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FOREWORD

This report, World Econemic Survey, 1963, is
the sixteenth in a series of comprehensive reviews
of world economic conditions published by the
United Nations. It is issued in response to General
Assembly resolution 118 (II), in which the Sec-
retary-General was requested to prepare an annual
review and analysis of world economic conditions
ard trends. The report is intended to meet the re-
quirements of the Fconomic and Social Council and
other organs of the United Nations for an appraisal
of world economic cenditions which may serve as a
basis for recommendations in the economic field. It
i¢ also intended to stimulate interest in and discus-
sion of internationa! economic problems among a
more general public audience.

Each year since 1955, the World Economic Survey
has contained a study of a particudar problem in the
field of economic development, Among the subjects
examined have been economic growth in the first
post-war decade, balance of payments problems in
relation o economic growth, inflation, post-war com-
modity trade and policies, experience and policies
relating to investment and saving, industrialization
and economic development, and foreign trade and
economic development.

Part I of the World Econamic Swrvey, 1962 was
sub-titled “The Developing Countries in World
Trade” and it consisted of papers prepared by the
Burean of General Economic Research and Policies
of the Department of Economic and Social Affairs
of the United Nations Secretariat for presentation
to the second session of the Preparatory Committee
of the United Nations Conference on Trade and
Development, held in May-June 1963. These papers
were intended to focus on the principal economic
issues that would be before the Conference and to
sumumarize, as succinctly as possible, the current
“state of the debate” on these issues.

In the jight of the discussions that took place in
the Preparatory Committee, a second series of papers
was prepared in the Burean of General Economic
Research and Policies for the use of the Conference
proper. These papers were addressed to the broad
problem of trade as an instrument for economic de-
velopment of the developing countries and dealt with
the following topics:

1

(a) International trade and its significance for
cconomic development,

(&) International commodity problems,
{¢) Tradein manufactures and semi-manufactures,

(d) Finance in international trade,

They were based largely on the factual background
presented in the first series and were designed to be
forward-looking and policy-oriented.

As the problems they deal with are likely to be
the subject of urgent and continuing international
concern in the light of decisions reached in the Con-
ference, these papers have been brought together
under the sub-title “Trade and development: Trends,
needs and policies” within the framework of part I
of the Horld Economic Survey, 1963 in the same way
as the first series. As before, it is hoped that the
early publication of these papers will make them
available to a wider audience—in academic as well
as in government cirdes—and so contribute to a
broad public discussion of the policy issues involved.

Part I of the Suwrvey, which is issued as a separate
volume, containg an examination of recent events in
the world economy. Chapter 1 provides an analysis
of the recent situation in the industrially advanced
private enterprise economies. Chapter 2 reviews
recent events in the primary producing private enter-
prise econotmies. An assessment of the economic out-
look at the beginning of 1964 is given for both
these groups of countries; this is based largely on
replies by Governments to a questionnaire on eco-
nomic trends, problems and policies cirenlated by the
Secretary-General in November 1963. Chapter 3 pro-
vides an account of recent changes in the centraily
planned economies. In an annex to part I, changes
in the world primary commodity situation during
the period 1962/63-1963/64 are summarized. This
analysis has Dbeen added partly because of the in-
trinsic importance of developments on international
markets during this period and partly because, the
Trade Conference having brought about the defer-
ment of the ordinary May session of the Commission
on International Commodity Trade, no Cemmodity
Survey has been published this year.



EXPLANATORY NOTES

The following symbols have been used in the tables throughout the report:
Three dots (...) indicate that data are not available or are not separately re-
ported
A dash (—) indicates that the amount is nil or negligible
A blank in a table indicates that the item is not applicable
A minus sign (—) indicates a deficit or decrease, except as indicated
A full stop (.) is used to indicate decimals
A comma (,) is used to distinguish thousands and millions
A slash (/) indicates a crop year or financial year, eg., 1960/61

Use of a hyphen (-) between dates representing years, e.g., 1961-1963, signifies the
full period involved, including the beginning and end years.

Reference to “tons” indicates metric tons, and to “dollars” United States doliars,
unless otherwise stated.

The term “billion” signifies a thousand million.

Annual rates of growth or change, unless otherwise stated, refer to ananual com-
pound rates,

Details and percentages in tables do not necessarily add to totals, because of
rounding,

Certain abbreviations have been used: AID for Agency for International Develop-
ment [United States] ; CICT for Commission on International Commodity Trade; CMEA
for Council of Mutual Economic Assistance; DAC for Development Assistance Com-
mittee [of the Organisation for Economic Co-operation and Develepment]; EDF for
European Development Fund [of the European Economic Community]; EEC for Euro-
pean Economic Community; EFTA for European Free Trade Association; EPTA for
Expanded Programme of Technical Assistance [of the United Nations] ; FAQ for Food
and Agriculture Organization of the United Nations; GATT for General Agreement on
Tariffs and Trade: IBRD for International Bank for Reconstruction and Development;
ICCICA for Interim Co-ordinating Committee for International Commodity Arrange-
ments; ICICI for Industrial Credit and Investment Corporation of India; IDA for
International Development Association; IDB for Inter-American Development Bank;
IFC for International Finance Corporation; OAS for Organization of American States;
OECD for Organisation for Economic Co-operation and Development; OEEC for
Organisation for European Economic Co-operation; OPEC for Organization of Petro-
leum FExporting Countries; SITC for Standard International Trade Classification;
UNICEF for United Nations Children’s Fund; UNRWA for United Nations Relief
and Works Agency for Palestine Refugees; UNSF for United Nations Special Fund.
“Rhodesia and Nyasaland” stands for the Federation of Rhodesia and Nyasaland.

The Republic of South Africa is so designated even where the material covers the
period prior to 31 May 1961, when the country was known as the Union of South
Africa.

Where statistical presentation has rendered it necessary, “Malaya” has been used
to designate the Federation of Malaya and Singapore; “South Africa”, the Republic
of South Africa, South West Africa and the High Commission territories of Basuto-
land, Bechuanaland and Swaziland; and “UAR” the United Arab Republic.

The designations employed and the presentation of the material in this publication
do not imply the expression of any opinion whatsoever on the part of the Secretariat
of the United Nations concerning the legal status of any country or territory or of its
authorities, or concerning the delimitation of its frontiers.
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Section I

INTERNATIONAL TRADE AND ITS SIGNIFICANCE FOR ECONOMIC
DEVELOPMENT



Chapter 1
A REVIEW OF TRENDS IN WORLD TRADE

This chapter provides a brief account of the major
trends in world trade in recent years, with emphasis
on the international trade of the developing countries
whose problems constitute the core of the economic
issues currently before the United Nations. The
basic trade data upon which it draws are set out in
a separate document? prepared for the United Nations

1 TInited Nations, “Handbook on International Trade Sta-
tistics” (mimecgraphed document E/CONF 46/12/Add.1)

Conference on Trade and Development. The chapter
does not discuss policy issues beyond drawing atfen-
tion to the most salient among them. A more de-
tailed analysis of the trends in primary commodity
trade and in the trade in manufactured goods, as
well as of the relevant policy issues, is presented
in some of the chapters that follow. The present
chapter is designed to serve simply as a concise
introduction to the basic trade data and to those more
specinlized chapters.

Over-all trends

World trade has, on the whole, been quite buoy-
ant in recent years. There have, of course, been
occasional set-hacks; for example, it suffered a de-
cline in 1958 as a result of the downiurn in economic
activity in the United States and a pause in aggregate
production in western Europe. But the set-backs
have heen few and invariably of short duration, and
the flow of trade has fairly quickly regained its
momentum. The large volume of statistical infor-
mation that has now become available clearly indi-
cates that the trend in world trade has been markediy
upward. Thus, in the span of twelve years between
1950 and 1962, the value of world exports more
than doubled More precisely, the value of exports
rose during this period from $60.9 billion to $138.5
billion, or by 128 per cent.? As an average compound
rate, this represents an increase of 7.1 per cent per
annum.

The expanding flow of world trade in recent years
is in marked contrast to the sharp contraction re-
corded during the pre-war years. In the decade
foliowing 1928 which witnessed a severe world-wide
depression and the growth of autarkic tendencies in
several countries, world exports shrank to a very
fow level. The outbreak of the war in 1939 provided
a further jolt to international commerce. It was not

2 Exeluding “special category” exports of the United
Seates.

until 1948 that world exports regained the level
reached two decades earlier.®

The post-war vears, fortunately, have been iree
from the upheavals of the nineteen thirties. The world
economy, in fact, has been expanding vigorously,
aided in no small measure by governmental policies
which everywhere have been enlarged and strength-
ened not only to make depressions a thing of the
past but alzo to ensure economic growth. It is this
vigour of over-all expansion of the world economy
which has provided the principal impulse for the
growth of world trade. An additional contributory
factor has been the gradual removal of trade controls
which the industrial countries of western Europe
were compelled to adopt in the early post-war years
in order to prevent pent-up demand from draining
away their foreign exchange resources. Over the
years, there has also been an increased flow of funds
to the developing countries from the economically
advanced countries which has contributed to raising
the level of world trade.

The upward trend in the world trade in recent
years does not, however, imply that the rate of in-
crease has remained unchanged. In fact, as is evident
from table 1-1, there has been a definite slackening
in the rate of increase with the passage of time. In
the first half of the nineteen fifties, the value of world
exports rose at a rate of 84 per cent per annum;

3 See United Nations, Statistical Yearbook, 1962 {(Sales
No.: 63XVILI), page 153, and League of Nations, The
Network of World Trade (Geneva, 1942}, page 99
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Table 1-1. World: Value of Exports, by Exporting Country Group, 1950-19627

Percentage annual rate Pereentage
Index, 1962 of growth distribstion
Exporting country group
1250 1955 1960 1950- 1930- 19535- 1960- 1850 1953 1960 1962
=100 =180 =140 1942 1955 1664 19482

World ‘ . 228 152 110 71 B4 60 49 100 100 100 100
Developed market cconomies 251 158 111 80 97 74 52 60 64 66 65
Developing market economies 150 122 106 3.4 42 29 28 32 26 22 21
Centrally planned cconomies 353 187 115 111 136 101 74 8 11 iz 13

Source: See United Nations, “Handbook of International
Trade Statistics” (mimeographed document E/CONF 46/
12/Add 1).

aFob values. “Special category” exports of the United
States are excluded. Components do not always add to totals
because of rounding. Country coverage is as follows:

but in the second half of the decade, the rate of
increase amounted to 6.6 per cent per annum; and
in the early part of the nineteen sixties, the rate was
rather less than 5 per cent per annum. Such a
pattern of slackening has been evident in the devel-
oped market economies as weil as in the centrally
planned economies. In the developing market econo-
mies, too, the rate of expansion slowed down in the
second half of the nineteen fifties; but thereafter it
appears to have remained virtuaily unchanged, though
at a level far lower than that reached in the eco-
nomically advanced countries.

This slowing down of the rate of increase in
world trade is, of course, by no means surprising,
In the first half of the nineteen fifties, large increases
in exports were sparked by the Korean hostilities.
A particularly important part in shaping the trends
during this period was played by the sharp increases
in prices, which were high in relation to 1950 even
after the boom was well past its peak But there
was a substantial shift in price trends in the latter
part of the nineteen fifties—indeed, as is indicated
later, there was a sharp reversal in the case of the
developing countries—which contributed to the slow-
ing down of the rate of increase in export value.
There is also the additional factor that in the early
post-war years much of the world was still recovering
from the enormous destruction brought about by the
Second World War. The level of world trade, as
well as of the world economic activity, with which
it is intimately linked, was still rather low. In such
a context, even a modest absolute expansion signalled
a comparatively high percentage rate of increase, But
with the level of trade itself rising rapidly, even a
larger absolute expansion—unless the expansion were
pnusnally large-—was bound to reflect a smaller
percentage rate of increase.

It must not be concluded, however, that the ex-
pansion of world trade will continue to slacken
indefinitely. If vigorous policies are pursued to ac-
celerate the pace of economic growth and concur-

Developed market economies; North America, western
Europe, Australia, Japan, New Zealand and Sonth
Africa;

Centrally planned economics: Union of Soviet Sccialist
Republics, eastern Europe, Yugoslavia, mainland China,
Mongolia, North Korea and North Viet-Nam;

Deocloping market economies: rest of the world.

rently to dismantle trade barriers, there is little
doubt that world trade could expand at a higher
rate in the remainder of the nineteen sixties than
it did during the period 1960-1962. In a sense, then,
the recent slackening in the pace of world trade is
a reminder that changing circumstances need to be
matched by changing policies.

From the standpoint of the need for appropriate
policies, the issue that has come most to the fore
is the fact that not all parts of the world have fared
equally well in the post-war expansion of trade. The
data assembled in table 1-1 indicate that between
1950 and 1962, while the value of exports from the
developed marlet economies rose by about 150 per
cent and of those from the centrally planned econo-
mies by about 250 per cent, the value of exports
from the developing countries increased by a mere
50 per cent. Exports from the developing countries
expanded at an annual average rate which was not
even half as large as that of the developed market
economies or not even one-third as large as that
of the centrally planned economies. Given these
disparate rates of expansion, the developed marlet
economies which already accounted for as much as
three-fifths of total world exports in 1950 increased
their share in the total still further to two-thirds
in 1962* The centrally planned economies, too,
made significant gains; their share in world exports
rose steadily from & to 13 per cent during the twelve-
year period reviewed here. But so small was the
expansion of exports from the developing countries

that their share in world exports declined steadily :

from nearly one-third in 1950 to just over one-

fourth in 1955 and to only slightly more than one-

fifth in 1962,

4Tt may be noted that among the developed market
economies there is a group of primary exporting countries
consisting of Australia, New Zealand and the Republic of
South Africa whose share in world exports actually de-
clined from 4 per cent inn 1950 to 3 per cent in 1962. In some
respects, the experience of these three countries in export
trade has been akin to that of the large number of develop-
ing cconomies,
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The divergent experience of different country
groups is compounded of their dissimilar trends in
the two components, the guantum and umit value,
from which the trends in the value of trade are
derived. Unfortunately, the quantum and unit value
data for the centrally planned economies are not
available. Flowever, since the market economies, de-
veloped and developing, account for nearly nine-
tenths of world trade, their experience reflected in
the data shown in table 1-2 may be taken as a close
approximation of the experience of the world as a
whole.?

Clearly, the increases in quantum have heen a far '

more profound influence in shaping the pattern of
value of exports than have changes in unit value. The
total wvalue of exports of market economies more
than doubled between 1950 and 1962, largely as a
result of the near doubling of the export quantum;
the unit value of their exports increased by just
over one-tenth during this period. The developed
market economies, by virtue of their large share in
the total trade, were unquestionably the dominant
factor in forging these trends ¥or the developed
economies as a group, an increase in unit value of
19 per cent reinforced an increase i quantum of
112 per cent to bring about a 151 per cent expansion
in the value of exports between 1950 and 1962°%

5 The following indices of value of exports culled from
wbles 1-1 and 1-2 demonstrate that the change in the fotal
for market cconomies provides a fairly close approximation
of that in the world total:

Index, 1962
1950 = 100 1955 = 100 1960 = 100
Workl 228 152 119
Market cconomies 216 148 109

¢ However, the primary exporting members of this group
—Australia, New Zealand and the Republic of South
Africasuffered a very sharp decline in their unit value of
exports.

[
i
H
i
i
H
[

_On the other hand, not only was a much smaller in-
;crease recorded in the export quantum of the devel-
7 oping countries during this period—only 57 per cent
' as against 112 per cent recorded by the developed
countries—but the unit value of their exports moved
in just the opposite direction. Thus, in 1962, the
unit value of the goods exported by the developing
countries was 4 per cent lower than in 1950, and
in relation to 1955 it was lower by as much as
11 per cent. This persistent decline in the unit value
of the poods exported by the developing countries
nuilified to an extent the expansion in the guantum
of their exports”?

As is only to be expected, world imports during
the period 1950-1962 followed a pattern similar to
that of world exports. Table 1-3 summarizes the
trends in the value of imports on a cif. basis. It
should be nated that for the cenirally planned econo-
mies the available data cover a somewhat shorter
period-—namely, 1951 to 1962~Dbut the difference is
not so significant as to affect broad conclusions. For
the period as a whole, the value of imports rose on
the average by 7.6 per cent per annum in the de-
veloped market economies and by 5 per cent per
annum in the developing countries. Dut within the
period, there was a marked tendency in both groups
of countries for the rate of expansion to slacken.
The slackening was particularly sharp in the devel-
oping countries in the early part of the nineteen
sixties, owing to the large curtailment of imports
in many of these countries in the face of payments
difficulties. The pattern of import expansion in the
centrally planned economies, however, was rather

T The reasons for the slow cxpansion of the export quan-
tum of the developing countries and for the decline in their
export unit value are discussed in the section of this chap-
ter entitled “The composition of trade”.

Table 1-2. Market Economies: Indices of Value, Quantum and Unit Value of Exports and Imports, 1962*

Value Crantiom Lt value
Fem and trading couniry gronp 1958 1955 1960 050 1955 1960 1950 1955 1960
=100 =100 =100 =100 =100 =100 =100 =100 =100
Exports
Total market economies 216 148 109 193 147 111 113 160 g9
Dieveloped market cconomies 251 158 111 212 150 110 119 104 101
Developing market cconomies 150 122 106 157 137 111 96 B9 95
Tinports
Total marke: economics 222 147 11t 206 153 113 108 Gh 98
Developed market economies 240 154 113 221 162 115 108 G5 93
Developing market ecenomies . .. 179 128 104 167 130 107 108 69 08

Sonrce: See table 1-1

a Exports, fob.; imports cif For country coverage, see foot-note o to tabie 1-1.
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Table 1.3, World: Annual Rates of Growth of Value of Imports,
by Iwmporting Country Group, 1950.1962#

{ Percentage)

Dinporting country group 1950.1962 I950-1955 1955.1960 1948.1942
Developed market economies - 7.6 0.3 6.4 6.2
Developing market economies . 5.0 6.9 42 21
Centrally planned economies 970 9.6 118 590

Source: See table 1-1,

o Cif values. For country coverage, see foot-note a to table 1-1

b 1931-1962,
¢ 1951-1955.

different. Not only was their average annual rate
of expansion, 9.7 per cent, for the period as a whole
higher than that in the market economies, but it
accelerated from 9.6 per cent in the first half of the
nineteen fifties to 11.8 per cent in the second half
of the decade. During the period 1960-1962, the
rate did decline to 5 per cent per annum. This
decline reflects in part the contraction in the imports
of mainfand China. In the Soviet Union, the annual
rate of increase in imports (fob. values) during
this sub-period amounted to 7.1 per cent, as against
13 per cent during 1955-1960.

For the centrally plansed economies, information
on changes in the quantum and unit value of imports
is not available. In the market economies, as in the
case of their exports, the increase in quantum of
imports was by far the major factor responsible for
the expansion in the total value of imports (see
table 1-2). In both the developed and developing
market economies, the unit value of imports rose
by less than one-tenth from 1950 to 1962. The large
difference in the percentage increase in the value
of imports of these two groups of countries was
therefore entirely the result of the difference in the
rates of expansion of their import quanta,

While some broad similarities in the patterns of
tmports and exports are only to be expected, it
must be emphasized that in the developing countries
the trends in imports have, however, diverged sig-
nificantly in a number of ways from the trends in
exports. Indeed, it is this divergence which provides
a clue to the unfavourable experience of these coun-
tries in world trade. It may be recalled that from
1950 to 1962 the unit value of exports of the devel-
oping countries dropped by about 4 per cent, while
the unit value of their imports increased by 8 per
cent. This implies that their terms of trade—that
is, the ratio of the unit value of exports to the unit
value of imports-—deteriorated by ahout 12 per cent
during this period. The largest decline occurred in
Latin America, followed by Africa, the Far East and
West Asia—in that order (see table 1-4), In marked
contrast, as is implicit in the calculations shown in
table 1-2, the terms of trade of the developed market
economies improved by 11 per cent during the same
span of time. If the primary exporting members of
this group-—Australia, New Zealand and the Repub-
lic of South Africa—whose terms of trade worsened
heavily, are excluded, the improvement for the de-
veloped market economies appears to have been
about 14 per cent.

Table 1-4. Developing Market Economies: Indicators of Expansion of Trade, 1950.19622

Index, 1962 {1950 == 100)

Trade balance

as percentage

Trading country group Falue Guantuns Uit volue Torms of exportse
Exports  Imports  Exports  Imports  Exports  Iimports tr:dch 1950 1955 1962
Developing market economies.. 150 179 157 167 86 108 88 10 o —B
Latin American republics. .. 135 156 153 142 a8 110 79 17 6 4
Africa . ..o i 182 181 176 158 103 115 90 —-13 w2l —12
Far East ... .cciivviurune 117 182 125 179 o4 102 92 13 -7 35
West Asla ... .oviiuiiunes 206 245 261 227 102 108 95 22 26 29

Source: See table 1-1.

s Exports, f0.b.; imports, cif.

b Unit value of exports divided by unit value of imports,
¢No sign indicates surplus; minus sign indicates deficit,

P st
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The opposite changes in the terms of trade of the
developing and developed market economies stem
essentially from the same set of factors. The trade
flows of these two groups of countries are so in-
terrelated that the factors which have proved un-
favourable to one group have turned out to be
favourable for the other. The underlying reasoning
can be illustrated with the help of the data shown
in table 1-5.2 Thus, between 1950 and 1961, the
over-all terms of trade of the developing countries
worsened by 10 per cent. This worsening in the
over-all terms of trade was contributed entirely by
the 14 per cent deterioration in the terms of trade
of these countries with their major trading partners,
the developed market economies, largely because of
the increase in the unit value of imports from these
trading partners? If exports of fuels from the de-
veloping countries are excluded, the deterioration
in their terms of trade with the developed market
economies appears to have been of the order of
17 per cent. In the final analysis, as is discussed in
greater detail in the section below referred to, the
worsening of the terms of trade of the developing
countries has resulted from the fact that these coun-
tries export mainly primary commodities, whose
prices have been sagging, but import large amounts
of manufactured goods, whose prices have been
edging up. There is, in other words, a close relation-
ship between the deterioration in the terms of trade
of the developing countries and the 26 per cent
decline during the period 1950-1961 in the ratio of
the prices of primary commodities to the prices of
manufactured goods entering international trade. Of
course, the terms of trade of the developing coun-
iries deteriorated less than the price ratio of these
two groups of items since these countries import
primary commodities as well as manufactures and
export some manufactures in addition to primary
commodities.}? It follows as a corollary that the de-

8 Although the data in table 1-5 extend only up to 1961,
when the deterioration in the terms of trade of the develop-
ing countries in relation to 1950 was a littie less than it was
in 1962, the difference is too small to affect the tenor of the

argument.

? The unit value indices of the trade of the developing
countries with the centrally planned economies are not avail-
able separately. It is possible that the unit values of this
trade changed somewhat differently from the unit values of
the over-all trade of the developing countrics. But since the
trade of the developing countrics with the centrally planned
ccanomies constitutes only a small part of their over-all
trade, the different changes in the unit value of trade with
the Iatter group, even if they did take place, could not have
affected their over-all terms of trade to any significant ex-
tent. Thus, it appears that the difference between the 10 per
cent decline in the over-all terms of trade of the developing
countries and the 14 per cent decline in their terms of trade
with the developed market cconomies probably arises in the
main from the differences in the composition of their over-all
trade and the composition of their trade with the developaed
market economies, particalarly on the import side

10 Tt should also be noted that the data for primary com-
modities are based on price guotations and those for manu-

Table 1-5. Selected Unit Value and Price Indices
of International Trade, 19612

¢ Indes, 1961
Ttem (1950 = 109)

World trade of developing market econsmies

Unit value of exports . . . - 98
Unit value of imports . . o 109
Terms of trade ‘ . 90

Trade of developing market economies with
developed market economics

Unit value of exports . : 98
Unit value of importsb 113
Terms of trade . 86
TUnit value of exports, excluding fuels . 95
Terms of trade, excluding exports of fuels 83

World exportst

Prices of primary commoditiesd o 93
Prices of manufactured goods® . 126
Ratio of prices of primary commodities to

prices of manufactured goods .. . o 74

.S’e_;:trce: See table I-1 and Statistical Office of the United
Nations, Monthly Bullctin of Statistics.

» Exports, f.ob.; imports, cif Terms of trade refer to
unit value of exports divided by unit value of imports. For
country coverage, see foot-note o fo table 1-1

b Unit value of exports from developed market economies
to Idc:velopsng market economies, adjusted to conform to cif.
values.

¢ Excluding centrally planned economies.
¢ Based on price quotations.

¢ Upit value index for aggregate exports of manufactured
goeds (Standard International Trade Classification (SITC)
sections 3-8).

veloped market economies which export in the main
manufactured goods, while importing large amounis
of primary commodities, have improved their terms
of trade by virtue of the same disparate price trends.

The deterioration in the terms of trade of the
developing countries and the sluggish expansion of
their export quantum have occurred at a time when
their need for imported supplies ix order to speed up
the pace of their economic development has increased
sharply. Thus, the value of imports of the developing
countries as a-group has been rising faster than the
value of their exports. From 1950 to 1962, as is
evident from table 1-4, this tendency was most strik-
ing in the Far East, the region which recorded only
a 25 per cent increase in export quantum, far less
than the corresponding increase in import quantum,
and which suffered at the same time a decline of
8 per cent in the terms of trade. The tendency was

factured goods on the unit value of internationally traded
manufactured Hems. Price quotations wsually show a greater
change than do unit values. Therefore, the 26 per cent de-
cline in the ratio of prices of the two groups of items cited
in the text probably exaggerates somewhat the extent of
the decline.
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also quite marked in Latin America despite a larger
increase in export quantum than in import quantum;
in other words, in Latin America, the somewhat
favourable influence exerted by the relative changes
in export and import quanta was more than offset
by the severe deterioration in the terms of trade.
Only in West Asia, which includes a number of
couniries that are major exporters of petroleum, an
item in vigorous demand abroad, did the value of
exports tise more than the value of imports despite
some worsening of the terms of trade.

As a consequence of the divergent increases in
exports and imports, the trade halance of the devel-

oping countries has steadily worsened, In 1950, the
developing countries enjoyed a surplus of exports
(fo.b )} over imports (cif) to the extent of $1.8
billion; this turned into a deficit of $0.6 bhillion in
1955; and in 1962, the deficit mounted to $2.3 hillion,
Put differently, the trade surplus amounting to
nearly 10 per cent of exports in 1950 gave place to
a deficit equalling 8 per cent of exports in 1962, It
can be seen from table 1-4 that, among the devel-
oping countries, by far the largest decline in trade
balance was recorded by the Far East. Only West
Asia, by virtue of its dynamic petroleum exports,
improved its merchandise trade balance during the
twelve-year period under review.

The direction of trade

The discussion in the preceding section has dealt
only with the expansion of world trade by broad
groups of countries. However, in order to gain
proper perspective, it is also necessary to examine
the expansion of trade flows between these groups
of countries. It need hardly be stressed that an
examination of the trends in these trade flows is of
particular interest from the viewpoint of the devel-
oping countries, which are increasingly in need of
new market opportunities for their export products **

It is evident from table 1-6 that world exports
to different parts of the world expanded at signifi-
cantly different rates during the period 1950-1962.
By far the highest rate of expansion, 11 per cent
per year, was recorded by world exports to the
centrally planned economies, the corresponding in-
creases in world exports to the developed and the

~ developing market economies being 7.2 per cent and

11 The analysis that follows is based on data for the net-

 work of world exports; the conclusions are bound to be the

same, however, whether derived from the network of exports
or the network of imports,

5.1 per cent, respectively. By the yardstick of rates

~of growth, the centrally planned economies proved
‘to be the most dynamic destination for the exports
t of both groups of market economies, For the exports

| of these centrally planned economies, the most dy-

'namic destination was provided by the developing

countries; the exports of the former country group

| to the latter increased at an annual rate of as much

as 15 per cent. On the other hand, the developing
countries appear to have been rather a stagnant
market for the exports of countries within their own
group; the intra-trade of the developing countries
increased by only 1.8 per cent per year from 1950 to
1962. By contrast, the intra-trade of both the cen-
trally planned economies and the developed market
economies expanded at significantly high rates—11.4
and 8.6 per cent per year, respectively.

The significantly different rates at which world
exports to different parts of the world expanded
during the period 1950-1962 brought about important
alterations in the relative shares of various markets
for these exports. Thus, as may be seen from

Table 1-6. World: Anoual Rates of Growth of Value of Exports,
by Origin and Destination, 1950-1962"

{Percentage)
Imporiing country gronf
Exporitug country group I ortde Developed Beveloping Centrally
market market planned
ECanomies SCONOMtES Loconomiey
World . ‘ 7.1 72 51 11,0
Developed market economies . 8.0 86 58 113
Developing market economies . 34 3.8 18 85
Centrally planned ecenomies 111 82 149 114

Source: Sce table 1-1.
8 See foot-note @ to table 1-1.

b Including exports whose destination cannot be allocated.
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table 1-7, the centrally planned economies absorbed
13 per cent of world exports in 1962 as against
8 per cent in 1950. The counterpart of this shift was
a decline in the share of world exports to the devel-
oping countries, from 27 to 21 per cent during this
period. World exports to the developed market
economies, on the other hand, continued to represent
about 65 per cent of the world total in 1962 as
in 1950

For the developing countries, a major conclusion
that emerges from table 1-7 is that the share of their
exports declined not only in world markets as a
whole—from 32 per cent in 1950 to 21 per cent in
1962—but in the markets of all three groups of
countries, inclading their own. Thus, of the world
exports to the developed market economies in 1950,
about one-third was contributed by the developing
countries, but in 1962 this ratio declined to less than
one-fourth.?? During the same period, the share of
exports from the developing countries in world ex-
ports to the centrally planned economies diminished
from one-eighth to one-thirteenth, and the share
of their own intra-trade in world exports to them
declined from about one-third to nearly one-fourth.

Exports of both the developed market economies
and the centrally planned economies, on the other
hand, increased their shares significantly in world
markets. In part, these shifts resulted from the in-
creases in the shares of their exports in the markets
of the developing countries. Of greater importance,

12 These results are calculated from the data in table 1-7
as follows: 1030, 22 - 64; 1962, 15 = &5

however, were the increases in the shares of their
exports going to the countries within their own re-
spective groups. It is indeed a particularly striking
characteristic of the world trade that the developed
market econornies as well as the centrally planned
economies tend to export far more to the countries
within their own group than they do to the coun-
tries outside the group. With the establishment of
regional economic associations in both these groups
of countries, the predominance of such intra-trade
in the total exports of each of these two groups has
increased even further in recent years. This may
readily be seen from the data in the table at the top
of page 10, which have been adapted from table 1-7
in order to contrast the exports of each group that
go to the countries within the group with those
that go to the countries outside the group.?®

Thus, in 1950, the intra-trade of the developed
market economics accounted for 41 per cent of total
world exports, while the remainder of their exports
equalled 19 per cent of the world total. The intra-
trade of this group was therefore about twice as large
as the remainder of the group’s exports. Twelve
years later, the intra-trade of the developed market
economies represented as much as 48 per cent—close
to a half—of total world exports, but the share of
the rest of their exports in the world total dropped
slightly, to 18 per cent. In 1962, in other words,
this intra-trade was roughly two and one-half times
as large as the rest of the group’s exports. The intra-

18 Components do not always add to totals partly because
of rounding and parily because totals include exports whose
destination cannot be ailocated.

Table 1.7. World: Percentage Distribution of Value of Exports,
by Origin and Destination, 1950 and 1962°

Importing country groug

Yeor and cxperiing country groufr 11" orldV Drveloped Developing Centrally
market market planned
ECG‘HO!HI’L‘S C{.‘O"U"IilfJ ecpnomIes

1950 {Total world exports in 1950 == 100)

World 100 64 27 8
Developed market cconamies G0 41 17 2
Treveloping market economies 32 22 8 1
Centrally planned cconomies 8 2 I 5

19462 (Total world exports in 1962 == 100)

World 106 G5 21 13
Developed market economiecs 66 48 15 3
Developing market cconomies 24 13 3 1
Centrally planned cconomies 13 2 2 4

Sonrce: See table I-1
n See foot-note ¢ to table 1-1

b Including exports whose destination cannot be allocated.
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1950

Exporting country group

gronp

Esporis ta
coliniries
within tie

Ig62
Exports to Exports to Exporis fo
conuntrics cousntries canntries
outzide the twithin the antside the
group grouf group

(Percentage of total world
exports in 1950 == 100)

BDeveloped market economies . 41
Developing market economies o 8
Centrally planned economics . 5

ToraL 54

{Percentage of total world
exports in 1962 == 10Q)

19 48 18
23 5 16

3 9 4
45 62 38

trade of the centrally planned economies, too, broadly
followed a similar trend: from less than twice as
large as the remainder of the group’s exports in
1950, it became more than twice as large in 1962,
The shares of the two components of exports of the
developing countries, on the other hand, recorded
significant declines; but the decline was proportion-
ally greater in the case of their intra-trade, with
the result that this segment of their trade did not
equal even one-fourth of their total exports in 1962,
However, since the welght of the developing coun-
tries in world exports is comparatively small, the
opposite shift in their intra-trade did little to offset
the tendency for world exports to become more
compartmentalized. Thus, the net effect of all these
changes was that the intra-trade flows of the various

country groups consttuted 62 per cent of world
exports in 1962, as against 54 per cent in 1950,

Although, as noted earlier, the developed market
economies continued to absorb about 65 per cent
of world exports during the period reviewed here,
there were, nevertheless, significant shifts in the
shares absorbed by different sub-groups within the
group of the developed market economies (see
table 1-8). Significant declines took place in the
shares of world exports going to North America and
the member countries of the European Free Trade
Association (EFTA), since world exports to these

sub-groups expanded at less than average rates4

4 The percentage annual rates of growth of world ex-
ports to the developed market economics hetween 1050 and
1962 were as follows: all developed market economies,
7.2; North America, 52; EEC, 9.2; EFTA, 64; others, 8.0,

Table 1-8. World: Percentage Distribution of Value of Exports, by Destination, 1950, 1955 and 19622

Iwmiporting conntry gronp

Exporting country group and year Warid Developed market economies D‘-"ﬂ;ﬂﬁ;}w iﬂ;z,‘lr::iy
Total North EEC EFTA Gther ceonomies  economics
Americo
Warld
1950 . v . 100 64 19 19 18 9 27 8
1955 e iieciuae . 160 65 17 20 17 10 25 10
1962 .. e 160 65 15 24 16 10 21 13
Developed market economies
1950 160 67 16 21 19 11 29 3
1955 L aeveaees 100 69 16 22 20 11 28 3
1962 100 73 16 27 i9 11 23 4
Developing market economies
1950 100 69 28 18 17 6 26 3
1955 100 72 25 22 17 8 24 3
1962 100 72 22 24 i5 10 22 i)
Centrally planned econpmies
1950 e s 100 26 6 i1 4 8 65
1088 0 1o 19 1 6 7 5 7 72
1962 . e 100 18 1 8 6 3 12 67

Source: See table 1-1.
1 See foot-note g to table 1-1

b Including exports whose destination cannot be allocated.
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largely because of the slower rate of economic growth
in the United States and the United Kingdom., But
these declines were offset by the increases in world
exports to the member countries of the European
Economic Community (EEC) and the other devel-
oped market economies, especially Japan.

The relative share of the developed market econo-
mies in the export irade of the centrally planned
economies declined during the period 1950-1962,
as this export trade shifted towards the developing
countries. However, the importance of the developed
market economies in the exports of the developing
countries—importance that has traditionally been
great—increased even further. In 1962, 72 per cent
of the exports of the developing countries went to
the developed market economies, compared with
69 per cent in 1950.

Among the various regions within the group of
developing countries, the dependence of Africa on
the markets of the developed countries, though
diminishing somewhat since 1950, has remained by

far the heaviest. More than four-fifths of Africa’s
exports have continued to flow to the developed
market economies (see table 1-9). While western
Europe has remained the most important market
for African exports, within that sub-group the rela-
tive importance of the EEC countries, with which
several African nations maintain close ties, has risen
substantially. The importance of the EEC market
has also increased significantly for Latin America
and West Asia, though for the former region North
America, by virtue of its continguity and hemispheric
ties, has continued to be of greater importance, In
general, the comparatively slower rate of expansion
in economic activity in North America has been
instrumental in reducing the importance of this sub-
group as a market for exports from the developing
countries. The Far Fast, however, is not so heavily
dependent on the markets of the developed countries
as are the other regions among the group of devel-
oping countries; but the degree of dependence has
tended to increase in recent years.

Table 1-9. Developing Market Economies: Percentage Distribution of Value of Exports, by Destination,
1950, 1955 and 1962*

I'mporting country group

Developing  Centrall

Exporting conntry group Worldy Developed market cconomies evelopy py
Total North EEC EFTd Other economies economies
Americo

Deuveloping market cconomizs

1950 . e 100 69 28 18 17 6 26

1955 160 72 25 22 i7 8 24

1962 100 72 22 24 15 10 22 6
Latin American republics

1050 100 79 48 13 15 3 20 i

1955 100 77 46 16 11 5 20 3

1962 100 76 39 20 n 6 7 7
Africa

1950 100 84 11 39 30 4 13 2

1955 100 84 11 43 26 4 12 3

1962 100 82 9 43 21 5 10 6
Far East

1050 100 53 20 12 12 8 39 6

1955 100 59 17 13 15 14 37 3

1662 100 57 18 10 14 15 35 7
West Asia

w5 160 G2 8 19 18 17 29 2

1955 160 71 9 33 16 12 25 1

1962 100 71 9 28 17 i8 24 3

Source: See table 1-1.
a1 Fob values.

b Including exports whose destination cannot be allocated.
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While the importance of the centrally planned
economies as a market for the goods exported by the
developing countries is still small, it is nevertheless
increasing rapidly, as may be seen from the fact that
the percentage share of the former country group
in the exports of the latter doubled between 1950
and 1962 (see table 1-9). The principal elements
of this shift were the increases in the exports of Latin
America and Africa to the centrally planned econo-
mies. The increase in the case of Latin America was
contributed largely by Cuba’s exports to the centrally
planned economies, the bulk of which went to the
Soviet Union, with mainland China emerging as the
second most important customer among this group
of countries. The largest part of the increase in
Africa’s exports to the centrally planned economies

was contributed by the United Arab Republic, while
on the destination side more than half of this increase
was absorbed by eastern Europe.

" It still remains to be discussed why, for example,
the export trade of the developing countries has con-
‘siderably lagged behind that of the other country
" groups, or why the developing countries, unlike other

| parts of the world, trade much more with countries
¢ outside their group than they do with countries

within the group. Virtually all the themes that
have emerged from the foregoing analysis are inter-

- related. Indeed, the forces that have shaped recent

trends in trade are rooted in the intrinsic nature of
the composition of this trade itself. Thus, it is to
an examination of the composition of trade that
attention must now be turned

The composition of trade

The trends in world trade by broad groups of
items are shown in table 1-10. Unfortunately, the
data in this table and the subsequent tables cover
2 comparatively short period. The detailed Standard

International Trade Classification series on which
they are based do not extend back to 1950 for many
countries; nor are comparable data yet available for
1962 There is no doubt, however, that the broad

Table 1-10. World: Expansion and Distribution of Value of Exports,
by Type of Export, 1955-1961*

FPrimary commaditics

Total Food- Ayri- Fuels Buse Masn-
Ttem and ¢ rporting corntry group Total stinfis cultural metals Factires
Taw
matcrials
and ores
PERCENTAGE ANNUAL RAIE OF
GROWTH, 1955-1961
World ‘ - 62 42z 41 3z 47 63 87
Developed market economies 7.0 52 59 5.0 1 :$ 64 84
Developing market economies 26 22 0.7 09 55 18 65
Centrally planned economies 91 6.9 79 30 88 110 119
PEREENTAGE DISTRIBUTION
Horld
1955 . . Lo, 100 59 20 19 11 8 41
1961 . .. U {11 53 18 16 10 9 47
Developed market ccongnrics
1955 100 45 15 14 G 10 55
1961 oo 100 41 15 13 4 9 59
Devcloping market cconomies
1955 106 92 33 30 25 5 8
1961 100 90 20 27 20 5 10
Centrally planned cconontics
1955 106 59 17 22 1z 9 41
1961 106G 52 16 15 i1 Y 48

Sonrce: See table 1-1.

1 Composition of trade is as follows: food-stuffs, SITC
sections 0 and 1; agricultural raw materials and ores, SITC
sections 2 and 4; fuels, SI'T'C section 3; base metals, SIIC

divisions 67 and 68, excluding 681; manufactures, SITC
sections 3-8, excluding 67 and 68 but including 681, Total
includes SI'TC section 9, not shown separately in the table.
Tor other definitions, sce foot-note ¢ to table 1-1.

- SR e e oo ettt et e e e e it i e .
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conclusions emerging from the analysis based on this
short period are quite consistent with the discussion
in the preceding sections. This can be readily seen
by comparing the calculations set forth in table 1-10
with those pertaining to the sub-period beginning
in 1955 in the earlier tables.®®

Manufactured goods have unquestionably been the
most dynamic element of world exports in recent
years. During the period 1955-1961, while total
exports increased on the average by 6.2 per cent
per year, the expansion of manufactured exports
amounted to 87 per cent per year. The annual in-
crease in world exports of primary commodities
during this period was only 4.2 per cent.’® As a
result of these different rates of expansion, the
share of manufactured goods in world exports rose
from 41 per cent in 1955 to 47 per cent in 1961,
while that of primary commodities declined corre-
spondingly from 59 to 53 per cent.

It is obvious that but for the stimaulus received
by exports of base metals from the rising tempo of
industrial zctivity and for the vigorous expansion
of exports of petroleum, which has increasingly
tended to replace solid fuels in a muititude of uses,
the annual increase in the exports of primary com-
modities would not have been even 4.2 per cent?”
Indeed, world exports of agricultural raw miaterials
and ores increased at an annual rate of only 3.2

per cent.

The stagnation in the exports of primary products
has been even more acute in the developing coun-
tries. Their exports of food-stuffs and raw materials
did not increase by even one per cent per year, while
world exports of these two merchandise groups in-
creased by 4.1 and 3.2 per cent, respectively. The
base metals exported by the developing countries,

15 The conclusions, mereover, are also in accord with those
put forward in a numher of other United Nations studies
based on eariier gystems of {rade classification See, in par-
ticular, “Commodity trade and polieies in the post-war
period” in United Nations, World Economic Survey, 1958
(Sates No.; 91T C.15.

16 Primary commeodities referred to in the present dis-
. cussion also include processed food-stuffs and base metals
" The value added in processing food-stuffs is often quite
¢ gmall, and even after processing they remain usually akin
to primary commodities. As for base metals, which serve as
intermediste goods in a wide range of uses, the pattern of
demand is generally similar to that for industrial raw
materials, For details on items covered, see foot-note a to
table 1-10.

173t is pot possible to provide data for components of
fuels separately in table 1-10. But all available evidence
points unmistakably to the fact that the use of tiguid fucis
has heen growing dramatically, while the world demand for
colid fuels has stagrated. Since a substantial proportion of
exports of fuels from the developed market economies con-
sists of coal, the cxpansion in the fuel exports of this coun-
¢ry group amounted to only 14 per ceat per year, a rate
much  smaller than that recorded by other groups of
countries.

too, expanded at a very low annual rate—only 1.8
per cent as against 6.3 per cent for the world as a
whole. It may be seen from table 1-11 that the Far
Fast and Latin America have bheen the most ad-
versely affected developing regions with regard to
the growth of trade in primary commodities. The
exceptionally low rate of increase in the exports of
primary conumodities from the Far East was largely
the reflection of the very unfavourable experience
of jute, cotton and rubber exports, while in Latin
America the adverse developments in the exports of
coffee and wool were the principal causal factor.

A number of factors have contributed to the tend-
ency for exports of food-stuffs and raw materials,
especiaily from the developing countries, to expand
only sluggishly. For example, the demand for food-
stuffs has followed the well-known historical pattern
of consumption: while the demand for food has in-
creased with the rising levels of per capita incomes,
the increase in demand has tended to be less than
proportionate to the rise in incomes. In the eco-
nomically advanced countries, in fact, demand for
staple foods has irequently stagnated or even declined.
Raw materials, for their part, have been particularly
hard hit by the growing use of synthetics; cotton,
woo}, rubber and leather are the prominent examples
of primary commodities which are facing rapidly
growing competition from synthetic products. Fur-
thermore, technological developments have increas-
ingly resulted in economies of raw material use.
Indeed, in a wide range of industries, the ratio of
input to output has tended to deciine Technological
advance has also favoured the use of one product
against the other; for example, the growing use of
aluminium—the bulk of which is produced in the
advanced countries—at the expense of other metals
has inhibited exports of a number of these other
metals from the developing couniries.®

The exports of primary products from the devel-
oping countries have lagged behind total exports of
such commodities partly owing to technological fac-
tors mentioned above and partly also because of
certain economic policies pursued in the developed
countries. Often these developed countries have fa-
voured the expansion of their own primary activities
behind protective walls through the imposition of
tariffs and quantitative restrictions. Some of these
countries have also levied internal fiscal charges
which have tended fo restrain the consumption of a
number of commodities imported largely from the
developing countries; among the items so affected
by fiscal duties bave been sugar and the beverage
crops 1?

18 For a more defailed discussion, see “Commodity trade
and policies in the post-war period”, op. cit, chapter 1.
10 Sre chapter 5 below.
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Table 1.11. Developing Market Economies: Expansion and Distribution of Value of
Exports, by Type of Export, 1955-19612

Primary commoditics

Ttem and exporting conuntry group Total Total Jﬁ?}f_ c’:}i‘q‘n;i;l Fuels r:E?:IL; fﬁfﬁ'x:’
ma,;‘;}—r.:'u.f:
and ares
PERCENTAGE ANNUAL RATE OF
crowrH, 1955-1961
Developing market economies 26 22 0.7 09 55 18 6.5
Latin American republics | 14 13 —0.7 29 38 e 56
Africa . e 32 31 12 24 51.9 09 4.5
Far East o e 15 ¢3 28 —17 0.6 76 6.3
West Asia o 6.3 6.0 08 —15 7.0 — 134
PERCENTAGE DISTRIBUTION
Developing market cconomies
1955 . 100 92 33 30 25 5 8
1961 o . S 100 a0 29 27 20 5 10
Latin American republics
1955 . U {14 97 47 19 24 6 3
1961 . 16D 96 42 21 28 6 4
Africa
1955 S . . 100 94 Y 41 1 13 6
1961 . R 1] 94 35 40 8 11 6
Far East
1955 ‘ . . 100 83 25 47 8 2 17
1961 o 160 77 27 30 8 3 23
Hest Asia
1935 S 100 96 7 8 az - 4
1961 S 160 94 5 5 85 - 6

Source: See table 1-1.
1 See foot-note g to table 1-10.

Trends in supplies of primary commodities, too,
have had an impact. In recent years, the European
countries which had suffered heavy damage to their
primary production during the war have made a
spectacular recovery, Remarkable increases have also
taken place in agricultural productivity, largely as
a result of the technical advances spearheaded in
North America. Thus, it is not only that several
of these countries have attained self-sufficiency; they
have actually increased their exports of food-stuffs
and agricultural raw materials quite substantially.
In the developing countries, on the other hand, rapid
growth of population and the rising tempo of indus-
triatization have often had a negative effect on the
agricultural surpluses available for export. Many of
the developing countries have, in fact, become net
importers of several agricultural products in recent

years.
The precise impact of all these factors has varied

from commodity to commodity.?® Obviously, the bal-
ance of demand and supply for each commeadity has

20 Spe United Nations, World Economic Survey, 1902,
part I (Sales No.: 63 11.C1), chapter 2.

been fashioned by its own individual set of circum-
stances. In most cases, the interaction of forces has
been such as to result in a slower expansion in the
volume of primary exports and at the same time to
a weakening of their prices, thus reinforcing the
unfavourable effect on export value. For the devel-
oping countries, nine-tenths of whose exports consist
of primary comumodities, this has meant a rate of
growth of value of exports not even half as large
as that of the value of total world exports®

It must also be pointed out in this connexion that
although, by virtue of their small initial size, exports
of manufactured poods from the developing coun-
tries did increase at a rate nearly three times as large
as the rate of expansion of their primary exports,
this has not contributed more than a nominal change
in their total export structure; the share of manu-
factures in the total exports of these countries in-
creased only from 8 to 10 per cent during this period.
Indeed, it is only in the Far East that there has

211t may be scen from table 1-10 that during 1955.196%,
while the value of world exports increased by 62 per cent
per year, the corresponding increase in the case of the de-
veloping countries was only 246 per cent per year.
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been a significant increase in the share of manufac-
tures in total exports, rising from 17 per cent in
1955 to 23 per cent in 1961; in no other sub-region
did the share exceed 6 per cent in 1961 (see table
1-11). Also, as is discussed in greater detail else-
where,” manufactured exports of the developing
countries have continued to be dominated by a
limited range of products—particularly textiles. Un-
doubtedly, as may be seen from table I-10, the
largest gains in the exports of manufactured goods
_were made by the developed market economies and
! the centrally planned econoniies which recorded rates

of increase far surpassing the corresponding rate in
the developing couniries.

The preponderance of primary commodities in
the exports of the developing countries also explains
why, unlike other groups of countries, intra-trade
plays so little a part in their total trade. These pri-
mary exports must perforce find markets in coun-
tries where the levels of industrial activity are high.
Given the relatively unindustrialized state of their
own economies, the developing countries themselves
are not in a position to provide markets on a large
scale for primary products. It is not at all surprising,
therefore, that much of the largest part of their ex-
ports has traditionally gone to the developed coun-
tries. And it is from these developed countries that
they have traditionally obtained a vast range of
manufactured goods—especially, products of heavy
industry, In recent years, these developed countries
have often supplied their imcreased requirements of
food grains and certain raw materials as well, The de-
veloped market economies and the centrally planned

22 See the section on “Salient features of exports of manu-
factures from the developing countries” in chapter 7

economies, for their part, have increasingly tended
to import more complex types of industrial goods.
Their pattern of import demand, in other words,
is such that it has almost by its very nature favoured
intra-trade or trade with members of their own
respective country groups. Furthermore, as noted
in the preceding section, such intra-trade has also
been favoured by the policies of regional economic
groupings established in recent years.

Since exports from the developing countries have
fagged behind those from the developed market
economies as well as those from the centrally planned
economies in virtually all items, it is easy to see
why the share of the former country group in world
exports has continued to drop sharply. It is true
that, thanks to the rapid expansion of demand for
petroleum, the share of the developing countries in
world exports of this item has risen in recent years
{sge table 1-12). But pefroleum exports are con-
centrated in a small number of developing countries.
Thus, so long as exports of other major items con-
tinue to encounter sluggish expansion, even a sub-
stantial increase in the rate of growth of petroleum
exports will not be able to stem the decline in the
share of the developing countries in total world
exports. It is evident from table 1-12 that, with the
exception of fuels, the developing countries have
increasingly become minority suppliers of all broad
classes of internatiomally traded items. The large
number of developing countries in Africa, Asia and
Latin America derive a preponderant part of their
national income from primary production; yet the
larger part of world trade in food-stuffs and raw
materials is claimed by the developed marlet econo-
mies for whom industry is generally the more im-

Table 1-12. World: Percentage Shares of Exporting Country Groups in Value of
Exports, by Type of Export, 1955 and 1961*

Primary commedilics

Total Foad- Agri- Fuels Buase Mann-
Year and exporting country gronp Total suffs crdh:rnl metals factures
ma;g;":{uh
and ores
1955
World B (1] 160 100 100 160 100 100
Developed market cconomies . 64 40 49 48 32 74 85
Dieveloping market cconomies 26 40 42 40 57 16 5
Centrally planned economies 10 10 b 12 11 10 10
1961
Woarld 100 100 100 100 160 100 100
Developed market economies 67 52 55 54 % 74 83
Developing market economies 21 36 34 35 60 12 4
Centraily planned cconomies . 12 12 11 12 14 14 12

Source: See table 1-1.
1 $ee foot-note @ to table 1-1 and foot-note g to table 1-10.
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portant mode of activity, At the same time, by virtue
of their advanced stage of industrialization, these
developed countries have confinued to account for
more than four-fifths of world trade in manufactures.

Manufactured goods exported by the developing
countries amounted to only 4 per cent of world
exports of manufactures in 1961, somewhat less
than in 1955

Implications for development problems

The failure of the developing countries to partici-
pate adequately in the expansion of world trade in
recent years poses a threat to their economic devel-
opment. Indeed, so close are the links between their
foreign trade and their economic development that if
these countries were to continue to encounter unfa-
vourable experiences, as they have in recent years,
their economic expansion would doubtless be
jeopardized.

It is well known that many developing countries
obtain a large part of their natiopal income from
production for export, In such countries, develop-
ments in the export sector impinge more or less
directly on the levels of economic activity. If the
demand for their exports expands sluggishly, there
is little inducement to invest, and economic activity
settles down at a low level; but if external demand
increases vigorously, the growth of national output
and income is stimulated. Instances of close associa-
tion between the performance of the export sector
and the development of the economy as a whole are
readily available in the economic record of the devel-
oping countries.®® Small wonder, then, that the recent
trends in the export trade of these countries are a
matter of concern not only to them, but also to the
world community as a whole which has collectively
resolved to give high priority to their economic
development-a resolve reflected in the designation
of the nineteen sixties as the United Nations Devel-
opment Decade and in numerous other actions of the
United Nations, including the convening of the
Conference on Trade and Development.

It is, of course, true that the process of economic
growth can yield its own momentum or can be given
impetus through resolute government action. In
recent years, Governments in the developing coun-
tries have, through national plans or programmes
of economic development, sought to achieve this very
objective. But the endeavours of these Governments
have demonstrated even more vividly that foreign
trade has lost none of its crucial importance for the
developing countries. Whether exports are a large
or small part of their total economic activity, the
rate of capital formation for accelerating economic
growth of these countries has continued to depend

28 e, for example, “Commodity trade and policies in the
post-war period”, op. cit, page

heavily on increased imports of machinery and other
essential capital goods. There are, no doubt, a few
developing countries which have been successful in
establishing capital goods industries; but even in
these countries, demand for such goods has far out-
stripped domestic supply, and the need for imports
has, consequently, been sharply on the increase,

As already indicated, with their imports rising
faster than their exports, the developing countries
have been faced with a persistent deterioration in
their trade balance, 1t is well known that the balance
on services account of these countries has tradi-
tionally been in deficit, for these under-developed
economies must of necessity depend heavily on the
merchant fleet and insurance concerns of the ad-
vanced countries to meet the transport and insurance
requirements of their foreign trade and make pay-
menis at the same time for the servicing of their
external debts. On both the merchandise and the
service accounts, therefore, the developing countries
have been encountering mounting payments deficits
in recent years. In the earlier post-war years, many
developing countries withdrew large sums from their
accumulated holdings of foreign currencies to pay
for these deficits. But, generally speaking, the ex-
ternal reserves of these countries have by now been
depleted to levels which no longer permit further
withdrawals. Indeed, in more recent years, the brunt
of the burden of meeting external deficits in these
countries has increasingly come to be borne by
foreign assistance and capital.

There is doubtless scope for improving the services’
balance of the developing countries. In this con-
nexion, several United Nations studies have ex-
plored at some length such problems as debt serv-
icing, ocean and air freight rates, insurance costs
and tourism.?* The developing countries may be
expected to malke gains in all these directions as their
economic structures become diversified. But as the
discussion in chapter 3 shows clearly, the require-
ments of these countries are so great that external
imbalance is likely to be a persistent problem for
them for guite some time.

24 Sep, for example, the papers submitted to the United
Nations Conference on Trade and Development under ihwe
agenda item “Improvement of the invisible irade of develop-
ing countries”.
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The availability of foreign funds for economic de-
velopment has, indeed, been an eloquent expression
of international co-operation in recent years. These
funds have helped to meet external deficits and have
made substantial additions to resources for economic
development. One of the important issues before
the world community is ungquestionably the need for
enlarging the flow of funds to the developing coun-
tries. It may be recalled that the United Nations
General Assembly, through its resolution 1522 (XV'},
urged that the flow of economic assistance and capital
to the developing countries be increased so as to
amount to one per cent of the combined national
incomes of the developed countries. An additional
and equally important aspect of the problem is the
need to co-ordinate trade and aid policies. For ex-
ample, a significant part of the annual flow of funds
to the developing countties has represented merely
an offset to the loss suffered by them through the
worsening of their terms of trade® In many coun-
tries, moreover, the annual inflow of funds has shown
sharp fuctuations, which have hampered the imple-
mentation of development plans that commonly cover
a four or five-year period. The rising burden of
debt service payments, for its part, has indicated the
need for a reappraisal of the terms on which assist-
ance is made available These and other related
issues are discussed in chapter 8,

While an enlarged flow of foreign assistance and
capital is of great importance for accelerating the
pace of economic development, there is no question
that the developing countries must, in the final
analysis, reach the stage of self-sustained economic
growth. Indeed, a basic purpose of foreign aid is
to help achieve the objective as early as possible.
Tt need hardly be stressed, however, that the attain-
ment of self-sustained growth in the developing coun-
tries hinges upon a favourable turn in their mer-
chandise exports, which constitute the main source
of their foreign exchange earnings.

In many ways, the developing countries must
themselves make vigorous efforts to expand and
diversify their exports. They must constantly strive
to develop exports of items for which world demand
is increasing Determined action must also be taken
by the developing countries to inerease their intra-
trade, which currently accounts for a relatively small
part of their total trade There is undoubtedly a great
deal of scope for mutual co-operation in this field.

Notwithstanding the increase in the intra-trade of
the developing countries that might take place, recent

25 For illustrative estimates, see chapter 8

trends portend unmistakably that the bulk of the
exports from the developing countries would con-
tinue to seek outlets elsewhere. Thus, it is the
expansion of these outside markets which con-
stitutes the larger theme. One promising avenue in
this connexion appears to be the expansion of trade
with the centrally planned economies. As indicated
earlier, the share of the centraily planned economies
int the exports of the developing countries, though
still rather small, has been growing rapidly. There
is little doubt, however, that by far the largest part
of these exports would continue to be absorbed by
the developed market economies. In either case, the
point is that the efforts by the developing countries
alone will not prove fruitful; they need to be accom-
panied by active co-operation on the part of the
economically advanced countries.

A major issue with regard to the expansion of
markets for the exports of the developing countries
concerns primary commodities which have tradition-
ally loomed large in these exports. The problems
of primary commodity trade are complex. Their solu-
tions, be they the removal of existing obstacles, or
the stahilization of international markets, or the
initiation of an appropriate compensatory financing
scheme for offsetting fluctuations in export proceeds,
require careful and sustained international action.
Only in such an environment, it is pointed out in
some of the chapters that follow, would this tradi-
tional source of foreign exchange yield benehits for
accelerating economic development.®

A new international trade policy must, however,
go beyond trade in primary commodities. In recent
years, a number of developing countries have in-
creasingly become able fo produce and export manu-
factured poods. But their attempts to diversify their
export trade through the inclusion of manufactured
goods have been frequently hindered by various
tariff and non-tariff barriers imposed in the devel-
oped countries. There is 2 growing conviction that,
unless appropriate measures are formulated to dis-
mantle these barriers, the industrial growth of the
developing countries wili not be sufficiently rapid.
Chapter 7 devotes a good deal of attention to this
important issue.

Clearly, vigorous measures are required on a wide
front in order to turn foreign trade into a viable
instrument of economic development. Indeed, it is
this urgent need for devising appropriate interna-
tional action that provided the setting for the United
Nations Conference on Trade and Development.

2 See, chapters 5, 6 and 9.



Chapter 2

A REVIEW OF WORLD TRENDS IN GROSS DOMESTIC PRODUCT

This chapter presents a brief review of the trends
in gross domestic product, absolute and per capita,
between 1950 and 1960 in the developed and the de-
veloping market economies.! In order to provide a
broad perspective to the efforts which will be re-
quired of the international community if the aims
of the United Nations Development Decade are to
be achieved, it is obviously important to make a
quantitative assessment of the past trends in output
and population growth, Such an assessment will pro-
vide a firmer basis for considering the changes in
international and national policies relating to aid

1Tt has not been possible to include the centrally planned
economies in the present review because their gross product
dats are conceptually different from those of the market

econoemies,

and trade that are required for fulfilling the objec-
tives of the Development Decade.

In the following three sections of this chapter, the
trends in absolute and per capita gross domestic
product are first reviewed on a regional basis and
then on an individual country basis. The final sec-
tion examines some of the implications of the De-
velopment Decade target in the light of these trends.
The analysis in this section serves as the basis for
estimating the trade requirements of the developing
countries for their accelerated economic growth, a
task undertaken in chapter 3. The basic sources of
data and the methods of caleulating the estimates
shown in statistical tables are described in the ap-
pendix to the present chapter.

Trends in gross domestic product, 1950-1960°

The gross domestic product of all market econo-
mies, developed and developing, is estimated to
have increased from about $732 billien in 1950 to
nearly $1,000 billion in 1960, valued in prices and
exchange rates prevailing in 19603 This represents
an annual rate of growth of 4.1 per cent* During
the decade under review, the gross domestic product
grew at a slightly higher rate in the developing

2 Fstimates of the gross domestic product in terms of 1960
Tnited States dollars have been prepared by the Economic
Projections and Programming Centre of the Bureau of
General Economic Reseatch and Policies of the United
Nations Secretariat, For the sources of basic data and fot
the methods of calculating these estimates, see the appendix,

8 It must be noted that nominal exchange rates do not
nocessarily provide an ideal measure for comparing purchas-
ing powers of national currencies, However, these exchange
rates are the only consistent conversion factors available at
the present time for converting national currencies of indi-
vidual countries on a comparable basis.

4 Unless otherwise specified, the rates of growth cited in
this paper are average annual compound rates, derived from
a comparison of the two relevant terminal years. Such rates
may, of course, be influenced by cyclical and random factors
operating itt the terminal years. Caleulations show, however,
that in general the conclusions would not be significantfy
altered by the use of other methods of estimating rates of
growth, such as those cbtained from growth curves, fitted
fo time series data, which are less affected hy cyclical and
random clements. Thus, for the developing countries, the

i8

market economies as a whole than in the developed
market economies as a whole. The rate of growth
of the former country group was 4.4 per cent per
year, while that of the latter country group was
4.0 per cent per year.,! This disparity in the growth
rates of the two groups of countries is largely ac-
counted for by the slow growth of output in North
America and in most of the European Free Trade
Association (EFTA.) countries. The other developed
regions registered more rapid growth; their rate of
growth exceeded the average for the market econo-
mies as a whole. This was particularly true for
Japan and some of the European Economic Com-
munity (EEC) countries. By contrast, output in
major developing regions grew at rates closer to the
global average; in West Asia and the developing
region listed as “other”,® however, output expanded

trend rate of growth in the nineteen fifties is the same as
the average compound rate, or 44 per cent per year How-
ever, for the developed market economies, the trend rate of
growth in this period is 3.7 per cent per year, as compared to
4.0 per cent per year for the average compound rate, the
difference reflecting the wvariability In annual changes in
growth in the course of the decade.

5This region consists mainly of the countries and the
dependent territories in the Caribbean.
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at rates significantly above the average® (see table
2-1).

It may be noted that the growth of output in the
nineteen fifties was not completely free from cyclical
fluctuations. Fluctnations in the growth rates from
year to year were more pronounced in the developed
market economies, though it was only between 1957
and 1958 that the gross domestic product of this
country group registered a decline, albeit slight,
largely as a result of the recession in the United
States.

It should also be noted that there was a tendency
towards deceleration in the rate of growth of gross
domestic product over the course of the decade,
both in the developed and the developing market
economies. In the developed market economies, the
annual rate of growth of gross domestic product
dropped from 4.7 per cent in the first half of the

6 It should be noted that these two regions include petro-
leun producing eountries whose petroleum exports rose
rapidly during the decade, thus helping to sustain high rates
of growth of gross domestic product.

nineteen fifties to 3.3 per cent in the second half of
the decade, On the other hand, the developing market
economies had a less pronounced fall in the annual
rate of growth, which dropped from 4.6 per cent
during the first half of the decade to 4.3 per cent
during the latter half.

‘The distribution of the gross domestic product
between the developed and the developing market
economies changed little during the period under
review. From 1950 to 1960, the developed market
economies’ share of total output declined only
slightly, from 84.9 per cent to 84.4 per cent. This
decline reflected a significant drop in the share of
North America from 53.1 to 49.5 per cent and of
the EFTA countries from 10.9 to 10.1 per cent; the
declines in the shares of these two regions were
not completely offset by the considerable increases
in the shares of the EEC countries (from 14.3 to
16.6 per cent) and Japan (from 2.2 to 3.6 per cent),
The increase in the developing regions’ share of
total output from 15.1 to 156 per cent over the
decade was largely accounted for by the increase in
the share of the Latin American republics.

Trends in per capita gross domestic product, 1950-1960

Though, during the decade ending in 1960, the
rates of growth of output did not differ significantly
between the developed and the developing market

¥ Based upon revised population estimates made available
by the Population Branch of the Bureau of Social Affairs of
the United Nations Secretariat.

econoniies, each taken as a group, the trends in the
rates of growth of per capita output appear to have
been quite different. This is, quite obviously, because
the trends in the rates of growth of population of
the two groups of countries have been significantly
different. Thus, between 1950 and 1960, the popula-

Table 2-1. Gross Domestic Product by Major Regions, 1950, 1955 and 1960°

Amount in billions of

Region 1960 dallars

dverage annual compound
rate of growti

Fercentage distribution {pcreentage)

1950 1955 1960 1950 1955 1960 1950-1960 1950-1955 19551960
All market economies 7321 920.0 1,089.9 100.0 100.0 160.0 41 47 35
Developed market economies 621.8 7821 9201 840 850 B4 4 40 47 33
North America 3885 480 4 5398 531 522 405 33 43 24
Western Europe 169.2 2548 314.3 272 27.7 288 47 50 4.3
EEC . 104.4 1408 1806 143 153 16.6 56 6.2 51
EFTA . . 801 94.8 110.0 109 10.3 101 iz 34 30
Other western Europceb 147 193 23.7 20 2.1 22 49 53 4.2
Japan . . 161 27 0 22 27 36 93 9.0 9.5
Oceaniz and South Africa 180 221 27.0 25 24 25 41 4.1 41
Developing market economies 1103 1379 1698 151 150 156 44 46 43
Latin American republics 301 404 614 53 54 56 46 4.8 4.5
Africac 181 223 27.0 25 z4 25 4.1 43 39
Far Eastd 452 559 68.3 6.2 6.1 63 4.2 43 41
West Asiae 66 87 109 0.9 09 10 52 56 4.7
Otkers 12 16 22 02 02 02 62 56 68

Source: See appendix to the present chapter.

2 Details and percentages do not necessarily add to totals,

beczuse of rounding.

b Including Turkey.

¢ Excluding Republic of South Africa.

4 Exciuding Japan.
¢ Excluding Turkey.,
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tion of all market economies increased from an esti-
mated 1,622 million to about 1,953 million or at an
annual rate of 1.8 per cent. The increase in the
population of the developed regions was from 576
million to 653 million or at 1.2 per cent per year
and that of the developing regions was from 1,046
millien to 1,301 million or at 2.2 per cent per year.
Thus, the rate of population growth was roughily
twice as high in the developing regions as in the
developed regions during the nineteen fifties; as a
result, the former group’s share in total population
rose from 64.5 per cent in 1950 to 65.6 per cent
in 1960 (see table 2-2).

Relatively rapid population growth has been a
salient feature of all developing regions. Indeed, in
no developing region did the annual growth of
population fall short of Z per cent; in the Latin
American republics, in fact, it was as high as 2.8
per cent. By contrast, among nearly all the devel-
oped regions, population grew at much lower rates
—as low as 0.5 per cent in the EFTA area.

The disparate rates of population growth in the
developed and the developing regions resulted in a
considerable gap between the rates of growth of
per capita output in these two groups of market
economies (see table 2-3). In the developed market
econlomies as a whole, the average per capita gross
domestic product increased from $1,080 in 1950 to
$1,410 in 1960 or at an annual compound rate of
2.7 per cent. On the other hand, the average per
capita gross domestic product of the developing
regions increased only from $105 in 1950 to $130
in 1960, or at an annual rate of increase of 2.2 per
cent, Thus, the gap in the per capita output of these

two groups of market economies widened not only
in absolute terms—an understandable phenomenon
in view of the large difference in absolute per capita
levels of the two groups of countries—but also in
relative terms; the per capita output in the devel-
oped regions was about ten times as large as that
in the developing regions in 1950, but by 1960 it was
eleven times as large. If these trends were to con-
tinue, it would take nearly thirty-three years for
the developing regions to double their per capita out-
put, while the gap in the per capita output of the
two groups of countries would obvicusly be becom-
ing larger.

Among the developed regions, North America,
which had the highest per capita output ($2,718 in
1960), showed the lowest annual rate of growth
(1.5 per cent) of per capita output, while Japan,
with relatively low per capita output ($418 in 1960),
recorded the highest rate (80 per cent). Among
the developing regions, the Latin American republics
recorded the smallest annual rate of increase of per
capita gross domestic product (1.8 per cent), fol-
lowed by Africa (1.9 per cent), the Far East (2.1
per cent), West Asia (2.7 per cent) and “others”
(4.0 per cent}.

While the growth of gross domestic product
showed a tendency towards deceleration within the
decade in most of the developed and the developing
tegions, the growth of population showed a tend-
ency towards acceleration in both groups, although
to a larger extent in the latter. These divergent
changes in the growth of gross domestic product and
of population resulted in an even larger decline in

Table 2-2. Population by Major Regions, 1950, 1955 and 1960*

Numtber in

Percentage Auverage annual compound rate

Reoi millions distribition of prowth (percentage)

coion 1930 1955 1960 1930 1955 1960 1950- 1958- 1955~

1960 1955 1960
All marlet economiesb 1,621.8 1,770 5 1,9532 160.0 1600 1600 18 17 19
Developed market economies 575.6 6127 652.6 355 345 334 12 12 13
North America 166 O 1816 1986 102 10.3 10.2 18 18 17
Western Europe . 3039 3167 3323 187 179 17.0 09 08 10
EEC . . 1552 1614 169.1 46 o1 87 0e 08 10
EFTA o . . 852 86.9 895 53 49 46 05 0.4 0.6
Other western Europe . . 635 633 737 kRY 30 38 15 15 15
Japan S . 831 84.0 932 51 50 48 11 14 09
Qceania and South Africa 226 254 285 14 14 1.5 23 23 23
Developing market economies 1,046.2 1,157.8 1,300.6 64.5 654 66.6 22 21 24
Latin American republics 1556 1783 2049 96 101 10.5 28 28 28
Africa — . 193.5 2141 2393 119 121 123 22 21 23
Far East ‘ ‘ 6329 7152 800 5 40.3 404 41.0 21 18 23
West Asia . . 40 4 459 512 25 26 26 24 27 23
Others ... .. ... .. a8 42 47 02 02 02 21 21 21

Source: See appendix.

8 Details and percentages do not necessarily add to totals, because of rounding.

b Territorial coverage is the same as in table 2-1,
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Table 2-3. Per Capita Gross Domestic Product by Major Regions,
1950, 1955 and 1960°

Amoant Average annnal compround
in rate of growih
Region 1948 dollars (percentage)

1959 1955 1960 1050-1060  1950-1955  1955.1940
All market economies? . 451 520 558 21 20 1.4
Developed market cconomics 1,080 1,277 1,410 2.7 34 20
North America 2,340 2,645 271 1.5 25 05
Western Europe 655 805 946 37 42 33
LELEC 672 872 1,068 47 5.3 41
EFTA 941 1,090 1,229 27 30 20
Other western LEurope 232 282 322 33 4.0 26
Tapan . 193 278 418 80 76 83
Oceania and South Africa 800 872 948 17 18 17
Developing market cconomics 105 119 130 22 25 18
Latin American republics 252 277 300 18 19 16
Africa 03 104 113 1.9 22 16
Far East 69 78 85 21 24 18
West Asia 164 189 214 27 30 24
Others 319 377 472 40 34 46

Sonree: Sce appendix. b Territorial coverage is the same as in

4 Details and percentages do not necessarily
add to totals, because of rounding.

the rate of growth of per capita output than in that
of total output in most of the regions, In the de-
veloped regions as a whole, the annual rate of
growth of per capita output declined from 3.4 per

table 2-1.

cent In the first half of the decade o 2.0 per cent
in the latter half, while the corresponding decline in
the develeping regions as a whaole was from 2.5 per
cent to 1.8 per cent.

Frequency distribution of gross domestic product, absolute and per capita, 1950-1960

The treads observed in the regional aggregates of
gross domestic product, population and per capita
output conceal the wide diversity in the experiences
of individual countries, The growth rates for indi-
vidual countries show a far greater variation than
do the growth rates for geographical regions. An
analysis of the pattern of this dispersion will add
to the understanding of the past trends. Such a
pattern can be conveniently sumumarized in the form

of frequency distributions of the growth rates of
individual countries as shown in tables 2-4, 2-5 and
2-6% as well as in charts 2-1, 2-2 and 2-3.

8 While all individual countries are enumerated separately
in the developed group, a munber of countries have had to
e combined into a single category called “others” in each
geographical region of the develeping group because of the
limgitations of data This fact must be kept in mind in com-
paring frequency distributions by country

Table 2-4. Frequency Distribution of Countries by Rates of Growth
of Gross Domestic Produet between 1950 and 1960

Developed countrics

Developing conntries

Averege annnal compound Number Percentage Peroentape Number Pereentage Percentoge
rate of growih distribution share in distribution share in
(pereentage} of wmber 1060 gross of nusiber 1960 gross
of countrics damnesiic of conntries domestic
produck produgt
I. Less than 235 2 8 02 7 16 137
II. 25 10 34 7 28 66.4 3 7 80
L 35 to 44 4 16 129 10 22 332
IV, 45 to 54 6 24 39 11 24 4.3
V. 55t 64 . . . 4 16 5.1 7 16 211
VI. 65 and above 2 8 115 7 16 97
TorAr 25 100 1000 45 100 1060

Sonree; See appendix.

t Details and percentages do not necessarily add to totals, because of rounding.
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Table 2-5. Frequency Distribution of Countries by Rates of Growth
of Population between 1950 and 1960*

Developed countrics

Devcloping countries

Awverage annnal compannd

gl Werber [ Poese Nawber sl e
o‘}fc';'r::ﬁrf:: population a():fr.g:: ::,t rf:.r population
1. Less than 05 . 3 12 96 e — —
I 05,0 09 . .. .. 8 32 319 — — —
I11, 100 14... ... 7 28 194 2 4 02
IV. 15t 19.. ... ... 1 4 277 6 13 412
V. 20 to 24 4 14 14 15 33 44 4
VI 25 t0 29 .. 2 8 7.0 7 16 43
VIL 30 to 34 .. .. — — — 12 27 92
VIII. 3.5 and above . — — — 3 7 08
Torar 25 100 10080 43 100 1000

Source: See appendix.

a Details and percentages do not necessarily add to totals, because of rounding.

Chart 2-1. Frequency Distribution of Countries by
Rates of Growth of Gross Domestic Product
between 1950 and 1960°

(Gross domestic product shares)
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Source: Table 2-4,
& For definitions of ranges 1I-V1, see table 2-4.

Chart 2-2. Frequency Distribution of Countries by
Rates of Growth of Population between 1950
and 19600

{Population shares)
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Source: Table 2-5.
4 For definitions of ranges I-VIII, sce table 2.5,

Table 2-6. Frequency Distribution of Countries by Rates of Growth of Per Capita Grosa Domestic Product
between 1950 and 1960°

Developed countricy

Developing countries

Awerage annual compound Nuwmber Percentage Percenfage 1960 level Number Percentage Per- 1060 {evel
rate of growdh (pereentage) share in share in of per capita  (percenioge) share in cendage  of per capita
(pereentage) 1960 gross 1960 grose dontestie 1960 gross  share in pgrots domesise
domestic  papulation product damestic 1960 product
product {dollars) product popula. {dollarsy
tion
I, Tess than 0 e — — —_ 6 ( 13) 102 43 310
II. 0 to 09 . —_ — — — 4( 9N 70 89 102
III. 10t 19 5 {20) 60.8 324 2,645 13 (29 20.0 24.6 106
IV. 200 29 ... ... 8 ( 32) 12.5 147 1,193 10 ( 22) 395 47.2 109
V. 30 to 39, 6 (24) 28 159 875 3N 152 81 246
VI 40 to 49, . 1( 4) 09 46 278 6 (13) 6.5 6.0 143
VIL 50 and above 5 ( 20) 160 323 695 I(N 16 10 209
Torar 25 (100) 100.0 1000 1,410 45 (100) 100.0 1000 130

Source: See appendix.

& Details and percentages do not necessarily add to totals,
because of rounding.
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Chart 2-3. Frequency Distribution of Countries by
Rates of Growth of Per Capita Gross Domestic
Product between 1950 and 1960°
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Source: Table 2-6.
& For definitions of ranges 1-VII, see table 2-6.

It was indicated earlier that during the nineteen
fifties the average rate of growth of the gross do-
mestic product of the developing countries as a group
was somewhat higher than that of the developed
countries as a group. However, it is evident from
table 2-4 and chart 2-1 that the average rate of
growth of the developing countries as a group is not
typical of the growth rates of individual countries
in that group. In fact, the proportion of countries
growing at extremely low rates was much higher
among the developing countries than among the de-
veloped countries, The frequency distribution of the
growth rates among the developing countries is char-
acterized by a large proportion of the countries
growing at either relatively low or relatively high

rates. On the other hand, the corresponding distribu-
tion among the developed countries is unimodal,

The frequency distribution of population growth
rates exhibits a pattern in many respects opposite
to that of gross domestic product (see table 2-5 and
chart 2-2). The distribution for the developing
countries is more concentrated around the group
average than is the distribution for the developed
countries. About 86 per cent of the population in the
developing countries grew at rates between 1.5 and
2.5 per cent per year during the decade. The popu-
lation growing at rates lower than 1.5 per cent was
of a negligible proportion in the total, while about
14 per cent of the population grew at rates higher
than 2.5 per cent. By contrast, a relatively large
proportion of the population in the developed coun-~
tries has shown extremely low rates of growth; about
42 per cent of the total population in this group grew
at rates lower than 1.0 per cent per year. However,
at the same time, about 39 per cent of the population
in the developed countries expanded at rates exceed-
ing 1.5 per cent.

These divergent patterns in the rates of growth
of output and population as between the developed
and the developing groups tended to accentuate the
differences in the rates of growth of per capita
output in the two groups of countries. In a sub-
stantial number of developing countries, the popula-
tion pressure was such that the progress made in the
volume of output was barely enough to improve
the living standard. As shown in table 2-6, for 13 per
cent of the population of the developing countries,
per capita output either declined or rose at annual
rates of less than one per cent. Only 7 per cent of
the total population of these countries enjoyed rapid
growth of per capita output—ithat is, at annual rates
amounting to over 4 per cent. The frequency dis-
tribution of the rates of growth of per capita output
in the developing countries shows a tendency towards
clustering around the group average whether it is
examined in terms of population “shares” or gross
domestic product “shares”. On the other hand, the
corresponding distribution for the developed coun-
tries exhibits no such tendency For nearly 37 per
cent of the population in the developed areas, per
capita output grew at rates exceeding 4 per cent per
year, but at the same time nearly one-third of their
population was concentrated on the relatively low
range in growth rates—that is, between one and
2 per cent. None of the developed countries, however,
recorded rates of growth of per capita output of
less than one per cent. Thus, in this case the dis-
tribution shows two distinct peaks at both ends, as
shown in chart 2-3. The meaning of this distribution
becomes clear by a comparison of the rate of growth
of per capita output with its level In the developed
group, there has been a clearly negative correlation
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between these two variables (see chart 2-3 (¢)). In
other words, among the developed countries, those
with relatively high level of per capita output ex-
perienced relatively low rates of growth of per capita
output during the period under review. This nega-
tive association between the levels and the rates of
change in per capita output has resulted in some
narrowing of the per capita output gaps among the
developed countries over the decade. Dy contrast,
there was no such association among the develop-
ing countries. Thus, the existing differences in per
capita output among the developing countries tended
to be accentuated, and the gap in the per capita
output between the developed and the developing
regions tended to be widened.

The developments during 1950-1960 have in no
way lessened the highly unequal distribution of per
capita output among nations. This inequality is
clearly indicated in table 2-7 as well as in chart 2-4
which shows the frequency distribution of the market
economies by per capita output in 1960. It may he
noted that the per capita cutput was less than $100
for 46 per cent of the total population of the market
economies even as late as 1960; nearly half of the
population thus contributed only 7 per cent of the
gross domestic product of all market economies.
On the other hand, at the top end of the distribution,
almost one-haif of the total gross domestic product
was produced by only 10 per cent of the population;
in other words, the average level of per capita output
of this group was more than thirty times as high
as that of the group at the lowest end. Also, as can
be observed from chart 2-4, the frequency distribu-
tion has a number of peaks over the whole range.
The United States and Canada are the two countries
with the highest per capita output (over $2.000)
belonging to the top range VIIL The next highest
peak occurs at range VI ($1,000-$1,499) ; a large

proportion of the population of the developed market
economies of western Furope falls in this range.
Below this, there is another significant concentration
i range IV ($300-$499)}, but here Japan alone

Chart 2.4. Freguency Distribution of Countries by
Per Capita Gross Domestic Product in 1960*
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Table 2.7, Frequency Distribution of Countries by Per Capita
Gross Domestic Product in 1960

Per capita gross Number of

Gross domestic
product

Percentage distribution

Population

domesiie product A A Grogs ;
(dali‘u‘r.r) countries u;f:;f?:'i)of Gnillions) ‘i"égﬁi"f Population
T Less than 100 12 717 9629 66 462
11 100 to 199. 14 40.5 2385 37 122
111, 200 to 299 i1 358 146.0 33 7.5
IV. 300 to 499 9 735 177.7 6.8 o1
V. 500 to 099 . 8 582 831 5.3 43
VI 1,000 to 1,499 9 230.0 1866 21.1 92
VIL 1,500 to 1,999 5 404 258 k¥ 1.3
VIIL 2,000 and abave 2 539.8 1987 495 10.2
Torar 70 1,089.9 1,953.2 1000 100.0

Sonrce: See appendix.

o Details and percentages do not necessarily add to totals, because of rounding.
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accounts for a little more than half of the population
as well as of gross domestic product. There is heavy
concentration of population on the lowest scale of
the distribution. The developing countries fall mainly
in the ranges between I and IV; the most notable
exception, however, is Venezuela whose per capita
output is above $1,000, largely as a result of the

impetus received by petroleum production. Nearly
three-quarters of the population in the developing
areas is, in fact, in range I—that is, with per capita
output of less than $100. Indeed, as high a proportion
as 94 per cent of the population in the developing
areas has a per capita output amounting to less
than $300.

Targets of economic growth in the nineteen sixties

It need hardly be stressed that the preceding dis-
cussion of recent trends in gross domestic product
raises important questions for the future growth of
the world economy. Fconomic growth has now be-
come a central objective everywhere in the world.
In the developed market economies, which not too
long ago were preoccupied with the problems of eco-
nomic stability, increasingly greater attention is being
devoted to achieving steady economic growth. The
Organisation for Fconomic Co-operation and Devel-
opment (OECD), for example, aims at achieving a
50 per cent increase in the gross domestic product
of its member countries during the nineteen sixties,
or, on the average, at an annual rate of 4.2 per cent.
In the large number of developing countries in Africa,
Asia and Latin America, rapid economic development
is, of course, the most crucial issue of contemporary
times. It is indeed in recognition of the importance
of this issue that the United Nations General As-
sembly, through its resolution 1710 {XVI), has
designated the nineieen sixties as the United Nations
Developmeni Decade. A specific objective of the
Assembly resolution is “to atlain in each under-
developed country a substantial increase in the rate
of growth, with each country setting its own target,
taking as the objective a minimum annual rate of
growth of aggregate national income of 5 per cent
at the end of the Decade”, The present section of
this chapter examines some of the implications of the
Development Decade target for the developing coun-
tries vis-d-vis the QECD target for the developed
market economies in the light of past trends.

Table 2-8 shows a number of hypothetical calcu-
[ations relating to the absolute and per capita gross
domestic product in 1970 of the developed and the
developing market cconomies. Some of the caleula-
tions represent simply extrapolations of past {rends,
while others are derived on the basis of a number
of different projection targets, These hypothetical
calculations are not forecasts of what will neces-
sarily happen, but only magnitudes that result from
certain assumptions. These assumptions, however,
derive their plausibility from decisions of Govern-
ments, and therefore an exercise which seeks to trace
their quantitative implications may prove to be of

some assistance to policy makers. It is in this sense
that the calculations presented here, though only of
an illustrative nature, may serve as a basis for con-
sidering the changes in international and national
policies relating to trade and aid that are required
for fulfilling the objectives of the Development
Decade.?

It may be noted at the outset that for calculating
the hypothetical levels of per capitz gross domestic
product certain projections of population have been
taken as data.?® According to these projections, the
population of the developed market economies is
likely to increase from 653 million in 1960 to 725
million in 1970, or at an annual rate of 1.1 per cent.
This rate of increase is slightly lower than that
recorded in the nineteen fifties. By contrast, during
the same period, the population of the developing
countries is estimated to increase from 1,301 million
to 1,642 million, or at annual rate of 2.4 per cent.
Thus, compared with the nineteen fifties, the growth
of population in the developing countries is expected
to accelerate somewhat int the nineteen sixties.

The principal elements of the iilustrative exercise
can now be put together. The gross domestic product
of the developed market economies as a group in-
creased at an anmual trend rate of 37 per cent in
the nineteen fifties.?* If this rate of growth were
maintained for the group as a whole in the present
decade, the gross domestic product of the developed
market economies would amount o $1,323 billien
in 1970.12 Applying the population projections set

9 An analysis of the frade needs of the developing coun-
tries for their accelerated economic growth is presented in
chapter 3.

0 See foot-note b to tabie 2-8

11 This trend rate has been obtained from a growth curve
fitted to the time series of gross domestic product for 1950~
1960, It differs from the average annual compound 1ate for
the same period, as explained in foot-note 4. In view of the
variahility in annual changes in growth in the course of the
decade, the trend rate is undoubtedly a more reliable measure
for the average growth rate for the decade than is the aver-
age anmal compound rate which is affected by random and
cyclical influences in the terminal years It should be noted,
however, that for the developing countries the trend rate was
the same as the average annual compound rate,

123f the tread rates of growth of indiwidual countries
were maintained, the gross domestic product of the developed
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Table 2-8, Extrapolations of Past Trends and Hypothetical Projections of Gross Domestic Product,
Absolute and Per Capita, of Developed and Developing Market Economies in 1970

1970 (hypothetical)

Itew 1960 Extrapolated Estimaled according to alternative
Cactual) at the rate Frojection targeist
obseryed
during
1950-1960 (1) {2} {3} {4)
Level
Developed market economies:
Gross domwestic product (billions of dollars). . ... . 920 1,323 1,388
Per capita gross domestic product (dollars).. .. .. 1,410 1,825 1,914
Population (millions)® . 653 725
Developing marlcet economies
Gross domestic product {billions of dollars). 170 261 271 277 282 203
Per capita gross domestic product (dollars) 131 159 165 169 172 178
Population (millions)t 1,301 1,642
Annual rate of growih (percenfage)e
Developed market economies :
Gross domestic product 374 a7 42
Per capita gross domestic product 2.4¢ 26 33
Population o . 12 1.1
Developing market economies:
Gross domestic product . 44 4.4 48 50 52 56
Per capita gross domestic product 22 20 24 26 28 3.2
Population . 22 2.4
Dustribution of gross domestic product (percentage)®
Developed market economies 84.4 833 837 834 831 826
Developing market economies 156 165 163 166 169 174
Distribution of population {percentage)b.e
Developed market economies 334 J0 6
Developing market economies 66.6 69.4

Source: Bureau of General Economic Research and Poli-
cies of the United Nations Secretariat,

a Gross domestic product is assumed to increase during
1960-1070 at the annual compound rate of 4.2 per cent in
the developed market economies, For the developing market
cconomies, the alternative targets relating to gross domestic
product are:
{1) A gradual increase from 4.4 per cent per year in
1960 to a terminal rate of $0 per cent per year in
1970 in the group as a whole.

(2) An ingrease at the average annual compound rate of
5 per cent during 1960-1970 in the group as a whole.

(3} A pradual increase so as to reach a terminal rate of
5 per cent per year in 1970 in each country which
experienced an annual growth rate of less than § per
cent in the nineteen ffties, the rates of increase in
other countries remaining at the levels reached in the
nineieen fifties.

{4) An increase at the average annual compound rate of

§ per cent during 1960-1970 in each country which
experienced an annual growth rate of less than 3 per

out in the preceding paragraph, it can be seen that
the per capita output would increase from $1,410
in 1960 to $1,825 in 1970, or at an annual rate of
2.6 per cent. If, however, the OECD target of 4.2

market economies would amount to $1,360 billion in 1970,
representing an annual rate of growth of 4 per cent for the

groug,

cent in the nineteen fiftics, the rates of increase in
other countries remaining at the levels reached in
the nineteen fifties.

b Population is assumed to increase from 653 million in
1960 to 725 million in 1970, or at annual rate of 1.1 per cent,
in the developed market economies and, during the same
period, from 1,301 to 1,642 million, or at annual rate of
24 per cent, in the developing market economies. These
nrojections of population have been prepared by the Popu-
jation Bianch of the Burean of Social Affairs of the United
Nations Secretariat and the secretariat of the United Nations
Economic Commission for Latin America.

¢Tata in first column refer to actual rates of growth
during 1950-1960; in subsequent columns, they refer to
hypothetical rates of growth during 1960-1970 derived from
the assumptions specified in foot-notes a and b above,

dTrend rate obtained from growth curve fitted to time
series data for 1950-1960, This differs from average annual
compound rate shown in table 2-1 or 2-3, as explained in
foot-note 4 in this chapter,

o AH market economies equal 100,

per cent annual increase were employed as the basis
for calculations, the gross domestic product of this
group of couniries would amount to $1,388 biilion
in 1970, and per capita income would increase to
$1,914, or at an annual rate of 3.1 per cent.

As for the developing countries, if their rate of
growth as a group in the nineteen fifties were main-
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tained—that is, 44 per cent per year—their gross
domestic product would increase to $261 billion in
1970, or by $91 billion over the 1960 level. By re-
lating the population projections mentioned ahove
to this result, it may be seen that the per
capita gross domestic product would increase to
$159 in 1970, or on the average at the rate of 2 per
cent per year,

There is no doubt, however, that a continuation
of past trends in the developing countries is not
something that can be looked upon with favour
anywhere, Indeed, in view of the accelerating trend
in population, the maintenance of the growth rates
of total output would in fact involve a smaller growth
rate in per capita output than that which prevailed
it the nineteen fifties. Debates in the United Nations
have time and again emphasized the urgency of
accelerating the economic growth of these countries,
It is in this context that the (General Assembly has
established, as noted earlier, the Development Decade
target of a minimum annual rate of growth of 5 per
cent to be achieved in these countries. What mag-
nitude of gross domestic product this target would
yield at the end of the decade naturally depends upon
whether, for example, the target is applied fo the
developing countries as a group or as individual
entities, and, again, whether in each of these two
cases the annual rate of growth is expected to in-
crease gradually so as to reach a terminal rate of
5 per cent at the end of the nineteen sixties or is
expected to average 5 per cent as an annual com-
pound rate for the decade as a whole. These are only
a few of the several possible combinations. The dis-
cussion that follows examines only these few alter-
natives since they appear to be particularly cogent.®

Thus, according to target (1) set out in table 2.8,
the gross domestic product of the developing coun-
tries as a group would increase gradually from 4.4
per cent per year in 1960 to a terminal rate of 5 per
cent per year in 1970. In that case, it would amount
to $271 billion in 1970, or $10 billion more than
what it would be if the trend rate of 1950-1960
were to prevail. It also follows from this calculation
that, over the period 1960-1970 as a whole, the
average annual compound rate of growth would be
4.8 per cent per year. Per capita output would in-
crease to $165 in 1970, or by 2.4 per cent per year. If,
however, the gross domestic product of the devel-
oping countries as a group were to grow at the
average annual compound rate of 5 per cent in the
nineteen sixties—iarget (2)—it would total $277
hillion in 1970; correspondingly, per capita outpuf
would reach $169, implying an annual rate of increase
of 26 per cent,

18 The implications of these alternatives for the trade
needs of the developing countries are examined in chapter 2

Targets (1) and (2), clearly, provide only a
hypothetical portrait of the gross domestic product
of the developing countries as a single group. Targets
(3) and (4), on the other hand, represent two
variants of the assumption that a minimum annual
rate of growth of 5 per cent would be attained by
1970 in each developing country. According to
target (3), the gress domestic product of each devel-
oping country which experienced an annual growth
rate of less than 5 per cent in the nineteen fifties
would increase gredually so as to reach a terminal
rate of increase of 5 per cent in 1970, the rates of
increase in other developing countries remaining at
the levels reached in the nineteen fifties. In that case,
the gross domestic product of these countries as a
group would total $282 billion in 1970, representing
an average annual compound rate of growth of 5.2
per cent per year over the decade as 2 whole; and
per capita output would increase to $172, or by 2.8
per cent per year. According to target (4), however,
the gross domestic product of each developing coun-
try which experienced an annual growth rate of less
than § per cent in the nineteen fifties would increase
at the average anmial compound rate of 5 per cent
per year in the nineteen sixties, the rates of increase
in other developing countries remaining at the levels
reached in the nineteen fifties. Under this set of as-
sumptions, the gross domestic product of the devel-
oping countries as a group would amount to $293
billion in 1970. The average annual compound rate
of increase for the group during the decade as a
whole would be 5.6 per cent. Under this target, the
per capita output of the developing countries would
increase to $178 in 1970, or on the average by
3.2 per cent per year, a rate just in excess of that
which is implicit in the target for the developed
countries. This is a significant rate of acceleration
which would undoubtedly present a considerable
challenge for both national and international policy.™

Tt follows as a corollary that if gross domestic
product does increase at a higher rate in the devel-
oping countries than in the developed market econo-
mies, the share of the former group in the total
would rise. Such a trend was already evident in the
nineteen fifties; the developing countries accounted
for 15.6 per cent of the gross domestic product of
all market economiies in 1960 as against 15.1 per
cent in 1950. According to the postulates set out
in table 2-8, the share of the developing countries
in the total would range from-—depending upon which
one of the postulates is employed—16.3 to 17.4 per

13 Provisional estimates suggest that extremely high in-
cremental rates of domestic saving would be needed to finance
the added investment required to achieve such a rate of
acceleration of output This is over and above the additional
foreign capital that would be necessary to finance the esti-
mated trade gap as discussed in chapter 3
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cent in 1970. Clearly, whichever target is selected,
the improvement in the share over the nineteen
sixties would be small, This small improvement,
moreover, must be seen against the growth of popu-
lation, As noted earlier, during the nineteen sixties,
the population of the developing countries is expected
to increase at a rate more than twice as large as
the corresponding rate for the developed market
economties. UUnder this set of assumptions, the share
of the developing countries in the total population
of all market economies would amount to 694 per
cent in 1970 as against 66.6 per cent in 1960. Thus,
more than two-thirds of the population of market

economies would be accounting for just about 17 per
cent of their gross domestic product.

There is no question, however, that the task of
bringing about even the modest improvement that is
implicit in the Development Decade target is far
from easy. The task requires vigorous and sustained
efforts on a wide front by the developing countries,
And these efforts need to be matched by appropriate
international measures relating to trade and aid, as
is discussed at some length in the following chapters.
Indeed, only in the favourable environment of the
right combination of national and infernational poli-
cies will it be possible to accelerate the pace of eco-
nomic activity in the developing countries.

Appendix

‘This note describes the basic sources of data and the
methiods of caleulating the estimates shown in tables 2-1
to 2-7. The methods empioyed for caleulating the hypotheti-
cal projections shown in table 2-8 are explained in the foot-
notes to that table.

Estimates of gross domestic product. Estimates of gross
domestic product are based on the data given in United
Nations, Yearbook of Nuotional Accounts Statistics and in
national sources. In general, the estimates refer to gross
domestic product at market prices. Estimates in carrent
prices have been converted into constant (1960) prices by
applying appropriate “deflators” to components of gross do-
mestic product by expenditure or by industrial origin;
where officipl “deflators” are not available, price indices, such
as cost of living indices, wholesale price indices and export
and import price indices, have been used for abtaining
constant price estimates. The constant price estimates of
gross domestic product in national currencies have heen
converted into dollars by means of the exchange rates pre-
vailing in 1960. In making use of these estimates, the limita-
tions of exchange rates as measures for comparing pur-
chasing powers of national currencies should he lept in

mind It should also be noted that, because of the limitations
of data, certain rough estimates have had to be made for a
number of developing countries. In each geographical region,
such countries have been combined into a single category
called “others”,

Estimates of population. The population estimates have
been provided by the Population Branch of the Bureau of
Social Affairs of the United Nations Secretariat They in-
corporate recent revisions as well as adjustments for terri-
torial coverage. It should be noted, however, that these csti-
mates are provisional and subject to further revisions.

Rates of growth, Unless otherwise specified, the rates of
growth refer to average annual compound rates of growth
between terminal years, defined by the expression:

00| =1 / X,
/

voX,

where X, and X refer to the variable whose growth is
being measured in the initial and final years, respectively,
of the period under consideration, and s-1 refers to the
duration of that period.

—1




Chapter 3

TRADE NEEDS OF DEVELOPING COUNTRIES FOR THEIR
ACCELERATED ECONOMIC GROWTH

The problem and its setting

Economic advance of the developing nations of
Africa, Asia and Latin America is undoubtedly a
crucial problem of contemporary times. Virtually
everywhere in these continents, Governments have
assigned top priority to the task of achieving sus-
tained economic growth and improvements in the
standard of living. The large number of plans or
programimes of economic development that have been
or are being formulated are indicative of this deter-
mination. FEqually significant in this connexion is
the recognition that the problem of economic devel-
opment transcends national boundary limits, as is
evidenced by the numerous resolutions adopted in
the United Nations on international measures for
economic development.

Thanks to these national and international efforts,
the developing countries have already made a num-
ber of significant gains. The combined gross domestic
product of these countries increased in constant
prices at the average annual compound rate of
44 per cent during the nineteen fifties.? This is by
no means a small achievement. In fact, in many
countries, the rates of economic growth recorded in
the nineteen fifties marked a sharp break from the
stagnation of the past. Moreover, an important be-
ginning has been made towards diversification of the
economies of the developing countries,

There is, however, a disturbing undercurrent run-
ning through recent economic trends. While in the
nineteen fifties as a whole the developing countries
did achieve an annual rate of growth of 44 per cent,
the rate has tended to decelerate with the passage
of time, Preliminary estimates indicate that the rate
in the early part of the nineteen sixties was not
significantly above 4 per cent. Furthermore, given
the rapid growth of population, the annual increase
in per capita gross domestic product amounted to
only 1.8 per cent in the second half of the nineteen
fifties, and to an even lower figure in the early part
of the nineteen sixties.

1 Sge chapter 2.
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It is in this context, as indicated earlier, that the
United Nations General Assembly, through its reso-
lution 1710 (XVTI), designated the nineteen sixties
as the United Nations Development Decade, and
called for achieving a minimum annual rate of eco-
nomic growth of 5 per cent in the developing coun-
tries. Even though this is a modest target, its
achievement is by no means easy. It requires dynamic
policies by the developing countries as well as by the
world community, which has for the first time in
history established a global perspective.

For achieving an acceleration in the pace of eco-
nomic activity in the developing countries, such as
the acceleration implicit in the Development Decade
target, the balance of payments is unquestionably a
crucial limiting factor. As indicated in somewhat
greater detail in chapter 1, the demand for goods
exported by the developing countries has, for a
variety of reasons, been increasing only sluggishly,
while the prices of these goods have tended to sag.
On the other hand, heavily dependent as these coun-
tries are on imported supplies of machinery and
other capital goods which are strategic for lifting
the levels of capital formation for economic growth,
their own demand for imported goods has been
sharply on the increase. In recent years, in fact, the
increased import demand has included not only capi-
tal goods, but food-stuffs and raw materials as well.
At the same time, the prices of a wide range of
goods imported by these countries have been edging
up. As a result of all these factors, the trade balance
of the developing countries has tended to worsen
steadily. Their balance on services account, too, has
been chropically in deficit, for these couniries are
also heavily dependent on the transport and related
services provided by concerns in the developed
countries.

Clearly, therefore, it will be possible to achieve a
higher rate of economic growth in the developing
countries only if their trade needs can be hlied
through modifications of commercial policies and
through an enlarged flow of capital-a flow which
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has been playing an extremely valuable part in pro-
moting economic activity in these countries in recent
years. It is important, therefore, that a quantitative
assessment be made of the future trade needs of
the developing couniries. Several of the developing
coutttries which bhave formulated comprehensive eco-
nomic plans are themselves scrutinizing and as-
sessing their trade requirements. Much work, how-
ever, still remains to be done on a country level in
this respect. To demonstrate the types of problems
encountered in this activity, the present chapter has
sought to malke a broad quantitative assessment of
the trade needs implicit in the Development Decade
target,

It may be recalled that a preliminary assessment
of this nature was presented in the preceding issue
of the World Economic Survey® The present chap-
ter provides a revised assessment on the basis of
somewhat more recent data, In preparing this re-
vision, opportunity has been taken to test alternative
assumptions with regard to the definition of the
Development Decade target and to calculate hypo-
thetical trade needs not only for the developing
countries as a group but also for the major geo-
graphical regions within the group.

2 See¢ United Nations, Horld Ecanomic Survey, 1962, L
The Developing Coundries i World Trade (Sales No.:
6311.C.1), chapter 1.

An exercise that seeks quantitative answers re-
lating to a period which is some distance away in
the future must by its very nature be highly tentative,
The present attempt is no exception. Indeed, the
hypothetical calculations which are shown in the
following sections need to be verified and revised
continually as more data are accumulated and as
methodological techniques are improved. This is
particularty true in the case of the developing coun-
tries where statistical information is often scanty,
but is increasing as greater experience is gathered,
With the establishment of the Economic Projections
and Programming Centre at United Nations Head-
guarters and the regional centres in the regional
economic conunissions, methodological as well as
empirical worl is now in progress, and the results
of this work will be made available in special studies
and monographs at periodic intervals. The caleula-
tiong presented here without elaborate technical and
statistical details are simply illustrative estimates
which may be of some assistance for discussions on
international policies relating to trade and aid. For
interested readers, however, a summary of the
methods employed for calculating these estimates
is provided in the technical appendix to this chapter.®

3 A detailed discussion of the methodology and statistical
techniques employed is provided in United Nations, Studics
in Long-term Economic Projections for the World Econ-
oy Aggregalive Models (Sales No: 6411C2).

A hypothetical assessment of trade needs of the developing countries

Experience has shown that there is a close link
between the rate of economic growth and the avail-
ahle supply of investment goods. Thus, in order to
achieve the Development Decade target, the develop-
ing countries require a specific increase in the supply
of investimsent goods. Since the domestic capacity to
produce these goods is generally limited in the de-
veloping countries, a certain—usually substantial-—
amount of such goods has to be imported. At the
same time, the rising levels of income are bound
to induce an increase in the demand for consumer
goods, and a part of this increase, too, has frequently
to be supplied by imports. Altogether, therefore,
the acceleration of the pace of economic growth in
the developing countries is lilely to set into motion
a substantial increase in imports. In turn, imports
have to be financed, barring short-term withdrawals
from gold and foreign currency reserves, through
export receipts and inflows of capital from abroad.
Both exports and capital inflows are determined
largely, though by no means exclusively, by forces
beyond the control of the country concerned. This is
broadly the framework which is employed here for

calculating the trade needs of the developing coun-
tries at an aggregate level,

It is, of course, true that the precise links between
external variables and the rate of growth of gross
domestic product vary from country to country,
since national economic structures often differ sig-
nificantly. These links are also likely to change as
a country moves from one stage of development
to another. As economic development gathers mo-
mentum, domestic production becomes more and
more diversified and able to meet demand require-
ments. Once adequate statistical information becomes
available, it will be possible to estimate future re-
quiremenis on an individual country basis, or at
least on a far more disaggregative basis than Is at-
tempted here. However, notwithstanding these quali-
fications, it is believed that the framework outlined
in the preceding paragraph does provide a useful
tool for assessing the trade needs of the developing
countries even on an aggregative basis. To the extent
that this tool yields an indication of the task to be
accomplished by means of appropriate national and
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international policies for altering the past relation-
ships between economic variables so as to overcome
the problems likely to be associated with acceleration
in economic developmient, it has obviously an impor-

tant role to play.

An essential part of the exercise, then, is to esti-
mate the empirical relationships between gross do-
mestic product, investment and import requirements
of the developing countries, as well as to prepare
a quantitative sketch of the major forces affecting
the demand for their exports. Such relationships
have been worked out from the data for the ninecteen
fifties and are shown in the technical appendix.
These empirical relationships serve as the basis
for projecting the future trade needs of the devel-
oping couniries and for assessing the magnitude of
policy changes required to fill the trade needs.

The principal results of the exercise are set out
in table 3-1. The combined gross domestic product

of the developing countries amounted to about $170
billion in 1960. As indicated in the preceding chapter,
the Development Decade target calls for achieving
“in each under-developed country a substantial in-
crease in the rate of growth, with each couniry
setting its own target, taking as the objective a
minimum annual rate of growth of aggregate national
income of 5 per cent at the end of the Decade”.
What magnitude of gross domestic product this
target would yield at the end of the decade—that is,
in 1970—mnaturally depends upon whether, for ex-
ample, the target is applied to the developing coun-
tries as a group or as individual entities, and, again,
whether in each of these two cases the annual rate
of growth is expected to increase gradually so as
to reach a terminal rate of 5 per cent at the end of
the nineteen sixties or is expected to average 5 per
cent as an annual compound rate for the decade as
a whole.* For the purposes of this exercise, it is as-

4 See chapter 2.

Table 3-1. Developing Countries: Hypothetical Projections of Balance of Payments with the Rest of the
World Emerging from an Accelerated Rate of Gross Domestic Product

(Billions of dollars in 1960 prices and exchange rates)

1660 19702
Ttem (ab.u}r‘.')cd) (’Wﬁ”f}}"ﬁmf) Rewmorks on derivation of fipures in columu 11%
1. Gross domestic product. 170 277 Assumed to increase at the average annual compound rate
of 5 per cent for the period 1960-1970 as a whole
2. Commodity imports from the rest of the
world . 225 42 Hypothetical level of imports unadjusted for structural
Of which: ﬁlﬁanges and policy measures; calculated on the basis of
relationships prevailing in the period 1950-1960 between
a. Primary : 49 9 imports and gross domestic product of the developing
b. Manufactures and base metals 17.1 33 countries
3. Commodity exports to the rest of the
world . o o 21.0 31
a To deve[oped countiries 197 28 Caleulated on the basis of relationships prevailing in the
Of which: period‘ 1950-1960 between quurts from the developing
countries and the gross domestic product of the developed
Primary 171 24 market economies; the pgross domestic product of the
Mannfactures and base meta%s 28 4 developed market cconomies assumed to increase at the
same rate as in the period 1950-1960 (3.7 per ceat per vear)
b To centrally planned economies . 1.3 3 Caicuiated by using the target for the trade turnover of the
centrally planned economies
4, Payments for investment income and
otlier sesvices (net) o 33 9 Assumed to be related to comumoedity exports and imports
5. Initial gap on cutrent account (rows 2
and 4 minus row 3) .. L 49¢ 20 Hypothetical deficit in balance of payments on current ac-
Of which: count based on historical (31950-1960) relationships be-
R tween trade components and gross domestic product and
Latin American RN 07 5 unadjusted for national and interpational policies
Africa . o ‘ 20 6
Yar East : . . 24 6
West Asiz and other . ... . e} 2 3

8 Figures are rounded to nearest integer.

b For further defails, see technical appendix.

¢The figure is derived from national income accounts of
the constituent countries, and may differ from the one shown
in the balance of payments accounts
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sumed that the gross domestic product of the devel-
oping countries as a group would increase at the
average annual compound rate of 5 per cent during
the nineteen sixties as a whole. Such an average for
the decade implies that the annual rate of growth of
the developing countries would be raised to a ter-
minal rate of 5.5 per cent in 1970. Under this as-
sumption, the gross domestic produet of the devel-
oping countries in prices of 1960 would amount to
$277 billion in 19705

It may be pointed out that the choice of this par-
ticular assumption regarding the Development Decade
target does not imply that it has any distinct ad-
vantage or that itis more likely o be near the actual
outcome. Indeed, none of the figures cited in this
chapter can be conceived as a forecast. As emphasized
already, all calculations shown here are purely
hypothetical. In order to facilitate the discussion,
however, it 1s useful to calculate and assess the
relevant magnitudes on the basis of one particular
assumption with regard to the target and then com-
pare the results with those that emerge from other
similar assumptions. Such a comparison is provided
in the folowing section,

In order to increase the gross domestic product
of the developing countries to $277 billion in 1970,
the empirical relationships show that gross fixed
investment would have to increase even faster than
gross domestic product. The higher level of invest-
ment would require larger imports of machinery and
equipment. In many instances, there might also be
a need for enlarged imports of raw materials. And
as incomes increase in the wake of acceleration in
economic activity, there is likely o be an increased
need for imported food-stuffs and manuiactured con-
sumer goods. Assuming that the average relation-
ships of the gross domestic product and of the gross
fixed investment of the developing countries with
the relevant components of their imports prevailing
in the nineteen fifties would also hold in the nineteen
sixties,® imports of primary commadities would in-
crease from $4.9 billion in 1960 to sbout $9 billion
in 1970, and during the same period imports of
manufactures and base metals would expand from
$17.1 billion to approximately $33 billion. The pro-
iections of past trends of imports of primary com-
modities are, of course, influeniced by the large sup-
plies of agricultural products made available to the
developing countries under Public Law 480 of the
United States as part of aid programmes. If such
supplies contract in the future, imports of primary
commodities into the developing countries may turn
out to be smaller. However, assuming for the mo-
ment that the past relationships would hold, total

5 All figures cited in this chapter are derived from data
in the prices and exchange rates prevailing in 1960

¢ See technical appendix.

imports of the developing countries would rise from
$22.5 billion in 1960 to around $42 billion in 1970,
It follows as a corollary that the ratio of imports
to gross domestic product would jncrease during
this period from 13 to 15 per cent.

By far the largest part of the exports of the
developing countries to the rest of the world goes
to the developed market economies. The prospects
for their exports, therefore, are closely related with
the level of economic activity in the latter country
group. In this exercise, in fact, it is assumed that
the level of gross domestic product of the developed
market economies is the sole determinant of their
imports from the developing countries. If the average
relationships between the gross domestic product
of the developed market economies and the relevant
components of their imports from the developing
countries observed in the nineteen ffties were to
continue to prevail,” and if the gross domestic
product of the developed market economies were
to continue to increase at the same rate as in the
nineteen fifties—that is, 3.7 per cent per year® the
developing countries would be able to Increase their
exports to the former country group from $197
billion in 1960 to about $28 biliton in 1970

Although exports from the developing countries to
the centrally planned economies are comparatively
small, they have been increasing quite rapidly in
recent years ' The future prospects of such exports
would, of course, depend upon the targets of eco-
nomric growth established or to be established by
the centrally pianned economies. Since information
on such targets for 1970 is not available, it is as-
sumed that the ratio of exports from the developing
countries to the centrally planned economies to the
total trade turnover of the centrally planned econo-
mies would remain the same as in 1960. Under this
assumption and on the basis of the trade turnover
targets shown in another document, it appears that
the exports from the developing countries to the
centrally planned economies would aggregate about
%3 billion in 1970 as against $1.3 billion in 1960.3¢

Altogether, then, these postulates imply that, in
the absence of structural economic changes and new
policy measures, the total exports of the developing
countries to the rest of the world—that is, to coun-
tries other than those that are members of their
own group—would increase from $21 billion in 1960
to $31 billion in 1970. Furthermore, since these
postulates suggest a much smaller increase in exports

7 Ibid.

8 See chapter 2,

% Sce chapter 1.

10 United Nations, “Past Trade Flows and Future Pros-
pects for Trade hetween the Centrally Planned Economies

and Developing Countries” (mimeographed document E/
CONTY . 46/35).
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than in imports, it follows implicitly that the deficit
in merchandise trade balance would rise from $1.5
billion in 1960 to approximately $11 billion in 1970.

The merchandise trade balance is, however, only
one component of the balance of payments on current
account. As noted earlier, the balance of service
transactions of the developing countries tends to be
traditionaily in deficit, for it is yet another aspect
of under-development that these countries have to
depend heavily on the merchant fleet and insurance
comparies of the economically advanced countries to
meet the transport and insurance requirements of
their foreign trade and malke payments at the same
time for the servicing of their external debts. Hypo-
thetical estimation of the deficit on services” account
is, therefore, also an essential part of the exercise.

For the purposes of this exercise, service fransac-
tions are divided into three groups—namely, (a) net
payments for investment income, (b) gross receipts
for service items cther than investment income and
(c) gross payments for service items other than
investment income. Ttems in groups {(a) and (b) are
assumed to increase proportionately with the exports
from the developing countries to the rest of the world,
while items in group (¢) are related to the projec-
tions for imports® These assumptions imply that
the developing countries would have to make net
payments for all services totalling $9 billion in 1970
as against $3.3 Dbillion in 1960.

Thus, as can be seen from table 3-1, the deficit
in the balance of payments on current account of
the developing countries on the basis of the assump-
tions made would increase from about $5 billion in
1960 to around $20 billion in 1970. It is implicit in
these calculations that, were the relationships of the
relevant economic variables in the past decade to

i1 Sep technical appendix.

remain unchanged and were no new domestic and
international policies adopted, every dollar’s worth
of additional gross domestic product would add to
the deficit in the balance of payments on current
account an amoeunt approximately equal to 15 cents.

In this exercise, an attempt has also been made
to calculate the hypothetical deficit for major devel-
oping regions. The hypothetical level of imports
of goods and services of each developing region has
been calcufated by relating the import date with the
region’s gross domestic product, The hypothetical
level of exports of goods and services, on the other
hand, has been calculated for the developing countries
as a group in the manner explained earlier, and then
distributed among regions by major commodity
classes according to the respective shares of the re-
gions in the total during the period 1953-1960.%* On
the basis of these postulates, the deficits in Africa
and in the Far Fast would each reach $6 billion in
1970, as against $2 billion and $2.4 billion, respec-
tively, in 1960 {sece table 3-1). Similarly, the deficit
in Latin America would total $5 billion 1 1970,
compared with $0.7 billion in 1960.3% In West Asia,*
which includes a number of countries with a pro-
nounced tendency to enlarge their imports with every
increase in their gross domestic product, hypothetical
caleulations suggest that the small surplus in 1960
would give place to a deficit of $3 billion in 1970.
Implicit in this last calculation is also the assumption
that the petroleum exports of the West Asian coun-
tries would not increase as fast in the present decade
as in the nineteen fifties.

12 For fuels, however, a rough adjustment has been made
to aliow for the possibility of an increased share of petro-
leurn exports from Africa. See technical appendix.

18 The year 1960 was, however, a relatively favourable one
for Latin America. The deficit was much larger in some of
the preceding years, especially 1957 and 1958,

14 And the developing countries not elsewhere specified.

Major policy implications

The preceding discussion has brought out that a
continuation of the past trends would result in a
gap on current account of the developing countries
to the tune of $20 billion in 1970. However, in assess-
ing the magnitude of the gap—or, what may be
called the trade needs of the developing countries in
1970—-it must immediately be noted that no account
has thus far been taken of the net flow of long-
term public and private funds from abroad. Just as
the computations leading to the figure of the gap
on cusrent account have heen based on the assump-
tion that the relevant past trends would continue,
it might well be examined as a first step what mag-
nitude of foreign capital the developing countries

would receive in 1970 if the flows of public and
private funds were to follow the same trends as they
did in the nineteen fifties. Calculations on this basis
suggest a figure of $9 billion for 1970 (see table 3-2).
Although this amount is significantly larger in ab-
sofute terms than the actual inflow received by the
developing countries in 1960, in relation to the
prospective size of the world economy in 1970 it
is no larger than what it was in relation to the size
of the world economy in 1960. Thus, if the com-
ponents of both the current and capital account were
to increase according to the trends in the nineteen
fifties, the gap in the balance of payments encoun-
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Table 3-2. Developing Countries: IHlustrative Ad-
justments for Financing the Hypothetical Deficit
in the Balance of Payments with the Rest of the
World Emerging from an Accelerated Rate of
Growth of Gross Domestic Product

(Billions of dollars in 1960 prices and exchange rates)

1979
ftem Chypotheticald

1. Initial gap on current account emerging from
acceleration of gross domestic product as
shown in row 5 of table 3-1 . e 20

2. Net inflow of long-term capital_artd official
donations calculated on the basis of trends

in the period 1930-1960 o 9
3. Hypothetical gap on current and capital
account . . L . 11

4. Hiustrative adjustments to close the gap

a. Increase in exports resulting from ac-
celeration of rate of economic growth in
developed market economies implicit in
OECD target .. 2

5. Required contribution of other policy
changes: export drive; increased import
substitution; measures to improve net
balance of service transactions; and
achievement of General Assembly target
for flow of capital e 9

tered by the developing countries would be of the
order of $11 billion.

There is no reason, however, why, in a dynamic
world where economic change is talcing place con-
stantly, everything should follow the dictates of its
past. It is the essence of economic development that
economic structures should change, that economic
variables should realign their relationships and that
vigorous policies should be pursued to change the
old economic order. It is pertinent therefore to
sketch the contours of policies that could lead to a
balance in external accounts.

For example, the developing countries migl}t
achieve a better performance of exports than is
indicated by the hypothetical calculations summar-
ized in table 3-1. One of the assumptions underlying
those calculations is that the gross domestic product
of the developed market economies would continue
to expand at its trend rate of 3.7 per cent per
year. However, the Organisation for Econor.mc Co-
operation and Development (OECD) has stipulated
an increase of 50 per cent during the nineteen sixties
in the gross domestic product of its member coun-
tries, or at the average annuzl compound rate of
4.2 per cent. If the OECD target were achieved,
the exports of the developing countries to the de-
veloped market economies would be larger by about
$2 billion than is indicated in table 3-1.

Over and above the beneficial influence of ac-
celeration in economic activity in the developed

market economies, some positive results might also
be yielded by a concerted export drive on the part
of the developing countries, Too often in the past
these countries have accorded a lower priority to
exports, There are indications, however, that the
emphasis is beginning to shift. Of course, the ex-
port drive on the part of the developing countries
would succeed only in the environment of liberal
commercial policies in the economically advanced
countries. If adequate international measures are
adopted to remove obstacles in the markets of the
economically advanced countries on products—opri-
mary commodities as well as manufactured goods—
exported by the developing countries, the benefits
are likely to be substantially greater.?s

Furthermore, the developing countries might he
expected to devote even more attention to import
substitution than they have in the past, As indicated
earlier, these countries have been receiving signifi-
cantly large supplies of agricaltural products under
Public Law 480 of the United States. These sup-
plies might not be available in large quantities in
the future. On the other hand, with the help of im-
proved agricultural techniques and practices, the de-
veloping countries should be able to step up their
agricultural output, and thus conserve supplies of
foreign exchange. A similar process of domestic ex-
pansion might also emerge in other sectors. For
instance, it is well known that industrialization in
the developing countries has received great impetus
from import substitution.!® In recent years, many
consumer industries have been established and ex-
panded to meet the requirements formerly met by
imports. The less industrialized developing countries
might still find a great deal of scope in this area.
And the more industrialized developing countries
which have already expanded consumer industries
to a sufficient extent might find it profitable to de-
velop iatermediate and capital goods industries.
Also, efforts to promote trade among the develop-
ing countries through intra-regional specialization
could reduce the dependence on imports from the
rest of the world. If such policies are pursued, the
tevel of imports in 1970 need not be as large as the
calcalations based on the assumption of continua-
tion of past trends show.

If appropriate measures are formulated, the deficit
on services account, too, could turn out to be smaller
than the hypothetical calculation shown in row 4 of
table 3-1. As the tempo of economic activity in the
developing countries increases and as economic
structares become diversified, some of these countries
might be able to place a greater reliance on their
own shipping and insurance companies than they

15 See, for example, chapters § and 7.

18 See, for example, “Industrialization and economic de-
velopment” in United Nations, World Economic Survey,
1961 {Sales No.: 6211 CI).
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have in the past. And just as export promotion
might be pursued with greater vigour, determined
action might be taken by the developing countries
to attract tourists from abroad with a view to sup-
plementing their foreign exchange receipts. There
also appears to be a growing awareness that the
debt service burden of these countries needs to be
reduced. 1f loans are provided to the developing
countries on easier terms in the future, there should
be some easing of potential strain on their external
accounts.

There is yet another area of international policy
which might vyield substantial benefits for the de-
veloping countries. Through its resolution 1522
(XV), the General Assembly of the United
Nations has urged that the flow of economic as-
sistance and capital to the developing countries be
increased so as to amount to one per cent of the
combined national incomes of the developed coun-
tries. In the discussion thus far it has been assumed
that the net flow of funds to the developing coun-
tries would increase simply in accordance with its
past trends. It would actually be more appropriate
to assume that progress would be made towards
achieving the goal established by the Assembly, and
the past trend would accordingly be modified. A
good part of the success in this respect, of course,
depends upon the policies of the contributing coun-
tries. There is no painsaying, however, that the de-
veloping countries, too, need to formulate suitable
policies with a view to attracting public and private
capital. In such an euvironment, again, the net flow
of funds to the developing countries in 1970 could
e larger than the hypothetical calculation of $9 bil-
lion cited earlier.?” Such an increase in the interna-
tional flow of capital would contribute towards hlling
the trade gap not only directly as a supplement to
the foreign exchange earnings of the developing coun-
tries but also indirectly by providing international
assistance for the development of export-promoting
and import-saving industries.

These considerations suggest that if appropriate
national and international measures are adopted and
vigorously implemented, it should be possible to fii
the gap in the external accounts that would be gen-
erated by the acceleration in economic growth im-
plicit in the Development Decade targei. Indeed,
the process of economic development must in the fnal
analysis bring about important alterations in the past
relationships  between various economic variables
which formed the basis of hypothetical calculations
shown in table 3-1. Favourable alterations in such
relationships would obviously imply a smaller gap
on current account, while unfavourable relationships
might endanger not only the realization of growth

17 For a detailed discussion of problems and policies relat-
ing to external financing of cconomic development, sec
chapter 8.

targets but even the confinuation of past rates of
growth, For instance, the fact that these calculations
have been made in prices of 1960, which is tanta-
mount to assuming that the terms of trade will re-
main unchanged, imparts an important element of
uncertainty, This is especially so since the terms of
trade of the developing countries suffered a decline
in relation to 1960 in both 1961 and 1962, Although
there has been some improvement more recently, the
future course of the terms of trade remains uncer-
tain, Clearly, if the terms of trade of the developing
countries were to turn adverse by 1970, the gap on
current account at the end of the Development
Decade would be correspondingly larger.

It must also be reiterated that this exercise has
been carried out on the assumption that the gross
domestic product of the developing countries as a
group would increase at the average annual com-
pound rate of 5 per cent during the nineteen sixties
as a whole, If, for example, as discussed in chapter 2,
the assumption were that the annual rate of eco-
nomic growth of these countries as a group would
increase gradually to a terminal rate of 5 per cent
in 1970, the gross domestic product of the group in
1970 would be $271 billion rather than $277 hillion,
indicated in row 1 of table 3-1. In that case, the
initial gap on current account shown in row 5 of
table 3-1 would be smaller by $2 billion. On the
other hand, if the assmmnption were that the gross
domestic product of each developing country which
experienced an annual growth rate of less than § per
cent in the nineteen fifties would increase gradually
0 as to reach a terminal rate of 5 per cent per year
in 1970, while the rates of increase in other devel-
oping countries remained at the levels reached in
the nineteen fifties, provisional estimates suggest
that the initial gap on current account in 1970
would be larger by about $2 billion.'® Again, if it
were assumed that the gross domestic product of
each developing country which experienced an annual
growth rate of less than 5 per cent in the nineteen
fifties would increase at the average annual com-
pound rate of 5 per cent during the nineteen sixties
as a whole, while the rates of increase in other de-
veloping countries remained at the levels reached
in the nineteen fifties, the initial gap on current
account in 1970 might be larger by roughly $6 bil-
lion according to similar provisional estimates.®
These last two variants of the Development Decade
target imply not only a larger gap but also the need
for a marked constraint on consumption in the de-
veloping countries. Indeed, provisional computations
show that under these two variants of the target
the rates of increase in domestic saving would have

38 These estimates are highly approximate, since they are
derived by using the empirical relationships for the develop-
ing countrics as a group; they will be revised when the cor-
vesponding relationships have been worked out on a less
apgregaiive basis.
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to be extremely high Such additions to domestic
finance would be over and above the additional in-
flow of foreign funds that would be required to close
the larger gap in the balance of payments on cur-
rent account

In sum, the task before the world community is
to achieve a reconciliation of ends and means, The
alternative to dynamic policies would obvicusly be
the elimination of the trade gap through the ac-

ceptance of a slower rate of economic growth of the
developing countries. But surely such an acceptance
would defeat the very purpose that the world com-
munity has set out to achieve. In this sense, there
is reaily no alternative. The goal, then, must be
to forge an appropriate framework of national and
international measures for accelerating the pace of
economic activity in the developing countries. It is
this framework which provides a perspective to the
economic issues before the world community.

Technical appendix

This appendix provides a brief account of the technigues
used in calculating the hypothetical projections shown in
table 3-12

I. CALCULATION OF THE COMPONENIS OF THE HYPOIHETICAL
GAr IN 1970 FOR ALL DEVELOPING COUNIRIES (ROwSs 2, 3
AND 4 or TABLE 3-1)

For purposes of calculating the total gap, all developing
countries have been taken as a single economic unit. In view
of the heterogeneity of economic structures and diversity of
national policies, such simplifying assumptions may have in-
troduced a significant “bias of aggregation”. On the other
hand, the procedure adopted permits maximum utilization
of available time series datz, such as imports and exports
by major commodity groups in constant prices? In spite of

2 A detailed discussion of the methodology and statistical
techniques used is provided in United Nations, Studier in
Long-term Economic Prejections for the JWorld Econemy:
Aggregative Models

b The Economic Projections and Programming Centre is
currently engaged in preparing agpgregate projections on an
individual country basis. Lack of standardized time scries
data of commodity trade in constant prices for each devel-
oping country has restricted so far the scope of this work
te a sample analysis of selected countries,

the short-comings associated with this simplification, it is
felt that the aggregale hypothetical projections shown in
table 3-1 could provide a useful, albeit tentative, framework
for gauging the broad order of the trade needs of the de-
veloping countries.

The hypothetical gap for 1970 shown in table 3-1 is the
algehraic sum of three components, namely~imports of com-
modities from the rest of the world, exports of commodities
to the rest of the world and net payments for services to the
rest of the world, The projections of each one of these com-
ponents are based on historical relationships explained below.

a. Impart reguiremenis of the developing countries

The level of hypothetical imports from the rest of the
world shown in row 2 of table 3-1 has been derived from
calculations based on linear regressions of major commodity
imports on gross domestic product or gross domestic fixed
capital formation of the following form:

M, =a + b, Q

where M, denotes imports of the #% group from the rest of
the world and @ is the explanatory variable. All variables
are measured in millions of dollars in 1960 prices and ex-
change rates. The time series of imports are shown in table
3A-1 and of gross domestic product and investment in
table 3A-2 Regressions of the above-mentioned form cover-
ing the period 1953-1960 are shown below:

Dependont variable C?;:::::IM 5Ig:f‘eB I"g:ﬁl?ﬁ:m Cac%ic:an:
oy determination
Food-stuffs (SITC 04 1) —1,763 0.03 b 0.863
(0.005)
Agricuitural raw materials and ores (SETC
24-4) S -~B58 001 b 0.615
{0.001)
Fuels (8ITC 3) 252 0002 b 0.693
(0.0006)
Chemicals {SITC 5) —1,710 0.02 ¥ 0.963
(0.002)
Machinery and transport equipment (SITC
7)e o . o —1,158 035 d 0.896
(0.049)
Other manufactures and base metals {SITC
6 and B) .. 394 004 b 0634
(0.013)

a Figures in parentheses refer to the standard
error of the regression coeficient &

b Gross domestic product of developing coun-
tries.

¢ Regression of this group of imports (M;) on

gross domestic produet of the developing coun-
tries (Q) wielded:
My w2 —2605 4 006 O, r2 = 0782
(0.014)

4 Gross domestic fixed capital formation of
developing countries.
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Table 3A-1. Developing Countrics: Estimates of Imports of Goods and Services by Major Regions and Commodity Exports from the
Rest of the World to Developing Countries by Major Commodity Groups, 19531960 in 1960 Prices and Exchonge Rates

(Billions of dollars)

Ttem 1953 Ie54 1955 1956 1957 1958 1958 1960
Imperts of goods and services, total 207 225 24.5 270 29.0 281 286 30.5
Of which:
Latin America 69 7.7 8.0 87 9.8 8.3 01 93
Afvica . . o e 4.6 51 57 50 6.3 6.3 66 7.0
Far East 6.9 72 7.9 93 97 89 90 10G
West Asia .. 17 19 2.2 24 24 27 29 31
Otherse e 0.6 06 0.7 07 08 09 10 11
Commeodity exports from the rest of the
wotld to developing countries, total 151 169 17.8 149 218 211 206 225
Of which:
Food-stuffs . N e 2.1 19 20 24 26 28 28 32
Agricuitural raw materials and ores . ] 06 06 0.7 08 08 08 11
Fuels . 05 06 0.5 .6 0.6 0.7 06 0.6
Chemicals i, e 11 12 14 15 17 17 19 21
Machigery and transport equipment 52 54 6.1 7.1 80 77 73 70
Other manufactures and base metals 50 5.8 04 67 75 69 66 7.2
Commodity exports from developing coun-
tries to developing countries, total 48 4.9 53 55 5.9 55 57 6.0
Of which;
Food-stuffs . . o 10 11 12 13 14 14 14 15
Agricultural raw materials and ores 11 11 12 11 11 10 11 1.1
Fuels . L 17 19 21 22 23 22 22 23
Manufactures and base metals 08 0.9 09 10 1.1 10 10 1.2

Source : Bureau of General Economic Research and Poli-
cies of the United Nations Sccretariat. The estimates for
“Ymports of goods and services” are based on national in-
come accounts of the constituent countries. The time series
of commodity exports from the rest of the world as well
as those of the intra-trade are based on figures shown in

tables 28 to 41 of United Nations, “Handbook of Inter-
national Trade Statistics” (mimeographed document E/
CONF 46/12/Add 1).

® Estimates exclude imports of crude oil into the Nether.
lands Antifles.

Table 3A-2. Developing Countries: Estimates of Gross Domestic Product and Gross Domestie Fixed Cnpital Formation by Regions,
1950-1960 in 1960 Prices and Exchuange Rates

(Billions of doliars)

tem 1980 1951 1952 1953 1954 1955 1956 1957 1958 1pse 1940
Gross domestic product, total 1103 1152 1198 1253 1327 1379 1433 1497 1557 1608 1698
Of which:
Latin America 392 416 428 438 47.0 40 4 511 549 568 58.3 61.4
Africa 181 19.1 200 206 218 223 234 241 251 259 270
Far FEast 452 468 487 519 542 559 580 596 620 641 083
West Asia 6.6 64 70 76 82 87 2.0 A 98 104 109
Others 12 13 13 14 15 16 18 1.9 20 21 22
Gross domestic fixed capital forma-
tion, total 157 171 176 181 19.0 215 227 244 248 252 2690
Of which:
Latin America 66 7.1 74 74 84 88 90 G5 9.7 a5 10.1
Africa 39 33 33 3.5 35 KR: 39 38 40 41 4.5
Far Last 52 56 58 60 66 73 80 89 87 99 08
West Asia 06 07 07 08 09 11 13 14 16 18 19
Others G3 04 04 04 035 05 G5 08 08 08 0.6

Note: The above figuies me preliminary crude estimates prepared by the Burcau of General Economic Research and
Policies of the United Nations Secretariat. For a detailed account of sources and methods used, see United Nations, Stndies
i Long-terns Economic Projeciions for the World Econowmy: Aggregative Models
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The hypothetical level of commodity imports for 1970 shown
in row 2 of table 3-1 has been obtained by using the above
historical relations in conjunction with the hypothetical levels
of gross domestic product and gross domestic fixed capital
formation of $277 billion and $49 billicn, respectively.e

b. Commodity exports lo the rest of the world

Exports to the rest of the world are divided into two
broad categories: exporis to the centrally planned economies
and exports to the developed market ecomomies. Projec-
tions of the first category are based on the over-all trade
turnover targets of the centrally planned economies, as ex-

¢ The fevel of gross domestic fixed capital formation in
1970 has been obtained from: regionmal capital stock-output
ratios. Sec forthcoming issue of Studies in Long-term Eco-
nomie Projeclions for the World Economy: Aggregaiive
Madels.

plained in the discussion earlier. Projections of the second
group of cxporis are based on demand functions of the de-
veloped market econemies for such exports. The derivation
of the demand functions has becn based upon the simplifying
assumplion that the level of agmregate icome of the devel
oped market econoimies is the only explanatory wariable of
commodity imports from the developing countries. The curve
fitted by the method of least squares to the data for the
period 1950-1961 is of the following form:
Fp=ap o+ by

where &y is the logarithm of imports of the #F commodity
group and y the logarithm of gross domestic product of the
developed market cconomies. All variables are measured in
millions of doilars in 1960 prices and exchanges rates.d

‘The results obtained are as follows:

d Rounded figures of these series in billions of dollars
are shown in table 3A-3.

Canstant term Slope of the doubie Cocficient
Dependent variable ai log regression [
i determination
Food-stuffs (SITC 0 4- 1) —1.14069 083 0 899
(0.088)
Agricultural raw materials and ores (SITC
24-4) . e e 012344 0.61 0752
(0.111)
Fuels (SITC 3 .. .. ... ... —11.04472 247 0.987
{0.088)
Manufactures and base metals (SITC 5-8). —4.95620 139 0775
(0.28)

With the exception of the demand for fuels, the above
equations Lave been used to derive the hypothetical level
of imports (fob) of the developed market economies from
developing countries as shown in row 3a of table 3-1. The
unusuaily high elasticity of imports of fuels reflects to some
extent the occurrence of non-egonomic disturbances. Thus,
the hypothetical projection shown in table 3-1 is based on
the assumption that the future income elasticity of fuel im-
ports would be 140 rather than 247 The former figure is
implicit in United Nations, Economic Survey of Europe in
1960 {Sales No.: 6111 X1}, The common independent vari-
able of the above regressions, that is, the gross domestic
product of the developed market economies, is assumed to
grow at an annual compound rate of 37 per cent

c. Estimation of the hypothetical level of net payments for
fnvestment income and other services

The figure shown in row 4 of table 3-1 is the net sum
of three components, that is, net payments for investment
income, gross receipts for services other than investment
income and gross payments for services other than invest-
ment income.

Net payments for investment income are assumed to be
proportional to the level of comimodity exports to the rest
of the world. The same crude assumption is used for cal-
culating gross receipts for services other than investment
income which consist mostly of receipts from tourism and
port services. The proportions used in this exercise, derived
from recent observed trends, are as follows:

Assumed ratio of gross
receipls for services
oller thar inyestment
income ta commadity
exports to the rest
of the world

Asstemed ratio of invest-
wment income (net) to cons-
modity exports te the
rest of the world

Region (percentage) (Pereentage}
Latin America 196 155
Africa 14.0 87
Far East . 6.0 7.0
West Asija 200 —
Others 70 -

Gross payments for services other than investment income
consist mostly of transport cost and insurance payments.
This item has been derived as a residual after subtracting
from the hypothetical level of imports of goods and services
of the regions {see section II of this appendix), the cal-
culated level of intra-trade (see section II} and the com-
modily imports from the rest of the world as shown in row
2 of table 3-1.

II. DIsIinIBUfION OF THE HYFOIHEIICAL GAP AMONG THE
REGIGNS

The gross domestic product of the developing countries is
assumed to increase at an average annual compound rate of
5 per cent in the period 1960-1970 as a whole, If it is further
assumed that the regional distribution of the gains result-
ing from the acceleration of growth would be proportional
to the hypotlhetical share of each region's pross domestic
product to the total should past trends comtinue, the regional
breakdown of the gross domestic preduct in 1970 would be
as follows:
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1060 1970

Gross domestic

Region

Percentage Gross domestic Percentage

freduct in @ product in o
billions of total Billions of toigl
dollars dellars
(observed) {haypothetical)
Latin America 62 365 104 37.5
Africa 27 16.0 42 152
Far East 68 40.0 106 383
West Asia 11 6.5 20 72
Others 2 1.0 5 18
Total developing countries .. ... . 170 1000 277 100.0

Table 3-1 (row 5) provides crude estimates of the distri-
bution of the over-zli gap under the hypothesis that the
above-shown breakdown of total gross domestic product
would hold Quite apart from the arbitrariness of this hypo-
thesis, it should also be emphasized that the hypothetical
figures of regional deficits on current account have been
derived on the basis of even more crude and aggregative
relations than those employed for caleulating the over-all
gap. The crude techniques used to derive these hypothetical
fipures are shown below.

a. Estimation of import vequirements for goods and services
by regions

Owing to the paucity of available statistics, the estima-
tion of import requirements by regiens could net be dene
on the basis of even large commodity groups as in the case
of the over-all gap. At present, the only available com-
prehensive, albeit preliminary, series of imports refer to
“imports of goods and services” derived from national in-
come accounts of the constiluent countries (see table 3A-1).
It should be noted that these series inciude imports from
all sources, including trade ameng the developing countrics

For the purposes of this exercise, it is assumed that these
imports are determined by the level of the regiomal gross
domestic product in the following form:

M=o + b O,

where M, is the level of imports of goods znd services and
(, is the gross domestic product of the ri* region Both
variables are measured in miflions of dollars in 1960 prices
and exchange rates. The numerical values of the coefficients
a, and by, the standard error of b, (shown in parentheses)
and the coefficient of determination of the regional regres-
sions covering the peried 1953-1960 are given below:

Constant
ferm Siape  Cocflicient of
Region a. b, determination
Latin America 851 015 0.776
(0032)
Afriea —2,592 036 0960
(0.030)
Far Fast ~1,897 0.18 0711
(0 G46)
West Asias 1,650 044 (.994
(0.014)
Othersd —223 057 0.953
(0.052)

8 The estimates for 1970 derived from this equation have
heen increased by 32 per cent in order to cover that part
of total imports for which data for the whole peried 1933-
1968 are not available.

b These series of imports do not include imports of crude
oi! into the Netherlands Antilles. These imports, which are
re-exported after processing, have been estimated to reach
the level of $915 million by 1970, The latter figure was
included in the calculation of total imports of this region.

Since the fuifilment of the hypothetical target would re-
quire a proportionately faster increase in supplies of capital
goods than in total output--and since a sobstantial part of
these supplies would have to be imported—it is cbvicus that
the above aggregate relationships, derived from the assump-
tion that the gross demestic product is the only explanatory
variable, would tead te underestimate the level of total
import requirements. In order to avoid gross underestima-
tion of the import requirements, a conjectural figure has
been added to the hypothetical level of imports of each
region derived from the above equations. The correction
factor equals the product of the regional marginal propensity
(b.) and the difference of investment requirements implied
in the hypothetical target of output and in simple extra-
polation of past trends of output. The sum of these adjusi-
ments for the component regions amounted to $1.8 billion
in 1970

b. Distribuiion of werld exports of developing countries by
regions of origin
The world exports of cach region are divided inte three
groups: commodity exports to developed market economies,
commodity exports to centrally planned cconomies and come
modity exports to developing countries {intra-trade).

The first two categories of exports are discussed above
in connexion with the over-all gap. It should be recalled that
the hypothetical level of these exports has been assumed to
be determined by exegesous faclors, such ag economic ac-
tivity abroad and tiade policics. It is quite clear that the
distribution of these exports by regions of origin would call
for a detailed evaluation of e potential supplies in each
segion and the region’s competitive strength vis-3-vis other
competing sources. At thie present level of country agprega-
tion, however, it 1s not possible to infer a hypothesis of this
nature. Thus, for purposes of this exercise, it is assumed that
the historical shares of each region to the total exports of the
developing countries would hold in the future Table 3A-4
shows the weights used for distributing total exports by
regions of origin

The third source of current receipts, that is, exports to
developing countries, is a factor which has not been uscd
for calculating the over-all gap Clearly, when all devel-
oping countries are taken as a single economic unit, trade
among the constituent countries ceases to be a genuine ex-
ternal trade variable DBuat projections at the regional level
must necessarily make some allowance for this trade. As
was noted earlier, the regional import functions inciude
imports from developing countries. Similarly, en the export
side it is asswmed that the exports to developing countries
are determined by the level of total gross domestic produc)
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of the group as a wholee The projected hypothetical level
of the intra-trade obtained on the basis of historical relation-

e The numerical resulis of linear regressions of commodity
exports on gross domestic product of the developing coun-
tries for the period 1953-1960 are as follows:

Coefficient

Constant of deter-
Dependent variable term Stope minalion
Food-stuffs (SITC 0 + 1) —230 0.010 0.891
(0.00148)
Tuels (SITC 3) o 441 0.011 0743
(000271
Manufactures and base met-
als {SITC 5-8) 0006 0.80%
(G001

The intra-trade of agricultural raw materials and ores has
followed a rather erratic pattern during the past decade
For the purposes of this exercise, it is estimated that the
level of these exports would reach $1.6 bilHon by 1970.

ships was distributed among the regions according to the
past shares of each region to total intra-trade. The weights
used for the distribution of intra-trade by regions of origin
are shown in table 3A-4.

c. Estimation of nei paymenis for investment income and
(gross} receipis for services other than invesiment income
by regions

The algebraic sum of the projections based on the rela-
tionships described above would give the regional balance
of merchandise trade plus gross payments for services. For
estimating the hypethetical balance of payments on current
account by regions, two more items need to be added,
namely, net payments for investment income and gross re-
ceipts for services other than investment income. These
items have been calculated on the basis of the assumed rela-
tions between such payments and receipts and the volume of
exports as shown in section Lc above.

Table 3A-4. Percentnge Distribution of World Experts from Developing Countries by Heglons of Origin

Exports of
Hem c}:;.‘;:"f: Food- Agricnltural Fuclsn KMannfactures
stuffs rase wmateriols and
and ores base wmetols
Percentage distribution of exports to:
Developed  market  economies by
regions of origin:
Latin America 53.7 254 283 192
Alfrica 24.0 29.6 n 1646
Far East 162 383 52 537
West Asia 19 24 522 78
Others 42 45 143 27
Centrally planned  economies by
regions of origin:
Latin America 25
Africa 31
Far Last 38
West Asia 6
Developing market ecopomies by
regions of origin:
Latin America 23.6 11.4 432 7.3
Africa 17.5 187 06 10
Far East 519 656 132 724
West Asia 51 21 26 66
Otheys 14 12 164 27

& On the basis of recent indicators, it is assumed that exports of fuels from Africa to the de-
veloped market economies would reach $1 biltion by 1970. The rest of the hypothetical fevei of fuels
is distributed among the other regions according to the historical shares shown above.



Chapter 4

INTERNATIONAL TRADE AND ITS RELATION WITH NATIONAL
DEVELOPMENT PLANNING, POLICIES AND INSTITUTIONS

The search for ways and means of adapting inter-
national economic relations more closely to the needs
of the developing countries is 2 major issue in world
policy forums. Actuating this search is a profound
concern with the economic development of these
countries, coupled with a recognition of the sub-
stantial influence which international trade and pay-
ments bring to bear on their internal economic
growth,

The present chapter focuses on this link between
national economic development and international eco-
nomic relations. It attempts to trace the main inter-
relations that exist between the domestic and interna-
tional economies, to describe the difficulties which

arise for national economic development out of these
interrelations and to indicate briefly some of the
national and international policies whose pursuit
can help to lessen these difficulties. These problems
and policies have been considered within the frame-
work of development planning in the developing
countries, and reference has accordingly been made,
wherever relevant, to the views expressed on plan-
ning for economic development by the expert group
appointed by the Secretary-General of the United
Nations.?

1 United Nations, “Planning for Economic Development”,
Report of the Secretary-General transmitting the study of
a group of experts (Sales No.: 64.11.B.3).

The importance of foreign trade for economie development

In recent years, the developing countries have been
turning increasingly to economic and social planning
in their endeavour to sustain or accelerate their do-
mestic growth. In framing their policies for devel-
opment, Governments in these countries have gener-
ally been strongly impressed by the need for public
action designed to achieve the long-range aim of sus-
tained economic growth. In some part, the poor per-
formance of the export trade of developing countries
in the post-war years has contributed to the realiza-
tion of the need for more vigorous central action. Post-
war experience has virtually laid rest to the more san-
guine view—which was often held in earlier decades—
that specialization in primary production would gen-
erally serve, through foreign trade, as a powerful en-
gine of domestic economic growth. But of even greater
importance has been the recognition that these coun-
tries have inherited from the past many social and
economic rigidities which are often toc deep-seated
to be overcome by market forces alone, For such
reasons, Governments have come to assume a leading
role i economic and social life, and they have turned
increasingly to planning as a guide in evolving their
most effective lines of action. Thus, the marked
spread in utilization of planning methods has re-
flected the desire to deal with the problems and tasks

of economic development more effectively. Not least
of these problems are the difficulties created for these
countries by the long-standing dependence of their
economies on developments in foreign trade

The analysis of world trade in post-war years has
left no doubt that the dependence on exports of
primary commodities gives rise to a particularly dis-
advantageous pattern of behaviour in the foreign
exchange earnings of most of the developing coun-
tries. Not only does such dependence expose these
countries to unusually large short-term variations in
their earnings but it also results in a relatively
stuggish rate of growth in earnings.

These characteristics of the export trade of devel-
oping countries, together with a more detailed ex-
position of their causes, are described at greater
length in chapter 1. It need only be recalled here
that while the total exports of all market economies®
~expressed in terms of volume—advanced at an
annual rate of 5.6 per cent between 1950 and 1961,
total exports of the developing countries increased
annually by only 3.6 per cent; and the expansion
in their exports was accompanied by a deterioration
in their terms of trade over the same period of

2 This excludes the centrally planned economies.
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about 10 per cent. These figures, moreover, relate
to total exports, including petroleum. Over the same
period, the volume of petroleum exports from devel-
oping countries to all market economies® rose at an
annual rate of 7.1 per cent while their prices were
relatively stable. Excluding petroleum—+the exports
of which are confined to a few developing countries—
the volume of exports from developing countries to
all market economies® increased annually by only
2.5 per cent. Superimposed upon this sluggish trend
have been violent short-term fluctuations in export
receipts, which, on the average, have been in the
region of 9 to 12 per cent per year during post-war
years.?

Though the disadvantageous pattern of behaviour
in export earnings of most developing countries has
come to receive very wide recogmition, there is per-
haps less general appreciation of its full significance
for economic development. In earlier decades, analy-
sis of the relation between export earnings and
domestic economic activity turned mainly on the
tole played by rising export incomes in stimulating
the growth of domestic income and output. In the
past, the main stimutus to growth of domestic income
and output often originated, not in the domestic
sectors of the economy, but in the external sector;
if foreign demand failed to expand, its depressing
effect was transmitted through the external sector
to the whole domestic economy. The direct infiuence
of changes in export incomes on the current level of
domestic output and on the inducement to invest in
production for the domestic market is still a powerful
factor in many developing countries today, par-
ticularly among those in which the export sector
bulks large in the economy. However, because of the
more active role which Governments have assumed
in seeking to stimulate production and investment
for the domestic market, the role of export incomes
in determining the movement of aggregate domestic
demand has penerally ceased to be of such exclusive
importance as in the past.

The intensification of efforts to generate internal
sources of growth, however, has not lessened the
strategic role of the foreign trade sector. On the
contrary, this has brought to the fore another crucial
link between the foreign trade sector and domestic
economic development. With the expansion of do-
mestic demand being supported by governmental
action, attention has shifted to the role played by
imported supplies in facilitating growth. Even where
the export sector has ceased to be a primary source
of stimulus to the growth of domestic income and

% Fxcluding exports to ceatrally planned economies for
which quantum data are not available on a comparable basis.

4 This range of fiuctuation has been calculated after re-
moval of trend by different methods.

output, the task of raising domestic production and
investment has none the less continued to depend
substantially on the ability to obtain increasing
supplies of imports.

In the developing countries, there has generally
been a tendency for imports to advance strongly as
development programmes have got under way, In
the period between 1950 and 1960, for example, the
volume of goods imported by these countries—taken
as a group—increased at a higher annual rate than
their total domestic production; while gross domestic
product grew at an amnual rate of 4.4 per cent,
merchandise imports increased by 4.6 per cent per
year. Underlying this tendency has been a shift in
the composition of domestic demand towards the
kinds of manufactures and materials which these
countries have been least well equipped to produce.
In most countries, a major clement in this shift has
been the increase in the share of investment in total
expenditure. Since these countries are largely defi-
cient in the engineering and metab-working indus-
tries producing capilal goods, the import content of
domestic investment is usually high; in recent years,
it has typically been in the region of 25 to 40 per
cent. Consequently, the shift in domestic demand
towards investment has led to a strong increase in
import demand for investment goods. At the same
time, the industrial and agricultural growth ensuing
from development programmes has created new
demands for intermediate goods and raw materials,
some part of which has had to be met from foreign
sources of supply. Further, in food-deficit countries,
both economic and population growth have tended
to heighten demand for imported supplies of food.
On the one hand, the extremely low levels of per
capita income combined with rapid population growth
give rise to relatively high rates of growth in total
demand for food as national income rises. On the
other hand, by virtue of the inflexibility of agricul-
tural output which arises from the social and eco-
nomic backwardness of the rural areas in many
countries, the prompt expansion of domestic food
production at a rate sufficient to meet increasing
domestic requirements presents particular difficulties.
These circumstances, taken together, have strength-
ened demand for imported supplies of food.

It is important to appreciate that this tendency
for many classes of imports to advance strongly arises
essentially out of the character of the productive
structures which the developing countries have in-
herited from the past. It cannot be simply explained
as a consequence of aggregate demand advancing
too rapidly in relation to aggregate supplies. Of
course, inflationary pressures have been present in
many developing countries at one period or another;
frequently, investment programmes have outreached
the capacity of the economy to save or its ability
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to obtain supplies of foreign capital. But, even where
efforts to maintain a dynamic balance between ag-
gregate saving and investment have met with suc-
cess, the problem created for the external balance
by rising import demand in the face of sluggish
export growth has persisted.

The fact is that the structural rigidities in the
economies of developing countries prevent the rapid
adaptation of output to the changing composition of
domestic demand. Adaptation of the level and com-
position of supplies to changing requirements is, of
course, a central task of development programmes.
But it would be guite unrealistic to suppose that
this is a process which can be achieved with equal
ease and speed in all lines of production. There are
sectors or branches of production, such as agricul-
ture or the heavy engineering industries, whose
output in the immediate future is, so to say, supply
determined rather than demand determined; output
cannot respond readily to the growth of domestic
demand but is dependent on the prior transformation
of supply conditions. Consequently, if requirements
for the products of such sectors cannot be imported
in the requisite quantities, the rate of growth of the
economy as a whole may be slowed down.

By virtue of the economic structure of develop-
ing countries, imbalances between domestic output
and requirements are almost bound to be accentuated
as development programmes get under way; and it is
only through an adequate rate of growth in the
capacity to import that the conmstraint on growth
imposed by these imbalances or structural rigidities
can be lessened. Of course, development programmes
have to submit to the discipline of external as well
as of internal balance. Not only should a dynamic
balance be maintained between investrment and sav-
ing, but the rising import requirements generated
by development plans or programmes should also
not exceed the growth in foreign exchange receipts
derived from export earnings and from net inflows
of foreign loans and grants, If, however—as has been
the case for most developing countries—the rate of
growth in foreign exchange receipts is relatively
slow, then the need to safeguard the external balance
becomes, in itself, a principal factor circumscribing
the rate of domestic economic growth, It is pri-
marily for this reason that so many developing coun-
tries have expressed deep concern about current
trends in world demand for their exports and have
emphasized the need for more liberal commercial
policies on the part of developed countries and for
an expanding volume of foreign aid.

The task confronting the developing countries

GENERAL DEVELOPMENT POLICIES

It is clear that, within the foreseeable future, trends
in the foreign trade sector will continue to be of
crucial importance for the rate of economic growth
which each developing country can hope to achieve.
But this certainly does not mean that the rate of
growth in these countries is simply determined by
developments in the foreign trade sector. Even if a
country is fortunately placed with regard to the
growth of its export earnings or its receipts of
foreign capital, this alone is obviously no assurance
that an adequate pace of domestic economic devel-
opment will be established. On the other hand, if
a country pursues effective policies for development,
much can be done to accelerate domestic economic
growth even in the face of limited prospects for
expanding foreign exchange receipts. Each develop-
ing country, in other words, must seek to ensure
that it utilizes its available resources to the best pos-
sible advantage.

In numerous developing countries, the tasks which
confront them in seeking to develop their economies
go well beyond programmes of a specifically economic
nature, The social framework inherited from the

past, and within which economic activity is con-
ducted, has often not been conducive to economic
progress. Considerations of social equity and stability
alone may argue for reform of the existing social
structure, but appropriate reforms have alse been
indicated as a necessary condition of the achievement
of adequate and sustained rates of domestic economic
growth. In the broadest terms, this means that the
social barriers which discourage efforts throughout
the country to raise productivity have to be broken
down. Such barriers have many different sources;
they may arise, for example, out of the ignorance
and illiteracy of the mass of the population or out
of the extreme concentration of wealth in the hands
of a few. Among the most common of the concrete
forms which such barriers take has been an inequi-
table system of land ownership and land tenure;
and many developing countries have been taking steps
to reform the prevailing system, not solely for rea-
sons of equity, but also to strengthen the incentive
of agricultural producers to increase output. Meas-
ures of this nature—not only of land reform but
also for the more equitable distribution of income
and wealth in general and for mass education—cannot
be considered as irrelevant to policies of economic
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development but contribute heavily to the growth
of viable economic systems.

There is no clear line of division between general
policies designed to create an appropriate social milien
for development and measures of a more directly
economic nature. Broad educational programmes,
for instance, intended to lessen illiteracy and igno-
rance, merge into more specific programmes for in-
creasing the supply of human skills needed for the
operation and management of new productive units.
It is obvious, however, that broad social policies
must be complemented by many measures of a
directly economic character,

Within the more strictly defined sphere of eco-
nomic activity, one of the most important character-
istics of under-developed countries is their relatively
small capital stock. Given the importance of invest-
ment for economic growth, a major obligation of
Governments in these countries has been to introduce
measures calculated to raise the level of domestic
investment and saving. In some countries, this has
been partly a problem of strengthening the induce-
ment to invest in the private sector. Governments
have generaily sought to stimulate investment by
such measures as the provision of adeguate basic
facilities and improved credit facilities and the use
of tariffs and import controls to create a sheltered
market for domestic producers. Generaily, however,
the problem of stimulating investment in the private
sector has been a less difficult task than that of raising
the level of saving in order to permit a larger volume
of total investment; this is particularly true of those
countries where the Governments themselves have
been prepared to undertake new projects in the pro-
ductive sectors of the economy wherever private
initiative has not been forthcoming.

In many developing countries, little, if any, prog-
ress was made during the past decade in raising
the level of domestic saving® Since, in these coun-
tries, reliance has to be placed primarily on increases
in public saving to effect substantial changes in the
proportion of total income that is saved, the disap-
pointing past behaviour of total domestic saving is
mainly ascribable to trends in public revenue and
expenditure. Nevertheless, there does appear to be
increasing recognition of the importance of the public
sector in raising total domestic saving. To quote from
the report of the Group of Experts on Planning for
Fconomic Development: “Increases in public saving
have heen a key element in most development plans.
The widespread emphasis on a greater government
contribution to total saving may be partly a belated
recognition of the inadequate levels of public saving
in recent years. During the nineteen fifties, for ex-

6See United Nations, Werld Eeconomic Survey, 1959
{Sales No.: 60ILC1), chapter 2.

ample, the ratio of public saving to national product
in most under-developed countries increased either
very slightly or not at all. In large measure, this
resulted from the rapid increases in government con-
sumption generated by the process of economic and
social change™®

Recent plans of a number of develeping countries
imply that programmes of current public expenditure
are to be scrutinized more closely in an efforf to
improve the public accounting of funds, increase
administrative efficiency, and slow down the rate of
growth in non-essential expenditure. However, the
scope for limiting the growth in current expenditure
has often been circumseribed. Among the newly in-
dependent countries, there has frequently been a
need to strengthen existing admimistrative services.
More generally, it has often been found necessary
to expand existing governmental services, or to pro-
vide new services, in support of programmes for
economic developmient. ¥For such reasons, the ex-
pansion of public saving in developing countries,
while it can be materially enhanced by efforts to
increase efficiency in government, generally has to
rely mainly on the measures taken to increase public
revenue.

In most developing countries, the tax structure
prevailing in the past has not been such as to assure
an acceleration in the growth of public revenue as
national income has risen. A large proportion of tax
revenue has generally been derived from import and
export duties; and receipts from these taxes have
accordingly depended on trends in foreign trade and,
more specifically, in trade of dutiable imperts and
exports. Fleavy reliance on export and import duties
has also meant that the shori-term instability of the
external sector has been transmitted directly to tax
revenue.

There has thus generally been a nced to increase
revenue from other sources both to raise the level
of total revernue and to stabilize receipts. Direct taxa-
tion of personal incomes, has, for example, often been
neglected as a fiscal instrument. There has {requently
been scope for the introduction of greater progres-
sivity in the rates of income fax without serious
impairment of incentives to work or save. The tax
base, moreover, has often been relatively narrow,
the level of income at which taxes become payable
being set at a comparatively high figure. A broaden-
ing of the tax base and greater progressivity in fax
rates could considerably enhance the effectiveness of
personal income taxes in many countries. However,
it has to be recognized that, in developing countries,
there are generally major practical limitations on
the extent to which total public revenue can be raised

8 United Nations, “Planning for Economic Development”
(mimcographed document E/CONF.46/28), paragraph 139.
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by means of these taxes. The incomes of most of
the population are extremely low and are often re-
ceived in kind rather than cash. Even where incomes
are monetized and are at a level which might attract
tax, there are frequently no records of income pay-
ments which might be utilized to prevent tax evasion.
Tax administrations, in any case, are frequently
wealc and lack the resources to prevent extensive tax
evasion under existing income tax laws.

By comparison with personal income taxes, the
direct taxation of company incomes is much easier
to administer in developing countries, No doubt
partly for this reason, company taxes have been
less neglected as a means of raising revenue and
there may be rather less scope for further increasing
revenue from this source, given the small scale of
output and the prevailing low levels of productivity.
Moreover, the active use of measures of relief from
taxation to encourage investment in export-promoting
or import-substituting industries also limits the in-
creases in revenue that can be obtained from this
form of taxation.

A more promising source of new revenue has
been the imposition of additional indirect taxes on
domestic production and sales. With the growth of
domestic economic activity, there has been consider-
able scope for the enlargement of revenue through
the imposition of taxes on domestically produced
commodities. If such taxes bear particularly on less
essential goods, they need not be unduly regressive
in effect. In many countries, the agricultural sector
also offers possibilities for the enhancement of tax
receipts. Land assessments have often not been re-
vised for many years, and they do not reflect the
increases in capital values that have resulted from
improvements i