
3 Growth through trade

World trade grew by an average of
5.7 percent a year in the 1970s,
after almost 8 percent a year in the
1960s. Despite this slowdown of
the growth of total trade, develop-
ing-country nonfuel exports grew
fasterover 7 percent a year in
the 1970s, as compared with 5 per-
cent in the 1960s. This expansion
of trade has provided developing
countries an avenue for growth
and industrialization, and, for the
oil importers, a source of earnings
to meet their increasing fuel costs.

This chapter analyzes trade pat-
terns in the 1970s by country and
commodity groups. It considers
the reasons for the poor perform-
ance of many low-income coun-
tries, and highlights the well-
conceived and courageously
implemented trade policies which
underlie the trade performance
and growth of many middle-
income countries. It analyzes the
contribution that the open trading
system has made to this growth
and to the counterinflationary
efforts of the industrial countries,
and discusses some of the central
policy issues in international trade
negotiations.

Trade in the 1970s

The most striking changes in the
pattern of world trade during the
past 10 years have resulted from
the increase of fuel prices. World
trade in fuels increased from $29
billion in 1970 to $535 billion in
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1980, or from 7 percent of world
trade to 21 percent (Table 3.1).

That 14 percentage-point in-
crease is considerably larger than
the Federal Republic of Germany's
or the United States' share of
world trade. Even excluding the
(relatively small) increase in
volume, paying for the 1970s' fuel-
price increases was therefore
equivalent to finding the money to
buy all the exports of another
United States or Federal Republic
of Germany.

Because their exports were
expanding rapidly, many of the
middle-income oil importers were
able to reduce their current ac-
count deficits to levels finance-
able in the medium term, without
sacrificing their growth. Between
1973 and 1978, the industrial coun-
tries increased their exports to the

Table 3.1 Composition and growth of world merchandise trade,
1970-80
(values in billions of current dollars)

oil exporters by enough to cover
some two-thirds of the extra cost
of their imported oil. Only the
low-income oil importers did not
reap significant benefits from
international trade. Many of them
reduced their current account
deficits by curbing imports (and
hence growth) rather than by
expanding exports. Increased aid
helped others finance their larger
deficits.

Measuring trade gains

Against a background of rapid
inflation, coupled with a sharp
change in the price of one product
relative to others, neither export
values nor export volumes are an
appropriate measure of export
performance. Export values may
simply reflect the general increase
in prices, But export volumes

Item
Total

merchandise Fuels

Nonfuel
primary
products Manufactures Gold

Value, 1980 2,133 535 400 1,170 27
Percentage of total 100 25 19 55 1

Increase of value,
1970-80 1,818 507 312 973 26

Percentage of total
increase 100 28 17 54 1

Higher prices
as a percentage of
increase of value 87 98 82 81 101

Percentage increase
of volume,
1970-80 74 29 64 96 4



understate the gains made by
exporters whose prices have in-
creased more rapidly than those of
other traded goods. During the
1970s, for example, the export
prices of the capital-surplus oil
exporters went up 15-fold in nomi-
nal terms, almost four times as
much as their import prices. The
volume of developing-country oil
exports was the same in 1980 as in
1970, but the revenue they earned
could of course buy far more real
goods and services.

To capture the impact of both
export volume and relative prices,
this chapter measures export per-
formance in terms of export pur-
chasing powerexport earnings de-
flated by the general price level for
internationally traded goods, ex-
cluding oil. (The industrial coun-
tries' export price index of all goods
plus nonfactor services has been
used as a proxy for the price level
of internationally traded goods.)
Where appropriate, the impact of
higher oil prices on what an oil
importer can buy with its export
revenues will be measured by de-
ducting the cost of oil imports and
then calculating the purchasing
power of export earnings net of oil
imports. This indicates whether or
not an oil importer's export reve-
nues are expanding rapidly
enough for it to pay both for
dearer fuel imports and for increas-
ing amounts of other imports.

Gains by country groups

The oil-importing developing
countries had mixed success in
world markets. The volume of
low-income oil importers' exports
did not expand enough between
1970 and 1980 to offset worsening
nonfuel terms of trade and the
higher fuel bill; their export pur-
chasing power net of fuel imports
was almost one-third lower in 1980
than in 1970 (Figure 3.1). For the
middle-income countries, on the
other hand, the terms of trade

Table 3.2 Purchasing power of exports of all goods and nonfactor
services, 1970-80
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Figure 3.1 Oil-importing
developing countries' purchasing
power of exports, 1965-80

I -

1965 70 75 76 77 78 80

deteriorated less and their export
volume expanded more. While
half of the expansion of their
exports went to pay for the in-
creased cost of fuel imports, their
export purchasing power net of
fuel imports increased by almost
two-thirds over the decade.

Over the 1970s, total export
purchasing power (not net of fuel
imports) rose by 71 percent for
industrial countries; 84 percent for
oil-importing developing coun-
tries; 229 percent for oil-exporting
developing countries, and more
than 700 percent for capital-
surplus oil exporters (Table 3.2).
However, developing countries
began the 1970s with exports 10
times as large as those of the capi-
tal-surplus oil exporters but less
than one-third as large as the in-
dustrial countries'. Thus the abso-
lute amounts by which export pur-
chasing power increased over the
1970s were $471 billion for in-
dustrial countries; $226 billion for
developing countries; and $140
billion for capital-surplus oil ex-
porters (all figures in 1978 dollars).
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Item

Oil importers Oil exporters
Industrial

market
economies

Low- Middle-
income income Total

Deoel-
oping

Capital-
surplus Total

Percentage change of
terms of trade vis-a-vis
industrial market
economies 16 + 2 0 + 180 + 389 + 247

Total export purchasing
power (billions of 1978
dollars)

Level, 1970 17 127 144 46 19 65 664
Increase, 1970-80 3 118 121 105 140 245 471

Volume component 7 114 121 8 13 21 461
Relative export-

price component 4 4 0 97 127 224

Increases as percentage
of 1970 level

Total increase 18 93 84 229 737 377 71

Volume component 42 90 84 17 68 32 71

Relative export-
price component 24 3 0 212 655 345



The $226 billion increase for all
developing countries was divided
as follows:

Oil exporters 105
Middle-income

oil importers 118

Low-income
oil importers 3

In short, the oil exporters did well
because their export prices rose
sharply, and the middle-income
oil importers did well because
their export volume, particularly
of manufactured goods, rose
(Figure 3.2). But the low-income
countries experienced both slower
growth of their export volumes
and deterioration of their export
prices relative to those of other
countries: they have hardly shared
at all in the growth of world trade.
To the extent that imports depend
on export earnings, they can im-
port little more at the end of the
decade than they could at the
beginningthis in the face of a
more than one-quarter growth of
their population.

Gains by commodity group

The increased purchasing power
of developing-country fuel ex-
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Figure 3.2 Developing countries'
increases in export purchasing
power, 1970-80

Billions of 1978 ilollars

a. Part of total change resulting from change of relative pnce
Part of total change resulting from chaoge of volume.

ports was almost entirely the re-
sult of higher prices. Gains in the
purchasing power of developing-
country manufactured and non-
fuel primary exports resulted
from higher volume, partly offset
by a fall in their relative price. For
oil importers, the unit purchasing
power of their nonfuel primary
exports fell by 28 percent, that of
their manufactured exports by 24
percent. But there was a much
more marked difference between
income groups: the relative prices of
both manufactured and nonfuel
primary exports fell by more for
low-income oil importers than for
either industrial countries or mid-
dle-income oil importers.

PRIMARY EXPORTS. Prices of
nonfuel primary exports were
both erratic and generally weak
during the 1970s. The prices of 33
nonoil commodities fluctuated by
an average of 5 percent a year in
the 1950s and 1960s, which
increased to 12 percent a year in
the 1970s.

The low-income oil importers
were hit hardest by low prices.
The volume of their exports in-

Figure 3.3 Industrial and oil-
importing developing countries'
nonfuel primary exports, 1970-80

Percentage

Not e: Increase in purchasing power, 1970-80, as percentage
of 1970 level
a Parr of total change resulting from change of volume.
b. Part of total change resulting from change of relative

creased about as fast as that of
middle-income oil importers and
industrial countries, but their rela-
tive prices fell much more (Figure
3.3; Table Ti, Technical Appen-
dix). The low-income oil importers
were therefore left with an 18 per-
cent gain in the purchasing power
of their nonfuel primary exports,
compared with 32 percent for mid-
dle-income oil importers and 55
percent for industrial countries.
Since the low-income oil impor-
ters were starting from a smaller
base, the middle-income oil im-
porters' gain (in 1978 dollars) was
16 times larger and the industrial
countries' 60 times so.

The weakness of the low-in-
come countries' primary export
prices reflects both their con-
centration in commodities for
which demand is expanding
slowly, and the inability of coun-
tries heavily dependent on one or
two exports to vary their output-
mix as relative prices change. The
richer, more diversified econo-
mies are more able to adjust to
relative price movements. The
industrial countries expanded
their export volume most in foods
and beverages and nonfood agri-
cultural productsthose catego-
ries where prices were relatively
strongest. By contrast, the sharp-
est volume increases for the low-
income countries were in metals
and minerals, where prices fell
most.

There is another, related inflex-
ibility holding back the low-
income countries. They still pro-
cess very little of the raw materials
they produce, in contrast to what
is now happening in many mid-
dle-income countries. Tariff bar-
riers against processed products
are still an obstacle to increased
processing for exports, but the
middle-income exporters also face
these barriers (see box). A general
lack of industrial skills and capac-
ity is a more fundamental reason
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Tariff escalation and the growth of processing
While the rapid growth of world trade in
manufactures bears witness to the open-
ness of industrial country markets for
many products, tariffs remain high in
some sectorsparticularly those of inter-
est to developing-country exporters.
Even after the Tokyo Round cuts have
been made, tariff rates in the United
States will still be 17 percent on textiles
and clothing; in the EEC, 11 percent on
consumer electronics equipment; in Nor-
way, 15 percent on leather goods; in Can-
ada, 10 percent on hand tools and other
metal products.

Even where tariffs are generally low,
they can still be a considerable barrier to
the expansion of processed exports by
producers of primary products. While
industrial-country tariffs add only 3 per-
cent to the cost of imported raw materials,
they rise to more than 20 percent as the
degree of processing increases (see table).
These higher rates are, of course, in-
tended to encourage firms in industrial
countries to import raw materials and
process them there. As the third column
of the table shows, in 1974 developing-
country commodity exports were heavily
concentrated in the lower stages of pro-
cessing.

As an intermediate activity between
primary production and manufacturing,
processing is often viewed as a way of
promoting industrialization in the devel-
oping countries. However, processing
should be judged by the same criteria as
those applied to any other industrial proj-
ect, and the same questions posed about
market prospects and domestic resource
and foreign exchange costs. In some
cases, the technology of processing is
very capital-, scale-, or energy-intensive
(for example, aluminum). It may require
intermediate inputs that must be im-
ported, thereby reducing the net foreign
exchange gain from exporting processed
rather than primary commodities. In
other cases, particularly in the early stage
of processing of agricultural products,

these shortcomings are much less
serious.

Generally, transport costs are less, ad
valorem, at higher stages of processing
(the value of the product increases more
per ton than do shipping costs); but there
are many exceptions to this rule. Other
complications abound: refined coconut
oil spoils unless carefully handled, while
crude coconut oil does not; the world

Industrial-country tariff escalation and distribution of
imports from developing countries

They would grow faster still if indus-
trial-country tariffs were reduced. Re-
moving the tariffs on processed varieties
of eight agricultural products in which
developing countries have a significant
share of world exports would increase the
value added in developing-country pro-
cessing by an estimated 20 percent or
more. It would boost developing-country
export revenues by more than the Gen-

Based on processing "chains" for 21 agricultural and mineral products. For example,
the chain for cotton and products is (1) raw cotton, (2) cotton yarn, (3) cotton fabrics, (4)
clothing.

Based on 1974 imports.
Source: Yeats.

cocoa market is highly concentrated and,
therefore, more difficult to enter than
others.

The difficulties are not insuperable.
Coconut-oil refining has expanded
considerably in the Philippines, although
this expansion has been largely for local
consumption in the growing processed-
food industry. The developing countries'
share of world aluminum production rose
from less than 1 percent in 1955 to almost 8
percent in 1978. Generally, the processed-
material exports of developing countries
have been growing faster than exports of
primary materials, but not nearly as fast
as manufactured exports.

eralized System of Preferences has done.
That may not have a large impact on

the 90 or more poor countries that depend
on nonfuel primary materials for two-
thirds or more of their export earnings.
During the 1970s, the growth of process-
ing by developing countries has been
concentrated in the middle-income coun-
tries. It seems to be determined by the
same factors that have promoted manu-
factured exportsskills, entrepreneur-
ship and an efficient infrastructure.
These are often lacking in the poorest
countries and are not made good purely
by lower tariffs.

why few low-income countries
have yet made a processing break-
through.

MANUFACTURED EXPORTS. Manu-

factured exports grew faster than
did primary exports in the 1970s,

ariddespite significantly slower
growth in the industrial coun-
triesthe developing countries
expanded their manufactured
exports more rapidly in the 1970s
than in the 1960s.

The low-income oil importers

again had the worst performance.
Their manufactured export vol-
ume increased by 90 percent dur-
ing the 1970s; but in terms of
export purchasing power, more
than two-thirds of this volume
increase was offset by declining
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Average
ad valorem

tariff
(pre-Tokyo Round)

Distribution Imports from
Effective of imports developing

Nominal (on value from countries
Level of (on total added in developin' as a percentage
processing' values) processing) countries' of total imports'

Stage 1 3 3 54 41
Stage 2 8 23 29 26
Stage 3 9 20 9 12

Stage 4 9 15 8 23
Total 100 28



relative prices. Middle-income oil
importers raised the volume of
their manufactured exports by
almost 300 percent and lost less
than one-third of this through
relative price declines (Figure 3.4).
Breaking down export purchasing
power gains into relative price and
volume components reveals a

300

250

200

150

100

24

50

0

-50

-100

-150

Figure 3.4 Industrial and oil-
importing developing countries'
manufactured exports, 1970-80

Percentage

Industrial
Middle- Low-
income income

Relative Prier5

Note: Increase in purchasing power. 1970-80, as
prrrrntogenf 1970 level.

Part of total change resulting tram change of volume.
Port t total change resulting from change of relative

strong positive relation between
volume and price performance
(Table T2, Technical Appendix).
This highlights the importance of
flexibility and entrepreneurship-
the capacity to read markets and
adjust the product-mix to take ad-
vantage of favorable price shifts.

The success that developing
countries have had in expanding
manufactured exports is more con-
centrated than Figure 3.4 would
suggest. In 1978 only 10 countries,
with 45 percent of the developing
world's population, supplied
more than 75 percent of its manu-
factured exports; and three coun-
tries, with less than 3 percent of
the population, supplied more
than 40 percent of the total.

Market penetration

During the 1960s, manufacturing
production rose by 7.5 percent a
year in the developing countries
and 6.5 percent a year in the
industrial countries while each
increased their manufactured
exports by just over 10 percent
a year. In the 1970s, however,
the difference between the two
groups was striking.

The developing countries re-
covered quickly from the 1974-75
recession so that in 1970-78 their
manufactured output grew almost
as rapidly, and manufactured
exports to industrial countries just
as rapidly, as they did in the 1960s.
But the industrial countries in-
creased their manufactured out-
put barely half as fast as they did
in the 1960s.

As a result, the developing
countries have increased their

Table 3.3 Developing-country shares in the apparent consumption
of manufactured goods in industrial countries, 1970-78

share of industrial-country mar-
kets. Although this increase has
been marked, their market share
is still tiny-only 2.9 percent in
1978, up from 1.7 percent in 1970
(Table 3.3). History obviously in-
fluences the degree of penetra-
tion-witness the high ratios for
the United Kingdom and the
Netherlands. Differences in na-

tional policies are reflected in the
penetration ratios of six of the
European Economic Community
(EEC) countries; despite their
common external tariff and in-
creasing harmonization of other
trade policies, their penetration
ratios range from 7.4 percent for
the Netherlands to 2.6 percent for
France. The lowest ratio is in
Japan-1.3 percent in 1970, up to
only 1.5 percent in 1978.

Industry by industry, however,
import penetration patterns vary
little from one industrial country
to another. Imports tend every-
where to be highest in labor-inten-
sive products like textiles, cloth-
ing, footwear, toys and sporting
equipment.

South-South trade

As the developing countries and
the capital-surplus oil exporters

increased their share of world
exports, they became more impor-
tant markets for world imports-
the middle-income oil importers
particularly for primary products,
and the oil exporters for manufac-
tures and for primary products.
As a result, the shares of develop-
ing-country nonfuel exports to
other developing countries and

Country or trading group

Share of apparent consumption

1970
(percentage)

1978
(percentage)

Percentage-
point

increase

Australia 2.1 4.8 2.7
Canada 1.2 1.9 0.7
EECr selected members 2.7 4.1 1.4

Belgium 5.6 4.2 -1.4
France 2.1 2.6 0.5
Germany 2.3 4.1 1.8
Italy 2.1 3.9 1.8
Netherlands 4.9 7.4 2.5
United Kingdom 3.3 4.8 1.5

Japan 1.3 1.5 0.2
Sweden 2.8 3.1 0.3
United States 1.2 2.9 1.7
11 industrial countries 1.7 2.9 1.2



to the capital-surplus countries
both increased. As to source of
imports, the oil importers traded
in increasing proportion with each
other, and the oil exporters in
increasing proportion with the
industrial countries.

The decline of the oil importers'
share of the oil exporters' market
reflects two factors. First, man-
ufactured imports by the oil ex-
porters (particularly the capital-
surplus oil exporters) are con-
centrated on the more advanced
capital and consumer goods,
which are produced in the indus-
trial countries. Second, the oil
exporters' demand for nonfuel
primary imports, particularly
food, increased rapidly. Through
the 1970s, the industrial countries'
export supply of these products
expanded more than did the de-
veloping countries'. The industrial
countries therefore took the larger
share of this new market for pri-
mary products.

The increased intra-trade of the
oil importers was due entirely
to the middle-income countries.
Their intra-trade in manufactures
expanded, and their growing
demand for raw materials was met
by expanding supplies from the
industrial countries and from
other middle-income countries.
This new import market, like that
of the oil exporters, has been cap-
hired only marginally by the low-
income countries.

Developing-country trade policy
and growth

The boom of world output and
trade, which began in the 1950s
and built its momentum through
the 1960s was, in large measure,
the result of deliberate and suc-
cessful international efforts to
reduce restrictions on interna-
tional trade. The diverse trade
record of developing countries
suggests, however, that the suc-

cess that some of them have
enjoyed is as much the result of
their own efforts and of their own
well-conceived policies as of the
openness of the trading system.

The outward-looking middle-income
countries

The nature of the response to the
international environment of the
countries that have enjoyed a mea-
sure of success was the focus of the
1979 World Development Report.As a
group, the successful countries
have been those which have re-
sisted or overcome the temptation
to adopt inward-looking trade
policies and to delay transition to
greater export orientation. Al-
though some of the successful
countries have exploited import
substitution at earlier stages of
industrialization (particularly the
larger ones such as Brazil), they
avoided the burdens to exports
that extending import substitution
to intermediate goods would have
entailed and began at an early
stage to move away from this
orientation.

This shift away from an import-
substituting policy-orientation to-
ward what is often called an out-
ward orientation, has been less a
reduction of governmental or p0!-
icy-provided incentives for the
expansion of industry or primary
production than an elimination of
biases in these policies. Earlier
policies often favored an indus-
trial structure more or less along
the lines of those already in place
in the industrial countries, and
not consistent with the resource
patterns existing in developing
countries. Policy reform meant not
only identification and scrapping
of disincentives to produce for
export, or disincentives to use
imported inputs when they were
the less expensive, but also ending
policies that favored capital-inten-
sive over labor-intensive sectors
and methods of production and

placing small-scale enterprises on
an equal footing with large firms
so that they could obtain credit,
technical assistance and market-
ing support.

Thus, policies in the successful
countries have been generally
supportive of industrialization
and commerce but have avoided
directing that support at any par-
ticular sector or method. Deci-
sions about what activities and
what processes could be efficiently
and profitably built up are left to
individual firms, which succeed
or fail as their decisions prove to
be correct or incorrect.

The most noted among the suc-
cessful countries have been the
semi-industrial countries such as
Singapore, South Korea and
Spain. Although a few of them
were nonindustrial, low-income
countries in the 1950s, they are
now characterized by relatively
high shares of manufacturing in
production and exports and are
generally among the wealthier
middle-income countries. Many
of them have achieved impressive
rates of economic growth and
structural transformation (Figure
3.5 overleaf).

In the semi-industrial countries
of East Asia, successful develop-
ment has had two hallmarks: a
supportive approach to increases
in agricultural productivity and
growth, along with readiness at an
early stage to replace inward-look-
ing import-substitution policies
with trade policies favoring the
growth of exports in general and
of manufactured exports in par-
ticular. A shift to a similar policy-
orientation by several middle-
income Latin American countries
has caused their trade perform-
ance to improve markedly. These
countries have now reached the
stage at which they can begin to
shift into more demanding, skill-
and technology-intensive areas of
production while continuing to
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improve earning opportunities for
the rural population.

Another group of successful
countries has seen an outward ori-
entation lead first to a deepening
and broadening of their agri-
cultural exports, the Ivory Coast
and Malaysia, for example. From
this base they are now moving
into processing and into industrial
sectors.

As explained in Chapter 6 of
this Report, countries that have
continued in place or adopted out-
ward-oriented policies have been
the most successful in adjusting to
external shocks without excessive
recourse to foreign borrowing or
severe cutbacks of rates of eco-
nomic growth. The flexibility that
an outward orientation provides
has outweighed the vulnerability
that it risks.

The low-income oil importers

The low-income oil-importing de-
veloping countries include coun-
tries with very different economic
structures. In India (which, by
26

Figure 3.5 Developing countries'
exports to industrial countries,
1968-78

Raw materiats

Food

01 I I

1968 70 72 74 76 78

Note Country and commodity groups correspond to UN
classification. Devetoping c000trirs include capital-surplus
oil exporters; industrial c000tnes ioctude Sooth Africa and
most of Southern Europe. Manufactures inclode non-
ferroos metals; raw materials exclude food ond turf.

population or output is three-
fourths of low-income oil-import-
ing Asia) and several other low-
income Asian countries, the man-
ufacturing sector produced in the
early 1970s as large a fraction of
the countries' gross product as it
did in South Korea and Singapore.
Manufactures are as large a share
of low-income Asia's exports as of
the middle-income oil importers.
Low-income African countries, on
the other hand, have a very small
manufacturing sector, and their
export earnings come almost en-
tirely from commodities (Table
3.4).

The major difference between
the Asian low-income countries
ind the middle-income countries
is not the structure but the amount
of their trade. The export-GDP
ratio is three times larger for the
middle-income countries. India
is, in terms of structure, a semi-
industrial country, but one whose
inward-oriented policies have
hitherto isolated it from the
markets that have allowed other
Asian countries to move ahead.

When faced in 1973-74 with
higher fuel-import prices, low-
income Asia did not have the flex-
ibility to adjust by reducing other

Table 3.4 Structure of merchandise trade, low- and middle-income
oil importers, 1970-80

imports. A decade of import
substitution had reduced its im-
ports to absolute necessities. Low-
income Asia (particularly India)
was forced to move marginally
toward export expansion (see box
on India, page 80). In the follow-
ing years, their export-GDP ratio
rose slightly, and their export
volumes expanded strongly in
percentage terms. But because of
the low initial levels of exports and
the relative decline of their export
prices, these gains came to much
less, in dollar terms, than those
captured by the middle-income
countries.

Trade prospects

The record of the 1960s and the
1970s indicates that the interna-
tional environment does not dis-
criminate in favor of the weaker
countries or aapick them up" and
start them on the path to develop-
ment. On the other hand, the
international environment has not
been hostile. The volume of devel-
oping-country exports, particu-
larly of manufactured goods, has
increased dramatically, and this
increase of exports has not yet
caused major resistance to arise.

(percentage)

Composition of
merchandise exports

Composition of
merchandise itn ports

Year, country
group and

Export-
GDP Manu- Nonfuel Mattu-

region ratio factures primary factures Food Fuel

1970

Low-income
oil importers

Africa 23 11 86 77 11 9
Asia 7 54 43 64 21 5

Middle-income
oil importers 22 33 58 69 12 10

1980

Low-income
oil importers

Africa 16 9 80 51 16 31
Asia 9 47 50 38 14 39

Middle-income
oil importers 24 46 36 53 11 28



Because of the continuing impor-
tance of international trade (par-
ticularly trade with the industrial
countries) as an avenue of devel-
opment, the continued openness
of the trading system (to be dis-
cussed below) is critical.

As long as the trading system
remains open, the now successful
middle-income countries should
continue to progress. Their expan-
sion of manufactured exports,
particularly their continued ex-
pansion through the 1970s, has
been based more on their own
competitiveness and entrepre-
neurship than on the pull of ex-
panding industrial-country mar-
kets. Their capacity to diversify
has been documented, and, as
this chapter shows, has been more
than sufficient to prevent terms-
of-trade declines from taking away
the gains in export receipts that
their increased export volume has
provided. Finally, their economies
are becoming large enough to sup-
port efficient scales of operation
and further overall growth, par-
ticularly if their trade policies
allow specialization and trade
among them to evolve.

The near-term trade prospects
of the low-income Asian countries
are more dependent on the
growth of world demand. Until
their exports deepen into pro-
cessed materials and more so-
phisticated manufactures, their
export prices and earnings will
continue to be closely tied to move-
ments of international demand.

Over the longer term, their
trade prospects are primarily a
question of their own policies.
They have the human and natural
resources which have been, in
countries with outward-oriented
policies, the basis for sustained
growth of exports. As noted
above, their export volume in-
creased sharply during the 1970s
when they then moved toward
this orientation.

The situation in low-income
Africa is much different. Many
countries, such as Chad and
Upper Volta, have an extremely
limited base of physical and
human resources (see box on
Upper Volta, page 84). In a num-
ber of countries, that base is actu-
ally diminishing, for example,
from overexploitation and erosion
of farmland along with emigration
of the younger and better trained
work force.

Some countries have attempted
to provide a level of public services
that their resources could not sus-
tain. These policies became, in
effect, transfers from the rural
poor to the urban less poor, and
strong disincentives for agricul-
tural production (see Chapter 6).
Declining production, along with
shifts from cash to subsistence
crops, have brought about a sig-
nificant drop of low-income
Africa's export-GDP ratio and of
its share of world exports. And,
although many commodity prices
increased during the mid-1970s
"boom," the late 1970s' recession
in the industrial countries has

brought low prices for metals and
minerals, in which the exports of
low-income African countries are
concentrated (see box below, and
the one on Zambia, page 78).

Slow growth of export volume
and declining relative prices have
reduced export purchasing power
by roughly equal amounts. If rela-
tive export prices had not de-
clined over the 1970s, low-income
Africa's 1980 export volume would
have sold for $2 billion more than
it did. Similarly, holding its 1970
share of the volume of world ex-
ports would have meant $2 billion
more-45 percent moreexport
purchasing power in 1980 (1978
prices).

Malawi and the Ivory Coast are
examples of African countries that
have adopted outward-oriented
policies and have done well, but it
is clear that trade policy alone is
not sufficient to accelerate the
development of many African
countries. In them, attention over
the next decade must focus on
overcoming their poverty of
resources, particularly their lack of
human capital. Internally, their

Mineral investment needs
Recent low prices for metals and other
nonfuel minerals reflect the fact that
world economic growth in the 1970s was
slower than envisaged when present
mining capacity was installed. But vari-
ous projections suggest that by the
mid-.1980s, mineral demand may be 25 to
40 percent above its level of the mid-
1970s; by the end of the century, it could
be 90 to 190 percent higher than at pres-
ent, depending on the mineral.

Developing the capacity to meet the
extra demand will require considerable
investment. The table shows one estimate
of what will be needed in certain key min-
erals. Including infrastructure and capac-
ity expansion in other minerals the world
total may be $12.5 billion a year (1977 dol-
lars), and in developing countries $5.5 bil-
lion a year, for the rest of the century. An
estimated three-quarters of the invest-

ment in developing countries will have to
be externally financed.

World capital requirements,
1977-2000, for needed
additional capacity, selected
minerals
(billions of 1977 dollars)

27

Mineral VVorJd
Dcs'elopi;b'
countries

Bauxite 6.9 5.2
Alumina 24.4 6.1
Aluminum 76.6 17.6
Subtotal 107,9 28.9

Copper 58.0 29.0
Nickel 12.5 5.0
Iron ore 98.2 31.4
Tin 1.7 1.4
Total 278.3 95.7

Source: Mikesell.



policies must carefully avoid
disincentives for investment and
entrepreneurship. And while
good trade policy may not, by
itself, lead to development, ill-
conceivesl trade policy can undo
the effects of other factors.

As explained in last year's World
Development Report, investment in
human resources is very produc-
five, but many low-income Afri-
can countries are too close to the
subsistence level of income to
finance such capital formation
from their own savings. And they
have almost no access to private
capital markets. Finally, high
energy prices are a factor which
today's middle-income countries
did not have to face in the early
stages of their development.
International assistance will be
necessary to allow the poorest
countries to overcome these
obstacles.

Industrial-country policy

In one important sense, the 1970s
continued the trend toward freer
trade that had begun after the sec-
ond world war. Though negoti-
ated in the 1960s, the Kennedy
Round tariff reductionswhich
cut industrial-country tariffs by
one-third on two-thirds of their
dutiable importswere not fully
implemented until 1972. When
the Tokyo Round Tariff cutsne-
gotiated in the 1970s, to be imple-
mented over 1980-87are in
place, industrial-country tariffs
will average only 5 to 6 percent ad
valorem. They will however still
be much higher on labor-intensive
products, which are of prime sig-
nificance for developing countries.

However, the 1970s did see one
new and disturbing development
in trade relationsa plethora of
specific restrictions, introduced
in numerous different ways. The
Multi-Fibre Arrangement (see
box), voluntary restraint agree-
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Multi-Fibre Arrangement
In the 1950s protection for western indus-
trial countries' textile industries was
aimed primarily at Japan and took the
form of voluntary restraint Ofl exports.
The first steps away from this informal
framework were taken in 1961 and 1962
with the introduction of the Short-Term
and Long-Term Arrangements Regarding
Trade in Cotton Textiles (STA and LTA).

These arrangements established a pre-
cedent for special treatment for the textile
industry, outside the usual rules of the
GATT. In 1974 the LTA was replaced by the
Multi-Fibre Arrangement (MFA), which
covers a broader range of textile products
than had the LTA.

The MFA expresses three goals:
the expansion of textile trade, and the

reduction of barriers to such trade;
the orderly and equitable develop-

ment of this trade and avoidance of
disruptive effects, in both importing and
exporting countries; and

the economic and social develop-
ment of developing countries, including a
substantial increase in their export earn-
ings from textile products and a greater
share for them in world trade in these
products.

The operative clauses however relate
only to the second goalparticularly to
the control of disruptive imports. Article

3 of the MFA provides for unilateral action
to limit textile imports; Article 4 sanctions
bilateral agreements that limit trade on
"mutually acceptable terms." The context
in which the MFA was negotiated and the
way it has operated also suggest a restric-
tive rather than expansionary goal.

Since the negotiation of the MFA, the
EEC, the members of the European Free
Trade Association, the United States and
Canada have all developed elaborate pro-
tective systems for textiles. These are
rooted in bilateral agreements negotiated
under Article 4 and enforced, when nec-
essary, at the national level by unilateral
action justified under Article 3.

Two bodies have been established to
oversee the operation of the MFA: the
GATT Textiles Committee and the Textiles
Surveillance Body (TSB). The former is an
ad hoc committee, whose primary re-
sponsibility is to produce a yearly report
on the operation of the MFA. The TSB is a
more permanent body, whose official
purpose is to ensure the "efficient opera-
tion" of the Arrangement. When parties
to action under Article 2 or 3 fail to agree,
the TSB has to make "recommendations
to the parties concerned:' Its annual
report shows that its standard recommen-
dation is for the parties to engage in
further consultation with one another.

ments, reference or trigger price
arrangements, safeguards, coun-
tervailing and antidumping duties:
these administrative mechanisms
covered an increasing proportion
of world trade during the 1970s. In
the second half of the decade,
industrial countries imposed re-
strictions (sometimes temporary)
on imports of cutlery, bicycles,
televisions and other electrical
components; they also revised
and tightened textile quotas.

Apart from the clothing and tex-
tile restrictions, curbs were gener-
ally aimed at other industrial
countries. There were serious
trade disputes between the
United States, the EEC and Japan
over steel and automobile trade.
Even in textiles, the United States
and the EEC disagreed over the
effects of the US domestic energy
policy and whether this consti-

tuted an unfair subsidy to exports
of petroleum-based synthetic
fibers.

Changes in trade policies were
not the only governmental mea-
sures that had a protectionist
impact. Governments became
more actively involved in regional
and industrial policy; their indus-
trial subsidies had the same effect
as tariff protection and were often
more significant. In 1976, they
totaled approximately 6 percent of
GDP in Norway, 4 percent in
Belgium and 3 percent in France,
the Netherlands and the United
Kingdom. By comparison, the
amount that tariff protection
added to producer revenues came
to less than 3 percent of GDP in
each country.

Many of these subsidies were
overtly protectionist. But in some
cases, the economic objective was



not simply to protect but to
restructure the economy. Sub-
sidies, it has been traditionally
argued, are a better way of achiev-
ing that objective than indirect
measures like tariffs. They can be
aimed directly at the source of a
problem. When subject to budget
appropriations, they can be con-
trolled carefully.

Political realities, however, have
meant that approval of a subsidy
required a compromise of objec-
tives and some disguising of
amounts. As a result, the purpose
of many subsidies has never been
clear and some have been inten-
tionally ambiguous. Many take
the form of tax exemptions or
discretionary relief and so are not
subject to budgetary or other
review. Adjustment assistance,
which was originally intended to
retrain workers and help firms
enter new or more competitive

activities, has often been swal-
lowed up in this general vague-
ness and turned into strongly pro-
tectionist adjustment resistance
(see, for example, the box on the
Trigger Price Mechanism).

Openness of the trading system

It is hard to gauge how the degree
of "trade openness" has changed
over the 1970s. On the one hand,
the number of trade disputes
receiving public attention and the
proportion of trade coming under
some sort of government scrutiny
or guidance certainly increased.
The EEC, for example, introduced
a formal procedure for placing
imports of particular products
from particular sources under
"surveillance." Surveillance in-
volves no restrictive measures but
is a clear warning that, if imports
continue to grow, restrictions

might be imposed.
On the other hand, the 1970s

saw the last stages of the Kennedy
Round tariff cuts, the negotiation
of the Tokyo Round reductions
and the introduction of the GAIT
nontariff-barrier codes of conduct.
In addition, the industrial coun-
tries extended measures whose
express purpose or immediate
effect was to expand developing-
country exports. The most noted
of these was the Generalized
System of Tariff Preferences
(GSP), which reduced trade bar-
riers on many developing country
exports (Table 3.5, overleaf).

There was also a considerable
expansion of industrial-country
imports from developing coun-
tries under value-added or off-
shore-assembly tariff provisions.
These allow favorable tariff treat-
ment for products containing
parts or components that were

The Trigger Price Mechanism for steel imports
Through the 1960s and 1970s, the profit
rate in the US steel industry was low, and
by 1977, the import share of the US mar-
ket was up (from 2 percent in the late
1950s) to 18 percent. This brought on
increasing pressure for protection.

In late 1977, after consultations with the
industry and with the congressional dele-
gations from steel-producing areas, the
White House announced a program to
help modernize the US steel industry.
This program would include loan guaran-
tees, and some relaxing of environmental
regulations, but the centerpiece was to be
a "Trigger Price Mechanism" (TPM) to
prevent "unfair" price competition from
imports.

In concept, this mechanism was to be
quite simple. Costs of production in the
world's lowest cost producer, Japan,
would be determined and publicly an-
nounced. These figures would be the
"Trigger Prices." Then, if the price
charged for an import shipment were
below the trigger price, the US Govern-
ment would consider launching immedi-
ately an accelerated (or "fast-track")
antidumping investigation against the
foreign supplier.

In practice, the Trigger Price Mecha-

nism was a delicately balanced combina-
tion of legal threat and oligopoly pricing.
Legal threat was the most emphasized
element. Any foreign firm that priced
below the trigger prices might be subject
to an immediate antidumping investiga-
tion and, if found to be dumping, re-
quired to pay antidumping duties. In
reality there was little likelihood that anti-
dumping charges would increase. Estab-
lishment of TPM did not change the anti-
dumping law, and it did not provide addi-
tional resources for its enforcement. The
law itself defines dumping very precisely
and allows very little latitude for political
discretion.

The TPM did, however, fit well with the
tendency for industries with high fixed
costs and relatively few competitors to
shy away from price competition, and
once a price leader has been established,
to follow its lead voluntarily. Price leader-
ship is an accepted practice under US
antitrust lawand was established as
such by Supreme Court decision in the
United States Steel Corporation case in
1920. This "price leadership" model of
industry pricing suggests that as long as
the US government announces prices that
seem "fair" to all sellers, they will be

voluntarily observed, and ruinous (from
the seller's point of view) price competi-
tion minimized. Consistent with this
model, the TPM has actually triggered
only three antidumping investigations.

The social justification for the TPM was
that it would help generate the $7 billion a
year (at 1978 prices) needed to modernize
the domestic industry, but it is not
apparent that it has been an effective
industrial policy. The quarterly adjust-
ments of the trigger prices compound to a
14 percent per year increase of import
prices. The estimated amount by which
the TPM has allowed prices of domestic
steel to increase is smaller, and this
increase has been matched by increases of
domestic firms' costs. The Trigger Price
Mechanism has facilitated the pass-
through of domestic firms' cost increases,
but it has not helped them gain control of
their costs, and the investment funds
needed for modernization are not being
generated. This means that the need for
the government's present role in the
industry's pricing mechanism will not
disappear, and as the Trigger Price
Mechanism has been functioning, that
role adds to the rate of price increase in
the industry.
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made in the importing country. In
the United States, imports from
developing countries under these
provisions continue to be as large
as GSP imports and are no less
favorably treated. These schemes
are also important in the Nether-
lands and the Federal Republic
of Germany, and Japan imple-
mented one during the 1970s.
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increase, and economies will not
adjust smoothly to changed inter-
national circumstances.

There are two dimensions to
this adjustment. One takes the
familiar form of transferring re-
sources from less productive to
more productive uses, in response
to changing patterns of demand,
technology and comparative ad-

vantage. Industries facing direct
competition from developing
countries (for example, in textiles
and footwear) fall mainly into this
category (Figure 3.6).

Another, more recent, form of
adjustment is that which has to
occur within industries. Examples
include motor vehicles and steel,
which have long been highly con-
centrated and protected from
foreign competition by tariffs and
location. Differences in gasoline
prices and in highway systems led
to significant differentiation be-
tween American autos and autos
produced for European and Japa-
nese markets, insulating Ameri-
can producers from international
competition over the major part of
their product line. As tariffs were
reduced throughout the 1950s and
1960s, the industrial countries
were growing rapidly, and domes-
tic capacity in these industries was
always strained to keep up with

domestic demand. This left pro-
ducers with little incentive to com-
pete for foreign markets.

But the growth of world trade in
industrial products, recent indus-
trial country growth rates lower
than had been expected when
present capacity was installed and
rising energy prices in the United
States have intensified competi-
tion among industrial countries.
The relevant definition of the
market for many industrial goods
is now international, and the
market power of producers in any
one country is much less than it
was even a decade ago.

The changes that adjustment to
greater competition within indus-
tries demands do not necessarily
include a net transfer of resources
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Figure 3.6 Industrial countries'
demand for manufactures,
1970-78
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Developing-country exports to
industrial countries expanded
fastest in those labor-intensive
products most subject to trade
restrictions. This reflects the large
cost differences between indus-
trial and developing countries,
which trade barriers were not able
to offset. It is also a tribute to the
ingenuity of developing-country
exporters who found ways to meet
these administrative requirements
and to vary products and markets
so as to minimize their impact.

Prospects

The industrial countries still sup-
ply three-fourths of all nonfuel
exports and buy three-fifths of
nonfuel imports; their policies will
mainly determine whether the
international trading system re-
mains open. Much depends on
their raising their output- and pro-
ductivity-growth rates. Without
that, protectionist pressures will

Value Percentage of total

19
14
15
29

5
14
4

12
25
13
18

647 126
1,268 179
2,031 303

15,155 4,446
415 21

12,314 1,789
556 22

1,247 145
1,042 257

24,499 3,154
59,174 10,442

Table 3.5 Import coverage of the Generalized System of Tariff
Preferences, 1976
(millions of dollars)

Nonfuel merchandise imports from developing countries

Under GSP



out of such industries. Particu-
larly, it does not imply the replace-
ment of industrial-country pro-
duction by imports from develop-
ing countries. Developing coun-
tries' production of steel and
motor vehicles is expected to
increase strongly over the next
decadebut so is their consump-
tion. Of course, output will not be
matched by consumption in every
single country, so international
trade will be affected. Both exports
and imports of developing coun-
tries will increase, adding to the
competitiveness of the world
market.

The adjustments required by
this erosion of the market power
of national firms are less in the
structure of production between
industries, than in the structure of
distribution. Profits and (par-
ticularly) wages in concentrated
industries have traditionally been
higher than in other industries.
Governments have claimed their
share of these higher returns by
taxation and by imposing safety or
environmental regulations that
less oligopolistic industries could
not have borne.

With the market power of such
industries diminished by interna-
tional competition, that tradition
can no longer be supported.
Nationalization or government-
sponsored cartels have failed to
restore or protect market power
because it was the increase of inter-
national competition that created
the strains. In some instances, gov-
ernment intervention (by financ-
ing sales below costs) has actually
intensified the degree of interna-
tional competition.

This suggests that the position
of industrial countries whose eco-
nomic performance is lagging cor-
responds to that of a developing
country which has reached the
limits of import substitution. Fur-
ther growth (particularly of pro-
ductivity) requires major struc-

tural adjustments. Yet there are
still groups with a vested interest
in the old policy regime. In the
developing country, their inter-
ests were protected by trade bar-
tiers; in the industrial country, by
market structure. An uncompeti-
tive industrial country then faces a
choice between import substitu-
tion, which would protect tradi-
tional patterns of output and in-
come distribution at the cost of
further growth; or outward-
oriented policies, which have
proved successful for many devel-
oping countries. The industrial
countries' choice, often presented
as "protect or adjust," is in reality
"protect or grow."

Adjustment policies aimed at
assisting people to transfer from
one industry to another will not
on their own be sufficient. With-
out growth, alternative employ-
ment will not be created. Adjust-
ment policies, no matter how well-
designed, will have the effect only
of maintaining incomes. Even
with growth, adjustment in in-
dustries whose competitive struc-
ture has changed will be resisted.
The need there is not to shift
resources to higher productivity,

Table 3.6 Increments in the volume of nonfuel trade between
developing and developed countries, 1960-80
(billions of 1970 dollars)

and ultimately higher paying
alternatives, but to persuade them
to accept the lower rates of re-
turn required by the loss of their
market power.

The key to maintaining an open
trading system is for each indus-
trial country to come to grips
domestically with the opportunity
and the challenge which adjusting
to a changing international envi-
ronment involves. The industrial
countries will certainly benefit
from expanding their trade with
developing countries. From 1970
to 1978, developing-country ex-
ports of manufactured goods to
industrial countries increased by
almost $12 billion (at 1970 prices);
but industrial countries increased
their manufactured exports to de-
veloping countries by almost
three times as much (Table 3.6).
Even excluding the growth of
exports to the oil exporters, the
industrial countries' trade surplus
in manufactured goods has been
growing since 1973 at more than 5
percent a year in real terms.

Neither are the benefits from
trade simply a question of trade
surpluses. Trade with the devel-
oping countries has helped raise

SITC definition.
Country groups correspond to UN classification. Developing countries include the

capital-surplus oil exporters and exclude South Africa and most of Southern Europe.
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Time period and
direction

Product category

Foods,
etc.

(0+ 1)

Raw materials
excl. fuels

(2+4)

Nonfuel All
materials manufactures

(0+1+2+4) (5-8)

All
nonfuel

merchandise
(0-8,
less 3)

1960-70

Developed to
developingL 1.45 1.03 2.48 15.22 17.70

Developing to
developedb 2.56 1.90 4.46 5.78 10.24

1970-78

Developed to
developingb 3.86 1.88 5.74 31.83 37.57

Developing to
developedb 0.98 0.15 1.13 11.48 12.61



the efficiency of manufacturing in
the industrial countries. It has
helped them in their counter-infla-
tionary efforts, bringing considera-
ble benefits to consumers. And it
has provided the spur to moving
resources out of low-productivity
industries and firms into sectors
that provide higher wages and,
ultimately, greater job security.

In some industries, notably tex-
tiles and clothing, telecommunica-
tions equipment, and household
appliances, industrial-country
imports from oil-importing devel-
oping countries have been increas-
ing more rapidly than their exports
to them. But even in these sectors,
jobs lost as a result of increased
imports have been small compared
with the effects of demand
changes, technological develop-
ments and productivity growth.
And the number of jobs lost has
been more than offset by employ-
ment opportunities created by
boosting exports to developing
countries in other, usually higher
paying, industries.

International cooperation

In the nearer term, world atten-
tion must focus on the immediate
need to expand the export earn-
ings of low-income oil importers.
Even in the High case, their export
purchasing powerafter taking
out their payments for fuel im-
portswill still be below its 1970
level (Table 3.7).

Table 3.7 Export purchasing
power net of fuel imports for
low-income oil importers, 1970
and 1980
(billions of 1978 dollars)
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Trade measures to support low-income
countries

A key element is the restoration of
economic growth in the industrial
countries. The export receipts of
the low-income countriescon-
centrated on unprocessed mate-
rials and unsophisticated man-
ufacturesare more sensitive to
the state of the world economy
than those of the middle-income
countries.

The reluctance of many indus-
trial countries to make the adjust-
ments that changes in the interna-
tional environment demand is
slowing down their growth and
simultaneously limiting the
export prospects of the develop-
ing countries. From 1978 to 1980,
the low-income oil importers not
only saw the increase of oil prices
added to their current account
deficit but experienced an addi-
tional decline from the recession
in the industrial countries.

On their part, the low-income
countries might examine the
emerging patterns of demand for
food and other primary products,
particularly in the oil exporters
and middle-income countries.
Where possible, they should
diversify their export production
to capitalize on these growing
markets.

To help overcome the scarcity of
entrepreneurship and marketing
skills in the low-income countries,
the capital-surplus oil exporters
might actively seek to expand
their imports from these coun-
tries. They could seek out sup-
pliers and help to establish mar-
keting facilities for products from
the low-income countries.

The same effort could be made
in the industrial countries. Their
markets for primary products are
growing less rapidly, and con-
sumer loyalty to particular prod-
ucts and brandnames are there-
fore more difficult to overcome.

But in many cases, good market-
ing has turned a developing-coun-
try identity into an advantage.
Colombian coffee, Jamaican rum,
Brazilian furniture and Kenyan
fashions are examples.

Such efforts by the industrial
countries and the oil exporters
will, however, have no effect if the
low-income countries are isolated
from world markets by their own
trade policies or if their domestic
policies make it financially diffi-
cult for their firms to become relia-
ble suppliers on terms normally
encountered in international com-
merce.

The International Monetary
Fund's Compensatory Financing
Facility was expanded twice dur-
ing the 1970s and the European
Community's Stabex scheme im-
plemented. The United Nations
Conference on Trade and De-
velopment (UNCTAD) Common
Fund for commodities has been
negotiated but not yet ratified by
enough countries to come to life.

Even so, the exports of primary
producers were at least as unstable
in the 1970s as in previous periods.
Their terms of trade and export
receipts remain closely tied to the
industrial countries' business
cycle. The diversification of the
middle-income countries' exports
and their expansion into process-
ing have been the more significant
contributors to the expansion and
to the stabilization of their export
receipts.

Longer term considerations

Over the past 35 years, countries
have learned the advantages of
cooperative trade arrangements
and have organized and overseen
these in numerous different ways.
Industrial country tariffs on most
manufactured goods have been
negotiated down to insignificant
levels. Countries have committed
themselves against generalized
protection through the OECD

Area and
country group 1970 1980

1990
High case

Africa 7.4 3.7 4.3
Asia 8.8 7.3 8.0
All low-income

oil importers 16.2 11.0 12.3



"trade pledge," renewed annually
since 1974, and through agree-
ments reached by heads of state at
summit meetings of the larger
industrial countries.

The recent adoption of a frame-
work of codes negotiated at the
"Tokyo Round" will help bring
several nontariff barriers under
international control. These codes
(listed in the 1980 World Develop-
ment Report) cover such issues as
the determination and enforce-
ment of product standards, and
the procurement practices of state
agencies and businesses. The
objective of these codes is to en-
sure transparency and simplicity
of procedures, so as to minimize
the possibility of discrimination
against foreign sellers.

There are, however, areas where
little progress toward trade liberal-
ization has been made. Agricul-
tural trade is everywhere severely
distorted by national price-sup-
port and protection policies,
epitomized by the EEC's Common
Agricultural Policy (see box).

Trade in services lacks an inte-
grated system of international
principles or conventions. Service
trade (defined to include, for ex-
ample, transport, tourism, bank-
ing and financial services and con-
struction) in fact produced one-
third more export revenue for
developing countries in 1980 than
did agricultural exports, although
the developing countries' trade
surplus was smaller for services
than for agricultural products.

More significant perhaps is
whether the traditional approach
to trade liberalization requires
broadening in order to continue to
be effective. This approach,
embodied in the General Agree-
ment on Tariffs and Trade (GATT)
is based on a belief by the par-
ticipating countries that the politi-
cal and economic benefits of open
trade would exceed its costs. The
concept on which the tariff nego-
tiations were based was quite sim-
plean exchange of concessions
from which each country would
gain. But these negotiations have

Agricultural protection in the European Community
The European Community's Common
Agriculture Policy (CAP) is a complex
mechanism. The internal prices of major
agricultural products are maintained by
imposing variable levies on imports or,
when EEC production exceeds demand,
by government purchases. Because the
internal prices are held constant while
world market prices change with market
conditions, the spread between the two
fluctuates considerably. Thus over the
past decade, European buyers have had
to pay 1.4 to 5 times the world price for
milk powder, 1.5 to 4 times the world
price for butter, 2.5 times the world price
of soft cheese, twice the world price for
beef, and 1.5 to 2 times the world price for
grains.

European consumers pay these differ-
entials, and they also pay taxes to cover
the losses incurred by disposing of sur-
pluses at world prices or by diverting
them to inferior uses, such as animal feed
supplements. It has been estimated that

the CAP's total cost to EEC consumers
came to $11 billion in 1976.

Internal prices have been maintained at
levels sufficiently high to maintain self-
sufficiency in some products and to lead
to production of exportable surpluses in
others. The most obvious example is
sugar, a commodity produced at least cost
in the tropics. Because of its price support
and surplus disposal program, the EEC
has become the world's leading exporter,
after Cuba. With the accession of the
Mediterranean countries, a much larger
share of the EEC's consumption of olive
oil, wine, fruit and vegetables will be pro-
duced internally and protected from com-
petition from North African and other
developing countries.

The EEC surpluses are in part disposed
of as food aid, but the intermittent selling
of surpluses has the effects of depressing
world prices and displacing established
exporters.

Protection's price
Trade protection is an inefficient way to
transfer income. That is a dull way to
express a simple truthif someone gains
a dollar from protection, someone else in
the same country loses a lot more. For every
$20,000-a-year job in the Swedish ship-
yards, Swedish taxpayers pay an esti-
mated $50,000 annual subsidy. Protection
costs Canadian consumers $500 million a
year to provide an additional $135 million
of wages in the clothing industry. And
when Japanese consumers pay eight
times the world price for beef, Japanese
farmers are not made eight times better-
off. It costs them that much more to pro-
duce it.

not brought participating coun-
tries to weigh all the benefits they
derive from trade against the
costs. Countries have excluded
certain products from tariff reduc-
tions, not necessarily because the
(producers') costs of lower tariffs
would exceed the (consumers')
gains, but for fear that displaced
producers might trigger domestic
political pressure to resist liberal-
ization. This viewthat exports
are the "gains" from trade and im-
ports the "costs"is also reflected
in most countries' safeguards or
escape clause procedures. In safe-
guards cases (as recognized by the
GATT) the only economic effect
taken into account is injury to do-
mestic producers (see box).

This shortcoming takes on par-
ticular relevance as the developing
countries increase their share of
world trade. Earlier GATT nego-
tiations successfully reduced tar-
iffs on industrial products traded
among industrial countries. But
this success was largely due to the
fact that cost differences were
small, and the sectors that bore
the losses were the same ones en-
joying the gains. The resulting
growth of trade tended to be intra-
industrya country's exports
expanded in the same industries
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in which its imports expanded.
Other sectors, particularly labor-
intensive ones where cost dif-
ferences between countries were
large, experienced minimal tariff
cuts. Despite faster growth and
fuller employment, reciprocity
from a major supplier was not suf-
ficient for governments to over-
come resistance from the pro-
ducer interests that would lose in
order to achieve the larger con-
sumer gains.

The same problem is now
emerging in different guise.
Developing countries that, in
restructuring their trade policies,
reduce their import barriers find it
hard or impossible to obtain
matching concessions from the
industrial countries.

To restore the postwar momen-
tum of trade liberalization, a
national and international effort to
base policy on a broader concept
of the gains from trade may be
needed. On national fronts, it is
essential to redouble efforts to
mobilize those domestic interests
within the industrial and develop-
ing countries that bear the costs of
protection. The safeguards nego-
tiations provide an opportunity to
bring out the same issues on an
international scale.

NATIONAL ACTIONS. To iden-
tify individual products that are
affected by trade barriers might
seem at first glance a trivial task,
but it is not. With more subtle
forms of nontariff protection or
industry support programs, sim-
ply measuring their coverage (let
alone estimating their effects) is
even more difficult.

Some government actions have
helped make such work less diffi-
cult. They include the US Trade
Action Monitoring System, which
tabulates trade restrictive mea-
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sures put in place by the United
States; the annual record of gov-
ernment industrial aids and trade
protection provided by the Indus-
tries Assistance Commission in
Australia; and the Federal Re-
public of Germany's "Subsidy
Report," which records by sector
all federal government subsidies
and also forgone tax revenues
resulting from industry tax relief.

While the calculation and pub-
lication of the costs of protection
will surely influence the general
political climate, legislation may
be needed to build this informa-
tion into the decision mechanisms
through which trade policy is
administered.

National governments may find
political (and not just economic)
merits in institutional changes
that allow them to judge trade dis-
putes in the light of overall costs
and benefits. Under present rules,
the technical commissions and
bureaus which adjudicate in trade
disputes cannot take consumer
interests into account. As a result,
consumer groups have no alterna-
tive but to go "over the heads" of
these bureaus and commissions
and apply pressure on politicians.
Trade disputes therefore tend to
escalate into higher level disputes
than they would if, at the lower
levels, a technical outlet were pro-
vided for consumer as well as for
producer interests.

THE SAFEGUARDS CLAUSE. The
GATT embodies a general com-
mitment by each participating
country to keep its market open to
foreign sellers. The safeguards (or
escape) clause is, as its name sug-
gests, a way out of this commit-
ment. The purpose of an escape
clause code is to define the circum-
stances under which a country
might escape, and it is hoped, by

defining them, put limits on the
exercise of each country's sov-
ereign right to escape. So long as
the proposals for a new safe-
guards code are based on the tra-
ditional mercantilist principle
that a country's interests are
served by trade restrictions which
reduce immediate injury to do-
mestic producersthese nego-
tiations, stalemated at the Tokyo
Round and dormant since then,
are unlikely to succeed.

Under present arrangements,
the motive for a country to agree
to limits on its right to impose
trade restrictions is to stop its trad-
ing partners retaliating. The exer-
cise of the right to escape is then
simply a matter of the relative
power of the importer and the ex-
porter. Not surprisingly, the out-
come in most instances is a "vol-
untary" export restraint agree-
ment, negotiated between the na-
tional governments. The fact that
the present safeguards article has
hardly ever been invoked shows
how hard it is to confine this clash
of sovereign power within inter-
national rules.

If the safeguards negotiations
were to focus on developing a
more balanced concept of injury,
then the major issue would not be
"How much of its sovereign right
to restrict imports will a country
give up?" but "How can the code
help a country determine when it
is in its overall economic interests
to exercise that right?" This would
require the international com-
munity to face an issue that it has
always avoided. It is a considera-
ble challenge. But the record of
successful negotiations suggests
that trade policy may be the one
area in which few tasks are be-
yond the powers of determined
international cooperation.


