by an import 

of $107 billion. The balance of $41 billion of net import demand for L goods by Group 4, 

'!:./ Before applying '_he Table 6 relationship to the assumed rates of grovth of exports of M 
goods, these were increased by 2 per cent to convert them approximately to the current 
value measure of exports which i3 used in Table 6. 
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plus some additional amount required by the petroleUl'l-exporting countries listed in the foot­

note to Table 9, must be met either ~y supplies from the centrally pla..~ned economies cf Asia 

or by additional supplies from Groups 1 and 2. The combination of a large net export of M 

goods by Group 4 (to pay for imports of primary products and services, as well as to 

represent the real counterpart of continuing financial cutflovs to the poorer countries) with 

s. large net import of L goods implies that Group 4 will be exporting very large quantities 

of C goods, i.e. chemicals, Jll.!!.Chinery and transport equipment. the bulk of the net export of 

which will go to the poorest group of countries )J 

Although there is a certain risk in making a numerical prcjection of events as far 

distant as the end vf this century, the projection presented in Table 9 •ill have served its 

purpose if it illustrates the nature and magnitude of the probable chan@'~s in the pattern of 

trade which are implicit in the continued growth in levels of per capita GDP in all groups 

of countries. 

Implicitly, th~ net export of C goods by Groups 1, 2, 3 and 4 combined vill be taken 
by the petroleum-exporting countries and the centrally planned economy countries, 
especially those in Asia. 



I Page 176 

Table Q. Trade oro1ection for Grouns 1. 2. l and 4 in veAr 2ooc}! 

1914 data Group l Gros.! 2 Groul! 3 Gros.! 4 

GDP per capita ($) 187 867 2,047 5,557 
Im.ports of M goods ($ billion) 23.l 26.9 50.0 264 
Imports cif L goods ($ billion) 5.5 6.2 15.3 101 
L/M ratio (%) 23.8 23.0 30.6 38.4 
Exports of M goods ($ billion) 8.3 5.4 41.9 320 
Exports of L goods ($ billion) 6.9 3.1 21.4 99 
L/M export ratio (%) 83.l 57.4 5::..1 31.0 

ProJected rates of ~ovth 1274-2000 
(Per cent ~r annum o:: 

GDP 7.0 6.o 5.0 3.75 
GDP per capita I· .8 3.5 3.3 3.0 
Im.ports of M goods 12.0 8.o 1.0 5.5 
Exports of M goods 15.0 14.o 8.o 5.5 

L[M ratios in 2000 {%) 

Import ratio 23 30 37 48 
Export ratio 75 45 34 25 

ProJection for lear 2000 in 1214 :£!rices 

GDP per capita ($) 633 2,121 4,761 11,9811 

Imports of M goods (f billion) 440 199 290 1,060 
Exports of M goods ($ b.:llion) 314 163 310 1,226 
lfet e:xpo-..t of M goods ($ billion) -126 -36 20 509 
Imports of L goods ($ billion) 101 60 107 509 
Exports of L goods ($ billion) 236 73 105 322 
lfet export of L goods ($billion) 135 13 -2 -187 
lfet export of C goods ($ billion) -261 -49 22 413 

Sources: As for Table 8. 

!J The following predominantly petroleum-exporting countries ht.ve been excluded: Bahrafo 
Brunei, Kuwait, Libyr., Netherlands Antilles, Saudi Arabi& and Trinidad and Tobago. 
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CHA?l'ER 5: SCOPE FOR EXPORTS OF PARTICULAR TYPES OF MANUFACTURES TO THE DEVE:.OFED COUNTRIES 

Up to this point emphasis has been laid on the greater co~petitive capacity of developing 

countries in the supply of L goods in comparison vi th C goods, especially in their tra.ie vi th 

the industrialised countries. But it is also useful to look more closely at the types of 

goods which developins countries ha,·e s?lovn that they can supply competitively, at the changes 

in their ma..rket shares over recent years, and at the differences in their market shares in 

difterect industrial~sed countries. 

Becau.ce of the ready availability of statistics of imports into the industrialised 

countries, market shares are of'ten expressed in terms of import shares. But this is an 

inadequa.te measure of the importance of supplies from develotiing countries to the final 

market. A more appropriate measure is the share of imports from developing countries in the 

apparent consumption of each c0111110dity or group of commodities. Estimates of this type for 

selected categories of menu!'actures have been made by UNCTAD and they are reproduced in 

Table 10. The range of produc+.s includt~d as manufactures ir. this table is vider than M goods, 

since it includes food, drink and tobacco products, refined petroleum products and ferrous and 

non-ferrous metals. The industrialised countries covered by the analysis are limited to the 

flix original members of EEC, United Kingdom, United States and Japan. 

The most striking figure in this table is the estiir.ate that, even in 1975, the proportion 

of apparent cocsumption in all ~ufactures supplied to these nine countries by developing 

countries was no more than about 2 per cent. This vas, hovever, an improvement over the 

position in 1959-60, when the proportior. vas 1.2 per cent. When the product groups are 

examined separately, it becomes apparent that the market share supplied by the developing 

countries varies videly. In clothing, their share in 1975 l.ad reached 8.63 pe~ cent, an 

impressive rise in comparison vith the 1.02 per cent of 1959-60. Next in order in that year 

vas petroleum and coal products, vith 4.86 per cent; but this represented little change in 

comparison vith the 4.39 ~er cent of 1959-60. The market share for ferrous and non-fe':Tous 

metals was 3.45 per cent in 1975, a modest increase over 1959-60, and a fall in comparison 

vith certain years in the la e 1960s and early 1970s. Despite much concerr. expressed about 

restrictions on imports of textiles by developed market economy countries, the developing 

countries' share of this market in the nine countr~.es rose from 1. 62 per cent in 1959-60 to 

3.25 p<r cent in 1975. Dut the latter figure is still very small for a group· of products 

which has considerable potential importance for developing countries. 

The market shares for the other groups of products are all extremely small: 2.16 per cent 

for food, bev~rages anj tobacco; 1.73 per cent for chemicals; 1.23 per cent for machinery 

and other manufactures; and less than l per cent for the remaining groups. But most of these 

low market shares have grown significantly since 1959-60, especially the share of ma.chine.y 

and other manufactures, vhich was only O.l4 per cent in 1959-60. 
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7able 10: Iml!S!rts of l.f.a.nufactures from Develo12i!!fi Countries as a 12erc.ent!:!je of A1212arent 

ConsWD.Rtion in Major Developed Market Economy Countries 1 1922-60 1 1257-68, 

1262-I0 1 1273-74 and 1212 

Groups of products and 1959-60 1967-68 1969-70 1973-74 1975 
U:tp~rting countries~ 

All manufactures 

EEC (6) 1.46 l.36 1.49 1.62 1.78 
United Kingdom 3.64 2.74 2.80 3.35 3.94 
United States 0. 73 0.93 1.09 1.93 2.01 
Japan 1.16 i. .... 7 1.40 1.80 1.81 
All the above 1.20 1.21 1.37 1.91 2.01 

Food 1 bever!:!jeS and 
tobacco 

EEG (6) 2.06 1.63 1.72 1.63 1.57 
United Kingdom 7 .61 4.57 4.64 5.46 7.38 
United States 1.29 1.24 1.24 1.69 1.53 
Japan 3.08 1.50 1.87 2.20 4.06 
All the above 2.11 1.63 1.70 1.96 2.16 

Textiles 

EEC (6) 0.85 1.31 1. 73 3.26 4.12 
United Kingdom 5.16 4.52 3.88 6.36 5.41 
United States 1.59 2.32 2.51 3.~8 2.49 
Japan 0.10 0.79 1.12 2.69 2.23 
All the ac'.lve 1.62 2.00 2.16 3.37 3.25 

Clothing 

EEC (6) 0.56 1.34 2.16 4.15 6.41 
United Kingdom 3.91 5,79 6.57 10.33 13.28 
United States 0.77 2.27 3,80 6.19 9.98 
Japan 0.71 1.12 2.80 8.50 9,13 
All ~he above 1.02 2.19 3,39 5,84 8.63 

Wood 12roducts 1 12a12er 
and x:rinting 

EEC (6) 0.50 0.59 0.10 0.98 0.93 
United Kingdom 1.29 1.28 1.34 1.84 1.58 
United States 0.22 0.4& 0.63 0.72 0.61 
Japan 0.04 0.25 0.52 0.87 o.66 
All the above 0.37 0.55 0.70 o.92 0.78 

Rubber 

EEC 0.06 0.09 0.08 0.11 0.19 
United Kingdom 0.14 0.31 0.54 0.17 0.18 
United States 0.02 0.04 0.12 0.16 O.l5 
Japan o.oo 0.0(; o.oo 0.30 0.28 
All the above 0.04 0.07 0.13 0.16 0.18 

Chemicals 

EEC (6) 2.73 1.73 1.86 2.50 2.22 
United Kingdom 2.85 2.36 '2.84 3,44 4.02 
United States o.64 o.66 0.67 1.14 1.24 
Japan o.41 0.51 0.59 1.34 1.47 
All the abcve 1.29 l.C5 1.16 1.79 l. 73 



I Page 179 

7Rble 10 (~ontinued) 

Groups of products and 1959-60 1967-68 1969-70 1973-74 1975 
importing countries !/ 

Petroleum and coal 
12roducts 

EEC (6) 2.83 1.09 0.59 1.23 2.41 
United Kingdom 19.63 8.56 6.62 8.58 7.86 
United States 3.61 4.14 4.29 8.72 6.61 
Japan 3.68 6,57 7,15 6,96 3.97 
All the above 4.39 3. 71 3,47 5,77 4.86 

Non-metallic mineral. 
;eroducts 

EEC (6) 0.03 0.03 0.03 0.06 0,14 
United Kingdom 0.03 0.06 0.06 0.10 0.18 
United States 0.10 0.19 0.24 0.36 o.43 
Japan o.oo o.oo 0.02 0.14 0,15 
All the abovP. 0.07 0.10 0.12 0.19 0.25 

Ferrous e.nd non-ferrous 
metals 

EEC (6) 5.01 7.13 6.94 5.29 4.60 
United Kingdom 6.63 8.08 8.14 6.69 6.74 
United States 0.97 1.77 1.50 2.11 l. 76 
Japan 4.30 1.21 8.16 6.69 5.82 
All the above 2.87 4,24 4.47 i..05 3.45 

Trans11ort esi.ui~ment 

EEC (6) 0.13 0.08 0.01 0.22 0.22 
United Kingdom 0.10 0.13 0.21 0.25 0.53 
United States 0.00 0.01 o.o4 0.17 0.20 
Japan 0.34 0.21 0.11 0.07 0.07 
All the above 0.05 0.06 0.01 0.18 0.21 

~chinen: and other 
manufactures 

~:EC (6) 0.09 0.16 0.24 o.44 0.77 
United Kingdom 0.77 0.79 1.17 1.56 1.96 
United States 0.07 0.37 o.68 1.43 1.71 
Japan 0.04 0.07 0.15 o.43 0.61 
All the above 0.14 0.32 0.54 0.95 1.23 

Sources: UNCTAD, Handbook of International Trade and Development Statistics 19jg_, 

United Nations, New York, 1972 and 'J:21...7 Sup11lement; United Nations, 

New York, 1978. 

1/ Definitions of the products included in each cat•gory are given in tne eources. 
Apparent consumption is defined as domest'~ output plus importR minus exports. 
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A comparison of market snares in the four separate markets shows that throughout the 

1960s the developing countries' share of the United Kingdom market was more than tvice as 

great as their share of the other marJc.ets, and even in 1915 their share of the United Kingdom 

market vas still much greater than their share of any of the other three markets.±/ But the 

developing countries' share of the United Kingdom market has grown very little since 1959-60 

while their shares of the United States and Japanese markets have improved considerably. The 

United Kingdom is more dependent on inports of primary products than 1.ll8llY of the other 

industrialised countries, and this perhaps partly accounts for the higher shares of developing 

countries in the United Kingdom markets for food, drink and tobacco, wood products, ~ ?er and 

printing, chemicals, petroleum products, and ferrous and non-ferrous metals. Commonve· 

economic relations may account for the higher shares of other product markets, such as 

textiles and clothing. But the developing countries' shares of the markets for the latter 

two groups of products in the other industrialised countries have grown very considerably; 

and there shculd be much scope for even further growth in the future. 

The groups of products shown separately in Table 10 are rather broad; but more detailed 

estimates of apparent consumption are not available at present on a comparable basis for a 

substantial number of developed countries. The best alternative is to express detailed data 

on imports as a proportion of GDP for each of the industrialised countries. This ratio 

reflects two influences: the average propensity to consume each product; and the developing 

countries' market share. While it is not possible to use such ratios for comparisons between 

the developing countries' market shares for each prod~ t, they car. be used to indicate where 

the developing countries have already achieved important successes, and especially the product 

groups for which the rate of growth of developing countries' exports has been most rapid in 

relation to total GDP in the importing countries. 

A breakdown of imports >f manufactures to the two-digit level of the SITC is given in 

Table 11, imports of each product group by all OECD members being expressed as so much per 

$1,000 of GDP for the same group of countries.£/ In 1967, imports of goods in Section 6 

(a~er excluding non-ferrous metals) represented nearly half of total imports of manufactures 

from developing countries; and nearly half of Section 6 imports were textiles. Clothing and 

non-metallic mineral manufactures n.e.s. were the next two most important tvo-digit proups of 

imports. But in the following eight years there was an important shi~ in the pattern of 

imports from developing countries. By 1975 the share of Section 6 in total imports of 

manufactures fro~ developing countries had fallen to 28 per cent and the share of textiles to 

little more than 10 per cent. Non-metallic mineral manufactures were the least successful 

group in Section 6, their imports increasing in value at approximately the same rate as GDP, 

The only product groups in this section which rose rapidly in relation to GDP wrre rubber 

manufactures n.e.s., paper, paperboazd and manufactures thereof, and manufactures of 

metal n.e.s. 

±J As will be seen below, there are considerable differences in this respect between the six 
original EEC countries, with low figures for France and Italy and higher figureP for the 
other four countries. 

£/ Because Australia, Finland and Nev Zealand ~ere not yet members of OECD in 1967, their 
imports have been omitted in both year3. 
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Table 11: Imports of Manufactures by OECD Countries from Developing Countries per 

$1,000 of GDP in all OECD Countries Combined, by Product Groups, 

1967 r.nd 1975 

SITC No. 

Descrintion 

5 Chemicals 

51 Chemical elemPnts and compounds 

52 Crude chemicals from coal, 
petroleum and gas 

53 Dyeing, tanning and colouring materials 

54 Medicinal and pharmaceutical prod•.icta 

55 Perfume materials, toilet and 
cleansing preps. 

56 Fertilizers, manufactured 

57 Explosives and pyrotechnic products 

58 Plastic materials, etc. 

59 Chemical materials and products n.e.s. 

6-68 Section 6 less non-fer~ous metals 

61 Leather, leather manufactures and 
dressed fur skins 

62 Rubber manufactures n.e.s. 

63 Wood and cork ~anufactures, 
excluding furniture 

64 Paper, paperboard and manufactures 
thereof 

65 Textile yarn, fabrics, made-up 
articles etc. 

66 Non-metallic mineral manufactures n.e.s. 

67 Iron and steel 

69 Manufactures of metal n.e.s. 

Imports in US cents 
per $1,000 of GDP 

in all OECD !J 

29.23 

16.19 

0.24 

1.01 

3.62 

3.30 

1.88 

0.29 

o.45 

2.14 

118.08 

7.78 

0.58 

12.23 

0.77 

50.00 

31.96 

10.97 

3.15 

1975 

43.22 

26.31 

0.30 

0.74 

5.06 

2.66 

3.63 
0.31 
1.46 

2.75 

160.28 

11.43 
2.68 

19.68 

2.37 

60.73 

30.27 

21.47 

11.94 

Average percentage 
change per annum 

1967-75 

5.01 

6.26 

2.83 

-3.81 

4.28 

-2.66 

8.57 
0.84 

15.85 

3.18 

3.89 

4.93 

21.08 

6.13 

15.09 

2.46 

-0.68 

8.76 
18.12 

·r !J The countries covered arP. thost. which were members of OECD in 1967. Data for Aui:itralia, 
,J Finland and New Zealand are omitted in both years. 
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Table 11 lcontinued) 

SITC No. 

Description 

7 Machinery and transport equipment 

71 Machinery other than electric 

72 Electrical ma~hinery, apparatus 
and appliances 

7 3 Transport equipment 

8 Miscel 'neous manufacturec'. articles 

81 Sanitary, plumbing, heating and 
lighting fixtures 

82 Furnitu-:-e 

83 Travel goods, handbags and 
similar articles 

84 Clothing 

85 Footwear 

86 Scientific, control instruments, 
photo goods, clocks 

89 Miscellaneous manufactured articles 
n.e.s. 

Total of the above 

Imports in US cents 
per $1,000 of GDP Average percentage 

in all OECD !./ c ·1ange per annum 

_967 1975 1967-75 

20.97 129.21 25.52 

5.02 29.93 25.00 

12.09 84.17 27.45 

3.85 15.10 18.63 

73.60 242.32 16.06 

0.93 1.40 5.25 

2.27 5.40 11.44 

2.26 8.18 17.44 

38.89 143.61 11.7h 
4.77 23.02 21.74 

1. 71 12.65 28.42 

22.78 49.06 10.06 

241. 8~ 575.03 11.43 

Sources: Import values from !rade by Commodities, Series C, Import5, OECD, Paris. Imports 
by Canada and United States were increased by 8 ~er cent to adjust to c.i.f. value. 

GDP estimates from National Accounts of OECD Countries 19_7_6_,_ Ve"!.. I, OECD, 
Paris 1978. 
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Imports of Chemicals (Section 5) from develoning countries rose somevhat faster than 

i.!iiports of Section 6 products. But t>ro groups in the che·nicals 3ection were especially 

sluggish - dyeing, tanning and colouring materials and perfume materials, toilet aud cleansing 

preparations - and there was only one group - plastic materials - which shoved a dynamism 

comparable with some of the product groups in later sections. 

'nle most remarkable gains in this period vere made by product3 in Sections 7 and 8. Total 

imports of machinerJ and transport equipment (Section 7) :f'rom developing countries rose six­

fold in rele':.ion to GDP, from less than 21 cents per $1,000 of GDP to $1.29. .'he rate of 

growth var, rapid in all three two-digit product groups, but the most importar ~ gains were made 

in imports of radios, televisions and parts thereof (included in SITC 724) and therm.ionic 

valves and tubes and transistors (incl~ed in SITC 729). By 1975 office machines (SITC 714) 

were also an important category of :ill!ports from developing countries. 

In Section 8 the outstanding :iroduct group W'1S clothing, imports of which rose from 

39 cents p3r $1,000 of GDP in 1967 to $1.44 }n 1975. But rapid growth occurred in almost all 

two-digit groups of Section 8, especially in scientific and ~ontrol instruments, photographic 

goods and clocks, in footwear, and in travel goods, handbags and similar articles in addition 

to clothing. Total imports of Section 8 goods from developing countries increased more than 

threefcld in relation to GDP over the period. 

In spite of this surge of imports of manufactures from developing countries, tot&! 

imports of manuf'actures (on the definition em.ployed in Table 11) from developing countries in 

1975 were still worth only $5.75 per $1,000 of GDP in the importing OECD countries. This 

ratio had more than doubled over a period of eight years; but it vas still very small. For 

some specific goods, however, from developing count:o:ies had become of major importance in 

some impcrting countries. For example, in 1975 imports from developing coun~ries supplied 

55 per cent of the EEC domestic market for men's woven shirts, and 45 per cent of the markP~ 

for v.omen's blouses, while in the United States they supplied about half of the market for 

Wl1men' s sweaters, is.bout a quarter of the market for certain other items of cloth:i.ng, and about 

half the market for radios and monochrome television sets.!/ 

A cross-country comparison of the level of imports of manufactures from developing 

countries is made in Table 12. In each of the developed countries listed (vhich includes all 

OECD members with a per capita GDP in 1974 of $3,000 or more, except Iceland and 

New Zee.land) there was a significant increase in the ratio of imports of 'llanufactures from 

developing countries to GDP. The proportionate increase was smallest for the United Kinguom 

and Norw~ which started from exceptionally high ratios in 1967. But in most other markets 

the ratio doubled or more than doubled in this period. The rate of growth of the ratio was 

esr~~ially rapid in the United States and France, both of which started from a rather low 

figure in 1967. Even in 1975 the ratios for Finland and France were still very low, and the 

See H. B. Chenery and. D. B. Keesing, "The Changing Composition of Developing Cour.try 
Exports", World Development Report 1978 Background Paper , • ..,. 5, mimeo, World Bank, 1978, 
p. 41. 



Table~: Imports of Manufactures from Developing Countries by Selected Developed Countries 

per $1,000 of GDP in each Importing Country, 1967 and 19751} 

~rts 

1967 
..ill 

Australia 

Austria 2.57 
Pelgium-Luxembourg 3.89 
Canada 2.19 
Denmark 2.49 
Federal Republic of 

Germany 2.70 
Finland 

France J.15 
Japan 1.78 
Netherlands 3.36 
NorwayY 6. -~ 
Sveden 2.93 
Svitzerland 4.17 
United Kingdom 6.49 
United States 2.08 

b . 3/ Total a ove countries- 2.39 

Eer $1 2000 of GDP 

197'5 
.J!1 

1.10 

j.71 

6.54 

5.15 

5.03 

7.30 
:',26 

3.46 

4.45 

8.39 

9.75 

c>.15 

6.58 

8.46 

6,45 

5.91 

Average per­
centage change 

per annum 
1967-75 

10.5 

6.7 

11.3 

9.2 

13.2 

14.8 

12.1 

12.1 

4.2 

9.7 

5.9 

3.4 

15.2 

12.0 

Sources: Impor~ values from TradP bv Commodities, Series C, Import~, OECD, Paris. 

Data for Australia, Canada an~ United States vere increa~~u 

to adjust to c.i.f. value. 

GDP estimates from National Accounts of OECD lountries 1976, Vol, i, 

OECD, Paris 1978, p.132. 

!/ Manufactures are defined in this table as SITC Nos. 5+6+7+8+-68, 

Y A large proportion ~r Norvay's import~ of manufactures from developing ~ountries 
consists or a.:.umin11.1111 ~xides and hyrlroxides. 

lf Excluding Australia and Finland in 1967. 
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n..tio !or Ja~an waa lagging behind in comparison vith the ratios !or other industrialised 

countries. For this group or cotmtries as a vhol~, imports or manu.f'actures f'i- ,_ developing 

countries had reached. a level of nearly $6 per $1,000 or GDP in 197~. the average ratio 

ha~ more than doubled in elght years. 

If all countries in this group had allowed their 1975 imports of manufactures f'rom 

developing countries to rise to the same ratio to GDP as that obtaining in the Netherlands 

and United Kingdom. in that year (about $8.5 per $1,001) of GDP), imports of' this type by the 

group as a vhole in that year vould have been worth over t3~ billion, an increase of 

44 per cent. 



C:ik""?ER 6: SOME PO::..ICY IMPLICATIONS 

The !118.in concL1sion of this study is that, if the natural economic tendencies towards 

im;ernatfonal speci!!..lisation and ciivision of labour are allowed to continue, the pattern of 

trade in manufactures will mov~ ;n a direction favourable to the growth of exports of 

manufactures from developing countries.!/ More specifically, the projection of these 

tendencies to the year 2000 suggests that exports of manufactures from dev~loping countries 

coU:..d increase over this period at an average rate of 13 per cent per annum without causing 

insuperable difficulties to the industria.:! ised countries.!/ An expansion of exports of 

manufactures of this magnitude would help to stimulate. by both its direct and its indirect 

effects, a rapid expansion of manufacturing output in the deve:oping countries.Y 

But, if this encour8'1:ing prospect is to be realised, it will be necessary to ensure th1t 

the natural tendencies towards specialisation and trade are not inhibited, and even 

encouraged. This will require sustained efforts on the pE.rt of all countries and internationa. 

age.'.lcies. 

The first requirement is that developing countri ?s should cl1>:arly recognise the 

importance to them of maintaining an export-oriented ;trategy and, more speci ~ically, of 

developl.ng their capacity to export manufactures. Soue of the poorest countries are still 

near the beginning of this road; but the sooner the go.:.1 is accepted, the sooner results will 

follow. So;ne of the more advanced developing countries are still in the process of transition 

from a highly protected import-substitution strategy to an export-o~·iented strategy. These 

countries have the most to gain hy expediting this transition. 

A heavy r~sponsibility falls on the industrialised countries to cc-operate to the 

maximuin of their ability in maintaining a steady process of restructuri .. g the pattern of their 

trade relations with developing countries. Serious problems of internal adjustment, 

especially for the workers engaged in the labour-intensive lllhilufacturing industries, may be 

east:d to some ex.tent by measures of adjustment aJsistance. Structural ad,1ustments of th~ 

magnitudes involved will be facilitated if they proceed at a moderate speed ~d undPr orderly 

arrangements. lt will be in the best interests of the group of developing countries as a 

whole if some res~rictions are placPd on over-rapid inflows of imports of particular products 

from a few s~ppliers. 

The restructuring of manufacturing industry in the developed market econo~ countries 

will be more readily accepted by their workers and ~mployers if those countrie~ are able to 

maintain a high level of employment. One of the essential condi~ions for maintaining full 

1f The 13 per cent rate is an average of 15 per cent for Groun 1, 14 per cPnt for Group 2 and 
somewhat more than 8 per cent for those countries in Group 3 which are classified as 
developing countries. 

Y The (LUestion \rhether thil::l will be sufficient to achieve the Lima target is discussed in 
Annex 2. 



employment is a reduction in the rate of inflation. This requires concerted efforts by 

governments, employers ar.d trade unions in the developed market economy countries; but 

suppliers of important rav mater::.als, especiall.y petrol1.;um, can also help to keep eco:•omic 

progres~ on a steady path if they adopt a re::ponsible pricing policy. 

The mo~e developed among the centrally planned economy countries could provide a rapidly 

expanding market for exports of manufactures from developing countries. But this requires 

that tbe centrall.y planned economy countries should be willing to open their internal 

markets more videly to imports of labour-intensive products and processed primary product-; 

fl'OID the developing countries. Such a policy vould be in the economic interests of both 

groups of countries. 

Developing countries cl.ready engage in substantial volumes of trade in 118.Ilufactures vith 

one another; and this type of trade has been groving alli.os.t as rapidly as the exports of 

developing countries to other markets. There i& enormous ~cope for further development of 

intra-tra1.e in manufactures betveen developing countries, not only in labour-intensive goods 

but alsr, in resource-based goods, chemicals and 1118.Chinery. It is per1aps unfortunate that so 

much e.. "'lhasis vas placed at an earlier stage on the creation of regional tratiing blocs. 

~·:ience has shovn that such blocs are not very helpful to trade and many of them have 

ceased to have any practical :>ignificance. It vould be more useful if all developing 

countries vould strive tovards a lovering of tariffs and other barriers to trade vith one 

another, preferably on a MFN basis. 

Apart from their role in prcviding facilities for international discussion and 

negotiation, the international agencies can perfcI'lll a most important function in improving 

channels of information about all matters relevan·::; tc trade. More detailed and up-to-date 

statistics could be collected about exports of man·..ifacturec! good., from developing countries 

to each market, and about the degree of import pene~.ration already achieved. Developing 

countries C'Ould be given more information about prodact designs a.id manufacturing ·~echniques 

appropriate for exports and about methods of trading in each market. It would be useful to 

organise exhibitions in develo~~ng countries of the products whic~ are sold successfully in 

.ther markets, especially but not exclusively the produ,~ts supplie1 by other developine: 

~ountries. A valuable fon.l of technical assistsnce Vvuld be the es.tablishment of reference 

libraries in developing count.ies, where trade and technical jourr,als from all parts of the 

~orld could be freely consulted by potential exporters. 

With a view to giving more emph!lsis t.o the practical role of the United Nations ir. 

promoting vorld trade in manufactures along lines which will benefit all countries, but 

e pecially the developing countries, an app.,.upriate United Nations agency could be given 

responsibility for detailed monii;oring of (l) current developments in trade in manufactures, 

(2) changes in trade policy, (3) change3 in domestic policy relevant to trade (such as 

policies for export prnmotion and adjustment assistance) and (4) changes in product design or 

production technology v. ich might affect the ability 0f developing countries to compete 

suci:essfully in the supJ.ily of pa-:-tic·..ilar products. Relevant and up-to-date information on 

these and other matters could be published in a quarterly tulletin, designed for wi~P.spread 

disseiaination to government~ and interested firms in both developing and industrialised 

co•mtr ies. 
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.11.nnex 1 

Estimated Regression E,rutions 

1. Relation between change in c'lllufacturing output and ~han~ 

in exoorts of manufactures 

Q, the average annual percentage change 

~ the avel'."age annual percentage change 

estimated regre5sion equations are: 

(l} 

(2) 

~ = 3.167 0.297X 
(1.605)+(0.074) 

~ =(~:~~~)+(~:~~~~ 

in manufacturing outp·:t 

in manufacturing output 

r = o.686 

r = 0.719 

in the period 1967-72, 

in the period 1968-73, 

r is the correlation coefficient and the figure~ in parentheses are the es~i1~ted st-'llldard 

errors of the cor~esponding regression coefficients. 

2. Relation betwee~ L/M ratios and GDP per capita 

The data for these regressions, relating to the three groups of coWltries 2, 3 and 4, 

are given in Table 7. If Y denotes the logarithm of GDP per capita, L, the logaritiun of the 

L/M ratio for imports, and L? the logarithm of the L/M ratio for exports, the estimated re­

gression equations are: 

(1) 

(2) 

L = 0.562 0.275Y 1 (0.101)+(0.030) 

L = 2.773 0.336Y 2 (0.350)-(0.105) 

r = 0.994 

r = -0.955 

A::. before, r is the co1relction coefficient and the figures in parentheses are the estimated 

standard errors of the cor~esponding regression coefficients. 
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The Implication of the Trade Projectior for the 

Achievement of the Lima Target 
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The projection of exports cf M goods in Table 9 is given for each of four groups of 

~ountries, classified by their per capita GDP in 1974. But the Lima target relates to the share 

of developing countries in vorld manufacturing output in the year 2000. Hence, the first step 

in exploring the implications of the trade ~rejection for the achievement of the Lima target 

is tc derive from Table 9 a projection of export~ of M govds by developing countries. 

De'.•eloping countries compri::ie the vhole of Groups l and 2, part of Group 3, and the petroleum 

exporters listed in the footnote to the table. The partitioning of the projected exports of 

Group 3 can be done only approxirAtely, because the developing countries in this group are not 

representative of the vhole group. But, on reasonable assumptions, the average prcjected rate 

of grovth of exports of M goods by all developing countries vhich are members of Groups l, 2 

and - ... s about 13 per cent per annum. It is assumed oelow that. this rate can also be applied 

to the vhole range of developing countries, i.e. including the predominantly petroleum-exporting 

countries. 

According to regression equation (2) in section l of .Annex 1, a rate of growth of exports 

of M goods of 13 per cent (equivalent for the purpose of the equation to 15 per cent, ~o allov 

for the price increases operating during the period to vhich the equatio~ relates) i~ consistent, 
1/ on the average, vi th a rate of growth of manufacturing output of about 8 per cent.- But a 

somewha" h.i.gher rate is also p"Jssible. r'.:.r exampl ', a rate 'Jf 8.5 per cer.t or more ·ould occur 
. b b" . 0 3 . . . 2/ . with a pro a ility of . , i.e. vith nearly one chance in three.- Hence, with a moderate 

degree of optimism about the prospect~ for the grovth c. ~anufacturing output in developing 

countries, the rate of growth whicr. is cons~stent with a 13 per cent rate of growth of exports 

'lf M goods !:13.Y be assumed to be in the ra.'1ge of 8.0-8.5 per cent per annum. 

While the rate of growth of manufacturing output in developing countries is on~ important 

facto:- determining t"e prospect for achieving the Lima target, it is not the only factor. 

The .ima target is assumed to mean that 25 per cent of world value added in manufacturing in 

2000 will be produced in the countries whict are at present classified as developing cou.'1tries, 

witn the centrall:· planned economy countries of Ai;ia, of which the Peoples Republic o1 China 

is by far the most important, being excluded from both terms in the ratio. The share of the 

developing countries in this aggregate i~ 2ono will, therefore, depend on: (1) the respective 

shares of the developing countries (DC), the de•, eloped market economy count::-ies ( DfAEC) and the 

centrally planned economy countries of Europe tCPE) in their combined value actded in manufacturing 

in a base year, and (2) the average rates of gr'.)wth of ma.nufa~tu:-ing over the period from t.:e 

base year to 2000 in each of these groups of countries. 

!/ 3. Ii 62 x ( . 3 x 15 ) = 7 . 962 . 

'?_/ Cl.2 = 8.5 =:,with the intercept unchanged and X = 15, the coefficient 0n X rises to 
0.036 is 52 per cent of the estimated standard er:or of the coeffi,..ient. An increase of 
that amount or more can, on the us•..1al assumptions, occur with a probability of 0. 3. 
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Since the trade projections made in this paper start from the bBSe year 1974, the same 

year has been chosen as the base ~or proJe=ting changes in shares in maziufacturing output. 

Estimates of the respectiv,.. shares of the DC, the DMEC and the CPE in '.heir combined •ralue 

added in manufacturing in -974 are given in tre footnote to Table A.l. The same table also 

shows •h • effect on the DC share in 2000 of Yarious alternative combinatj ons (scenarios) of 

grovth rates of manufacturing output. 

It; has been suggested above that the most lik\?ly rate of growth of 1118Ilufact'..l.!"ing output 

in the DC is in the range of 8.0-8.5 P'!r cent per annum. But it is nov also necessa...ry to 

consider vh~t rates of grovth of manufacturing output vill obtain :'.n the other tvo groupf, of 

countries. For the purpose of the trade projection it vas assumed that in Gro ... 'tl 4, wt5.<'h 

coveis J110st of the DMEC, the average rate of grovth of GDP over the pe ... iod 1974-2JOO vould be 

3. 75 per cent :t:ter annum, while the average rate of grovt!-. of both imports and exports of 

M goods would be 5.5 per cent per annum. With .;he inclusion of additional DMEC.. fro.n Group 3, 

comprising Ir~land and the countries of Sout't.ern Ei.rope, the corresponding projected rates of 

g..·ovth for all DMEC should be slightly focrea.sed. With these assUJDptions, the most probable 

rate of gr~vth of manufacturing output in the DMEC seems to be in the region of 4.5 per cent 

per anniun, but vith -t;he possibility that it might be as small as 4.0 per cent p~r annum.Y 

It is more difficult to make similar estimates for the CPE. During the past one or tvo 

decades the average rate of b··ovth of manufacturir..g in these countries has exceeded 8 per cent; 

but there has been some sign of slackening in recent years and this trend vill probably 

continue. It seems unlikely, ho-ever, that the average rate over the period 1974-?000 vill 

fall belov 5.5-6.0 per cent. 

The implications of these projections of grc•.rth rates of manufacturing output for the 

three groups of countries for the achievement of the Lima target may be seen in Table A.l. 

If the DC grovth rate is only 8. 0 :ier cent and the DMEC and CPE rates are 4. 5 per cent and 

6.o per cent respect:.vely (scenaric 1), the DC share in 2000 vill be 16.4 per cent. A rise 

in the DC grow ·1 rate to 8. 5 per cent , vi thout any change in the other tvo grovth rates 

(scer.u-io 2), raises the DC share in 2000 to 18.2 per cent. If the DC grovth rate is at the 

top of its expected range (8.5 per cent) and the other two groups of countries are at the 

bottom of their expected ranges (4.0 per cent for the ~C and 5.5 per cent for the CPE), 

the DC share in 2000 vill be 20.1 per cent. Our assUlllptions suggest that scenario 4 is the 

scem .. ,.io which combir.es realism vith a reasonable degree of op<;imism. Only if the DC grovth 

rate were tCJ rise to 9 5 per cent (scenario 7) vould t~Lc Lima target be close to being 

achieved. But such a rate of grovth, sustained over a qu~"."ter of a century, seems distinctly 

i111Iirobable. 

!f It isnnot appropriate to employ regression (2) of section 1 in Annexe 1 for making 
this estimate, since the regression was based on data for countries in Groups 1, 2 
ar.d 3, most of which are developing countries. The relation between cr~vth of 
exports of manufactures and gr<'vth of output. of manufacturing in the DMEC over the 
past two decades has consistP.ntly shown that the former rate tends to exceed the 
latter, whi1.e the rate of growth of manufacturing output "lormally exceeds the rate 
of ,7-I'ovth of GDP, even if only by a small and diminishing margin. 
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Table A.l. Alternative estimates of shares in manufact~r~value added in 2ooo±-i 

Annual Eercent!!:fje rates of Percent~e 

~vth of manufacturiE!_ shares of 
outEut 1 127~-2000 DC in 

DC IJ.!EC C'E 2000 

Scenario l 8.0 4.5 6.0 16.4 

Scenario 2 8.5 4.5 6.o 18.2 

Scenario 3 8.5 4.0 6.0 19.4 

Scenario 4 8.5 4.o 5.5 20.1 

Sc.enario 5 9.0 4.5 5.5 20.6 

Scenario 6 9.0 4.o 5.5 22.1 

Scenario 7 9.5 4.0 5.5 24.2 

Scenario 8 9.5 4.G 5.0 24.9 

!J 1974 shares in manufacturing value added ar~ assumed to be r.s follows: 

DC 8.5 Per cent 

i:MEC 68.7 Per cent 

CPE 22.8 Per cent 

These shares are derived from the LIDO estimate of the DC share in 197) of 9 per cent 
and the UNC'l'AD estimate of the C"rE share in 1975 of 25. 3 per cent. See "Uh IDO World 
Industry Co-operation Model: The LIDO Scenario Generetior. Model", p. 10 and 
UNCTAD, "The dimensions of the required restructuring of world manufacturing 
output and tre.de in order to reach the Lima target", TD/185/Svpp. 1, ~Table 1. 
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~C=!tA-·_r_r_u-__ l_: __ r_~_"_r:_GDUCTICi: 

There can be little doubt t.hat unrestricted multilateral trade reinforces the 

direction of international trade flows in their vrr~ent form, and makes it difficult to 

attain the objective of South/South trade. On the other hand, regional economic inte­

gration among developin~ countries in its various forms - whether free trade areas, customs 

unions or comm:>n markets - has a considerable potential for promoting trade between 

developing countries (DCs). ~owever, attempts at such integration in the developing 

world have had very little s,'. ~ess so far. The failures can be attributed largely to 

national interest co~flicts which arise at econclric and political levels. In this context, 

b:lateral trade arrangements are, at first sight, a promising 'llternative: restrictions 

o •. trad~ with partners can be relaxed or removed selectively while, at the suie time, the 

opportunities of multilateral trade with the rest of the world, on an independent national 

basis, can be retain~d. Thus bilateralism deserves careful consideration as a policy option. 

The following discussion i~ divided into three sections: the first is devoted to an 

analysis of the issues at a general, or theoretical, level; the second ex&ll'ines the 

recent experience of bilateral trade between the centrally planned economies of Eas~ern 

Europe and the USSR on the one hand and DCs on the other; .,nd, in the 1_ight of th:.:.s 

experience, the third section explores the possibilities of pro~ting trade between 

developing countries on a bilateral basis. 
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CHAPTEP. 2: THE ANALYTICAL ISSUES 

Little attention has been pa.;1 to bilateral agree~ents in the theory or international 

trade. Bilateralism is gene_-ally subsumed in the set or non-optimal trade policies 

that diverge rrom free trade. However, under certain conditions, even orthodox economic 

theory allovs for bilateral trade arrangements. The first exception relates to a 

situation where import restrictiona are videly practised: the hypothesis is that a 

country which applies import restri-:tions on a non-discriminatory basis could improve 

its welfare through bilateral trade adjustments. Although, in such analysis, multilateral 

free trade is the optimum policy, if, for some reason, the import restrictions cannot 

be dispense~ •ith, bilateralism does provide a second-best solution. It has been shovn 

that a bilateral trade adjustment would bring about an improvement in economic welfare 

it the prices of co11D110ditieos so traded are higher in the iir..i,:;vrting country as compared 

vi th the exporting country, i.e. before the introduction of bilateral trade import 

restrictions are used in both countries.!/ These conditions, it is worth noting, are 

ot'ten prevalent particularly among DCs. The second exception relates to a situation 

where a countr:1 has monopoly power in one of its exports: then, if the price elasticities 

of demand differ as between markets, it can benefit by charging discriminatory prices -

as indeed any monopolist would to maximise profits. Bilateral trade agreements can be 

employed to divide the export market into two segments so that a higher price is charged 

vhere the elasticity of demand is relatively lov and vice-versa, provided, of course, that 

the favoured market cannot re-export the goods to the discriminated market.Y Needless 

to add, such conditions, w:·t:re a single DC can exercise monopoly power, are somewhat rare. 

Apart f; 'lm these tV(\ special cases, orthodox economies would suggest that. mult'.latera: 

trade : s always superior to bilateral arrangements. '1"11e rationale is straightforward. 

Multilateralism enables countries to buy their imports from the cheapest possible source 

and sell their exports at the highe~t possible pri:?. In theory, the logic of the 

proposition is impeccable. In practice, however, multilateral trade in the open world 

market is not a feasible option for many Des, or even socialist countries, whose economies 

are characterised by a significar.~ shortage of convertible foreign exchange. If these 

countries adhere to the principle of multilatera.lism, beyond a point, they would simply 

not be able ~o avail of the opportunities in international trade. Under these circum­

stances, vhen the option might be no further t~ade, bilatera.lism would c~rtainly enhance 

the possibilities of trade. In the context of ind..istrialisation there is anotlier point 

worth noting. Even ir bilateral trade is inefficient at the time, or in the short run, 

it might well be efficient in the long run if we all~~ ror intertempor~ considerations 

such as those implicit in tt.e familiar infant industr:'- arguments. 

'!f Ct. J.M. Fleming, "On Making the Best of Balance of PaymP.nts Restrictions on Imports", 
in Essays in International Economics, London, 1971. 

Y For a detailed analysis, see R.E. Caves, "The Economics of Reciprocity: Theory and 
and Evidence on Bilateral Trading Arrangemerts", in w. Sellekaerts ed. International 
Trade and Finance, London, 1974. 
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It must ~e stressea that an txpansion of trade per se does not ensure that the 

p,ains from bilateral trade are a f~rego~e conclusion. At'ter all, it is perfectly 

!'OSsible that a part of the increase in exports to bilateral agreement markets is illusory, 

in as r.ruch as it respresents a diversion of exportable coalll!!Odities from other traditional 

markets)/ Alternatively, the prices :-eceived for exoorts may not be favourable. Even 

if they are, the real benefit o~ bileteral trade would also depend upon the choice of 

imports offered by partner countries and the i~port prices char~ed. In principle, 

therefore, an evaluation of the gains from trade must be b~ed on some assessment of: 

(i) the net i~crease in exports, (ii) the composition of imports, and (iii) the terms of 

trade obtained. 

Such an evaluation is, obvious:..y, essential but it is important to go beyond 

conventional econoMic analysis. In doing so we shall emphasise the possible advantap;es 

of bilateralism, for its disadvantages (mentioned above) have been discussed at length 

in the literature. Consider, for instance, the f~llowing features of bilateral trade 

which might make it an attractive option in terms of policy. 

(a) First, bilaterel trade on a selective basis with some countries might improve 

the terms of trade with the rest of the world. The point is best ex;ilained through an 

example. Suppose a develo!ling country exports a primary co111110dity and is an important 

supplier in the world market. Let us also ass.1111e that there are no close substitutes, 

that the short-ten!! supply elasticities in competing count.ries are low and that the 

demand is p1ice inelastic. Incidentally, these conditions are quite common in the world 

market for some commodities. Now, if partner countries buy a significant proportion of 

the DCs exportable output of the col!llllOdity, their entry into the l'!arket might push up 

prices and thereby improve the te'l"l'IS of trade for the exnorter.£/ 

(c) Second, bilateral trade ~ight create greater export ~tability. Fluctuations 

in the level of prices and of demand are a common feature of world cornmodi~y market1. 

Developing countries dependent on the export of one or a few commodities are therefore 

particularly vulnerable. The reliance on a small number of traditional metropolitan 

markets, dictated by historical factors, often compounds difficulties. In such cases, 

bilateral economie relations with other DCs, or the socialist bloc, would r,ive rise to 

'!./ There are two reasons why thi~ might happen. F'irst, i.f supnly con~itions are such 
that domestic production cannot be stepped up to meet all increase~ in de~1111d, 
it is possible that a country meets part of its commitment un~er hi.ateral agree­
ments by diverting exports from convertihle currency markets to the n~ tradinp: 
partners. ~econd, if pa~-tner countries are very short of foreign exclange, they 
mir,ht re-export these goods to the rest of tr.e world simply to earn convertible 
currencies. 

'?_/ Alternatively, the opening up or bilateral trade mi~ht prevent the terms of trade 
from worsening as l'"Uch as 'vhey o~.herwiRe woul~. '!'his is a weaker version of the 
s11.111e proposition. 



I signiricant benerits net only because they orrer the possibility or ~ong-term contractual 

~eements but also because they provide additional markets. 

(c) Third, bilateral trade agreements might eliminate, or significantly reduce 

the risk and uncertsin~y or convertible currency markets in the North. In fact, partner 

col.Ultries might provide alternative markets for manuf&ctured exports from DCs vithout 

the llllCertainty, the sales efforts and the advertising expenses vhich vould be \Dlavoidable 

in convertible currency markets. This potential. benefit is particularly crucial. in the 

case or non-traditional. manufactured exports vherein product di.ffer,_ntiation, branti 

names and selling costs are an all important part or any si.:ccesst'ul export effort. 

(-i) Fourth, given the extreme shortage or foreign exchange in most Des, the 

introduction or bilatera.1.iSJll might add to import capacity and, at the same time, 

l.Uldervrite an expansion in exports. This is particularly siviificant in viev of the 

problems raced by developing co\Dltries attempting to promote export grovth. rr there 

are widerutilised production capacities in the South, the emergenc.: or additional. markets 

vould be particularly welcome and bilateral. trade might provide a "vent for surplus". 
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CHAP'I'F.P 3: THE EAST /SOUTI. F.XPEF.IEiiCE 

In recent y~ars, eco~omic relations brtveen the Furonean socialist countries and the 

developing vo~ld have: beco~ quite strong. A significant proportion of these ties has 

been developed since the l~te 1950s, vhen severt'.l nevly indepPndent nations emerged from 

the colonial era ~n Asia and Africa. Availab~e evidence suggests that the relatio~ship 

betveen the tvo groups of ~untries strengthened consideT"&bly in subsequent years. There 

was, for instance, a -phenomenal exp1snsion in trade between the centrally planned economies 

of USSR &:Id Eastern Europe on the one hand and the developing market economies on the 

oth~r.!/ It is vorth noting, hovever, that trade as well as other economic ties were 

directed towards a limited number of DCs. This is hardly surprising p:iven the fact that 

the remarkable growth in economic co-operation betveen the Eas~ end the South has taken 

place lPrgely in a framevork of bilateral agreements. Economic aid, development credits, 

technology transfer and trade are all inccrporated into long-tenn agreements negotiated 

with individual govemments. In fact, tilateralism is an integral part of the overall 

system of economic relations betwe~n coJl'll'lnUlist countries and the less developed vorld. 

Although this framevor-k is somevhat different from the usual lm)dus ope-Cllldi of international 

trade and connerce, it is to be expected that socialist econo~ies vould want to plan 

their economic relations with the rest of the vorld as a part of the process of planned 

production. 

Tt.e principal features rif such arrangements in the past (and to some extent even 

now) betveen the East and the South v~re as follows: (i) The agreements specified 

the objective~ ot economic co-o~eration for b0th pa..-tners and attempted to set out planned 

needs as accurately as possibl~; (ii) Trade balances outstanding at the end of each 

period were settled in exports and imports of mutually ap:reed products or in inconvertible 

currency; (iii) Aid as well as debt repayments were automatically converted into trade 

flows; credits extended to DCs, for instance, could be repaid in inconvertible domestic 

currency, traditional exports or the output of aid-financed projects; (iv) As far 

as possible, all transactions were carried out in terms of world prices, except that 

bilat~ral agreements sought to eliminate short-term fluctuations. This is a typical but 

by no me.\lls universal example. In a fev cases, trade, alonp, with other transactions was 

con&ucted in terms of hard convertible currencies. In that case, trade between the F.ast 

and the South was no different from the usual international exchange of commot\ities 

between the North and the South. Special advantages, or disadvantages, arose only if the 

relationship had a bilateral character. 

Obviously, it is difficult to generali~e about the exp~rience of East/South trade. 

Existing research on the subject does, however, show that trade between the Council for 

Mutual Economic Assistance (CMF~) countries and DCs, carried out in ~ framework of 

1f From 1952 until 1976, the turnover of tr1de virtually doubled every four years; 
cf. tm Yearbook of International Trade Statistics, several issues. 

- __ , 
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i-i.L'ltf>r:tl isr., lect to r.utual t-ene!"its f"or hot~ sets of nartners.~ Fc-r tte ~outh, the 

socil'llist countries rrovided velco~e nev m~rkets for a larr.e num~er o~ traditional coll:lllOdity 

exr>0rts fr..~m the ~ird World vr.ich fac~d near saturated markets and rather !ov incor.e 

elasticities of demand in the netropolitRII countries. At the sAl!le time, an overvr.elmine 

nror>0rtion of PC irnriorts fro:"'.'! the soci.lll.ist bloc vere constitutec1 by carital i:oods ant: 
. d. d 21 h. h . - , t t'" . . d t . - , . t . d inten!!e iate pro ucts~- v ic vere essentia..L o 1.e1r in us ri ..... isa ion programmes an 

net lov priority goods vhich they vere forced to imnort. And, as far as the DCs vere 

concerned, the terms of trade offered by the Fast vere sometimes better and, at ,._Tty rate, 

no vorse than those offered by the rest of the vorld • .1' For the F.ast, tra~e vith the 

South offered an opportunity to inport goods vhich vere either too expen~ive to rroduc~ 

at home or could not he produced at all. trnder bilateral arranp;ements, such imports vere 

financed through eJC!lOrts so that there vas no need to part vith scarce convertible 

currencies. 'I'hus the socialist countries sold nachinery and other ~.anur~ctured eoods 

in exchanFe for pril'l8.ry products and industrial raw materials • .!!/ 0f course, such traditional 

patterns of trade neither transfonned the structure of production ir. the South nor made 

for a nev international division of labour. Admittedly, patte1ns or production and trade 

in the DCs vhich have evolved over a long period of ~ime could not have been changed 

overniFht. Hovever, the diversificat•on in the pattern of East/S~uth trade, vith tne 

r>()ssible exceptions of India and F.gypt, vas not very sicnific,nt. In the long run. such 

diversification is imperative for industritU.1sation in the Third World. 

An analysis of F.ast/South trade raises several interesting debatable issues, but it 

vould dip,ress too much to discuss th~se issues here. More important, at least for the 

future, are the tvo principal lessons to emerRe from the experience. 

First, in situations vhere the scarcity of forei1m exchanp:e is a constraint on 

international. trade, bilateralisrn makes r>()ssible a much hiF,her turnover of trade. 

Hultilateral trade mip,ht, in nrinciple, be superior but, during the period 19(.o-1r75, 

it vas not an option available to the CMFJI. countries nor w11.s it 11. feasirle orition for 

l_./ For a detailed discussion of the issues, as also evidence from different countries, 
see D. Nayyar ed. Economic Pelations Retveen Socialist Countries and the 'l'hird World, 
London, 1977. 

?./ An examination of international trade statistics reveals that mr.chinery 11.nd transport 
equipment account for nearly half the DC imports from the social.ist vorld, vhile 
intennediate p,oods snch as base metals, chemicals, fertilisers and petroleUltl products 
constitute a very larp,e pronortion of the remninder. 

lf F.mpirical evidence apart, if one thinks about thls stat,ment, it stand5 to re11.son. 
Arter all, socialist bloc trade vith res is carried out on a commerdnl hasis. 
State tradinp: corporationn from F.l\stern F.uro'!"f:! llnd the !Jfif.P conduct trl\n5actions 
vi th locsl finns and trsders in the 'T'hird 1.forld: there i!! no re11.son vhy individual 
exporters should sell ror less than prices obt1dnable elsevhere or individual importers 
should psy more than the p,oinp, nrice. On bll..lance, nvaill\hle evidence nrcvides 
conrinnstion: see D. Nayyar op. cit. 

~I Until ns late as 1Q76, 7Fl per cent of" F'.11st F.uronean and ur.m~ exports to nr.s were 
constituted by manufsctured poods, vhereas primary products and rav materials 
accounted for 88 per cent or 'T'hird World export!! to the socinlist bloc; calculnted 
rrom the Unitec! ~stions Monthly 11ulletin or Statistics, .Tune 197Fl, 'l'ahle F'. 
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many res. Althoup:h one Cdllnot be certain, it is extreme:y wilikely tha~ socialist 

cowitries vould have incr~ased their trade vith the develoring vorJd to the extent they 

did, in the absence of s~ecial pa}'l!lents arran~ements vhich eliminated the use or con­

vertible currtcncies i~ trade. For Des too, vithout bilateralism the socialist cowi,ries 

mip;ht not have emerP"ed as an alternative source of technology, imports or finance and 

RS an alternative outlet for their traditional exports. 

Second, complementarities of demand betveen the tvo sets of cowitries vere 

rwtd8J!lental to the exnansion in tra"!... To be m>re specific, the income elasticities 

of del!l8lld for imports fro!'! one another vere rather high. In the F..ast, the relative 

isolation from the vorld economy and the prevalent level of consumption ~eant that the 

income elasticities of demand for primary commodities eX!'Orted by DCs vere high: a sharp 

contrast vith the nellr saturated markets in the North. At the slll!le time, in the South, 

the needs of industrialisation meant that the income e~asticities of dema1d for inter­

mediate and cnpital ~~ds exported by the centrally planned economies of Easterr. Europe 

vere high. During the 1960s, therefore, trade ex~ansion vas ~ndeed remarkable; the 

P,TOvth began to ta~er off in the mid-1970s and a threshold vas reached vhen these 

existinr comnlementarities were exhausted • 
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CHA~ I.: '!'HE ~Ot"!'H/SOt"!'H POSSIBILITIES 

~reements on ~rade betveen countries are not unicue to F.ast/South trade. I~ the 

rast, develoninp; countries have neirotiated trade llgl"P.eMents vith other l!:B..l"ket economies, 

particularly the less d~veloped ones. Hovever, most of them are no more than a ~esture 

of nolitical ~dvill and econo:nic co-o~retio~ h_~veen the sip;natories. ~ithotlP'h a list 

of tradable co~dities is generally incorporated into the ~eements, nothing is specified 

and the nattern and volume of trade are determin~d by the usual consider"ltions of 

international co1111Jerce. On the other hand, a genuine shift to bilateralism in trade re­

'!Uires an element of reciprocity, an attemnt to plan the volume or e·~el" the composition 

of trade• and, if n(.cessary, the use of special nayments arrangements vhich use incon­

v~rtible accounting currencies. For bilater.U.ism to be a viable policy option, hcvever, 

this reciprocity should be flexible. In other vords, each country l!!Ust retain the free~om 

to dete:n!tine the extent, the direction and 1 .e c.>mpcsition of its multilateral trade. 

Thus it neecis to be stressed that the ar~ent for bilateral arrangements is not inten~ed 

to exclude the usu.tl. multilateral trade on the nart of DCs. As an additional ~~ch~ism, 

hovever, bilat~ra.lism might enable developing countries to overcome some of t .1e limits and 

obstacles to South/South trade discuss:~d earlier. As a oolicy instn.mient, it mi,,;ht be 

superior to regional integration f'or tlo:o reasons. First, the potential for trade among 

DCs miF,ht transcend regions, and trade betveen regions or continents Might be essential 

if this potential is to be realised. Second, th~ conflicts of national interest and the 

differences vhich arise over the distribution of gains from trade in a fr1U11cvork of 

re~ional integration vould be less acute in bilateral arranF,eMents hetveen individual 

countries, simply because the reciprocity is flexible. 

What, then. are the possibilities of increasing trade hetveen developing countries 

through bilateralism? The lessons from the F.ast/South experience are obviously crucia.l 

to any serious consideration of the South/South possibilities. To the extent that 

economies of the DCs are plagued by shortages of foreign exchange, bilateral arr&ngement;s 

vould increase their ability to avail of internationa.l trade opportunities and, almost 

ce~ainly, increase the volume of trade betveen them. What is l!IOre, at present, the 

levels of South/South trade are very lov indeed - a situation similar tc F.ast/South trade 

circa 1960 - so that the potential for trade, on account of complementarities in demand, 

is probably substantial. The argument needs elaboration. Let us consider primary 

co111110dities and manufactured goods separately; vithin the former it mi~ht be vorth 

distinguishing betveen food and beverages on the one hand and rav materials on the other. 

(a) Food and beverages are an imr..:>rtant constituent or Third World exports, vhich 

have thus far been sold largely in the North. But the markets in metropolitan countries 

are close to saturation, and imports or these cormnodities by the North are unlikely to 

increase any faster than population growth vhich, in turn, is insignificant. In contrast, 

the income elasticities of demand, for commodities such as tea, coffee and cocoa, in the 

f..outh are very high; much higher than in the East two decades ago. Given the rather lov 

levels of consumption the market potential is enormous. Even if there was no increase in 

per capita consumption in the South, the relatively high rates or popul~tion growth would 

ensure rapidly expanding markets for such exports from DCs. 



(r) ~·any ra.'11 materials, N1.rticul11.rly t!':ose origine.tinp: in the ap:ric.tlturtl sector, 

11.lso race unfavourable demand nrospects in the :lor;;h because th,. de•elopment of synthet'-:: 

$Ubstitutes 1U1d other technoloP,ica.l chanr,es economise on t~e use of these inputs. In 

such cases, bilateral trade among DCs aiP,ht help nev demands 1!111.terialise, as it did in 

~Ast/South trade. But tr.ere a-e other rav aateri!!.ls sue~ as minerals and fuel~ vhich 

benefit from booming w0rld markets. In both cases, hovever, the rav materjals a.re 

essenti.il foi· industrialisation in the Third World. To a significant extent, the exports 

of these commooities originate in the South. For the importing DCs it vould be far 

better to ~urchase ~hese directly froc so•..u-~~ on a bilateral basis, rather than through 

markets or firms in the :iorth, as it v".>uld eliminate profits of intermediaries. The 

exportinp, DCs vould also benefit if it enables them to establish processing industries 

and increase value-added before export. Bilateralism, if it can be used to ci:;:-cumvent 

tradiLonal channels of international trade, vould not only facilitate South/South trade 

but also promote indust~ialisation. 

(c) Manufactured p;oods still account for a relatively small proportion of total 

exports from DCs. I. has been particularly difficult to enter markets in the North -

except vhere the access is provided by transnational corporations - for the simple reason 

that, in such goods, product differentiation, brand n8J'les and quality are rather important, 

and exporting involves marketinr. elqlenses in the form of advertising costs, export 

credits and a~er-sales service. At first sip,ht, it appears that bilateral arrangements 

vith other DCs vculd promote manufactured exports if they reduce such uncertainty, risk 

and marketing expenses. ~o an extent, the E!!.!':t/South experience points in this direction, 

but it also hip,hlip,hts the difficulties: after all, the diversification in the pattern of 

that trade dicl not proceed very far. The problems vith South/South trade in manufactures 

are likely to be more acute for, in the tarly stap,es, industrialisation might be competitive 

r~ther than complementary - at l~ast in the perception of individual countries. Policy­

makers !!IUSt therefore search for complementarities P.cross countries in the process of 

industrialisation. The rece11t bilateral trade agreements betveen a fev OPEC countries 

and the more industrialised DCs (e.g. Iran and India), vhich stipulate an exchange of 

petroleum products for other manufactu:;:e-d goods and contemr.late joint industrial ventures, 

focus on these possibilities. At the mc:ment, such examples are ff!W and far betveen. 

But if complementarities can be identified, bilateralism vould assist in surmounting the 

inntitutional obstacles to South/South trad~ in manufactures. 

The preceding discussion has been devoted almost entirely to an analysis of bilateralism 

as a policy option, concentratinp, attention on its possible merits, on the presumption 

that its implementation would pose no serious problems. That assumption is not entirely 

correct for tvo reasons. First, in market economies the ability of governments to D10uld 

the direction of trade in accord11.nce with their priorities is somf!What limited, as it is 

individuals or firms vho trade IUld their decisions are determin~d by market forces rather 

than by nlanning authorities. Second, notvithstan~ing the principle of flexible reciprocity, 

some l'llllOunt of planned economic inte,,ration is implicit in bilateralism, and this voU:.d 

nose problems. In the lon,, run, a relaxation or restrictions on trade vis-~-vis 
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partners requires an adjustment of markf't.$ and an alignment of produc-• ~ve capacities; 

governments might not be able to achieve this in market economies. The reallocation of 

resources and a r.:structuring or production also impo,..es economic costs on certain groups 

in any country, in terms of income and employment foregone, so that governments might 

not be villing·to· iaplement the nec-essai-y policies. . . .... 

_""'I 
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c.~APTER l : INTRuDUCTIO! 

In recent years. there baa been intensiYe discussion about the possibilities of a 

nev international econOllic order. vhich bas gi nn rise to a number of prescriptions. 

Among other things. economists and policymakers haTe placed considerable emphasis on 

South-South trade, not only as a means of reshaping the division of labour between 

nation11, b-:it also as part of an industrialisation stratev. ! priori. the case for an 

expansion of trade between countries in the undercleTelc~d vorld is attracti~. Tbe 

notion of collectiYe self-reliance has an obvious political appeal insofar as it vould 

reduce the age-old dependence on the rich countries. and impro"Ye the bargaining power 

of the South vis-i-ris the llorth. The complete rationale, hove"Yer, is more posithe. 

:Economic co-operation between de"YelopiDg nations, particularly in the sphere of trade, 

should enable these countries to realise econollics of scale, o"Yerccme the limitations 

of domestic market size, exploit complementary resources tbrou.;h regional. specialisation, 

reduce the exposure to risks or cyclical fluctuations, and, i~ the lonr, run, r~~ter 

indigenous technological deYelopment. There c&D be little doubt that such potential 

benefits are in the real.a of possibility but, in practice. any plans to extend South­

South trade vould face a number of difficulties. For the purpose o!" analysis, it vould 

be useful to distinguish l:>etveen the economic limits, the institutional obstacles and 

the policy problem. Consider each in turn. 
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CHAPI'ER 2: LIMITS TO SOUTH-SOUTH TPADE 

2.1 Economic Limits 

The present levels of South-South trade are very lov indeed. An overvhel.D!inp: 

o•~portion of international trade in thE vorld economy is either trade vithin the 

industrialised vorld, or trade betveen rich countries on the one hand and poor comitries 

on the other. For instance, in 1977, North-,orth trade constituted 46 ~er cent of 

vorld exports, North-South trade accounted for 34 per cent, vhile South-South trade vas 

responsible for a mere 6 per cer:~ .• '1:_/ Starting from such a small base, it i!" obviously 

possible to expanci trade betveen develC'pin~ countries, but there are limits to the 

process. 

In the first place, a very large proportion of purchasing rover in the vorld 

economy is still located in the industrialised n~tions. Durin~ the mid-1970s, the 

high-income ~ountries vith 27.5 oer cent of the population han as much as 80.7 per cent 

of the income in the vorld, vh~reas lov-income countries vith 57.7 per cent of the 

population had only 9. 7 per cent of the incOI·e.~_I This distribution of incomf' 
betveen countries is reflected in intern~tional trade flovs the direction of vhich has 

changed littl~ in the past tvo decades. Even as late as 1977, tvo-third of vorld 

exports vere sold in the North compared to less than one-fourth in the South. Th" 

concentration on markets in the North is somevhat greater if ve exclude the centrally 

planned econcmies, and consider exports from the North or the South separately: s~e 

Table 1. The recently ac~uired affluence of the OPEC nations, and the rapid indust-

rialisation i~ some other developing countries during the past ten years, have probably 

enlarged the scope for South-South trade but the fundamental inccme constraint on its 

expansi_n remains.1/ 

TABLE 1: THE DIRECTION OF WORLD EXPORTS: 1971 

(in pe,.centages) 

Exports from to the 
NOR'l'H 

World 67.1 
North 70.9 
South 71.8 
East 27.R 

to the 
s~trrH 

22.7 
23. 7 
22.2 
17.5 

to the 
EAST 

------------
9.2 
4.7 
1.7 

54.3 
-----------------·-- -·-----------------
Source: United Nations, Monthly Bulletin of Statistics, June 1978 

Tht percentages have been computed. The rovs do not add up to 100 

because the categories florth, South and East are no .. , exhaustive. 

!/ Calcn.lated from the UN Monthly Bulletin of Statistics, June 1978, p.xx. 

?../ See World Bank Atlas, 1977; high-income countries are rlefined as those vith a per 
capita income greater than i2000 and lov-income countries as those vith a per 
capita income less than ~500. Middle-income countries, with a per capita income 
in the range of ~500-~1999, accounted for the rest or the world's µopulation Md 
income. 

1/ There is only so much - and no more - oil, copper, bauxite and iron ore, or tea, 
coffee and cocoa, or, for that matter, simple manufactures that developin~ countries 
can sell t~ one another, given the total size o: their ::iarke~s. 



A second economic limit to South-South trade is the unequal distribution of income 
..a_ ... _., __ .; __ --··-•-.; .... .... ""''- • ._ .. ....,Ll' .. ,,e ... - .................. _... 

tut ion of purchasing nover and the consequent pattern of exuenditure determine the 

structure of production and trade. To be more specific, income inequalities in deve-

loping countries give rise to consumption patterns that can be satisfied only vith 

ir.ports of products and te~hnologies from the industrialised countries. The point is 

easily established in the context of luxury goods or differentiated nroducts meant for 

final conswnption. Hovever, even if conswner goods are not directly imported the 

demand patterns and preferences of the rich in DCs necessitate imports of manufa~-

tured inputs or equipment froll! the North, .·ather than the South. Similarly, exports, 

vhether primary commodities or manufactured goods, find limited mark•_ts in the South, 

vhere the majority of the people purchase nothin~ but the bare necessities, so much so 

that their consumption frontier 5eldom extends beyond food. 

'!'he third economic factor vhich might constrain the ~rovth in South-South trade, 

ironically enough, is the development needs of poor countries themselves. The emphasis 

varies but industrialisation is a major goal of development planning in most DCs. 

And, in the early stages, any strategy of industrialisation generates a demand for rav 

materials, intermediate inputs and cap~tal goods. 'While most rav materials can be 
procU!"ed in the developing vorld, vhich should be conducive to South-South trade, the 

ability of the South to meet its ovn demand for intermediate and capital p;oods is ratr.er 

limited. It is not as if produr.tion abilities or capacities are non-existent. Many 

developing countries manufacture intermediat-.e or ~apital goods; a fev such as Brazil and 
. 1 I 

India even export them, but it is important to place the magnitudes in perspective.-

':/ In a ~lobal context, exportable surpluses of intermediate or capital p;oods in the 
South fall far short of the demand for such p;oods in the South. However, even 
the existing export c~pacities are often un~er-utilised because manufacturers 
from DCs find i~ difficult to compete in the vorld market, vith producers from 
the No1th, in terms of both price and quality. 



The existing pattern of trade in the world economy is neither an entirely natural 

development nor an accident. It is very much the outcane of c~ncrete historical. 

forces. The international division of labour between metropolitan and peripheral. 

countries took shape in the colonial era vhen the world economy was dominated by imperia-

list powers. Trade and nag were inextricably Enked together. Transport networks 

and port fr..cilities in the colonies were established for the export of primary co11110-

dities or raw materials and for the import of manufactured goods. At the same time, 

shipping lines, insurance services and market communications were developed al!DOst 

entirely to channel such trade between colonies and their metropolitan powers. "nle 

direction of trade flows was thus determined by the straitjacket of de Jure or de facto 

colonial relationships. 

Over a long period of time, these historical. factors have cor.ae to be embedded in 

the system of international trade and conmerce, and now constitute institutional. 

obstacles in the Path of exnandin« tr11.dP. ~P.tVPPn nr~. In the contemporary world, facili­

ties for transport, shipping, in~urance and banking as well as channels for con111unica­

tion and marketing remain oriented towards trade between the North and the South, and, 

of course, within the North. No comparable infrastructure exists for South-South 

trade. It is fai· easier for the continents of Asia, Africa and Latin America to trade 

with Western Europe or North America rather than with one another. Thus it is not 

surprising that there is hardly any international exchange of conanodities between Latin 

America and Asia though there is a considerable potential. The limited South-South 

trade that does take place is mostly confined to regions and is not inter-continental.. 

Even within continents, however, channels for trade are far from smooth. To cite an 

example: countries in north or vest Africa find it simpler to buy ZllDlbian copper at 

the London Metal Exchange, and Kenyan tea at the London tea auctions, rather than 

directly from source. Instances of this sort abound. The further development of 

economic ties between countries in the South obviously requi~es the infra-structure 
for trade which, in turn, needs substantial investment and extensive co-ordination. 

It is worth pointing to a second instit11tional factor which also has historical. 

origins: developing countries do not participate in international. trade as completely 

independent buyers or sellers, because transnational. corporations are responsible for a 

significant proportion of their trade. To some extent, of course, foreign capital has 

alv11.ys been an important factor underlying the trade flows of DCs. For instance, 

foreign companies play a dominant role in the export of primary commodities. pe.rticulvl.J 
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i::. t.?:c~e tJri~!!l!lti"! from aines. plantations or cub-crop agriculture.!/ Thia is no 

doubt the result or •.iatorical forces, and nry auch a legacy or the colonial era vbich 

bu persisted in post-independence years. 'l'be pa.at tvo decades, h<nn!nr, han witnessed 

an inereuing incidence of prin.te foreign innatment in tbe manufacturing sector or DCs. 

To begin vitb, such innatment vas concentrated in import substitution but, in recent 

years, manufacturing for export bu emerged u ar i.-portant phene>11enon. A'ftilable 

eridence augeata that transnational participation in tbe export or manufacturers f'roa 

DCa is also significant though not u doainant as in primary c~tiea.Y Wb&te..er 

tbe origins or these in"Yestlll!Dta - th~ exploitation or natural resources, the captUPe 

of local -.rketa, or the use or cheap : abour - production by transnational firm in 

dneloping colllltriea generates trade ;.'lova between the South and the lorth, in bol;b 

directions. But it does little to enhance the poHibilities of South-Scv.Jth trade; m 

the other hand, it might e"Yen pre-empt such fiCJYB. 

A nUllber or other institutional obstacles to South-South trade in the verld or 

todq, should be uoted. First, the typing or aic! forces den:loping countries to 

import troa the industrialised vorld. Second, t'te purchase or technology by DCs ties 

imports to the original source, and the tenus or technology transfer froa the lorth 

often restrict exports. '!bird, the import or manufactured goods depends on the aY&ilability 

of credit, and export credits are extended largely by the Nortl: .11 Fourth, businessmen and 

nsted interests in DCs a:igbt vant to retain trade links vith the llorth for a nuaber of 

political or econOllic reasons: one such moti"Ye is to obtain connrtible currencies abroad 

through underinYOicing or exports or oYerinvoicing of imports. It is no doubt possible to 

think or other such obstacles but these are mostly within the reach or polic) and, in 

principle, surmoUDtable. 

!/ er. A. Maizeb • "A Jev Int~rnational Strategy for Primary Comodi ties II. in 
G. K. Relleiner (ed.) A World Divided, Cambridge, 1976. For evidence on the 
importance of US t'iJ"llS in primary COllllOdity trade, a~e G. K. Helleiner. 

~I See D. layyar, "Transnational Corporations and Manufactured Exports from Poor 
Countries", Economic Journal, March 1978. 

J/ Cow:.tries in the South find it difficult to match the YOlume or teru or export 
credit offered by their competitors from the lorth because, in effect, it implies 
an export of capital. 



More fundamental problems vould arise ir there is a serious attempt to pnllllote 

South-Sot.th trade in a cohesive and systematic manner. Such problems or policy are 

likely to stem from tvo sets of factors: first, the conflict of national inttrests 

vithin the South, and second, the inability of governments in Des to int'luencE t.he 

direction of trade flovs. 

To seek an expa:1sion in South-South trade is, apparently, an attractive coul"Se of 

action, but discussion on the subject often circumvents an important question: vho 

gains from the move towards collective self-reliance, and hov much? The deTeloping 

world is not a united political or economic entity; it is, art.er all, made UJ• of nations 

whose relations vith one another are characterised as much by contradiction -J.S by 

harmony. Even more importar.t, perhaps, coWttries in the Third World are at markedly 

different stages of develolJllent vit~ the least develop~d as one end of the spectl"lBI and 

the nevly industrialised at the other end. In this context, attempts at organising 

co-operation on an international basis are likely to face many a conflict of national 

interests. The pattern of specialisation, the structure of production. or the share 

of markets - within the South - are potential. sources ot such conflict. In sum, the 

distribution of gains from South-South trade might be Just as unequal as in the cas~ c.f 

Horth-South trade. Thus countries vhich lose, albeit in a relative sense, vould not 

vant to pursue the objective of South-South trade vith the same vigour as those vho 

stand to gain relatively more. There would also be a legitimate fear that , in the long 

run, the unequal distribution of gains from trade might have cumulative consequences 

so as to widen the gap between the least developed and the more industrialised nations. 

The experience of the post-var era suggests tha.t North-South trade has done little to 

reduce the growing disparities between rich and poor countries. Indeed, some scholars 

sugges~ that it might have reinforced the pattern of unequal development. Given this 

recent experience, it is perfectly possible that th~ promotion of South-South trade 

vould also lead to uneven develo]:IDent among DCs. 

the poteni'.i£.l losers must somehow be protected. 

Therefore, the long term interests of 

The other set of policy problems arises from the ability and willingness of govern­

ments to mould the direction of trade in accordance vith their priorities. It is 

reasonable to assume that centrally planned economies should be ab,_e to influence the 

direction of trade flows as part of the process of planned production. But 81' over-

whelming number of developing countrie~ are market eco~o~ies vhere decisions about con­

sumption, investment, ~roduction and trade are made largely through the price mechanism. 

What is more, it is not countries vhich trade; it is individuals or ~irms within coun-

tries vho c!o. Hence the ability of governments in developing countries to induce the 

expansion of trade in a particular direction is bound to be somewhat limited. Even if 

the ability ve1·e somehow present, it is not certain that governments vould be villing 

to press for South-South trade if vested interests vith strong political influence 

oppose the 110ve. It ill worth illustrating the point :1it~1 a concrete example. Most 

DCs have sought to industrialise behind protective trade barriers, and those at similar 
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stages or deTeloi-ent protect a siailar range or industries thereby choking potential 

trade nova. A growth in South-South trade would necessitate a reduction or removal 

or such restrictions on trade. This implies not only a reallo:atio~ or resources and 

a restructuring or production, both or vhich impose significant economic and political 

costs, but also a loss of income and employment tor certain groups in the country, vho 

would natural!y exert all possibJ..e infiuence on the goYernment in the opposite direc-

tion. Such 11l.fticulties can be overcome only it there is a serious comaitment and -

resolve on the part or gonrmaents. 

The preceedinF discussion bu t~ated economic lia:i.ts, institutional obstacles 

and policy probleas separate!y on!y tor the purpose or analysis. In the real vorld 

these factors irteract and reinforce one another. While econanic limits are in a 

sense fundamental, they do leave considerable rooa tor manoeuvre. It the interna-

tional co-ordination of policies reduces the impact or institutional obstacles, and a 

cOllllitaent on the part or governments reduces the problems or implementation, 

South-South trade could be extended 11Ucb beyoncJ its present lev~ls. 
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CHAPTER 1: INTRODUCTION 

The industrialised countries impose a variety of barriers to market access for 

expor: - from d~ >'.:loping countries. Gener·lly such barriers to trade fall into two 

categories - ~ll"iffs and all other measures, called non-tariff barriers to trade (JlfTB~). 

Following World War II, the major emphasis in loweri~g barriers to trade was through 

reciprocal tariff reductions under the GenerJ.1 ~reement on Tariffs and Trade (GATT). 

In the early 1970's the developing countries were granted especially favour&~~~, t~ough 

l~mited, market access through the General System of Preference (GSP) schemes instituted 

by the developed countries and the socialist ~ountries cf F.astern Europe. Recently, 

the increase in the relative importance of NTB's as protective devices has led to 

intensified multilateral efforts to lib~ralise them. The importance of these develop­

ments to export market access of developing countries is discussed - together with 

questions of economic regionalism, bilateralism, and adjustment &."lsistance - in the 

following sections. 
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CHAPTER 2: TARIFF BARRIERS TO TRADE 

Thr guiding principle of the GATT is the administration of barriers to imoorts on 

a non-discriminatory. most favoured nation (MFN) basis. TI\e tariff system of each 

Contractinir Party to the GATT differs in its incidence across products, but in prin-

ciple may not differ across source countrie~ for the same imported product. Nonethe-

less, the product struc~ure of MFN tariffs can be desiirned to discriminate against 

exports from certain groups of countries. 

TI\e tariff structures of tht• industrialised countries are relatively biased in 

favour of the importation of raw materials (with certain exceptions) and against the 

importation of semi-finished and finished manufacture:'.! prod•1cts • especi&lly those that 

utilise relatively labour-intensive production techniques and thus are of export inte­

rest to the developing countries. 

2 .1 Problems of '!'ari f!. Ev&l uat ion 

Any evaluation of the level or effects of tariffs across products or across coun­

tries encounters many conceptu&l and measurement problems. First, the tariff structure 

itself is extremely detailed. To be of use, t~riff ~~t~~ ~~st orten be averaged (using 

weights) to some lP.ss detailed product of indust;-y level of classification. The two 

major weighting method~ are by imports or by domestic production. Most common is 

weighting by actu&l imports, a method usu&lly considered to understate the protective 

influence of the tariff structure because high tariff rates result in low import levels 

and thus receive low weights in the aver&Ce. In the extreme, prohibitive tariff rates 

receive zero weight in such an average. An~ther weighting method is by domestic pro-

duction. This method Ill.so suffers from biases and is most relevant in an&lysing the 

domt'stic production effects of the tariff structur~. Theoretically, many of the biases 

inherent in the weighting schemes could be overcome if hypothetical, free-trade values 

of imports or production are used. 

Second, the analysis of the effects of tariffs on the level and sources of imports, 

domestic production, and prices of internationally traded goods is complex. An&lyses 

of these effect~ encounter difficulties in both theoretic&l 11Ddellin~ of behaviour&l 

relationships, and in the empirical applL·ation of such models. For instanct-, the 

effect of a tariff system on the level of imports of a particular product depends both 

on the response of domestic consumption de~and to changes in price due to the nomin&l 

tariff levied on the product and on changes in domestic production levels. Domestic 

production levels tend to be increased by the nomin&l tariff on the final product itself, 

but decreased by cost-raising tariffs on material production inputs The domestic 

production effects of a country's tariff system are sU111111&rised in measures of the 

effective rate of protection (ERP), often defined as the maximum percent88e increase in 

domestic v&lue-added made possible by the tariff system. Although imperfect, th~ ERP 

is a measure of the relative strength of "resource-pull" into import-competing .. ndus-

tries due to a nation's tariff aystem. Thus, an analysis of the effect~ of such a 



tariff system on the level of imports should utilis~ both nominal and effe~tive rates of 

protection, as vell as certain behavioural responsiveness r.easures on both i.i1e ci.:: •• a..-.J. a.z;.J. 

supply sides. Even at this level of complexity, r.othing can be ~aid about the diffe-

rential effects of tariffs on the various sources of imports. 

Both nominal and effective tariff rates in industrialised countries generally ri~~ 

prcgressively vith the stage of production or degree of fabrication of products, and 

tend to be directly related across products to the degree of labour-intensity - and 

especially unskilled-labour intensity - of production. The tariff structures of the 

industrialised countries th~refore tend to offer the highest degree of import protec­

t ion to those industries which produce goods of special export interest to the develo-

ping countries. It follows that the MF1'f tariff structures of t";e industrialised coun-

tries discriminate systematically against the developing countries as exporters. As 

an illustrative case, Table 1 demonstrates for the United States this general ~endency 

of tariff escalation and its persistence following the Kennedy Round of tariff reduc-

tions, which ht.d been f'ully i111J>lemented by 1972. The rather high nominal and effective 

tariff rates on primary products are due mainly to tariffs on agricultural products, 

especia:!.ly temperate agricultural products. The nominal and effective tariff rates on 

non-agricultural primary products are essentislly zero. In contrast • the nominal and 

effective rates on intermediate and consumer goods - the category 0r special export 

interest to the developing countries - exceeded in 1972 the rates on both non-agricultu-

ral primary J.iroducts and capital goods. The latter are of less export interest to the 

developing countries because the pro~uction of capital goods is not yet generally 

within their comparative advantage on world markets. However, capital goads received 

the greatest relative nominal an~ effective tariff reductior.s during the Kennedy Rotmd 

(1963-1967). In addition, these averages mask higher post-Kennedy Round tariff rates 

on p~rticular pro~u~ts of export inte~est to the developing countries, such as apparel 

(20% nominal, 30% effective) and footwear and leather products (12% nominal, 20% 

effective). The nominal and effective tariff rates of other developed countries display 

a similar pattern. 

TABLE 2 (1): 

Nominal Rates Effective 

Product Grou,E 1964 1912 1964 

Primary Products .08 .01 .10 

Intermediate and Consumer Goods .10 .07 .16 

Capital Goods .11 .06 .16 

Average .10 .06 .17 

Sourcf': R. E. Baldwin, Nontariff Distortions of__Inte~ona~ Trade, 
Brookings, p. 165. 

Rates 

1972 

.09 

.11 

.08 

.10 



The recent Toityo Round of multilaterlll trade negotiations (MTN). as the Kennedy 

Round on the 1960's, used a formula to clllculate across-the-board tariff reductions on 

the part of the participating countries. The Tokyo Round formula is "harmonising" in 

that higher initial tariff rates receive proportionately larger reductions. Exceptions 

to the across-the-board reductions vere then negotiated bilaterally. The average reduc-

tion in tariff rates attributable to the MTN is estimated to be about one~third. The 

developing countries had relatively little ir.put into these decisions, hovever. The 

effects of the MTN on the developing countries are covered in the folloving section. 

2.3.1 Tariff Preferences 

It has Ill.ready been stated that tariffs are generally levied on a "most favoured 

nation" (MFN) basis, institutionalised in the GATT, providing that the tariff rate 

applied on a particular product is the same for all countries supplying that product. 

Such countries are either contracting parties to the GA'l'T or othervise extended MFN 

treatment by the importing country. This is the principle of "horizontlll e1uity" 

(equal treatment of equals) applied to international trade policy and has been a 

cornerstone in the development of liberal trade in the period since World War II. In 

recent years, the developing countries have argued that they are not "equals" in this 

sense. and that they should be afforded "vertical equity" (unequal treatment of une-

quals) in the tariff structures of the developed countries. That is, their exports 

should be given more favourable tariff treatment than the expo~ts of cc~petjng indus­

trialised countries in the major industrial-country markets both to overcome the sort 

of tariff escalation mentioned earlier and as a form of dev~lor.ment assistance. 

Develooment ~f-~he GSP 

The concept of preferences vas initially raised at the first session of the United 

Nations Conference on Trade and Development in 1964, and broup'ht un ~ain at the second 

!JNCTAD in 1968 in the form of a resolution acceptinEt" the principle of temporary, non­

reciprocal, non-discriminatory tariff preferences for developing countrie3. The pur­

pose vas (a) To increase their export earnings: (b) To promote their industriaJisation; 

and (c) To accelerate their rates of economic Et"rovth.~/ A Special Committee on Prefe-

rences vas set up in ur~CTAD. After intensive ne~otiations anG inclusion of the Gene-

ralised System of Preferences (GSP) in the United Nations Internati~r.al Development 

Strategy of the Second Development Decade, GSP schemez were progressively implemented by 

the European F.conomic Community (E~) (1q71), Japan (1971), the Nordic count-ie3 (1972). 

the United States (1976) and other industrialised nations. The GSP vas made possible 

by a waiver of the MFN principles contained in the GATT. Ther~ a~e no'.. 16 different 

~/ For a discussion, see Rev_i~ __ 8!!._d __ Ey_!l._!_uat_i_o.!1. 2_f_j;~- Q~!l~al.=_s~!l_.!'~~-eE!_.E_f_.!'._r~f_f!!_ren-_ 
ce1 (UNCTAD document TD/232, January 1979). 
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GSP schemes involving lQ developed market economy countries and 6 socialist countries 

or East.em Europe. 

GSP beneficiaries include all developing country members of the Group of 77 and 

several others. Eligible products include all industrial goods with some exceptions, 

notably textiles, leather and petroleum products, and selected agricultural products. 

Product coverage has been increased since the beginning of the GSP under several of the 

schemes. Most schemes provide duty-free 1112.rket access for eligible products, although 

in so~~ cases reduced-rate tariffs are specified. The "margin of preferenc-e" is tl1e 

difference between the MFN r~te and the GSP tariff rate. 

Preference margins would be expected to increase imports fi.Jlll developing countries, 

partly in response to reduced consumer prices in the preference-giving country and 

partly as a result of trade diversion from non-preference suppliers. Or, if the bene-

ficiary develo~ing countries have limited supply capabilities, the preferences should 

at least raise the prices they receive for their exports. Thus, the GSP was expected 

to improve both the ba11U1ce and terms of trade of developing countries, as well as 

convey "dynamic" benefits associated with export-led grovth and at.traction of foreign 

investment. 

Unfortunbt.ely, several aspects of the GSP h~ve served to diminish significantl•r 

the benefits to developing countries. First, most preference donors have reserved the 

right to institute "escape-clause" actiJns - to withdraw, in whole or in part, preferen­

tial tariff treatment when the product in question is imported in such an increased 

volume that it cat•ses or threatens seriot1.s in,'.llry to import-competing suppliers. The 

EEC institutE>d ~ nri_o_!:.i_ "trigEers" for the temporary suspension of pref'erenc.!S when 

imports reach pre-determined levels in the form of tariff quotas (sensitive products) 

tariff ceilings (special semi-sensitive products), c~ili,~s (se~i-sensitive and 

non-sensitive products), as well as maximum country limits. Japan imposes ceilings on 

preferential imports for virtually all industrial products based on past-year imports, 

and imrorts from any one ber.~ficiary may not exceed 50% of the total. Tt:.~ United 

States instituted ''competitive need" criteria, which generally suspend preferences 

~hen GSP imports from any single beneficiary exceed $25 million or 50% of the total 

preferential imnorts of any particular product. A similar ~ut less rigid scheme exists 

in Australia. In addition, "rules of origin" strictly 1 imit eligihility for preferen-

ces t.o goods that have been pr:Jduced or r..re "s11bstantially transformed" in the country 

or '.lrip;in o.nd are ''di~ectly consigne:l" from an exporter in that country to an importer 

in the pref,,r~~cc-prantinp; nation. The rules of origin are often defined in such a way 

that it is impossible for produr;ts to qualify for GSP treatment even if substantial 

value-added is involved. The developing countries have arirued that they should be con-

sidered as a p:roup for purposes of the rules ot ori.~in. 

Table 2 indicates the extent to vhich imports from the developinp: countries have 

actually benefitted from GSP treatment in the case of ap:ri cultural products (CCCN 1-?'.) 



R"o indust~ia1 products (CCCN ?~-lJ), res~rtivPly, RCcordin~ to a recPnt study by t~P 

?AD secretariat. Imports by the ~eveloped market-economy GS? donor countries from 

t!1f• beneficiaries in 1976 ·o1ere $134 billion, of Yhich $55.2 b;:.lioa •ere dutiatle and hence 

relevant from the standpoint of the GSP. Of these, on.:.. .. $:.:6. 3 billion Yere actually 

covered by the various GSP schemes, and a., estimated $10.5 billion actually received 

GSP treatme~t. mostly in the industrial products cRtegories. UNCTAD secretariat 

estimates are that this vould have been 50% higher in the absence of a uriori limita­

tions and competitive need exclusions. Moreover, grovth in preferential import~ is 

estimated to have exceeded the grovth of non-GSP imports, and the GSP .. utilisation rate" 

{imports actually receiving preferential treatment divided by eligible imports) is 

thought to be rising - indicating greater efforts on the pe..rt of traders to make use of 

the pTeferences . 

• 



TABLE 2 (2): ~ports of Preference-givine Countr}es in 1976 from 'Reneficiaries of their Schemes 

(millions of US dollars) 
-----------------· •4 ______ ....... ------- --· 

Preference-riving country Tot.al MFN dutiable GSP imports 3h~res (per cent) 
and iiiports imports --- ---------- -----

CCCN chapters covered preferentie.l (4)/(3) ( 5 )/ ( 4) 
------------ ------------------ -- -- -- -·---·- -- - .. -----
(1) '2) (3) (4) (5) (6) (7) 

---·------ - -------..... ----- -· - ............ -

l. tua~ralia !..1 
b/ b/ 1-24 192.4 102.3 43,0 ?.8.6 b/ 42.0 66. 5 b/ 

25-99 1 879. 4 665,6 366.I. 150.2 b/ 55.l 41.0 b/ 
1-99 2 071,8 767,9 409,4 178.8 - 53.3 41.6 -

2. Austria 
179.8 £./ 1-24 311.6 256,7 7,5 70.1 4.2 

25-99 1 015.7 866.4 818.5 £,/ 118.6 94,5 14.5 
1-99 1 327 ,5 1 123.1 998.3 £1 126.1 88.9 l?.6 

3. ~ d d/ 
~- b/ 

66,5 :j 1-24 561.2 278.4 84.4 56.2 b/ 30. 3 
25-99 4 027.3 925.8 602.2 246.9 b/ 65.0 41.0 b/ 
1-99 4 588.5 1 204.3 686.6 303.0 - 57.0 44.l -

4. DC~/ 
962 .6 ~/ 1-24 12 749.4 10 326. 5 3 043.2 29.5 31.6 

25-99 65 263.1 11 415.3 10 124.8 3 483. 5 !!_/ 88,7 34.4 
1-99 1~ 012.5 21 741. 7 13 168.o 4 446.l ~ 60.6 33.8 

5. Finland 
1-24 274.9 8<l 4 7,4 4.9 8.2 67,2 

25-99 447.3 38.5 21. T 15.9 56.4 73.1 
1-99 722.0 127.8 29.l 20.8 22.7 n.6 

6. Japan !./ 
1-24 ': 031.1 3 051.6 391.5 366.2 12.8 93.5 

25-99 9 426.8 3 31T.7 3 059.3 1 423. 4 92.2 46.5 
1-99 13 457 .9 6 379.3 3 450.R 1 789. 5 54,1 51.9 

., 1'ew 7'•• lot'f\t\ s/ b/ b/ "' ,. h/ h/ h/ Ill 
l-24 88.2 h/ 44. T h/ 36.o h/ 23.9 b/ 30.5 66.5 b/ '.'l 

98.2 
11) 

2r: 99 529.5 h/ 117.3 h/ 115 .2 h/ 47.2 -- 41.0 b/ rv 
1-99 611.1 - 162.0 - 151.2 - 71.2 93.3 47.1 - rv 

.AJ 

----- --- --- -- - - - -- --- - ---·- ------·- -- - -·-- --- - -- -- --· 



,.... 

·o 

---- ........... -........ -- ~ 
~ 

(l) (2) ( 3) ( 4) (5) (6) (7) '" rv ----·-·---·· ..... _ i::-

8. ~ (15.9) y 
1-24 195.4 23. 7 7,6 2.1 31.9 28,3 

25-99 976,4 71. 3 36.7 20.2 51. 5 55.1 
1-99 l 171.8 95,0 44.3 22.4 46,6 50.5 

9, :>"eden 
1-24 569,4 462.6 32.? 28.8 7,1 87.6 

25-99 2 163.4 478,9 156.?. 116.0 '32.6 74.3 
1-99 2 732.8 941.5 189.l 144.8 20.1 76,3 

10. ~it ze;-l:.!:!1~ 
1-24 499.8 410.1 36.3 26.2 8,9 72.1 

25-99 1.04:?.. 3 l.008. 5 598,9 230.9 59.4 38.6 
1-99 l 541.1 l 418.6 635,2 257.1 44,8 40.5 

11. USA 
-

1-99 27 600.8 !!_/ 21 076,8 !!_/ 6 519.6 3 .:53.7 30.9 48.4 

12. Hungm_ '. '.975) 
1-24 220,4 164.6 158.6 158.6 96.4 ~00.0 

25-99 306. 0 101.3 94,1 94,1 92.9 100,0 
1-99 526.7 265,9 25~.7 252.7 95.0 100.0 

13. USSR 

6 215.9 "!}/ - - 1 405,9 !!_/ 

-------- ----·· - ----··--- -·---·- ......... - .... ----. -·- .. --- -- -·--
I DMEC 'l'otal (minus Australia 

Ti"').Cana<ia ( 3) , EEC ( 1 ) , 

Nev Zeal'1lla (7) and USA (11) 

1-24 5 963.'3 4 335.2 655,5 435.8 15.l 66,5 
?5-99 15 559.0 5 889,3 4 6cn. 3 l 924.9 79.7 41.o 
1-99 ?l 522.4 10 224.6 5 346. 8 2 360. 7 52.3 44.2 

- -----. ---- --- --- --- --- - . - -- . ------ ----- ..... -- ---- - --- --- --------- - -·- ·- -----· ..... -... - ... 



( l) 

II D"!X:C 'l'ot al (1 tri ),) ) - -- ----. 

1-?4 
'.'5--=lO 

1-qq 

III DME£ Tot ~1- ( l to 11 ) 

1-'N 

IV '._l'otal _H_!m£_a_ry_ !l.l!~i.. ~·-s~~ 
(12 and 13) 

1-Q·::: 

V G!'A'!D TC ':'AL 

1-C/-) 

(:') 

l:J 5)4.5 
b'7 ?58.3 

)(',(., 81:>.8 

, 34 413.fi 

t• ?42.6 

141 156 ,,., 

( 3) 

15 0~7.1 
19 013.3 
34 100.5 

55 177.3 

( 4 ) (5) (6) (7) -----------·-- - --· --· -. - -- . . . . . - . - ··- - . 

3 862.1 
15 899.9 
F> 761.8 

26 ?.81. 5 

l 504.o 
5 85?.8 
7 356,q 

10 510.6 

l 1)58,6 

l? 161'),2 

25,6 
83,6 
58.o 

47,') 

38.8 
36.8 
37.2 

4o.o 

Source' I:ata !i"upnlied by nreference-piving countrier: and/or UNCTAD necretariat estimates, 

a_i fiscal yePr 1Q75/77 (t>nding 30 June). 

b/ Estimated nreferential t~~orts for Australia, Canada and Nev Zealand are based on the averape 1Q76 utilisation rates 
- (t-6.) per cent for CCCN 1-24, and 111.0 ner cent for CCCN 25-Q9 - nee total l, column 7) for DECO preference-givinp 

countries vhich sunplied complete information (Aust rill, Finland, Japan, Norvay, SvP.den and Svi tzerland), 

c/ Includes the i~ports of a nl.llllber of important products, such as bananas, rav coffP.e and cocoa beans, and petr.,,leum 
.. l\nd petroleum products, on vhich MFN duties have oeen temporarily suspended. Since these products, although 

formally covered by the .\ustrian scheme, could not benefit from GSP treatment, the utilisation rates for Austri.a 
in column (7) are substantially understated. 

~/ UNCTAlJ secretariat calculations. 

f!_/ Source: "..'D/B/C.5 30/Add. 12. 
US dollars at l EUR = $1.27. 

1~e value of preferential imports reoorted by EEC has been converted fr~m ~~R to 
.., 
;o ., 
II> 

, 
") 

·" 
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g/ 

'!!I 

v 

Fiscal year 1976 (ending 31 March 1977); data supplied by Japan for total and dutiable imports do not include 
petroleua products falling within two tariff headings and one subheading - 27.09, 27.10-1 and 27.11 - of the 
Japanese customs taritt; secretariat estimates ot these imports for the calendar year 1976 have been •dded and 
are shown vithin brackets. Totals have been adjusted to reflect these changes. 

Fiscal year 1976/77 (ending 30 June). 

'!be values ot imports were reported in national currency. 

'!be T&lue ot citrus truits vhich received temporary duty-tree treatMent is shown in parentheses. Import 
tigures tor CCCN chapt~rs 1-24, in both column (3) and column (4), have been reduced by this amount for the 
beneficiaries attected. 
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.. 3.2 The Multilateral Trade Negotiations and the GSP 

The recent multilateral trade negotiations represen~ a mixen blessing rue ... '- - .2 - ··-"'"e' uc•c-

loping com1+.ries. On the one hand, they vill erode the marp:ins of preference attribu-

table to the GSP by lovering MFN rates of duty on eligible products, thereby reducing 

some of the GSP-related benefits described above. On the other hand, the developing 

countries benefit from MFN tariff reductions on all products vhich they export and vhich 

are not subject to GSP advantages because of product limitations or quantitative restric-

tions and exclusions under t~1e various sche-s. A recent study - vhic~ assumes that no 

developing co1p1try export~ benefit from GSP at the margin - concludes that develcping 

country exports. excluding petrolemn products and textiles, vould have been $1.8 billion 

greater in 1974 if MFH tariff reductions under the MTN had already been in force at that 

time.!/ Sixty per cent of this expansion vould be in the manufactured goods sector. 

In contrast, an UNCTAD study, vhich omits products benefiting from GSP, concludes 

that the expansion of exports from the developing countries due to MFN tariff reductions 

vould have been less than $1 billion based on 1976 trade flovs and excluding textiles.~/ 
Whereas the former study may be biased to overstatement of export expansions by ignoring 

GSP, the latter may be biased to \Ulderstatement of export expansion by over!ltatinp: the 

importance of GSP at the margin. The UNCTAD study also concludes that developing 

country exports of GSP-covered products vould have been reduced by at least $2.1 billion 

in 1976 due to erosion of GSP nreference margins. The UNCTAD conclusions are based ca 

the viev that developing countries exporting industrial products are likely to be adver­

sely affected by the multilateral trade negotiations in that (a) Practically all indus­

trial products covered by the GSP vill be subject to MFN tariff cuts; and (b) Sensitive 

industrial product~, which are excluded from the majority of GSP schemes, vould also be 

placed on full or partial exceptions lists as a result of the negotiations - i.e., that 

there will be no MFH tariff cuts or only lover-than-average cuts on these products. In 

the first case there will be significant erosion of existing GSP margins and in the 

second case the developing co\Ultries stand to receive less-than-average or no MFN cuts 

on products not covered by the GSP. For these reasons, and because of the harmoni-

sing effect of the particular tariff-cutting formula used in the M'ld, the GSP-erosion 

effect is thought to be greater than the positive trade effects of MFN tariff cuts on 

non-GSP products. 

It is clearly difficult to argue the merits of these tvo onposing vievs, except to 

conclude that ~ach vill partially or wholly offset the other. In any cas~. the 

developing countries' export expansion attributable to the MTN is \Ullikely to exceed 

.1 two or three per cent of their total non-oil exports, a large proportion of vhich are 

raw materidln imported duty-free and hence unaffected Ly the MTN. 

1/ W. R. Cline, ~·, '.frade Ne_&itiations in the Tokyo ~o~ ~Washington, D.C.: 
Brookings Institution) 1978, chapter 7. 

2 I ~ni t~:l Nations Conference on Trade and Development, Manufactures and Semi-Manufac­
tures, Review and EYaluation of the Generalised System of Preferences, Rerort by 
the UNCTAD Secretariat, to be presented at the Fifth session, Manila, 7 May 1979, 
Item 11 (c) of the provisional 111:enda. 



1 
In the light of the limited benefits the deTeloping countries appear to have 

obtained both from the historical pattern or multilateral tariff liberalisation (fre­

quently leaving tariff-escalation intact), the Generalised System of Preferences (vith 

its serious limitations and exclusions), and the erosion or GSP margins or preference 

by the MTll, c!eveloping country spokesmen have proposed a ntaber of further steps. 

'nley haTe suggested that the principles of generalised, non-reciprocal and non­

discriminatory system of prefer:ences be reaffirmed, broadened, ertended ten years 

beyond its scheduled expiration in 1981, and made more secure and stable. Furthel'lllOre, 

GSP product coverage should be extended ultimately to include all dutiable developing 

country industrial exports and substantial agricultural exports. Competitive need 

exclusions a&d a priori limitations should be abolished or limited only to the most 

"sensitive" products and using only liberr:l and generally non-binding ceilings. Rules 

of origin should be harmonised and liberalised, exports from the least deTeloped among 

the developing countries should be accorded unlimited duty-free entry, and technical 

assistauce should be provided for the developiD« countries to help them t~~ advantage 

of the GSP. 

With respect to broader MF1' tariff reductions, the developing countries proposed 

that no products of spec~al export interest to the developing countries should be exceP­

tions to formula tariff reductions in the MT1' unless these products are already generally 

covered under the GSP. Indeed, they proposed that MFH reductions on non-GSP products 

or special export interest to developing countries be deeper the.n the formula cuts, and 

that implementation of such tariff reductions be accelerated. Such deeper-than-formula 

cuts would tend to reduce the detrimental effect on developing country exports of 

escalation in the tariff schedules or the developed countries on products for which GSP 

has not already offset tariff escalation. 'nle developing countries also proposed 

gradual implementation or those MFlf tariff reductions which erode GSP margins, in order 

to reduce the detrimental impact of such erosion, as vell as some form of "co111pensation" 

for export reductions due to the erosion of GSP margins. During the course of the 

Multilateral Trade Negotiations, little progress vas made either in GSP liberalisation 

or in improTing the MT1' outcome for developing countries, Hence ther~ remains consi­

derable scope for future initiatives in the area of tariffs, 



1 CHAPTER 3: NON-TARIFF BARRIERS TO 'l'RADE 

The recent trend toward a decrease ir. the imnortance of tariffs as trade­

restri~tive devices is likely to continue, anr so the relative importance of non-tariff 

barriers to trade vill increase. The of'ten subtle effects of NTB 's frequently fall 

disproportionately on exports from the developing countries. This is because the 

product-groups that are considered "sensitive" and thus subject to NTB prot~ction are 

also the ones or serious export interest to the developinir countries.!/ Therefore, the 

llUl.tilateral agreements and codes of the recent MTN designed to reduce NTB's are of 

special importance to improring the access or the developintr country eXt>Orts to indl!3-

" al" d k 21 tr1 ise country mar ers • -

3.1 QuantitatiYe Import Restrictions 

Cluantitat:'..ve trade controls represent an obvious alternative to tariffs as a trade 

restricting derice. Unilaterally-imposed quotas are not permitted under the GATT, e't-

cept for balance or ~aymen~~ purposes, in conjunction vith domestic &£r~~ultural· pro-

gramaes • or to protect the national defense. The tvo most signifi~ant U.S. quotas, on 

oil and on sugar, have been eliminated vithin the last decade. At the same time ""lOli-

tical pressure has grovn to impose additional quote..~, but this pressure has so far bee!l. 

resisted in large measure. Quotas on various agricU:..~ural products exist in a number 

or developed countries, however. 

'nle GATT has been rather successful. in limitinir the US'~ or t:nilaterally-imposed 

quotas by the industrialised countries. In additi.ln, tt>~. nev fnunevork negotiated as 

part of the MTN calls for GAT'l' signatories to avoid trade measures, includinir quotas, in 

dealing with balance of p~ents Problems. 

In contrast to the limited use or unilaterally imposed quotas, the use of bi­

laterally r~d multilaterally negotiated quantitative restrictions on international trade 

baa increased dramatically in recent years. 'nlese ~oluntary export restraints (VERs) 

and orderly marketing arrangements (OMAs} are often imposed to "safeguard" import­

competing iodustriea in the industrialised countries. Developing col.Dltry exports or 

such manufactured goods as textiles, footvea~, consumer electronics and steel are res­

tricted. Individual developing col.Dltries, notably Taivan, Brazil, Mexico, Hon~ Kong, 

and South Korea ~ be especially adversely affected in their drives to industrialise 

according to comparative advanta«ie by producing !or export. 

aanufactured goods froa developing co1D1tries are increasingly 

safeguard actions in the industrialised co1D1tries. 

More generally, exports of 

likely ~o be subject to 

y 

See Ingo Walter, "lfon-Tariff Barriers and the Export Performance of Developing 
Countries, "American Economic Review, Mq 1971 
For a ·~, see ''Internatior.al Trade A8reements, · "Federal Register, 
8 January 1979, Part VIII. 



A .. sare-gu&rds code" vas negotiated under the ~ to re-establish GATT authority 

over safefruard actions in tt.e industrialised countries. ,-..e code requires ronnal 

investigation which factually demonstrates actual or potential inJury before a sare,uard 

may be imposed. rr feasible. the safe(rllard should be liberalised over its lifetime. to 

encourage economic adjustment by the affected industries. Selective safeguards may be 

imposed S{lainst the specific sources or substantially increasing and injurious imports. 

A multilateral Con111ittee on Safeguard Measures must enter t~e negotiations over the 

imposition or selective safeguards. No other selectin restraint &,llreements are pennis­

sible. The industrialised countries agreed insofar as possible both to refrain from 

imposing safeguard actions on products of special export interest to the developing 

countries, and to allov more favourable access under any safeguard to small develoning 

country suppli.ers under any safeguards imoosed. Overall, the code makes lll&jor improve­

ments in the international regulation of the use of safeguards. and should impron to 

some extent the export market access of developing countries. However, the code 

contains only a veak commitment by the industrialised countries to adjust out of indus­

tries in vhich coaroarative advantage is shifting to the develoning countries. 

The role of ~_z·~ licensing in international trade is the enforce111ent cf policies 

vhich themselves may or may not restrict the international flov of ~oods. Nonetheless, 

the administration of licensing may distort trade by raising costs or increasing uncer­

tainty. Licensing may be especially restrictive of imports from less sonhisticated 

developing country exporters because of the often detailed information requirements 

and administrative conditions imposed by the licensing arrangement. 

A licensing code vas negotiated under the ~N coverin' both automatic import 

licensing (often for statistical purposes) and licensing to administer quantitative 

import restrictions. Automatic licensing procedures must be pu~lished and must not 

restrict imports nor penalise minor documentation errors. Li~~~sing to administer 

iuantitative restrictions is bound by similar procedural rules, and should permit the 

a 1dition of nev suppliers into the restricted market. Developing countries are likely 

to L'!nefit from the simpli rication and liberalisation of licensing nrocedures as the 

code is implemented in the industrialised countries. 

3. 3 Government_ Pr.Q£.\!!'_ement 

Government purch:J.Sing is an area in vhich virtually all national and sub-national 

governments discriminate in favour of domestic and ap:ainst foreiim supnliers. Such 

discrimination h~s become increasingly imnortant as the role of government activities 

in national economies expands. In the United States the discrimination is written into 

various "Buy American" legal provisions. In other industrialised countries - vith the 

TJOssible exceptions of the Federal Republic or Germany, f~lgitm1, and the Netherlands -

the practice is pervasive if usu~lly not el{l)licitly written into lav. Discriminatory 

procurement both restricts imports and may provide a captive-market base for ~gressive 
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adversely bt"?ca.use or their ovn relat:ively lover levels of government procurement and 

hence limited bargaining pave~ in gaining access to foreign government contracts. 

A code on sovenunent procurement vas negotiated as part of the MT1' in order to 

eliminate administrative discrimination against or among foreign suppliers in public­

sector p'l:.rchasing. It provides for non-discrimination or "national treatment" in 

bidding, awards and disclosure, as vell as substantial "transparence" in the procure­

ment process. In addition. the industrialised countries agreed to attempt to facilitate 

developing c?untry exports by improving information dissemi~ation. continuing GSP provi­

sions. and providing technical assistance. especially to the least developed of the 

developing countries. They car. negotiate special time-limited derogations from the 

"national treatment" provisions, and thus can avoid adherinp; to non-discrimination vhen 

this threatens to interfere vith the development process. Although the developing 

countries argued for but did not receive additional special and differential treatment 

in this area, the code should 4• vhen implemented, substantially liberalise goTernment 

procurement practices to the long run benefit or exportn from the developing countries. 

The number of technical standards in existence has increased remarkably in recent 

years, and presents an obstacle to international tn.de t.> the extent that compliance 

costs or \.Ulcertainties are greater for foreign suppliers than for domestic surpliers. 

Technical standards ~ be di~proportionately burdensome for developing countries 

because of their limited information-gathering, technical, engineering, marketing, and 

related supply capabilities. 

A code on technical barriers to trade has been devised as part of MTR. The code 

requires signatory countries to avoid unnecessary standards and the unnecessary crea­

tion of trade barrierP through technical standards. Advance publication of all tech­

nical standards is required. Certification methods should not discriminate against 

foreign goods, and testing and certification undertaken in the CO\.Ultry ot export should 

be accepted whenever possible. International standards should be adopted to the 

extent possible. Technical assistance is to be provided to developing countries on 

request, in order to promote compliance of their exports vith the technical standards 

of the importing country. 'nle exporte of develc.,:>inf countries ehould benefit from the 

liberalisation and nan-discrimination embodied in the code, and especially from the 

technical aseistance provisione. 

3. 5 Subsidiee 

Both export subsidies and domestic production sub1idies alter the pattern of 

international trade, the latter by tending to 1-educe imports or increase exports. In 

recent years the imposition of countervailing duties to combat or neutralise e~eidised 

export• has increased in t'l•equency. in part because the u. s. Trade Act of 1974 reduces 



the rlexibility or the U.S. Treasury in imposing such duties. In fact. U.S. lav has 

never been in conformity vith the GArT. in that u.~. !av does not require the demon­

stration of domestic injury prior to the imposition of countervailing duties. The 

developing countPies have often been the targets of actual or threatened countervailing 

action because or their heavy use of export subsidies. in part to neutralise domestic 

distortions or 4,verva.lued exchange rates. 

A cod~ on subsidies and countervailing duties, negotia~ed ur.der the MTN, reaffirms 

the ri~ht to use domestic subsidies. although their trade-distorting consequences must 

be considered. Export subsidies are banned except on agricultural products or if 

used ~Y developing cowi~ries for specifically development purposes. The impos\tion of 

counte1'"Vailing duties against subsidised exports requires a factual finding that the 

subsidy exists and that injury due to the subsidised inroorts exists or is likely. 

Thus. the value of the right of developing co\!lltries to subsidise exports is reduced 

because no parallel special and differential treatment of developing cowitry exports 

with respect to cowitervailing duties exists. Nonetheless, the code should benefit the 

developing countries, by a least requiring injury tests to be included in national coun-

tervailing duty lavs. At the same time, developing countries should pursue alternatives 

to subsidies in expanding exports, such as the elimination of export-reducinF domestic 

market distortions or the imposition of a compensatory devaluation. 

Another nroblem not explicitly co~sidered in the MTN is dumpinp.-selling abroad 

belov the price in the domestic market. The MT!l "1&rticipa.'!ts have a.rreed to revisP. 

the Anti-Dumping Code of the GATT tc ccnro1m it vith t~e subsidies code descrihed above. 

3.6 Custom Classification and Valuation__~ethods 

Customs practices may act as obstac1es to trade indirectly -~·,· int!'oducin~ 'lnne'=t>S­

sary complexity and uncertainty, er 1irc~tly liy overv11.l•.iin@'. iir.p.,rt.e.J. com.'l:.')dities. 

Most developing country complai n':.s 14Zai n!lt customs va.lul\t ion pre.ct. ir.es in the i ndust­

rialised countries are directe<.l toward the United ~tat..,:;. Can'l.c1P., -1.tH! :'iev ZeP..lan'.!., ~ h-:' 

three principal countries not usir . ...- tile so-called Rru:iseln C,efinition or ;·alu". Tn 

particul11.r, the developing countries argue tha':. the;:- ""Y.P<lr':..-: are .,ve::-valueil if '!'ith""r 

the domestic price in the importing country (as in the ''American Sellinp: f'rice" m";;.hod 

of "Ustoms v11.luation) or the dome:;tic pric'! ~n the exportinp: country is ':scd t.•') v<1.l11e 

internation11.lly traded goods. 

A code on customs valuation vas develo'!'led durinp: thf' !-ITN to provid-:? ~n e:.<p1icit, 

simple, and universal v11.lu11.tion syst"m based on l\Ctul'll price"l of interna.t.ionl\lly trad .. d 

goods or, as a last resort, on 11. comriut.ed cO!lt of production. '!'tie cnde achieves the 

developing countries' ob.1ective or bann:np: ;ralu11.tion based on Jome!:tic pdce:i, but un-

fortun11.tely 11.pplies only to valuation ror l\d va.lore.!!!_ tariff purposes. Therefor .. , other 

more complex or discriminat'ry valuation methods m11.y continue to 11.pply in other caces. 



By settin~ a minimum duty-inclusive import price, variable levies act much like 

quotas in eliminating the ability of imports to compete for an expanded share of the 

domestic 111arket. The most notable use of variable levies is by the Euron~an Economic 

Community in implementing the C~mmon Agricultural Policy. In accord with the GA'M' 

tradition of exempting agricultural products from its provisions, little progress vas 

made by &hE recent MTN toward altering the EEC variable levies. In addition, the U.S. 

trigger price mechanism on steel imports, although technically an anti-dumping provi-

sion, may eventually have effects similar to a variable levy. In contrast to a vari-

able levy system, however, cost-efficient exporters are permitted to price below the 

trigger price if they can show that they are not dump:np;. A variable levy s.rstem vas 

recently imposed on steel by tl,e EEC.!! 

In total, the multilateral agreements of the recent MTN to liberalise l't'TBs should 

significantly improve the market access of developing country exports. The developing 

countries nonetheless are disappointed in the outcome in that very few substantial areas 

of special and differential treatment exist within the a,irreements. In addition, the 

actual implementation of the arrangement~ is not assured. They must still be approved 

and enacted by individual indu~trielised country governments in the face of sometimes 

powerful domestic special interests. Once enacter., monitoring must assure compliance. 

The developing countries can assist the monitoring by participation - as individual 

countries or throue:h international organisations - in the multilateral committe~s 

established as an integral part of each of the codes. 

!/ See Ingo Walter, ''Sectoral Protection and Internation&l Trade: The case of Iron 
and Steel," The World Econo.sr., .\pril 1979. 



Among the methods available to reduce the obstacles to increased developing country 

exports to the industrialised countries, regional, and perhaps eventually global trading 

arrangements offer major advantages. Negotiation of such arrangement are multil~teral 

and, in contrast to the MTN under the GATT auspices, focus on specific problems of the 

developing countries. 

To date, the most important regional arrangement is the Lome Convention, vhich 

entered into force 1 April 1976 betveen the European Economic Connunity (EEC) and a 

group of African, Caribbean, and Pacific (ACP) states. The antecedents of the Lome 

Convention incll:de Part Four of the Treaty of Rome (1958) creating overseas associates. 

the Yaounde Conventions (1064 and 1971) of Association betveen the EEC (of six) and the 

association states, and the Arusha Convention (1971) vi th Kenya, Tanzania, and Uganda. 

The Lome Convention vas spurred, following the accession of Great Britain to the EEC, 

by the r.eed to incorporate the developing Coa:monvealth countries into the associated 

states. The ACP states originally totalled 46 and nov are 56. ~e EEC has also 

signed a series of conventions vith countries bordering the Mediterranean !or preferen­

ces and assistance somewhat less g~nerous than those under the Lome Convention. 

Although the Lome Convention carried forvard the role of its antecedents in gran­

ting preferential market access to ACP experts and administering an EEC financial aid 

programme, the Convention is a significant improvement. In contrast to its antece-

dents, it offers an integrated approach to the encouragement of development, contains 

considerable non-reciprocity to the dev~loping member countries, offers comprehensive 

export market access, establishes organisations to promote industrial cooperation, 

focuses special efforts on the least developed countries, and establishes a programme 

to stabilise the export earnings attributable to certain commodities. 

The Convention grants access to the EEC market free of tariffs and quantitative 

restrictions for all exporta from the ACP states, vith the exception of certain ap;ri­

cultural products. Access for these restricted agricultural products, vhich vere o.8 
per cent of total ACP exports to the EEC in 1973, is also prefer~ntial and more 

favourable than the access of non-ACP suppliers. Rules of origin are cumulative over 

all ACP pro~essing, and the absence of limitations together vith the liberal origin rules 

make ACP access more favourable than access to the EEC market under the Community's GSP 

scheme. The Convention also establishes institutional arr. ,ngements to n~gotic.te the 

reduction ~f other lfl'B's maintained by the EEC. The principal of unlimited market 

access receive~ a setback in 1977, however, vhen the EEC took safeguard actions against 

Morocco and Tunisia on textile exports. 

Amont pri11181'Y co1111<>dities, sugar receives special access rrovisions in that the 

EEC agrees to import a minimum annual quantity at a guaranteed minimum price. The 



"'inimum pric-e is lld~usted llilnulllly to be vit~1in the ranp:e of EEC internal sup:ar prices. 

?he swi:ar arrllilgement is. i~ effect. the first commodity urice-indexinp: scheme. 

The Convention includes a declaration of EEC villingness to offer fimmcial and 

techniclll assistance to promote industrilll cooperation betveen the Community and the 

ACP states. The Convention establishes a joint Industrial Develooment Centre, supervised 

by an Industrilll Cooperation Committee, to spread information llild facilitate contacts. 

The Convention stresses a number of areas to promote develolX'!ent and diversification of 

industry in the ACP states: manpover development, transfer and adautation of technology, 

promotion of industrial trade. and the planning and implementation of industrial projects. 

The Conver.tion Ill.so includes a facility called "Stabex" to stabilise the export 

earnings of certain primary co111110dities, originally 12 and nov 18, all but one of them 

agriculturlll. To be considered under Stabex, export earnings of the commodity must be 

at least 7.5 per cent (sisal 5.0 per cent) or an ACP member's total export earninp:s to 

all destinations the previous year. To receive a transfer, nominal export earnings 

from sill.es to the EEC must be at least 7. 5 per cent lover than the average during the 

previous four-year reference period. For the least developed ACP countries, both 

percentages are reduced to 2.5. The transfer, vhich equals the full difference betveen 

actulll and reference period earnings, must be repaid by the recipient country only if 

future market conditions are favourable. The least developed cotmtries need not repay. 

Stabex differs from the Compensatory Financing Facility of the IMF in that it does not 

require a balance-of-payments deficit, operates conunodity-by-commoditv, ann grants 

interest-free transfers. Transfers under Stabex totalled $88 million in 1975 and 

$44 million in 1976. 'l'he Lome Convention represents a ma,,or step forvard in promoting 

cooperation among the industrialised and developing cotmtries to encourage economic 
1/ development. --

The developing countries should in the future strive both to improve the Lome 

Convention and to extend certain of its features into global arrangements. Improvement 

of the Lome Convention could include its ext1?nsion to additionlll developing count.ries, 

inclusion of meaningful limitations against the imposition of EEC safeguards, and ex-

tension or guaranteed minimum prices to other primary commodities. Stabex could be im-

proved by extending it to cover additional commodities, increasing the size of its fund, 

1
J and liberalising the rules determining transfers, especially through inflation indexation 

or reference period earnings and reulacement of the abrupt 7.5 per cent cut-off points 

J, 
I 
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vith sliding scales. At the same time, all developing countries vould benefit by 

in~orporating anpects of the Lome Convention into global arran~ements. The Convention 

offers the model for a global GSP scheme alloving tmlimi ted market access. indexed and 

guaranteed pricing of certain primary commodities, and export earnings stabilisation 

scheme~ for other primary co1111110dities. 

For a more detailed discussion or the Lome Convention, see "The Lome Convention 
and the Evolution or EEC-ACP Cooperation," Connission of the European Communiti"s• 
Brussels, July 1978. Cooperation emong developing countries to promote develop­
ment is discussed in Section 4.5 of the Joint Study. 



I 
7here are A variety of types of bilateral trading arrangements betveen industriali­

sed and develooing countries, soce of vhich ~ay be highly supportive of export-driven 

industrial development, while others may seriously retard this goal. These include: 

(a) Historical trade ties and pest-colonial supply relationships; (b) Rubrique trade 

facilitation agreements between pairs of industrialised and developing countries; (c) 

Bilateral-clearing trade agreements between developing countries and socialist countries 

of Eastern Europe~ and (d) Bilateral trade agreements covering ir.':vidual products under 

voluntary export restraints (VERs) or orderly marketing arrangements (OMAs). 

Historically, the most important forms of oilateralism betveen industrialised and 

developin17 countries clearly involved trade relations under the Conmonwealth Preference 

syste~ and smaller but perhaps more intensive arrangements involving the Francophone 

countries. These often had an essentially multilateral Political overlay, but for 

practical purpcses functioned bilaterally with respect to international trade. The 

developing co'.ll'ltries involved were given preferential access to the market of the indus­

trialised country involved through tariff concessions and the relaxation of a variety of 

non-tariff barriers. The tenns of such market access vas often quite liberal, although 

they generally also required "reverse perferences'' - i.e., that the developing country 

involved grant preferential market acce;,s to the respective industrialised country over 

other industrial country supplie~s. This requently ~eant preferential treatment in 

government procurement and for products sub.Ject to s ::ate trading. 

The ef:fects o:f such bilatera:.ism on the developing countries involV•!d were clearly 

rr.ixed, combining rather clear export-volume and possibly export-price anvanta17es with 

the necessity of substituting imports from hieh cost suppliers for lower-cost irnPorts 

under the reverse preferences. The evidence sug~ests, however, that there vere overall 

net benefits associated with at least t,e Commonwealth Preference ;,ystem.11 This form 

of bilateralism was, of course substantially eroded with the Yao1mde and Lome &17reements 

between the F.EC and the ACP and the Generalised System of Preferences, both of which 

a.re discussed elsewhere in the Joint Study. Nevertheless, it ;,e~ms likeJy that some 

vestiges of post-colonial bilateralism remain in the French, British and Portuguese 

cases, specifically with respect to non-tariff barriers, and that this confers some 

trade benefits on the countries involved. 

Trade facilitation agreements between individual developing and industrialised 

!./ 



countries (or the EEC as a vhole) essentially serve &S broad statements of intent. An 

8'lreement may be SlflTled to double r1r trinle bilateral trade betW'een tvo countries over 

a given period of time, for example. In the manufactures sector. such 8'lreements clear­

ly cannot abrogate MFN, GSP or other multilateral commitments of the countries involved. 

and preferential treatment on both sides must be confinei to non-tariff barriers, such 

as government nrocurement. These give amnle scone for 'Preferential treatn.ent, but vill 

be narroW'ed vith the implementations of codes of conduct negotiated during the Tokyo 

Rot.md. Scope for such preferences on ~oth sides remains, of c~-;Jrse. to the extent 

that the developing countries do not become signatories of codes on NTBs negotiated 

under auspices of the GA'IT, or receive special and differential t:'."eatment in the form of 

exclusions, derogations, and the like. The other important effect of bilateral trade 

facilitation agreements involve~ credits, often large-scale and on concessionary terms, 

by the industrialised country to finance developir ! country imports. Here a.gain there 

is the danger of diverting trade to a high-cost sipp~ier and hence deterioration in the 

terms of trade of the developing country involved, although this may ~e partly or vholly 

offset by concessionary financing terms. 

In the primary-products area, vhf'!re goods are generally not subject to duty (e.p;., 

industria'. rav materials), bilateral trade facilitation arrangements may improve market 

access for developing countries in cases vhere the rav materie.1-usinp; industries are 

nationalised or otherwise influenced on sourcing by government policy. The same may 

te true in the ciu;e of agricultural products vhich are subject to tight import controls, 

vhere for example preferential quota allocations may be granted to individual developing 

count des on the basis of bilateral trade facilitatic1n ggreements. In such cases 

there may be a net benefit to the developing countries involved. Overall. however, 

any benefits in market-access attributable to such arrangements depend ft.mdamentally 

on the existence of an underlying structure of trade di3tortions. It is unclear 

whether the developing countries involved do better under this form of bilateralism 

than if they vere able to compete freely in e.n open market. 

Bilateralism and trade-clea~ing arrangements between centrally planned economies 

and developing countries are also the product of the lack of market-determined outcomes 

both in the structure of supply and demand for internationally traded goods and services, 

and as a result of exchange controls. Centrally planned ~conomies may source lmports 

according to other than market-determined criteria under state trading. These econo­

mies are generally characterised by very strong import demand and limited export supply 

which, vher. coupled vi th growing indebte<iness and debt-service burdens and the absence 

of other forms of capital inflov, create conditions of chronic foreign-exchange shor­

tage. Almost by definition, the developing countries face much the same conditions, 

and so the stage is set for bilateral trade-clearing. 

'!'his may involve varying degrees of formality including, for example, the creation 

of blocked (inconvertible) local-currency accounts in the centrally planned c~untry 
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thro~h developing-country exports. vhich may be dravn dovn to pay for imports produced 

in that country. Such bilateral arrangements may be of long duration. including guide-

lines on maxima and minima for the blocked-account balances. Alternatively. the bila-

teralism may be focused on specific products. such as coffee for tractors. or chemical 

plants for chemicals. A number or problems are coanon to all such arrangements. and 

inclu~e the prices of the traded goods or services. their quality and availability. 

forced purchase of unwanted merchandise and its subsequent resale. renegotiation of 

agreements. intrusion o~ political variables. By locking themselves into such bi-

lateral arrangements, of course. there may be substantial opportunity costs to the 

developing countries involved. Prices and product q•1a.lities can change. and the bar­

gaining leading to a bilateral trade agreement may be seriously biased against the 

veaker party. 

Bilateralism or this sort has been defended on grounds of "additionality" - that 

market-access barriers and other factors hold actual developing country exports belov 

their potential exports, and that bilateralism permits incremental exports vbose mar­

ginal returns exceed the ma~ginal costs even a:t'ter all of the associated costs and risks 

are considered. Th~y clearly represent a second-best alternative to market-driven 

expo~'"ts, but in a world plagued by trade distortions such agreements can entail a real 

net benefit. Moreover, because conditions remain unchlUlged over the life of the agree-

ment, the \UlCertainties and risk associated with the market are a'90ided, thereby raising 

the value of such arrangements and perhaps justifying them despite the inefficiences 

involved. 

4.2.4 Bilateral Trade Controls 

Finally. recent years have seen the development of ~ilateraliem \Ulder so-called 

"vol \Ultary export restraints" ( VERs ) and "orderly marketing arrangements" ( OMAs ) • Here 

the importing industrialised cou."ltry finds its markets "disrupted" by rapid increases 

in imports and approaches the suppliers to "voluntarily" limit their shipments under 

threat of mandatory import quotas or other ~orms of protection. Normally these limits 

are set in terms of a roll-back of curr'~"t import levels to some previous year's trade 

volume, and generally a growth factor is included - e.g., import grt:vth may not exceed 

the rate of growth of domestic demand. Hormally OMAs and VEFs are straightforward bi-

lateral arrangements but occasionally they arc sanctioned multilaterally, as in the 

Multifibre Arrantoement (MFA) coverins textiles under the auspices of the GATT. It is 

always 1ncumbent upon the exporting country to J"Olic~ its own shipments. Indeed , wider 

certain conditions bilateral OMAs or VERs may be more restrictive than nomin&lly equi­

valent tariffs or quotas • .!/ 

Such bilateralism is almost totally negative from the point of view of the 

.!/ See Tracy Murr~, Wilson Schmidt and Ingo Walter, "Alternative Forms of 
Protection Against Market Disruflt,ion," Kyklos, Fasc. IV, 1978. 



I developing country. since by definition it is trade-distortive in nature. Exports m&y 

these divertci exports &re in turn disruutive in third m&rkets, they m&Y lead to addi-

tional trade restrictions there as well. Even so, develouing cov~~ries have become 

heavily involved with VERs and OMAs because they perceive them as the lesser or evils. 

4.2.5 Prospects 

It is cle&r that bilateral trade arra.,gements are :ntrinsically suboptimal. and 

~ involve very significant opportunity costs in comp&rison vith ouen-m&rket trans-

actions. Only vhen those markets &re themselves distorted does bilateralism have any 

prospect of contributing to the economic interests of developing countries. Ir a 

world distorted by trade barriers, this cle&rly was the case with historical ties. but 

these are being eroded by global and regional preferences. It may be the case with 

rubrique trade agreements and bilateral cle&ring, but only if additionality holds and 

adverse terms of trade effects do not materialise. It is never the case vith bila-

teral trade restrictior.s. A certain amount of bilateralism in an imperfect world is 

cle&rly inevitable, but it is not necess&rily a panacea for the export problems of the 

developing countries. 

In order for the developing countries to exploit their evolving coal'parative 

advantage in international trade, the struc~ural ad.1ustment upon which this is based 

must be matched by simultaneous structural adjustment in the importing countries. As 

the supply capabilities of developing countries in sectors such as textiles, leather 

goods, steel and shipbuildir.g grows and conveys ~competitive e~e on world markets. 

the advanced countries must progressively disengage from these same sectors and move 

resources into more technology-intensive, higher value-added industries where they in 

tum possess a comp&rative advantage. Only i r such ad,fUl'tments in economic structures 

&re in fact undertaken can the tra~.itional gains from international trade and rational 

resource. allocation be fully realised, th~s contributing to maximum p:lobal income and 

output. On a continuing basis, maximum economic growth in open economies requires a 

constant rede,..loyment or "churning" of productive resources out of deca,vinp: or ''senile" 

industries in which countries &re losing their comparative advantage and into newly 

emerging and high-growth industries in which comparative advantage is stron~ or in the 

proc~ss of development. If such redeployment is impeded, and resources do not move 

freely from sectors where their marginal product is low to sectors where it is higher, 

economic growth will inevitably be retarded. 

The static and growth benefits of liberal trade are thus important for both the 

industrialised and developing countries. Rut the adjustment' required are not without 

cost, and fall most heavily on the workers and owners of capital in the declining 

in~ustries whose production is displaced by imports. Workers may be jobless for vary­

ing periods (sometimes permanently), must learn new skills, and often must move to new 



loc!l.tions. :Jvners of canital must vrite dovn t.he value or their assets. and scmetimes 

~o bankrupt. Such adjustment costs. vhich are thought to be larFer the more rapid is 

the causative pace or import-penetration, raise serious qaestions or equity. Ir society 

as a vhole benefits from liberal trade. does it not follov tha~ society as a vhole should 

bear an anpropriate part of the burdens of adjustment? And if society refuses to share 

this burden, is it not understandable that the af~ected individuals then turn to protec-

tionism? It is imnortant to point out that this uroblem is not tmique to ad,1ustment 

rel~ted to international trade - it is equally imnortant vith respect to technological 

change. for example. But it is perhaps somewhat different in that the imuacted fac-

tors usually find it easier to halt ad.,ustment to trade-related shocks via protectionist 

actions than for example to halt technical change or postpone adjustment by "feather-

bedding" or similar actions. The consequences of non-adjustment for real national 

income nov and in the future, hovever, ar~ quite similai-. 

Three choices can be identified as possible policy responses to the problems or 

trade-related ad,1ustment: (a) Permanent protection. avoidinff the ad.1ustment costs but 

sacrificing all future gains; (b) Sloving the speed of ad,1ustment via "safeguard" or 

related actions to reduce the associated costs to the factors directly affected and 

sacrificing gains temporarily but not permanently; or (c) Publicly-financed adjustment 

assistance that transfers some of the costs from the factors directly affected to r.ociety 

at large, requiring often significant income transfers but leavinF 5ntact the !"dins 

from trade and grm."th. 

and indeed likely. 

A combination of the alternatives is, or course, also nossible 

One of the factors underlying the recent surge of protectionism is that countries 

have not done a very effective job in the design and implementation of adjustment assis­

tance measures. A reviev of ad.1ustment assistance programmes in effect indicates the 

following:!! Canadian adjustment assistance is not specifically related to iinport com-

petition, although it can be used fr.r this purpose. The Federal Republic of Germany 

does not have an adjustment assistance policy as such, althoUFh ~ hoc subsidies or 

trade measures may be used vhen par.icular sectors encotmter structural difficulties. 

Japan has tailored adjustment assist!ince measures mainly to smaller enterprises affec­

ted by international develoJllllents such as the GSP, changes in the value of the yen, and 

trade measures taken by other countries, covering both export and import-related shocks. 

The Netherlands has introduced adjustment assistance measures AS part of an economic 

restructuring programme linked to development assistance policy, thus supportinp: adjust-

ment to international c0111petitive shifts in favour of developing countries. After 

introducing adjustment assistance provisions into the Trade Expansion Act of 1962 and 

See ~ustment AHistance Measures, Report by the URCTAD Secretariat, docU111ent 
TD/B/c. 2/198,--4-Ap-rfll·9-7S.- -- ---



observin~ their poor oerfol"lllanc·~ folloving the Kenne~v Round of trade ne,otiations, the 

unit.e<1 5t.a.t.es int.roduced iiberaiised adju:,tmerit assist&&&c~ iutc the '!'~~e .. ~et c!" 19?4 .. 

Eli~ibility has been increased, benefits enhanced, time l~s reduced, and assistance 

allocated to entire communities affected by increasi~~ imnorts. ~t this time it is too 

~arly to evaluate the administration of the nev U.S. a~justment assistance provi3ions. 

Various international organisations have taken up the question of adjustment 

assi'Stance. At its 1976 Tripartite World Conference, the Int~rnational Labour Orira­

nisation laid dovn several general principles - that employment policies should be desig­

ned to create nev job opportunities ror trade-dispcsed vorkers, that adjustment assis­

tance should reduce the burdens borne by the labour sector, that imports from the deve­

loping countries should be liberalised, that ad.1ustment assistance is preferable to 

import restrictions, and that it should be "anticipatory" and 1:1&de available before-the 

adjustment costs are incurred}/ 

The European Economic Connunity has established the European Social Fund, which can 

be used in part for adjustment assistance purposes especially through vocational trai­

nin~ and geographical mobility of workers. The F\Dld vill subsidise 50% of the cost of 

vocational training progr8111Des. Increased eligibility, more effective targetting on 

incipie~~ labour market problems and improved administration have increased the Fund's 

use~ulness f1.'r adjustment assistance, althotogh it remains a general device to deal vith 

:;.abour-market t:d.1ustments rather than a specific tool aimed at adjustment to shocks 

~elated to inten~ational trade. 

included. 21 
Aid to affected industries, for example, is not 

The Organisation for Economic Cooperation and DevelOJlllent (OECD) has also examined 

the matter of adjustment assistance in 11 comprehensive research pro,lect. The conclu-

sions document the importance of the displacement effects or imports from developing 

countries relative to overall structural chan,e in OECD countries. They also note that 

no industrialised country has in fact implemented adjustment !\Ssistance policies speci­

fically to promote imports from developing countries, although some have accelerated 

factor-disengagement from obviously uncompetitive sectors. Indeed, public policy vas 

1110re often than not found to have served to delay such disengagement. Finally, the 

OECr concluded that structural, regional and employment policies must be integrated 

vi'b int~rnational trade policy, and that the 1110st effective factor in structural read­

.lustment is a high level of overall employment.V 

1/ 

?_/ 

J/ 

~.£].y~t _i_o!J.: !?_f _J')_i:.i!!_c_tt>!.e.s .. ~d.. f.!9grume_o_r_ Act i~ (Geneva: 
Document E\5857 , June 19701. 

International La bour 

~.!..v~- pJ' __ th.e .• S..O.c_i_~- _F_IJ!l.d.. . .(_~Jl!P!.OY~t_ J~_o~~-e-~) (Brussels: 
Euroµan Community, March 1977). 

Commission of the 

OECD Development Centre, AdJue!_~nt t'or_Jrade, Studies on Industrial Adjust~nt_ 
P_r..EE.L~-8!1 .. ~].o_l_i_c_i_e_!I_ ( P&:'is: OECD Working Doctmient CDfTI (75) 3, 1975). 



Finally, the General ~eement on Tariffs and Trade has focused on ad.,ustment 

assistance mainly in connection vith the ot>eration of the Arranv.ement Re~ardin~ Inter­

national Trade in Textiles (MFA), vhich stat~s that its operation should not serYe to 

impede "autonomous industrial ad.1ustment" to shi!'ts in international comparatiTe adTan-

tage. It encourages textile firms pressed by com~titive imports to moTe 11ro~ssively 

into more Tiable lines of production of other sectors of the economy. Any safeguard 

action undertaken should assist in the process of ad.1ustment and should only be used 

in exceptional circumstances. It does not, however, co11111it the signatory countries to 

underwrite the costs of adjustment assistance in the textile industry. Ir. practice, 

the operation of the MFA and its predecessor, the Long Term Arranp:ement Regardintr Inter­

national Trade in Cotton Textiles (LTA), has frequently concentrated on i~ding struc­

tural adjustment rather than pro110t ing it.!/ 

Guidelines and Pros~ct~ 

As the efforts of the international organisations discussed here as vell as those 

of UNCTAD and UNIDO shov, a great deal of vork remains to be done in securing the accep­

tance of policies designed to foster affirmatiTe structural adjustment to trade-related 

shifts in firm and sector economic viability. Such assistance can, as ve haTe rioted, 

be clearly justified on both efficiency and equity gro\D1ds. Yet because fiscal dis-

bursements are involved it is often easier to adopt protectionist measures of non­

adjustment, vhose costs are often disguised and videly disbursed in the form of the 

sacrifice of the gains from trade. Indeed, the measures adopted often generate fiscal 

reTenues. Even vhen the principles of adjustment assistance is accepted and put into 

practice, it is important that these efforts prolllOte "adjustment-out" rather than 

"adjustment-in" - that is, redeployment of productive factors into other, internatio­

nally competitive lines of production rather than modernisation and rejuvenation of 

existing production, vhich merely delays the adjustment that ultimately vill be required 

and compo\D1ds the ultimate costs that must be nome. Evidence from the 11. S. and 

European experience suggests that "adjustments-in" has been heavily used in such sec-

tors as steel and textiles.g/ A valid criticism of the use of ad.1ustment assistance, 

however, is that increasing import competition is sometimes caused by foreiim export 

subsidies or dumping rather than underlying shifts in comparative advanta,:e. 

'!'he developing countries have long argued in UNCTAD and elsewhere that ad,1ustment 

assistance measures should be implemented in the advanced countries to facilitate market-

access for their exports. The response of the industrialised countries has not been 

encoura,:in~ for such an argument related to developin~ co\D1tries' needs. 

!/ See UlfCTAD document TD/B/C,2/170 for the eighth session of the Committee on 
Manufactures, Geneva, July 1977 for an assessment of adjustment in the textile• 
Sector. 

£1 See, for example, Ingo Walter, "Sectoral Protection and International Trade: The 
Case of Iron and Steel", The World EconO!!.Y, April 1979. 



is Y&l.id. but it may be aade differently. 'nte industrialised countries should pursue 

adjustment assistance for their ovn benefit, to reap the nry real static and dynamic 

gains from liberal trade, vhich inter- alia are attributable to a «reatly improved and 

soaaetimes rapidly-changing division of labour betveen the industrialised and developing 

vorlds. 
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