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TRADE AND DEVELOPMENT

Necessity of a New Development Policy

by Sartaj Aziz, Rome*

In the past two decades, several attempts have been made in the developed countries to outline and
pursue a “new policy“ for the less developed countries (LDCs). Today, the vislon of this concept Is
no longer as vivid or hopeful as It seemed at the beginning. The meagre results achieved at the third
UNCTAD have lent further welght to pessimistic predictions about the future of international coopera-

tion as a major element in world affairs.

In a sense, the entire debate on international
cooperation for development has reached a criti-
cal stage. Many independent observers have be-
gun to advocate that the world as a whole is not
yet ready to accept the realities and responsibili-
ties of international cooperation for development.
The developing countries should therefore dis-
card their earlier expectations and become in-
creasingly self-reliant by reducing their depen-
dence on developed countries. Others, however,
feel that this option is not open to every country —
that the world is becoming increasingly inter-
dependent, that is has the technological capacity
to banish absolute poverty in a short time, and
that it would at least be premature to give up
hopes of a more meaningful partnership for devel-
opment,

With such a wide gap in thinking on the choices
involved, any attempt to identify or advocate a new
policy framework for the less developed coun-
tries should be based on a careful evaluation of
the efforts made so far to forge a pattern of
international cooperation for the less developed
countries, and to identify any elements that might
still be valid and relevant.

Ideas of the 1960s

The most comprehensive attempt to define a
new policy for LDCs was made by Dr Prebish,
the first Secretary General of UNCTAD, in 1964,
in a report to the first UN Conference on Trade
and Development, “Towards a new Trade Policy
for Development“ ', which in effect pulled together
most of the ideas and proposals mooted in the
preceding decade. In this doctrine Dr Prebish
presented a very concise and penetrating review
of international obstacles to the development of
poor countries and stressed the urgency of re-
ducing the “trade gap” which, he thought, serious-

* Director of the Commodities and Trade Division of the UN
Food and Agriculture Organization. The author has been asso-
ciated with the Pakistan Planning Commission for several years.
He was also on the staff of the Pearson Commission on Inter-
national Development in 1969. The views expressed in this
arttilcle are his own and not of his previous or present Organi-
zations.
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ly undermined the economic development of
LDCs. After spelling out the responsibilities of
developing countries themselves, Dr Prebish pre-
sented a package of proposals for international
action to stimulate development.

The main features of this package were as follows:

[0 Developing countries would face by 1970 a
trade gap of about $20 biilion which must be filled
if they are to finance their minimum imports of
capital goods and material for industrialization
and modernization, and to achieve their desired
targets of growth and welfare;

[ This gap could be filled if: the developed
countries provided at least one percent of their
national income as aid to developing countries
by reducing their expenditures on armaments; the
developed countries adopted a more liberal trade
policy towards developing countries; the interna-
tional monetary reserves were created and oper-
ated in such a manner as to provide additional
resources to developing countries;

[] A new trade policy for developing countries
would have to be evolved by: establishing quanti-
tative import targets and within these targets by
allowing duty free entry for manufactured prod-
ucts from underdeveloped countries under a
system of preferences; concluding commodity
agreements to raise and stabilize the prices of
food and raw material exports from the developed
countries; providing international subsidy to coun-
tries whose export earnings are adversely affected,
through schemes of supplementary financing and
compensatory financing; promoting economic
integration among the developing countries.

Another more recent attempt to outline a
similar policy framework for the LDCs was made
in 1969 by the Pearson Commission on Internation-
al Development.? The recommendations in the
report of the Commission were not new or origi-

1 Paul Prebish: “Towards a New Trade Policy for Development”,
Extracts reproduced in the Proceedings of the 1st UN Confer-
ence on Trade and Development (N.Y. 1969) Vol. |l pages 3-64.
2 “Partners in Development“: Report of the Pearson Commission
on International Development. 1969.
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nal, but the Commission presented a very refresh-
ing assessment of development performance
and prospects of developing countries, fol-
lowed by a strong moral argument in support of
international cooperation for development.

In addition to these two comprehensive attempts
to suggest a policy framework for international
development, a great deal has been written about
specific proposals and topics, and international
debates on the issues involved have already filled
stacks of reports and documents. The cumulative
results so far achieved, either in concrete terms
or in psychical terms, however, are not very sub-
stantial.

UNCTAD 1 and 1l

At the first UNCTAD in 1964 the only significant
measure accepted by the developed countries
was that pertaining to the one percent target for
transfer of financial resources. This target was
refined further as one percent of GNP rather than
national income with a sub target of 0.7 p.c. for
official development assistance. At the second
UNCTAD, the principle of the Generalized Scheme
of Preferences was accepted by the majority of
developed countries.

Agreement on these two important measures has
been regarded as significant land marks, but their
net impact on the import capacity of developing
countries has not been very significant. In the
field of foreign aid, for example, while in absolute
terms the total flow of resources has increased
from $ 8 bn to § 15 bn between 1960 and 1970, the
bulk of the increase has been in export credits
and foreign private investment. Official develop-
ment assistance has increased only from $ 4.7 bn
to $ 6.8 bn and as a proportion of the GNP has
declined from 0.52 to 0.34 p.c. Meanwhile the debt
problem of many developing countries has be-
come more serious.

The Generalized Scheme of Preferences has been
adopted by a large number of countries but with
many exceptions and reservations. The cumu-
lative impact of the Scheme in increasing exports
of manufactured goods from the developing coun-
tries has so far been limited. The United States
has not yet adopted the Scheme largely because
of controversies over reverse preferences. Even
when the Scheme is fully implemented, it could
increase the export of manufactures from devel-
oping countries by about $ 1 bn a year, which will
be less than 2 p.c. of their total export of $ 52 bn
in 1971. The potential gain will be even less if
there is a further reduction of tariffs on trade be-
tween the developed countries.

Expectations surrounding UNCTAD Il were height-
ened by several factors: it was the first con-
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fererence after the adoption of the International
Strategy for the Second Development Decade in
the UN and in a way constituted a test of the sin-
cerity and willingness on the part of developed
countries to implement the Strategy. It was gen-
erally agreed that lack of knowledge about the
problems of developing countries and their solu-
tions was no longer the real problem. The record
of development in the assessment of independent
authorities, like the Pearson Commission, was
on the whole encouraging with reasonable pros-
pects that the developing countries now knew
more about development and, with assistance from
the rich countries, could improve upon the perfor-
mance of the preceding two decades.

Yet, the Conference failed to produce any major
compromise or agreement on any of the issues
before it. There was some progress on a few ques-
tions like associating developing countries with
discussions on monetary reforms and in out-
lining measures for the least developed among
developing countries. But in overall terms the Con-
ference has been widely regarded as a major
disappointment. Many important newspapers have
lamented the meagre results achieved at the Con-
ference. Some observers have blamed the timing
of the Conference in view of impending changes
in the world’s economic and monetary system
and the imminent enlargement of the EEC. Others
feel, however, that the entire basis on which the
“UNCTAD concept” of collective bargaining was
launched has changed and prospects would not
improve until a new basis is developed with a
more meaningful rationale for international cooper-
ation.

This then is the dismal background in which the
search for a new policy has to begin.

Search for a New Policy

The search for a new policy must begin with a
thorough but broad assessment of the political,
psychological and economic factors which face
the developed and the developing countries at the
present time.

For the developed world, the framework of inter-
national politics is changing after two decades.
First, the old framework based on spheres of in-
fluence and military pacts is being replaced hope-
fully by a more harmonious framework providing
for joint efforts in areas of common interest rather
than total confrontation all the way. China’s isola-
tion is ending and there is a widespread consen-
sus in the desirability of reducing expenditures on
armaments. This could release additional resources
for other purposes. Second, the need for a
major restructuring of the world economic system
has now been recognized and serious negotia-
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tions are about to begin for reforming the worid’s
monetary system and rationalizing its restricted
trading arrangements. Third, the technological
and material capacity of the developed world to
assist the developing world is today much greater
than it was 20 years ago when the elements of an
international policy for development were first
conceived.

These are all encouraging factors but it would be
premature to deduce that they in themselves will
provide the basis for a comprehensive policy
framework or another “grand design" for the
developing countries. In fact, the end of the cold
war phase in international politics could have a
negative impact on the concept of international
cooperation since the main stimulus for such co-
operation was provided at least in part by the
desire of the two sides to widen their respective
spheres of influence. The moral or the humani-
tarian argument for helping the poor nations will
have some residual force, but even that can
disappear if the disillusionment of less developed
countries leads to political antagonism between
the “North” and “South®.

Stages of Development

For the developing countries, their disillusionment
with the concept of international cooperation
coincides with a desperate search for a more
meaningful concept of development. They are now
beginning to realize that the problems of develop-
ment are much more complex and that rapid
economic growth does not by itself eliminate or
reduce poverty. A great deal depends on what is
produced, how it is shared, and what happens to
employment, education, health and housing facil-
ities. But even where certain countries do suc-
ceed in paying attention to these aspects and
manage to eliminate absolute poverty, they can-
not remove the sense of psychological deprivation
which in a world of rapid communication rises
faster in countries with rising incomes than in
countries with stagnant incomes. There is conse-
quently need for a social and economic pattern
in which progress does not depend on prolonged
sacrifices on the part of the lowest income groups
and which can forestall and reduce the sense of
psychological deprivation in the society. The right
mixture of social and economic objectives for this
purpose has to be chosen by each country in the
light of its own political and social realities, but
in general there has to be greater emphasis on
rura} development, employment and consumption
planning, rather than investment planning for
more production,

In terms of stages of development, developing
countries would seem to fall in three broad cate-
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gories. There are 15 to 20 countries where per
capita incomes are higher than $ 250 and which
have the capacity to grow at annual rates of
6 p.c. or more. These countries do not suffer from
widespread poverty and could graduate out of the
category of “underdeveloped nations“ within a
decade or two. Their political and social problems
are peculiar but more manageable, and their
economic problems could be tackled within the
existing mixed framework, provided they have
adequate and growing trade opportunities.

The second category includes about 20 to 25
countries in middle rungs with per capita incomes
ranging from § 100 to 8 250. Their progress is
slower but generally stable. These countries will
require a much more conscious shift to employ-
ment and other social objectives, and a steady
flow of financial resources. Expanding export
opportunities could greatly facilitate the transition
of most of these countries to self-sustaining
growth in two or three decades.

At the end of the scale are 40 to 50 very poor
countries with per capita incomes of less than
$ 100. Their problems are much more complex
and cannot be solved by a littte more aid and
some more exports. They have virtually no option
but to shift a pattern of development which is
labour intensive, welfare oriented, austere and
less dependent on aid and trade. Most of these
countries would of course continue to need tech-
nical and financial assistance for a long period;
the critical determinant of their future will be
their ability to adjust their political, social and
economic structure.

In this rapidly changing global perspective, the
temptation to ignore or at least postpone some of
the fundamental issues of development might be
considerabie. Motivation for international cooper-
ation provided by the cold war politics is no lon-
ger active, preoccupation with internal problems
in the United States and in Western Europe is
growing and there does not seem to be any ur-
gency of daing anything spectacular for the LDCs.
There are certainly many individuals and policy
makers in the developed world who believe
strongly in the concept of international coopera-
tion for development and would like to see a more
equitable distribution of the world’s resources,
but there is as yet no international consensus on
the questions involved.

In looking for a new policy framework it might be
more prudent to give up the usual ambition of
finding a grand and comprehensive vision. The
world is not perhaps ready for such a vision. 1t
might instead be more realistic to start with a
“minimum consensus“ and then proceed to iden-
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tify some of the elements of a policy based on
this consensus. These elements may or may not
ultimately develop into a comprehensive frame-
work or a “grand design“ but should at least help
a more concerted attack onthe problems of devel-
opment.

Elements of a New Policy

The starting point for such a consensus would be
to accept the contention, in the words of Mr Lester
B. Pearson, “that a planet cannot any more than
a country survive, half slave, half free, half engulf-
ed in misery, half careering along towards the
supposed joys of almost unlimited consumption
from unprecedent production with less work.”

If the basic truth underlying this contention is
sincerely accepted, irrespective of the lack of
short term compulsions, then some of the elements
of a new policy framework can be identified. These
should include:

(] A much better and clearer understanding of the
objectives and goals of development. It is pri-
marily for the developing countries to decide their
own development policies and priorities, but the
developed countries and international agencies
can assist them in this important task by making
their best available academic and intellectual con-
tribution and by modifying the present narrowly
conceijved criteria for judging development per-
formance;

[] Greatly improved international machinery for
joint action in the field of development. Present
arrangements for bilateral and multilateral assis-
tance are uncertain, unstable and politically dom-
inated. At the same time there are many inter-
national and regional institutions like the World
Bank, Regional Development Banks, the UN Devel-
opment Programme, and UN Specialized Agen-
cies, which have acquired vast professional and
managerial capacity to serve as effective devel-
opment agencies, but their performance and
future role is affected by uncertain budgetary
allocations and controversies over objectives and
priorities. There is also a growing need for better
coordination at the “apex”. Perhaps the time has
come for creating some kind of body like a “World
Development Council“, composed not only of
country representatives but of heads of various
international development agencies, such as the
UN Secretary General, heads of the World Bank,
Regional Development Banks and UN Specialized
Agencies. These eminent persons with their in-
stitutional responsibilities and professional orien-
tation, together with a few selected representatives
of developed and developing countries could play
a more effective coordinating role by prescribing
broad policy goals, determining criteria for allo-

INTERECONOMICS, No. 7, 1972

cating development assistance and monitoring
overall performance;

[ Creation and expansion of autonomous sources
of development assistance. If the proposed
“link” between the Special Drawing Rights and
development assistance is accepted and imple-
mented, it could provide an automatic and expand-
ing source of development finance. The proposed
“World Development Council®, if created, could
then be entrusted with the responsibility of allo-
cating these resources between the World Bank,
Regional Development Banks and the UN institu-
tions and agencies. This could constitute an im-
portant step for the creation of a much needed
“International Finance Ministry”. Similarly, coun-
tries which do not regard political objectives of
bilateral assistance of primary importance could
transfer their contributions (hopefully up to 0.7 p.c.
of GNP) to this multilateral pool of international
resources controlled by this body. In this way, the
transfer of resources to developing countries can
gradually become more systematic and institution-
al, reducing political controversies and tensions
inherent in bilateral programmes and shifting the
task of promoting development to widely dis-
persed professional institutions. This could also
make the UN system a more active instrument
of world development;

O] Accepting the need for special preferential
arrangements to enable developing countries to
receive an equitable and predetermined share out
of future expansion in worid trade. The evolution
of such arrangements could be greatly facilitated
by a general movement towards liberalization of
world trade. In the past developed countries have
been prepared to consider only those measures
of trade liberalization which did not conflict with
their own objective of protecting their traditional
industries like textiles and agriculture. The forth-
coming trade negotiations under GATT offer a
valuable opportunity to remove serious impedi-
ments to trade, particularly in products of interest
to developing countries. But trade liberalization in
itself would not offer larger trade opportunities to
developing countries in the absence of special
preferential arrangements. The principle of tariff
preferences has already been accepted for manu-
facture. it needs to be extended to non-tariff re-
strictions and to agricultural products. The incre-
ments which the developing countries need and
expect in their trade are modest compared to the
annual expansion of world trade, and the impact
of such increments on the balance of trade of
developed countries would be marginal. Once
these two principles, viz. a minimum market share
out of incremental trade and the need for pre-
ferential arrangements, are accepted, detailed
negotiations on individual producis or policies
could become more manageable.
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