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ECONOQMIC INTEGRATION 4AND POSSIBLE SAVINGS IN SUGAR TRLNSPORT
- GCOSTS TN EAST AFRICA.

‘I. introduction;

The three Bast African countries of Kenya, Uganda, and
Tanganyike hsve reached indcpendencel with a lezacy of
economic co-operaticn, There is a customs union, a common
currency, a common income tax structure, and an East African
Common Services Organization which provides joint services
such as tax collection, managerent of postal and telecommunica-
tions facilities, and the running of the Sast African Railways
and Harbours, On attaining indepenience, eaci of the East
African countries in pursuing its separate economic objectives
is limited in the number of policy tocls which it has at its
disposal because of the high degree of co-operation which
requires frequent co-ordination of policy. This conflict
puts continued Bast African economic co-operaticn in jeopardyz,

Co-operation with regard to sugar production and dis-
tribution is a case in point. All three countries have a commen
ex-factory price, fizxed by law; they impose the same sugar
excise tax; and sugar may move within Bast Africa duty free
and without restriction, The continuation of this policy
is problematical for several reascons. &t present the world
market price of sugaer is much higher than the fixed interrnal
price, Imports are expensive and export now ssems attractive, %
Kenya and Tangenyika, who are now not self-sufficient in sugar #e
production, would like to substantially increzse sugar production, "~
- New producery in Kenya and Tanganyika, however, are fearful of
a. decline in the export price in a few years and thus would like
guarantees of a certain proportion of the internal market,
In additicn, Kenya and Tanganyika would 1like 1o maintain a high
internal price to encourage production while Uzanda is more
anxious for a lower internal price to encourage ccnsumption.
In order tc permit different prices and %o provide guarantees
it would require either import duties on or a restiction of the
movement of Uganda sugar into Kenya and Tenganyika,

Import restrictions within EBast Africa would have itwo
disadvantages. TFirst, transport costs might be hizher. For
example, Uganda sugar for export might have to move some 700
miles through Kenya to the port of Mombasa while Kenya sugar
produced near the coast would be moving in tke opprosite direction
to supply the Kenya hi."lands. Secondly, of course, production
costs might be higher =: production would not recessarily be
encouraged wherever costs are the lowest, The purpose of this
paper is to estimate the poszible savings in transport costs
with a policy of complete integration as opposed to a poliecy
of national autarky. ¥

1. Tanganyika in 1961, Uganda in 1962, and Kenya in 1963
achieved independence from British »rule.

2, On the instability of the present -co-opérative arrangements
see Joseph S, Nye, Jr. (7).
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II The Model,
) The total cost of transporting sugar within a ‘civen area
-can-be writien as follows :=-
. no. m
(i, C = 7 _}_ C. 22X, .o
icl §=1 1
The veriable x. re reqel+s <he number of tons ¢ sugar
. . - . th . th
delivered from the i yeoin nt of sucply to the J = point of
demend, The constant °s ;5 is the transport cost per ton
between the points i and j. There are n points of supply
in the ares snd m points cf demand. If the nurber of tons
of sugear available at the it8 point of supply is given at a,
5 .15
o T n ! hd = : ,U} 2
and the number of tons demanded 2t the J peint of demand
is given at b then the eguations
. 17l
{2) P~ X. .= a,, for i = l,eve,nt
J=1 i3 i
o L .
s X.. = b, Tor Jj = . me
i=1 i3 5 orJ s 2oy
nmust held, The ccnditioas
n_ 2.
(3) R— oA, = 2= b,
) i=1 1 =1 3 .
b s . .
Xij é 09 fOI‘ :LB l,cnogn; Jd = 1,0..,1]1
Sp€leJ thet total demand équals total supply and that the amount
trapﬁaor ed between zny two voinits cannot be negative, '
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II}‘.Stages*of»Develupmeat’and Trade Dependence

The policy objective of this paper is an-
analiysis- of the main issues of international. trade and
aid policies expected to arise at the UN Conference on
Tra&efand“Developmert t~ judge whether on ary of the
issues it would be derirsble to recognize distinctions
among developlng countries on the basis of defferences
in their stizge of development, In order to fulfill

"this objective it is necessary to deternmine what Tif-

h(\T-» t ..vb(.-
“heése differences
oping countries,

ferences among devslop.ng cou.tries e
differencer should be meausursd, ar
relate in general to the trade of zs-

Lo, Measures of Stage of Development

.

: Th: most comm.n measure cf the
velopment ‘is gross domesitic product (3D
converted -at the official,excharAe rate
currency, for example, =ross
capita in terrs of U.S. doll
level of deve_upment anong lw-
be misleading f r several ¢

.

[T

Much of the econom’ » activity in Lcéss developed
economies tekes pleace in the subsistence swetor. Sub-
sistence production is .10t exchanged cn any market at
any price 2nd is never recorded as a money +rapsactlon.
Estimating the volume of such pvoductlon is .largely. a
matter of guesswerk, and there is a great: deal of .
arbitrariness i. determinin: ‘s un_t value, Current
procedures for estimating the veiume and unit’ velue of

" subsistence productior can give rise to obv1ousvhu

_during bad crop years, when netail

“sistence output rises, cnd -during

surdities. Por example, the output of some: commodltles
is estimated by taking airicultural est;mates_of acrew
age and multiply.ng by sore-assumed yield per acres The
unit value of pwodrction nay be zssumed to be somse
average of retail prices in vari. & loralities during
thé year, &L poss:Hlie result of this precocedure is that

cause of shortages, the =2stimated v

gstime
~f the mone-

valllng low re .ai” prlc s result i
subsistence ovipui, Although the
tary sector of tie ¢ sonomy is more : .
many cases cash .ran actions are mi=szca Lo the c¢ificial
statistics, and for some types of commoditics zu
cially services no information on actual franzacitions
is ravailable and .agnitudes must be estimaited, For
example, in Tanﬁauv¢ka wacle sale and retail T ade is
estimated by multipli. ing tre number of 1.ceénscs in each

‘category by an assumed income for that category. . In

Uganda manvfacturing value added is estimat+d b3 add1ng1
estimeies o vhe manufacturiug wage bill to gstimates -
of profits derived from tzx returns. The diffiieudties.
anﬁwinadgguacies in thése nrocedures are sppanent,

1, For a fuller & scvasion o. these and < her problems

see Brian Van. Arkadi "Soci:z. Accounting and the Study

of .Economic Structurc =conomic Development Research Paper
No, 2, Bast African Lnstitute of 3Social Research,

. Sept. 2, 1963,




or Kenya,ﬁ

For exanple,

S . dluaéa”iﬁ"“'

-"_ anganywkaJQnt»nct 1nFU anda
,Stli}atbthé% dmfflculty arwsﬁsx%eca

extentﬁto"nlchfoertaln activities. B
excluded from estimates. of TYOSs domestlc Dr@duct %ake

—place in—verieus-dountrisx.  The perva31vene s of thetex=

H

tended family: structure. can- affect 1ncome esffﬁatesm31nee

.many services’ are per“ormed rithin the- extended famlly

structure which otherwise mlgut be;recorded as cash- trans-
actlons. “Thus for various reascns 1noome uends to be un-

derstated in countries where s+atlstlcal serV1ces are

limited and where a large part .of economlc act1v1ty occurs
at “the sub515tence level, -

Finally, the most imnrtant source cf error in-inter-
national comparison of gross -domestic product is the
metbod of conversion iato.a common curreﬂcy; The usual

own currenuy-by the rate*of ethange w1ﬁh commonxdur-VA
rency. “For example;:.the gross aomestlc BT Tyct e Kenya
in East Alllcan shillings is. multlplled by the rate &t
which the .shilling exchanges for’ the T, S.'uollar. Of- -
ficial rates of exchange presumably tend” o reflect the
relative purchasing powers of two curreéncies,. but only -
very crudely.. In some- 1nstan095, however, official rates
of exschange are maintained at non- equlllbrlum levels: by
verious. direct controls, or by the level of import duties.
To the. extent that exchange rates adjust-they do soc.dis-
continuously. For example, if a country devalues its .
cugrency by 50%, its gross domestic product in “terms of-
other currencies also drops 50% overnight, Most important
of all, exchange rates tend to reflect tue:relaﬁive,puf;

-chasing power of two currencies over interrationally

traded goods rather than over all goods»orodacednlnvboth
economies, In less developed countries the prices of .
goods ‘traded internationally are usually higher relative
to commodities produced domestically for internal con-
sumptien zlone (such as housing, fresh fruits, meat,
vegetables, and 21l kinds of services) than is the case in
mere developed countries. Since the Bulk of conmumers in
less developed countries tend to spend most of their in-
comes on these relatively low-priced goods, the use of
official exchange rates tgnds to understate the income of
less developed countries. : '

2. For a.more extens*ve discussion of the alfflcultles
involved in intornational comparlsons of gross domestlc
prodact see Peter T, Bauer and Basil 8, Yamey, The"
Economics cof Underdeveloped Countrles, Chicago, University
of Chicago Press, 1957, pp. 16-24, : :

Given the plethora of difficulties 1nvolve& in com=-

paring estimates of gross domestic product per capita,

one might suggest the following statistics a:z supplementary
measures of the level of development: (1) agricultural

production as « proportion of gross domestic product,

{2) per cent of- economically active population in agricul=
ture, (3) energy consumption per capita, (4) adult literacy,
{8) infent mortality, and (6) expectation of life at birth,
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. Using a set of several statistical imdicators has the
fundamental advantaze that the concen. of a comntry's o
stage of dévelopment is a concept with multiple
dimensiouse As a country develops, we expect it not
only to attain higher levels of vper capits income,
but also to incresase the siiare of its economic activity
in non-agricultural pursuits, to raise the amount of

capital émployed per r:ember of the labor force, to
multlply the use of  fuel and energy in caplfal¢zed
methods »f: productifon, t» raise the level of.skill and
educational attainment in the population, and %o enjoy
improved liviwng steandards in such fields as health and
ciher social gervices, In comparing two countriess, one
with a lower ver capita income but hizher achievement
in these other dimensions would properly be considered
at-a higher level of development., OFf course the
particular sev cf measures used toc reprcsent level of
development is to some degree arbitrary, and each
single meastre has its.own advantages and drawbacks,
But & set of measures refluctlnﬁ the muliiple dimensions
o economic development scems clearly more satlsfactory
than any one measure, such as ler capita 1ncome,

The lirst two of the measures suzgested above i
derive their rationale from the proposition that as econo-
. mic development proceeds, agricultural productivity in-
creases and wore productive effort is Gevotod to manu=-
factured goods and services, for which the demand is re-~
latively elastic as incomes rlse.”;Even though some
developed countries such as Denmark may continue a high
degree of agricultural specialization ian trads, exporting
their agricultural producits and importing many manufac--
tureéd gdods, such countries still recach a relatively low
proportion of agricultural prdducticn in total domestic
product (16% for Denmark in 1958), Esitimates of agricul-
tural production as a percent of totel GDP are subject %o
the same difficulties and shortcomi ngs as estimates of
gross domestic product, although the nproblem of conversion
to a common currency is ‘eliminated, The percentage of the
economically active population in agriculture may be dew-
termined through sample surveys or through proaectlons of
census datu. Neither of these methods is extremely ac--
curate, and the figures are less reliable for international
comparlsons because of differing definitions,

Energy consumption per capita usually can be measured
fairly accurately, As.an indicator of the stage of economic
development, hoever, it has- its wesknesses, In those
countries wheia the emphasis of government activiiy is on
expanding power, roads, and other forms of social overhead
capital, energy .consumption.will rise ahead of improvements in
dlreotly rroductive sectors ¢f the economy, Furthermore,
energy consumption tends to increase ian discontinucus Jjumps,
zspecially in small countries where %the buildirng of a
hydroelectric power Sbatlon may double -or triple energy
conguptisn within a short period of time,

Adult literscy rates are only crude estimates, There
are several difficultics involved in zttempts at inter-
national comparisons, Standzrds of literacy vary from
country to country, and "only 9 countries give a proper

. definition of literacy to be used during the enumeration,"?

3. Quotations in this paragraph are fronr Handbook of

. Eopulation Census Methods, Volume III, “ew York, Hnited
-Netions, 71959, p.25 and p.32, which discusses many
Problems in interpreing llteracy estimaties,

—

—
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Responses:to enuwnerators are often biased by the fact that "literacy
is generally censidercd a desirable trait", snd "there may be a
tendency for illiterate persons to report themsclves literate.," 1In
aJdWLIunJ if one.is con51der1nb adult literacy rates, there are dif-

¢rences in the zininum age at which a person is CJnsidcrﬂd an a&ult.
A rajor ¢avantaf“ of the use of literacy rates as an indicator of
stage of econcric development, on the other hand, is that 11teracy is
an ¢mportant prerequisite f“r enjoying many types of activities, .
Thus literacy rates may reflect sgenerzl welfare levels in a wey which
is not .adequately shown in gross demestic product fizures,

Infant mortelity rates might be one of the more sensitive
indicators -of general economic welfarc among less developed countries
if statistios were better, Infant mortaiity rates are not only af-
fected by the avallabllﬁty of redical care, but are pr00¢bly even
more .influenced by the general healih condltlons housing and sanita-
tion facilitics, and nutriticn levels which provall erong the masses
of the populaticn, Increases in economic welfarc in the carlier stage
of development often take the forn of irprovements in these factors,
The available estimates, however, are probably grossly understated in
nost cases, as they écrﬂv» from data on vital statistics which are
often lnCijleto. The births which are uarccorded tend to bhé the Vury
ones in which death tekes placé dQuring the first six months, Esti-
uatcs f infant mortality taken from sarple ‘surveys are llkoly £0. be
rore accuraté¢, and arc often two or three tipes greater th“n ratcs
calculated on thu basis of v1t&1 statistics.

4, For infant mortality statistics see Demorraphic Yoarbook 196i
Ney York Unltcd Nations, 1961, PP.222- 262

- —— .
s

Exp“ctatlca of life at birth also depends on nutr1t1on levels,
housing 2nd sanitation facilities, and ;eneral health codditions, but
it is reré sensitive than infant Lortﬂ 1ty rates to 1tprcvenents in

discase control, For cxarple, the spraying of swarps with TDT to
elirinate relaria may have spcctucu ar consequences for death rates
in the riddle age range, resulting in a larce increase in life 3x-

2.
uctaqcy. Estirdtes of CXpCptutlon of Life at birth are however even
‘es3 relieble than these on infant rortality, since llfu expectation
requires accurate estimates of death rates at every age, including
deatn rates for tnc Tirst year (1nfant movtality rates).

Bs A Commosite Index of Stage of Developm: ,

Irn view of thc shortcomings of any siagle neasure of the stage
of development, we decided to consiruct a composite indéx based on a- -
set. of these measures. We hope that the statistical deficiencies in -
the various measurcs tend to cancel ocut, and that the dorposite indsx

. iis bOth>conceptually and statistically a better ricasure of the sta -
of developnent .than any single indicator. 'Unfoftunatcly the data on-
per cent of eccnomically active population in:z riculture; infant
mortality, and expectation of life at birth proveli-to be too sketchy
to use., Therefore the composite index of stage of kevelopxent was
constructed using tk“ fellowing procedure: '
() - -« Eacq country in the sarple was ranked on . .the basls of
gross donestic product per capita in U.S,-dollars,
agricultural production as a percentage of sross danustlc Droduct

a
b
¢) energy consurption per capita, and
d) adu t 1111teracy rates.

(2). For each country the average . rank over the four renks
in. each of the above -categories was calculatea “ This is
the stage of development index, C S
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Note that the stape of development index provides siuply

zn ordinalirankinz of the countries in the sarple, That is, the

nurmerical value of the stage of developrment index has no cardinal:
significance. - I the index of country A is higher than that of
country B, then cluntry 4 is der ribed as having reached a higher
stage of developwcnt but the darference in the v“lue of the two
indices. does nct %ell us ..ow much nore developed country A is
than country B, “For cardinal coxourzoons we rust refer back to

- the ﬂbur counonent 1n310ato‘a.

. Por the purp.:z of our study, we started with 1nformat10n
on gross domestic ;- ~duct at fector . st an population, :
We initially select 06 countrlcs vith per copita GDP less $han

& 600 (plus Venezuela) wulaticn grester to:u 2 million, and ... .-
available data on all fo ~ indicators and two measures of export

trade, The sta~e of developﬁent 1ndbx was corputed for all these

countrles.

'5.,See Tal. . I for the ......es of th-se and other series,

- Althourh one normally thin s of only the countries of
Latip ‘Anerica, . .ia and Africa when spcaking of developing countrwes,

. six Eurcpean countries ac. Japan and South Africa fell into our
'saJple on these criteria.  Even when other nmeasures were included

in our stage of develorment irlex, these countries still ranked

from 3 to 14 in our “ist., “ro :e and Portupal were 13 and 14
respectively, and 1« . .1, Argencina, Venezuela, Chile, Mexico,

and Cuba ranked above shen, Thus the 5vneruily aocepted list of
developing countries overlaps at the top with the poorest countrlesA'
5gnurally considered developed.

: Of the 36 countries rauked 25 had a rank on the basis
of the stage of  wveloprent index wn' sh differed by at least 5
from theivr rank ¢a the basi- of GDP per capita., For exarple, the

Ivory Cuest fell from a r:ak of 20 on the basis of GDP per capita

to & rank of 42 oun the breis of the . ‘age of development index,
because of low ranks in .. cicultural prcduct as a share of GDP,
energy conswption per capita, and adult literacy. Other countries
which fell substan®ially wer= Mali, Tenepal, Ghana, and Haiti,
In the other dirc.."Ino Buria rose frum a rank of 54 on the basis
= 5DP per capita .. a rank of 37 on the basis of the stage of
Guvelopment index, due to = :Tatively favorable literacy rate and
share of agricultural productior 1 6P, Other countries which
rose substantially were Taiwan, Feru, YL -oslavia, and Bolivia,
Thus the stape of development index [”Vu quite different results
Froo CDP per oaplta in some cases. -

'~ Of course onme rust v 5. qualificéations about the sipnifi- -
cance of these ran ings, As (.scussed before, nond of the com~

 nonents is in itscif en id.al ind‘cator of the level of development,

-1 the index is sirply an average of the four «v ponents, It is
i>eivable that in scme instanc:s errors might oe cumulative due to
doanward or upward bias in al” the corpononts. Furthernore, the
data used 7 calculate the ind=x% refer to the year 1958 in the
case of per-capita GDP-and asr..ultural production as a percent-
age of GDP, to the year 1967 in the case of per capita energy .coh~ . .
surption, and to about the ycar 1950 -in the case of adult illiteracy.:
Some of the countries have recorded a-fast rate of economic growth
since 1958, and t+- data 1ay also be affect d by special climatic
condltlons or cyclical :swings o economic activity in 1958, Despite
these qu:’ Jifications, we belicve foat in general the corposite

“dindex of stage of development »r: . ides a nors neaningful rank;ne of

develoning countries thsr ~ny sinrle indicator,

Since our terne of - ‘srers. erphasized Lﬁé relative stage
of developmeat of developing cu: srec in Africa, Asia, and Latin
Anerica, we then eliminated f.om cur list all the Eurﬁpean countries
excspt Yugoslav1a as well ¢ South Africa and Japan., The data for the
recaining 49 ueveIOhlng countri ; are presented in Table I, with the
countrlcs ranked by the corpos .. index of stase of uevclopmeqt in

colurm’ 5u



- 3 -

v . Thire are- 1arge differences *n stafo of development among the
49 Pvelopln countrdes listed in Table I. Though the cormosite index
itself provides only-an ordinal ranking, an indication of the cardinal
differences can-be cbtained by comparing the reoian values of the four
component’ measures for those developing countries in the upper quarter
of th- list and thcse in the lower quarter, Countries-in the upper
quartcs have o median per capi.a GDP of about £ 300, share of agricul-
ture in GDP-of about 20%, enerzy consumption per caplta of 830~ GOO kilo~
grams of bituminous coal equivalent, £nd adult literacy of 60-865%.
By contrast, ¢ untries 1n the lower quarter have a median per capita
GOP of about % 70, share of arriculture in GDP of about 60%, energy
consumption per"baplta of about 50 kilos, and adult llteracy of 5-10%e

Ce Stapes of Developmcnt and Dependence on Trade

Assuming that the rank of each tountry on the basis. of the
stage of developrment infex is meaningful and assunming that internationally
- agreed itrade and aid policies might use the stage of development as
one criterion,-three important guestions come into mind. First, is
there justification for granting concessizns on a continental basis?

For exarple, is there justification for pgranting special préferences to
African countries which are not extended to Latin American countries?

The aunswer to this question depends partly on whether there are objective
differences in the average level of development for countries in Afriea,
Asiz. and the IHiddle Fast, and Latin America, and on the dispersion of
levels of development amopg the counsries in any one area. woecend,

will non-prefersntial concessiong granted in general trading_arrange«
nents hawe a differential impact oun developing countries at a relatively
lower stage of development? This depends on whether exports as a pro=
portionlof GDP tend to be greater or less for countries 1t a lower

stage, Finally, it is generally recopnized that developing countries

are heav11y dependent on exports of prlmary'products for their earnlngs
of foreign exchange., Will non~preferent1u1 concessions for primary
exports have a differential irpact on countries at a lower stage? We wish
$o examine this proposition by establishing the degree of correlation
between the stage of development and the proportion of exports which are
primary products, « If there is a high correlation, “hen trade policies
zimed at irproving the lot of all primery exporters will at the sare tine
tend to favor countries-at a lower stage of development, ,

. A-cursory glancc at the rankings in colurm 5 of Table I shows
that the African countries tend to be grouped in the lower half of the
list. ‘Ian fact, of the first 24 countries ouly 3 re African. Of the
last 25 countries, 18-are Afvican, In the case of African countries
south of the Sahar‘ the, pervasiveness of low rankings is even nore

striking, All Afrzcan countries south of the Szhara, except for ‘Rhodesia and

Nyasaland, have a rank of 235 or Pelow, Lat11 american countries are
mostly found in the upper half of the list; they, comprise 11 of the
first ‘94 countries. Of the last 25, only one, Haiti, is Latin Americ:
asian and Middle Eﬂstern countries teud to be scatwsred throughout '
the rankings, Of the first 24 countries 8 are Asian, :
and Middle EaSUPrn,and of the last 25 countries 6 are Aszan and Middle
Zastern.

This conclusion can be stated more sharply by obtain<igz median
rankings for each area, and applying .certain «tatlstlcal tests,  The ,
median rzoking for Latln Aierica is @, for Asia is 233, and for Africa
is 35..- Using = statistical test, one can couclude that there is a very
definite differénce in the 1evels of development of Latin America and
Africa., The difference between Latin Arerica and Asia is less signifi=~

cant, “ndlthere is almost no significaat difference between Asia and Africa.s

8, Using the Median Test there is a dlffurence in the nedians of Africa
and Latin America - :ich 15 significant at the 1% level, See Sidney Siegel,
Nonparanetric Statistics, Néw-fork Megraw-Hill, 1956, p»,111~116 for

a discussion of the MEdlan Tegt, On the basis of the sane test, there is

a difference in the medians of Letin America and Asia which is 31:n1flcant
at about. the 157 level, In the case of Asia and Africa, the difference is
clearly not statistically siznificant. Using the Median Test on all three
arcas at the same time, onc obtains a significant difference among all three
rpedians at.the 1% level
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Trade policies dealing similarly with all the countries
in each of_the three geograprical areas would be direceted at
fairly honmogencus groups of countries, with rﬂspeCU to level
of developmeht, in the case of Lat'n Amer;ca and Africa, and even
rore so in the case of Africa scuth c¢f the Sahara, 4 policy
dealing with Asian and Middle Eastocrn countries ,. however, would
aid countrius et'a relatively high as well as at a relatively
low level of: development, There is strong justification for
making a distinction between Africe’ and: Tatin Americe with respect
tc stage of development,and somewhat less justification for a _
distinction between A51a and Tatin America, There is no systenatlc
statistical basis for a distinction between Asia and Africa.

The ratio of exporus to cross domestic product for the
49 countries is shown in coluan 7 of Table I, and the ranking is
givew in coluan 7a. One rmust be careéful in interpreting these
‘ratios both because of difficultics in measuring GDF, as discus-
sed above, and because of difficulties in mﬂasurerent off exports.
The basis for measuring cxporis variés to some extent from country
to country.  Scne countrles exclude re-exports while others in-
clude them.. Where there are differences in valuatlon practieces,
2ll figures have been adgusted to the value f.o.b, at the p01nt
of ex1t, but the estimates of transport costs may not always be
accurate, . .. T i

The Kendall coefificient of- ran.k cor*mlatﬂ on of‘ stage of
developuent (columm 5). and export dependence (column 7a), is = » 35
The negative sign Leans, nerhaps surprisingly, that the lovur the
stage of ‘develooment, the snali.r is the proportion of exports in
GDP. Thig. relatlonshlp is not stronz, as the correlation coef-
ficient is siznificantly" diff srént from zero only at a 6% level
of significance, ~There is alsc a.relationship between exports
as a proportion of ¢ P and size f CJuntry where size is measured
either in terms of GDP or in terms of population, That is the
sealler the population or gross domsstic product, the larger the
ratio of exports to GDP, One would expect this relatﬂunshlp since
the larger the economy, the easier it is to bécome self sufficient.
If one eliminates the effects’of size, then there is a stronger
negative correlation between the: lev:l of developrient and export
dependencs, The Kendall partial rank correlation coefficient is
-.18 if the measure of size is population and ~.19 if the measure
of size is GDP, - There is no test for. the significance of a Kendall
vartial rank correlatlun coefficient, but one suspects that elimina~
tion of the effects oF 51zc which rCSulLs in. a higher partiel
correlation coefficient, procuces a significant relaticnship,

7. For a discussion of the Kendall rank correlation coefficient see
Sidney Siegel, op. cit., pp. 213 - 229, Note that the absolute
value of this coeffrc1ent cannot be 1nuerpretud on the same scale

as the valuz of a conventional correlation cov “Picient.
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The conolus1on »hat one nay draw from these correla-
tlons 1s that 1nterna.t10nally -abreed pollc:l.es to pronote all
1nds of expar%s from vaeloplnc oountrles would tend if any-”
thixg to favor coun+r1bs at 2 hlgber sta o of devclooment v

relatlve to those: at a lower stage, While the relatlonshlp is

not stronu' and all devclopm count*lus Would oenefl‘b to some |

S g

extent, such pollcles Would not at the same time tend to nmarrow

present_dmgpamt;es a“.‘ong t_he develOp:Lng countries.,

F:Lnally, let us examine the relatlonshlp 'between
stage of developrent and dependence. on pr_mary ey’oorts., The '
Droportlen of prz.mary products :m. ’cotal expor'bs :Ls given. in
columm 9, of Table I and the vanking accordlnf to dependence

on primary exports for forel n exchanfre earninzs is ziven in

RS A

column 9a. It turns out that there is a very strons correlatiori -

be’cween st'mge of‘ developnent and depenuence cn pr_nary exports

The Kendall ra.nk correlatlon coef’f"i c:Lent is .26 which is

szgna_fican’cly dlfferent frorn zero at the 1/; level The posztlve -'

sign nea,m that ‘the lower tke stage of develonment the larger
is the propor’blon of pr:mary products in votal exports. Ara:r.n
this’ correlatlon 1s stren;rthene& after adgustr*ent for the s:.ze
of coudtry.. - B ’ :

' The l;”ipllca‘t" on of thege correlatlons 1s that pollcles,,

aimed at help:msr all. exporters of primary produots would: tend R

te have relatlvely greater effects for coun’crlg,s at a lower »
sta% of develovhent Thus such ‘OQllClCS woeuld v,ork to narrow
- present dlspa.rltles among uhe develo’a'l ng COL.ntI‘leS as ‘well

as to Su:t.mulaue;henerally the:.r economlc pro~ress. S
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11T, Current Issues of International Trade and Aid Policy,

Current issues of policy affecting developing countries,
which will be discussed at the UN Conference on Trade anl Develop-
ment,are many and complex. For the purpose of this paper, however,
it is convenient to focus on five broad groups of issues:

a) promotlon of primary exports of developing countries, o)
yrﬂ‘otlon of exports of semi-manufactured and manufactured pro=-
e ts, (c } preferentizl trade arrangements among developing
countrles, (d) special financial support for developing countries
suffering from export fluctuations, and (e} amount, allocation,

and terms of financial ald to aeveloplng countrles. ’

. .Of courseée on all of these issues the general interest of

eweloplng countries is to obtain as much international assistance
for their economic development as possible, However, as shown
in Part II, there are substantial differences in stage of develop~-
ment among the developing countries, :fost African countries,
ircluding Uganda, Tanganyika, and Teaya are at 2 relatively low
staze of 3evelopment. Thus it is relevant to consider, for
countries at a lower stage of development, the priority to bve
ziven to progress on these various issues. What internationally-
agreed policies would tend to narrow disparities mmong the develop-
ing countries as well as promote development in the world as a
whole?

) The calculations presented in Part IT throw light directly
on several of these issues. In addition, it will be necessary
t0 bring in considerations drawn from our genersl understanding
of economic development problems, and particular zspectis of
presently discussed arrangements for dealing with certain issues.

A;‘PrOmotion of Primary Exports.

. The main issues under current discussion with respect to
promotion of primary exports of developing countries can be
surmmarized as follows. Should international commodity agreements
regulating trade and prices of individual commodities be establish~-
ed for & number of additionszl primary producits now subject to
international study groups? Should couhtries with developed ,
-market economies adopt a2 time phased program of reducing tariffs,
internal excises, and quantitative restraints on imporits. of all
primary products, adjusting their domestic agriculitural zad mining
policies sccordingly? Should countries with centrally planned
economies adopt a correspondlng program to narrow the spread
between internal and world prices of their primary imports, %o
_ increase planncd imports, and to distribute purchases broadly
~among developing countrier? In particular, should free entry
of tropical products be accepted Nlthout delay by both developed
and centrally planned economles°» ‘

‘ Countries at a lower stage of development, such as Uganda
Tanganyika, Kenya and most other sfrican countries, have a high
priority interest in all of these measures, subject to their
effectiveness in expanding the value of primary exports. &s
shown in Part ITI, there is a statistically significant correla-
tion between stage of devel.pr- nt and share of primary exports

. in total exports., Countries at a lover stage ‘of development tend
to be re’atlvely more dependent on primary exports, and countries
in the lower quarter of the list typically have percentages in
the order of 95%., Thus interaa*ionally-agreed policies to raise
the rate of growth of the value of primary exports would probably
“contribute more to the development of swuch countries, than any
cher action in the trade field.
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The proposals for free entry of tronlcal pro&ucts
deserve particutar-attention. In additional-%c the general
relationship betwe=n stage of development anad pPrimary
exports, most of the countries at a lower stage depend
largely on tropical agricultural products, while a
number of the countries at a highér stage are exporters of
mineral products or temperate agrlcultural prod“cts. More=-
over, free entry of tropical products is relat ively pela="
taeble politically in developed and centrally planned countries
for obvious comparatlve advantage reasons, and 1s already
supported in prlnﬂlple in the present GATT action program.
Thus this seems to be.an especially attractive form of pro-
metion of primary exports for most African countries.

Another issue running through much of the discussion
on promoting primary exports is whether arrangements should
be preferential »r non-proferential. Note that all of the.
measures discuss:d up to this point, even though they were

~eéxtended non- pre”erenti&lly to all developing countries,
would tend automatically to give greater assistance to
countries at a lower stage of dev:zlopment, _Iaus they Would
work to narrow OTSp&““tléa among “he developing countrles‘

... at the same time as they sqﬁmulatcd development pwerall,
It would of courss he =mco--:%le to go further and Qesign
systems giving explicit preference 4o countries at a lower.
stag

However, a “umba-bof preferential. arraﬁ“ments are already

~in existence, nota-ly the associate status of some African
countries in the FTvropean hoonomic Community, Ccmmonwealth
preference in the Taited h¢ngdom and Commonwealth markets,

the United States ~nystem of sugar quotas, and bilateral

trade agreements tetween the Soviet Union and some develop-

ing countries, Thoeugh it would take an elaborate study to
reach a definitive conclusion, it is reasonable to believe

that on balance these preferential arrangements are unfavor-
able %o Uganda, Tanwanylka, Kenya, and the other African
countries not associated witk the EEC, These countries

-would probably benefit on balance from ellmlnabing such
preferences, Thus it appears to be in the int erest of these
~countries %o sujport international-agreed measures promoting
exports, particularly tropical products, on a’ non-preferentlak
basis, and:to press for elimination of Dresent trade distinctions
apong 4frican countries.

B Seml-Manuiactured and Manufactured Products.

- 1 The centrel igssue with respect’ to exports of semi-manu-
factured and manfactured products is whether developed countries
should have syssematically easier access to developed and
centrally vlannsd markets than other suppliers.

This principle of 41uv;1mlnatﬂon in favor of developing
countries would of course be £a explicit depariure from the
most-favored-nation principle underlylnb presently accepted
GATT procedures, Another issue is whether the tariff structure
o1 developed countries should be gdjusted,with Vou't departlng
from the most-favored-nation orinciple, to provide easier
access for semi~manufactured and manufactured products which
developing countries.can suprly.

A 'good general case can. be. made for int ernatlonally—agreed
action on both these issues., . Developlng counsries would clearly
be helped in expanding their economies more rap idly than their
primary exports can grow, if they could increase their secondary
exports at a rapid rate. Moreover, as developing countires
industrialize they teud to attain a comparative advantage in
semi-manufactured and light manufactured products, while
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develcped countries: tend ©o wetai
in complex and heavy ma;u*aCQured
in fevor of manufactur '_*“oducts
would both accelerate thei= raie

attainment of theix cumJ¢;ﬂ‘F Te a

noa compoerative advantage
products, .Discrimination
from ueve7c01r" countries
of prowth and fa0111tate
Cvantage
- hOcher,,in the immeliate rfuture countries. at a lower
stabe of developmani, such oz Tigands, Tanganyike, and Kenya,

could not expect +c bensTi%t muck from such international
measures o open up merr-ets for manufactured'kxports. The
1mpllcatlon of the cowxcozlat iscussed zbhove. between
stage of deveWOPm‘qu-and oI rtior of primary cxports is
that countries at a.higne;i;; ge already tend to have more
secondary e“porto,'jThe competitive ﬁ*vanuaﬂe; inherent in
being at a higher étaée_méaﬁ'x%'f' os”. of the berciits would
accrue %o these countries, Uf sourse countries at a lower

stage of development Wwouxa nd to gain something,
elther directly from =z 3

from expanding. trade witl higher-ctag. developing countries.
But imtesnetionsld. meacures $o cpen ma_c ts for semi-manufact-
ured and,manufacﬁurpd vrodugtz weuld still be of relatively.
low priority for most &iiuan countries,; C Co

A

B}

 What then of preier=zitiel wingurves favoring developing

countires at a lower stlaze relative to those at a higher stage
of development? I+ would De possible %o desizr a three-tier
system, in which dovp+d~ulu;;i*:f;ﬁraily plarned countries
could export manufactuved producits zubject te "normal” tariffs
and oﬁher'condlt;onh,~aighcr stagﬁ developin: cecuntires would
have -2 certain preference., wnd lower-stege countries would
have still. breater n:s“e anece, . The ;dmlnlst_ltlve;problems

of haundling cesrtificates o7 origia ané cther customs procedures
would be eveﬂv, how,TV:. }&1E53dlu“l\ as importing ccuntries
would almost surely =1 .. 5o mi'so, zeny distinctions among
classes of seal 5o sinnd and maﬂufacﬁu“ed=products.~ More~
over, a complicate yareern wouid epasn tha. dooxr to preferences

on political grouands mcéot deweloping countries. wish
to avoid. . Finally,. ik vrefereatial meeasures might not be..
sufficiently powerful o> orercome the .competitive dlsadvantageq
of countries at a loweyr .ctaze ol development, Tariffs and
other barriers. to inmoeaits cf arufactured prcducts. are now

generally lower for deveio d ccoaomiss than “those necded
simply .$o prorect dom..,uu m&f:ete in lower~stage developlng
countries, and are.mvmﬁ-y Go ue_merped further in the. future.

There may not be room Lo luiroduce a three-tier system which
would be significantly diZferent in elfect from a simpler
‘system dlscrlmlnatlr in favor oFf &l developing cotntries,

C. Prezerentmal irada é?ra ents £ ongtDeveloplng Countrlec
High'priﬂrity for.“"aae lSou@b a“foctlng‘orimary products
and low priority for rade SSuGS'ufpruLno secondary products
do not - of course imply m:zlact ol ind-strialization. However,
for cduntries a2t a Lcver zh.ge of develeopment, such as Uganda,
Tanganyika, and Kenya, gweater progre:s in the meax Tuture
is likely to be attainab by a combisation of (a) import.
substitution. in the dome arket, aad (b) preferential
tradgharrangemenﬁs‘tqvgz Nge mar Acto by agreement with other
develeopirg countires. 1t substitusion béhird unilateérally
established protective fs3 ars alﬁeqay pert. of the inter-
national rules of ‘the gumnc, provided “he most-faveored-nation
principle is reap,CLeh; Trefergntial, trade arrengements in
the form of reasocnabl: fall cusuoms unipn are z2lso quite
aoceptable. Tne oen»“aﬁ_*osuﬂ_unaer cunrent @iscussion, .
however, s whethsr ‘davelcping courtries should be permitted
to enter 1nto prefereniial trade arrangemsnts which depart
from th: customs-union and most-favored-nation vrinciples
by covering only zelec%e® products exhanged with a limited
number of other develoring countries,

=
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A:good-case can be made for such partial preferential
arrvangements in-approriate circumstances. ' Preference on
selccted products could.enable a group. of developing countries
to embark on cooperatively-plaraned development of several
large-scale-industriés, without running intr- the problem of
uneven development in'.a full. customs union, ,Preference extend-
ed to only a limited number of politically congen1a1 countries
could be ‘more readily negotiated than 2 more inclusive scheme.

he relevance of “his general case to Uganda, Tanganyika, and
Kenya will be considered in ar-ther paper. Here we may
conclude simply that internstionally recognized freedom of
action %o negotiate partial prefersvbtial - arrangements,
supplementaty’ to the East Awrlcan Common Market, may be of
uOhSldcrable praotlcal ValL ‘in the future, :

D, Flnanc1a1 Support for Export Flucuuaulons.

Several ﬁlfferent proposals have been suggested- for
1nternatlonal arrangements Tto alleviate the ~hort-run forelgn~_
exchange problem of developing ccuntries experiencing export
fluectuations, They include easier accers to IMF credits
in such: circumstences (already in effect to some degree), the
Development Insurance. Fund proposed t- a group of UN experts,.
a plan of- the Organization of Ar-rican States, and a proposal
of the Tunisian goverament combining elements from all the
others. Thé propnsals differ in the .degree to which such =
flnan01a1 support is automatic, in waether full repayment
or a net flow of funds to developing countries is env1sa~ed,
in finencing by annual or initial contributions, and in com=-
putational: provisions defining the amount and tlmldg of flnanclal
suppor%;,

The attractlveness of various elements of these pvoposals-
to Uganda, Tanganyika, and Kenya will be considered in. another
Papere For the present we can simply note two general p01nts.
Schemes: which focus on fluctuations in earnings from primary.
exports, rather than total exports, would presumably be RoTe -
favorable to countries at a lower stage of development, and
more closely atiuned to flucirations in commodity prices over
which a particular country hak little control, Schemes

which calculate contributions taking into account per caplua
GDP- as well as value of export Woula_be more redistributive
among -céuntries at different levels of development,

E, Finsncial Aid for Developmenﬁ¢

_TPurning from trade to aid, there are a multitude of speclflc
izsues about amount, allocatlon, and terms of financial aid
in which the 1nterests of countries at a lower staze. of developmer®.
such as Ugends Tanganyika, and Kenya, are arparent. of’ course
African countries should support any specific steps to- expand
the. total amount of aid, or to increase the share flowing to
sountries at a lower stage of development, or to ease the. terms
on which aid is provided., The prretical scope for any sweep- :
ing change designed to give greater systematic. recognltlon ‘ :
to differences.in stage of development, however, is llmlted.,

S. SeeiPhilip NdegWé, "Preferentlal Irade Arranéemenus among
Developing Countries" uast Afrlcan Instltute of Soczal
Research, 192th February, 1964.:

9. See Yoeri’ Kyesmmlra,'"Internetﬂonal Flnanc1al Support for. .
Exports Fluctuations" bast Afrlcan Instltute of Soczal
Research, fortncom1ng.» : ,



Tn ce-lving 2t Sooiclons wn e amount and allociticr of
ai o, oo vurious develoyed couiitries, the ceatrally

plagnea ceuniriss, and the inte:ae.ional agencies clearly
¢nnioy a varicty of criteria, impiicitly perhaps more oftexn
T

han explicitly. The criterion of stuge of development

rust jostle with such other eriteriz 2s projsct productiviiy,
exirtence of & oeoherent develorar-nt lan, absorptive
cap..city of the economy, balance-o - i;ments viabiltity,
congeniality of fcreign policy, r i p-rlicity effects.
It is 4ifficult to discern 2~ initernsticnally-agros
means hv f.ich “he weight acoorded T . 7uze of deveiopment
in thesc <ay-to-dar ‘urlisions nf alid- dinistering
organizavions coula = - vstemas cally fnireaseds,

There may b+« . re room v in- . naticnal agreement

with respect to Fis terms of =2id, Lovever., Countrizs 2%
a lower ste:» »>f dev=lopmen’., as in Lfrice, cigarly have
ic

grounds for grecisl »rnsideraticn, The limics ¢f servicing
capacity in tkeilr . .uce of pa-ments fur torcign loars

are rclatively low, snd the time when Jevelopment may become
self-sustaining 1: much further in the future. The loan-

servicing problews c¢f such countried are already being
recognizéd on an &«i hoc basis, and the cverall trend is
irregularly toward casier finandial terms, Internaticnal
agreement to raise the proportion of grants and local-
currency loans in tot:zl 231, tc extend grace pericds .
and to lower interest ‘hairves (perhaps with maxipun rotes
and considcable refuning might now bte feasible,. with
systematic preisrence :ov countries at a I-wer stars oF
development, This iz = 33 -zction ~F policy %

concerr % most Afrace. ncuntriss,




