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1. introduction

The decades since the 1939-45 w ar have 
been characterised by a growing division 
in the world between a small group of 
mostly industrialised nations, enjoying 
prosperity and rapidly rising living stand­
ards, and the overwhelming m ajority of 
nations where poverty has remained acute 
or has even worsened. This economic rup­
ture has its geographic reflection along a 
line broadly separating north America, 
m uch of Europe, and Japan, from  the ex­
tensive regions of under development in 
the south, embracing Africa, Latin 
America and Asia.

This steadily widening gap in m aterial 
living standards has occurred simultane­
ously with the process of decolonialisa- 
tion around the globe, which has created 
several score new nations. The belief 
within these new nations that political 
liberty would itself somehow unleash the 
necessary energies for swift economic de­
velopment has proved illusory. Independ­
ence has not freed them from  the tightly 
interlocking patterns of trade established 
during the colonial era. These form er 
colonies have, continued to be largely de­
pendent on the old m etropolitan coun­
tries of the north whose interests the in ­
ternational trading system was designed 
to serve. Indeed, the economic role of the 
southerly nations has remained the same 
as it was before independence: th a t is as 
suppliers of agricultural goods and indus­
trial raw materials ; as markets fo r the 
surplus m anufactures of the industrialised 
n a tio n s ; and as a reservoir of cheap 
labour.

It has thus become apparent th a t the fight 
for political independence in the 1950s 
and 1960s was only the beginning of a 
wider struggle for economic freedom and 
the creation of a fairer basis fo r the ex­
ploitation and distribution of the world’s 
wealth. In part, the problem for the de­
veloping countries lies in the agricultural 
and prim ary crop structures established 
by the colonial powers, which trans­
planted products from  one region of the 
globe to another in an attem pt to  achieve 
self-sufficiency within their own empires, 
reduce dependence on a rival colonial 
power, or provide incomes for expatri­
ates. Crop cultivation was intensified or

diversified in the interests of the metro 
politan power, with the result that today 
products like tea, coffee and rubber have 
an inbuilt tendency towards surplus, 
which is a constant restraint upon world 
prices, and which tends to reinforce the 
producers’ dependence on their tradi­
tional markets.

Sugar is just one example. Between the 
15th and 18th centuries the centre of pro­
duction for cane sugar shifted from  the 
M editerranean to the Atlantic islands and 
thence to  central and southern America 
and Indonesia, introduced by the P ortu­
guese, Spanish, British, F rench and Dutch 
into their various possessions. Few com ­
modities have a bloodier history than 
sugar.

In  addition, to the difficulties bequeathed 
by history, the developing countries are 
today the victims of what has been de­
scribed as “ neo-colonialism.” T hat is to 
say that through their trade, aid and in­
vestment policies, the industrialised 
nations continue to exert a considerable 
com m and over the developing economies 
of the south. Partly as a result of the old 
relationships, forged when the develop­
ing nations were still submissive colonies, 
m uch of the trade of these states has re­
m ained in the hands of mighty trans­
national corporations based in the rich 
countries of the north. M oreover, the need 
fo r new investment capital, technology 
and management skills has left the 
world’s poor nations with little alternative 
but to  accept new situations in which 
parts of their economy m ay be outside 
their control and directed from  several 
thousand miles away. The sheer size of 
the corporations, frequently with a tu rn­
over m any times larger than the economy 
of the host nation, has m eant that the 
power relationship is so unequal that it is 
difficult fo r the developing country to 
obtain an adequate balance of the bene­
fits from  such economic activities.

A t the same time, as a consequence of 
their strong economic dependence on the 
industrialised nations, the developing 
countries have suffered heavily from  the 
cycle of boom and recession that is the 
hallm ark of the W estern capitalist m arket
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economy. This cycle causes sharp swings 
in demand for the primary products sold 
by the poorer nations, leading to violent 
fluctuations in com modity prices and thus 
in the foreign exchange earnings derived 
from  them. Under such conditions it be­
comes virtually impossible to  plan de­
velopment programmes because of the 
unpredictability of export sales. Sudden 
sharp drops in foreign exchange earnings 
inevitably forces the poor commodity ex­
porting countries to cut back vital imports 
of m achinery and capital equipment.

W ith the successive failures of early, 
hopeful attempts at development plan­
ning, and the dawning realisation within 
the developing countries that the inter­
national trading system is inherently 
biased against them, the tension between 
the E arth’s rich and poor nations has in­
creased.

It is difficult to exaggerate the seriousness 
of the polarisation tha t is now taking 
place in the world economy. The fester­
ing grievances of the poorer nations has 
m ade the cleavage between north  and 
south potentially the most explosive issue 
on the world stage. W ithout a doubt it 
will dominate international politics until 
well into the next century. A lthough lack­
ing any very powerful military or econo­
mic leverage, the world’s poorest peoples 
have now made it abundantly clear that 
they are dissatisfied with the present divi­
sion of the E arth’s wealth and their role 
in the creation of that wealth.

the need for change________
If changes are not made it is certain that 
the tensions will grow and erupt in ways 
which cannot be foreseen. The limited 
military power of the developing nations 
should not beguile the rich states into be­
lieving that it is possible for them  to 
simply pull up the drawbridge and pre­
serve their privileges from  behind barri­
cades. holding the masses at bay. Such a 
course would condemn the rich countries 
to skulking furtively behind a defensive 
laarger of superior military technology— 
like white South Africa or the Rom an 
Empire long ago—waiting for the inevit­

able m om ent when the enraged hordes 
outside finally burst in to destroy the 
wealth they had not been perm itted to 
share.

Turbulence and unrest, bred of poverty 
and despair, would produce what Robert 
M cN am ara, President of the W orld Bank 
and form er u s  Secretary of Defence, has 
described as a “ time of trouble ” during 
which the forces of historical change 
would threaten our frail 20th century 
society with disintegration. Looking back 
from  some vantage point in the future 
it m ay well appear that the mid 70s were 
a watershed in the relations between the 
rich northern nations and their poor 
neighbours in the south. The industrially 
developed states now have to decide 
whether to go on as they have done in the 
past, or to attem pt—no m atter how pain­
ful it may be—to accom modate the legiti­
m ate aspirations of the far greater num ­
ber of less developed nations. Both 
morally, and from  the standpoint of self- 
interest (at least in the long term) the only 
course would seem to lie in the direction 
of accommodation.

F o r their part, the developing countries 
are now bent on nothing less than a total 
re-casting of the world economic system 
which is felt to  maintain them in bond­
age. To this end, they have already begun 
in earnest to  use the limited weapons at 
their disposal, applying their numerical 
strength within the United N ations and 
its agencies as a constant challenge to  the 
economic, m onetary, and diplomatic poli­
cies of the W estern countries, and w ith­
holding their co-operation until conces­
sions are forthcoming. They have also 
expropriated foreign owned assets located 
in their own countries, and have 
attem pted to  use their control over seg­
ments of raw m aterial production to 
achieve a fundam ental transfer of income 
from  the developed to the developing 
countries. The most successful action of 
this type— and the one that finally brought 
the N orth-South issue to  a head— being 
the quintupling of the world oil price. As 
a result of this action relations between 
the rich and poor nations have changed 
fundamentally. Although the oil price 
increase dealt a severe blow to the eco-



nomies of the non-oil producing develop­
ing countries, it showed that the old eco­
nomic order could be transformed.

A  transform ation of every aspect of 
N orth-South economic relations, includ­
ing trade, aid, technology, investment, 
debts and the ownership of resources is 
central to the establishment of the new 
international economic order for which 
the developing countries are now crusad­
ing. This programme, launched in 1974, 
represents a manifesto for the world’s 
poor.

It is the Third W orld’s case for such fun­
damental changes in its economic rela­
tions with the rich states that will be con­
sidered in subsequent pages.



2. the dimensions of the 
problem
F or an understanding of the scale of 
poverty in the world today and the gross 
disparities in the distribution of wealth, 
it is necessary to consider the position in 
some detail. By any objective criteria, 
the social and economic conditions of 
the vast m ajority of what has come to be 
called the “ Third W o rld ” is appalling; 
and the distribution of the E arth ’s wealth 
rem arkably concentrated. (The term  
“ Third  W orld ” is used to  describe over 
100 countries which, w hatever their own 
chosen political and economic institu­
tions, are not aligned w ith either the 
W estern or Soviet blocs. W hether the 
People’s Republic of China is included is 
a m atter of personal preference.)

O f the roughly 4,000 million people on 
the globe, about 2,000 million people live 
in countries, including m ainland China, 
where the per capita gross national pro­
duct is estimated to be less, often much 
less, than $200 (£120) a  year. A t the 
other extreme, about 600 million live in 
countries where per capita gnp  is ranged 
between $2,000 (£1,200) and $5,600 a 
year (N orth America, parts of West and 
East Europe, Australia and New Zealand).

A nother 1,200 million people live in 
countries where the per capita gn p  levels 
range between $200 and $2,000 (World 
Bank figures relating to  1972). Expressed 
another way, the fifth of the world’s 
population that is conventionally thought 
of as comprising the economically de­
veloped nations, produces and consumes 
nearly seven tenths of the global output 
of goods and services. These rich nations 
possess over 90 per cent of the w orld’s 
official gold and foreign currency reserves 
(excluding the oil producing states which 
are now in a special category). They also 
have 95 per cent of all scientific capacity, 
and they consume 70 per cent of its meat 
and 80 per cent of its protein. In 1973, 
almost 80 per cent of the world’s energy 
was consumed in N orth  America, the 
Soviet Union and the rest of Europe. 
N orth  America alone consumed 35 per 
cent of the global total.

M ost alarming of all is the fact that the 
gap between the rich and poor is widen­
ing at an accelerating rate. A hundred

years ago the per capita income of the 
rich northerly nations was about twice 
that of the rest of the world. By 1960 the 
ratio was broadly about 9 :1 . Today, the 
non-comm unist industrial nations have a 
per capita income about 13 times greater 
than the average of the Third  W orld, but 
perhaps 30 times greater than the per 
capita income of some of the poorest 
nations. By the end of the century, on 
present trends, the gap between the very 
richest and very poorest nations could 
reach 60 :1 . T he problem is not simply 
that the gap exists, or even that it is 
getting wider, but that there is a rapid 
acceleration in the rate at which the gap 
is widening— at last, between the very 
richest and very poorest. Thus, even if a 
country like India were to achieve the 
impossible and expand her economy at 
an annual rate of 10 per cent, the total 
growth over two years would only just 
exceed a single year’s growth in the u s  
economy if the latter expanded at a mere 
one per cent. This is because the base of 
the u s  economy is already so much 
larger than that of India. The annual in­
crease in the wealth of the u s  during 
much of the 1960s was equal to the total 
income of Africa, excluding South 
Africa.

Robert M cNam ara, the W orld Bank 
president, has estimated that for at least 
one billion people per capita incomes 
may only rise from  $105 a year to  $108 
between 1970 and 1980, while those in 
the developed world will rise from  $3,100 
to $4,000— an increase of $3 compared 
with $900 over the entire decade.

The available evidence suggests that there 
is m ore starvation and malnutrition, more 
illiteracy, and that there are m ore people 
wearing rags and living in hovels or on 
the streets, and m ore people unemployed 
than in 1945 when the representatives of 
“ the peoples of the United N ations met 
in San Francisco to proclaim their ‘ deter­
mination ’ to reaffirm faith in  funda­
mental hum an rights, in the dignity and 
worth of the hum an person . . .  to pro­
mote social progress and better standards 
of life in larger freedom ” in order “ to 
save succeeding generations from  the 
scourge of war, which twice in our life­
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time has brought untold sorrow to m an­
kind.”

Yet some 30 years after these brave 
words were written, M r M cNam ara, who 
heads one of the institutions created to 
deal w ith poverty, was able to  say: 
“ Some 900 million of these individuals 
(the poorest half of the inhabitants of the 
Third  World) subsist on incomes of less 
than $75 a year in an environm ent of 
squalor, hunger, and hopelessness. These 
are the absolute poor, living in situations 
so deprived as to be below any rational 
definition of human decency. Absolute 
poverty is a condition of life so limited 
by illiteracy, malnutrition, disease, high 
infant mortality, and low life expectancy 
as to deny its victims the very potential of 
the genes with which they were bom . In 
effect, it is life at the margin of exist­
ence.”

The facts speak for themselves. Coldly, 
they are as set out below.

M alnutrition. The United N ations Food 
and Agricultural Organisation estimates 
that at least a third to a half of the 
world’s people suffer from  hunger or 
nutritional deprivation. The average per­
son in a “ high standard ” region con­
sumes four pounds of food a day, com ­
pared with an average pound and a 
quarter in a “ low standard ” area. The 
average calorie intake in the developing 
countries is about two thirds of the aver­
age in the more economically advanced 
countries. Similarly, protein intake is 60 
per cent of what it is in the rich coun­
tries. Average protein consumption in 
many parts of the world is below the 
accepted international minimum neces­
sary for norm al health. The director of 
the N ational Institute of N utrition in 
India reported that 80 per cent of that 
nation’s children suffer from  malnutrition 
dwarfism.

In fant mortality. In fant deaths per 1,000 
live births are four times as high in the 
developing nations as in  the developed 
states (110 com pared with 27). These, of 
course, are only averages. In  parts of 
India as m any as 250 babies in every
1,000 die before they are one year old.

In  Egypt, the proportion of children be­
tween the ages of one and two who die is 
m ore than 100 times higher than in 
Sweden.

Life expectancy. A  m an in the West can 
expect to live 30 per cent longer than the 
average man in the developing world, 
and twice as long as the average m an in 
some African countries.

Illiteracy. There are 100 million m ore 
illiterates in the world today than there 
were 20 years ago, bringing the total to 
some 800 million. In  Africa only about 
one person in four can read, while in 
Asia about 53 per cent of the population 
can read.

Unemployment. The best estimates sug­
gest that unemployment (making allow­
ance for under-employment) ranges be­
tween 20 and 30 per cent in the develop­
ing countries, excluding m ainland China, 
which falls outside the scope of most of 
these international statistics. However, 
the rural and urban unemployment pro­
blems are very different. In the rural 
areas the size of unproductive groups is 
disguised by under-employment resulting 
from  subsistence level farm ing and 
seasonal employment. W orst affected by 
the lack of w ork are the 15 to 25 year 
olds. The fall in the death rates, which is 
causing the population explosion in de­
veloping countries (this is true in spite of 
the continuing relatively high infant m or­
tality and low life expectancy) has dis­
proportionately affected the youngest age 
groups, with the result that the m ajor in­
crease in population are occurring among 
children under 15. The International L ab­
our Organisation estimates that during 
the present decade 280 million m ore 
people will be added to the world’s lab­
our force, and an estimated 226 million 
will be youngsters in the developing 
world. H igh unemployment amongst the 
young can only create the conditions for 
a potentially huge increase in crim e rates.

Population explosion. Rapidly rising 
populations in the developing countries 
are a fundam ental factor in world poverty. 
F or the world as a whole, the average 
population growth is currently running
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at about 2 per cent a year, but m any de­
veloping countries are burdened with a 
growth rate of 3.5 per cent or more. A 
population growing at a com pound rate 
of 1 per cent doubles in 70 years ; at 3.5 
per cent it doubles in only 20 years. 
Clearly, it is not possible to separate 
population growth from  the problems of 
poverty and economic development. 
Large scale family planning programmes 
have been introduced by several develop­
ing nations. But it is widely agreed that 
only a general raising of living standards 
will reduce birth rates in parts of the 
world where it is still believed that more 
people mean more wealth. It is still sadly 
true that in some areas children remain a 
good investment. Every extra child may 
add marginally to the income of the 
household, and the more children that 
parents bring into the world, the more 
chance these parents have of securing 
some income support in their old age. 
Fam ily planning and development have 
to go hand-in-hand. W ithout the former, 
economic development will be seriously 
held back. Yet, w ithout an improvement 
in material living standards, there is little 
hope of putting a brake on population 
growth.

Expanding cities. Population pressures 
have contributed to the heavy migration 
from  the land to the cities and rapid ex­
pansion of urban areas all over the de­
veloping world. It has been estimated that
120,000 people a day were streaming into 
the world’s cities in 1975'—the annual 
equivalent of nearly 400 Leicesters. This 
has resulted in most of the m ajor cities 
being ringed by appalling slums, shanty 
towns and squatter settlements. By the 
end of the century, according to predic­
tions, a further 1,500 million people will 
be added to the E arth’s total urban popu­
lation, equivalent to nearly half the 
planet’s total population as it stood ?t. the 
beginning of the 1960s. The new in­
habitants of Third W orld cities (like Ban­
dung, Lagos, Karachi, Bogota, Bangkok, 
Seoul and Sao Paulo), m any of them 
arriving illegally, will swell the numbers 
living in tents and hovels made from  
packing cases and scrap metal, or will 
add to the expanding population of pave­
m ent dwellers. Even where these people

are currently served by public water, 
sewerage systems, transport and educa­
tion, such services could break down al­
together under the strains that will be 
exerted upon them by further growth in 
the urban population.

Rural poverty. But even living in the 
shanty towns may often appear prefer­
able to starving in the villages of the 
countryside. Of the 900 million abso­
lutely poor living in the Third  W orld (ex­
cluding mainland China) some 200 mil­
lion reside in the cities and 700 million 
in the countryside. In spite of the pro­
jected increase in urban population, m ore 
than half of the people of the developing 
countries will still reside in the country­
side at the end of the century. Poverty 
in the rural areas is largely the result of 
the low productivity of millions of small 
subsistence farm s which have not been 
perceptibly touched by the overall econo­
mic growth achieved by some developing 
countries.

Inequality. The gap between rich and 
poor has grown sharply within many de­
veloping countries as it has grown be­
tween nations. The degree of inequality 
that exists in many poor countries is far 
greater than in the industrialised states 
today. Amongst 40 developing countries 
for which data is available, the upper 20 
per cent of the population are shown 
typically to receive 55 per cent of national 
income, while the bottom  20 per cent of 
the population receives 5 per cent. The 
policies of Third  W orld governments, 
aimed primarily at accelerating econo­
mic growth, appear frequently to  have 
benefited mainly the upper 40 per cent 
of the population, and the allocation of 
public services and investment funds has 
tended to strengthen rather than offset 
this trend. Public spending in developing 
countries is, in the main, heavily concen­
trated  in the industrial and non-agricul- 
tural sectors where the greatest potential 
for economic growth is believed to lie. 
W here public money is devoted to reliev­
ing social problems, it tends to be chan­
nelled to the urban areas where the poli­
tical pressures are greater and m ore 
direct, thus giving a further spur to  
migration from  the land.



3. growth with equity

T he scale and dimension of world 
poverty cannot be seriously contested, 
but there is much disagreement over 
what, if anything, can be done to tackle 
these daunting problems. Can those 
nations that are sufficiently purposeful, 
energetic and ingenious make the leap 
into self-sustained economic growth 
achieved by the older nations during the 
last century— or, in the case of Japan, 
this century? Do the conditions still exist 
that permit nations to attain such a goal, 
or did the countries of W estern Europe 
and N orth America benefit from a unique 
interaction of geography, tradition and 
social and economic circumstances and 
resource endowment? T hat the attain­
ment of self-sustained economic growth 
was not necessarily peculiar to a hand­
ful of white western nations is wit­
nessed by the emergence of Japan and the 
Soviet Union as industrialised nations and 
by the more limited achievements of some 
developing countries in south east Asia 
and Latin America. But if it is possible 
for young nations to still join the ranks 
of the industrially successful, what is the 
best means by which this can be accom­
plished? And is the international trading 
system inherently biased against the de­
veloping countries, as they claim?

Following the model of the older indus­
trialised nations, m any of the Third  
W orld states have sought to foster an 
entrepreneurial class as an engine of eco­
nomic expansion and an agent for mobil­
ising investment finance and thereby, it 
is assumed, creating employment oppor­
tunities. This model accepts a skewed in­
come distribution as necessary for the 
purpose of increasing savings, which are 
usually then supplemented by foreign 
private capital. Together with the use of 
the “ m arket mechanism ” as the instru­
ment for obtaining optimal efficiency in 
the allocation of resources, this approach 
has led to a considerable concentration 
on the high productivity, capital inten­
sive, urban based modern sectors, with 
the result that comparatively few extra 
jobs have been created and little has been 
done to improve the lot of the rural 
masses. Indeed, it has been convention­
ally assumed that specifically employment 
oriented policies and the redistribution

of wealth are in conflict with economic 
growth because they imply greater 
priority on low labour productivity sec­
tors. Therefore, it is suggested, the choice 
lies between maximising gross national 
product and minimising poverty.

T he argument in favour of growth-with- 
inequality is that wealth will be created 
faster and that the “ trickle down ” effects 
will result ultimately in a m uch higher 
standard for the poor than would 
be achieved through a policy of redistri­
bution. Such capitalist m arket concepts 
have been broadly adopted by the de­
veloping countries with varying degrees 
of constancy, and have to some extent 
been imposed through international in­
stitutions where W estern influence is 
strong, although even in the West the 
fidelity to such principles has been more 
theoretical than real. Whilst it is true that 
those countries like South Korea, Taiwan, 
Hong Kong, Mexico and Brazil which 
have adopted this model most uncon­
ditionally have achieved high rates of 
economic growth, the available evidence 
suggests that large sectors of their eco­
nomies have failed to benefit from growth 
and that, notably in Brazil, the degree of 
inequality has grown quite markedly. 
M any economists have concluded from  
this that the overall rate of economic 
growth as an indicator of development 
is inadequate and that different weights 
must be given to increase in incomes of 
different social groups.

The limitations of the capitalist market 
approach to development were deftly put 
by Lester Pearson, the form er Canadian 
Prim e Minister, who headed a group of 
distinguished people that produced the 
so called “ Pearson Report ” on inter­
national development during the later 
1960s. He said: “ If to one kind of en­
vironment we apply, unchanged, policies 
evolved for another, then I think they 
have a fair chance of failing. This is the 
core of my disagreement with those who 
would abandon aid to development in 
favour of renewed reliance upon the tra ­
ditional m arket system. To do so would, 
I  believe, entail far more confidence in 
the method than is justified by economic 
history. It would also gloss over the viol­



ent contrasts between (the Third  W orld’s) 
problems today and those of the areas 
and epochs where ‘ normal m ethods ’ are 
supposed to have worked. I  believe on 
the contrary, that the m arket system did 
not work unaided even in the hyper- 
favourable conditions of the 19th century 
Atlantic world . . . When . . . critics 
speak today of ‘ norm al ’ methods of de­
velopment by way of orderly investment 
aimed at commercial returns achieved by 
verifiable increases in productivity, they 
forget, I  think, that imm easurably vast 
‘ takeover’, virtually for free of the 
world’s best, largest, agricultural reserves 
by the small group of Europeans erupting 
out of W estern Europe and occupying 
every remaining tem perate land in the 
course of two brief centuries. To exclude 
this immense enrichment and talk of ‘ de­
velopment ’ as a norm al increment of 
careful commercial investment is, to my 
mind, to talk nonsense. Nothing com par­
able is available to developing nations 
today—unless we use our abundant capi­
tal and technology to provide a com par­
able gift.” Lester Peason was putting the 
case for m ore direct assistance, but the 
debate has since become m ore sophisti­
cated, concerned with specific objectives. 
M ore recently, the notion that employ­
ment oriented policies and redistribu­
tion require a sacrifice of some growth 
has been challenged by some economists 
who argue that, on the contrary, such 
policies might even lead to  a higher rate 
of economic growth. They draw atten­
tion to  the negative aspects of uneven in­
come distribution, observing that those 
people with higher incomes often transfer 
their savings abroad or spend large parts 
of them on imported goods in spite of the 
investment opportunities which should 
seemingly exist domestically.

By contrast, projects aimed at generating 
income for the very poorest tend to  result 
in a greater expenditure on locally pro­
duced goods. Thus, direct employment 
creation—by state or international agen­
cies— becomes a more effective means of 
obtaining a fairer distribution of income 
which in turn further stimulates employ­
ment creation. The argum ent that this 
approach means perpetuating low incomes 
and poverty because of the emphasis on

the low productivity sectors takes no 
account of the large sections of the popu­
lation that would otherwise rem ain out­
side of the money economy. The appar­
ent choice thus presented is between on 
the one hand a strategy which favours 
disproportionately a small m inority in 
what is called the m odern form al sector, 
while the m ajority of the population who 
cannot gain access to that sector eke out 
a precarious living in the urban informal 
sectors and rural traditional sectors ; and 
on the other hand a strategy which 
attempts to raise directly the productivity 
and the incomes of people in those low 
productivity sectors.

The example o f mainland China shows 
tha t it is not necessary to view these two 
different roads to development as in in­
evitable conflict, obliging all countries to 
choose one or the other in the way that, 
say, K enya (fast growth) and Tanzania 
(equitable distribution) have done. The 
People’s Republic of China has managed 
to devise a form ula which permits m axi­
mum benefit to be drawn from  the high 
potential of the m odem  sector while 
simultaneously developing the country­
side— Chairm an M ao’s dictum of “ w alk­
ing on two legs.” The problem which 
China appears to have solved is how to 
achieve this economic dualism without 
allowing the expansion of the m odern 
sector to distort overall priorities 
and to produce a divided society. “ D rift ” 
to the cities has been prevented by direct 
control, while urban privilege has been 
strictly curtailed, with wages held down, 
and the state creaming off the “ surplus ” 
to  finance development elsewhere in the 
economy.

This has been combined with a maximum 
exploitation of local resources fo r local 
needs and a heavy concentration on lab­
our intensive works. In addition, the 
Chinese com m une has been encouraged 
to develop its own ancillary and support 
industries, including education, health 
and welfare services, thereby achieving 
an integrated and balanced development. 
In this way the development process can 
begin at the bottom  and extends upwards. 
The best available evidence indicates that 
there is now no  absolute poverty or un ­
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employment in m ainland China. Inform ed 
observers have suggested that a typical 
income in lowland rural China is about 
two to  three times higher than in India or 
Pakistan, and 50 to  100 per cent higher 
than in Thailand, Indonesia and the Phil- 
lipines (countries with traditional free 
enterprise systems). But programmes 
aimed at redistribution and agrarian re­
form  will inevitably meet strong resist­
ance from  the wealthy and oligarchic 
elites within the Third W orld who stand 
to  lose by such reforms. These are often 
the groups that have become closely 
identified with the W est in its ideological 
struggle with the com munist world for 
the allegiance of the developing nations. 
The West therefore has a vested interest 
in m aintaining the political power of the 
entrepreneurial and land owning classes.

Consistently since the great decolonialis- 
ing process began, the economically de­
veloped W estern nations have found it 
convenient to  support these classes in 
their resistance to  change. F or some de­
veloped nations therefore there is a clear 
conflict between the policy goals of their 
departments dealing with aid and those 
handling foreign relations. Indeed, in 
many cases, overseas aid has been a 
direct extension of foreign policy, used 
chiefly to  further the national interests of 
the donor country and intended to prop 
up those sectional groups of the Third 
W orld that are viewed as favourable to 
the W estern position, rather than to  raise 
the living standards of the poorest. A 
genuine com m itm ent by the rich north­
ern states to  reduce world poverty must 
entail a com plem entary com mitm ent to 
support those political groups within the 
developing countries pledged to  this end.

Yet, finally, whatever road of economic 
development is chosen—socialist, capi­
talist or mixed—growth of output is 
rightly seen as the key determ inant of 
success. G row th is imperative if poverty 
is to  be eliminated. Even if wealth could 
be distributed m ore equitably, bo th  w ith­
in nations and between them, without 
creating intolerable political tensions, it 
would be spread thinly. There are cer­
tainly severe political constraints to  the 
extent to  which financial resources can

be transferred to  developing countries 
from  the industrialised nations out of the 
existing stock o f such resources. A  trans­
fer of real income on any significant scale 
would inevitably entail a sharp drop in 
the general living standards within the 
developed nations, and it is hard  to see 
how  this could be accom modated in the 
present, and foreseeable, state of popular 
democratic politics com mon to  the richer 
western nations.

It is thus quite clear that any increase in 
Third  W orld income will have to  come 
chiefly out of incremental growth in total 
world income. In other words the de­
veloping countries will only get richer if 
the world as a whole gets richer.

But as the rich industrialised nations 
largely provide the motive power for ex­
pansion, it follows tha t these countries 
must themselves continue to expand their 
economies. There is a strong relationship 
— almost 1 to 1— between changes in the 
growth rates of the rich nations and 
growth rates in the non-oil developing 
countries. This is because the form er 
account for 75 per cent of the exports of 
the latter, and this relationship is un ­
likely to  change significantly fo r a long 
time.

Only if the economies of the West con­
tinue to expand will the Third  W orld 
countries be able to  earn the increasing 
sums of foreign exchange needed to pay 
for the m achinery and equipment that 
will speed their development. Self-reliance 
is no t a serious alternative fo r the 
m ajority of developing countries.

Neither can it toe realistically hoped that 
intra-Third W orld trade will develop 
sufficiently fast to  alone provide the 
finance the developing countries need. 
Even m ainland China, which enjoys the 
natural advantages of a large and re­
sourceful population, has probably im ­
posed severe restrictions on itself through 
its policy of self-reliance. I t is undeni­
able, however, that the need to  stimulate 
exports adds a further dimension to the 
difficulties of fair income distribution, 
particularly as it is in the m odem  sectors 
that the export potential is highest.



4. the second development 
decade
F o r m any of the poorest developing 
countries, any hopes of achieving an ade­
quate rate of economic growth during the 
rest of this decade appear to have faded 
away during the last two or three years. 
Since the early months of 1974, the non­
oil exporting members of the Third  W orld 
have faced a seriously deteriorating finan­
cial situation as a result of the acute re­
cession in the West, the world wide in­
flation, the food crisis and the quintup­
ling of crude oil prices. This com bina­
tion of factors not only abruptly arrested 
the growth which the m ore successful de­
veloping nations were experiencing, but 
caused some of the poorest nations to slip 
backwards, reducing living standards that 
already appeared to be at rock bottom.

It is clear that the whole of the In ter­
national Development Strategy for the 
Second Development Decade has been 
set back considerably. T he Second De­
velopment Decade, beginning on 1 Janu­
ary 1971 was adopted by -the un  General 
Assembly in October 1970.

Unlike the First Development Decade of 
the 1960s, which had no detailed strategy 
and simply called for action by developed 
and developing countries to accelerate 
progress towards self-sustaining growth 
for the economies of the T hird  W orld, 
the Second Development Decade is both 
m ore specific and m ore elaborate in its 
objectives. The strategy was accepted 
w ithout a vote in the un  Assembly, but 
was subject to individual statements of 
reservation or interpretation from  the rich 
nations. It was seen as being closely 
parallel to  the D isarm am ent Decade, with 
a movement towards disarm ament releas­
ing additional resources fo r use in social 
and economic development. W ithin the 
fram ework of the Second Development 
Decade (dd  2), governments pledged 
themselves, individually and collectively, 
to  pursue policies designed to create a 
m ore just and rational world economic 
and social order in which equality of op­
portunity  should be as much a preroga­
tive of nations as of individuals within 
nations.

T he principal goal was an average an ­
nual rate of growth in the gross product

of developing countries of at least 6 per 
cent. On the assumption of an annual 
average increase of 2.5 per cent in the 
population of developing countries, the 
average growth in gross product per head 
was seen as 3.5 per cent. Within the broad 
6 per cent increase in gross product, a 4 
per cent increase in agricultural output 
was envisaged and an 8 percent growth 
in m anufacturing output. To achieve this 
an expansion in the ratio of gross 
domestic saving to gross product of 0.5 
percentage point per annum  was prom ul­
gated, so as to  bring this ratio to around 
20 per cent by 1980. A  somewhat less 
than 7 per cent expansion ;in im ports and 
a somewhat higher than 7 per cent rise in 
exports was also envisaged.

Furtherm ore, the rich countries were 
obliged under the dd  2 program m e not 
to raise trade barriers against Third 
W orld exports and were required to  adopt 
generalised, non-discriminatory, non­
reciprocal preferential treatm ent fo r the 
exports of developing nations. T he de­
veloped nations were further required to 
transfer to the Third  W orld countries 
financial resources amounting to at least 
1 per cent of their gross national product 
— a target with which they were expected 
to comply by 1975. Within the 1 per cent 
target, 0.7 per cent of the rich nation’s 
gnp would be transferred in the form  of 
“ official development assistance ” (which 
conforms to a strict international defini­
tion of concessionality). The extent to 
which aid  was “ tied ” to purchases in 
the donor country would toe reduced. 
O ther proposals included the adoption of 
appropriate measures by both rich and 
poor nations t o : stimulate and encourage 
the flow of private resounrces to the 
Third W orld ; increase the participation 
of developing countries in shipping ; re­
duce the cost of insurance and reinsur­
ance for developing countries ; effect the 
drawing up of a program m e fo r prom ot­
ing the transfer of technology ; and spur 
the introduction of Third W orld agrarian 
reforms.

Yet, even befo re  the situation  facing the 
non-oil exporting  developing countries 
had  begun to w orsen in  1974, it w as clear 
th a t m uch of the bold stra tegy  fo r d d  2
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was not being realised. This was shown 
in the u n  mid-term  Review and appraisal 
of progress covering the years 1971-74. 
A lthough during these years average an ­
nual growth of gross domestic product 
for developing countries was 5.9 per cent 
•—just marginally below the 6 per cent 
target— the average growth of agricultural 
production was a m ere 1.5 per cent, con­
siderably below the 4 per cent objective 
and even lower than the 2.8 per cent 
achieved in the previous decade. The 
m ajority of the other d d  2 objectives, in­
cluding those for foreign aid transfers, had 
either proved elusive or seemed further 
away from  attainm ent in 1974 than they 
were four years earlier. Even the aggre­
gate growth figures fa r the Third W orld 
masked very great differences between 
regions. The M iddle East, Southern 
Europe, East Asia and Latin America 
achieved above average gnp and per 
capita growth, while South Asia and 
Africa did much worse than average.

Yet, by contrast, the prospects during the 
next few years for the one billion people 
in the lowest income developing countries 
—per capita incomes of $200 o r less a 
year— are bleak indeed. There was a real 
fall in  the per capita incomes of these 
people !in 1974, and a further decline in 
1975 was only prevented 'by the advent 
of a good monsoon. The middle 
income developing countries did not feel 
the full impact of the deterioration in the 
world economy until 1975, when their 
per capita income was also declining. All 
together the events of 1973-1975 have 
been a savage blow to the hopes of the 
poor and are certain to prove a fatal set­
back to  the whole dd  2 strategy.

The W orld Bank has estimated that for 
the low income countries now to achieve 
an average annual per capita income 
growth of about 1 to K  per cent, and for 
the middle income countries (excluding 
the richer oil producers) to  achieve a per 
capita income growth of around 2{- to  3 
per cent, between 1976 and 1980, would 
require both a sharp rise in the real value 
of outside capital resources and a fairly 
rapid recovery in the industrial countries 
from  their recession. Otherwise even 
these wholly inadequate Third  W orld

growth rates—which are far below the 
targets envisaged in dd  2—would be still 
lower or even negative. M oreover, it 
would mean that, because of the setbacks 
of the middle 1970s, the low income de­
veloping countries had managed only to 
stand still throughout the Second D e­
velopment Decade.

Yet, if the 17 principal aid donors o f the 
developed world were prepared to allo­
cate to  the poor states, on concessional 
terms, just 2 per cent of the incremental 
wealth that they can expect during the 
second half of the 1970s, enough finance 
would probably be provided to enable the 
low income and middle income Third 
W orld nations to achieve per capita 
growth rates of 3.2 and 3.8 per cent re­
spectively between 1976 and 1980 (assum­
ing some steady world economic recovery, 
and that the richer oil producing coun­
tries aso continued to  provide aid). Sadly, 
in the absence of any genuine com m it­
ment to world development on the part 
of the rich countries, even this singularly 
modest sacrifice is unlikely to  be forth ­
coming from  them.



5. developing countries and
the international trading
system
There are basically two m ethods of trans­
ferring resources from  the rich to the 
poor countries. E ither it can be made 
possible for the developing states to  earn 
m ore from  the goods they sell, or they 
can be provided with capital in the form  
of aid, commercial investment, or in ter­
national bank loans. Both m ethods are 
charged with controversy. If  a  develop­
ing country increases significantly its 
earnings from  trade, there will be a 
corresponding cost to another country, at 
least in the short term . Because of this, 
considerable obstacles have been erected 
to  protect the general m onopoly position 
of the wealthy nations from  the disrup­
tive effects of an increase in the Third 
W orld’s share of global trade. Since the 
middle of the last century international 
trade has inevitably developed to a  pat­
tern consistent with the m utual interests 
of the m ajority of the im portant trading 
nations, with rules designed to  preserve 
the advantages it provides fo r them.

T he theoretical basis underlying the inter­
national exchange of goods is that the 
m aximisation of world income is best 
achieved through international specialisa­
tion. This means tha t each country 
should concentrate on selling the goods 
and providing the services in which it has 
a “ com parative advantage ” by virtue of 
geography, climate, resources endow­
ment, tem peram ent of its people or eco­
nomic structure—in other words the 
goods and services which it can produce 
or provide relatively m ore efficiently than 
others, or those which it can produce or 
provide least inefficiently. The corollary 
of this is that trade between nations 
should take place without restriction and 
that cheap imports should be welcomed 
and not viewed antagonistically.

In practice neither rich nor poor coun­
tries are free of trade restrictions. 
W hether developing countries should seek 
to  apply the free trade rules, and how 
soon they should be bound by them, is a 
m atter much disputed. Certainly, there is 
a strong case fo r protecting so called 
“ infant ” industries within developing 
countries and for a broad concentration 
by the poor nations on im port substitu­
tion where, for structural reasons, this

creates m ore employment and generates 
income m ore widely. Even some de­
veloped nations like the United States 
and Japan built up their strength behind 
a battery of im port restrictions which pro­
tected their home industries. In  reality, 
world trade today is, in spite of its under­
lying doctrine, beset with restrictions, im ­
port and export controls, tariffs, excise 
duties, countervailing duties and many 
other restraints on the exchange of goods. 
Thus, those developing nations that en­
deavour to  generate income from  their 
exports 'face considerable problems.

The establishment, after the second world 
war, of institutions like the General 
Agreement on Tariffs and T rade and the 
International M onetary Fund to  adm ini­
ster free trade and help smooth out tem ­
porary trade imbalances between nations, 
has not led to  the elimination of all trade 
and m onetary restrictions even between 
the large trading countries. But the level 
of restrictions imposed by the northern 
nations on a wide range of products from  
the Third  W orld is particularly p ro ­
nounced ; and they are arranged in such 
a way as to have the worst possible effect 
on the structure of developing country 
exports. It is estimated that the tariffs 
facing the developing countries in the 
markets of the rich nations are, on aver­
age, 50 per cent higher than those levied 
by developed states on each others’ ex­
ports. Non-tariff barriers are usually even 
m ore restrictive than the form al tariffs 
and far -less easy to identify. Non-tariff 
barriers cover a wide field including 
packaging, labelling and m arking restric­
tions, health and sanitary regulations, 
customs procedures, trade documentation, 
im port licensing, and im port quotas. 
Some of these restrictions are no doubt 
imposed fo r sound reasons of welfare, 
but m any are used simply to  lim it the 
volume o f  imports. Research in 1969 sug­
gested that some 28 per cent of Third 
W orld exports to the industrialised coun­
tries were subject to  non-tariff procedures 
of some kind, com pared with only 11 per 
cent on exports emanating from  other 
rich nations.

O f course, in their raw form, industrial 
materials and basic commodities are much
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less subjected to  tariffs and restrictions 
than other Third W orld exports because 
of the northern nations’ need for a  cheap 
and ready flow of such products. But the 
more processing that these raw  materials 
receive in the southern country of origin, 
the steeper im port duties in the north are 
inclined to be. This is because such pro­
cessing has norm ally been conducted by 
the domestic industries within the rich 
countries, themselves thus providing 
them with the extra earnings derived 
from  the “ value added ” created by p ro­
cessing. It has been the prerogative of the 
rich countries to  convert the bauxite into 
aluminium ; refine the raw sugar cane ; 
turn the yarn and cloth into textile goods, 
cocoa into chocolate, and iron ore into 
steel ; roast the coffee beans ; mould the 
ru b b e r ; and convert crude oil into 
petrochemicals.

The industrialised nations constitute the 
main m arket both for the raw materials 
and the processed products, and this has 
provided them with the economic lever­
age to  obtain the products in the form  
they desire by arranging tariffs, excise 
duties and im port quotas so that their im ­
pact is progressively greater the m ore pro­
cessing that has taken place.

Sectional groups within the developed 
countries with a vested interest in the 
status quo  have inevitably been able to 
bring m ore pressure to bear on their gov­
ernments than the producer nations have 
been able to exert. Frequently, large num ­
bers of w orkers within the rich consumer 
nations are employed in the processing 
industries, giving the governments of 
those nations little choice but to protect 
the home industry at the expense of a 
foreign exporter trying to penetrate a new 
m arket or expand in an existing one. In 
addition to the progressive way that 
tariffs are structured to deter processing 
of raw  materials, m any types of agricul­
tural products face restrictions whether 
they are processed or not, because they 
compete directly with similar crops pro­
duced by farm ers in the tem perate zone.

This group of products includes fats and 
oils, cane sugar, meat, cereals, rice, 
tobacco, citrus fruit, wine and fish. Such

products accounted fo r some 27 per cent 
of all developing countries’ exports of 
prim ary products at the end of the 1960s. 
As a result of the protection afforded by 
developed countries, particularly the 
European Com m unity states, to  their 
farmers, production in those countries is 
greater than it would otherwise have 
been, prices are higher internally, and the 
foreign exchanges earnings of the de­
veloping countries curtailed.

A  study conducted by the UN Food and 
Agricultural Organisation has suggested 
that if barriers to  trade in 18 m ajor edible 
agricultural commodities were completely 
removed, the earnings of developing 
countries could be $10,000 million a year 
more than they would otherwise be by 
1980. A  m ore conservative estimate by 
the W orld Bank which considered the 
benefits to  be derived on a slightly differ­
ent range of products from  a partial re­
moval of trade barriers projected an in­
crease in earnings of $4,000 million a 
year by 1980. There is no doubt that the 
potential increase in  T hird  W orld earn­
ings from  an elimination of trade barriers 
in the rich states is considerable. They 
might be sufficient to raise half the addi­
tional foreign exchange necessary to  in­
crease the per capita growth in m any de­
veloping countries to  6 per cent a year. 
Even so, im port liberalisation for prim ary 
products (which account for three quar­
ters of Third W orld trade) though signi­
ficant in overall terms, would never the 
less probably prove to be of limited 
value to  the developing states over the 
long term. The m arkets for such products 
will continue to grow only slowly. Long 
term export prospects must, therefore, be 
largely based on trade in m anufactured 
goods which also face a panopoly of re­
strictions.

M anufactured goods account for some 
25 per cent of the total exports of the 
poor southern countries, but their share 
of world trade is still only about 6 or 7 
per cent. M oreover, exports of m anufac­
tures from  the Third  W orld have grown 
only marginally faster in value between 
1960 and 1972 than total world trade of 
this type. The W orld Bank, the largest of 
the international aid agencies, has sug­
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gested that the adoption of m ore liberal 
policies by developed countries on the 
im portation of m anufactured goods was 
essential to  the long term  growth pros­
pects of the developing countries.

terms of trade_____
Restrictions on Third  W orld trade are, 
however, only part of the problem . The 
relationship between prices for imports 
and those fo r exports is also of key im ­
portance. This relationship is known as 
the “ term s of trade.” A  rise in the terms 
o f trade m ean that a unit of exports will 
buy m ore imports, while conversely, a 
fall in the terms of trade means that a 
unit of exports purchases less imports. It 
has been a m atter o f considerable contro­
versy whether there has been a  long run 
deterioration in the developing countries’ 
term s of trade and a corresponding im ­
provement fo r the rich nations. A  long 
run rise in the price of m anufactured 
goods (sold mostly by the rich nations) 
relative to  the price of commodities (the 
chief export of the poor nations) has been 
held to be at least partially responsible 
for the ever widening gap between the 
incomes of the rich and poor countries.

This argument dominated much of the 
thinking on development during the 
1960s. It was put forw ard most power­
fully by D r Raul Prebisch, the Argen­
tinian who became the first Secretary 
General o f  unctad (the United Nations 
Conference on Trade and Development). 
In summary, the argument is that the in­
come elasticity of dem and fo r  prim ary 
products is low. Yet, the increases in 
population fo r the developing countries 
forces new entrants into prim ary produc­
tion, thus expanding output at low wages. 
A t the same time the power of organised 
labour in the rich countries has ensured 
a steady rise in the price of m anufactured 
goods. Technical progress has also re­
sulted in economies in the use of raw 
materials, while additionally, a  num ber 
of petroleum  based synthetic fibres have 
■made severe inroads into dem and for 
natural fibres. Finally, a wide range of 
raw  materials are produced by, o r sold 
to, large oligopolistic business groups who

are “ price m akers ” rather than “ price 
takers.”

But this term s of trade case has not 
been proved. The period chosen by 
Prebisch to  dem onstrate his argument be­
gins at the peak of the com m odity boom 
caused by the K orean w ar at the begin­
ning of the 1950s and ends a little over 
a decade later when prices were in a 
trough. If  the period is extended to 1974 
a rather different story em erges; the 
terms of trade of prim ary products would 
show an overall improvement, although 
the recovery is shorter and sharper than 
the decline. So, whatever other conclu­
sions m ay be drawn from  this, it is cer­
tainly true that in the third quarter of 
this century the developing countries saw 
their term s of trade fall in m ore years 
than they saw them rise.

M oreover, the term s of trade of some 
individual commodities have been con­
sistently worse than shown when all com ­
modities are taken together. F or example, 
in 1960 a developing country selling rub ­
ber would have been able to  buy six trac­
tors with the proceeds of 25 tons of 
rubber. By 1975 the same am ount of 
rubber would only buy two tractors. Simi­
larly it took the proceeds of 11 tons of 
bananas to  buy a tractor in the early 
1970s, com pared with three tons in the 
early 1960s.

Yet com pare this with the cries of an ­
guish from  the developed nations when 
the term s of trade briefly swung against 
them, back in favour of the poor nations, 
during 1972-74. This was characterised 
as heralding a world depression and 
creating unimaginable adjustm ent prob­
lems, even though it only meant a trans­
fer to  raw  m aterial producers of about 2 
per cent of the gnp of rich consumers. 
And m any of the developed nations, who 
are also large producers of raw materials, 
shared the benefits along with the Third 
W orld countries. By contrast, the adverse 
movement of the southern nations’ terms 
of trade in the 1960s resulted in much 
larger transfers from  the poor to the rich.

In addition, whereas the general trend of 
prices fo r m anufactured goods has been



steadily upwards since the war, com ­
modity prices have suffered violent 
swings, making it extremely difficult to 
plan export earnings and hence develop­
ment programmes. When Tanzania pre­
pared its first live year plan, the price of 
sisal (its principal export crop) was £148 
per ton. Cautiously, the country’s planners 
worked on the basis of a £95 price. In 
fact the price dropped to  less than £70 
a ton.



6. the commodities problem

W hatever the long term  relationship be­
tween the prices of raw materials and 
m anufactured goods, it is an indisputable 
fact that the form er swing violently up 
and down in a way that the latter do not. 
Prices of commodities like sugar, cocoa, 
copper, lead and zinc can rise several fold 
in a com paratively short time, then 
plunge to a fraction of their peak prices 
within a further few months.

T he “ commodities problem ” is thus 
really two problems ; the long term trend 
of prices relative to  prices of m anufac­
tured goods, and the violent short term 
price fluctuations. T he conventional 
answer to the latter has been the com ­
m odity agreement between producers and 
suppliers aimed at m aintaining prices 
within certain stipulated margins, usually 
with the aid of buffer stocks. T he inten­
tion of such agreements is to  eliminate 
short term  fluctuations w ithout interfer­
ing with long term m arket supply and 
dem and trends. However, even in this 
com paratively modest objective of seek­
ing short term  price stability, the m ajor 
com modity agreements of recent years 
have mostly failed. Yet, it is an all to ­
gether much more ambitious goal to  seek 
to counter the terms of trade problem  for 
commodities through the agency of some 
kind of international agreement that 
would establish a fixed relationship be­
tween prices of prim ary products and 
prices of m anufactured goods. Such an 
agreement, which is w hat the developing 
countries want, implies that some com ­
modities will be m aintained at prices 
above their long run equilibrium level— 
that is, the price tha t ensures adequate 
incentive to  producers to  m aintain out­
put and investment in new productive 
capacity, and induces consumers to  con­
tinue purchasing rather than finding sub­
stitutes.

The conventional com m odity agreement 
and the Third W orld’s m ore ambitious 
scheme fo r  “ indexing prices ” of com ­
modities and m anufactures represent two 
m ethods that have been suggested for 
dealing with prim ary product prices. A 
third approach is that of unilateral action 
by producers to  m aintain or raise prices. 
The developed nations favour the first

approach. I t has been best enunciated in 
the British W hite Paper W orld Economic 
Interdependence and Trade in C om m odi­
ties, published after H arold W ilson’s 
initiative at the Commonwealth H eads of 
State meeting in Kingston, Jam aica, in 
1975. This offered to  consider com m odi­
ties on a case-by-case basis. T he argu­
ment is tha t each commodity is a special 
case w ith special features affecting its 
production and use, some having long 
production cycles, some being perish­
able, some being bulky, some being in 
competition w ith synthetics. Thus, it 
would be necessary, under this proposal, 
to identify the appropriate mechanism 
for regulating trade in individual com ­
modities and the means by which any 
necessary financing costs would be dis­
tributed. This would be done in conjunc­
tion w ith a scheme to  stabilise export 
earnings (as opposed to prices) from  com ­
modities.

The alternative approach proposed by the 
unctad Secretariat on behalf of the de­
veloping countries is for the establish­
ment of an “ integrated program m e ” for 
commodities. I t is far m ore com prehen­
sive. Negotiations are envisaged on a 
product-by-product basis between p ro­
ducers and consumers, but within a multi­
commodity framework, covering 18 
minerals, ores, beverages and agricultural 
products. But, in addition, the integrated 
program m e would contain w ider objec­
tives like improving m arketing systems, 
increasing access to  the richer markets, 
supporting research, encouraging diversi­
fication out of unprofitable products, and 
the removal of discriminatory practices 
against the processed exports of Third 
W orld countries.

It would also have w hat is called a 
“ com mon fund ” to provide m oney for 
the creation of buffer stocks. Such a fund, 
it is argued, would ensure that financial 
resources were deployed m ore efficiently 
as it would need less finance than the 
aggregate of individually financed buffer 
stocks for individual commodities. The 
prim ary function of this fund, which it is 
estimated would need to have some 
$6,000 million at its disposal, would be 
to  lend to  the various com m odity boards
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under its aegis. The money would come 
from  com m odity exporting and im port­
ing countries, from  the oil states, m ulti­
national financial institutions, and by 
borrowing on the capital markets. In ter­
national stocking measures are envisaged 
for commodities subject to  natural varia­
tion in supply like tropical beverages, 
sugar, cotton, jute and hard  fibres ; and 
also fo r those commodities that have a 
history of disruption in output o r  de­
mand, and where international stock 
management would help to prevent tem ­
porary restrictions of production, wast­
age or uneconomic investment. In  times 
when the price of a com modity was ris­
ing the stocks would theoretically be sold 
to arrest the upw ard trend, and when 
prices were falling further stocks would 
be bought.

W here commodities were not storable 
the price would be controlled through 
other devices such as production and ex­
port controls and multilateral trade com ­
mitments under which suppliers and con­
sumers would bind themselves to  buy or 
sell pre- determined am ounts at estab­
lished prices.

In this way, it is argued, it would be pos­
sible to m aintain the prices of at least 
some commodities “ in real term s.” T hat 
is, they would keep abreast of inflation in 
the developed m arket economies. But, it 
is accepted that in the case of some prim ­
ary products it might not be possible to  
prevent a deterioration in the trend of 
prices in real term s (which is the same 
as saying that its terms of trade relative 
to  particular m anufactured goods would 
fall). In such cases it is held that some 
other kind of “ indexation ” would have 
to be achieved, including direct financial 
transfers to  m ake up the difference be­
tween the declining real value of a de­
veloping country’s exports and those of 
its imports. The last element in the integ­
rated program m e is the provision of 
“ com pensatory financing ” to stabilise 
earnings. F o r even when prices are stable 
fluctuations can occur in earnings if, for 
example, a  crop failure in an individual 
country reduces exports.

U nder this plan a country which suffered

a m easurable shortfall in earnings would 
be able to  borrow  sufficient finance to  
bridge the gap. This would be paid back 
when production recovered. In the case 
of the very poorest countries the money 
would not have to be repaid. But unlike 
existing schemes fo r m aintaining earn­
ings operated by the International M one­
tary Fund, the unctad form ula requires 
that earnings shortfalls be m easured in 
“ real term s ” (allowing fo r inflation).

A part from  com m odity arrangements that 
involve both im porting and exporting 
countries, the other principal means by 
which prices m ay be driven up or earn­
ings raised, is through the collective action 
(or in some cases individual action) of 
producers. The success of the oil export­
ing nations in operating a producer cartel 
has stimulated great interest in this kind 
of action. In M arch, 1974, the seven 
leading exporters of bauxite form ed the 
International Bauxite Association. Subse­
quently, Jam aica, which accounts for a 
substantial am ount of world bauxite p ro­
duction and exports, took unilateral 
action which brought about a big in­
crease in the country’s earnings from  this 
raw material.

In  addition, fou r of the m ain T hird  W orld 
producers of copper have adopted pro­
duction and export cutbacks to  support 
the price of copper on world markets. 
Iron ore exporting countries have form ed 
an association (which includes Australia, 
but is not intended to  act as a cartel). 
Similarly, four tea producers have sought 
to  co-operate in m arketing tea and in 
establishing a floor level fo r prices. In 
addition, unilateral action by M orocco 
has been responsible fo r a tripling of the 
world phosphate price.

But for a cartel to successfully influence 
prices there has to  be a com bination of 
special circumstances. F irst the cartel 
must control a large proportion of the 
total m arket supply, probably about two 
thirds, otherwise it is difficult to  impose 
a price upon the m arket. Secondly, there 
has to  be low dem and elasticity—that is, 
the extent to  which dem and contracts in 
response to  the increase price should be 
limited. Thirdly, there needs to  be low
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price elasticity of alternative supply, be­
cause the less supply from  outside sources 
expands in response to higher prices, the 
m ore effective the cartel will he. This 
really means that besides controlling a 
substantial proportion of the current sup­
ply, the cartel also needs to  control a 
substantial proportion of reserves. Finally, 
fo r any group of producers acting in col­
lusion there must be sufficient cohesion to 
keep the group together. It was because 
the opec  countries were able to  meet 
most of these requirements that the price 
of crude oil was successfully raised five 
fold.

Such a com bination of factors may just 
exist fo r tin (although there are large 
stocks of this m etal in the us), phos­
phates, bauxite and, perhaps, tungsten, 
chrom ium  and manganese (in the latter 
three materials, a cartel would probably 
have to  include countries in the Soviet 
block).

But for most minerals there are suffici­
ently large deposits in the developed 
world to rule out the possibility of a suc­
cessful cartel. The u s  is a prominent pro­
ducer of copper, lead and zinc, while 
South Africa, C anada and Australia are 
im portant producers of nickel, iron ore, 
copper and even bauxite (which might 
also undermine any Third W orld cartel 
in the latter commodity). A lthough the 
possibility of the Soviet block or 
Australia and Canada joining an active 
com modity cartel can not be totally ruled 
out, it must be seen as doubtful.

Non-m ineral commodities like rubber are 
highly concentrated in four developing 
countries, but face synthetic substitutes. 
Tropical agricultural goods which are 
almost totally produced in the Third 
W orld do not lend themselves to carteliza­
tion because of the large num ber of p ro­
ducers of such products. In fact, there is 
little that is new in the contem porary de­
bate about commodities. The same argu­
ments have echoed across the decades. 
F rom  the point of view of economic de­
velopment, the desirability of the various 
courses of action advocated can be tested 
by asking (a) can com m odity agreements 
or producer cartels w ork over a long

period of time? (b) which types of 
arrangem ent would help the m ost people 
in the developing countries? (c) are com ­
modity arrangements anyway an efficient 
and appropriate device for transferring 
resources to the poor?

The principal threat to  all agreements 
which attem pt to raise prices above their 
natural level (whether it results from  pro­
ducers acting alone or in concert with 
consumers) is that it will always be in the 
interest of a low cost producer to sell 
outside the agreement and undercut the 
com mon price, expanding his share of the 
m arket at the expense of those who re­
m ain loyal to  the agreement. The more 
successful the cartel or com m odity agree­
ment in raising prices, the greater is the 
reward for any one m em ber who breaks 
ranks. Furtherm ore, unless there are 
strict controls on production, artificially 
high prices tend to stimulate higher out­
put and large surpluses. The perfect 
example of this is the European Com ­
m unity’s Common Agricultural Policy 
which has given rise to its notorious 
mountains of beef, butter and skim milk, 
as well as to the wine lakes.

The history of international exporter- 
im porter commodity agreements also 
shows that they are m ore effective in de­
fending a floor price than a ceiling 
price. The poor producing countries are 
naturally upset at any attem pt to  stop the 
prices of their produce rising. But this 
has given rise to the suspicion that the 
Third W orld nations are only seeking 
agreements that lim it price movements in 
one direction. It is for these reasons that 
those countries in the West, led by the 
us, whose ideological instincts make 
them hostile to  the notion of commodity 
agreements, argue that attempts to  arti­
ficially raise prices cannot succeed in the 
long term, and are detrimental to  the 
international com munity in the short 
term ; that they waste and misallocate 
resources, with the effect that the world 
as a whole is poorer than it would other­
wise have been.

Predictably, there is a chasm between the 
neo-classical ideal as preached by some 
countries in the West on the one hand,
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and the actual practices of governments 
on the other. F or social, environmental, 
and security reasons, most W estern gov­
ernments attem pt to influence supply and 
demand patterns in m any raw materials. 
Furtherm ore, transnational corporations 
have persistently regulated the flow and 
prices of materials where they have estab­
lished a large m easure of control over the 
production, processing and m arketing of 
them. Three transnational corporations 
account fo r 70 per cent of total world 
banana trade (by value) controlling trans­
portation, the insuring, ripening and 
wholesaling of bananas. From  a retail 
price of $5.93 a box, it is estimated that 
the banana producer receives 70 cents. 
Oligopolistic W estern buyer cartels of this 
kind have survived rem arkably well over 
the years. There is no reason to  think 
that if the motivation was sufficiently 
strong, a small tightly knit group of pro­
ducer countries could not similarly sur­
vive. But in the case of bananas, if  con­
trol reverted to  the producing countries 
it would involve a larger num ber of com ­
peting parties.

Essentially, the doubts about the desir­
ability of producer cartels o r producer- 
consumer agreements aimed at securing a 
significant change in price relationships 
centre on the narrowly selective and arbit­
rary way that the benefits would accrue. 
Firstly, higher prices would not neces­
sarily involve a transfer from  the rich 
to  the poor and, secondly, the poor might 
actually suffer as a result of such agree­
ments. Perhaps, 90 per cent of mineral 
exports from developing countries origin­
ate from  those countries representing 
only one quarter of the Third  W orld’s 
population. Thus, any successful mineral 
cartel would almost certainly have a simi­
lar effect on the rest of the E arth’s poor 
as did the oil price increase. N ot only 
would it push up the costs of direct pur­
chases of such minerals fo r those poor 
countries that are large net im porters of 
them, but, ultimately, when the effects of 
higher prices to  the rich states increases 
W estern inflation, this would be reflected 
in higher import costs for m anufactured 
and intermediate goods.

A t the same time, while m any poor

countries are substantial im porters of raw 
materials, m any rich countries are large 
exporters. In spite of the heavy depend­
ence of the Third W orld on trade in prim ­
ary products, these countries do not, with 
the exception of fuels, account for over 
50 per cent, by value, in world trade in 
any principal category of prim ary pro­
duct. In  food, their share was only about 
29 per cent in 1972, while fo r raw 
materials it was 22 per cent, ores and 
minerals 33 per cent and fuels 66 per 
cent. F or all prim ary products taken to ­
gether, their share was about 40 per cent. 
A  com modity agreement tha t takes from 
the urban poor of Calcutta and gives to 
the American wheat farm er is hardly 
contributing to fairer world order. F or 
this reason, wheat has been dropped as a 
potential candidate fo r inclusion in the 
integrated programme. But the principle 
remains. Of course, the developing coun­
tries’ share in world trade for certain 
specific commodities, particularly tropical 
products like coffee, cocoa, tea, pepper, 
rubber, jute and hard fibres, rises to vir­
tually 100 per cent. But, even so, any 
com modity agreement that raised prices 
for these products m ay still have the 
effect of helping the large farm er, the 
plantation owner or foreign owned cor­
poration at the expense of poor farmers. 
Furtherm ore, artificially supported prices 
might reduce the incentive to  diversify 
out of otherwise unprofitable production 
into other areas in which the country has 
a comparative advantage.

Such observations do not am ount to  a 
case against all com m odity agreements. 
But they suggest that the objectives and 
implications of such arrangements need 
careful consideration. There is certainly 
a role fo r buffer stocks to stabilise prices 
around their long term  trend. Often, in 
the present unsatisfactory system, a rise 
in prices spurs new investment in pro­
ductive capacity which too frequently 
only come on stream  when the m arket 
has moved into a cyclical downswing.

The sudden excess of capacity then 
accentuates the collapse in the price, and, 
in turn, leads to  a dearth of all further 
investment until the next upswing reveals 
a fresh shortage of capacity. Buffer
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stocks could help prevent this cycle. It is 
in the interest both of poor producers 
and rich consumers that supply should 
not swing from  surplus to  shortfall and 
that violent price movements be ironed 
out. If  the rich nations contributed in 
substantial measure to the establishment 
of stocks this would represent a  cash 
transfer to the poor nations because it 
would probably cause a real once-and- 
for-all rise in prices. T he earnings stabilis­
ation schemes also have m uch appeal. 
Such schemes have several advantages 
over the conventional com m odity agree­
ment. Firstly, they do not operate directly 
on prices which continue to  be set by the 
m arket. Secondly, they relate specifically 
to  the problems of individual countries or 
even individual producers. A  liberal 
scheme, perhaps run by the im f , which 
compensated countries fo r unavoidable 
falls in export earnings would provide 
developing countries w ith an im portant 
back stop. Failure of a harvest fo r a one 
crop country is obviously devastating. But 
the fall in earnings need not have to 
result only from  such disasters. It would 
com pensate also for a drop in earnings 
caused by a fall in the price of a given 
raw  material. If  the finance was ever 
available it would even be possible to 
m aintain earnings in “ real term s,” al­
though whether the m oney had to  be re­
paid would depend on the generosity of 
the scheme. There might be reason to 
hope tha t the poorest nations would not 
have to  repay. Furtherm ore it would help 
producers whose raw  materials do not 
lend themselves to com m odity arrange­
ments.

But there is little reason to think that 
com modity agreements can themselves 
contribute to a significant and sustained 
redistribution of resources from  rich to 
poor. A t the same time, if the pursuit of 
a new commodities deal became the over­
riding single preoccupation of 'the Third 
W orld, there is a real danger that efforts 
to  “ engineer ” price levels would absorb 
an unjustifiable am ount of energy, de­
flecting international attention from  pos­
sibly m ore fruitful ways of bo th  alleviat­
ing poverty and changing north-south 
economic relations.



7. declining aid

Even in the unpropitious environment in 
which they trade, developing countries 
have normally earned m ore than  80 per 
cent of their financial resources. The 
rem ainder has been provided in  various 
form s such as offical aid, private capital 
investment, international bank loans and 
so on.

Aid is particularly im portant because it 
is also the cheapest form  of external 
finance. However, in recent years, the 
climate within the larger industrialised 
nations has become less favourable to ­
wards the provision of foreign aid. This 
trend is most advanced in the us. The 
failure of earlier aid program m es either 
to have a significant effect in alleviating 
poverty in the developing countries, or to 
win friends politically have contributed 
to a sense of disillusionment. The radi- 
calisation of the T hird  W orld, which 
H enry Kissinger has so deplored, to ­
gether with the “ bitter rhetoric ” and 
“ confrontational tactics ” of the develop­
ing countries, have given rise to  accusa­
tions that the world’s poor are “ biting 
the hand that feeds them .”

There is, too, a popular image—not 
wholly unjustified— of aid lining the 
pockets of corrupt officials o r being used 
to finance prestigeous, but unproductive 
projects, like national airlines, lavish con­
ference buildings and huge multi-lane 
freeways.

The view of aid in some parts of the de­
veloping world is often no less jaundiced. 
It is said to  be a neo-colonialist device 
for furthering the commercial interests 
of the rich nations by smoothing the way 
fo r m ore profitable private capital in ­
vestment, and perpetuating the system of 
economic bondage, as well as supporting 
W estern foreign policy objectives. There 
is, of course, much tru th  in all this. The 
motives fo r giving aid are numerous and 
complex, and doubtless owe little to  pure 
altruism. Certainly the donor nations 
have provided much aid to  those parts 
of the world where they have political 
and commercial interests. Certainly, too, 
much aid is “ tied ” to  purchases of goods 
in the donor country. Undoubtedly too, 
food aid is an easy way of getting rid  of

embarrassing agricultural surpluses like 
those of the European Community.

Yet the fundam ental case for aid remains 
powerful. To begin with, some under­
developed nations m ay be unable ever to 
earn sufficient funds, no m atter how ideal 
the trading environment, to  keep their 
people in conditions consistent with 
hum an decency. Landlocked and island 
economies face special problems of this 
kind even over the very long term. F or 
some of these, aid is not a source of de­
velopment finance but budgetary support. 
Even fo r the better placed Third W orld 
nations aid is vital to bridge the gap be­
tween what they can earn from  their ex­
ports and what they must im port to m ain­
tain the impetus of their development 
programmes.

Because of this a way must be found for 
aid to be provided according to firmly 
established and agreed international 
principles and objective criteria, w ith the 
overriding priority of alleviating poverty. 
The problem could be at least partly met 
by extending the role of international 
agencies as a means of neutrally channel­
ling m ore aid to  the poor.

There is a theoretical but insufficiently 
understood reason why aid and other 
capital flows to the developing countries 
is im portant in providing m ore symmetry 
to the world economy as a whole. F or 
when the developing countries run a 
trade deficit with the rich nations, not 
only does the Third  W orld obtain a net 
balance of real resources, but the rich 
nations collectively achieve the trade sur­
plus which they are forever seeking. The 
problem  is how to finance the Third  
W orld deficits. T he rational answer is that 
the industrial nations m atch their trade 
surpluses with a corresponding deficit on 
their capital accounts. When this capital 
flows to  the developing countries to  pay 
for their trade deficits, the circle is com ­
plete.

T he events of 1973-75 have resulted in a 
devastating increase in the trade deficit 
of the poor countries. The aggregate 
Third W orld deficit on trade in goods and 
services jumped from  about $10,000 m il­
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lion in  1973 to  nearly $30,000 million 
in  1974, and almost $40,000 million 
in  1975. The increase in trade deficits was 
largely paid for by borrowing and by 
using some of the m eagre gold and 
foreign currency reserves which develop­
ing countries try to maintain. But there 
are lim itations to the use of these sources 
of finance, and if there is no im prove­
ment in the trade situation soon, most 
countries will be forced to  curb much 
needed imports.

Undeniably, the quintupling of oil prices 
has contributed substantially to the de­
teriorating position of non-oil developing 
countries, accounting for about $11,000 
million to  $12,000 million of the higher 
collective trade deficit of these countries. 
H igher prices for fertiliser and m anufac­
tured goods, together with the world re­
cession, were responsible fo r  the rest.

But, in spite of the traum atic effect that 
the oil price increase had on the world 
economy, it would be wrong to blame the 
oil exporters unduly for the problems that 
followed their action. It is within the 
capitalist countries that there originates 
the violent booms, cyclical recessions, in­
flations and structural injustices to  which 
the oil producers were responding.

W hilst developing countries have been 
witnessing a rapid deterioration in their 
financial positions, the antagonism  to ­
wards aid in the rich nations has, if any­
thing, intensified. In 1975, the 17 main 
aid donors in the developed non-com- 
munist world provided a  m ere 0.36 of 
their aggregate gross national product, 
in official aid, com pared w ith 0.52 per 
cent in 1960. By comparison, 'in 1949, at 
the beginning of the M arshall Plan, the 
u s  foreign aid program m e am ounted 
to  2.79 per cent if its g n p .

Although the u s  still gives by far the 
largest sums of aid in money terms, its 
aid as a proportion of its gnp is today 
a derisory 0.27 per cent. The U nited King­
dom ’s perform ance is barely m ore re­
spectable, at 0.38 per cent, com pared with 
0.56 per cent in 1960. Only Sweden and 
the Netherlands meet the un  target of 0.7 
per cent. Whilst, in money terms, over­

seas development assistance from  the 17 
rich countries nearly doubled over the 
last ten years, the real value per head of 
population in the Third W orld actually 
fell about 20 per cent.

By contrast, the main oil exporting coun­
tries have emerged as generous aid 
donors. As a proportion of g n p , their 
concessional aid equalled 1.8 per cent in 
1974. A id from  the communist countries 
is estimated to have am ounted to 0.15 per 
cent of the total g n p . However, the com ­
munists argue tha t the plight of the 
Third W orld springs from  colonialism 
and imperialism and that therefore that 
the m oral obligation rests w ith the erst­
while m etropolitan countries to provide 
redress. I t m ight be said, moreover, that 
communist countries, like m ainland China 
(and indeed some oil exporters such as 
Nigeria) are themselves amongst the poor­
est countries on E arth  and cannot really 
be expected to  be a source of great finan­
cial aid.

Thus, w hatever sums the communist and 
oil exporting countries can realistically 
be expected to provide, it is the developed 
m arket economy countries that will have 
to provide the bulk of aid. In spite of the 
growing hostility to official aid, a t least 
as reflected by the legislatures of the 
bigger industrial countries and tests of 
public opinion carried out by research­
ers, there is evidence that individuals are 
responding as generously as ever to ap ­
peals fo r money from  independent charit­
able aid groups. This is, perhaps, an in­
dictment of the perceived inefficiency of 
official aid, but it also shows tha t the 
people’s hum anitarian instincts remain a 
potent force to  be tapped by governments 
with the boldness to elevate the issue of 
world poverty to its proper place as one 
of the forem ost problems of ou r time. 
However, with so m any competing 
domestic claims on national resources, 
and so little electorial mileage to  be 
gained from  championing the foreign 
poor, few governments have felt inclined 
to  grasp the nettle of foreign aid.

Instead, they have preferred to place the 
emphasis on encouraging private capital 
to  the Third  W orld, to  replace public aid.



This course of action has the advantage 
of being in tune with the “ m arket ” 
ideology of most of the aid donor coun­
tries whose advocacy of private invest­
ment rests on the belief that any develop­
ment project which represents a produc­
tive use of resources—that is wealth 
creating—will generate sufficient profit to 
make it an attractive investment proposi­
tion to private capital. But, as noted 
earlier, this does not guarantee a reduc­
tion in poverty. A  direct attack on poverty 
requires funds for infrastructure develop­
ment, “ pump priming ” projects and job 
creation schemes, whose benefits m ay be 
to diffuse and indeterminate to make 
them  appeal readily to private investors.



8. private investment, 
technology and the 
transnational corporation
In m ost finance hungry developing coun­
tries, foreign private capital investment 
has been tolerated or even welcomed as a 
supplement to the nation’s own earnings 
and its aid ration. However, private in­
vestment can really only be considered 
alongside the related role of the trans­
national com pany—perhaps the most con­
troversial of all Third  W orld develop­
ment issues.

H aunted by a colonial past, there is, not 
surprisingly, a considerable ambivalence 
in the attitude of the developing coun­
tries towards these corporations. In  short, 
the poor nations desperately need the 
capital and technology w hich the cor­
porations possess but recoil from  the sur­
render of their hard  won economic 
sovereignty which private foreign invest­
ment sometimes entails. It is a bitter 
choice.

A  key determinant of the present world 
economic system is the monopoly the 
northern nations (including Russia) have 
in research and development, accounting 
for -about 95 per cent of all such activity. 
Economic growth in the last 200 years 
has been to a  large extent the result of 
the technological explosion, the develop­
m ent of management systems which 
achieve increasingly effective m obilisa­
tion and utilisation of hum an and other 
resources. But in the non-communist 
world, the new technologies are largely 
the preserve of huge transnational co r­
porations—that is enterprises that own or 
control productive or services facilities 
outside the country in which they are 
based.

The spread and growth of the trans­
national corporation since the w ar has 
been phenomenal. The total value of 
international production controlled by 
such corporations now exceeds that of 
world trade. M oreover, they also own 
much of the surplus capital. M ost de­
veloping countries have consequently 
been forced to recognise that they have 
little alternative but to  draw upon the 
resources of these corporations as the 
main international disseminators of scien­
tific knowledge, and as providers of in­
vestment capital. Yet, at the same time,

it would be wholly unjustified to  assume 
an identity of interests exists between the 
transnational corporation and the de­
veloping country. The forem ost interests 
of the corporation are not those of Third  
W orld development. Neither, in the past, 
has the relationship between corporation 
and developing country been an equal one 
that has perm itted a fair division of the 
benefits of their co-operation. The w eak­
nesses of such marriages have been well 
docum ented and it is not necessary to  re­
hearse them  m ore than briefly here.

In essence, the problem is that the huge 
size and m ultinational character of these 
corporations has often enabled them  to 
maximise their profits w ith a reckless dis­
regard of the economic, social and cul­
tural requirements of the poor host 
nation. They have frequently introduced 
inappropriate types Of technology, intens­
ified inequality and weakened the bal­
ance of paym ents and employment oppor­
tunities. In some well publicised cases 
they have even been shown to  be guilty 
of price “ fix ing”, tax evasion, bribery 
and illegitimate interference in the inter­
nal politics of the host country. F urther­
more, the large financial interests that 
these corporations represent to the de­
veloped countries in  which they are head 
quartered (the u s  and Britain being most 
im portant) inevitably means that the 
transnational enterprise is backed by all 
the political, economic or even military 
muscle at the com m and of W estern G ov­
ernments. The rich nations’ financial stake 
in the developing countries is very sub­
stantial, and about half of this foreign 
investment in  the Third  W orld is in 
natural resources. The total stock of 
private overseas direct investment in the 
developing countries am ounted to  about 
$65,000 million (book value) at the end 
of 1974, almost all of it owned by in­
vestors in the 17 principal developed aid 
donors.

However, for a num ber of reasons the 
power relationship between international 
capital and the Third  W orld has already 
undergone some change. T he increase in 
Third  W orld militancy, the weakening of 
the u s  politically, in the wake of the 
Vietnam W ar and W atergate scandal, to-



gether with widespread concern follow­
ing revelations of international corporate 
corruption, have all contributed to this 
shift in the power relationship. So, too, 
has the action of the oil producers. The 
rich nations’ insatiable appetite fo r raw 
materials is one of the developing coun­
tries’ strongest cards. Already, the uncer­
tainties caused by the large scale 
nationalisation of extrative industries in 
the Third  W orld has led to a growing 
alarm  that this will deter fresh private 
investment, resulting in future world 
shortages c '  many minerals and ores. 
Self-interest of the rich nations now de­
mands that they forge a new relationship 
with the developing countries either 
directly, or through a reform  of the 
transnational corporation.

W hat is needed is some kind of powerful 
international supervisory and regulatory 
body to adm inister a code of conduct for 
transnational corporations and to act as 
adjudicator in disputes between the in­
vesting com pany and the host nation. 
Having defined in international law the 
permissible public activities for the affi­
liates of the transnational corporations, 
host governments might then be re­
dressed if there were infringements. Sanc­
tions could be imposed on the transgres­
sor. It would also be necessary to impose 
controls on the financial contributions of 
corporations to local interest groups and, 
in addition, m ore refined international 
standards of disclosure, accounting and 
reporting would be made m andatory. All 
this would go a considerable way to 
achieving a m ore even balance of ad ­
vantage between international capital and 
the Third W orld governments. It is crucial 
to the establishment of any new inter­
national economic order.



9. the mounting debt 
problem
A  prime function of private investment 
in the developing countries has been to 
channel a steady flow of raw materials to 
the industrialised nations. As a generalisa­
tion, it has also proved more profitable 
than investment at home or in other 
parts of the rich northern region. It is 
estimated that in 1974, repatriated divi­
dends from  the poor to rich countries 
am ounted to some $10,000 million. Taken 
together with all other debts repayments 
(on aid and other official and commercial 
loans), this means that roughly half of the 
gross flow of all financial resources to the 
Third  W orld actually flowed straight 
back again. As Eurocurrency borrowing 
(which is lent on hard commercial terms) 
has increased more than proportionately 
during 1975, this “ reverse capital flow ” 
to the north can confidently be expected 
to  rise soon to over 50 per cent of the 
gross flow of capital, in all forms, to the 
poor.

This problem of the “ reverse flow ” of 
capital has now reached an alarming 
state. The total external public debts of 
86 developing countries more than 
doubled between 1967 and 1973, accord­
ing to the W orld Bank, rising from  
$50,747 million to $119,893 million or 
about $60 for every man, woman and 
child in the non-communist Third W orld 
com pared with $25 a head in 1960. This 
excludes private investment capital, which 
does not usually take the form  of loans. 
Of most concern is the way the non-oil 
developing countries have been forced to 
turn increasingly to the international 
banks for non-concessional credit. There 
was a net increase of $14,000 million in 
such borrowing during 1975— a sum con­
siderably in excess of total borrowing by 
those countries from  all sources in any 
year prior to 1974.

Inevitably this greater indebtedness is 
giving rise to a sharp escalation of inter­
est and am ortisation payments. F urther­
more, as much of the recent commercial 
bank borrowing is of rather shorter aver­
age m aturity than traditional develop­
ment loans, it will soon lead to current 
repayment obligations considerably larger 
in proportion to outstanding debt than 
hitherto. W hen all debt payments and

dividend repatriations are taken together, 
they probably absorb one fifth of all non- 
communist Third W orld export earnings, 
excluding oil. For many individual coun­
tries the figure wil be very much higher 
than one fifth, in some cases it m ay be 
over a third.

A m oratorium  or complete cancellation, 
of at least the official, bilateral com pon­
ent of these debt and interest payments 
would have a significant impact on the 
financial position of many countries. A l­
though the rich nations r .a in ta in  that 
such a move would encourage irresponsi­
bility amongst the developing countries, 
they (the rich nations) insist that they are 
prepared to consider individual debt re­
paym ent problems on their merits. The 
possibility, however, that at least some 
of the developing countries might soon 
find themselves with no serious alterna­
tive but to default is greater than ever. 
If  the balance of advantage to the de­
veloping country favours such a move, it 
could well profit from simply defaulting. 
F o r only the fear of this kind of action 
will provoke the rich countries or the 
banks into realistic debt rescheduling 
arrangements, which must be viewed as 
an im portant element in the establish­
ment of any new economic order.



10. the third world and the 
food crisis
The food problem is inextricably tied up 
with the other aspects of the develop­
ment— population growth, poverty, ex­
ploding cities, low investment, m aldistri­
bution of income and an unbalanced 
trading system. Put simply, the Third 
W orld, although predominately agricul­
tural, is not growing enough food to
meet the real needs of its peoples, while
the developed world, as a whole, has con­
siderable food surpluses. Obesity is a
cause of many deaths in the north, as
m alnutrition is in the south.

The problem has come to a head in the 
1970s following the harvest failures in 
many parts of the world during 1972 and 
1974 which resulted in the Soviet grain 
purchases (the largest in the world’s 
history) soaring grain prices and the vir­
tual exhaustion of world reserve stocks. 
But all this only served to highlight a 
deep seated structural problem.

Third W orld food production grew at 
about 2.6 per cent in the 1950s and by 
about 3 per cent in the 1960s. However, 
this was rather less than the growth in 
demand for food in this area which was
3.0 per cent in the 1950s, 3.3 per cent in 
the 1960s and 3.6 per cent by the middle 
1970s— a growth that was largely due to 
the rise in population.

A  projection of the divergence between 
production and demand in the Third 
W orld between now and 1985 suggests 
that the deficit in cereals could rise to 
around 85 million tons per year, com ­
pared with 16 million tons of net imports 
in the years 1969-72 (this gap rose alarm ­
ingly in 1972-73 to  some 43 million net 
tons). A t 1973-74 prices, the food im ­
port bill in 1985 would reach $17,000 
million.

In fact, the rate that the production of 
cereals has been increasing in the Third 
W orld has not been greatly inferior to  
that of the main food exporting nations 
of the temperate regions. Aggregate Third 
W orld agricultural output has increased 
by 29 per cent since 1960, com pared with 
an output increase of 31 per cent in the 
wealthy states. However, the respective 
per capita expansion was 17 per cent

com pared with only 2 per cent. The de­
veloping countries are thus becoming 
increasingly dependent on the rich north­
ern nations for their food imports, and 
most particularly dependent on the us. 
Since 1968, the value of u s  agricultural 
exports to the whole world have risen 180 
per cent. Indeed, the u s  monopoly in 
agricultural goods is greater than the 
Middle East dominance of the petroleum 
market.

Yet historically, the nations of Africa 
and Asia were self-sufficient in grain pro­
duction. Before the second world war the 
whole of what is now called the Third 
W orld was a net exporter of grain. In the 
face of the deteriorating situation of re­
cent years, policy form ation has centred 
on how to increase food production in 
the developing countries. Doubtless, the 
classical economist would argue against 
this line of approach, suggesting that the 
developing countries would benefit more 
by concentrating on making the goods 
that they could produce most efficiently, 
thereby earning the foreign exchange to 
buy the food which they can not pro­
duce as efficiently as the us.

But such an argument makes unjustified 
assumptions. I t assumes that the northern 
countries will sufficiently liberalise their 
trade to permit the Third  W orld to earn 
the foreign exchange it needs. Moreover, 
for strategic reasons, most countries, par­
ticularly in the West, favour a large 
measure of self-sufficiency in food. In ­
deed, that is why European Community 
tariffs on foodstuffs are so high. F urther­
more, at a time when m any influential 
voices in the u s  are raised in support of 
their country using its food monopoly as 
an extension of foreign policy, total de­
pendence on imported food carries con­
siderable political risks.

An altogether different, but powerful, line 
of reasoning holds that raising produc­
tion will not help feed the poor within 
the developing countries because they 
simply do not have the money to buy 
the food they need. In other words, the 
problem is one of distribution and struc­
ture, rather than production. By exten­
sions, w hat is needed is a radical change
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in the pattern of ownership of land and 
other assets and control of food m arket­
ing. It has been suggested that as little as 
25 million tons of cereals distributed to 
those in need would close the basic nutri­
tional gap.

Although this argument carries much 
force, distribution cannot be the whole 
answer when the long term  divergence 
between production and demand is so pro­
nounced. Equally controversially, some 
authorities have advocated that higher 
production be sought by means of an 
actual increase in food prices. Indeed, it 
is argued that part of the food problem 
is that Third W orld governments have 
held down food prices, mainly to  con­
tain dissatisfaction in the urban areas 
where political organisation is strong. 
Holding down prices, it is claimed, has 
reduced the incentive to  grow m ore food 
and has kept down the incomes of the 
rural poor.

There is certainly a considerable potential 
for increasing production of food grain 
in the developing world. G rain  yields are 
only 40 per cent of the yields in the rich 
northern nations. An expansion of arable 
and irrigable areas would greatly help in 
raising output. There are m any millions 
of hectares of land suitable for farming 
currently unused. A n improvement in 
farm  management practices would also 
contribute to this end. Equally the con­
trol of insects and diseases which now des­
troy almost a third of all the crops grown 
in the Third  W orld could have a profound 
affect. A  tse-tse control program m e cost­
ing around $2,000 million to  $2,500 
million spread over 20 years could add 
about seven million square kilometres of 
agricultural lands to  the w orld’s food 
production base, according to some cal­
culations.

Similarly, a greater use of fertilisers 
would have a very considerable affect on 
production. U nfortunately, a shortage of 
fertiliser, and  the consequent high prices 
it commands have threatened to reduce 
its use in some developing countries.

T hat fundam ental structural and social
changes are necessary if food production

is to be increased has been shown by the 
G reen Revolution. This is the euphemism 
for the new dawn that was expected to 
arrive with the advent of high yielding 
varieties of wheat and rice seeds devel­
oped at the M exican International Maize 
and W heat Im provem ent Centre under 
the direction of D r N orm an Borlaug, and 
at the International Rice Research Insti­
tute in the Philippines. These new seeds 
began to be introduced in the 1960s. In 
1970 D r Borlaug received the Nobel 
Prize, not for science, but, m ore appropri­
ately, for peace.

A fter being initially introduced into 
India, Pakistan, Philippines and Malaysia, 
the high yielding varieties of rice and 
wheat were adopted in other parts of 
Asia, the M iddle East and Africa. The 
experience in the field has been more 
mixed than under controlled laboratory 
conditions, but with the right combin­
ation of inputs, higher yields have been 
achieved than normally obtained from  
traditional varieties of seeds.

However, it is clear that the social impact 
of the G reen Revolution has been adverse 
for large numbers of people, and that 
the benefits have been discriminatory. To 
begin with, the successful exploitation of 
the new technology requires m uch greater 
expenditure on fertiliser and pesticides. 
The necessary increase in fertiliser alone 
may be several hundred per cent. As a 
result, only the richer farmers have been 
able to make full use of the new seeds. 
Furtherm ore the costs of the new seeds 
themselves, together with better irriga­
tion and other inputs, m ay be very high. 
I t has been estimated that it m ay cost
10,000 to 12,000 rupees to re-equip a 17.5 
to  25 hectare holding in India. Yet, two 
thirds of India’s rural population either 
own no land or less than 12.5 hectares, 
and a very high proportion have incomes 
of less than 200 rupees a year. The poor 
peasants are the least able to compete for 
scarce credit, or pay the extortionate 
in’trest often demanded by the village 
money lender. M oreover, for the sub- 
si'stance or tenant farm er a generally good 
harvest resulting from  the local in tro­
duction of high yielding seeds m ay de­
press prices and even lead to  higher rents
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relative to product prices thereby aggra­
vating inequalities.

Because of double and triple cropping 
and the higher demand for spraying and 
other processes related to the high yield­
ing seeds, the need for labour may in ­
crease employment opportunities for a 
time, but this m ay itself lead landowners 
to mechanise as wage bills rise. A t this 
stage labour creation turns to labour dis­
placement. Only the land owning and 
captial -owning classes prosper. Higher 
land values often lead to the eviction of 
tenants who join the swelling ranks of the 
landless.

The clear lessons of the Green Revolu­
tions are that scientific breakthroughs in 
agricultural production must be accom­
panied by agrarian and institutional re ­
form  ; and that careful consideration 
needs to be given to pricing, taxation and 
subsidy policies, and to the provision of 
adequate credit at reasonable rates of 
interest. Above all the critical need is for 
agricultural technologies tailored to  local 
conditions.

M ust small scale rural development 
aimed at exploiting the productive poten­
tial of large numbers of people in the 
countryside, conflict with the objective 
oif higher food production? The W orld 
Bank thinks not. Indeed, its studies indi­
cate that small cash crop farmers are 
often m ore efficient in their use of farm  
resources than are large farmers. This is 
im portant because the main disadvantage 
Of land redistribution has always been 
held to lie in the reduction of efficiency 
that was presumed to  result from  the 
greater 'fragmentation. Certainly in 
countries with low population density 
like Latin America, a redistribution of 
titles to land and land settlement schemes 
would have a powerful effect on the 
creation of em ploym ent; although the 
strength of the landowners in Latin 
America would make such a measure 
difficult. It is probably true, however, 
that in the m ore densely populated Asian 
countries a redistribution of land With a 
view to creating peasant proprietorship, 
even if it were politically feasible, would 
at best create tiny uneconomic holdings.

Experience suggests that the alternative 
of co-operative or collective types of re­
organisation of farms does run up 
against problems of low incentive and 
weak motivation, although if they are 
based on small units like the extended 
family or the village this m ay not be so.

However, little will be achieved without 
large amounts of additional resources 
being m ade available. The W orld Bank 
suggests that over the next ten years 
some $100,000 million might be re­
quired to provide the impetus for a sus­
tained improvement in productivity and 
real income growth among all the rural 
poor.



11. the way ahead

As unpalatable as the conclusion may be, 
it must be recognised that a fundamental 
conflict exists between organised labour 
in the rich nations on the one hand, and 
the poor of the Third W orld on the 
other. Socialism is not served by evading 
this fact, even if both these groups form its 
natural constituencies. The conflict stems 
from  what the Social Dem ocratic Chan­
cellor of West Germany, H err Helm ut 
Schmidt, has described as the “ struggle 
for the world’s produce ”. For one group 
of producers can only obtain a better 
price for their wares at the expense of 
another group who will either suffer a 
drop in income or receive a smaller in­
crease than it otherwise would. Organ­
ised labour in the developed nations 
shows no sign of being willing to accept 
any redaction in its existing share of the 
world’s produce. This was dem onstrated 
when the opec  countries raised the world 
oil price. W orkers in the rich countries 
quickly succeeded in making up, through 
higher pay demands, for the reduction 
in the real value of the pay pacKet 
brought about by higher oil prices. The 
result was that higher labour costs pushed 
up the prices of exported m anufactured 
goods to the non-oil developing countries, 
who were the only group left to be 
squeezed and who were too weaK to 
effectively resist. Similarly, a redistribu­
tion of world income through higher 
taxation in the northern nations is no 
more likely to be accepted ; while com ­
pressing the profits of the transnational 
corporations and other middlemen in the 
marketing and distribution of Third 
W orld production, although perhaps 
desirable in itself, will not yield anything 
like the sums needed.

The simple fact is that there is no cost­
less way of raising the living standards of 
the world’s poor. Reducing im port tariffs 
in the West, thereby enabling developing 
nations to earn more money from  their 
exports, is no less fraught with conflict­
ing interests than outright transfers of 
funds, although it presents one of the 
m ore rational and efficient means of dis­
tributing wealth.

I f  higher imports displace home p ro ­
duction it is the unemployed workers of

the developed countries which are bear­
ing the cost. The textile trade provides 
the best example of this. As the develop­
ing countries have increased their p ro ­
duction of textile goods (textiles are the 
obvious choice for Third W orld nations 
wishing to reduce their reliance on raw 
material production, and establish a 
m anufacturing capability), so the textile 
industries in the West have contracted.

As lower labour costs mean that m any of 
the developing nations can produce textile 
goods m ore cheaply it is clearly in the 
interests of W estern consumers that this 
should happen— and workers are also 
consumers. It is also in the general inter­
est of the community as a whole that 
resources be redeployed from  uncom ­
petitive industries into areas where they 
can be used for more efficient purposes. 
But the structural adjustment is often 
painful and the change is not unnaturally 
resisted by workers who fear being un ­
employed, or being forced to leave the 
communities with which they are fam ­
iliar. As the threatened industries are 
often those requiring only limited skills, 
it is the poorest workers in the developed 
countries that are most exposed. The 
stark choice for the British Government, 
therefore, might be, ironically, between 
making concessions that would increase 
the earnings of the textile worker in Paki­
stan or protecting the jobs of the Paki­
stani im m igrant in a textile mill in O ld­
ham.

A program m e of “ adjustment assistance ” 
within the developed countries would help 
lubricate the adaption from  the old de­
clining industries to the new growth 
sectors. In this way the costs of structural 
change are borne by the community as a 
whole and not just the unemployed.

But, no m atter how the burden is shared, 
governments of modern W estern liberal 
democracies, subject to the periodic ex­
pression of the popular political will of 
the people, can not willingly preside over 
a significant reduction in the living 
standards of the citizens within their own 
countries. This is why it is necessary that 
the economies of the rich world continue 
to expand. I t is easier to  redistribute
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from  incremental wealth than from  the 
existing stock.

Popular prejudice would be m ore m uted 
if there was a greater understanding that 
all would ultimately benefit from  an in­
crease in the purchasing power of the 
poor. The non-oil exporting developing 
countries tend to spend every penny they 
get (unlike the low population oil states 
of the Persian Gulf). M uch of this money 
is spent on buying goods from  the in­
dustrialised nations, thus creating employ­
m ent within those nations. In the long 
run this trade will create greater wealth 
for all.

Precisely w hat mechanism is used to 
transfer resources from  rich to poor 
need not m atter. The im portant thing is 
that the developed states commit them ­
selves to making available, from  the in­
cremental increase in their own wealth, 
sufficient resources for Third W orld 
nations to  achieve a minimum growth 
target of, say, 6 per cent each. If the rich 
countries did not, for example, absorb 
enough Third  W orld exports to  permit 
the attainm ent of that growth target, 
then aid transfers would have to make up 
the difference. The lowest income devel­
oping countries would benefit no less than 
the higher income developing countries.

M oreover, it would allow the precise 
mechanisms of resource transfer to be 
discussed in a less partisan way than in 
the past. If  the developing countries 
knew they could individually always be 
assured of an agreed sum of resources 
up to the target level, there would be a 
greater inclination to consider specific 
transfer mechanisms on m erit rather than 
let every ill considered scheme become a 
symbol of the broader confrontation be­
tween rich and poor, as happens at 
present.

A  sustained growth of 6 per cent over 
some years would transform  the position 
of m any developing countries. The 
average growth in the industrialised 
nations between 1850 and 1960 has been 
calculated at around 2.8 per cent, which, 
after allowing for the expansion in the 
population over th a t period, produced

a per capita income growth of about 1.8 
per cent. Yet, such is the effect of a 
com pound progression, this com para­
tively modest average rate of expansion in 
economic activity (much less than that 
to which the rich nations have now be­
come accustomed) provided the West, 
in a little over a century, with much of 
the wealth it now enjoys.

A t a growth rate of 6 per cent, national 
income would double in 12 years, triple 
in 19 years and quadruple in 24 years— 
gathering ever more momentum. It is 
only the potential of such economic pro­
gressions that prevents the prospects for 
the developing world being viewed with 
unalleviated gloom. Even so, the benefits 
to the poorest groups within rapidly ex­
panding populations would be quite 
limited for several years. In those 
countries where populations are expand­
ing at the average 2 \  per cent or more, 
per capita growth would be only per 
cent or less. It would take almost to the 
end of this century for per capita to 
double if the average growth rate was 
3 |  per cent. While an increase from $200 
annual per capita to  $400 would be very 
welcome in the poorest countries, it 
would still represent a state of intoler­
able poverty.

There are obvious objections to a strat­
egy which aims at 6 per cent development 
growth as the prim ary goal.

Firstly, it does not guarantee that the 
very poorest groups within the develop­
ing countries will share the proceeds of 
growth. However, there would, under 
any circumstances, be almost no way in 
which a broadly distributive policy could 
be imposed from  outside on a regime 
that was resistant to such proposals. But, 
under the 6 per cent growth strategy bal­
anced development and the erradication 
of poverty would remain a basic tenet of 
aid policies and the global development 
effort.

Second, it might be argued that support 
for a 6 per cent growth target would 
reduce a developing country’s motivation 
to  help itself. But this would be a problem 
of almost any scheme of assistance.
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Third, 6 per cent growth would not 
necessarily achieve the other various 
strands of the New International Econ­
omic Order, like the demand for a 
greater transfer of appropriate technol­
ogy, and sovereignty over (and direct 
ownership of) resources. However, 
steady growth throughout the Third 
W orld would inevitably provide its own 
impetus for change and the recasting of 
international trading relationships.

Fourthly, it might be argued that such a 
strategy would result in a kind of inter­
national “ poverty trap  ” for those de­
veloping countries reaching the 6 per cent 
threshold. However, it would allow re­
sources to be concentrated on those 
Third  W orld countries which would 
never be able to adhieve a growth rate 
of this o rder w ithout extensive external 
help.

Even to hope that sufficient resources 
might be m ade available to enable the 
Third W orld nations to achieve income 
growth of around 6 per cent (3^ per cent 
per capita) m ay be thought to be un- 
realist'ically ambitious, particularly at a 
time when the western nations -are so be­
set w ith their own economic and social 
problems. According to W orld Bank cal­
culations, it would require an  almost 50 
per cent increase in capital flows if the 
non-communist developing countries were 
to achieve a per capita growth of 3 to  4 
per cent over the five years 1976-1980 
(assuming there were no change in trade 
flows). Oapital flows would have to rise 
from  a little over $40,000 million in 1975 
to somewhat over $60,000 million in the 
last half of the present decade (in con­
stant price terms). And much of the in ­
crease in capital flows would have to be 
on concessional development assistance 
terms (this, of course, assumes the rich 
nations choose not to complement aid 
flows with trade concessions).

A lthough the necessary increase in re ­
source transfer seems prohibitively high, 
it could be accomplished within the gnp 
allocation targets established for the sec­
ond Development Decade, assuming 
steady growth in the industrialised nations 
and some aid also from  opec . It would

require the rich nations to set aside for 
T hird W orld development just a small 
percentage of the additional wealth that 
might reasonably be expected to  accrue 
to them over the next few years The 
sums needed to achieve 6 per cent growth 
in the developing countries pales into 
insignificance when com pared w ith the 
world m ilitary expenditure of some 
$200,000 million a year (or 54- per cent 
of the w orld’s gross national product in 
1972).

F or all its shortcomings, the programme 
of change represented by the Third 
W orld’s crusade for a new international 
economic order a t least provides a con­
structive alternative to the existing order. 
Unless the developing countries feel they 
have a real m aterial stake in the system, 
their influence is increasingly likely to be 
a disruptive one. The cost could then be 
very great indeed.

D r Kissinger’s own w ord’s read to the 
Seventh u s  Special Session, provide the 
best sum m ary: “ . . . m an stands at a 
point of m oral choice. W hen the ancient 
dream of mankind— a world w ithout 
poverty—become a possibility, our p ro­
found m oral convictions make it also 
our duty.” But m ore than  words are 
needed.
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