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THE NEW INTERNATIONAL ECONOMIC ORDER#

'The Lag of Institutions behind Technology

The laternational dissemination of cultural influences has
enarmously increased.  Its ultimate cause is the advance of
technologies in transport and electronic communications. Popu-
lar songs, styles in dress and hair styles, attitudes to divorce,
abortion, homosexuality, drugs, even crimes, are spreading
rapidly across the globe. While in previous ages the common
culture was confined to a thin layer of the upper class, today it
has reached the mass culture in many countries. In the huge
underdeveloped regions  of the South, however, the masses of
people live in extreme poverty and cultural isolation, though a
small uppers class has become part of the international culture.
Even among the clite, there are now moves to assert indigenous
cultural values and to establish national and ethnic identities.

Tt is partly a reaction against the rapid spread of the mass cul-
ture of the West.

International relations have grown not only in the cultural
but also in the economic sphere. This growth is usually measured
by the rapid growth of world trade in the last two or three
decades, u growth that was substantially faster than the growth
of GNP, so that the ratio of exports to GNP has also grown.
World trade has increased (rom over $ 100 billion in 1960 to
over § 1 trillion in 1977, and the ratio of exports to GNP has
risen from 13.7 per cent in 1960 to 21.8 per cent in 1976.

Taking a longer historical perspective, the ratio of trade
to GNP for the main industrial countries is not much higher

*  The opmious expeossed in this eeay are those of the anthor sd mn not be attributed
o the Werld Bauk,
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now than it was in 1913.f But there has been a large increase
in the trade share of the private sector. The aggregate ratio
conceals this because of the large increase in the public sector
and the relative rise in prices of those services that are not inter-
nationally traded.

It is useful to draw a distinction between integration and
interdependence.@ International integration was probably
greater in the nineteenth century, when national governments
adhered to the gold standard, fixed exchange rates, and balanced
budgets, than today, when domestic policy has set up targets
for employment, growth, price stability, income distribution, and
regional policy, among other objectives, while at the same time
rejecting the constraints which integrated the world internatio-
nally. Greater economic interdependence consists in greater
international mobility and substitutability of goods, services, and
capital, and greater mobility across frontiers of management
and technology.

But in trade, as in culture, the poorest countries did not
share in this expansion. The share of the low-income countries,
excluding the petroleum-exporting countries, fell from 3.6
per cent in 1960 to 2.2 per cent in 1970, and to 1.5 per cent in
1977. Of the total exports of the industrial countries 17.3 per cent
went to the non-oil-exporting developing countries in 1970, but
only 15.8 per cent in 1977.@@

While cultural dissemination and economic interdependence
between countries have grown, international co-operation be-
tween governments has lagged and in some cases grossly failed.

1 The ratio of exporis to GNP was for the UK 19.3 percent in 1913 and 20.7 per cent in
1976; for the USA 6.5 per cent in 1913 and 6.8 per cent in 1976; and for Germany
20.5 per cent in 1913 and 22.3 per cent in 1976.
@ For another distinction, viz. that between interdependence and international relations,
see below p. 21.
@@ In the low-income developing countrics exports were 13.8 per cent of GNP in 1960

and 15.7 per cent in 1976. Low-income countries are those with an income per head
of less than $300in 1975.
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The gap of our times is not so much, as is often said, that between
science and morality as that between our soaring technological
imagination and our inert institutional imagination. Technologi-
cally, we know no boundaries. Institutionally, we are stuck
where we were hundreds of years ago. The most flagrant failure
of international co-operation is the arms race  and the § 400
billion annually devoted to military expenditure, which has
increased violence in the world.

International co-operation  for meeting  the impending
energy crisis has also failed. There is a need for a global encrgy
program for conservation and exploration of alternative sources
of energy.

National policies to fight the evils of pollution have been
successfully designed, but the solution of problems of global
pollution (like that of the oceans or air across national boun-
daries) bave been much less effective. The same is true of policies
o prevent excessive dcpIetiun of non-renewable resources.

There has been almost no international co-operation  in
fighting the world-wide crisis of unemployment, accompanied by
inflation and sagging growth, National policies are being pursued
in isolation, the balance of payments surpluses of a few coun-
tries are kicked around from country to country, Japan and
Germany are exporting  their unemployment, and what cach
country does often increases the difficulties of others. There is
no exchange of information on investment plans, hence we lurch
from excess capacity to shortages in steel, fertilizers and ship-
building.

International co-operation  for dwch}pmmt—uur main
concern here—has also lagged behind the challenge to eradicate
world poverty. Insufficient attention has been paid by analysts
to this discordance between the success of Interdependence and
our lailure to co-operate and use it for our joint benefits.



The failure in co-operation has been accompumied by a
utowth of inter-governmental organizations, fora and conferences
charged with tackling these issues. Even though practical solu-
tions are pmpﬂacd, the resistance, often on some minor point,
by one or two governments, prevents joint action. This resistance
to global action on the part of povernments is in stark contrast
to the successful co-ordination of internatoinal action by hig
business—by the transnational corporations and by the banks in
the Hure-currency market. We have the framework for inter-
governmental action, but it is largely unused.

There are two opposite forces at work, National integra-
tion lias contributed to international disintegration, The rejection
ol the gold standard, of fixed exchange rates and of balanced
budgets bas liberated national policy to pursue a growing range
of national objectives, but has contributed to international disin-
tegration. The rejection of irrational constraints by each state
has produced world-wide irrationality. At the same time, the
integratoin of the upper classes of developing countries into the
international system has contributed to national dualism, national
division and national disintegration in some developing countries,
Hence the call for "delinking” and the assertion of a national
identity, based on indigenous values.

There are, however, some instances ol successful intes-
savernmental co-operation, usually in specialized, technical
fields: The International Postal Union (more than one hundred
year old), the International Telecommunication Union, the Inter-
national Civil Aviation Organization and the World Meteorolo-
mieal Organization are examples of outstanding successes in inter-
pational co-operation. The World  Health  Organization and
LINICEF have also been successful. Stressing the technical, non-
political aspects of co-operation helps to remove issucs from
hecoming politicized. 1 shall retuen to this theme and the lessons
to be learned at the end of the paper.



Drig,ins of the Call for a NIEO

The developing countries’ call for a New International
Iconomic Order has many diverse sources, some going far back
in histary. At the root of this call lies the dissatisfuction with the
old order which, it is felt, contains systematic biases perpetuating
mequalities in power, wealth and  incomes and impeding the
development efforts of the developing countries, Three recent
phenomena can be singled out that gave the demand for a New
International Economic Order special impetus: the disappoint-
ment with aid, the disappointment with political independence,
and the success of OPEC.

Development aid, on which so many hopes had been pinned
in the 19505 and carly 60s, alter a vigorous beginning, partly
inspired by the Cold War, was regarded as inadequate in amount
and poor i quality. A target for official development assistance
to the developing countries of 0-7 per cent of the gross national
product of the developed countries had been set up. But  the
net official development assistance given by the DAC members
fell from 0.42 in 1964-66 to 0.30 in 1976, Inteegovernmental aid
negotiations led to pressures, frictions, and acrimony. Although
it was correctly seen that for aid contributions to be effective
a country’s whole development program had to be scrutinized,
developing countries found it intolerable that donors who con-
tributed only one to two per cent of their national income should
meddle in their economic and political affairs. Performance cri-
teria and political, as well as economic, strings produced tensions
and recriminations, which led to a plea for a “quict style in aid”.
By this was meant a transfer of resources that would be automatic
or semu-automatic, hidden, or at least unconditional. The ineff-
ciences and inequities (as a result of the capricious  impact) of
commodity agreements, trade preferences, debt relief, SDR links,
etc., were regarded as a price worth paying for a hoped for larger
volume of transfers and a defusing of diplomatic tensions,



The second source of the call for the automatic, concealed,
unconditional transfers of the NIEO is the disappointment with
political independence that has not produced the hoped-for eco-
nomic independence. True, most Latin American countries have
been independent for a long time, but it is precisely from there
that the doctrine of dependencia has emerged. It explains the
demand for "sovereignty over resources” and the hostility to
some features of the transnational corporations and, more gene-
rally, to the international rules of the game as they had evolved
wfter the war.

The third cause is the success of OPEC (and a few other
mineral exporters), which appeared to offer an alternative to the
appeal to the conscience of the rich. This success was accompanied
by a change to a sellers’ market and to world shortages of food and
raw materials. These events encouraged developing countries to
explore the scope for similar actions on other fronts, to emphasize
joint bargaining, the use of "commodity power"”, and the exercise
of power in other areas, such as the treatment of transnationals.

Interpretations of the NIEO
The NIEO means different things to different people. Under
its banner, a great variety of interpretations have been gathered.
Three distinctions are useful in clarifying some of the ambiguities.

Some have interpreted the NIEO as a demand for exemptions
irom established rules. Non-reciprocal preferences for manufac-
tured exports, debt relief, more concessionary aid fall under this
ircading. Others have interpreted the NIEO as a radical change in
the rules.

A second distinction is between those who seck a few more
concessions from the developed countries, more aid, more trade
preferences, contributions to commodity agreements, better access
to capital markets, cheaper technology transfer, debt relief, etc.,
and those who want fundamental structural change, in the form
of new institutions and a shift in power relations.



A third distinction is that between those who interpret the
NIEQ as being essentially about rules and restraints, like those laid
down at Bretton Woods and the GATT, whether the demand is
for exemptions from old ar (or new rules, and those who interpret
the restructuring lo refer to the totality of economic, political and
even cultural relations. This second interpretation sces in the post-
colonial power structure the continuation of domination and
dependence, caused not only by rules, procedures and institutions
designed by the powerlul, rich countries, but also by numerous
other factors, such as the thrust of science and technology, the
priorities in Research and Development, the cumulative nature of
gains, the structure of markets, the influence emanating from the
mass media, the educational systems and the values they impart,
e,

The discussion about appropriate cules for international eco-
nomic relations has suffered from a long-standing confusion. It is
the confusion between uniform (sometimes also called general)
principles or rules (the opposite of specific ones, and therefore
necessarily simple) and univessal principles or rules (which may be
highly specific and complicated, provided that they contain  no
uncliminable reference to individual cases). Purther confusion is
caused if a third characteristic of rules is added: inflexibility over
time, and confused with cither uniformity or universality, A rule
is capable of being altered, though it remains cither uniform, i.c,
simple, or universal, Le. may have a lot of "exceptions™ written
into it. The "equal” treatment of unequals is not » principle of
justice, and a general rule commanding it is an wnjust rule. In
order to prevent pactiality and partisanship, rules have to be
universal, 1.e. not contain references to individual cases. They may,
and indeed should not be uniform. They should pay attention to
the varying characteristics and circumstances of different countries,

Those who charge the developing countries with asking for
exemptions from rules are puilty of this confusion between
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uniform and universal rules. Thus a differentiated system of multi-
tier preferences according to the level of development of the
cxporting countries, may be best and most just for a group of
trading countries at different stages of development. A fair system
of rules also points to the differentiation in responsibilities and
rights according to circumstances. Middle income countries would
not have the responsibility to give aid, but neither would they
receive it. They would not have to give trade preferences, but
neither would they receive them. Even finer differentiation would
be possible. A country like Saudi Arabia might be asked to contri-
bute to loans because of its foreign exchange earnings, and to aid
because of its income per head, but might receive trade preferences,
because of its low level of industrialization. The 0.7% aid target
would be replaced by a system in which those below a certain
income per head are exempted, and the percentage target rises
with income per head.

There is, of course, a practical and tactical case for simple
rules, which might overrule the case in fairness for universal
(though complex) rules: they are less open to abuse and easier to
police. And there may be a tactical case for uniform rules; they
may be easier to negotiate. It is for such pragmatic reasons rather
than on theoretical grounds that one may advocate that rules
should not be too complex, and should not be changed too often.*

* Of this long-standing confusion between universal and uniform, or general rules even
such a clear-headed thinker as David Hume is guilty. Hume contrasts the highly specific
reactions when we are seeking our own self-interest with the “universal and perfectly
inflexible” laws of justice. He seems, like many others (including GATT), not to make
a necessary distincton between general priniples (the opposite of specific ones and there-
fore necessarily simple) and universal principles (which may be highly specific and
highly complicated, provided that they contain no uneliminable reference to individual
cases). Thus, Hume says, in one place “‘universal and perfectly inflexible,” but lower
down “general and inflexble.”” And the use of the world “inflexiable™ conceals a confu-
sion between a principle being able to be altered ( which has nothing to do with its
universality or generality) and its having a lot of exceptions written into it (which 15
consistent with universality but not with generality). Hume evidently thinks that the rules
of justice have to be simple, general ones. He argues that unless the rules are general,
people will be partial in their application of them and “would take into consideration
the characters and circumstances of the persons, as well as the general nature of the ques-
tion. .. .the avidity and partiality of men would quickly bring disorderinto the world,
if not restrained by some general and inflexible principles.” But this is fallacious. In order
to prevent people from being partial, the principles have to be universal, i.e., not contain
references to individuals; they may, and indeed should, not be general; surcly our judg
ments based on them ought to “takc into conideration the characters and circumstances
of the persons, as well as the general nature of the question.”
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Any st:L'i[lq. prapasals, like non-reciprocity in trade conces-
sions, or trade preferences would, of course, have to be examined
on their merits. But the distinction between “exemption  from
rules” and "drawing up new rules” is logically untenable, to the
extent to which the call for exemption is really a call for a set of
universal rulcs thut pays attention to the different characteristics
and circumstances of different countries, just as income tax
allowances for dependants or lower rates on carned than on un-
carned income, are not “exceptions” but reflect our notions of
fairness.

Those who are concerned with changing the rules of nter-
national relations are aiming partly at removing biases in the
present rules, partly at the exercise of countervailing power where
ok present the distribution of power is felt to be unequal, and
partly at counteracting biascs that arise not from rules but from
the nature of economic processes, such as the cumultaive nature of
gains accruing to those who already have more resources, and the
cumulative damage inflicted on those who have initially rela-
tively little (polarization or backwash effects).

Insofar as the NIEO is about strictly economic relations,
there is scope for positive sum games. But insofar as it is about
national power relations between sovereign states with different
aims, power is by its very nature a relative concept, and what is
at stake are zero sum games, The demand for greater participation
in the councils of the world and for corrections in the biases of
the international power distribution are bound to diminish the
power of the industrialized countries.

It is part of the weakness of the poor countries and of the
syndrome of underdevelopment that they have not succeeded in
articulating these pleas altogether convincingly. An unsympathetic
approach can always find faults and criticize specific proposals and
the manner i which they are presented. A more imaginative
approach would attempt to understand the underlying grievances,
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even though often badly expressed and poorly translated into con-
crete proposals. An entirely adequate approach would require
a well staffed, highly qualified secretariat of the Third World,
which would muster the evidence, prepare the case for interna-
tional negotiations, and propose feasible reforms, worked out in
detail.

Heterogeneity or Homogeneity of the Third World?

The NIEO has been acclaimed by all developing countries,
but the diversity of their interests is reflected in the long list of
the UNCTAD Agenda, by the strains caused by specific proposals,
such as debt relief, by the inconsistency of some of the targets,
and by the OPEC ail price rise. Concern with reforming the inter-
national system has, at least in the rhetoric, been closely linked
with concern for the world's poor. But the poor are largely in what
is sometimes called the Fourth World: South India, sub-Saharan
Africa and a few islands. Their need is mainly for additional finan-
cial and technical assistance. The more advanced countries of the
Third World need better access to capital markets, to markets for
their manufactured exports and to modern technology.

The cohesion between these two groups of countries has
been maintained largely because OPEC has used its petropower
to press for other reforms on the agenda, such as the inclusion of
non-cnergy issues in the Paris Conference on International Eco-
nomic Co-operation (CIEC) discussions, initially intended to be
devoted solely to energy. It has succeeded in the liberalization of
IMF credits, and the liberalization of the compensatory finance
tacility. OPEC has also given substantial aid.

The cohesion of the Third World may also be threatened
by the formation of North-South blocs, Europe forging special
tics with Africa through Lome, Japan (and Australia and
New Zealand) with East Asia through ASEAN, and some
non-oil Arab countrics with the Arab members of OPEC. It would
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not be surprising if, in default of global progress, developing
countries were to attempt to strike bargains with specific developed
countries, or groups of them. Some of the weaker and poorer
countries are bound to suffer, inequalities to be increased, and the
cry of neocolonialism to be raised again. Such fragmentation of
the wotld into regional blocs is not in the interest of develop-
ment or of the developed countries.

In spite of heterogeneity and diversity of interests, there are
strong common interests in the Third World, which can provide
a basis for collective action. These countries are, by and large,
poorer than the developed countries (the existence of borderline
cases with small populations does not destroy the distinction),
many have been colonies and they benefit and suffer from the
impulses propagated by the advanced, industrial countries in
similar ways®

In answering the question whether homogeneity or hetero-
peneity is stronger among the countries of the so-called Third
World, we would have to begin by listing criteria for a typology
of countries, relevant to the dimensions of what might constitute
the "Third World." These might include income per head, growth
rates, inflation rates, indicators of cconomic structure (such as
proportion of the labor force in agriculture, trade ratios), human
and social indicators (life expectancy, infant mortality, literacy),
water supply, indicators of inequality, population growth, indi-
cators of dependence such as concentration of exports by commo-
dities and by destination, statistics of brain drain, political
indicators, ete, If we find that on the whole the same countries
cluster round each end of these scales, the division will be found
to make sense, If, on the other hand, groupings cut across the
conventional North-South division, we may have to revise our
typology and the notion of a homogeneous "Third World."

* For u valiant awempt to demonsirate common factory in the Thind Warld, see Tumail-
Sabri Abdalls. “Hricrogencity and Differentiation.—Tle End of the Third World?™”
Development Dialogue, 19782



But it may be both tactically wiser and in the service of truth
to acknowledge that many problems of the developing countries
are not just the problems of a block, but are common to us all:
there are rich and poor among the OECD countrics, there are
relations of dominance and dependence between developed coun-
tries, and even between regions within one country, there are biases
and imperfections in the system of international relations that
discriminate, against members of the First World and there are
importaut interest alignments that cut across national frontiers. On
the other hand, many of the objectionable features of the relations
between the industrial and the developing countries are replicated
in those among the stronger and weaker developing countries.

Moreover, there is another danger for the fate of the poor
within what has been called the “trade union of the Third World.”
This danger is that, as in the original trade union movement, the
benefits from joint action may be reaped by the stronger members,
who wield the power, and the weakest and poorest get left out.

For reasons such as these, cmphasis on the homogeneity of
the Third World may be both mistaken and misguided, and appeal
to universal principles and globally shared problem may be wiser.

Criticisms of the NIEO

There has been no shortage of criticisms of the proposals
under the NIEO. Very often these have taken the form of evalua-
tions by professional economists, in the light of the objectives of
cfficiency and cquity commonly accepted in the profession. Yet, a
proper evaluation ought to start from the objectives of the deve-
loping countries themselves, (or specified groups within them),
and distinguish between criticisms of the objectives and criticisms
of the proposed means of achieving these objectives. There is also
the danger that we may impute objectives to the developing coun-
trics that they do not share with us. One difficulty is that in the
discussions ends and means have been confused, so that greater
self-reliance, larger shares in income, wealth, or power, larger
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chares in iudustrial production, or trade, carnings stabilization,
price stabilization of particular commodities and price stubiliza-
tion of all exported commodities, have been debated at the same
level. An appraisal of the NIEO is likely to come to different
conclusions according to whose objectives are chosen, according
to the degree of generality at which the instruments  for these
abjectives are discussed, amd according to whether we are discus-
sing ends or the appropriateness of instruments.

Another source of confusion is the fact that criticisms olten
compare the proposals with some "ideal” solution, when in fact
they should be compared with the most likely alternative. Thus,
transfers through commodity agreements may, by some criteria,
be thought to be worse than direct transfers through unconditional,
unticd, grants, which can be related to the needs of the recipients
znd the capacity to pay of the donor. SDR creation that should be
guided by the world's liquidity requirements should, ideally, be
separated from increases in development aid, not fused together
in a “link”, et¢. But the NIEO proposals have to be seen in the
context of a world which is not “ideal” but very imperfect. The
alternative to doing things badly is often not doing them at all.

Another question is whether NIEO  proposals should be
asscsed individually or collectively, 1t is possible to raise criticisms
against cach individual item on the Agenda, some at least of which
would be answered by accepting certain packages. The Common
Fund has been criticized for its inequitable impact on distribution
between countries; debt relief, on the other hand, which benchts
ihe poorest countries, has been criticized for its impact on capital
markets, of concern mainly to middle income countries, A package
of the Common Fund, debt relicf to the poorest and soft ODA
might meet the needs of both middle and low income countrics.

Criticisms have also  been directed at the objectives and
motivations of the NIEQ, It has been easy to disprove the argu-
ment that reparations are due for the exploitation in the colonial



14

cra. But the disproval is irrelevant, because the case for progressive
redistribution of income and wealth and for international contri-
butions to poverty cradication does not depend on the infliction
of past damage. Few believe that colonial rule was necessarily
harmful, though it would be difficult to prove that it was neces-
sarily beneficial. It should be plain that internal measures are
crucial for both growth and equity, but that the internaional
environment can facilitate or impede domestic advance.

A more fundamental criticism of the NIEO has been along
the following lines. Moral imperatives apply only to individuals,
rot to governments. If international transfers are to be justified
on moral grounds, donors must ensure that the moral objectives are
attained. This implics highly conditional, targeted transfers for
basic human needs, poverty alleviation, reduction of unemploy-
ment, etc. The proposals of the NIEO do not meet this condition,
since the distribution of benefits between countries and within
countries is capricious. Only strict control and monitoring by donor
counries can insure that the target groups are reached.

The first point to be made in reply to this criticism is that in
a complex, interdependent world institutions have to be used as
vehicles for achieving moral objectives, even if it were agreed that
only individuals are the appropriate ultimate targets of moral
action. Up to a point, these institutions have to be trusted to
concern themselves with the intended beneficiaries. The risk of
some leakage has to be accepted. Family allowances intended to
benefit children are paid to mothers and fathers who might spend
them on gambling and drink. Local governments receive grants,
intended for their citizens, from central governments, or states
and provinces in a federation from the federal government. It is
therefore perfectly legitimate to apply moral rules to states, the
necessary conduits for channelling funds to individuals in the
world order as it exists. (That this principle is accepted even by
the advocates of the view that only individuals are appropriate
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moral targets can be scen when these same advocates demand debt
service [rom countries whose governments have changed since
the debts were incurred, or when they demand that multinational
companies should be treated as "moral persons.”) Of course, funds
accruing to governments through commodity agreements and debt
relief can be spent on the wrong purposes and may benefit the rich
in poor coutitries, but so may aid funds. The best method to make
it probable that donor objectives of poverty alleviation are achiey-
ed is not to rule out institutional intermediaries, nor to attach strict
performance criteria to all transfers and monitor meticulously
expenditure, but to select governments committed to anti-poverty
policies and support them, Such selection is, to some extent, con-
sistent with the proposals of the NIEO.

But a dilemma remains, Developing countries insist on
national sovereignty in the use of resources, while the supporters
of larger transfers in the developed countries through overseas
development assistance, the Special Drawing Rights link, debt
relief, the integrated commodity program or any other vehicle,
stress the need for monitoring performance and internal reforms
to benefit the poor, The resolution of this dilemma can be found
in moves towards the "global compact,” or the "planetary bargain™
which Mr. McNamara, the Aspen Institute, Mahbub ul Haq and
others have advocated. But as the positions of the North and
South are at present defined, we are still some way from such a
global compact. The North is not prepared to transfer the addi-
tional resources, the South is not prepared to give the necessary
undertakings,

It is unfortunate that the developing countries have chosen
a set of ill-designed measures to translate worthy objectives into
reality. Generalized debt relief (now dropped) and commodity
schemes insofar as they are concerned with more than price stabi-
lization, are regarded by many professional economists as ineffi-
cient and inadequate ways of achieving the objective of significant
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transfers of income, wealth and power, and of achieving a radical
restructuring of the international system. In addition, the conflict
over the demand by the developing countries for sovereignty over
the use of resources, and by the developed countries for careful
targeting and internal reforms, adds a serious obstacle in the way
of reaching agreement. On the other hand, it is at least equally
unfortunate that the developed countries have not responded
more constructively and imaginatively to the pleas of the develop-
ing countrics.

Alternative Responses by the Third World to the Current Impasse

The responses of the Third World to the current impasse in
the dialogue can be discussed under the [ollowing headings:

(1) self-reliance, n the sense of doing desirable things for
themselves and for cach other, whether on an individual
country, group of countries or collective Third World basis;

(2) exercise of joint bargaining power to counter biased
income, wealth and power distributions;

(3) exploration of areas of common and mutual interests be-
tween the South and North;

(4) evolution of rules, procedures and institutions to avoid
mutually damaging confrontations and conflict.

(1) Self-Reliance: What can the Developing Countries do by and
for themselves?

This area overlaps with the subsequent two, Greater self-
reliance will increase bargaining power and make it more likely
that adjustments in imperfections and inequities will be brought
about. If self-reliance raises incomes and purchasing power, it will
give rise to new common interests. But sclf-reliance is not in need
of these secondary justifications. In the longer term, most of the
things developing countries need, they can produce for themselves,
and most of the things they can produce they themselves need.
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Reduced dualism and a more poverty-oriented approach will
tend to create greater intra-Third World trade  opportunities.
Various forms of joint multinational enterprises will give rise to
opportunitics of investment co-ordination, Monetary co-operation
can encourage trade expansion, and growing trade, e.g. through
Thrid World preferences, can be financed by intra-Third World
financial co-operation, such as clearing or payments unions. Mutual
aid and technical assistance in rural development, family planning,
technology, is often more effective between countries that are not
at too dissimilar levels of development than when inappropriate
methods are transferred from highly advanced countries. Joint
activities could be developed in professional  associations, in
research, in the exchange of information, in education and train-
ing, in transport and communications, in food and energy policy.
In these ways, the developing countries could make themselves
less dependent on concessions from the rich countries and, at the
same time, evolve their own styles of development.

Such a strategy calls for new types of institutions. A strong
Third World secretariat, with u first-class staff and Third World
loyalties has been proposed. Institutions in other fields, like a
bank capable of creating monetary asscts for Third World trade,
or a board co-ordinating investment decisions, or a community
of developing country governments monitoring cach other's basic
needs policies,* are possibilities,

(2) In addition to such actions of self-reliance, the developing
countries could use joint action in certain spheres to strengthen
their power in bargaining with the developed countries. The
debate over the course of the terms of trade has been shunted onto
the wrang track, by disputing the question as to whether they had
deteriorated historically. The relevant question is not what are
the terms of trade compared with what they were, but what are
they compared with what they should and could be. Producers’

* See Harhind Clevcland, The Third Try an, World Order, Now Yok, 1976
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associations in some instances might take the place of commodity
agreements on which consuming countries are represented. The
fact that current price rises might speed up the process of inventing
substitutes is not necessarily an argument against them, for the
greater short-term receipts could be used for diversification funds.
The question is complicated not only by the difficulty of estimat-
ing short-term and long-term elasticities of demand and their
interdependence, but also by the possibility of the developed
countries retaliating by raising their export prices. But it might
be easier to get agreement of purchasing countries on non-retalia-
tion than on commeodity agreements.

Jount action vis a vis multinational corporations could replace
or reinforce @ generally agreed upon code, Developing countries
could agree not to erode each other's tax base by giving compe-
titive tux concessions and to apply similar rules and guidelines.
Bargaining power can be used also in other spheres, such as over-
flying rights for airlines, narcotics control, patent law, etc. The
main obstacle is that some differences among developing countries
are as great as those between them and the developed countries,
and joint action is difficult to achieve without a much stronger
system of incentives to form and adhere to these agreements. Pro-
ducers’ associations are notorious for their instability, for the more
successful the agreement is in raising the price, the stronger the
incentive for individual members to defect. And the fear that
others may operate outside the agreement, or that all may have
to operate without the agreement, is itself a powerful destabiliz-
g force. More thought should be devoted to mechanisms to
create incentives to penalize outsiders and defectors, and to reward
adherents, as well as to strengthen solidarity, in order to increase
the stability of joint action.

Successful co-operation among developing countries may
not be possible in all areas but may be feasible in some, e.g. in
improving the terms of technology transfer, in bargaining with
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multinationals, in controlling nugration of professionals, in
reaching joint action on taxation of foreign investment. (3) and
(4) Much has been written recently on the importance of exploring
mutual interests. Clearly, this is a promising area because it
provides a firmer basis for action than unilateral, unrequited con-
cessions. Since reform in this area is in the interest of both the
developing and developed countries, it will be discussed in the
next section that deals with the response of the developed
countries.

A Constructive Response by the Developed Countries

Although some of the proposals for a NIEO of the develop-
ing countries have not been well designed, the response of the
developed countries has not been constructive or imaginative. 1f
the package proposed at present were to be the only one on which
developing countries could agree, this would be an argument for
supporting it, in spite of its deficiencies. It is, however, worth
considering modifications of this package (it has already been
modified by the abandonment of the demand for general debt
relief and the scaling down of the Common Fund) and alternative
packages. It would require a separate paper to map out such
alternatives but it is possible to lay down certain principles on the
basis of which progress may be made.

There are three areas in which more thought should be
devoted to the design of appropriate policies.

(1) Fiest, there is the arca where developed and developing
countries have common or mutual interests. This covers the
exploration of positive sum games.

(2) Secondly, there is the area of the avoidance of negative sum
games. Other countries can be not only sources of positive
benefits, but also of threats that we must try to avert. Co-
existence in an interdependent world can give rise to the
production of goods; but it can also give rise to the produc-



tion of “bads”, which have to be combatted by “anti-bads.”
The exploration of areas of joint action for "anti-bads™ may
be even more important than the search for goods.

(3) Thirdly, there are arcas where existing biases, discrimina-
tions and imperfections in the international economic order
work against the interests of the developing countries and
where we have to explore joint methods of correcting them.
This looks like an area of zero-sum games, although long-
term benefits to all may acerue. Under this heading would
also fall mare "voice” for the developing countries and
concessional, gratuitous transfers.

Clearly, the three areas overlap, and each overlaps with self-
reliance on the part of the developing countries. Where there is
common intrest and harmony, so that reforms yield joint gains,
there remains the division of these gains between rich and  poor
countrics which can give rise to conflict. Self-reliance by the poor
may be in the short-term and long-term interest of the rich coun-
tries. They may prefer Korea to sell its shoes in Lahore, and
Taiwan its textiles in Indonesia, to having their own markes
swamped. And the correction may impose short-term losses on
rich countries but benefit them in the long run.

Following on from the work in these areas is the question
of the links between restructuring the international system as it
affects relations between governments, and the consequential
domestic measures required in both developing and developed
countries to ensure that the benefits accrue to the poor, and that
the costs are borne fairly.

Trade liberalization involves both restructuring in developed
countries, 5o that the whole burden is not borne by the dismissed wor-
kers in depressed areas, and in developing countries, so that the gains
from liberalization do not wholly accrue to big exporting firms,
possibly even multinationals. In reaching commodity agreements,
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there should be some safeguards that the higher prices do not fall
exclusively on poor consumers in rich countries, and that the res-
trictions that quota schemes involve are not largely borne by small
Farmers in poor countries, so that the big plantations benefit from
both higher prices and unrestricted sales. And when we agree
on debt relief, we want to be sure that it is more than relief for
bankers in rich countries, whose loans are serviced out of aid
funds. Such consequential domestic measures are necessary hoth
inside developed and inside developing countries, if the ultimate
impact of the reforms of the New International Economic Order
is to be on improving the lot of the poor.

Common and Mutual Interests

Until 1973, issues of economic interdependence and develop-
ment belonged to largely separate areas. Development was dealt
with by development assistance and trade preferences of varying
generosity, Interdependence was dealt with in the OECD,

The validity of this dichotomy has been questioned in the
lust five years. The developing countries’ shares in world popula-
tion, in world trade and in world production have increased. Some
developing countries have now large international reserves, others
large international debts.* They supply raw materials, especially
metals, on which the developed countries increasingly depend.
The one-way dependence of the South on the North has now
become a two-way interdependence.

International interdependence should be distinguished from
international relations. The test of the difference is this: if rela-
tions were cut off, ready substitutes could be found so that not
much damage would be done. Interdependence means that if

* The share in el world trade of all developing countries bas increasod from 21,49, in
1960 1o 2465 in 1976, (though exchiding major oll exporters the share declined from
14.8 to 10.2); their share in international rescrves has increased from 17,89, in 1960 to
45.'3% i 1976 {mxcleding OPEC from 138 0 20,2 theie share i prorpuabativn From
729, i 1960 vo 769, In 1976; aud their share in production from 18.2 in 1960 vo 226
in 1976, meayred ar consrant 1975 dollars.



24

relations were cut off, substantial damage would result. To illus-
teate: much trade between industrial countries is conducted in
similar finished consumer goods and caters for slight differentiation
in tastes. A smaller volume of trade (and a less rapidly growing
one) with the developing countries consists of vital food and raw
materials. In technical language, it is consumers' (and producers’)
surpluses that count, not trade volumes (values) and their growth,

Trade is not an end in itself, but 4 means to a more efficient
allocation of resources and to greater consumers’ satisfaction. The
long-term importance of trade is, therefore, measured not by its
total value or its rate of growth, but by (a) the difficulty in
production of substituting domestic goods for imports by shifting
resources employed in exports, and (b) the sacrifice in
consumption of shifting from imports to domestic import substi-
tutes, if the products are not identical, or of doing wihout them
altogether. A vast and ever-growing exchange of Volkswagen for
Morris Minors reflects small importance, a small exchange of coffee
or copper (not to speak of oil) for engineering goods reflects vital
dependence (or interdependence). Americans would not suffer
much hardship if they had to drive Fairmonts instead of Volvos,
but might if they had to drink Almaden instead of Chateau Mar-
gaux, and certainly would if they had to do entirely without
manganese, tin or chromium imports, Total trade figures are, of
course, relevant to other issues, such as changes in the balance of
payments, which in turn may affect consumption and welfare. But
these sequences would have to be spelt out.

The most generally accepted area of mutual interest is trade
liberalization and liberalization of the flow of the factors of pro-
duction capital and labor. On trade, it could be argued that already
fairly rich developed countries should weigh the costs of adjust-
ment, probably repeated and painful adjustments, against the gains
from further additions to income. Countries, or at any rate their
governments, might decide that it is in their national mnterest to



forgo at the margin further income rises for the sake of a quicter
life, and greater industrial peace.

The difficulty  with this position is that the security ol
employment is not necessarily guaranteed by protection, for jobs
m export trades are endangered, and that the costs of such a form
of a quict life can be very high indeed, particularly for a country
dependent on foreign trade. Moreover, if several countries adopt-
ed such a position, the mutual impoverishment could  be
substantial.

There are also gains from the flow of capital. Here, special
attention should be paid to measures which, without being identi-
fied with aid, could have a leverage effect on aid, such as guaran-
tees, co-financing, improved access to capital markets and markets
for manufactured exports, cte. Free movement of goods and of
capital and labor would not only register all the mutual benefits
expounded by the theory of comparative advantage, but would
also accelerate growth, reduce inflation, gencrate employment,
cxpand choice and support the international system of trade and
debt service.

Two specific issues under the heading of interna-
tional trade are worth cxploring. The first is the reform
of larff structures which now tend to cascade with
successive stages ol processing. Such deescalation would improve
the international location of industries and would permit develop-
g countries to benehit from the external economies, of learning
cffects from a primary product-based form of industrialization,
They might also be able to make better use of waste products,
now discarded by the richer countries.

The second area is that of stabilization of commodity prices.
The large fluctuations that occur now benefit neither producers,
who are discouraged from investing, not consumers, who find it
difficult to plan production.



On present evidence and theoretical considerations,  there
is not much in the argument that general flows of ODA to deve
loping countries—what is sometimes called a Marshall Plan for the
Third World—can regenerate growth in the developed countries.
For the Third World to be an "engine of growth” for the indus
trialized countries, the quantities are too small (though they cun
make a contribution), and domestic measures (tax reductions and
public expenditure increases) can do the same with higher political
and cconomic returns, if the narrowly interpreted national interest
were the only guide, Some of the demand created in the North is
[rom arms sales, If these were to be reduced, another source woul:d
have to replace them. Morcover, the greatest need for ODA is in
the poorest countries, the trade share of which is small and only
slowly growing, whereas the best “investment” of such aid would
be in the middle income developing countries, which are already
carning much foreign exchange through their exports.

The argument that specific exports can be supplied  from
under-utilized capacity at low, zero, or negative costs, and  that
specific imports can contribute to bottleneck busting, and hence
to the resumption of orderly growth without premature inflation,
deserves closer examination,

Aid from surplus capacity has certain drawbacks, If, in the
long run, the surplus capacity should be scrapped and the workers
retrained, this process is delayed and an inefficient production
structure is perpetuated. This can be particularly damaging if the
curplus capacity competes with imports from the developing
countries. 1f the production could have been used at home, or
could have been exported at a commercial value, the costs of the
aid are correspondingly higher, Nor s it always the case that
recipients need or want  the surplus  production, when it is
available.

There remain, however, sectors  and industries, especially
those where indivisibilities are important, in which the tempaorary
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(cyclical) emergence of surplus capacity could be hamessed to
the aid effort. Steel plant manufacturing capacity, shipbuilding
capacity, or other heavy capital goods sectors are for technical
reasons subjeet to fluctuations in utilization, and periods of under-
utilized capacity might be used for aid-financed exports to develop:
ing countries in need of steel  plants, ships, or other capital

1.{!‘.}!.1 LI:\.

As [ar as imports are  concerned, in  resuming  growth
developed countries are liable to run into bottlenecks before full
employment for the economy as a whole is achieved. Imports from
developing countries can help to break  these bottlenccks and
thereby enable developed countries to resume higher levels of
activity with less inflation.

The removal of certain world-wide scarcities, which  now
preveat  countrics  from  resuming  non-inflationary, full-
employment growth, may be against the interests of small groups
benefiting from these scarcities, but is clearly in the interest of all
countries and humanity at large. More specifically, food, energy
and certain minerals fall into this category. Investment that raises
the world supply of food and of energy is bound to benefit all
people in the long run.

These bottlenecks can be either of a short-term pature, or
they can represent long-term scaccities. In the latter case, invest-
racnt by the North in the South, in order to overcome these glabal
scarcities, can make a contribution to the resumption of long-term
ordecly growth without inflation. But in the long-term inter-
dependence is likely to be less than in the short term, because
substitutes for and economies in the use of the scarce materials
are possible. With technological advance, it is doubtful whether,
in the long run, any country or group of countries can be said
to be wholly dependent on some other countries. This is true both
tor the North and for the South.



An area ol positive-sum games is policies towards trans
national corporations and direct private foreign investment. In
the past, fears of expropriation, restrictions on repatriation  or
remittances, price controls and other policies reducing profitability
or leading to losses has caused uncertainty and has raised the
required rate of return on foreign investment. This high rate of
return has, however, often led to the very measures that the
mnvestor feared, for host governments felt that companies were
taking out of the country more than they were putting in.

There is a specific dilemma for developing counries. If the
rate of reinvestment of foreign profits is lower than the rate of
return on the capital invested, remission of profits presents a drain
on foreign exchange. If, on the other hand, the rate of reinvest-
ment cxceeds the rate of return, on plausible assumptions about
the rate of growth of national income and the capital-output ratio,
a growing proportion of the stock of capital is going to be owned
by foreigners. This dilemma between foreign exchange losses and
alienation of assets has led some countries to expropriate foreign
enterprises. A reduction in the uncertainty about such measures
would reduce both the required rates of return and incentives to
take measures that raise risks for companies. Well designed mea-
sures to reduce uncertainty can increase the flow of foreign
investment, induce companies to take a longer-term view, alleviate
{ears of host governments, and thus benefit both firms and host
countries.

Among such measures would be investment guarantees,
sgreements on arbitration procedures, sell-out and buy-out options
after agreed periods at prices to be determined by agreed pro-
cedures, model contracts, mvestment codes, joint ventures, and
new public-private hybrid institutions, combining the virtues of
private initiative and enterprise with those of commitment to
development.
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Another area of mutual interest for policies toward multi-
pational firms is the application of anti-trust action to the
international behavior of these companies. It is just as much in any
industrial country's interest that its companies should not act like
cartels or monopalies internationally, as it is that foreign com-
panies should not monopolize its domestic market. There is now
an asymmetry in that anti-trust action and restrictive practices tend
to be outlawed for domestic activity but permitted for international
ones.

Mutual interest can also be established in co-operation in the
management of the global commons: ocean fisheries, air and sea
pollution, radio frequencies, civil aic  and merchant shipping
routes and world monctary conditions. They already mentioned suc-
cess of some institutions devoted to technical aspects of
international co-operation, like the International Postal Union or
the International Telecommunication Tinion or the World
Meteorological Organization bear witness to the possibility of
successful international co-operation if strictly defined technical
areas are at stake. As a by-product of this global management,
revenues might be raised from some of these activities, like ocean
fisheries or international travel.

Avoiding negative-sum games

The essence of interdependence is that members of the world
community are capable, by unilateral action, to inflict harm on
others, The fear that others may take such action can be a suffi-
vient condition for defensive, detrimental action of this kind.

The prime example in this field is the arms race which absorbs
scarce resources and, beyond a certain critical point, which we
have long ago exceeded, breeds violence. Between 1946 and 1976
120 wars were fought, 114 of them in the Third World. The
number of people killed is somewhere between those killed in the
First and Second World Wars. It has often been noted that
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cconomic growth has not abolished poverty. It is less often noticed
that large defence expenditure has actually bred violence.  The
Laffer curve, whatever may be true for taxation, seems to apply
to expenditure on arms, Three per cent of the total annual expen-
diture of § 400 billion now devoted to armaments would be
dﬂubliny_ the annual resovrces devoted (o oflicial (]t:‘l.'l'.'lﬂpn‘u_'ul
assistance, Dut such arguments do not cut any ice until it can be
established that the expenditure at present  levels is counter-
productive and that we would get better security from a reduced
volume of expenditure.

In the economic area protectionism and deflation to protect
the balance of payments are instances of negative sum games. In
the area of private foreign investment, actions by both parent and
host governments to tilt the advantages  from private foreign
mvestment in their direction have similarly destructive  effects.
Large incentives are offered  to bid for these investments in
“investrnent wars,” like the trade wars of the Thirties. Over-fishing,
the pollution of the sea and the global atmosphere and the exces-
sive exhaustion of non-renewable resources are other examples.
Co-ordinstion of policics and international institations  for
co-operation are needed to avoid such mutually destructive actions.

The institutional responses might be illustrated by interna-
tionally co-ordinated sction.® In order to avoid the self-defeating
and mutually destructive actions arising from attempts to correct
balance of payments deficits imposed by a few persistent surplus
countries, an international central bank, with power to create
liquid assets, is necessary. It has been argued that the system of
flexible exchange rates has restored full autonomy for national
monetary policies, But this is by no means as obvious as is often
thought. Hardly any government would permit completely “clean”
floating; and "disty” floating may well require larger rather than
smaller reserves to counter speculative attacks.

* The first two ltean lave been prapesed by Mabbub ol Heg,



29

A sccond institutional reform would be mechanism for some
form of co-ordination of investment decisions, so as to avoid the
swings between overcapacity and shortages of capacity from which
we have suffered in the past. Opponents of such co-ordination
fear lest this is the entry of market-sharing agreements and cartels,
but in many national plans co-ordination of investment decisions
has proved entirely compatible with maintaining competition.

Other illustrations would be agreements to refrain from
trade and investment wars and the already mentioned establish-
ment of international firms that would combine the virtues of
private enterprise and freedom from bureaucratic controls with
the objective of promoting development. Another area would
be taxes on activities where independent national actions now
lead to the deterioration of the world environment: a tax on over-
fishing, on polluting the sea and atmosphere, or on mining non-
renewable natural resources.

Zero-sum games

Exploration of areas of zero-sum games, that is to say actions
where a sacrifice is required on the part of the developed countries
in order to bencfit the developing countries, comprise three fields.
First, the correction of imperfections and biases in the existing
world order which work against the developing countries.
Sccond, transfers of resources from the rich to the poor. And
third, more "voice” for them in the councils of the world.

Existing biases, imperfections and discriminations in the
International system and how to correct them®

An international economic order that discriminates systema-
tically against one group of countries can give rise to confronta-
tions and conflicts and to negative sum games in which all lose.

* This subject is well treated in Geral K. Helleiner World Market imperfections and the
Developing Countries, Overseas Development Council, Occasional Paper No. 11, 1978,
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But the appeal to correcting inequities need nor be wholly  to
pational self-interest. There is an imltprndfcnt moral case for 2
just world order,

Countries should be willing to co-operate  in correcting
Inases in market structures and government policies that are
damaging to the developing countries. Such corrections  would
contribute to a more equitable and therefore acceptable world
order and, by reducing frictions and conflicts, can be seen to be
also in the long-term interest of the developed countries.

A response along such lines would meet the demands of
both efficiency and distributive justice. Not only are the specific
proposals more in line with the canons of economic efficicncy,
but, by accommodating the developing countries’ call for a fairer
international orders they would prevent the recriminations and
conflicts that are bound to cause international disorder, one of
tihe greatest sources of inefficiency.

At the national level, governments atternpt to provide macro-
veonomic stability through monctary  and fiscal policies, to
redistribute income through progressive taxes and social services,
to guarantee farmers an adequate income, to correct for the worst
features of free competitive markets, and to cushion victims against
the damage of change. All these government actions are in the
nature of public goods. There 13 no international government to
do any of these things on a global scale. In the 19th century Great
Britain, and for about 25 years after 1945, the UUSA provided a
power center that fulfilled some of the functions of an internatio-
nal povernment, such as providing compensating capital move-
ments and being a lender of last resort. Since about 1970 such a
center has been lacking. The international organizations have
been too weak to fulfil the required functions. International
institutions arc needed to provide internationally the “public
goods” of stability and equity that civilized national governments
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|1rovidc as a matter of course for their citizens. The implementa-
tion of such reforms would be a contribution to the foundation
of a stable, equitable and prosperous world order.

Whatever our motivation for correcting imperfections or
biases in the present international economic order, such biases
occur in various fields. The division of the gains from trade may
be very unequal because a few large buying companies from rich
countries confront many weak sellers from developing countries,
and the demand for the final product is fairly inelastic. Or the
bulk of the processing of raw materials from developing countries
may be done in the developed countries, who reap the large value
added, not because they enjoy a comparative advantage but because
of market power and policies, such as cascading tariffs, or discri-
mination in shipping or credit. Or the distribution of the gains
from productivity growth between exporters and importers may
be uneven, so that improving commodity trems of trade are con-
sistent with deteriorating double factoral terms of trade. It has
already been argued that the crucial issue here is not what has
happened to the terms of trade now compared with the past, but

what the terms of trade are now compared with what they should
{and could) be.

In this context, thought should be given to what reforms
are needed, by creating new or changing old institutions, rules,
policies and other measures to change the location of economic
activitics and to improve the developing countries’ bargaining
power, so as to reduce the bias in the distribution of gains from
trade.

There are imperfections in the export markets of developing
countries. There are also imperfections in the supply of imports.
Developing countries are not normally faced with uniformly
priced imports and often suffer from price discrimination, restric-
tive trade practices, export cartels, inter-firm arrangements for the
ailocation of markets, etc. There exists evidence that small
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(uuntrics pay igher prices Foar 1rr||mr|f_'d machmery, chemieals,
ron and steel than large countries. The US.A. prohibits cartels
internally, but specifically exempts export cartels. Should there
not be an anti-trust law internationally, just as there 15 one to
protect LIS citizens ?

There are imperfections in access to market information.
The ability to buy cheap and sell dear depends upon full market
information. The large transnational firms possess this but poor
developing countries do not. The disadvantage is cumulative:
norance about how to acquire information about production
processes reinforces the absence of information about these pro-
ducts or processes themselves. There are imperfections in access
to knowledge and technology. Several  measures  have been
proposed to correct this bias, They involve reforms of the patent
law, in the market for technology and in the thrust of Research
and Development expenditure. There is a bias in the developing
countrics” access to capital markets. There may be no shortage
of finunce in Eurocurrency markets, supplicrs’ credits or through
the World Bank, but there may be a bias m the issues and bond
vrkets, What needs to be done in order to reduce imperfections
und other obstacles in the way of access to the world's capital
markets?

lmperfections m labor markets are reflected in the present
bias in the admission and encouragement of certain types of pro-
{essional manpower, often trained by the developmng countries
(Brain Drain), and the severe restrictions on the movement of
unskilled Iabor. The world's division into nation states, cach
monopolizing the physical and technical assets within its boun-
daries for its own benefit, is not consistent with a rational or
moral or acceptable world order.

Does the international monetary system discriminate against
developing countries? Monctary restrictions have an important
impact on unemployment. The SDR-aid link is probably dormant



{or a while, but there should be a gold aid link. As Central Banks
sell gold to the IMF for SDRs, the IMF can sell the gold and use
the receipts for contributions to IDA.

Transnational corporations also introduce imperfections.
How can we strengthen the bargaining position of developing
countries in drawing up contracts with TNCs; how enlarge the
scope for “unbundling” the package of capital, management,
know-how and marketing; what is the role of public sector
enterprises in negotiating with private TNC?

An analysis of the distribution of gains arising from much-
touted “outward-looking” foreign investment, where the
quasi-rents and monopoly profits accruing to capital, management
and know-how go to the rich countries, while the near-subsistence
wages for semi-skilled labor go to the developing countries would
be useful. The world in which we live corresponds to neither of
two popular models: it is neither a truly “liberal” world in which
all factors are completely mobile across frontiers, so that they
can seek their highest rewards; nor is it the world of the textbooks
in which all factors are completely immobile internationally and
trade is a substitute for factor movements. Some factors of pro-
duction, such as capital, management and know-how, are fairly
mobile internationally, and earn high rewards, whereas unskilled
and semi-skilled labor are immobile internationally and earn low
rewards, This has important implications for the distribution of
gains from trade, technology and investment, and for the attitudes
towards multinational firms.

There are biases in formation on political news coverage.
Are the media biased in the scope and content of their news
coverage? Is there a need for additional press agencies represent-
ing the point of view of developing countries?

Should reforms in all these areas take the form of restoring
genuine competition, to reduce market power concentrations in
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rich countries, or should they take the form of mobi-
lizing counter-vailing power, like organizing  numerous
poor producers (as the trade unions did in  the
nineteenth century), or should they take the form of
changes in rules, institutions or legislation? Should there be
reforms in the accumulation, selection and dissemination of infor-
mation and knowledge ? Many current recommendations are based
on the false premise that existing markets are competitive and
efficient, and spread the benefits of economic progress widely.
This assumption is quite unrealistic for the world as a whole.

Resource Transfer

A new international economic order calls for a substantial
increase in the amount of resources to be transferred to the deve-
loping countries, with the primary objective of eliminating the
waorst aspects of poverty within the lifetime of 4 generation, The
specific forms this transfer takes is a secondary question. It has
been proposed that developed countries should commit themselves
to a total, but that cach country should be {ree to decide in what
form it wishes to make its stipulated contribution, whether through
commodity agreements, preferences, debt relief, additional ODA,
etc. Such an approach would prevent differences among developed
countries over specific instruments blocking the achievement of
an agreed objective.

The rational way would be an international, progressive
income tax, with a lower exemption limit and a rising aid|GNP
ratio as income per head rises. Other tax proposals have been
made, such as a tax on over-fishing, on global pollution, on seabed
resources, on international travel, etc. But an international income
tax would be the most rational way towards automaticity and fair
sharing,

Monitoring of the objective, poverty eradication, can be done
in a way that would avoid the intrusion of donor-country per-
rormance criteria, with all the suspicions to which this would give
rise, and without the absue of funds received by developing
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countrics. Harlan Cleveland has proposed a system like that under
the Marshall Plan, i which the developing countries themselves
would examine and monitor cach other's performance in reducing
poverty.  Accepted extra-national secretariats  are  another
possibility.

1l s

"Voioe

The demand of the developing countrics for greater partici-
pation in the international decision-making process calls for a
reform in the membership  and voting system  of international
mstitutions, More “voice” for the developing countries is likely
to remove some of the frustrations that spring from the perception
of powerlessness, But greater participation by the developing
countries would be pointless if it were accompanied by reduced
contributinns from the induostrial countries.

The demand for “more voice” 15, of course, ultimately a
demand for a different power distribution. Power to achieve
common objectives can be a positive sum game, in the sense that
joining others can strengthen this power, But where objectives
conflict, power is a zero-sum game. [f there were a harmony of
mterests, more voice would not be needed. The demand for “more
voice” implies that certain objectives of the claimants have not
been met. What is ultimately at stake is a restructuring of power
relations.

The relation between narrow and “higher”
national self-interest

We can build on areas of common national interest, empha.
sizing mutual benchits to be derived from, e.g. resumption of
orderly and equitable growth in the world cconomy, Forswearing
seif-defeating protectionism, exploring ways of increasing the
resources in globally scarce supply, etc. But while there is consider-
able scope for positive sum games in exploring areas of common
and mutual interests, and of avoiding self-defeating, mutually



426

destructive policies, there is also a "higher” interest in a world
order that both is, and is seen to be, equitable, that is acceptable
and therefore accepted, and that reduces conflict and confrontation.

All societies need for their self-regulation and for social
control a basis of moral principles. Individuals are ready to make
sacrifices for the communities they live in. Can this principle stop
at the nation state? A belief in the harmony between self-interest
and altruism is deep-seated in Anglo-Saxon thought and action.
Onec 1s reminded of the eighteenth century Bishop Joseph Butler:
“when we sit down in a cool hour, we can neither justify to
curselves this or any other pursuit, till we are convinced that it
will be for our happiness. .." The only question is why it appears
to be easier to identify, or at least harmonize, individual happiness
with the national interest than with that of the world community.
It is odd that a moral, disinterested concern by rich countries with
the development of the poor is hardly ever conceded. As hypo-
crisy is the tribute voice pays to virtue, so professions of national
self-interest in the development of poor countries may be the
tribute that virtue has to pay to vice. Let us, in the present fashion
for stressing common and mutual interests, not underestimate the
power of moral appeals. Holland, Sweden and Norway, which
have put international co-operation squarely on a moral
basis, have hit the 0.7 aid target. It is the countries
in which aid has been sold to the public as in the national self-
interest where the effort is sadly lagging.

The common interests must also be defined in terms of
different time horizons: the next year, the next five years, the
next twenty years. There may be conflicts and trade-offs between
these different time spans. For example, concessionary aid to the
poorest may involve economic sacrifices in the near future but, by
laying the foundations for a world in which all human beings
born can fully develop their potential, it contributes to the long-
term interest of mankind.



One difficulty is that in democracies adults have vates, but
childeen and 1he unborn have no votes. The fight is not only
against powerfully organized vested interests, but also against all
our own short-term interests, that neglect the interests of future

generations,

The "higher” interest in an acceptable world order can be
defined vither in moral terms or in terms of the desire to avoid
negative sum games. Whatever the definition and justification, its
aim is to transform adversary relationships into co-operation. It
is in this light that co-operative actions to eradicate world poverty
and to restructure the international economic order bave to be seen,
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