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ABSTRACT

In their efforts to expedite their economic develop-
ment, the developing countries find themselves in continuous
search for effective ways and means to achieve this end. 1In
the Unlted Nations Conference on Trade and Development, they
focused on the need for a New Trade Policy for Development

which aims inter alla at introducing fundamental changes into

the prevalent trends in world trade. This policy rests on
the contention that international trade under prevalent trends
has so far operated to the detriment of growth in the develop-
ing countries, since the distribution in the gains from trade
has been largely in favor of the developed countries. The
contention seems to find some support in the trade situations
of many developing countries.

The present thesis reveals that the evidence indicating
the trade difficulties of the developlng countries 1s not
sufficlent to support the contentlion that trade has operated
to the detriment of economic development in these countries.
Moreover, attempts to effect basic changes in the prevalent
trends in world trade may not be feasible for two main reasons.
In the first place, the principal developed countries are
likely to oppose strongly these changes because they involve
major modifications in their national economic policies.
Secondly, 1t 1s not certaln whether the fruits accruing to
the developing countrles as a result of these induced changes
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(assuming that they are effected) can meke significant
contributions to economic development in all the poor parts
of the world.

Nevertheless, the New Trade Policy for Development still
suggests the need for a more effective system of international
economlec cooperation to tackle the problems of trade and develop-
ment. Planning for development on an international level may
provide a key element 1n this system. An increasing flow of
ald from the developed to the developing countries seems to
be indispensable to any system of international edonomic co-
operation for economic development, regardless of deliberate
attempts to alter the terms, composition and pattern of inter-

national trade.
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CHAPTER I
THE RELATION OF INTERNATIONAL TRADE TO ECONOMIC
DEVELOPMENT IN THE DEVELOPING COUNTRIES

A. THEORETICAL ANALYSIS VERSUS HISTORICAL EVOLUT ION

The importance of international trade in the field of
economic development was recognized long ago by the originators
of the classical theory. The classical economists were able in
particular to observe the possiblility of growth transmission
through trade among countries with varying degrees of develop-
ment and culture. They argued that "the opening of foreign
trade ... sometimes works a sort of industrial revolution in
a country whose resources were previously undeveloped for want
of energy and ambition in peoplB-"l They also held that the
principle of comparative advantage, which gives rise to special-
ization end trade and allows various trading countries with
different factor endowments to reap the benefits of the inter.
natlonal division of labor, may also bestow other indirect advan-
tages on the trading partners. Thus forelign trade, according
to classical theory, can have direct as well as indirect benefits.

The direct type of benefits, better designated in Millts
words as "the direct economical advantage of foreign trade"
glves rise to "a morezef:f‘icient employment of the productive

forces of the world .r This efficlient employment of productive

1. J.s8. Mill, Principles of Political Economy, (lst ed. 1848;
London: Longmans, 1926), Vol. IT, Book III, c%ap. 17, p« 133,

2! Ibid-, P 131-
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forces in turn allows the trading country to specialize in the
production of the commodity in which it has a comparative advan-
tage, i.e., the commodity which it can produce relatively cheaply,
and demand imports in which other countries have a compar ative
adventage by exporting the said commodity. The well-known cla-
ssicel exeample of a two-country two-commodlty model, with certain
modifications and refinements introduced to meke it more gene-~
rally applicable, still serves in contemporary economic litera-
ture as the standard analysis of the direct effects of foreign
trade on trading partners.

Now we turn to the indirect effects or benefits of inter-
national trade. Here the classical economists were, to a cer-
tain extent, aware of the dynamic element which accompanies the
impact of international trade on economic development. This
awereness enebled them to interpret trade as a dynamic factor
which widens the extent of the market end the scope of the di-
vision of labor, permits the use of mechinery on a larger sceale,
stimulates innovations, over-comes technical indivisibilities,
raises productivity and allows the trading country to enjoy in-
creasing returns and economic udevts-:slopment.1 Mill made much of
thils point when he wrote in his princ iples,"the introduction
of forelgn arts which raises the returns derivable from addi-
tional cepital to a rate corresponding to the low strength of
the desire of accumulation: and the importation of foreign

capitel which renders the increase of production no longer

1. Hla Nyint, "Ihe Classical Theory of International Trede
end the Underdeveloped Countriesv™, %cononﬁc Journal, June 1958,
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exclusively dependent on the thrift or providence of the inhea-
bitants themselves while 1t places before them a stimulating
example, and by instilling new ideas and breaking the chaln of
habit, if not by lmproving the actual condltion of the popu-
lation, tends to create in them new wants, Increased ambition
and greater thought for the future.ll In more than one place,
Mill emphasizes thet "these indirect effects ... must be coun-
ted as benefits of a high order."

The evolution of conventional trade theory from its early
crude classical version to its refined neo-classical form has
witnessed an apparent tendency to assocliate internat ional trade
wlth economic developuent such as to make the former a crucial
factor in the acceleration of the latter. It hes become almostl
e familiar assertion to regard trade as an engine of growth and
an impetus to economic development in the less advanced parts
of the world, where the introduction of modern techniques and
foreign arts, together with the direct economical advantage
resulting from the international exchange of commodities, can
perform the miraculous task of achieving a break-through into
self-sustaining growth. This optimistic inclination to regard
trade as a powerful engine of growth transmlsslion has been
widely held for two meln reasons. The first is that 1t seems
to give more substance to the doctrine and practice of free
trade in general, and the second 1s that the experience of the

nineteenth century in thls respect has provided factual evidence

l. Nill, .QB'S'..E" Vol. I, Book I, chep. 15, p. 244 .
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of the possibllity of development through trede.

Yet this optimistic Interpretation of trade in relation
to economic development, according to some writers, appears to
be unwerranted iIn the cese of the developing countries today.l
They argue that the gap between the rich and the poor seems to
be widening as a result of participation in the world economy,
contrary to the expectatlions of free traders. To the critics,
the rosy picture of International trade as & powerful mechanism
for spreading development from the more developed to the deve-
loping parts of the world has thus lost much of its appeal.
Instead, economic development seems to be turning inwards and
closeting 1tself in watertight compartments that are confined
to the already developed and industrially advanced countries.
The dual economy which dominates many developing countries
shows, moreover, that even when the spark of eccnomic develop-
ment starts in one of these countries &s a result of inter-
national trade it again tends to be closeted in watertight
compartments; in this case the export sector of the ec onomy
where it has originated. Thus the practice of internationsl
trade 2long lines envisaged by conventional theory has been
condemned on twe grounds. The first is its apperent inability
to transfer development from the rich to the poor parts of the
world, end the second 1s its fallure to help in creating a

carry-over from the developed export to other lagging sectors

1. This is ghe general view of such writers as Gunner Myrdal,
Raul Prebisch and Hans Singer.
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within the same econcmy.l

B. THE GAINS FROM TRADE AND THE GAINS FROM GROWTH

The foregoing discussion has purported to present in =a
nutshell some important theoretical and historical dimensions
of the problem at hend. It has endeavored to show the critical
attitude some contemporary writers and economlsts have toward
conventional trade theory as it relates to problems of economle
development in the developing countries. In short, the fore-
golng discussion seems to indicate the possibility of a con-
flict between the gains from trade as envisaged by traditional
theory and the gains from growth. This means that part of the
gains from growth in the developing countries goes to the
developed countries as a result of participation in trade under
prevalent world trends.

The most frequently cited demonstrations of this possibi-
lity of conflict draw heavlly on the alleged relative decline
in the prices of primary products compared to the prices of
finished goods in the international market over the past few
decades. On the basis of this alleged reletive change in inter-
netional commodity prices, there are said to be seculep tena
dencles of a long-term deteriloration in the terms of trade of
primary products. A similar appeal 1is often made to the more
conspicuous short-term fluctuations in the prices of primary
commod ity exports over the course of the business cycle to

demonstrate the instabilitylin the export proceeds of primary

1. Gerald M. Meler, International Trade sand Development,
(New York: Harper & Row, 1063), pp. 168 = 150.
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producers. Accordingly, it is concluded that the long-run
deterioration in the terms of trade of primary products ex-
ported by the developing countries together with the demaging
impact of short-term fluctuations in the price and quant ity
of these products has impaired the developing countries effopts
to develop rapidly. 1In other words, economic growth in these
countries has been retarded by international trade. Moreover,
these demonstrations of the possibility of a conflict between
the gains from trade and the gains from growth are often 1inked
with a tendency toward external imbalance assoc iated with the
development process in the developing countries.2 Underlying
this trend 1s the widely-held belief that the world demend fop
primary products has been sagging while the demand for manufeac.
tured goods has been edging up.

The concern with the terms of trade in this fashion has
attracted considerable attention since the exporters of primary
products are usually, but not necessarily always, poor under-
developed countries, while the exporters of manufactured goods
are usually rich industrially -sdvanced countries. Hence
the possibility of a2 conflict between the gains from trade end
the galns from growth has assumed the form of an unfair distri-
butlion in the gains from trade in favor of the developed countrieg——

the traditional exporters of manufactures — at the expense and

l. Gotlfried Haberler, "Terms of Trade and Economic Deve lopment"

Economic Development for Latin America, by H.S. Ellis, (New York:
Nacmillan Eo., E§G5S sy PP+ 280 = 291,

2. B8See specially the writings of Gunnar Myrdal & Rat':.l Prebisch
on this point.
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even to the detriment of growth in the developing countriesg
the traditional exporters of primary products. What made the
situation even worse for the developing countriés is that the
deterloration in their terms of trade has occurred at a time
when thelr need for imports of manufectures and capital goods
has become very urgent as a result of their attempts to expe-
dite the pace of their economie developn:nent.1

Needless to say, any possibility of conflict between trade
and development poses a very serious problem on the interna-
tlonal economic and political level. It immediately suggests
the strong need for a better understanding of the relstion of
international trade to problems of economic development in the
less advenced countries. The reasons for the necessity of
sober understanding and immediste action in this intricate
fleld are numerous and deserve considerable reflection. For
the purposes of the present discussion however, three such
reasons are of special importance.

The first is that we are living in the era of concern
about economic development. The swareness of the gap between
the standards of living in the advenced and backward parts of
the world has been growing rapidly in recent years. So much
so, that the United Nations has adopted, as a target for its
present Development Decade, 1960~1970, a minimum rate of

growth of 5 per cent per annum in the incomes of the developing

l. U.N. Conference on Trade and Development, A Review of
Irends in World Trade, paper by the Buresu of General Economic
esearch and Policles of the UN Secretariat, Geneva, 1964,

PPe 15 ~ 16.
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countries tc be achleved by 1970. Yet the experience of many
developing countries in this connection has not been encourag-
ing so fare.
The second reason is the importance of foreign trede to

most developing countries. This importance stems inter alia

from their Increasing need for imports of manufactures and
capital goods to speed up the pace of their economic develope
ment as well as from the fact that many of them earn the bulk
of thelr foreign exchange from exports characterized by & prew
ponderance of primary commodities.

The third, and possibly the most important, reason is that
some serlous and far-reaching implications and policy conclu-
sions have been formulated on the basis of the alleged possi-
bility of conflict between trade and development. These range
from an outright condemnation of international trsde on the
ground that it has operated to the detriment of the developing
countries, to more moderate pleas for installing new trade
policies capable of catering to the needs and requirements of
economic development in the developing countries. Among the
first extreme set of policy conclusions comes the opinion that
"it is not self evident but indeed very much up to doubt whether
today a freer trade would necessarily lead to less internaw
tlonal inequallty or whether in general trade between developed
and underdeveloped countries has ever had that effect."l

l. Gunnar Myrdal, "Development and Underdevelopment", in
National Bank of Egypt, Fiftieth Anniversary Commemoration
Lectures, (Cairo: NBE, 1959), p. 10.
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Many scattered attempts, which can be grouped under the
second set of policy implications, have been undertaken on
regional and international levels to tackle the problems of
international trade in relation to economlc development . Among
these attempts one may mention tariff negotiestions within the
framework of the Ceneral Agrreement on Tariffs and Trade (GATT)
between 1947 and 1961l. Much will depend in this sphere on the
success of the forthcoming G ATT negotiations — the so-called
Kennedy round. Yet the most comprehensive effort to tackle the
problems of trade and development besetting the developing
countries today was undoubtedly the United Natlions Conference
on Trade and Development held in Geneva in 1964. It is to &
brief description of the organization, purpose and Flnal Act

of this Conference that we now turne.

C+ THE UNITED NATIONS CONFERENCE ON TRADE AND DEVELOPMENT

The United Nations Conf'erence on Trade and Development
(UNCTAD ) opened in Geneva on Monday March 23, 1964 and ended
its work on June 15, 1964 . The number of states, members of
the United Nations and members of the specislized agencliles,
which were invited to participate in the Conrerence‘totalled
122.l The number of delegsastes representing the countries
participating directly and indirectly in the Conference amoun-

ted to 1,500« The UNCTAD was held as a Unlted Nations assembly

le Two countries, Somalia and Western Somoa were invited,
but did not attend the Conferencee.
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without a security council or an appeal to the right of veto.
Each state participating in the Conference had one vote and
decisions om matters of substance were taken by a two-thirds
majority. Five major committees were formed to make studies
and prepare reportse. These committees met concurrently with
plenary sessions.

Moreover, introductory statements delivered by varlous
ministers and delegates lasted several weeks in plenary session.

As such, the UNCTAD can undoubtedly be regarded as one of
the longest, lergest and most importent international co§ferences

held on any economlc subject since the second world war.

1. PE:E ose
The basic alm of the United Nations Conference on Trade

and Development, as spelled out by U Thant, the Secretary

General of the Unlted Nations, is "to create an international
trade enviromment that would facilitate the growth of developing
countries, and not thwart it-"2 It has been realized by the

UN Secretarlat that the growth targets of the present UN Developw
ment Decade have a direct bearing on international trade and

ald. The UNCTAD was therefore convened with the ob jective of

l. "The Geneva Marathon Starts", The Economist, March 21,
1964, pp. 1123 - 27.

2+ Unlted Nations, Towards a New Trade Policy for Development,
Report by the Secretary-General of the UN Conference on Trade
and Development, New York:. 1964, see preface. This report 1is
referred to hereinafter as the UNCTAD Report.
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providing“"by means of international co-operation, appropriate
solutions to the problems of world trade in the interest of all
peoples &snd perticularly to the urgent trade and development
problems of the developing countries."l Thus, the principel
concern of the Conference is to eXxamine and analyse, in the
lizht of the prevalent trends in world trade, the inability of
the developling countries to achieve a minimum annual growth rate
of flve per cent by 1870y & target adopted by the United Nations
at the beginning of the present decade.

On the basis of its experlence and studies in the fleld
of trade and development, the United Nations has formed the
convictlon that the prevalent trends iIn internstional trade
have not been appropriately conducilve to the achlevement of
self-sustaining growth in the developing countries. Urged by
its comnitment to the general goal of improving the lot of =all
peoples and particularly that of the Inhabitants of the less
advanced parts of the world, and realizing that sction in the
field of trade and development 1s second to no other respon-
sibility in the accomplishment of that goal, the United Nations
Yhas convened a conference whose primary objective it 1s to
point the way towards a new trade policy for development.l2

2. Final Act

The Flnal Act of the UN Confernece on Trade and Development

T. UONCTAD, Final Act, June 16, 1064, p-3.
2. Prebisch, UNGTAD Report, op.cit, introduction.
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consists of three parts. The first, the preamble, gives a
description of the background, the constitution end proceed-
ings, the findings end reasons and the considerations surroun-
ding the Conference in general. The second part, entitled a
"consolidatlon of the recommendations of the Gonferencef, in-
cludes sections on principles, general sand specific, recommen-
dations on particuler aspects and special problems, institutio-
nal arrangements and e progrem of work. The anmexes in the third
part contain a description of the voting on the principles, the
observations of delegations and other documents.

In the next few pages, & brief resumé of the first two parts
of the Final Act will be given.

The states participating in the Conference ard signatories
of the Final Act declared at the very outset that their oversll
aim 1s "to promote soclal progress and better standards of 1life
in larger freedom" as embodied in the UN charter, and "to seek
a better and more effective system of internstional economic co-
operation, whereby the division of the world into areas of poverty
and plenty may be banished and prosperity achieved by ell; and
to find ways by which the humen and material resources of the
world may be hernessed for the sbolition of poverty every where.ﬂl
Accordingly, the sald states, in a sense of human solidarity
and with a view to helping the developing countries to achieve

a break-through into self-sustaining economic growth in order

1. UNCTAD, Final Act, 22-01t-, p.l.
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to ralse their levels of living, are resolved "to employ inter-
national machinery for the promotion of economig end social
advancement of all peoples.ll

A description of the most importent findings snd consilde-
rations facing the Conference 1s then given. In pearticular,
the grevé problems of trade and development besetting the less
developed countries are examined.

Realizing that "the development of equitable and mutually
advantageous trade can promote higher standards of living, full
employment and rapid economic progress in 8ll countries of the
world," and recognizing at the same time that "the fundemental
problems of developlng countries are well identified &snd what
1s now required 1s a universal readiness to act and generally
to adopt practlcal measures almed at Increasing exports and
export earnings of developing countries end sccelerating their
economj.c.development,'2 the Conference has recommended the
following fifteen @eneral Princliples to govern internetional
trade relations end trade policies conducive to economic
development.3

(1) Economic relations among countries shall be based

on the principle of sovereign equality of states,
self-determination end non-interference.

(2) Denial of discrimination in international economiec

reletions on the basls of differences in socio —
economic systems.

1. IbidO, p-l-
2. IbidO, jo 13.
3. Ibid., pp. 17-20.
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(3) The recognition of the right of each state to trade
freelv ond dispose of its natural resources in the
wey it sees fit to the promotion of the well-belng
of its people. '

(4) Economic end soclal development should become the
coumon nre-occupation of the whole internsational
community. Accordingly, all countries must pursue
policies conduclve to economic development every-

-where and particularly in the less advenced parts
of the world.

(5) A new internstionasl division of labor 1is recommen-
ded whereby the needs and interests of the developing
countries in particuler and of the world as a whole
are served best. Developed countries sare urged to
adopt whatever adjustments mey be necessary In thelr
policies to attain this purpose.

(6) Since internaticnal trede is one of the most impor-
tent factors in economic development, "all countries
should cooperate in creating conditlons of inter-
neticnal trede conducive in particular to the achleve-
ment of a repid increase in the export eernings of
developing countries and in general to the promotion
of an expansion and diversification of trade between
egll countries, whether at similer levels of develop-
ment, at different levels of developmen{, or having
dirferent economic end soclal systems.!

(7) Developed countries should reduce and/or eliminate
all trade berriers in the face of developing countries,
adopt measures designed to expand snd stablllze pri-
mery commodity exports perticularly of the latter
countries at equitable and remunerative prices and
to maintain a satisfactory relation between the pri-
ces of primary and manufectured goods in the world
market .

(8) Notwithstending the adventages of the most-favored
nation treatuent, all developed countries should
grant the developing countries &ll concesslions and
preferences they extend to one another without how-
ever demanding concessions or preferences 1ln returne.
41l partiel preferences granted by some developed
countries to certaln developing countries should
glve way to general preferences.

(9) 4&ll developed countries particlipating in any form of

T. 151d., p. 18-
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economic integration shall see to it that their economic
grouping does not cause injury to their lmport trade
from other countries in generel and from the developilng
countrles in particular. -

(10) Regionel economic groupings end all forms of Integration
among developing countries should be encouraged as &
meens of promoting their intra-regional and extra-reglonal
trede and expediting thelr economlc development after
ensuring thet no herm is ceused therewlth to the trade
end development of other developing countrles outside
these groupings.

(11) Developed countries and international institutions
should supply the developing countries with an Increasing
net flow of financial and technicel assistence subject
to no military or political conditions to supplement
the export proceeds end reinforce the economlc develop-
ment of the developlng countries through diversificetion,
industrialization end higher productivity on the basils
of their own development plens and national policies.

(12) All countries perticipating in the Conference recognize
the necessity of allocating resocurces released as @
result of disarmament to the requirements of promoting
economnic growth in the developing countries.

(13) A separate set of special principles relating to the
trensit trade of the land-locked countries 1s endorsed
by the Conference.

(14) Complete decolonizaticn in line with the UN Decleration
on the Granting of Independence to Colonial Countries
is insisted upon as an essential prerequlsite to the
acceleration of economic developnente

(15) The adoption, concerting and implementatlon of the
international policles and measures recommended above
shall be subject to considerations relating to varlous
degrees snd levels of development iIn the developing
countries so as to glve due attentlion to the less
developed among them.

As stated in General Principle (13), a separate set of
principles for regulating end fecilitating the transit trade
of the lend-locked countries 1is included in the Final Act of
the Conference. This set consists of eight speciel principles 4

which are not of perticular Interest for the present dlscussione.
il Ibld .y S6ee PP elU=2e «
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The Finel Act of the UNCTAD includes also certain provi-
sions regerding international commodity problems, the removal
of obstacles end discriminatory policies, and the promotion of
exports of manufactures snd semi-manufactures from the develop-
ing countries. The Conference approved, moreover, the establish-
ment of a commission on commodity arrangements end policles with-
in the framework of the institutional machinery emerglng from
the UNCTAD. Some recommendatlons were adopted on the financilng
of development, trade and invisible transactlons of the develep-
ing countries. Each economically advenced country would be re-
quired to supply resources to the developlng countries of a
minimwa amount approaching one per cent of its natlional income.
Further, the Conference has recommended that the rate of Inter-
est on government loasns to the developing countries should not
exceed normally three per cent. Likewise, certain provisions
end recomuendations have been adopted with a view to lessening
the burden of accumulated debts and service payments of the
developing countries.l

As regards institutional machinery, the UNCTAD has reco-
mmended to the UN General Assembly the following prgviaions

inter slia to be adopted at its nineteenth sesslon.

(8) MThe present United Nations Conference on Trade and
Development should be established as an organ of

T. Ibid., pp. 23-20.
2- Ibido, pp- 30-52.
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(d)

(€)

(f)

(&)
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the General Assembly to be convened at intervals of
not more than three years and with a membership com-
prising those states which ere members of the United
Nations, the specialized agencles, or the I.A.E.AM

The principal functlons of the Conference will be to
promote international trede, to formulate policies
and principles, to make proposals in order to imple-
ment those policles and principles, to review and
facllitate the esctivities of various internatlonal
trade institutions and to harmonize the trade and
related development policies of govermnents end re-
glonal economic groupings in pursuance of Artilcle I
of the UN cherter and with the basic objectlive of
accelerating economic development in the less advan-
ced countries.

The establishment of e permanent orgen of the Confe-
rence known as the Trade and Development Bosrd con-
sisting of 55 members to be elected by the Conference
from among its mewmbers, as a part of the UN meachinery
in the economic field.

The establishment of subsidiary orgens to the Board
as may be necessarye.

Each state participating in the Conference shall have
one vote, ond "decisions on matters of substance
should be taken by a two-thirds majority of the re-
presentatives present and votigg, end declsions of
the Board by simple majority."

The establishment of & permanent and full-tinme
secretariat within the UN Secreteriat for the servie-

ing of the Conference, the Board and its related
bodies.

"The Conference should review in the light of exper-
lence the effectiveness and further evolution of ins-
titutionel arrangements with a view to recommending

such changes and lmprovements as might be necessary.t

D. PIAN OF STUDY

The agenda of the United Netions Conference on Trade and

T. Ibld., p. 30.

20 IbidO, P 31-

Se Ibido’ P 51-
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Developuent is founded meinly on a plea for a "New Trade Policy
for Development," presented in a report by the Secretary-General
of the Conference, Dr. Ra&li Prebisch.1 The repoft is inspired
to a large extent by the findings of the Preparatory Committee
of the Conference, which findings draw heavily on ldees expre-
ssed and fecommendations made in various organs and specialized
bodies of the United Nations, including the Secretarlat. The
Secretary-General of the Conference also beneflted in preparing
his report from his extensive consultations with the officlals
of many governnents at varlous occaslons. He was fortunate too
in consulting the Lxecutive Secretaries of the four regional
UN economlec comnissions, which provided him with veluable sugges-
tions. It should be noted, however, that Dr. Preblsch's report
goes sometimes beyond the findings of any or even all of the
sources just cited.

The plea for a "llew Trade Policy for Development® 1s® an
attempt to present the principal issues with which the United
Nations Conference on Trade and Development 1s confronted to
suggest an integrated programme of measures to asslist govern-
ments in considering weys of dealings wilth these issues."2 More
specificelly, the report seeks ways and means to create & new
basis of internaticnal cooperation for deelins with the prob-
lems of trade end development in the developing countries.

Foremost among the reasons celling for this new outlook come

T. Preblsch, UNCTED Keport, Op.Cit.

2« Ibid., see introductlon.
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the signs of feilure recorded by many developing countries 1n
their effort to schileve satisfectorily the minimum annuel rate
of rrowth of five per cent adopted by the United Nations as e
terget for 1ts present Development Decede, 1960 - 1970. As
such, the present report 1s, more or less, an incarnation of
the hopes and aspiretions of the developing countries to speed
up the rate of their economic growth by orgeanizing world com-
merce on a new besis thet would serve nore adequately the deve-
lopment purpose behind their participation in the Internstional
market.

Any attempt at organizing world trade on a new basis con-
veys, or at least seems to suggest, a divergence from the free
play of economic forces in the International market. Thus, not-
withstanding its social and political implications, be they
favo reble or otherwise, such an attempt in itself 1ls worth-
examining on purely economic grounds. It 1s precilsely the
purpose of the present dissertetion to extract or sort out the
econonlc rationale of the "New Trade Pollecy for Development"
proposed by Dr. Ra&l. Prebisch in his report. A corollary
purpose 1s to anelyze whatever mey be consldered as purely
economic reasoning in the Prebisch scheme in the light of con-
temporery economic literature, and to examine the practica-
bility and feasibllity of the suggested measures and solutions
to the problems of trade and development in the less advanced
countries.

To serve this purpose best, it 1is convenient to arrange



the present study in the followlng order:

Chapter II gives an expose of part I of the report by the
Secretary-General. In this part, Dr. Prebisch expresses hils
understanding end interpretetion of the major problems of trade
and development in the developing countries todey. We shall
refer thereafter to the substance of this part as the Prebilsch

Contentlone.

Chapter III sumarizes the possible solutions and ins-
titutlional aspects suggested by Dr. Prebisch to the problems
of trade and development in the developing countrles. These
solutions and institutional aspects, which we shall call the

Prebisch Proposals, comprise part II of the Secretary-General's

1
report. Chepter III also includes & short resume of the third
and last pert of the report, entitled "Kealism and Renovation,".

in which the author reviews his maln conslderatlions end findings.

Chapter IV contains an enalysis of the Prebisch contention

in the light of contemporsary economic literature.
Chapter V conteins an examination of the Prebisch Proposals.

Chapter VI includes a summery and some concluding remarks.



CHAPTER II
THE PREBISCH CONTENTION

A. NEW PROBIENS ON THE INTERNATIONAL ECONOMIC SCENE

In the first part of his report, Dr. Prebisch gives a
brief survey of the international economy in the past and-the
present iﬁ order to show the disintegration of the "old ordexrt®
thet preceded the great depression of the 1930's. The fall of
this "old order" in the international economy 1s a very signi-
filcent event from the stendpoint of the developing countries,
and understandably constitutes the starting point for the Ge-
neve gonference on Trade and Development. Dr. Prebisch then
adds "The conference will be perticularly concerned with a
phenomenon that was a subject of controversy untll recently,
but which is todey a matter of understaendable general concern:
the perslstent tendency towards external imbeslance essociated
with the development process.“l This phenomenon which followed
the disintegraetion of the "old order" in the world economy
marked the appearance of new problems of trade and development;
problems that should entall a change in the traditional system
of international cooperation. "It is imperstiveM, continues
Dr. Preblsch, "to bulld & new order with a view to solving the
serlous problems of trade and development that beset the world,

2
especlally the problems that affect the developing countries "

1. Prebisch, UNCTAD Report, pe B
2o  Ibdde, 3+ G- ' '
s 21 -



- 22 =

l. Some Implications of the U.N. Development Decade

The far-reechlng effects of the perslistent tendency to-
werds external imbalance in the developing countfies may be
evaluated by examining the lmplicetions of the present Ul
Development Decade 1960 = 70. As staeted before, the maln
objective'of thls Development Lecade is a winluum rate of
growth of filve per cent per annum in the 1lncome of the develop-
Ing countries to be eachieved by 1¢70« Theme are two lmportant
Implicetions of this target as far as the trade of the said

countries 1s concerneds.

(1) On the import side, it should not be expected, given
the objectlve of attalning a flve per cent minimum growth rate
per annum in in&ome, that the imports of the developing coun-
tries would increase at a rate much less than six per cent per
annuni. In fect, to assﬁne that the annual increase in lmports
would have to be a bit higher than the stipulated annusl rate
of growth in income 1s not unreelistic since the import content
of additional investment required for further growth is usually
much higher then that of income as a2 whole.

(2) On the export side, the target implies that the ex-
ports of the developing countries should be expected to rise
by six per cent per annum 4f balance of payments equilibrium
is to be malntained. In other words "... a volume cf exports
should rise at a rate which, after allowing for changes in the

terms of trade would pay for & volume of imports increasing
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1
each year at a rate of slix per cent.n

The two above-mentlioned implicatlons indicate the serious
situation with whilch most developling countries are faced at
present. Recent experience, during the 1950!'s, shows that the
volume of. exports in those countries during thet decade Iincreas-
.ed et an annual rate of four per cent. LlLioreover, if the pet-
roleun~-exporting countries sare excluded and if allowance 1is
made for the deterioretion in the terms of trade, this rate
would drop to less than two per cent per annume. It 1s clseer,
therefore, thst there has already been a gerious trade gap for
most developing countries at exlsting rates of growth 1in the
voluwme of their exports. If the trends of the last decade con-
tinue unchecked, this gep between desired and actual exports
will probably be greester in the foreseeable future.

Hence, there 1s a2 growing need for increaslng the externsal
resources of the developing countries through additiocnal exports
of primary products, more exports of manufactures, greater ex-
ternal asid. or through a possible combination of these three
neesures. "lnless these measures ere sdopted", continues Dr.
Prebisch, "the trade gap of the developing countries willl be
lmmense; avallable estimates show that, if the factors res-
ponsible for the present trend in world trade continue, the
trede gap may reach an order of magnitude of about § 20 billion
by 1970 if the growth rate of five per cent is to be achleved.

1! fblao, P 4,
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This gap 1s potential and not reel: 1f the means of bridging

the gap are not found, the developing countries will be forced
to reduce thelir rates of growth unless they are prepered to
achieve higher rates at an excessive economnic and social cost
involving serious politicel consequences.ll

Wheﬂ allowence 1s made for the increase 1n nopulation
which amounted to 2.2 per cent per annum in the developing
countries as a whole during the 1950's end which 1s expected
to be even higher between 1960 and 1980, it will become evldent
thet even the stipulated rete of growth would be far from suf-
I ficlent lfor the purnoses of accelerating economlc development
in the peripheral countries and should, consequently, be accept-
table only for a short trensitionel period. For such a rate
of growth mesns, under the exlsting population pressure, thet
it would take the developing countries some 80 years to resasch
the level of the current average per cepita income of Western
Europe and soue 40 additional yeers to reach that of the U.3.
"For the least advanced countries accounting for one helf of
the population of developling arees," Dr. Preblsch proceeds,*
"the period required to reech the present Western Europesn
level would be of the order of two hundred years-"z It 1is
heyond argunent thet none of the developing countries 1is wi-
1lling or able to weilt es long, given the spectecular poten-

tiel of modern technology and the prevalent anxious desire

10 Ibldl’ P| 50
2. Ibid-, Pe D
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for the "eradicetion of poverty end its inherent evilsg."

2« "Phe 01d Order" and "The llew"

What Dr. Preblsch calls "the o0ld order" consists of the
bagic llbersal assumption that the expansion of internsetional
trede requires malnly the removal of 211 trade barriers snd
obstacles thet tend to impede the free interpley of econocinle
forces in the world merket. This sssumption, it should be
noted, 1s "based on an abstract metion of economic homogen-
elty which conceels the great structurel differences between
industrlel centres end peripheral countries with all their
lmportant hnplications.'l At the time when the old order
prevailed, 1l.e., during the lest decedes of the nineteenth
century, the United Kingdom accounted for 36 per cent of
world exports of manufactures ard 27 per cent of the imports
of primary products. Since historicelly the industrisl re-
volution took place first in Britein, that country beceme the
leading dynamic center of the world econonmy¥., and owing mostly
to its limited resources it followed en out.ward-looking
policy in 1its international economic relations. As a con-
sequence of thils liberal trade policy, Britain's Import co-
efficient rose from about 18 per cent in 1850 to the phenocuenal
figure of 36 per cent in 1880-84+ The concomitant feature of
thls trade situatlion was the treditional excheange of primery
products for manufactures, not yet disturbed by the adverse

effects of technologlicel progress or protectionlst measures.

To fb?!.d-, Pe B



Soon after the end of the First World War end especially
with the advent of the great depression of the 1930's, the
old order was seriously shaken end lmmedistely disintegrated.
Now, the Unlted States with Iits veast natural resources and
huge econemic potentialitles displaced Britein as the world's
leading dynamic center. With the help of these endowments
end thanks to a "resolutely restrictive trade policy," the
UsSe was able to curtaill its lmport coefficient down to five
per cent of total income at the eve of the depression and
still further to 3.2 per cent at the beginning of the Second
World War.

The disintegration of the old order had fer-reaching
consequences on other industrial countries which were striving
to cut down their lmports to cope with the drastic fzll in
thelr exports resulting from the policy of self-sufficiency followed
by the U.8. The trend towards egricultural self-sufficlency
was thus encoursged in those industriel countries, and resort
to bilateralism and discrimination becane frequent as a meens
for abviating the structural imbalance vig-a-vis the United
States. After the Second World Wer, Western Lurope mede a
tremendous effort to overcome its difficulties and trade pro-
blems not by negative end defensive expedients but by "...
positive action of enormous scope: the modernizetion: of its
economy, which boested 1its export capecity and the policy of
integration, which promoted 1its reéiprocal tradelto the parti-

cular detriment of imports psid for in dollars." Soon
T. I5id., p- Be
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afterwards, the European Economlc Community (EEC) end the
European Free Trade Assoclatlion (EFTA) were established; where -
as eight soclelist countries formed in their turn the Council
for Mutual Economlc Assistance (CMEA)-l

& "new order" has thus emerged 1n the world economy, based
on a deliBerate pollcy for economic integretion. "It remeins
to be seen", adds Dr. Prebisch, "whether this new order will
be one in which vast regions withdraw into their shells end
isolate theuselves with a minimui of trade between them, or
whether it will be one in which they take sdvontage of a closer
economic link involving new forms of the internaticnel division
of labou.r-"2 It is to be hoped that the above-mentioned assoc-
lations and groupings will live up to thelr belief, which they
have repeatedly affirmed, in an outweard-looking economic policy
end in the principle of the internetional division of labore.

It is to be hoped, furthermore, that the U.9. will make further
headway in the recent gradusl relexation of 1ts traditional
protectionist policy.

The fall of the old order end the rlse of the new had even
more significant and far-reaching effects on the developing
countrles. Here, the trend towards externel imbalance in these
countries, which 1s a reflectlon of the relstively slow growth
of thelr primary exports and the rapld growth of their imports

of manufeactures, was enhanced first as a result of the contraction
1+ The EEC was estebllished In 1857, LSTA in 1060 & CLLA In 1049

2. Ibid., pe 9.



- 28 =
of their exports during the depression and labter, as a con-
sequence of their unsetisfactory rates of growth. 3Some of
them tried to cover this accentuated external imbélance by
pushing shead with their industriasllzation. DBut here ggain
they were faced with some traditional diffliculties, such as
the nerrowness of domestle marlets. Another important and

pecullsr fact at the same time which accounted inter alia for

the fallure of industrializetion: in many developing countries
can be stated as follows: M"the further substitutlon proceeds
in respect of some Imports® as a result of industrializetion
"the more other imports grow because of the heavier demamnd
for capital goods and, subsequently becsuse of the effects of
higher income.nl

All these conslderetions, together with the adverse
effects of.g?e deterioration in the terms of trade of primery
exports and/hlavy burden of servicing debts, which has been
mounting rapidly, have exposed the developing countries to a
phenctenon thet had no historical parallel. Under the new
order, wnet males the problems of the developing countries very
grave indeed 1s that these problems stem now from a "structural
defect ," according to Dr. Prebisch end not merely from flnan-
clal misbehaviowr er short-term cyclicel contractlons &s was

the case under the old order.

Be THE DETERIONRATION I THL TERMS OF TRADE OF PRILARY PRCDUCTS

As stated above, the tendency towards external imbalance
L Ibid-, Do = v
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in the economies of the developing countries Indicates their
precarious trede position in the world market. In fact, it
»eflects on the one hand the slow tempo of world Jémand for
primary commodity exports, and the repld rise in their demeand
for manufactures snd industrial Imports on the other. This
concomitanﬁ feature of economic development, furthermore, 1s
"an inevitable result of tecluiolosleal progress in the Indus-

trilal centres.t

1. The Effect of Technologicel Progress

Technological vrogress cen heve direct end indirect con-
sequences on the trrde of the developing countries. It leeds
directly to the substitution of synthetics for netural products
as well as to lower ratlos in the rew meteriel content of
finished prodactse This in turn entails & fall in world de-
mend for natursl products, rew meteriesls snd primary goods in
general. [urthernore, "Engel!s Law" works indirectly szainst
the growbth of primary exports, since the higher per caplta
income becomes, the lower will be the portion of that income
which goes intc the demend for foodstuffs and staple consumer
goods «

To all this must be added the adverse effects of the
propegations of modern sgricultural techniques in the advanced
countries. The recent wave towerds Industrislizing sgriculture
in thcge countries, which first started in the U.5. and spread
rapidly to Western Europe and the socialist countrles, has

weakened further the export .trade of primary producers,
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introducing - thereby new dynamic elements in the economic
complex. In this connection Dr. Preblsch notes, "The old
pattern of trede, under which less developed countries were
the suppliers of agricultural exports, 1s underpolng a change
which may become permanent and thus help to develop new forms
of the International division of la‘ooar."l

The substantisl increasé in productivity resultlng from
technologzical progress in the advenced countries, ilnstead of
following its natural course cf lowering the domestilc prices
of sgricultural products is usuelly prevented from doling so
becouse of politicel attitudes. Thus, mainly through the pay-

ment of subsidies to farmers, a strong incentive 1s creested

for increasing domestic agricultural productlon in the advanced

countrlies on merginal lends and 2t excesslve costs to the

detriment of the primarvy exports froum the developing countries.

lioreover, end in order to guarantee & douwestic consumer market

rfor this agricultursl produce, various kinds of import restric-

tions sre edopted by the industrial countries which tend to
inmpede further the export trade of the developlng countriese.

When agricultural sefl-sufficiency end protectionlsm in the

former countries result in exportable surpluses, such surpluses

ape thrown into the world market to depress further the Ilnter-
national prices of primery prodncts to the mounting mlsery of

the developing countries exporting them.

L Ibid-, P L1l



- 31 -

Dr.+ Preblsch!s point here is that although such policies
and political attitudes might be understandaeble on the national
level, since the advanced countries "do not wish tﬁe benefits
of greater productivity to be transferred to other sectors to
the detriment of producers® ‘the interests of the developing
primary préducing countries should be taken more adequately
into asccount. Thus, continues Dr. Prebisch, "it 1s possible
to conceive of a price or income policy which does not encou-
rage merginal production in the industrialized countriles and
which guarantees the developing countrles a reasonable share
in consmmption. In other words, we should visuslize a polley
which doeg not seek to solve the domestlic problems of the in-
dunstrial countries by saggrevating the problems of the develop-
ing countries."l The remark regarding the necessity of gran-
ting the developing countries a reasonable sheare 1ln consumption
holds good not only in respect to the sdvanced priveate-enter-
prise countries but also in the cese of the socialist countries

which have stimulated thelr primary production too.

2. Congenltal Weakness end External Imbalance

The impect of technologlceal progress and protectionism
in the advenced countries tells only a pert of the story of
the downwerd trend in the terms of trade of primery comiodlties
in relation to industrial goodsy The reel problem revolves
eround a "congenital wealkmess" or a "structurel defect" in the

economies of the developling srimary —- producing countries; and
le Ibid-, D 12 .
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this fact "... makes it extremely difficult, if not Impossible,
for the deteriorstion to be checked by a decision on their part
eand on their part etlone:."l Then speaking sbout the "structural
defect", Dre. Prebilsch has in mind the €0 per cent, on the ave-
rage, of the economically active population in the developing
countries that 1is engaged in sgriculture and other forms of
primary production working at a low level of productivity and
depressed remuneration scales. This form of under-employment,
not to mention unemployment itself, makes wages unreceptive to
the increases in productivity so that the concomitent rise in
income "... tends to shift to other parts of the domestic
market or sbroad, as the case may be, provided that the short-
age of avallable land does not absorb the lncrease in Income
by raising the rent for the benefit of lendowners end provlded
that the pley of merket forces 1s left undisturbed.lz

When this situation i1s compared to its counterpert 1n the
industrial countries, a fundamental disperity between the two
appeers immediately. In the advenced countries, eny Increase
in productivity entails even higher increasses 1in wages due
first to the relative shortage of lebor, and second due to the
strength of trade-unions and lebor organizations. Thils fund-
amental dlsparity, according to Dr. Preblsch "ls a consequence

of the structursl differences between industrial centres and

10 ‘fb‘ida’ F_TT4O
2. Ibide, P. 15.



- 33 -
peripheral countries and 1t explains the tendency of the terms
of trade to wo:c'.sen."1 The impact of technological progress
end protectlonism in the industrial countries obviéusly enc ou-
rages thls tendency by affecting adversely the growth of pri-
mary exports from the developing countries.

However, Dr. Prebisch does not think thet thils tendency
snd whet intensifies it should be regarded as "an lmmutable
law." It 1s possible for example to concelve of a situation
in which the primary exports of the developing countries rise
substantially as a result of a rapid growth of demand in the
major industrial centers due say to a sharp rilse in incomes
or becsause of extra-ordinary requirements. Furthermore, a
situation cen be visualized under dynaanlc conditlons in which
the sald tendency disappears as a result of world-wlde indus-
trialization. In contredistinction, 1t 1s also possible, by
a little stretch of the imaglnation, to concelve of e& situation
whereby a revolution in technclogy in the developling countriles
which leads to greater productivity in primary production may
accentueste the tendency towards deterioration in the terms of

trede of these ccuntriles.

3+ The Need for Immedlate Action

Be that as 1t may, there 1s no point in carrying further
hose hypothetlcal ceses which by their very nature require

much time to be realized, to say nothling of the unlikely

Lo Ibiao, pl 15.
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of
occurrence /some of them even in the long-run. The lmportant

thing is to take lmmuedlaete measwres now to peve the way for
a desirable read justment which will come about when the struc-
tural change 1s completed. TUnless and until these immedlate
measures sre talken in the transitionel perlcd in which we sare
living now, it should be expected that the tendency of the
terms of trade of primary commodlty exports to worsen will
contlnue and may become even stronger in the foreseseble
fubure. According to the Secretary-General of the Conference,
the recent improvement in those terms of trade and thelr re-
lative recovery during 1961 and 1962 should not be welcomed
as a sign Indicating the end of the long-term trend towards
deterioration. On the contrery, Dr. Preblsch continues, such
2 phenomenon nust he viewed in long-term perspectivee.

The necessery measures to be taken lumediately to counter
the deterloratlion in the terms of trede must stem from & prag-

matic point of view, namely a recognition of the prime facile

right of the developing countries experlencing such a deterlo-
retion to additional internatlonal resources, le.e., ".. re-
sources over and above those which they would have recelved

in the normal course of events-'l Once this recognition is
granted, varlous ways and means for counterling the sald dete-
rioraticn can bhe envisaged, eege, commod ity agreements and/or
compensatory finance. These willl be dlscussed in the next

chapter which deals with the Prebisch Proposals.
T. :Lbla.-, Pe 16'
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The Secretary-General concludes that there is a strong
tendency for the terms of trade of primary producers — irres-
pective of whether they are in advanced Industrial or poor
developing countries - to deterlorate relative to those of
finished products and manufectures. Technologlcel progress,
protectlonlism in industrial countries and a "structural defecth?

in the economies of the periphery are inter alla behind this

tendency. The slow growth in the world demand for exports
of primary commoditles as compared to the demand [{or menufeac-

tures can be illustrated by the fipgures shown in the following
1 :
tables

Teble 3§ 2 = 1

World Production end Exports of Primary Commodlties
and Menufactures, 1960
Volune Averege annualZ
index Increase
(1928 = 100) (1928 to 19€0)

Production
Total 236 2.7
Manufacturing 293 34
Primery 170 1.7
Primary, excluding petroleum 159 l.4
Exports
Total 190 20
Menufactures 260 3.1
Primery commodities 158 le4
Primery commodities excluding. 137 1.0
petroleum

BSource; Buresu ol General Lconomic nesesrch & Policles ol
the Ualls Secretarliat.
1. Ibial, see pl 17.
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However, these figures do not reflect sufficiently the
complexity of the situation end its adverse consejuences on
the developing countries. DBetween 1950 end 19€1, primery
commodity exports made a strong recovery that ralsed them
even above the pre-depression levels, and world exports of
these products grew at en annual rete of 4.6 per cent. ¥Yet
this recovery wes not to.the beneflit of the developing count-
ries because of three main reasons. Filrstly, the Industrlal
centers enlarged thelr share in world primary exports, by way
of subsidles and other measures, from 47 per cent in 1850 to
55 per cent in 1961, while the share of developing countries
fell from 41 per cent to 29 per cent (excluding petroleum)
over the same period. 8Secondly, the few petroleum-exporting
countries accounted for & substantial portion of the increase
in primery exports. Thus, whereas world exports of primary
products grew at an average rate of 4.6 pér cent per annum,
those of the developing world expanded only at an annual rate
of 1.9 per cent over the period under consideration. Finally,
the terms of trade of primary exports dropped during the saild
period, by 26 per cent compared to those of manufactures owing
mainly to the rise in the prices of the latter. If varilous
circumstances are taken Into consideration, such as the fact
that some developing countrles export manufactures and lmport
primery products sometimes, the overall deterioratlon in the
terms of trade of primary goads between the developed and

developing countries would be sbout 17 per cent over the
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period in question.

The foregolng trends have a greet impact on the economic
development of the peripheral countries. The fall in the pur-
chasing power of these countries due to the deteriloration In
the terms of trade wes estimated et about § 13.1 billion over
the perlod 1951 - 1962. As far as the net 1inflow of inter-
national finance to the developing countries 1s concerned —
which emounted to § 47.1 billion over the same period, and
which falls to ¢ 2645 billion when remlttances, profits and
interest are deducted - the contrection in the developing
countries! purchasing power meant that ebout half the benefit
of this inflow was nullified by the deterioraticn in the terms
of trade. Moreover, the 1.9 per cent annusl rise in the volume
of the developlng countrles! exports of primery products
which rises to 3.6 per cent if their exports of menufectures
end petroleun ere included — would generate together with
the net inflow of international resources an lmport capacity
of "arocund 4.5 per cent per annum. Due to the deterioration
in the terms of trade however, the developing countries import
capacity rose only by 3.5 per cent a year between 1950 - 61l.
Needless to say thls increase in the lmport capaclity has been
fer from setisfyling the requirements of economic development
in those countrles gilven the annual rate of growth of 4. per
cent in thelir income and the fact that the demend for impdrts
usually rises by more then this average rete of growth for

reagsons steted before.
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Ce INDUSTRIALIZATION AND THE VICIOUS CIRCLE IN THE PERIPHERY

As a consequence of the slow growth in the world demand
for primary exports and the concomitent adverse move in the
terms of trade of these products, meany developing countries
embarked on industrializetion to obviate the difficulties of
their precerious trade situation. In some of these countries
end in the mldst of the great depression when protectionist
measures were practlised almost everywhere, "... industrieli-
zetion began to gain momentum, rather as a defensive reaction
aimed at overcoming edverse clrcumstances end externel im-
balance than as a clearly concelved and rational design."l
low, was thls move towards industrialization in the peripheral
countries — whlch continues today even wlth greater intensity —
able to rectify the externel imbalence in thelr economles and
help them overcome someé of their accute trade problems? In
the following few pages Dr. Preblschbattempt to answer this
questlion is suwmarized.

l. Inward eand Outwerd Industrialization

The Secretary-General distinguishes hefe between the
circumstances under which industrialization originally started
end gathered momentum in the now industrially advenced count-
rles of Western Europe and those under which the same process

1s being Introduced into the deweloping countries. In the

AS Ibiao’ Pe ?0.
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case of the former countrles, industrialization began in the
latter half of the nineteenth century following the exsmple
set by the United Kingdom, which epplied then practically no
trade barriers. "In this propitious internationel setting,
industrlalization wes eble to turn outwards, in addition to
satisfying.internal requirements. And in thls way the count-
ries in process of industrialization reaped the benefits of
speclalization and of an adequate scale of production. Indug-
trlalization thus proceeded in an enviromment of expanding
international trade.ﬂl

A completely different environment sccompenled indus-
triallzatlion in the developing countries during and after the
great depressicn. Since at that time, most countrles were
practising varlous forms of protectionism, industrialization
in the developing countries started as a simple import subs-
titution process« Apart from the fact that the industrisal
centers, in their efforts to Tight the depression with tariffs
end other restrictions, were unwllling to encourage industrial
exports from the periphery, the import substitution nature
of the industrlalization process in the developing countries
which proceeded under strong protectlion mede it very difficult
If not 1lmpossible for these countries to direct thelr effort
towerds hostile and external markets. ®Thus, in the develop-
ing countries which undertook to industrialize et that time,

industrializetion proceeded p}ecemeal in a large number of

le lbld., pp. 20-21¢
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watertight compartments with little intercommunication, to
the serious detriment of productivity."l

Hence protectionism esnd the lack of externsl markets
compelled industrializsastion in the developing countries to
turn inwerds and usually to proceed at a high cost as & simple
substitution process. The effects of this process in reaising
national incomes would have been much grester had the efforts
towerds industrlalization started under "... a pational policy
Judiciously combining import substitution with industrial exports."

After reviewlng the drawbecks of inward-looking Indus-
triglization Dr. Prebisch arrives st the conclusion thet such
Industrialization has been far from catering to the overall
needs of the developlng countries. While it mey cater to a
part of the domestlc merket through import substitution, its
influence on the exports of manufactures has been negative.
In feet, it lias created a vicious cirecle with respect to these
exports which "encounter great difficulties because lnternal
costs are high, and internel costs are high because among
other reasons the exports which would enlerze the marltets are
lacking. Had 1t been possible to develop industrial exports,
the process of industrialization would have been more econo-
mical, for it would have made possible the internetional di-

: 2
vision of labour in manufacturing.®

1. Ibidc, Pe 2l.




2+ The Exports of lisnufactures from the Developing Countries

Dr. Preblsch here displays his interest in two questions.
The firsf pertalns to the need for graduslly relaxing and ul-
timetely removing the trade barrlers 1n the industrial centers
to exports of manufactures from the peripheral countrles. He
puts 1in thls respect perticular stress en differentlel tariffs
which exist in the developed as well as in some developing
countrles and which seriously hemper the processlng of mete-
riaels, partlcularly 1n the latter countries.

It is interesting to mote, Dr. Prebisch adds, that Wthe
countrles of Western Europe, in spite of their large trade
surplus and manpower shortage, heve not been noted for a
liberal import pollicy towards manufactures from developing
countriGSo"l In 1962 all the EEC countrles imported only
between 1 - 4 per cent of thelr total imports of manufactures,
excluding non-ferrous metals and slightly processed materials
from the developing countries. The corresponding proportlcons
for the U.8. and the U.K. were 8.8 per cent and 13 per cent
respectively. Thus the U.K. alone imports more manufactures
from the developing countries than does the entire EEC. How-
ever, even the U.§. and the U.X. lmpose restrictions limiting
their imports of menufactures from the periphery.

In Dr« Prebisch's opinion, the volume of manufactured
exports which will allow the developing countries to reach

their growth target and cover: helf their potential trade gsp

1. Ibld., p- 23,
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is not unmanageable, since it represents only 4 - 5 per cent
of the increment in the advanced countriest{ consumption of
manufactures, excluding soclalist countries. Such & tiny
figure cen herdly be & cause of anxiety or be described ss 2
sacrifice on the part of industriel countries, especially that
additional exports from the periphery will soon reflect them-
selves in additionel imports of capltal and intermedlate goods
from the major industriel centers.

The second question with which Dy .+ Preblsch is concerned
1z the possibility of setting up a new substitution policy
within reglonal groupings among the developing countries them-
selves. Can such a policy be viewed as an alternative for
increasing the exports of manufactures from the periphery?

The Secretary-General here hastens to explain that despite

all the above mentioned shortcomlngs of inwerd-looking in-
dustriallzatlon and the emphesis lsid on the exports of manu-
factures, the policy of substitution applying to imports of
goods and services in the developing countries should not be
abendoned. Obviously, the margin for this substitution will

be extended paril pessu with the formatlon of reglonel groupings
among developing countries which can thus reap the benefits

of specielization and economies of scale.

But it would be a serious blunder to believe that regional
groupings are in themselves an elternsative for expanding exports
of manufactures from the developing countries. This is so

because cellings on import substitutlon can still exist even
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within regional groupings since presumebly all the verticipating
countrles, being underdeveloped, shere the deficlency in ca-
pitel goods end technical know-how. In their striving towards
modernizing end diversifylng thelr economies, all developing
countries should thus depend on a continuowms flow of trade which
thas the merit of quickly dissemineting the goods that incor-
porete the new techniques. If the developing countries were
to closet themselves within their own groupings they would be
lagging behind continually in the march of technological pro=-
gress, since thelr primery exports would not earn them enough
to purchase such goods.ll

This is why most developing countries continually express
thelr interest in incresasing their trade with the advanced
industrial centres. This shows, furthermore, that the nece-
ssity of tackling the problem of the potentisl trade gep on
both fronts — i.e., the developed and the developing parts

of the world — 1s becomlng unavoidable.

D. TIE SHCRTCOMINGS OF GATT

After reviewing briefly the luportant achlevements of GATT
such as the introduction of a new concept of a rule of law in
world trade and the installment of 2 machinery for complaint,
consultatlon and discussion of verious trede policies, Dr.

Prebisch maintains that all the benefits arlsing thereby were

L. Ibidc, Pe 260
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mainly in the interests of the industrial advenced countries.

Only in so far as these beneflts In the form of reductlions in

tarlffs end trade restrictlons help In accelerating growth in

those developed countries, "... some indirect benefit will

have accrued to the developing countries in the form of a higher

demsnd for their exports then would otherwlse have occurred.ﬂl
Yet GATT has recently begun to glve due recognition to the

fact thet international trede problems nowadays should no longer

be attacked on the basis of conventlonal reciproclty between

the advenced and developing countries. Such a recognition

has been crystallized in the recent GATT Conference 1n 1961,

and it is expected to play an importent role in the coming

Kennedy round for teriff reductions. This cleerly indicates

that what wes confused and vague in the Havana days when the

GATT cherter was drawn, nemely, the persistent trend towerds

external imbalence end the resulting pressures end tensions,

ere becoming now a mabbter of general understanding-2 "We cen

now see all this cleerly", adds Dr. Prebisch, "eand there is

an increasingly strong feeling that a very great effort will

have Lo be made to alleviste and eliminate those tensions,

3
which have such a great impact on world peace.M

T. 1Iblde., De 2/

2. MWievana days" refers to the UN Conference on Trade and
Employment, held in Havana in 1047 - 48 to draft a charter
for an International Trade Crganization.

5- Ib'ldc, P 280
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There sre two mein reesons why GATT has falled to serve
the developing countries; the flrst is that the Havana Cherter
1s based on the classicel concept of the free play of 1nter-
national economlc forces as the sole guarantee for the opt imum
expension of world commerce. The second 1s the fallure of
GATT to comply with the rules and principles which 1t has
drawn to install and meintain this free play in the interna-

tional market. These are consldered in turne.

1. The Principle of the Free Play of Internatlionel Eco. ['orces

The maln objection sdvanced by the Secretary-General to
the sdoption of this principle by the Havena Charter is that
such a principle overlooks the structural differences between
developing and developed countries, which differences derive
from the disparities in the internationel demand for prilmery
end menufsctured products. In other words, the Havana Charter
fails to recognize the unavoidable trend exhibited by the deve-
loping countries to import more then théy could export, which

is = sine qué—non of their attempt to expedite economic deve-

lopment on the one hend, end a result of the slow growth of
the demend for their primary exports on the other.

Thus, whereas GATT should discourage protectionism with
resﬁect to primary production in countries exporting manufac-
tured goods, because protectioﬁism here exerts & depressive
influence on world trade, it should encourage protectionism

in the developing countries with respect to imports from the
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edvenced countries, beceuse protectionism here tends to level
out the disparities in internstional demeand. WIf protectiom-
ism 1s kept withiln certain bounds, 1.e., if 1t 1s epplied
only to the extent necessery to counteract the disparity in
demand, there 1s no reason why 1t should have a depresslve
effect on the‘dynamics of world trades on the contrary, 1t
should have a purely balancing influence."l Since GATT has
fevoured the symmetrical elimlnation of teriffs and regtric -
tions without taklng into account the ebove-mentioned struc-
tural differences, 1t hes adopted "... the concept of the
syymetry of & situestion thet was far from syimetrical: 1if
the periphersl countrles wished to reep the benefité of a
1iberal teriff policy for primary imports in the industrial
centres, they had likewise to meke equlvelent concessions 1in
their own teriffs. This is the Berilous drewback of such a
conception of trade policy: the fallure to take into account
the fact thet those egulvalent concessions would intensify
the trend towards trade imbalence inherent in the disparity
of international demand instead of helping to correct it.Na

In the light of these consideratlons, Dr. Prebisch urges
GATT and 211 other international trade organlzations to aban-
don the concept of conventional reciprocity and operate ins-

tead along "real or implicit reciprocity" which 1s based on

T. 1bid., p: 29-
2 Ibido, Pe 30.
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a recognition of the disparity in world demand. By implicit
reciprocity Dr. Prebisch means that the developed industrial
countries should grant trade concessions and preferenées to
the developing countries without expecting, however, recipro-
city of the seame sort. Unless and until the structural im-
belance is gredually removed through real or implicit recia
procity there will be little justificatlon if any for conven-
tional reciprocity as practised now by GATT or other trade

organizetions.

2. The Failure to Comply with Rules and Principles

The failure of GATT to comply with the rules and princi-
ples which were lald down to safegusrd the free play of inter-
national economic forces has two main aspects. The first is
the policy of excessive agricultural protection aiming at
gelf-sufficiency in the industrially advanced countries, espe-
cially the Western European cnes. Needless to say this pro-
tectionism has an eadverse influence on the primary exports of
the developing countries and as such tends to accentuate the
disparities in world demand. It is a real question now, accord-
ing to Dr. Prebisch, "... whether, in the industrial countries,
excessive agricultural protectionism eaiming at self-sufficiency
is consistent with the spirit of GATT, with this objective of
expanding trade and not restrilcting it.'l Furthermore, this
kind of protectionism succeeded in creating a spiral of reta-

listions, end hence it 1s not surprising to see some of the

1l. Ibldo, Pe 3-1'-



developing countries clinging to all kinds of import res-
trictions and trade barriers, and carrying their protectionist
policy sometimes too far.

The second aspect of the fallure of GATT to comply with
rules and principles is reflected in the question of preferen-
nces. Generally speaking, there are three kinds of preferen-
nces: the first consists of preferences among industriael coun-
tries, the second of preferences between industriel and deve=
loping countries and the third of preferences among the deve-
loping countries themselves.

The best example.or the first type of preferences 1s the
establishment of the EEC in which member countries undertake
to grent preferences to each other and lower gradually all
kinds of teriffs among themselves until they are completely
eliminated. Since events up to the present do not allow a
final eveluation of the community's future policy on the inter-
nationel economic level, and since the policy adopted by 1ts
members has been based so far largely on protectionism and
agricultural self-sufficiency, it 1s egaln an important ques-
tion whether GATT's attitude towards the preferences among
the EEC countries has been consistent with its rules and prin-
ciples. GATT's permissive attitude can be justified only when
the policy of the EEC becomes clearly out-ward-looking. It
is futile to adopt a negative stand and hope thet events will
bring ebout the desirable expension in world trade just as

they did in the last century. If GATT's eim 1is still to expand
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world trade, it must realize that "the impetus now required
must be the outcome of a policy, the result of a deliberate
effort to alter the course that events would probably follow
if there were no such effort."l
Now we move to the second type of preferences, i.e., those

that the industrial countries would grant to the developing
economies. "In principle," explains Dr. Prebisch, "GATT does
not allow these preferences except in so far as they exlsted
when the Agreement was signed. But, in view of the need to
revise some of the principles of the Agreement, this problem
could be approached from & substentive rather than a formal
point of view to see whether the preferences that the indus-
trisl countries may grant to the developing countries would
or would not promote GATT's basic objective: the expansion

of international trade."z

By eppealing to his concept of implicit reciprocity, the

Secretary-General finds himself in full agreement with the
view thaet the industrial countries should grant general pre-
ferences to the developing countries because of many advan-
tages to the latter and to world trade in general. By the
seme teken, all concessions granted by the developing to the
industrial countries, whether in return for preferences granted

by the latter or not, would not be justified in the light of

1. Ibid-, P ﬁo
2. Ibida’ pa 540
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implicit reciprocity. Nevertheless, Dr. Prebisch, though in
full support of general preferences, 1is at complete variance
with pertial preferences granted by some industrial countries
to some developing areas, particularly those granted by the
U.K. to members of the Common Wealth and by France to its
former colonieé. Apart from the fact that partial preferences
have not been generally one-slded, they are condemned on two
bases. The first is that they "spring from a very understand-
able attitude whereby certain industrial countries take advan-
tage of their buying power in order to obtain trade advantages
in other countries that depend primarily:on the markets of
the former for selling theilr exports-*l Secondly, only few
developing countries have really benefited from partlal preferences.

Hence the removal of partial preferences 1is desirable
because this removal favors multilateralism and enables the
developing countries to form their own groupings in accordance
with their own benefit without having to extend preferences
to industrial countries. The elimination of partial preferences,
however, should be effected within the fremework of a general
plan or policy aiming at improving the prices of primary pro-
ducts end extending aid to the developing countries.

As to the third type of preferences, namely, those among
developing countries with the view of promoting their reci-
procal trade, "GATT has astablished'too rigid a framework for

these preferences, requiring the formation of a customs union

T. 1bid., p+ 36
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or of a free-trade area.'l Dr. Prebisch expresses his sur-
prise concerning this reservation on the part of GATT, espe-
cially since trade among developing countriles constitutes
only 22% of their total trede. He then asks, "What harm would
be done to intgrnational trede if developing countries formed
a grouping to establish a system for eliminating duties with
respect to a sizable proportion, even if it were not substan-
tially  all, of their trade?"2

Yet GATT's rigidity with respect to its legal framework
is tempered by a certain degree of flexibllity in application.
Nevertheless, thils should not be consldered as an excuse for
GATT's feilure to help the developing countries; a failure
that has emerged from its strict adherence to treditional
theory. It is high time now to face facts squarely and boldly,
and recognize the need for an overall policy basically desig-
ned to eliminate the persistent trend in the developing count-
ries towerds a serious trade gap.

Such are, in a nutshell, the comments advanced by Dr.
Prebisch on GATT. However, "GATT is not an abstract entity
with an independent life of its own. It 1is what Govermments
Went it to be." Therefore," Whether events take a new course
that further development willsdepend upon their attitudes,

upon thelr policy decisions." . This epplies not only to the

Le Iblao, P 370
2« Ibid., pe. 38«
3. Ibid-, P 39 .



Governments of the asdvanced countries, but also to those of
the developing ones, since resistance to the new forms of

trade may come from both sides.



CHAPTER III
THE PREBISCH PROPOSALS

A. PROMOTION OF PRIMARY COMMODITY EXPORTS FROM DEVELOPING
COUNTR IES

In part II of his report, Dr. Prebisch presents what he
believes would constitute possible solutions and institutional
aspects for the problem a8t hend. The first of these is the
promotioﬁ?%rimary exports from the developing countries. The
internationel trade problem with respect to primary commodity
exports can be restated as follows: the supply of such exports
tends to expend by more than the slow growth of world demand
due to various reasons, among which are the "structural defect®
in the developing countries and the impact of technological
progress asnd Engel's Law in the industrial centers. As a
result, the terms of trade of primary exports tend to dete-
riorate in relation to those of manufactured or finished goods.
The netural outcome of this trade situation is a redistribu-
tion in the real income of the world in favour of the rich
" industrial countries, and at the expense of the poor developing
countries.

The foregoing developments, adds Dr. Prebisch, have been
observed &t the domestic level too by the industrial countries.
They were able to observe particulerly that "... if market

forces were allowed free play, shifts in the terms of trade
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between sgriculture and industry would have distinctly regres-
.sive effects on the internal distribution of income.ﬂ% Thus,
in opder to compensate the primary producers who would be
deprived of part of their real income "... steps have been
taken to support prices of, or income from, agricultural pro-
ducts." "Such measures of support, " continues Dr. Prebisch,’
"spe also necessery at the international level with respect to
primary commodity exports-"2 In general, such measures of

support at the international level fall into four partse

1. Desirebility of Fixing Prices at Relatively High Levels

"It is necessary in the filrst place, to face up squarely
to the fact that the international prices of primary commodi-
ties would, in general, have to be supported at levels higher
then those which would prevail in the absence of internationel
regulation-"3 This stems from the fact that with all the
internal and domestic measures of support adopted here and
there, the free play of market forces can determine interna-
tional prices of primary commoditles only in a narrow resi-
dual sense. In other words, the factors determining interna-
tional prices that are prevailing now do not reflect satisfac-
torily the operation of market forces. Instead they reflect

the existence of temporary imbalances between demand and supply

1l. IbidO, Pe 43 .
2e Ibido, P 43.
3 Ibido, P 44 .
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outside the principal regulated markets. On this ground, one
can no longer incline to the view that commodity agreements
should not interfere with the lopg-term trend as refle&ted by
the operation of free market forces, since the price mechanisn
is incapable of performing its normal function under the cir-
cunstances that.now dominete the international economic scene.

The suthor then exemines some of the obstacles which might
be encountered by the attempt to raise or maintain the prices
of primery exports, especlally those emerging from the impact
on consumption and the possibility of encouraging substitutes
in the importing industrial countries. Cbviously much will
depend here on the cooperation of the latter countries. liore-
over, in such cases and wherever 1t is found difficult or
unadvisable to maintain prices at a relatively high level, Dr.
Prebisch recommends an indirect alternative, nemely, compéen-
satory financing to counterect the deterioration in the terms
of trede. This measure will be discussed below.

In any event, all commodity agreements for railsing or
maintaining prices of primary exports should take account of
supply regulations involving export and import quotes. Com-
modity agreements of this sort "should also contain provisions
involving appropriste action to be taken when and as shortages
occur by setting ceiling prices in the latter eventuality.nl

These provisions, which would prevent sharp ups and downs in

i 1Y Ibido, P 47 .



the production of the commodity in question, would be of long-

term benefit to both consumers and producerss

2. Expansion of Markets

The relation of the problem of markets to measures for
raising the pribes of primary exports 1s rather obvious. It
is not merely that & rise in prices might cause 2 contraction
in demand; it is elso a fact that the financlal burden arising
thereby would be borne mainly by countries following an open
door import policy, whereas only a minor part of it would be
borne by countries epplylng a restrictive import policy.

According to Dr. Prebisch, the possibilities of action
regarding access to markets for primary commodity exports fall
in two major sets of measures, whlch would form the necessary
background in dealing with individuel commodities:

(1) The first involves "taking actlon to provide greater
access to markets in industrialized countries, partly by means
of import targets that increase as consumption rises, and
partly by the removel of various barriers to trade in primary
commodities including consumption taxes, tariffs and import
quotas.ﬂl

(2) The second set of measures includes "setting certain
gquentitative import targets in the form of commitments to

, countries
purchese entered 1into by importing/and specifylng quantities

l. IbidO, Pe D0 .
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or prices. This provision could be tied to a guarantee
given by exporting countries to provide the importing qountries
with adequate quantities, thus ensuring supplies of essentlal
foodstuffs and raw materials for the latter countries in times
of shortage.'l

(3) Agricultural Surpluses

Owing to the marked increasses in agricultural productivity
in most advancedlcountries, ggricultural surpluses have become
e fact thet will have to be reckoned with for a long time.

Yet exaggereation should be avoided in this metter. Thus, in
1957-59, for example, world consumption of cereals amounted
to 555 million metric tons, while total surpluses sold on non-
commerc izl terms were only 8 million metric tons, or less than
two per cent. Nonetheless, there is little doubt that these
surpluses have played sndcéan still play in the future & not
insignificant role in the developucnt of the periphery. liore~
over, apart from the self-evident necesslty of stepping up
agricultural productivity in the developing countries in line
with the recent FAO recommendations, Dr. Prebisch postulates
two important conditions that should eccompany the disposal
of agricultural surpluses and stocks of minerals:

(1) that such disposal not disrupt world markets by exer-
ting a downward pressure on the prices of exports from the

developing countries, and "not take place at the expense of

10 Ibidi’ p- 50.
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export opportunities of the developing countries, whether
to one snother or to the developed countries-ﬂl
(2) that it should not thwart the vigor or the drive to-
wards egricultural development or leed to a deley in taking
vital decisions and implementing reform in countries recelw-

--ing egriculturael surpluses.

4. International Commodity Agreements

Recently, there has been a uore sympathetic internatlonal
attitude towards international commodlty agreements for rale-
sing and mainteining the prices of primary exports. The re-
sults, however, have been limited, since 1t was possible to
conclude so far agreements of this sort for onlg five pro-
ducts: wheat, tin, suger, coffee and olive oll.

Anong the obstacles facing countries In their attempt
to conclude commodity sgreements has been "the fact that, when
export prices are high, many of the exporting cocuntries are
less interested in reaching agreement and importers consider
thet their bargaining position would be better at another time.
And, when prices are low, the opposite applies."3 Furthermore,
the Haevane Charter urges equal representation of exporting
and importing countries when commodity agreements are to be
concluded. This attitude does not take into account the fact

l. Ibido, P 540

2. The first four of these agréements will be examined sepa-
rately in chapter V, in the Light of Post War experience.

3. Ibido’ P' 550
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that primery exporting countrles gshould have & larger stake
in the negotiations since their incomes usuelly depend heavily
on their export proceeds from the commodity concerned.
Another espect of the difficultiles obstracting commodlty
agreements lies in the current inclination on the pert of some

countries to regard such agreements as & modus virendl bet-

ween the interests of exporting and importing countries. This
negative inclination stems from the leck of a clear policy
with respect to internationel commodity agreements on the part
of many governments.

In order to avold the foregoing difficultlies, it is ne-
cessary, in concluding commodity sgreements, that participating
countries should elways face up squarely to the two following
points:

(1) The formation of these agreements should proceed irres-
pective of the prevalling market conditions. In other words,
there must be a political will for action which is not tainted
by opportunisme.

(2) Commodity agreements should be more comprehensive and
cover not only the international trade of the commnodity con-
cerned but also such importent aspects as the policy of sup-

port prices, dlsposal of non-c onmerc ial stocks and the deter-

mination of domestic production and price policies.

B. MEASURES TO STIMULATE INDUSTRIAL EXPORTS FROM DEVELOPING
COUNTR IES '
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1. Technologiceal Density and Exports of lienufactures

In examining the impect of technological development on
the industrisl exports of the developing countries, Dr. Prebisch
meintains that, epart from the limited supply of capital, the
resl bottleneck facing those countries 1s their low" technolo-
gical density"”in the sense of avalleble techniques and skills.
Thus, whereas capital goods can be imported into the developing
countries quickly, time is required to develcp thelr "techno-
logical densityvﬂ Hence the crucilal importance of time as a
limiting factor to the repld development of the periphery.

Accordingly, Dre. Prebisch classifies industry in general
into two mein groups : the first requires a high degree of
technologicsl density involving a whole complex of speciali-
ties and techniques and & vast range of skills, and the second
consists of industries which, although employing advanced end
complex cepital goods, do not depend, nevertheless, on gresat
technological density. It seems loglcal, therefare, given
the high degree of technological density in the advanced Iin-
dustrial countries and the low degree in the developing coun-
tries, that the former should concentrate on the first group
of industries and the latter on the second group, so that a
more beneficial and generally acceptable division of labor
would develop in the world economys. The promotion of indus-
trial exports from the develoﬁing countries willl thus be sub-
ject to these technological possibilities in addition to the

supply of capital.
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Furthermore, even when the growth of some industrial
exports in the developing countries does not absorb huge
amounts of manpower, they should be encouraged, nontheless,
in so far as they can help in bridging the potential trede
gep. Thus, notwithstanding the limiting factor of technolo=-
gical desnsity or the problem of unemployment in the developing
countries, "... those industries which In the course of time
could become competitive in the international market should
be assisted." "At the seme time," edds Dr. Prebisch,"” it is
edviseble to concentrate on the new industries or the new lines
of production in existing industries which with some support
in the local market, or preferably in the wider market cons-
tituted by a grouping of developing countries, could be laun-
ched in the search for external markutaﬁ} Developlng count-
ries should realize, in perticular, that their comparative
advantage does not solely 1ie in textile and similar indus-
tries, but also in metal-transforming industries as well as
in manufacturing certein types of intermediate goods. In any
event, they should enhance their "export mindedness," in the
sense of avoiding the false bellief in a conflict between lm-
port substitution and export promotion; a belief that has
crippled the export orientation or chennelllimg of domestic
industrial production in many a developing country.

The promotion of industrial exports along the lines just

lo Ibido, De 60.
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mentioned will, moreover, enasble both the advenced and the
developing countries to concentrate on fields where they can
put their existing capacity to the best use, thereby raising
their income levels a&s high as possible. Thus, in the U.S.,
for example, the average wege in the ten leading export in-
dustries was § 243 per hour in 1958, whereas 1t was only
¢ 1.87 per hour in the industries where the volume of imports
was greatest. Hence there is a long-run advantage for the
industrially advanced countries in shifting labor from import
industries where the developing countries have been playing
an important role to export industries in which thelr own
productivity 1s generally high.

Here the Secretary-General emphasizes the small adverse
effects on the industrial countries likely to result from
the promotion of industrial exports from the developing count-
ries. In 1961 the exports of menufectures from the periphery
smounted only to g 2 billion, and, even assuming an increase
of § 10 billion by 1970, they would only constitute 4 - 5
per cent of the total increment in the consumption of manu-
fectures in the developed countries over the perilod 1961 — 70.
As fer as employment in the advanced countries is concerned,
end particularly the problem of labor displacement, the eadverse
effects of imports of manufactures from the developlng coun-
tries have been negligible.

Consequently, these minor effects should in no way cons-
titute an obstacle in the way of removing all trade barrilers

end discrimination ageinst exports of manufectures from the
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periphery. It is essentlal in the first place that the
general stand-still provision — "no new tariff or non-tariff
berriers should be erected by industrial countries against
the export trede of any less developed country" — should
epply not only to primary products but to manufeactures as
well. In this connection, the Secretary-General expresses
his full support of the GATT Programme of Action, since " In
generel, 1t is essentlal to remove gll existing discrimlnation
egainst exports of manufactures from developing countries and
to ensure that they gain access to world markets on terms and

i 1
conditions not less favourable then those which epply generally."

2. The Problem of Preferences

The question of preferences fits into the broader scheme
of eliminating trade barriers in order to promote the exports
of manufactures from the developing countries. The Jjustifi-
cetion for preferential treatment of these exports is that
nit would help the industries of the developing countries to
overcome the difficulties that they encounter in export mar-
kets because of their high initial costs-'2 Thus the c ase
for preferences is in fact an offshoot of the infent industry
ergunent applied to the industries of the developing countries
in general with an eye to stimulating thelr exports of manu-

factures. It is a temporary measure extending protectionism

L Ibido, P 65
2- Ibidl, Pe 65 »
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in the domestic market to foreign markets where the need for
it might even be greater. On this basis Dr. Prebisch presents

the two following suggestions:

(&) Developing countries should grant preferences for eech
otherts exports in their own markets.
(b) Developing countriles should glve preferences for Im-

ports from the periphery in thelr own markets.

It 1s to be hoped that all the developed countries will
sgree in principle on preferential treatment of imports from
the developing countries. It is also to be hoped that the
socialist countries will join the proposed scheme for exten-
ding such preferential treatment. The selection of countries
to benefit from these preferences, although somewhat diffi-
cult, may be subject to such considerations as per capita
income, the size of the country, the relative shares of agri-
culture end industry and the impact of primary exports on the
development of the country. loreover, the selection of par-
ticuler products to qualify for preferentlial treatment poses
2 more difficult problem. So fer any discussion of prefe-
rences has proceeded on the assumption that only = selective
1list of products should be granted preferential treestment.
The denger in this epproach is that such a selective list

"may turn out to be unduly restricted and drawn up much more

1. IbidO, ps 65,
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with an eye to static considerations than to dynamic possi-
bilities of a new internationel division of labour. For this
reason, & better and simpler approach would be for preferen-
tial treetment to be granted in principle to all imports from
the developing countries subject only to certein specified
exclusions, as well as certaln safeguards."l

As to the duration of preferences, it must be always
borne in mind that oreferentiel treatment in general should
be considered a temporafy meessure, as stated above, and should
be eliminated once the industries are firmly established.
nIn general, preferences should be introduced for & period
of no less than ten years with respect to any given industry
in any developing country. At the end of the ten-year period,
preferences would be withdrawn unless it could be shown, to
the satisfaction of an appropriate international authority,
that special circumstences werranted thelr contlnuation. The
ten-year period would be reckoned from the time of the inltiel
granting of preferences to exports of & particular industry
in a given country even though this would mean that plants
established subsequently in the same country would not bene-
fit from the full period of preferences.ﬂ2

As mentioned above, certain sefeguards ought to be glven

to the countries perticipating in the proposed scheme of

l. Ibid., pps €68 - 60
2+ Ibid., p. 69.



- 66 -
preferences. First end foremost, the aggregate quote of
menufactures from the developing countriles mey be divided
among verious industrial countries either in proportion to
the total consumption of manufactures by each, or alterna-

tively in proportion to each country's imports of manufeac -

tures. But since each of the two alternatives will obviously

haeve its own drawbscks, & possible combination of the two might

be achieved to the satisfaction of all developed countries.

Secondly, & developed country 1s not expected in any cese to

grant preferences to those industries in the developing coun-

tries that are able to stand on their feet in world markets,
or those industries that operate at lower costs than those

prevaeiling in the developed country. Consequently, "it may
be considered desirable that, at the time the new preferen-
tial system is introduced, each developed country should be
sble to reserve its right to withhold preferential treatment

from products accounting iﬂf toto for & reessonsble percen-

tage of its eggregate lmports or consumpt ion of manufactures.M

Thirdly, e preference can be withheld from particular pro-
ducts when the smount imported exceeds a certain percentage,
to be fixed in advance, of the total consumption of a deve-

loped importlng countrye.

Finally, Dr. Preblsch considers devaluation by the deve-

loping countries &s &n alternative measure to the scheme of

l. Ibide., po T1.

1l
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preferences thus proposed. "It is a well-known feact," he
argues, "thet, generally speaking, the exchange rate epprop-
riate for the traditional trade of developing countries tends
to discourage the development of new types of exports. While,
in the cese of an industrielly developed country, a single rate
of exchenge 1s sufficient to secure equilibrium between domes=
tic costs of production and the prices in foreign mearkets, in
the case of a developing country there may be no single rate
of exchenge cepable of securing this result-"l In other words,
the exchange rate of a developing country usually reflects

the money cost of production in the primery but not 1n the
menufacturing sectors of the economye. In effect, this impliles
that since primary exports usuelly constitute the bulk of &
developing country's total exports, any devaeluetion in the
currency to attrect markets for industrial exports would en-
teil a considereble loss of currency in terms of pr imery
exports to the outright disadvantage of the developing coun-
try applying it. On the other hand, a devaluation of this
sort may ralse substantially the cost of living in the deve-
loping country epplying it if its import content of food-
stuffs is relatively high. It is however possible to avoid
these drawbecks 1if devaluastion 1s asccompanied by two measures,
namely, & tax on traditional exports equivalent to the emount

of develuation and a cut in teriffs proportional to thet

1. Ibidu, Pe 74 .
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develuation. Sometimes, subsidlzing exports of manufeactures
might be an alternstive, especlally when devaluation 1s lmp-
recticeble for political or other reasons. Whenever these
meesures ere adopted instead of preferences it is necessary
to secure the approval of developed countries that no counter-
velling measures would be erected; otherwigse the cost of pro-
moting industrial exports will be borne by the developing
countries themselves.

Last but not least, Dr. Preblisch reminds us that "no
guarentee of access to world markets nor even the granting
of preferentiel treetment could replace meesures taken in
the developing countries to stimulete industries capable of

1
production for exports.M

C. MEASURES TO GUARANTEE THE PURCHASING POWER OF PRIMARY

COMMODITY EXPORTS

1. Compensatory Financing

Dr. Prebisch reviews briefly here the recent developments
in the policy of international flinancial cooperation during
the last decede. He finds particular interest in the fact
that, whereas the amount of funds supplied by the private-
enterprise countries in the form of loans, private invest-
ment and assistance rose from § 1.8 billion in 1950 to & 6.6

billion in 1962, 1l.e., by about 11% per eannum, this increese,

1. Ibid-, P 75 «
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which is tantemount to a rise from 0.3% in 1950 to 0.7% in
1962 of the combined incomes of these supplying countrles, is
still a great deal less than the 1% target approved by the
UN General Assembly. Thus although there have been posltive
advences in the fileld of financial cooperation, the need still
exists for more vigorous action. Furthermore, the progress
just described has not been without 1ts disedvantages. T[Two of
these are of particular interest here: "First, the deterio~
retion in the terms of trade has seriously impaired the deve=-
loping countries! cepacity to import capital goods, thereby
offsetting the positive effects of the international resources
made evelleble. Secondly, the relstively early maturity dates
for repayment of a considereble proportion of these resources,
together with the kind of servicing some of the loans require,
are a heavy burden on many developing countries and will be-
come so for others if things continue as &t present.ﬂl

Hence there is a strong need for compensatory financing.
"The fundemental aim of a compensetory scheme should be to
meintain the total purchasing power of the external resources
eceruing to developing countries through their exports-"2 As
such, it has nothing to do with the normal streeam of re-
sources to developing countries made avallesble 1in the form

of loens or aid. Compensatory finance should represent &n

increment over and aebove these resources obtained from the

l. Ibid., pp- 79 = 80
2e IbidO, P 80 .
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income which sccrues from countries exporting primary com-
modities as e consequence of the deterioretion in thelr terms
of tradee.

Since much attention has been given to short-term fluc-
tuations and lnstebility in the export proceeds of developilng
countries, it 1s high tlme now to gear compensetory financilng
to offsetting the long-term tendency towerds deterioration in
the terms of trade of developing countries. Furtherumore, it
is essentlel not only to give these countrles a guarantee
egelnst future losses, resulting from the seid deterioration,
- put also to pestore the purchasing power of thelr exports due
to losses in the paste. Finally Dr. Prebisch sheds some 1light
on the importence of the close link between compensatory fi-
nancing end development plans in the developing countries re-
ceiving it. Programming in this connection would not only
facilitate greatly the oragmatic epproach for determining
past losses in the purchasing power of exports but would
also allow the countriles benefiting from compensaetory fi-
nence to know, in advance and if certaln condltions were ful-
filled, to what extent they could rely on the necessary funds
to offset the esdverse effects of the deterioration in the

terms of tradee.

2. The Burden of Servicing

The sccumulation of external debts, the shortness of

their repayment periods, the high Interest on some obligations
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and the high earnings of certein investments have made the
burden of servicing rather heavy Ior many developlng countries.
Thus, while the flow of Iinternational financiel resources to
the developing countries has increased, the burden of servicing
hes been mounting rapidly; and this fact accounts for the clo-
se link between this burden and the slow growth of exports on
the one hand, and the deterloration in the terms of trede on
the others. A preliminery report prepared by the IBRD for
the Conference shows that the public and the publicly gue-
renteed debts of the developing countries rose from sbout
" §$ 8 - 10 billion in 1955 to about g 24 billion et the end of
1962, i.e., at an ennual rate of 15 per cent. Servicing
cherges on these debts rose from g 900 million in 1956 to
¢ 3ol billion in 1963, il.e., at an ennuel averege rate of
more then 19 per cent. When the relatively short perilods
during which repayment should be made end the repayment terms
which are often motivated by the immediate convenience of
the countries exporting cepltal goods are taken into account,
the dimensions of the problem of servicing which besets meany
developing countries become eppearent.

In the light of these considerations and for the pur-
poses of the Conference, measures should be taken along two
important lines. In the first place, "... the consolidation
of a number of short-term or medlum-term debts end the ave-

rage extension of the repayment period for the external debt
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gs o whole, would appeer to be unavoldsble for some count=
riea."l However, this will simply postpone the "hour of
reckoning® if the resources made avallable through the ad-
justment and extension of external debt and repeyment perlods
were divorced from a country's economic development policy.
Thus, here again springs the Importance of an overall deve-
lopment plan which provides integrity to the receipt and
disbursment of resources avallable to a developlng country.
And it 1s precisely in this context that the cole of compen-
satory financing becomes increasingly importent in the ad just-
ment of external debt end in gearing the avellable resources
to the requirements of the overall development plan according
to a feasible priority order. This leads us directly to
messures thet should be taken along another important line,
nemely, that of preventing e repetltion of events that crea-
ted the problem of heavy servicing. Here 1t must be borne
in mind that "the composition of & developling country's debt,
so far as lts type, repasyment period and other characterls-
tics are concerned, cennot be arbltrary, 1t must respond to
the conditions end needs of each cr.n.mt.z:",sr."2 In other words,
the interests of the borrowing countries should be taken into

account as leid out in their development plans, and not only

1. Ibid., pe. 87

—

2e IbidO, Pe 87 .
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the interests of the lending or capital exporting countries.
This implies the removal of the condition often linked to the
extension of externel debt or aid from the industrlal to deve-
loping countries, namely, that externel resources thus exten-
ded should be used solely for imports of cepltal goods from

the former.

D. PROMOTION OF TRADE BETWEEN THE SOCIALIST AND THE DEVELOP ING

C OUNTR IES

The share of the socialist countrles in world indust-
riel production is estimated at about one-third, while their
shere in world trade is not of the same relative importance.
This together with the accelerated retes of growth which they
gim at indicete the significance of their trade potential.
Consequently, "the form and menner in which that trade poten-
tial could be reslized, and could help other members of the
world community progressively to obtain the beneflts of eco-
nomic development, constitute one of the most important ques-
tions before the Conference."l

Recently, however, the exports of the Council for Mutuel

Economic Assistance (CMEA) countries have been increasing

repldly, es can be seen from the table on page 74.

1. Ibid-, P 900
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Teble : 3 - 1

Exports of CMEA Countries ¢ million)

nnual
1955 1962 growth rated

To CHEA countrlies 4,750 10,150 11.5

To the rest of the world 1,900 4,760 14 .0
To indust. privete enter-

prise countries 1,480 2,750 93

To developing countries 420 1,910 24 .0

Totel exports 7,950 15,770 10 .4

Source:; U.N. Stetistical Cffice. See Report, p. 91.

Likewise, the exports of the developing countries to the CMEA
countries have incressedsubstentially during the same period

gs shown below:
Teble 3 3 = 2

Exports of developing countrdes (g million
nnual
1955 1962 growth rate(%)

To industriallzed private

enterprise countries 17,120 21,030 2.9

To developing countries 5,840 6,550 1.6
To CMEA countries 445 1,420 18.0
Total Exports 23,957 29,630 3.1

Source: U.N. Statistical Office. See Report, p. 9l.
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These encouraging trends can still be supported by other
conslderations. It is now well lmown that the CMEA countries
plan for a substantial expansion in their foreign trade. Vie-
wed from a wider perspective, such an expansion will be In
fact o simultaneous outcome of their development plans. Further-
more, if these plans for stepplng up national income are ref-
1ized, it is estimated by the secretariat of the Economle
Comaission for Europe that totel imports of the sociallst
countries will increase from § 15.2 billion in 1962 to about
§ 30 billion in 1970 and to y 50 billicn in 1980. How, if
we assume that the relative share of the developing countrles
in these imports is maintealned at its present level (Leeo.,
roughly 10%), this meens that the exports of the latter coun-
tpies to the socislist world will rise from ¢ l.¢ billion in
1962 to § 3 billion in 1970 and to more then 4 5 billion by 1980.

The question of trade promotlion between the socielist and
developing countries 1is closely linked to that of stimulating
comierce between the soclalist and private-enterprise countries.
guch a link is a natural consequencse of the "intimately inter-
pelated network" within which international trade usually
operates. No attempt 1s made by Dre Prebisch to probe into
the reesons leeding to the stand-still position in which
trade between the soclalist and private-enterprise countries
hes landed following the revolutions in the former countries.
suffice it to say in this respect that a cloud of misunder-

standing covered the eyes of both sides from seeing the mutual
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adventage which they could have derived from normal trade
relations based on effective reciprocity. However, there
is some evidence recently indicating the possibllity of

arriving at & modus vivendi in this matter, since ¥both sides

are begilnning to recognize that they must respect each other's
system and try to adjust thelr policles so as to secure &
mutually satisfactory solution.ll

Finally, Dr. Prebisch considers the cese of the present
billaterel trade agreements eamong the soclalist countries
themselves end between them and soue developing countriles,
and thelr impact on multilateralism. He makes & cleer dis-
tinction Between these agreements end those which prevailled
during end after the great depression and which were an ins-
trument of trade diversion rather then trade expension. Thus,
in considering the bilateral treade egreements prevalling now
the Secretery-General meintains thet "... while conditions
are not yet fully favoursble to the universal epplicatlon of
the multilatersl trade system, as would be highly desirable,
bilateral agreements are useful in so fer as they serve as
an instrument for promoting additional exports and corre-
latively additional imports." And moreover "... since the
idee 1s to open up new channels of trade through bilateral

agreements rather then to move backwerds from & multilatersal

p 15 Ibid-, Pe 96 .
2. Ibid.
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to a bilateral system," bilaterallsm, as applied now among
gocielist countries end between them and other countries, cen
hardly be considered a serious step awey from a universal
multilaterel system. Yet 1t 1s essential, adds Dr. Prebisch,
to creste the favourable conditions which will gradually eli-
minate bilateral balancing of trede and expedite nmultllate-
ral transections in the world economy, since there can be no
question regarding the notable adventages of the latter in

the final enalysis.

E. SUGGESTIONS FOR INSTITUTIONAL REFORM IN THE LXISTING

MACHINERY OF WORID TRADE

After presenting his proposals and measures for the
elimination of the potential trade gep of the developing
countries, Dr. Prebisch asks whether or not the exlisting
institutional machinery of world trade 1s cespable of con-
certing and implementing those solutions and measures within
e unlfied and ccherent policy for trade and development sub=-
ject only to whatever modifications might become necessary
in the light of experience. Here, the author recapitulates
the shortcomings of existing machinery, particulerly GATT,
under five main headings:

(1) GATT is not adeqautely universal; it has only sixty-
one full members and thirteen assoclate and provi-
sional members. The numbpr of countries perticipe-

ting directly and indiréctly in the Geneve Conference
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for Trade and Development, on the other hamd, total-
led 122 .

(2) Coherence and unity ere practicelly lecking in so far
as the way of tackling trade and development problems
at present 1s concerned, ils.e., by GATT and other bodles.

(3) Although GATT hes been sble to deal fairly adequately
with trade problems emong the industrial countrles, 1t
has not shown the seme vigor in coping with trade pro-
blems between the developed and the developlng count-
ries, to say nothing of trade problems among the deve-
loping countries themselves.

(4) Many of the socialist countries which regulate thelr
trade reletions through bilateral sgreements have re-
mained outside the scope of GATT, which hes been
meinly an instrument for expanding trade by meeans of
the teriff system. It should be noted furthermore,

agencies
thet the trend to regulete trade through official/(i.e.,
by other than the tariff system), even in non-socie-
1ist countries, has been increasing since the end of
the last world wear.

(3) Finally, agreements on primery commoditles are usueally
negotiated outside the realm of GATT wlthout being
subject to coherent action.

It is indeed basic, in Dr. Prebisch's oplnion, to agree

first and foremost, on a generel policy to be adopted by the
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conference before trying to envisage reform in the existing
trade machinery. Once a declslon is made in favor of this
general policy, action may be applied either to introduce
certein modifications to existing internationel trade ins-
titutions with en eye to making them more capeble of imple-
menting the various solutions and measures, or alternatively
to install & new organization armed with all the necessary
powers to serve the sane purpose.

Starting from the first alternative, it can be easlly
demonstreted that much of the vold emerging from the above-
mentioned shortcomings has been filled by the United Hatlons.
This epplies particularly to the flrst two defects. Thus,
the United Nations, by virtue of its wider range of member-
ship, has been able to perform on a more adequate scale,
thereby providing "... member states, and especially the
developing countries, with a broader institutional frame-
work than GATT has so far offercd.nl lioreover, the Unlted
Nations hes been sble to provide & certaln unity end cochesion
to the traditionally fragmentery and scattered wey of tack-
ling problems of trade and development. No wonder then that
many of the basic ideas and proposals embodied in this report
were originally broached in various UN speclalized agencies
and cormissions. Yet there is still much to be done in this

field.

1. Ib'.'l.dc, Pe 100.
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A preliminery but desirable step 1n this direction

would be to set up an organizational scheme "... based on

the holding of periodic conferences similar to the present
one, where the problems of internetional trade would be dis-
cussed as an integral part of the general problem of deve-
lopmenboﬂl This meens that an overall policy along this path
ought to be constructed and considered periodically for re-
vision and modification whenever necesscry in the light of
experience. Consequently, it would also be desirable "... toO
organize, in addition to the periodic ponferences, & stand-
ing committee which would fulfil this continuing function

of exeminetion and revision, with a view to submitting sug-
gestions or recommendations to the conferences or to govern-
ments, depending on the nature of urgency of the matters in-
volved." Among the principel tasks of this standing commit-

tee 1s to examiﬁe such importent aspects as the potential
trade gep and 1lts elimination, import targets and their rea-
lizetion, the access of primary commodity exports to the in-
dustrisl countries, the formation and functloning of prefe-
rences, compensatory financing and comaodity agreements, the
organization of trade relaticnsbetween the soclalist countries
and the rest of the world, the attainment of targets set for

imports from the developing countrlies and the progress cof the

1. Ibid., pe 101.
2. Ibid.,
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import-substitution pollicy in the latter countries.

WIf the idea of the conferences and the standing comml-
ttee is accepted," continues Dr. Preblsch, "practical erran-
gements should be made to avold, ag far as possible, any un-
necessary overlepping of functions, so that the discussion
in these bodles would not be unnecgssarily repeated in other

United Naetions bodies or in GATT."

F+ REALISM AND RENOVAT ION
In pert III of his report Dr. Prebisch recapituletes

briefly the external problems and bottlenecks that tend to
obstruct economic development in the developing countries.
gince these grave problems are new elther because "they are
new in kind" or because of "the magnitude they have acquiredt
it follows that the remedies proposed should converge in a
new trade policy for development .

On the international level, much will depend in solving
these problems on the willingness of the major developed
countries to cooperate end join hands with the developing
countries to achieve the immediate aim of the new trade po-
licy, which is the bridging of the potential trade gape. The
huge potentisl of the industriel centers in reletion to deve-
lopuent requirements can indoubtedly be of great help. Thelr
abllity to step up thelr own rates of growth and gesr their

credit, investment and trade policies to the benefit of the

1. Ibidi, P 103 .
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developing countries will constitute a great step forewerd
in the way of solving the problems of trade end development
in the less advencedcountries. lioreover, gold and recowrces
which can be obtained from disermement can play & dynamlc
role in the bridging of the potentlal trade gap.

Dr . Preblsch then pleces greeat emphasls on the necessity
of combining cooperation on the internatlonal level with per-
sistence on the part of the developing countries themselves
to overcome the internsl obstacles end introduce the domestic
chenges required to expedlte economic development. 'He ar-
zues that "the controversy about whether internel ills are
ceoused by externel factors or whether the source of these
111s should be sought exclusively in the behaviour of the
country concerned has been rendered obsolete by events and
is meaningless now. There are both Internal and external
problems to be attacked simultaneously. To emphasize the
former and exclude the latter, or, vice versa, would be an
aimless exercise and only divert ocur attention from the real
solutions."l

After recapitulating briefly the measures proposed in
the new trade policy &nd the new attitudes which they must
entail, Dr. Prebisch ends his report by posing the following
questions: "Will 1t be possi?le to bring about these new

attitudes? Will the proposels formulasted here be reallstic?

1. Ibidc. P 117«
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If realism meens proposing what iIn feasible at & glven mo-
ment, then perhaps not all thet 1s suggested in these peages
is reelistic; it might be considered an 1llusion. But.what
is reslistic today was not always so yesterdey, and today's
illusion may be tomorrow's realism.ﬂl

In sny case, a broad policy of internatlonal cooperatilon
in trede, finenciel resources and the propagation of techno-
logy seems unevoldeble, according to Dr. Preblsch, since deve-
loping countries should not be forced into a kind of closed
development with all the enormous soclal and econcmic cost
involved therein. ®"Closed development leads to compulsion,
and usually compulsion involves a political cost fraught
with serious consequences." Then he adds, "Realism 1s algso-fore-
saight, and an elementary sense of foresight should Induce

2
us to read the sign of the times in the developlng world.M

1. IbidO, P 124 .
2. Ibid.,



CHAPTER IV
ANALYSIS OF THE PREBISCH CONTENTION
A. THE ECONOMICS OF PREBISCH AND ECIA IN PERSPECTIVE

l. Evolution
The previous statements of the Prebisch Contention can
be found mainly in a report by Dr. Raﬁl Prebisch when he was
the Executlve Secretary of the United Nations Economlc Commi-
ssion for Latin America (ECLA) 1n 1950} and in one of his

essays which appeared in the American Economic Review in

1959, Since much of Dr. Prebisch's thought and findings im
the field of trade and development matured whille he was the
Executive Secretary of ECLA (l1.e., before he became in 1963

the Secretary-General of UNCTAD), most of his views came to

be known as the "ECLA doctrine.“3 Any attempt to examine the
Prebisch Contention (see chapter II) can be greatly facili-
tated by tracing the evolution of the "ECLA doctrine" from

its rise in the early fifties until its UNCTAD version of 1964.

l. United Nations, The Economic Development of Latin America
and its Principal Problems, Report by the Economlc Commlission
For Latin America, New York: 1950, (referred to hereinafter
as Prebisch I) .

2. Raﬁl Prebisch, "Commercial Policy in the Underdeveloped
Countries,* American Economic Review, Papers and Proceedings,
Vole XLIV, May 1959, ppe 2561-73, (referred to hereinafter as
Prebisch II) .

3« John Pe. Powelson, Latin America: Today's Economic and
Social Revolution, (New York: McGraw-Hill, 1964), P 294 .




- 85 -

The early Prebisch thesls, as well the recent one, has
centered on the assertion that there has been a secular ten-
dency for the terms of trade of peripheral countries, ﬁ‘ne tra-
ditional exporters of primery products, to deterilorate rela-
tive to those of the industrial centers, the traditional expo-
rters of msmui‘@tured goodse One mein explanation for this
deterioration, which Dr. Prebisch emphasized heavily in his
1950 report, is that "the great industrial centres not only
keep for themselves the benefit of the use of new techniques
in their economy, but ere in a favorable position to obtain
a share of thet deriving from the technical progress of the
periphery.'l

The sterting point of this argument 1s the increase in
productivity presumebly taking place in the centér's domestic
end export industrles, in the export sector of the periphery,
although to & lesser extent, and fineally in the domestiec sec-
tors of the latter where productivity is originally very low
end increases only at a sneil's space. At the center, Dr.
Prebisch mainteins that increases in productivity in varilous
sectors ere slmost entirely matched by increases 1ln wage pay-
ments end quite rarely by price reductions. This 1s due to
the pressure exerted by trade unions and to the monopolistic

structure of the product markets in the center, In contreast,

increases in productivity in the export sector of the periphery

l. Prebisch I, p. 14.
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heve resulted mainly in reductions in export prices, largely
due to the prevalence of an opposite market structure and wege-
price mechanism. This phenomenon explains, according to Dr.
Prebisch, the secular deterioration in the terms of trade of
the periphery.l

Moreover, to understend this phenomenon better, one should
1ink it with the movement of the trade cycle which "is the
cheracteristic form of growth of capltelist econonmy, and in-
creased productivity is one of the maln factors of that growth."2
Thus, during the cyclical upswing, prices of primary products
tend toc rise more repidly (probebly due to the low elastivity
of supply) than the prices of finlshed products, "but also
they fall more in the downswing, so that in the course of
the cycles the gap between nrices of the two 1s progressively
widened-"5 The differences in merket structure and wage me-
chanism between the center snd periphery, as stated above,
largely account for this assymetry eccording to Dr. Prebische
For when prices rise in the centep during the upswing, part
of the rising profits are mopped up by higher wages, but since
wages &are 'rigid downwerd, the fall in prices during the down-
swing is reflected in lower prices paid for raw materlals and
primary products imported from the periphery. According to

Dr. Prebisch, this downward rigidity in wasges in the periphery

l. Ibild., ppe B - 1l4.

2 Ibid-, Pe 12«

3 IbidO, P 13,
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is practicelly absent, and if existing would simply inten-
sify the problem since 1t would be accompeanled by & decline
in employment in the periphery as the demand for primary €x-
ports becomes sluggish in the center. The ultimate result is
e trensfer of the gains derived from increased productivity
(or of real income) from the periphery to the center. via a
worrening in the terms of trade of the former.l

In his 1959 essay, Dr. Preblsch did not appeal to thils
particular argument, but instead shifted hils emphasis to a
different logic in order to arrive at the same conclusion.2
Here the explanation 1s given in terms of productivity ratio( s)
defined as "the relationship of physical productivity per men
between the periphery end the centre", as well as emong va-
rious activities within the economy of ea.ch.5 He 1is sgain in-
terested in showing how a part of the fruits of technologicel
progress 1ls transferred from the periphery to the center
essuning free play of msrket forces. Throughout his ergunent ,
Dr. Prebisch seems to be assuning also the existence of a
nfull surplus men powerM®in the periphery which is tantamount
to an unlimited supply of lebor working under competitlve con-
ditions in the labor market so that there 1s really one wage

4
1
rebe vig-swvis meny preductivity retios. (onsequently, "whenever

1. Ibido’ pp. 1:5 - 14!

2., M. June Flenders, "Prebisch on Protectionism: an Evaluetion,®
The Economic Journsl, Vol. IXXIV, No. 294, June 1964, p. 313.

3. Preblsch II, p. 258.
4. Fl&mers, _C)E-Citl"Pt 5130
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the productivity ratio in exports is higher then in the mar-
ginel industries needed to employ the full surplus manpower,
the real income corresponding to the differences in producti-
vity will tend to be transferred abroad 1n the unrestricted
play of market forces. This occurs either when the surplus
nenpower has to be euployed in Industrial branches where the
productivity ratic is lower than in exports of primary commo-
dities, or when the latter improves faster than does the ratlo
of industriel productivity. W#pFor this means that in order
to make merginal Industries competitive, weges in forelign
currency must decline so as to reduce the wage ratlo ... and
this process 1s accompanied by a decline in export prices-"l
The result is a deterioration in the terms of trade of the
periphery and e ccnconitent transfer of real income from it
to the center.

The policy implicetions of Dr. Prebilsch's erguments as
outlined gbove are rather obvious. They all devolve on the
immediete need for protectionism in the developling countrles.
lMoreaver, the well of protectionism "should elther be high
enough to'expand domestic production at current wege rates
in order to sbsorb the unemplojment resulting from lncreased
productivity in the export sector, or it should even be higher

in order to prevent 2lso the transfer of the frults of this

l. Prebilsch II, Pe 259 .
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1
higher productivity to the center.h

In his UKCTAD report, Dre. Prebisch cells attentlon to
the 60 per cent on the average of the economically active
populetion in the developing countrles that-1s employed 1n
agriculture and other forms of primery production at low le-
vels of productivity and remunerastion scaless This "struc-
tureal defect" exerts & constant pressure on the level of real
weges in these countries and makes it " extremely dlfflcult
for this level to rise in direct proportion to productivity
as the latter improves wlth technological progress. The 1ln-
creese in income generated by higher productivity in the agrl-
cultural sector thus tends to shift to other parts of the
domestic merket or sbroed, as the case mey be, provlded thst
the shortege of aveilsble land does not absorb the lncreese
in income by raising the rent for the beneflt of landowners
and provided that the play of market forces 1ls left un-
dilsturbed .

Although Dr. Prebisch ssserts that the "structural de-
fects" in the economics of the developlng countries comprilses
the mein explanation for the tendency In the terms of trade
of primery products to worsen, he does not employ eny elabo-

rate esnelysis (e.g., the productivity ratio mechenlsm, or

1. Werner Baer, "The Economics of Prebisch and ECILA",
Economic Development and Culturel Change, Vol. X, No. 2,
Jan . IQBE, pe 1 - -

2. Prebilsch, UNCTAD Report, p. 15
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differences in merket structure and wage mechenism which he
used in Prebilsch I and 1I)to show how this tekes plece. Even
before discussing the "structural defect", Dr. Prebisch dwells
on the adverse Impact of technology and protectionism in the
edvanced countries on the sluggish growth of world demand for
primary products. He then proceeds to show that "owing to
the slowness of the growth of demend for primary commoditles,
only e dwindling proportion of the increment 1n the economl-
celly active population in the developing countrlies can be
abgorbed in their production, end the more productivity in
primery ectivities rises as o result of the assimlletion of
edvenced techniques, the smeller will that proportion be.
The economicelly ective population therefore has to be shif-
ted tc¢ Industry and other activities-"l Obviously, the im-
mediete ceuse of the deterioration in the terms of trade 1s
then the slow tempo of world demand for primeary products.
Implicit in this slowness is the asswmption of low income

elasticity of demand for these products.

2. Evaluation

2
In his previous writings , Dr. Prebisch employed two

elaborate mechanismsto set forth a theoretical cese for the

deterioration in the terms of trade of the developing countries e

l. Jbid., p. 1l4.
2« In Preblsech I and II.
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His recent emphasis, in his UNCTAD report, on the "structural
defects" 1in the developing countrles and on the slow growth
of world demand for primary products to account for deterlc-

ration suggests that his previous eleborate mechanismsare not
1

essential prerequisites for his cocnclusicn.

Thus, it has been shown that even without appealing to
differences in market structure and wage-price mechanism, the
Prebisch thesls can still be supported from evidence relating
to the effects of higher productivity and slow growth of world
demand for the periphery'!s exports. Accordingly, the following
"minimum model® drawn out of the previous arguments by Dr.
Prebisch was suggested as a sufficlently consistent end lo-
gical path leading to the same conclusion:2

"Congider two countrles, P (periphery) and C (centre),
which are alike with respect to rate of growth of populeticn,
rete of Increase in per capita income (hence rate of increase
in productivity per man and in the real wage-rate) and tech-
nological density. At the exlisting exchange rate and weage-
rates In the two countries all of P's exports are primary pro-
ducts and all of C's exports are industrial goods. The only
difference is that with growth in income the world demand
function for C's exports 1s rising faster thean the world de-
mand function for P's primary exports. As a result, an ever-
increasing proportion of P's incremental population must be
allocated to industrial production, while in C an ever-increasing
proportion of the incremental populetion can-and wlll s be
allocated to industrlel production. But PTs industrial output
can compéte (in P's home market) with imports from C only if,
through chenges in the exchange rate or in the wage-rate, P
accepts & deterioration in its terms of trade. Thus part of
the incresase in productivity in P accrues to C."

l. Fleanders, op.cit., p. 322.
2+ Flanders, op.clt., p. 321.322.
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Apparently, M.J. Flanders, who extracted this "minimum
model" from Dr. Prebisch's two arguments (in the 1950 ECLA
report and 1959 erticle), did not, at least until the writing
of her essay,l read the UNCTAD report, or otherwise she could
have referred to it. In any event it can be readily shown
that there 1s a basic resemblance between the recent UNCTAD
exposition of the Prebisch thesls and the model suggested by
Flanders. In fect, Dr. Prebisch, more than once in the UNCTAD

2
document, narrates hls whole thesis in a similar tone:

"The direct and indirect effects of technological pro-
gress are responsible for the fact that world demand for pri.
nary commodities 1s growing so slowly, to the detriment of the
developing countries ... the primary production of the deve-
loping countries should adjust to this slow tempo of demand,
but structural difficulties prevent it from doing so to the
extent necessary to prevent primary commodity prices from de-
teriorating in relation to those of manufactures."

The emphasls on structural difficulties 1s equivalent to
the proposition in the "minimum model" that the incremental
working populatlicon in P must be sllocated to industrial do-
mestic production only at the expense of a deterioration in
P's terms of trade. Thus far we are left with the slow tempo
of world demand for primery products which, when accompanied
by higher productivity in the export sector, seems to provide

3

enough explenatlion for the whole problem. Dr. Preblsch seems

l. Flanders! essey was publlished in June 1964 .
2+ Preblsch, UNCTAD Report, p. 129.
3. Among those who confirmed this point is A.0. Hirschman

in "Discussion of Professor Haberler's Paper", Economic Deve-
lopment For Latin America,op.cit., p. 306.
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to acknowledge this, at least implicitly, when he states that
"the tendency of the terms of trade of primary products to
deteriorate occurs in the case of the highly industrlalized
countries too, lergely as & result of technological progress
and in spite of their economle strength .1

Hence, ".«. the heart of the 'Preblsch thesis' ... stems
from the assumption of different income elasticltles of de-
mend, not from elleged differences in market structure and
the wage-price mechenism." Before probing into the implica-
tions of this sonclusion, it might be helpful to examine brlefa
ly the statistical and empirical aspects of the movement in
the terms of trade and the trend in world demend for primary

products.

B. THE STATISTICAL BASE OF THE TERMS OF TRADE ARGUMENT

1. General Survey

The hypothesis regarding the secular deterioration in
the terms of trade of primary products and developing countries
is based on the annual index of the United Kingdom's c¢ommodity
terms of trade over the period 1876 - 1938. Commodity terms
of trade reflect the ratio of export and lmport price indexes,
Px . Various indexes by Werner Schlete, the United Nations,

pm '
A.H. Imlah, C.P. Kindleherger and W.A. Lewls were constructed

l. Prebisch, UNCTAD Report, p. 12.
2. Flanders, op.cit., p. 322.
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1
on the basis of the British data over the same period. Al-

though the inferences obtained from these statistical studies
were not always consistent, the proponents of the hypothesls
urder consideration found in them sufficient evidence to show
that "from the latter part of the nineteenth century to the
eve of the second world war, there was a secular downward trend
in the prices of primary goods relative to the prices of manuw
factured goods. On an average, a glven quantity of primary
exports would pey, at the end of this period, for only 60 per
cent of the quantity of manufactured goods which it could buy
at the beginning of the period.l'2

According to Ge. Haberlers, there are at least two basic
objections to the use of the British data and the studles de=-
rived from them in trying to demonstrate any secular deterlo-
ration in the terms of trade of primary products. First,
there 1s no allowance in the British index for changes 1in the
guantity of the products and for the introduction of new pro-
Auets. It is common knowledge that the quantity of indusﬁrial
production undergoes significant and continuous improvements,
let alone the emergence of a vast number of new manufactured
goods not heard of 30 or 40 years ago. On the other hand,

primary products remain more or less unchanged in quality. As

L. Maier, 220 Bit-, Pe 55«

2, United Nations, Department of Economle Affairs, Relative

Prices of %ggorts and Imports of Underdeveloped Countries,
ew York: s Pe 120 1

3. Haberler, Op- cit ey PP 281-82‘
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& result of this assymetry, a bias 1s introduced into the

index, thereby reducing its reliability as an accurate mesa-
sure of the real changes in the terms of treade.

Secondly, the British terms of trade cannot be regarded
as representative of other industriel countries!' terms of trade.
Hence it becomes rather difficult to generalize, on a globsal
baslis, by simply appealing to the British index of export and
import prices over the long period under consideration.

Aside from the statlistical weaknesses just mentioned, it
is further argued that the reliance of the secular deterliora-
tion hypothesls on changes in commodity terms of trade ( px )
only obscures the intricate relationshlp between economicp:el_
fare and chmges 1n the terms of trade thus interpreted. Ala
though in most cases, commodity terms of trade glve a clue to
the direction of the change in welfare, better Ilndicators, in
certain cases, may be sought in other related concepts such as
single factoral, double factoral end income terms of trade.
The first refers to the average price of factors exported (in
the form of exported goods) in terms of imported commodities,
the second Introduces Into the commodity terms of trade the
effesct of changes in productivity in a country's exports and

imports, end the third relates volume changes 1ln trade to price
i ,

changes ( Px Qx )
“Pm
After stating all their objecticns, the opponents of the

le Ibilde., pp. 275-279. Jacob Viner in his Studies in the

Theory of International Trade, (New York: Harper and Brothers,
T937), pp+ bbb-60, presents & comprehensive treatment of

these concepts.
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secular deterioration hypothesis conclude that "the proponents
of the secular deterioration in the terms of trade for primary
products have not been sble to prove that such a change has
actually taken place.ll

In the midst of this hot controversy between the propo-
nents and opponents of the hypothesis under consideration, a
compromise opinion has been voiced by some economists who, alw
though not necessarily assoclated with the secular implication
of the hypothesis, do feel, however, that there is an indica
tion towerds & decline in the terms of trade of primary pro-
ducers and developing countries. Thus although statistical
date on the movement of prices is subject to various inter-
pretatlions and differences in opinion, J.P. Powelson 1in one
of his latest books claims that "it is probable that the long- 3
run terms of trade are moving against less developed countriles A
Likewlise, W. Baer argues that "even 1f some of the doubts ex
pressed concerning the valldity of the long-run downward ten-
dency of the terms of trade are correct, 1t seems falrly clear
that over long end cruclal periods of time in the twentleth
century the terms of trade have been declining for many peri-
pheral areas-li C.P. Kindleberger made much the same point
when he concluded in one of his fairly sophlisticated statls-

tical studies that "the views of Singer and Prebisch on the

l. Ibid., p. 282«
2e fowe.'l.son_m- cito, Pe 124 .
2+ Baer, op. cit., p. 179.
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terms of trade of underdeveloped countries thus derive sup-
port from a more thorough statistical investigation.'l
In the light of this general background now surrounding
the terms of trade argument, we turn to examine Dr. Prebilsch's
own lnterpretetion of the statistical data on the terms of
trede of primary products and developing countries over the

period 1950 - 1961 as presented in his UNCTAD report.

2. The Magnitude and Distribution of the Deterioration,

1950 - 1961

In discussing the adverse effects of the deterioration
of the terms of trade between 1950 and 1961, Dr. Preblsch
concludes that the magnitude of this deterloration was 26

petroleum)

per cent for primary commodities (excluding /in relation to
manufactures. On the other hand, the deterloration in the
terms of trade of developing countrles (excluding petroleum)
was estimated by Dr. Prebisch, after allowing for the fact
that some developing countries import primary commodities
end export manufactures, at about 17 per cent over the same
period.

As can be seen from Table 4 - 1 below the deterioratlon
in the terms of trade of primary commodity exporters (includ-
ing petroleum) emounted to 14 per cent, whille that for the

1. Charles P. Kindleberger, "The Terms of Trade and Economilc
Development!, The Review of Economics and Statlistics, supple=
ment, Feb. 1958, Pe 85

2. Prebisch, UNCTAD Report, pp. 18 - 19.
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developing countries (including petroleum) was 11 per cent
over the same period. Presumably, the difference between Dre.
Prebisch's estimates and the figures in the table 1s attribu.

tabls to the exclusion of petroleum.

Table 4 - 1. Market Economics: Terms of Trade, by Major Regions
( 1960 = 100 )

Year Ind. com. Primary com. Developed Developing
sexporters exporters econ. econ .
1950 20 114 93 109
1951 86 120 89 1186
1952 91 105 92 104
1953 93 107 95 104
1954 92 113 o4 110
1955 93 109 94 109
1956 93 106 94 105
1957 93 103 94 101
1958 98 100 98 101
1959 99 101 99 100
1960 100 100 100 100
1961 101 28 101 98
1962 103 97 103 96

Source : UNCTAD, Review of Trends in World Trade, part II,
22- Cit-o, P 540

Dre Prebisch does not specify why he excludes petroleum
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from his estimates. Whatever the reason may be, it should be
noted that the exclusion of this primary product accounted for
a difference of 46 per cent in the deterioration for primary
products and 35 per cent in the deterioration for the develop-
ing countries. In other words, the deterioratiom is much less
when petroleum 1s included.
Teble 4 ~ 2.+ Market Economics, Terms of Trade of Primary

Producers by Reglons

( 1960 = 100 )
Australia, Latin

Newzealand  American
and South Republics

Year Africa Africa Far East West Asia
1950 153 124 101 102 103
1951 151 125 117 115 96
1952 117 115 104 99 93
1953 130 118 99 94 99
1954 123 130 110 96 102
1955 118 120 108 100 104
1956 115 116 106 ~.986 103
1957 118 109 100 91 104
1958 96 104 103 92 109
1959 103 99 101 99 104
1960 100 100 100 100 100
1961 98 100 95 96 99
1962 99 08 91 94 98

% Contribution to total
world exports (1955~61)

7 16 9 12 8 &
Source : UNCTAD, Review of Trends «es, Ibld., ppe 35 = 36.

1)
The remainder comes from other developed market economics
(454) eand from other developing economics (3%) .
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A3 can be seen from Teble 4 - 2, the sharpest deterio-
ration took place in the terms of trade of three developed
primary exporting countries. Australia, Newzealand and South
Africa. Between 1955 and 1961, those three countries supplied
sbout 13 per cent of total primary exports by developed mar-
ket economies and some seven per cent of world total exports
of these producbsol It should be expected that more or less
similar declines occurred in the terms of trade of other net
primary exporting developed countrles at least due to sharp
increases in productivity. However, no separate figures on
the terms of trade of these countries are avallable. This is
rather surprising in view of the fact that, over the perlod
1955 =~ 1961, the developed market economles supplied about 52
per cent of total world primary exports.2

As shown in table 4 -~ 2, the Latin Amerilcan Countrles
were another important contributor to the global deterloration
in the terms of trade of primary products. Between 1955 and
1961, Latin America exported ebout 16 per cent of total world
exports of primary products (from market economies) and 35
per ceng of total primary expozts from developing market eco=

nomies. Over the same period , 81 per cent of total Latin

ls. "Review of Trends ee." Ibido, PP« 46 « 50 (‘I‘able 25) .

2+ Ibld.
3. Ibld.

4. IMF, International Financial Statistics, supplement
196485, DPs T = Be
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Amexric an exports came from eight countries only (Argentina,
Colombla, Brazil, Mexlico, Netherlands Antilles, Cuba, Chile,
Venzuelsa), one of which, Venzuela, is a major exporter of
petroleum which 1s exported at relatively stable prices. If
we recall that the number of the developling countries atten-
ding the UNCTAD reached 771, we can Immediately appreciate the
caution and reserve that should accompany any generalization
on the secular deterioration in all the developing countries!
terms of trade and particularly on the alleged detrimental
impact of this deterioration on thelr economic development.
It should be noted furthermore that "while the terms of trade
for developing countries are less favorable now than in the
early fifties —= when the Karean War and a coffee boom boested
averege primary prices,- they are considerabf???zvorable than
in 1938 and not much different from the ' normal' prewar year
of 1928-'2 Dre. Preblsch himself also mentions that half of
the loss since 1953 has been regained through the firmness of
primary commodity prices during 1961 and 1962 and their re-
covery since then, although this should not invalidate, accor-
ding to him, the seculer drift towards deterioration.

It may be recalled also that Dr. Prebisch, after analy-

eing the various implications of the UN Develcpment Decade,

l. Tedashi Kewata, "UNCTAD and Jepan" The Developing
Economies, Vol. II, No. 3, Sept. 1964, p. 290.

2+ "Tyrade Policles for Developing Countries, "Monthl
Economic letter, First National City Bank, New York, *pril
m, poI4o .
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ceame to the conclusion that the trade gap of the developing
countries may reach some § 20 billion by 1970, if present
trends in world trade continue unchecked. In projecting the
rates of growth of exports and imports of the developing coune
tries which must accompany their growth at the postulated rate
of five per ceéﬁ?;nnum and allow them at the seme time to main-
tein balance of payments equilibrium, the Secretary-~General
explicitly allows for changes in the terms of trade. If this
allowence 1s based on his own interpretation of the movement
in the terms of trade, then the magnltude of the trade gep 1s
likely to be overestimated.

The ebove remarks asre not meant to deny that there has
actually been some deterioraticn in the terms of trade of
primary products of some developing countries. There is no
denying furthermore that certain developing countries other
then the Latin American seven might have suffered, more or less,
from such deterioration. However, it must be emphasized.that,
in trylng to arrive at any generalization regarding the secular
movement in the terms of trade and i1ts impact on the develope
ment of the less advenced countries, much will depend on the
manipulaetion and interpretation of the statistical data. In
addition other considerations similer to those raised by the
opponents of secular deterioration must be taken into account,
especially the intricate relationship between economic welfare

end chenges in the terms of traede. Thils implies that the
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magnitude and distribution of the deterioration in the terms
of trade of the developing countries, being still undeter-
mined on a fairly and generally acceptable basis, can hardly
be expected to provide a strong case in sﬁpport of a final
generalization regarding the alleged detrimental impact of
the prevelent trade pattern on the development of the perl-
phary- In additlon, the argument on the deterioration in the
terms of trade, when edvenced to characterize, in general,
the adverse trade conditions of the developling countriles, may
conceal the great divergencies in the price movement of diffe-
rent commodities. Thus "sugar one of the more important tro-
pical products, has recently reached its best relative value
in the last 100 years or so, while in the case of sisal, to
quoete another example, producers are already apprehensive that
the rise will result in the replacement of the product by

1
sone new plastic material.n

3. The Demand for Primary Products : Empirical Evidence

According to T.W. Schultz, "the term primary products
has come to mean those commodities or materials which are
entering the economy for the first time and which have un-
dergone little or no processing - other than that required
to obtain them in their original form and to prepare them for

2
marketing " The term emhraces raw materials, e.g., farm

le UNCTAD, Notes on the United Nations Conference on Trade
and Development, paper Bi:Tﬁdmas‘Bﬁlagh, Geneva, Jan. 1964, p. 10.

2e Theodore W. Schultz, "Economic Prospects of Primary Products,"
Ecqgcmic Development for Latin America, H.8. Ellis (ed.), 1961,0p.cit
Pe 09 «
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products both food and non-food, fishery, wild 1life and forest
products, minerals both metallic and non-metallic, construction
materials, and mineral fuels e.g., coal, crude petroleum, na-
tural gas and gasoline.

After examining available data on the consumption of raw
materiaels in the United States, Schultz concludes that the
declining importance of these products reletive to total in-
put and out-put in the U.S. economy 1is clear.l He then attri-
butes this declining importance mainly to the relatively low
income elasticlty of demand for these products, which drops
to 0+25 or less for ferm products entering into food. However,
there are reasons to believe that the income elasticlty of
demand for food in the developing countries is much higher
end may range between 0.7 and 1.0 as in Latin America for ins-
tance, although good statistical estimates are not at hand.2
On the basis of this and other statisticel comparisons between
the U.8. and Latin America, Schultz cleims that the demand for
primery products in the highly advanced countries is increasing
much less rapldly than increases in gross national product or
reel income and a little more rapidly than population growth,
In the developlng countries, on the other hand the demand pro-

spects for primary products are much more promising because of

high income elasticity of demand and rapid population growth.

1. Ibido, PP e 310 = 11

2. Ibid., ppe 315 = 16.
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On the supply side, there seems to be no particular
difficulty as far as the production of most primary products
is concerned. There 1s evidence, however, to indicate the
possibility of a lower input mix in the production of pri-
mery production due to increased application of lmowledge.
Finally, Schultz inclines to the view that the prices of pri.
mary products are likely to hold the same position over the
two coming decades in relation to other prices at wholesale
as they were dolng at the end of the fifties. In any case,
he "cannot glve any comfort elther to those who wish to see
the prices oflprimary products rise or to those who: see them

headed down."

C. TRADE AND INTERNATIONAL INEQUALITIES

Primery exporting countrles, whether developed or deve-
loping, seem to be facing a slowly growing world demend for
théir exports relative to their rapidly growing demend for im-
ports. Thils demand situation together with productivity in-
creases In the export sector is likely to cause a deterioration
in thelr terms of trade. Whillst there 1s evidence to show
that some deterioration has actually occurred in the terms
of trade of primary exporting countries, it 1s not certain
thet the share of the developing countries in this deterio-

ration has been primarily responsible for crippling their

1. Ibid-, P e 324 .
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efforts to achleve a self-sustalning economle growth. In any
case, the developing countrles once faced a better world de-
mand situation for their exports during the "old order" as
Dr. Preblsch implied at the beglinning of his report. Even
then, and with relatlively favo irable terms of trade, they
‘eould not achleve rspid economic development. The upshot of
all the foregoling remarks is that "the improvement of the
terms of trade 1s not the best way of securing international
equality."l This implies that such an improvement taken by
itself can hardly be expected to help the developing count-
ries achleve a bresk-through into self-sustaining growth.

Nevertheless, the trade problems of the developing coun-
tries still deserve speciel attention and need to be tackled
within an effective framework of international co-operation.
The reason lles in thelr inability, with their feeble econo-
mic set-up, to effect a quick switch-over in order to gear
thelr primary production to the slow tempo of world demand .
This line of thought has occupled a central position in the
Preblsch contention. Fortunately, the international response
has so far been favorable in this direction.2 As a result,
the i1deas strongly emphasized by Dr. Prebisch regarding im-

plicit or real reciprocity, the elimination of all trade barriers

l« Balogh, op. cite, pes 2.

2« "Trade Policies for Developing Countries", Monthly Economic
Letter, op. clt., ppe 44 ~ 45.
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in the face of exports from the periphery, the abolition of
partial preferences and the necessity of greanting general
preferences to all developing countries instead, the feasi-
billity of forming regional grouping among-developing countries
end the need for relaxing excessive agricultural protectionism
in the industrially advanced countrles are all gaining broader
support and wider acceptance. The "Kennedy round" negotlia-
tions are also expected to play an important role in bringing
ell these trede concessions for the benefit of the developing

countries into realilty.

1. The Role of GATT in Relation to Trade and Development

The recent progress that took place under the influence
of GATT in the field of trade and development deserves pare
ticular mention. At a special sesslon between November 17
and 26, 1964, the Contracting Parties of the General Agree-
ment on Tariffs and Treade (GATT) included in the General
Agreement & chapter on Trade and Development in pursuance of
a decision teken at the Meeting of Ministers in May 1963. At
that Meeting the Ministers "recognized the need for an ade-
quate legal and Institutlional framework to enable the Contrac-
ting Perties to discharge their responsibilities in connection
with the work of expanding the trade of less developed coun

1
tries . The new chapter which now comprises part IV of the

l. "A New Chapter For GATT", International Financial News
SUI’TG!, IMF, Vol. XVI, No. 50, Dec. _18,_1964, Pe 461,
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1

Agreement includes the following important provisions:

(1) The developed contracting parties shall to the fullest
extent posslble accord high priority to the reduction and
elimination of barriers to products of particular export in-
terest to less developed contracting parties including customs,
dutles and other discriminatory restrictions. They shall also

refraln from introducing or increasing customs dutles or non-
tariff import barriers and from imposing new fiscal measures
which hamper or would hamper the growth of consumption of
primary products exported by less developed contracting partiles.

(2) The contracting less developed countries agree to take
approprlate action to implement the provisions of part IV of
the Agreement for the benefit of other less developed countries.

(3) The contracting parties agree to collaﬁorate in analy-
zing development plans for the less developed countries with
a view to promote the latter's export potentlal and faclilitate
thelr access to markets for thelr industrial exports. They
also agree to collsborate with governments and financial or-
ganizations to faclilitate thelr access to financial assistance
for economic development .

The contracting partles also adopted a statement by the
cheirman in which they seek appropriate solutions to problems
of agricultural trade in the course of the "Kennedy round"
and affirm that esgrlcultural produéta are covered by the gew

neral provislons of part IV.

1. Ibido, PP e 48l = B2
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As to the granting of preferences by industrialized
countries for the manufactured and semi-manufactured pro-
ducts of developling countries, the contracting parties showed
e broad measure of agreement. Yet there were considersble
divergencies of opinlon among them as to the terms, conditions
and procedures that would govern preferential arrangementsi

But this they promised to reconsider as early as possible.

2+« Tpade or Ald?

It 1s essential to keep in mind that the principal con-
cern of the UNCTAD was to examine and analyze the reasons for
the apparent inabllity of the developlng countries to achileve
a minimum annual growth rate of five per cent by 1970: the
target of the present UN Development Decade. Another basic
precccupation of the Conference, furthermore, was the creation
of a favorable trade atmosphere that would facilitate develop-
ment and not thwart it. It follows that the ultimate goal of
the Conference was in fact to find ways and means by which
existing international eccnomic inequalities could be reduced
as quickly and effectively as possible. Seen in this light,
Dr. Prebisch's emphasls on the relatlvely adverse trade si-
tuation of the developing countries (particularly as reflected
by deteriorating terms of trade) and his insistence on ex-
pleining their failure to acceélerate the rate of their growth

l.. UNCTAD, The Role of GATT in Relation to Trade and Devew
lopment, paper prepared by the GATT Secretarliat, Geneva,
April 1964, PP 2=3.
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mainly in the light of this adverse trade situation present
en incomplete dlagnosis for the diverse and compllicated pro-
blems circumscribing the developing world today. "Admittedly
within certain limlts trade questions can be divorced from
total redistribution from the rich to the poor areasibut we
are not here talking about marginal variations in specific

trade either in volume or in value, but of grasso modo changes

in the balance of payments sufficlently blg so as to affect
the rate of development and economic health of the poorer dew
veloping countries. At thls level obviously a sharp division
between trade and ald can no longer be made.ﬂl

It should be noted, moreover, that the trade problems of
the developing countries are, to a great extent, the symptom
and not the cause of their unhealthy economic structure. This
has been fully and repestedly recognized by Dr. Prebisch. The
causes of domestic 1lls are again not purely economic but so-
cial as well. It follows that"trade, end especlally an induced
improvement in the terms of trade, 1s no alternative to a well
concelved programme of ald combined with internal reform."2

The foregoing remarks apply also to the oft-repeated at-
tempt in the Prebisch Contention to express the problems facing
the developing countries in terms of a trade gap. Admittedly

such an attempt may agaln serve certaln purposes. Yet from the

1. Ba.logh, _% Citt, Pe Se
2. Ibid., pe 8.
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overall view-point of the Conference "the trade gap should
be regarded, not so much as &n arithmetical statement, but
as a figure of speech proadly suggesting ghe scale and the

challenge of the problem of development .

D. DOMESTIC OBSTACLES AND INDUSTRIALIZATION IN THE PERIPHERY

In discussing the process of industrialization in the
developing countries, Dr. Prebisch again tackles the problems
involved mainly from the viewpoint of international trade.

“He distingulshes sharply between outward - looking and ine
werd-looking industrialization. The first cheracterlzed the
early industrisl growth of the now developed countries, and
wes directed by and large to their benefit since it proceeded
under an enviromment of expanding world trade. The second
prevailed in the developing countries when they tried to in-
dustrialize after the great depression. Protectionism everye
where and lack of external markets compelled industrialization
in the developlng countrlies to turn inwerd and proceed at a
high cost as a simple substitution process. As a result, it
falled to cater to the overall needs of the developing coun-
tries. Above ell it falled to expand their industrial exports
and help them overcome their precarious trade situation.

Admittedly, it is useful and suggestive to examine the

1. "Address to UNCTAD" by US Under-Secretary of State George
W. Ball, March 25, 1964, Unpublished Text, pe 20+
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process of industrialization in the developing countries in
the light of world trade conditions. Equally important is
the attempt to highlight the external bottlenecks obstracting
export-oriented industrialization in these countrles. How=
ever, in view ogyf;creaaing significance of the exports of
menufactures in the eyes of the developlng countries that have
begun recently to focus, and rightly so, on the real possi-
bllities in this direction, 1t becomes rather important to re-
cognlze more adequately the domestic obstacles to be over-
come.l

Apart from some Internal fiseal and monetary measures
which tend sometimes to retard the expansion of manufactured
exports, there are three main factors which were and still are
responsible, to a great extent, for the inability of the deve-
loping countries to make neadway in this field.2

The first fasctor stems from the problem of lgnoreance on
the part of most entrepreneurs in the developing countrles re-
gerding export opportunities sbroed. Those entrepreneurs who
heve been drawn from commerciel groups possess commercial
experience, mostly the hendling of imported products, and some
intimate mowledge of the domestic market which they exploit

by directing their capltel to domestic production whenever

Y

1. UNCTAD, Problems snd Prospects in the E ort of Manufac-
tured Goods Trom the Less Developed Countries, Peper by Raymond
Ternon, Dec. 1063, D« O

2. Ibidc, Pe 9.
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1
their commerciel interests are threatened. As a result
they rearely know anything about the prospects and problems
of marketing manufactured products abroad. Thus "confronted
with en opportunity at home ebout which they knew something
and possible oppertunities abroad about which they knew no-
thing, the entrepreneurs in the less developed countries would
turn first to the domestic market; and they would be expected
to make this choice even 1f exports were a possibility from
the wvery first.l2 This problem of ignorance 1s not very presw
slng in the case of primary exports where the producer is a
part of a vertlcally integrated operation on the top of which
there 1s a trade organizaticn presumebly taking care of the
merketing phase. But in the case of manufactured exports,
the problem of ignorance is much more critical since the
producer 1s also at the center of the markating ocperatione.
The second hurdle inhibiting the exportation of manufec-
tures from the developing countries is related to the ele-
ment of riske MContrary to the easy assumption sometimes
made Iin economic theory, entrepreneurs in fact are not neces-

sarily wil%ing to accept larger risk for the chance of grea-

ter gain. This is particularly true of entrepreneurs in the

l. Ibld., ps 9. and see glsc Yusif A. Sayigh, Entrepreneurs
of Lebanon, (Cambridge; Harvard University Pfess, 1962),
Pe 19 a

2. Vernon, op. cit., p. 10.
3. Ibidu, P 13.
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less developed countries, who by being relictant to take
any risk beyond thelr traditionally narrow range of relevant
risk-yleld choices, usually shy away from embarking on worthe
while export-oriented projects which might not bring returns
in the not too distant future. .

The third difficulty circumscribing exports of manufac.
tures from the periphery is the "need to gamble on a large-
scale marketing operation or none at all."1 The problem of
high domestic costs and small scale operations that charac-
terize 1lndustrializetion in the periphery, to which Dr. Prebisch
often refers end relates to the limited access to the markets
of edvanced countries, is closely linked with this complica-
ted issue. Real difficulties which emanate from the cost
structure of the developling countries are involved here and
greater access to markets abroad simply may not be enough.

It is noted in this connection that "while not much of a sys-
tematic character 1s known about the structure of cost curves
for produceérs in the less developed ereas, as compared with
their competltors in the more advanced countries, the pre-
sumption is strong that eccnomles of scale are exhausted at
lower volumes in the enviromment of the less developed coun-

tries.? Various reasons account for this presumption, emong

1l Ibid-, P 14,
2+ Ibid., p. 15, and see also Y.A. Sayigh, op. cit., p. 63.
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which are the short span of managerial control and the ab-
gsence of trained foremen and supervisorse.

The foregoing remarks serve to supplement Dr. Prebisch's
suggestive diagnosis of the industrialization process in the
developing countries, and especially his emphasis on the de-
sirability of abolishing import restrictions in the advanced
countries to exports of manufactures from the periphery. The
importance of these remerks in clearing the way for effectlve
industrielizetion in the developing countries stems from the
recent trend towards the reduction of most import barrlers
in the advenced countries. Thus "one can say that the genew
rel level of teriffs prevailing in 1963 in the field of ma-
nufactured products probebly is on the order of one-half the
level that existed in 1948."1 Moreover, as regards the tra-
de policy of the EEC, "there is no doubt that the average pro-
tective incldence of import restriction in the EEC on manuface
tured products 1s far less than it was in the constituent
countries te