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1. We, the African Ministers responsible for Trade and Development, nmeeting in
Addis Ababa, Ethicpia from 16 to 18 March 1987 have adopted a common position

on trade and development issues as our contribution to proposals to be submitted
by the Sixth Ministerial Meeting of the Group of 77 to the Seventh Session of
the United Yations Conference on Trade and Development to be held in Geneva,
Switzerland, from 2 to 31 July 1987. 1In the elaboration of this common position
we have kept in mind the objective of the development of our continent and the
need to strengthen our solidarity with other regions of the Group of 77 in our
commor: desire to reactivate and enhance intermational economic co-operation for
development and in order to attain the Mew International Economic Order.

2. The developing world is facing a crisis of unprecedented gravity. Inr many
developing countries, the development process has collapsed. oy the eve of

UNCTAD VI, the flow of financial resources is much reduced, and several countries
suffer net outflows. The debt burden of developing countries constitutes an
tbstacle to the mobilization of national and intetrnational financial resources

for development. Unprecedented dron in the commodity prices deprive many deve-
loping countries of export earnings which are necessary for financing their imports
“and indispensable to sustain development and to service external debts. The
erosion of respect for the disciplines of the international trading system

exposes developing countries to arbitrary obstacles to their trade. As a con—
sequence societies and political systems are under acute straim. i

3. Ve are gravely concerned by the continuing critical economic situation in
Africa which has affected a large number of African countries and has worsened

" gince the 1980's. The collapse of the international market for commodities has
undermined Africa’'s dependence on trade as a viable instrument for promotion of
growth and development. For instance in 1985 Africa’s export earnings stood

at US$60.¢ billion but in 1286 the African continent export earnings declined to
US$44.2 billion. Coupled with this, is Africa’s debt service which is estimated
at US$25 billion a year - between 1986 and 1990. Faced with inadequate resources,
African governnments budgetary allocations for imports. investment and employ-—
ment generation have been drastically reduced. As a result many of our peoples
continue to face acute food-shortage and are therefore threatened by starvation
and malnutrition.

Tmile this eritical situation results from a combination of endogenous and
exogenous- factors, we strongly reaffirm that the development of our societies
rests primarily with ourselves. To this end, we are making efforts to build
viable economies geared to sustained growth in order to derive greater benefits
from production for mational and international markets. However, the deterio-
ration of the international environment, which aggravates the present crisis,
is beyond our control. HNMeither can our efforts alone nor the free play of market
forces, provide a2 solution ir the absence of a fundamental change in the inter-
national economic structures and in the attitudes and policies of the major
industrialized countries towards Arrican countries.
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3. Accordingly the Heads of State and Government of the Organization of African
Unity, at their Twenty-Flrst Ordinary Session held in Addis Ababa in July 1985,
adopted Africa’s Priority Programme for Economic Recovery 1986-1990 in order

to reorient Africa’s policies and programmes relating to recovery and growth
durlng that perlod. Furthermore9 the General Assembly of the United Nations,
meetlng in special session in May/June 1986, unanimously adopted the United
Mations Programme of Action for African Economic Recovery and Develonment(UNPAAERD)
1986~ 1990, expressing the solidarity of the international communlty with Africa
and its willingness to seek effective and lasting solutlons to’ Afrlca s economic
and social problems. Nevertheless, while the African countries as a whole hdve
started to put the UNPAAERD into effect, we regret that the international commu-
nity has not yet matched its commitments to provlde substantial resources in
support of the Programme of Actlon.

6. For us9 tbe Afrlcan Mlnlsters Respon51b1e ‘for Trade and Development, the
priorities for action are dlctated by the objective of deve10p1ng our economies
within a more favourable 1nternatlonal environment. These pr1or1t1es pertain to
the financing needed for the economic development of our countries.

7. TFinance for development 1mp11es the mobilization of domestic savings, official
development 3531stance, foreign investment and bank credits. However, domestic
savings cannot grow fast enough without the alleviation of our debt burdern
accelerated development, recovery of our export volumes and the improvement of
both commodity prices and terms of trade. Similarly, foreign investment and
commercial lending are deterred by the accumulation of debt at excessive interest
rates aud on _severe terms and conditions. Accordingly, additional finance for
the development of our productive structures will require inter alia a reorienta-
tion of conditionality within a debt strategy based on our development obJectlves
. -as well as a substantial increase 1in ODA flows in support of our economic social

‘ goals.

8. Another set of priorities is made up of measures needed to give effect to
the overall objective of the Inteerated Programme for Commodities which is to
prov1de resources for development and diversification of our commodity-dependent
economies. To this end we appeal for an urgent ratification of the Common Fund
Agreement to make it operational, the conclusion and the strengthening of inter-—
-national commodity agreements and other mechanism to stabilize markets and prices,
the enlargement and improvement of ex1st1ng compensatory financing facilities,
and the creation of a new enlarged fac111ty the increase of market access for
our raw and processed products and the elimination’ of Subsidies for agricultural
production and exports in 1ndustr1alezed couptrles° ‘We 'also need additional
finance and transfer of technology for’ the proce531ng, marketlng, d1str1but10n
and transport of our commodltlesar‘ '

B
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9. In the area of international trade, we firmly request the removal of all tariff
and non-tariff barriers against products of particular interest to African
countries including tropical products and processed raw materials. We call for
an improvement of the Generalized System of Preferences in terms of giving wider
coverage to agricultural products of export interest to African countries.

In this context, action in the area of trade policy taken by some developed
countries for non-economic reasons also cannot be ignored. The United Nations
General Assembly has condemmned the unilateral and collective imposition of
economic and trade sanctions for political reasons against developing countries
and yet; regrettably, these pressures continue to be applied. We also attach
great importance to financial and technical assistance which will enable us to
increase and diversify our c¢apacity to produce and market manufactured goods

for cxports including cxports in the South-South and between developing countries
and Socialist countries of Eastern Europe (Scuth-East).

10. We are also greatly concerned by the increase in the number of African
countries classified as «least developed?® and by the deterioration of their
economic and social situation, as well as that of least developed countries in
other regions. Thesc countries are struggling against profound structural
obstacles to development and oxtreme economic vulnerability. Despite the odds
against them, they are implementing corageous policy reforms. But is is clear that
action by these countries alonc will not suffice to achieve their recovery and develop-
ment objectives. We, therefore, insist on the need for urgent action to transfer
substantial additional external resocurces to the least developed countries,

and to fully implement 211 commitments undertaken in the Substantial New

Programme of Action.

11. The task before the international community is to devise, agree upon and
implement a package of policy orientations and concrete measures to revitalize
developrment, growth and international trade through multilateral co-operation.
It is a task which calls for a common and sustained effort of the international
comrunity,

12. We are concerned by the fact that important commitments are denied:

many actions, measures and policies called for by resolutions and decisions of
UNCTAD adopted unanimously or by consensus, have been neglected. We therefore
propose that a mechanism should be established within the G.77 to evaluate and
constantly monitor the implementation aspect of UNCTAD recommendations and
resolutions. We further propose that UNCTAD VII instruct the Trade and Development
Board to undertake on a regular basis, a systematic monitoring of the implementa-
tion of specific actions called for by UNCTAD.

13, We reaffirm the imporant role played by UNCTAD since its establishment in
the area of international economic co—operation for trade and development and
stress the need to preserve the spirit and the objectives of UNCTAD as embodied
in General Assembly resolution 1935(XIX) and in subsequent resolutions and
decisions aimed at enhancing the integrity of UNCTAD in fulfilling its mandate.
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14, The Seventh Sessiom of UNCTAD will be an opportune occasion for the
international community to examine the interdependence of the world economy and
the consequences of the current economic situation for the trade and develop—
ment of the developing countries. It is also hoped that this session will
provide a vigorous impetus to the implementation of those commitments undertaken
in the UN Programme of Action for African Economic Recovery and Development
1986-1990, in the area of financial resources, commodities and international
trade, bearing in mind the special situation of the least developed countries,

as well as improving the external environment for development as called for in
the Programme of Action.

15. To this end, we attached the following proposals:
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ITEM 3 (4A) OF THE PROVISIONAL AGENDA FOR UHCTAD VII

RESOURCES FOR DEVELOPMENT, INCLUDING FINANCIAL
AND RELLTED VOWETARY QUESTIONS

1. LAssessment of the situstion

1. The post few yoors have witnessed widespread breakdowns of the development
process end cn internaticonal debt crisie of unprecedented breadth, duration and
gravity. Host developing countrices have suffered a sharp reduction in their
pace of economic growth, =znd :.nunber hove undergone contraction. Per capita
incomes have faollan back te-levels surpassed a decade ogo, hoth capital
accumulation and living stancords have been cut, and investment in human
resources ~nd standards of educotion, health and nutrition hove also been
adversely offected, Thus, both actucl growth performance znd futurc

development prospects have been scvercly damoged.,

2e This constitutes a crisiz in development that is unprecedented in breadth
and depth, Its underlying crouse hos heen the deterioration of the external
trading and finonecial enviromment,

. Reel interest rotes hove become and romained extraordinarly
stecp;
o Commodity prices of cxport interest to developing countries have

collapsed to their lowest levels in 50 yenrss

. Fluctuztions ond instability in the exchange rates of the
mojor world currencicss

. At the same time, developing countries have suffered 2 loss of
export markets moinly due to the intensificotion of protectibniSm
in their principlc nerkets end the slowing of growth. -

. Furthermore ae growrth in developing countrics hos dropped, so has
the dynaonmism of their mitual trades

. Sherp decline of ODA in real terms. _

e Mony déveloping countrics, after incurring incrersed debt service charges
a5 & result of higher intercs? roize and o shrinkoge of capacity to service
debt due to the deterioration of their terms of treade end export earnings hove
also suffered an sbrupbcollapse of lending by lnuernatlonL1 prlvate cupltal '
_erkets COﬂﬂe01L1 hopks in oparticular. '
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4 The pro—cycliccl behaviour of private flouws has been paralleled by
deceleration, ~ud in some cases contraciion, in official flous due to the
~deption of negotive attitudes towards development fincnce by some major
donors. ODA levels of many developed countries remain well below the
internationally targeted level., Furthermore, the quality of ODA flows has
deteriornted, both through the incrcesed tendency to utilize them for
commecial purposes and through o nmore severe conditionality. The levels of
direct foreign investment ond of officially supported export credits have
also dropped, in part due to thc cutbocks in investment levels in developing
countfieé‘fdllowing the tightening of the balance-of-poyments constraints,

Se The combination of these cdverse developments has coused the new flow of
financial rescurces to developing countries to controct drastically and even to
become incrensingly negotive., In 1985 clone developingoountrics mode net outward
transfers totr1lling$3l billion dollers, This abnormszl situction has forced 2
number of developing countries to seck persistent trade supluses, mainly through
import compression, smounting Fo severel percentage points of their nationel
income - & hurden which is additionnl to the income losses incurred thréugh
terms of trade deteriorntion ond loss of export morket growth, Thus, for the
first time =fter the colonicl crs, developing countries ag o whele ore again
bhecoming net suppliers of resources to industrizlized cowntries, This is o
grove sethbock for the couse of development and threstens to further wesken the
trade ~nd payments systen.

6. The massive reduction in susorption of goods ond services required to moke
up for the worsaned trading environment znd finencizl heemorrhage has not only
disrupted the cconomies of developing couniries, but has elso accentuated social
tensions, and as different segmenis of sobiety have sought to protect their real
incomes from being eroded, it hos greatly fuelled inflationary pressures., At the
international level, the extraction of trade surplusses from developing countries
has intengified trade tensionz ond provided further impetus to the growth of
protectionist pressures, by depressing output ond employment in developed countries,
Despite the need to open markets further to accommodate the adjustments being mode
by developing countries, new and more sophisticated irade restricting measures have
been applied in addition to the level of protectionism that hampers exports from
developing countiries, '

Te The world economic crisis has exiracted = heavy toll from all developing
countries, especizclly those in Africn, which for historiecl reasons have to contend
with large mess of poverty ~xd living stondards vhich provide little mergin obovethe
noverty linc., Tacir ~djustnot offorts hove rorehod raf sonctimes cxeccded the
limits of socizl tolerance end substantial additional concessionzl finance through
miltilateral sources is needed TLwoth for adjustment and development,



E/ECA/TRADE/7Q . -
Page 3

8. The ~djustment effort required of developing eounirics has been especially
onerous becsnse of the failure of developed countries to reverse the shocks that
their restrictive maero-economic ~nd trade policics hawve inflicted on developing
countries, Consequently, recl interest rates have remained cxtraordinarily high,
and the demond for developing emumnirics exports low; commodity prices and the
terms of trode of developing countrics have remained acutely depressed; and
protectionism has continued to escolote, despite commitments regarding stonde
still and roll-back, The only significan® achievement of the policy stance

of the devcloped countries has been the conquest of inflation - and this has

for the most part been goined ~% the expense of developing countries, through
the downswing in oil cnd non—oil commodity prices.

9, Thus, the obsence of & co-ordinated set of policies directed at growth
together with the deficienciecs in the international monetary system which lacks

2. truly multiloteral and cohcrent Irnmework, have left the zlobal economy deflated,
and cénsequcntly unohle to ensurc the revitalization of international trade and
development ond 2 mutually satisfrotory resolution of the debit crisis. A% the
same time, the uneven approach being followed to the debt and development crisis,
which parallels r~nd reinforces other agymmetiries cnd inequities in the inter~
national cconomic order, militotes agoinst a revivel of the development process
and renders the debt of developing countries o drag both on the development of
developing countries and on the growth of the world cconomy as a whole.

10. Developing countries thus connot sharc the complacenﬁy regarding world
economic trends which preveils in certain quarters in developed countries, which
steme from an inflexible aticchment to restrictive and unco-ordinated policies,
regardless of their global emmsequences, These consequences ore extremely
dangerous for all, indced they even pose & threat to the international financial
system and the functioning ond credibvility of the international trading system.
Thus, the generul cconomic snvironment induced by the policies of major -
indusirialized countries eonstitutes am obstacle to the development efforis

of developing countries, -

11. More than four yeocrs after the emergence of ithe orisis the approach of
developed creditor countries to the debt problems continues to be ineqﬁitéble,
one sided amd partial. While ostensiblycase-by—case” it has in reality been
based on certoin uniform principles which feil to address the fundamental =
problems,

o It hos been designed exciusively to protect the short—-term interest of
creditors, ond has been oblivious %o differences in developing countries' capacity
to poy.

» 11 has wrongly assumcd that the debt crisis stems from mismanagement by
debtor countrics, ~nd has thercfore ignored the nced for symmetrical adjustment
in developed tnd developing countrios.
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~ It has been basced on simplistic preconceptions regarding eppropriate
policies which fail to tnke duc sccount of differences in the stage of development
reachzd and in social and political conditions, .

- Instead of providing debtor countries with sufficient resources to allow
© them to strengthen ond restructure their productive capacities, it has required
the economies of debtors to be tightly squeecaed to generate en outward transfer
of resources. This has led over ~nd above to ncgative social impact affecting
" stability nceded for sustoined economic growth,

12. Le o result of these flewvs, responsibilities for dealing with debt problems
have not been equitably distributed between the various parties imvolved: the
coste of debt service hnve been hornce exclusively by the devcloping debtor
countries. Meturity, grace -nd consclidation periods have remained short. The
supply of new finence has sufficocd only to kcep debtor countries ourrent on
 interest poyments, nllowing little or no margin for income growth even in

per capite terms, accompanied with rigid end insppropriate conditions,

13, -~ A& the roou for controctionzry adjustment has become exhausted and the
limits of political and socicl tolercnce reached or even exceeded, recognition

in principle hes at last been given to the fact that, without resuming development
debtors will not be able to mcel their obligetions in the long run regardless of
their agpirotion to do s¢, wnd morcover, that without externsl rescurces,
development cnd growth connot be revived, However, there is sheer contradiction
betwween this reesgnition in principle of the need to place growih and development
ot the centre of the dei strategy cnd the continued calls upon developing
countries to make further restrictive zdjustments. The Group of 77 cannot but
perceive an irecnic note in these eolls when developing countries are forced to
tronsfer morc resources to developed countriesethan they receive from them.

14. The incdequacy and insufficiency of reeent initiatives such as the Baker
initiative is now fully evident. They merely seelk 1o continue the shift towards
laissez~faire policies in developing countries, By meking aweilable only o modest
level of 'involuntary lending' by bonks and, now that the IMF has become 2 net
toker of funds from the developing vorld, giving an enhonced role to the World
Bank. It therofore fails to provide o meaningful strategy which would he
commensurate with the sécle and aoture of the crisis and capable of restoring
creditworthiness and the momentun of growth, It continues to misplace the onus
of a2djustment action in debtor countrios instead of linking action on the debt
front with cetion to revitelize the world economy o5 a2 whole., The latter would
require co~ordinated cction; involving the participetion of developing couniries,
not just the Group of 5, to redrees the present asymmelry in the in%ernational
monetary system, and in particulcr to reduce real interest rates, strengﬁhen
commodity priccs, expend ligquidity, improve access o markcts, and ASSUTe
exchenge rete stability. ‘

.
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(a) By overestimating the extent and speed of the benefits.that could flow
from the structural policy reforms advocated and from direcct foreign investment,
and underestimoting the diffioculties and drawbacks of cneh, it calls for further
heavy sacrifices from the populations of debtor couniries.

{(p) It feils to recognize the need to tailor debt service costs to debt
servicing. cepocity. . o

(¢) It f2ils to assure en adequate cupply of résoﬁ?ccs;”éikhgr from the
private banks; or through the World Baak, in particular the specicl f&cility for
Sub-Saharan Africa, or through the IHF's structural adjustment facility, DBoth
these facilities are very smcll in the light of their stoted objectives., The
special focility for Sub-Szheoren Africe, for example, hos alreedy committed morce
than half of its resources in the Tirst yecar of its activity and will be
discontinued effecctive July 1987.

15, For most developing counirics the debt situstion remains the mosi severc
strain on growth., Paorspectives are gloomy if the {ramework is not changed since
for = number of developing countries debt obligations cxceed the capacities of
their economiesz., What i= even morc intolerable is the increcsing conditonality
attached to the remaining and highly insufficient finencicl flows to developing
countries, which often tends o undermine their independence and sovereignty in
the choice of their development priorities and their scoolcl and political system.

16, Financing ie needed. Fuids rust be mobilized and netr instruments necd to
be devised to stop and reverse the negative transfer of recources now taking
place, which prevents any aescumuiation of capital, No efficiency ian the use of
resources through structurcl adjuctment can offset the siphoning of resources os
a result of their transfer cbrocd. Without resources there can be no expansion
and without expansion it will “e impossible to ereate the dynesmic olimotc necded
to stimulate investment, the only pcoih to growth.

17 Howevor, the magnitude of the probvlem is such that an increase in externcl
fineneciesl flows alone would net be sufficient for its solution. Parallel and
co~ordinated cection is needed to lowter interest rates, case the liguidity shoriage
experienced Wy developing counfries, rzise commodity prices, achieve exchange rosc
stability, incrcasc and improve acccss to developed countries merkets for producis
of developing countries etc. Co—ordination needed to redress the present asymmetry
in the functioning of the intermational monetary system, The aim of the systeme
to equitably serve the internotioncl commuuity - connot be rchieved with the present
extremcly high councentration of decision ~ making power ameng & few most developed
countries, Co—ordination is inconceivable without the rctive participation of the
developing countrics, The world ean no longer sit back ond wotch a spectacle in
vhich the fate of 211 is decided %y the few.
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Obicctivese of the Group of 7

18, The Group of 77 sees UHCTLD VII as o major and much needed opporiunity
40 reach concerted =nd action—oriented agreements on the folloving maln issues
in the arec, of financicl resources for development end reloied monctary issues.

Ae  Sciting up an effeciive ond credible development—oriented
debt manogement strotegy aimed at recching o plobal ond lesting
solution of the debt;problcmfof_igg‘devplpgéggkgggytries. There is
no contradiction betweea the need for such a globol solution and the
" partioular attention to be prid to the economic situation, developmont
perspectives ond debt scrvice capocities of individunl indebted
developing countries. Since there is o recognition in principle of
the need to plaoes growith ond development ot the cenier cof o viable
debt strotegy, the teosk before UNCTAL VIL ic to identify all its
components and to promeotic their translotion into pracgtice. Such a
strotegy implics dialogue, n~o>-responsibility end cnhanced co—operation
between 211 the parties concerned ~ goveraments of developed creditor
and developing debfor cownirics, international finoncial institutions
and banks, as well as equitable ond symmetric adjustment. The right
approcch connot be merely o Gechnicol cie. It -has to icke account
of the various politiced, cconcmic and social aspects of the problem
so as tc allow the adopvion of adeguate policies and redraft
measures, 411 parallel ootions should be promoted which cre
indicpensable for the success of such = sirategy, including increased
access to markets of developing countrics! exports, lower real
interest rates, strengihencd cnd stebilized commodity prices,
more stzble and aligned exchonge rates and nore vigorous and growithe
oriented macro~gceonomic policies in wajor devclaped'éountries°

B. Revitalizing all chonmels of finzncial flows to doveioping

countries: ODA, other official flows, bank-lenciae cad privote

investment. Both the veolunc znd the guality of OD. should te

increased and conerete commitiments achieved in pursvaice of inter—

nationally agreed tergets, - Other bilateral and mulvilateral flows, especially
at concessional terms. from doveloped o developing countries, ag well

as bank-leading should be resumed at « pnce providing not only for +the
maintencnce of their debt servicing capacity, t more imporiantly,
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permitiing a growth in their output and invesiments, thus lenading to a
decisive revitalization of their developmernt process, Tho need for
concessionel flows bheirg perticularly felt by the developing countries
which suffer from the hondicop of mass poverty, revitolization of su@h
_fine .nonl assistance should be r.,ooorded high priority by. the interw...
natlonhl conmunlty.- AN 1nprovod economlc environment snd bvetter | .
developnient prospeets of developing countries should chcourage more
substentiive foreign investments, to be chanmnelled so o8 to facilitete the
achievement of objectives =et up by the dcveloping countries themselves,

Aungumented resources should be provided to the internctional
finepecizl ingtitutions so o5 to encble them to play the leanding role in
developnent finence, Consensus should be cchieved on the desirable
attributes of o more eflfecciive ~nd more developmeunt-oricnited financicl
_system, Such & system should be chorggberized by longer maturities,
increased cert vinty ag to the cost of borrowing, z more stoble paitern in
the flow of resourccs, own"01tv to respond, puickly. to the changing
cupltal requlrements of developing countries clid more diversity 1n the

sources of finznce,

" s © Promoting the reform of the international monetary system so as to
mol-:g it um_igz steble, multilotercl, eauitable and rospgpsiyve to the

develqpmenu needs of developing oouniries, Regordless of the dynamic of
the reform, increcsed rtrrectionsl 1iguidity should urgently be provided
through, inter aliz, © ncwr substential SDR zllocotion while maintaining
the unconditional nature of the SDR, Lllocations slould be linked to the
development needs of developing countries,

A1l the sbove objeclives have o common 2im:  haliing the net tronsfer
of ‘resources from developing countrics 16 developed oountries and inter-
national fiancial institutions ~nd restoring and increasing net financial
flous to developing couwntries, This impliés'enhanoe&,gnd equitable
international cocperation in the field of money ond finonce, UNCTAD has
a_uniguce role 4o play in this context being the essential forum for the

consideration of finamcial and nonetary questions welcocted to trade and
developiaent, Cousequently, one of the important tosks fbefore UNCTAD VII

is to trunslate the elemenis contained in Generzl Assembly resolution 41/202
of & December 1986 on the external debt and development intoc & broader set
of more concrote operctionzl guidelines snd action orviented WMeasures,
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3 Policies and measures proposed by the Group of 77

19, The Group of. 77 should ask ihmﬁ r. firm cgreement be rceched at

WICTLD on the urgent nececsity to-bring about a2 more st'*ble and developnent

sypportive interna ‘Eignei. economic crvironment Uy 1ncreasmg the growth rate

of the world economy, assuring cubsiantially larger access to markets of
developed countries for developing countriest! exports; sirengthening and
stabilizing commodity prices, revitalizing all chonnels of finoncial flows
from developsd to developing couniries, increasing internctional licuidity,
lowering real interest rotes and stabllizing exchange rates, ottaining
equitable international monetary syctem and elaporating and forcefully
implementing o viable developinent oriented debt siretegy.

204 ALY countrics participoting in UNCTAD VII should unembi conmit
themselves to such an agreemcnt, This, however, cannot detract from the
primary responsibility of developed countries for its implementation, due to
the overwhelming impact of their macro—econonic, trade, fisccl and monectary
policieg on the international economic cnvironment.

21, The above geheral agrocnenu, in order to be memnlﬁgful and effective,
ghotld be ucconpanlea by more coucrete agreencnts on thrce main sets_of urgent
polidies and mcosures, Though thay are. closely lnterrolgted, for the purpose
of clarity, these thrce scis sould classificd and ﬁroaentcu os follows:

L. POLICIES [ND ME.SURES AIMED AT THE ELABORATION .ND IMPLEMENTATION OF
A CROWTH ORIENTED STRATEGY FOR TACKLING THE FROBLEMS OF DEBT [ND
DEVELOPMENT, BASED ON THE CONCEPT OF SHARED RESPONSIBILITY,

POLITICAL DIALOGUE AWD COORDINATION AMONG ALL 'THE PARTTES CONCERNED:
GOVERNMENTS OF DEVELOPED CREDITOR AND DEVELOPING DEBTOR COUNTRIES,
INTERNATIONAL FIANCIAL INSTITUTIONS AND BANKS. THESE MEASURES SHOULD,
INTER ALIA, INCLUDE; : : '

(i) improving rescheduling exercises by subtantizlly exiending
rep&ynenﬁ, grace cnd consolidation perlods and taking zecount of the
flows of export earnings of indebted developing countries;



(i1)

(iv)

(v)

(vi)

(viii)

(ix}

{x)
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ensuring that the consolidation period, on average, is at least
1C years particularly for countries relying primarily on official

or officially guaranteed flows for financing development programmes:

further ensuring that the consolidated amounts cover debt service
payments associated with both official and private debt and pay

particular attention to short-term debt and to pavments arrears;
eliminating the stock of payments arrears with the active assistance
and support of multilateral institutions who should be invited to

fund a substantial proportion of such arrears;

ensuring that no donor or institution becomes a net recipient of

funds from developing African countries during the period 1987-1990;

making sure that in the context of debt rescheduling operations,
indebted developing countries will not be asked to adopt economic
philosophies and concepts which are incompatible with their-economic

and social systems:

guaranteeing that, under no circumstances, will concessicns on

old debt result in the reduction or suspension of new financial flows;

extension of multi-vear rescheduling agreements, which should include
répqgment not only of principal but also of interest, be applied to
both official and officially-guaranteed debt and to debt owed o
commercial banks, and incorporating World Bank co-financing and

guarantees of commercial bank loans:

elimination of the requirement of a preliminary agreement with the
IMF for the negotiation of multiyear rescheduling of debt service in

the Paris Club;

esgﬁblishment of a framework with respect to official debt wherein
interested developing countries, prior to debt renegotiations in the
customary fora, would be enabled to consider with official bilateral
and multilateral creditors as well as the relevant private creditors
their economic situation and medium-term development objectives and

prospects;
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(xi)

(xiii)

{xiv)

(xv)

(xvi)

(xvii)

(xviii)

differentiating existing debt from new credit flows for the

purpose of determining interest rates;

establishing, as appropriate, a rzlationship between the amount of debt
service and the growth of GNP, and other relevant indicators of the
economic situation of indebted developing countries such as commodity
prices; thus adjusting debt service to the real payment capacity of

each developing country:

limiting debt service paymonts to a percentage of export earnings
which would be compatibie with the development needs and economic

and social reguirements of each indebted developing country;

a moratorium of at least > years cof debt servicing of both public
and private lenders including :ne ccnversion of a substantial part of

the debt service obligations of African countries into grants;

immediate and full implementation of Conference resolution 161(VI),
Trade and Development Board resolutions 165(S-iX) ccncerning retroactive
adjustment of terms and 222(XX1) concerains agreed features for debt

reorganization;

immediate implementation o¢f the recommendations of the mid-term global
review of the SKPA for the 1980z held ia 1985:

urgent adoption of more jnnovarive solutions for the debt problems of
developing countries. In this context, the problems of countries in
Sub-Saharan Africa and of least develdped countries should be paid
particular attention. Such solutions should include long-term reschedul~
ing on less onerous terrs, the conversion of part of the debt into grants

and, writing-off of the debt p=rticularly for the least developed countries

countries:

inviting the creditor developed countries the multilateral financial,
monetary and banking instituticns to 2énpt  urgently concrete measures

in order to solve Africa’s catcrnal debt problem at continental level.
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(xix) unconditional provision by multilateéral development lending institutions
of debt relief measures for least developed countries, at least equal

to their debt service obligations to these institutions;

(xx) parallel and equally intensive international action in view of a
growth-oriented solution of the debt problem of heavily indebted

developing countries;

(xxi) establisﬁing with additional resources a new credit facility in the
" IMF to éxﬁand the CFF to alleviate the debt service burden caused by

high real interest rates and other excessive servicing costs:

{(xxii) setting up; within the IMF and other multilateral institutions, of new
mechanisms to help those developing countries which, because of adverse
exogenous factors, are not able to repay their obligations to these

institutions according to a fixed schedule;

(xxiii) inviting the Trade and Development Board to review and monitor on a

regular basis decisions and measures concerning developing countries debt.

POLICIES AND MEASURES AIMED AT SUBSTANTIALLY INCREASING THE FLOWS OF: =
FINANCIAL RESOURCES FROM DEVELOPED TO DEVELOPING COUNTRIES PROVIDED BY
MULTILATERAL INSTITUTIONS! EXPORT CREDIT AGENCIES, ODA DONOR COUNTRIES, THE
BANKING SYSTEM AND FOREIGN INVESTORS. THESE MEASURES SHOULD, INTER ALIA,
INCLUDE ;

(i) easing the liguidity shortage experienced by developing countries by
agreeing in the IMF on a new substantial SDR allocatiqn tptglling no less
than 15 billion SDRs and ensuring the unconditional nature of SDRs as well

as their link to the development needs of developing countries;

(ii) substantially easing the conditionality criteria of the international
financial institutions ensuring that any co-ordination between the IMF,
the World Bank and other multilateral financial institutions does not

lead to cross-conditionality;
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- (1ii)

(iv)

'replenishment and rise in real terms aad pueserving and improving the

(v}

(vi)

(vid)

(viii)

(

X

)

proceeding urgently with a general increase of the:=zapital of the

World Bank, whose volume, as a minimum, should enzble the achievement

of a lending growth rate of 6.5 per cent per annum in real terms;
reversing the decline in IDA resourcesthrough assuring their substantial

quality of IDA resources;

enéuring a predictable and higher replenishment of the resource of IFAD

 through increasedcontributions of developed countributing countries;

urglng the World Bank to mobilize additional rescurce commitments from

donor countrles for Africa; ' .

strengthenlng the reglonal development banks of developlng

countries espec1a11y the African Development Bank and its Fund
through inter alia increasing their capital while maintaining the

essential development and regional characteristics of these banks, .
similarly there should be an increase in their funds and other

concessional reésovurces-

redoubling efforts by developed countries to achieve as quickly as
possible the internaticnally agreed target of 0.7 per cent of their
GNP for Official Developnment Assistance to developing countries as
called for in the Internarional Developmént Strategy for the Third

United Nations Development Decade, full implementation by developed

ncountrles of their commitment to provide 0.15 per cent of their GNP as

'ODA to tHe least developed Lountrles as cal‘ed for by thegypA ., 0DA

should be placed on an 1ncreas1ng1y acburedg con 1nous and predlctable

basis:

urging governments of developed countries to enccurage their commercial

banks to resume and 1nc1ease 1end1ug to developlng countries; specially

..

_1n support of their own efForts to increase output and exports;
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(x) enhancing the flow of foreign investments to developing countries in
accordance with the development objectives set up by the host countries

themselves;

(xi) increasing the flow of resources in real terms to African countries in
accordance with the decisions contained in the United Nations Programme of
- Action for African Econom’: Reccvery and Development adopted by the

'United Nations General Assembly on critical economic situation in Africa.

(xii) Addressing the leakages in the multiplier effect in developing countries
by getting donor agencies to intensify the use of local expertise in
developing countries in the execution of projects financed by loans or

grants provided by developed countries.

POLICIES AND MEASURES AIMED AT ESTABLISHING AN EQUITABLE, STABLE AND DEVELOPMENT

.. SUPPORTIVE INTERNATIONAL MONETARY SYSTEM. THESE MEASURES SHOULD INTER ALTA .

INCLUDE : ]
(i) early convening of the International Conference on Money and Finance for

development with universal participation;

(ii) other parallel actions in view of the establishment of stable and

regponsive intermational monetary system, and in particular:

(a) effective multilateral surveillance to ensure equitable and

svimetric international adjustment;

(b) concerted action for the supply of adequate international liquidity
on an increasingly assured, continuous and predictable basis
consistent with the growth requirements of the world economy and

meeting in particular the needs of the developing countries;

(c) relaxiuy IMF's conditionality criteria from demand deflation to

growth oriented adjustment:

(d) expansion of the Compensatory Financing Facility:

(e) continuation and further improvement of the enlarged access policy,
necessitated inter alia by the inadequacy of quotas; :

(f) advancement of the ninth review of IMF quotas in view of the fact
that the eighth reviev fell short of requirements;

(g} increasing the voting share and level of participation of developing
countries in the decision-making process of international monetary

and financial institutions.
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1TEM 8(B} GF THE PROVISIONAL AGENDA FOR UNCTAD VII
COMMODITIES
I. Review of the situation in the area of commodity trade
22, The importance of commodity exports for the Africah economies and their

deﬁéhdence on a few primary commodities for export earnings makes African countries
particularly vulnerable to the elements of supply and demand as well as fluctua-

tions in prices.

23, Africa's commodity exports are as follows: food and beverapes Ghout 55
per cent, minerals and metals, about 30 per cent agriculturai raw material including
tropical timber,about 15 per cent. Compared to othef'regionsstrOpical beverages which

provide “=f& than one-fourth of comrodity export earnings arc especiatly toportant
Over the last 15 years the annual average growth rate of world trade has been

particularly slow or negative for major export commodities of Africa. What is
more important from the point of Africa is that there has been a general fall in

the proportion of world exports of these commod1t1es supplied by Afrlcan countries.

24, Under the present economic conditions where various commodities are in an
oversupply situation in the world market, the relatively slow growth of African
production and exports has allowed other exporters to secure hlgher export

earnings than they would have been able to, had Afrlca malntalned comparable export

growth rates.

25. The higher deﬁendence of Africa on commodity trade poses serious problems
of development in view of the low level of processing and manufacturing.
Furthermore Africa’s commodity trade continues to be governed. by general world
trends, in particular, those in developed industrialized countries which are the
main market outlets for African exports. There are several factors explaining
the commodity trends in Africa. One of them is the influence and mementum of
technology, which has resulted in shifts in the intermational competitiveness

of African commodities, both in the short and long run, with synthetics and

~ substitutes.
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26. Declining foreign exchange earnings in Africa have seriously curtailed
the region's capacity to import. Promopted by the need to conserve foreign
exchange, many African Governments werc compelled to restrict imports,
thereby curtailing development and the standard of living of their peoples.
For a majority of African countries importing capital goods and
other necessary inputs, this restriction on imports resulted im a crisis of under-
utilization of existing capacities in both the agriculture and industry subsectors
supporting agriculture. “hen export capacity was thus curtailed, there was a

further drop in foreign exchange earnings.

27. Two-—-thirds of develoring countries’ export earnings come from commodities.
One of the alarming features of the economic recession of the first half of the
1920s has been the persistent decline in the prices of primary commodities.
Despite a short-lived world recovery in 1983-1984, the general trend for commodi-
ties has been a sharp down wing. Thus, the annual average index in 1985 in
current United States dollars was mearly 32 per cent lower than at the beginning
of the decade, representing an annual average fall of 7.5 per cent. In real terms,
this 2nnual average represented 4.5 per cent annual decline which cumulated in
1885 to 20 per cent lower than in 1980. This declining trend has continued
through 1986. According to the Internatiomal Monetary Fund, real commodity prices
in 1€81-1985 average 7 per cent below the level of 1930 Qnd 16 per cent below

the average for 1960-1980. In terms of SDRs, by the final guarter of 1985, the
price index for cormodities was more than 10 per cent below the level of 1980,

Thi§-fall in the index is the lowest level since the Second World War.

28, The major factors vwhich have influenced commodity markets are both cyclical
and structural. Cyclical factors include macro—economic policies of deﬁeloped
countries as reflected inter alia in exchange rate fluctuations and high real
interest rates. Structural factors also inckude macro-—economic policies of
developed countries such as subsidies and support price mechanisms, protectionist
measures as well -as technological developments and substitution. All have

contributed to the persistent downward fall of prices.

b
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29. In addition to tbis, the developed countries. have sharply curtailed théir

i
I

import needs through increased production of various commodities. Prote;t@gpist
measurts and othermassive support policies for domestic producers as welf as
strategic objective have encouraged productiopn, and generated large surplusés of
agricultural products dnd increased the stock of minerals and metals in the
developed market economy countries, placing the commodities of developing countries

at a competitive disadvantage and adversely affecting commodity prices. .

30, In this connection, it is interesting to note that while deveioping countries ,
have together zarned about $US 75 billion annually from their agricultural commo~
' dity exports during the past few years, the United States, the European Economic
Community and Japan have spent aporoximately $US 42 billion annually on their

agricultural support programmes,

31, Protectionist measures introduced by the developed countries have shut-off
commodity markets, as for exampie the EEC market for meat and the reducti&n of

the sugar market in the USA through quota restrictions. Internal taxes on tropical
nroducts have algo put these products at a disadvantage vis-a-vis the alternative
products originating in the developed -countries. Such taxes also have negative

influences on the consumption of these products.

32, The economic recovery of the developed countries from the recession of the
early 1980s was not strong or long enough to influence thq cémmodity economy
significantly. It therefore failed to carry with it a parallel increase in the

: ievél of aggregate demand of commodities and export earnings and import capaci-

ties of the developing countries.

33. inother factor which has forced down the prices of commodities was the
deflationary policies of the developed countries which were launched as from the
end of the last decade. The losses in export earnings incurfed by developing
tountries, as a result of ‘such policy measures; were dirgcqullinked to mure than
half the fall in the rate of increase in comsumer prices iﬁ 0.E.C.D. countries

between 1980 and 1984 alone.
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34. The sharp deterioration in the prices of commodities in contrast to the
relative rise in the prices of manufactured products of developed countries
rasulted in considerable losses in the terms of trade of developing countries
reducing the contribution of the external sector to economic growth and develop-

ment.

35. It should also be stressed that exchange rate fluctions have disruptive
influences on the prices of commodities and impose additional management and
adjustment responsibilities on developing countries. Conecerted economic action
by the industrialized countries has led to the recent decline in the value of the
US$ with respect to most major currencies. However, commodity prices have not
reacted and remained acutely depressed. This has inflicted an addition&l burden
on the African countries whose export commodities are mostly priced in this

currency.

3e6. In this context and in view of the decline of prices and the subsequent
shortfall in export earnings, a number of developing countries resorted to
increasing their commodity exports in the hope of maintaining their import

capacity and facing their financial obligations.

37. Globally, rising stock levels, with interruptions in 1979 and 1983, and
increasing production have outrun consumption ever since 1873, Although there
were some variations between the various product groups, the cyelical down

turn in consumption was much more marked and the subsequent recovery failed to

close the gap.

38. Competition over a marrow range of products in a limited and depressed

market, thereforé; often led to market gluts and consequéntly”to price slumps.

39, There is a close link between commodity export earnings and the accumul-
ation of debt and rising debt services. The fall in commodity prices and
therefore the severe balance-of-payments difficulties of developing countries
combined with escalated interest rates led to accelerated debt éccumulation

and heightened debt service payments. The high proportion of debt service




E/ECA/TRADE/70
Page 18

payments in relation to foreign exchange receipts of developing countries has

limited their import capacities and thus investment and growth.

40. The cumulative loss of developing countries in export earnings due to

the falis in the prices of non-oil commodities for the period 1980-1984 amounts
nearly to $US 40 billion. This should be seen against the increasing burden of
interest and amortization payments which exceeded § 137 tillion dollars during

the same period.

41, In 1985, for example, debt service payments amounted to 132 per cent of
coumodity export earnings, demonstrating the crucial problem faced by developing
countries in payment of their external debts and in impeding their growth and
development. Apart from its social and political consequences, this situation has
led to a lack of investment in the commodity sector, further reducing the
competitiveness of the developing producing countries. Furthermore, the tariff
.escalation and non-tariff barriers which face the processed and semi-processed
products from developing countries in developed country markets, constitute a

major obstacle to diversification and industrialization efforts of these countries.

42. The fact is that developing countries have become net exporters of capital.
The net transfer of financial resource from the developing countries to the

developed countries rose more than tenfold from $ 7 billion to $§ 74 billion between
1851 and 1985.

43, Given this alarming situation, any effort aimed at revitalising growth and
development of developing countries should lend particular focus to the critical

short-aand long-term issues of commodities.

II. Review of the Implementation of the Integrated Programme for Commodities

44. The IVth Conference of UNCTAD, in 1976, approved resoclution 93(IV) containing

the Integrated Programme for Commodities (IPC).

45. The two subsequent conferences adopted the following resolutions:

No. 124 (V) On the implementation of the IPC - Omnibus
: resolution.
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No. 125(V) On coobpensatory financing of export
and 157 (V1) earnings shortfalls.

No. 155(V1} Implementation of the IPC in the area of stabilizationm
. and strengthening of commodity markets, and

No. 156 (VI) Implementation of the IPC in the area of processing,
marketing and distribution, including transportation.

46. Dué to the lack of political will on the part of developed countries much
of the envisaged actions still remain unfulfilled and progress since the last

Conference has been particularly distressing.

II. A. Stabilizing and strengthening of commodity markets

1. Commodlty bLgreements and Arrangements Negotiated or Renegotlated
in the Framework of UNCTAD

47. Ten years after the adoption of the TPC much still remains to be desired.
Eleven of the elghteen products in the IPC are not covered by commodlty agreements

and only 3 of the 7 which are covered contain stabilization clauses.

48. Since UNCTAD VI, cocoa, rubber, olive oil, sugar and tropical timber have
uridergone procésses of negotiation or renegotiation while the International Tim
Agreement has collapsed. Agreements concluded earlier also cover jute and coffee -
a produet which is contained in the IPC but is.not negotiated in.the framework of
UNCTAD. Among these is the International Coffee Agreement which has currently broken-up
due to the intransigence of the main consumer countries ... thus causing havoe to

the economies of many African, Latin American and Asian counttries. Similar situatiomns
are threatening other important commodi ies also. These developments are a matter

of grave conceru to very many countries. Therefore the Conference urges that thase
agreements should be adhered to until the IPC comes into full effeet covering ail

" cotmédities. Although the IPC embraces a variety of stabilization and development
measures, most of the progress achieved is in the latter aspect. In some cases,
agreements providing for co-operation in development measures in areas such as
product1v1ty 1mprovement3 research and development including new end-uses, generic
market promotlon market transparency and the like have been emphasized. It

should be stressed that a variety of measures and mechanisms that would strengthen
the commodity economy through market stabilization and product development need

_parallel emphasis.
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49, The conclusions of the eleventh regular session of the Committee on Commodi-
ties (December, 1985) relate, inter alia, to supply management measures, buffer
stock financing needs, producing and consuming countries supports in defending
pribessgstructuring of price rauges relevant to the provisions of the IPC, need

to address both development and stabilizations measures as appropriate, minimiz~

ing distruption while buying for and selling from non-commerical stockpiles.

2, Commodities not covered by ICAs .

30. Intergovernmental work is at-a standstill for most of the 11 IPC commodities
not covered by ICAs - of which six are agricultural commodities (bananas, cotton,

nar fibres, vegetable oils, tea and meat) and five are winerals and metals

(bauxite, copper, iron ore, ménganese and phosphates). Furthermore, tin is

also an addition to the above list since its Council has collapsed as a result Bf

financing and over supply problems.

51. For some agricultural commodities discussions are in deadlock, in the case
of others only limited propress have been achieved. This limited progress so

far achieved relates essentially to the identification and elaboration of some
developrmental programmes and projects. However, even these programmes and pro-

jects could not be implemented for lack of financial resources.

52, In conformity with resolution 22 (XI) adopted.by the Committee on Commodities,
‘the Secretary-General of UNCTAD undertook some consultations with a view to
convening ad-hot review meetings before UNCTAD VIT. However, no significant

“results have merged and the secretariat continues to pursue informal consultations.

3. The CZommon Fund for Commodities

53. The successful conclusion of the Agreement for the establlshment of the
Common Fund for Commodities on 27 June 1930 was undoubtedly one of the ‘wost

positive steps taken to implement the‘lPQ

54. However, while the minimum number of 90 countries required to bring the Fund
into operation has already been surpassed, the capital requirement has not yet

been achieved. This 1s particularly because of the fact that some major
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contributing countries have either not signed the agreement and/or they have
not ratified it. In this connection, it is regrettable that the USA has announced

its decision not to ratify the agreement.

II. B. Processing, Marketing and Distribution

55. In response to Conference resolution 124(V) the UNCTAD secretariat prepared

.four studies containing ideas and elements of a cross-commodity framework nature.

Two of them outline generzl approaches to frameworks of international co-operation
in the area of PMD, while the two recent studies elaborated the specific elements
of the frameworks for international co-operation both in the field of processing

and in the area of marketing and distribution. 1In addition, studies on particular

~aspects of the marketing of commodities were made available to the meetings, one

on contractual marketing and the other om the operation of commodity exchanges.

56, The fourth session of the Permanent Sub-Committee of the Committee on
Commodities and the second special session of the Committee on Commodities held in
Fqbruary 1985_were;convened by the Secretary-General of UNCTAD pursuant to .
Conference resolution 156(VI}. unanimously adopted at UHCTAD VI in July 1983.
Conscious of the urgent need to facilitate the diversification of their exports
and to increase the participation of developing countries in the processing
marketing and distribution including transportation (PMD) of their export commodi-
ties, all States members of UNCTAD recognized in that resolution that it was

necessary to accelerate the rhythm of negotiations on the issue.

57. The Permanent Sub~Committee, at its various sessions, discussed the nature
and intensity of problems and remedial approaches, drawing lessons from studies

on the PMD of individual commodities.

-38. = Progress of work on the elaboration of frameworks of international co-opera-

tion on processing and marketing was initially delayed by divergences of view
between the Group of 77 and Group B about procedure. Group B's view was that
the whole series of studies on the 13 commodities included in the provisional list

of the Integrated Programme for Commodities would have to be completed before an

_evaluation of the cross-commodity problems was possible and the consideration

pf cross-commodity solutions could commence. The Group of 77 held the view that

the cross—commodity nature of many of the problems adversely affecting developing
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countries' increased participation in processing and marketing was already well
known. It therefore urged that the secretariat proceed expeditiously with the
preparation of draft frameworks of internmational co-operation but nevertheless

agreed that work on a commodity-ty-commodity basis should also continue.

39. The Committee at its second special session, discussed extensively the

- question of an elaboration of the elements of the frameworks for processing,
-marketing and distribution including transportation. HNo breakthrough was achieved,
. however, as regards an agreed approach to tackle the issue. The second gspecial

- session ended with the Group of 77 and Group B individually submitting proﬁdsals.
At the eleventh session of the Zommittee on Commodities a sessional commithe was
established to pursue the elaboration of theélements of frameﬁorks. In the wake

of further difficulties in achieving breakthrough a working pary was established

to make further attemtps to elaborate the elements of the frameworks.

60, In accordance with Agreed Conclusion 24(XI), the Working Party on Processing,
liarketing and Distribution, including Transporta;ion?’ﬁgt from 29 September to

3 October 1985, to continue examination of the area of‘ﬁechnical assistance and
human resources development began during the eleventh session of the Committee
on.Commodities. The Working Party had before it a Report by the UNCTAD
secretariat containing an examination of gemeral and specific principles at the
international level existing for the area under discussion, and of the principal
avenues through which technical assistance and human resources development are
stimulated at the national, regional and international levels. It also had a
document containing replies from international orpganizations concerning their
activities in the area under discussion.The Groupof 77 submitted a paper con-
taining proposed draft principles on technical assistance and human resources
development on 29 September, 1926. However, the Group B countries demonstrated
once again that they were not prepared to enter into serious negotiat{ons and
-submitted a number of their own proposals requesting numerous studies to be made
by the UNCTAD secretariat and an amount of information to be submitted by '

developing countries.

61. The UNCTAD secretariat by way of information made it clear that the studies
requested could not be realized in any reasonable way in a limited time to enable

work to continue before the VIIth session of the Conference. At the conclusion
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of the Working Party's scheduled meeting Group B submitted a formal proposal to

be annexed to the report of the Working Party.

67. The Working Party neither reached any reasonable conclusion nor made any

progress in reaching any understanding as to how to pursue the matter.

63. It is, therefore, necessary to agree on a basis on which to continue the

elaboration of the lements of the framework on PMP including transportation.

iI. €. Compensatory Tinance

64. Pursuant to the request of the United Nations Conference on Trade and
Development in resolution 157(VI), an Expert Group on Compensatory Financing of
export earnings shortfalls met in 1984. In its report, the Expert Group found
that export earnings instability, when high and sustained over a long period,

has adverse effects on the commodity producing sectors, the developing countries
and the world economy as a whole and that in order to deal with commodity in-
stability, policy measures should address the causes of commodity-specific supply
instability and not just the effects. 1In consequence, the Group considéred that
a new compensatory financing facility was needed in order to help developing
countries overcome commodity related export earnings shortfalls caused by all

factors, including external ones.

65. An intergovernmental Group was created by the Trade and Development Board
to discuss the roles and wodalities of any additional complementary facility.
The Intergovernmental Group met in July 1986 but did not complete its work.  On
that occasion, the Group of 77 while recognizing supply as a factor affecting
commodity export earnings shortfalls, stated that demand, protectionism, and
prices play a very important role among causes of this problem and should be

addressed by a new compensatery facility.

TI. D. Areas of the IPC in which no action has been taken

1. Access to Developed Countries Markets

66. Trade restrictive measures adopted by the developed countries have been
major impediments for commodities in their natural or in processed and/or semi-

processed forms. These restrictive measures include:
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(a) ‘Government support policies for producers in the developed

countries,

(b) Tariff, non-tariff barriers and internal taxes,

67. Agricultural support policieé‘of the developed countries provide incentives
which have resulted in excess production of agricultural commodities. The
financial cost of these support policies.omounf to almost two-thirds of developing
countries’ earningé from exports of agricultural commodities. These policies

adversely affected agricultural producers of developing countries.

68. Tar1ff and non-tariff barriers - which include countervailing duties, import
licensing, 5easona1 bans, voluntary export restrictions, exp11c1t quotas, variable
levies, sanitary regulations and size, quality, labelling and packaging regula-

tions, and origin rules ~ are major impediments to developing countries trade.

69. The GATT ﬁinisterial Conference in 1982 adopted a Teclaration by which the
developed countrles vere commlted to a standstill and roll-back of their protec-
tionist p011c1es. However, a review of the situation since the adoption of that
declaratlon proves that trade 11berallgatlon for commodlty exports of developing

countries has not taken place

70. The Committee on Agriculture of the GATT had made a recommendation for an
elaboration of conditions under which substantially, all measures affecting trade
in agrlculture would be brought under operationally more effective GATT rules with
partlcular reference to 1mprov1ng access to markets and to brlnglng export
competition under greater d1$¢1p11ne including bringing export subsidies and other

forms of a831stance w1th1n the purv1ew of effective GATIT rules.

/1. The "'Punta del Este’ Ministerial Declaration includes negotiations on
agricultural, mnatural resource based and tropical products. While their
inclusion among the major issues of the negotiation is a welcome development,
there is, however, need for a greater degree of political will on the part of
the developed countries to achieve the desired goals. The developing countries,

therefore, should press the issue at every available opportunity.
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72. Parallel to this is the quection of access to developed countries markets
for developing countries’ resource-based processed and semi-processed products.
The long—-term solution to the problems of the commodity sector lies, inter-alia,
in the industrial processing of commodities. Industrial processing will defi-
nitely depend for the short— and medium-term, at least, on the markets of
developed countries. Thus, access to these markets is a decisive factor. 1In
this context, tariff escalations as well as non-tariff barriers constitute major

obstacles to industrialization efforts of developing countries.

73. The generalized system of preferences establighed with a view to granting
favourable access to developing countries products on non-diseriminatory and

non-reciprocal basis has fallen far short of expections.

74, Expanded product coverage'and tariff cuts, affecting particularly those
products of export interest to the developing countries not adaquately covered

in the agricultural and industrial sectors and products of interest to the LDCs,
have not been realized in order to gain optimum benefits from the opportunities
offered by the scheme., Moreover; in spite of some appreciable improvemments made by
some developed countries in thelr schemes, many others have ercded the limited
treatment they have extended to developing countries, inciuding the withdrawal’

of preferences to some developing countries on various pretexts. Consequently,

the proportion of dutiable imports receiving preferential treatment has stagnated

at around an average of 25 per cent.

75. Market access for commodities and commedity-based manufactured and semi-
manufactured exports of developing countries, is therefore, one of the most
important areas of the Integrated Programme for Commodities in which appropriate

action must be taken.

2. Diversification of Zxports

76. The Integrated Programme for Commodities has, as its main objective, the
diversification of production in developing countries; including food production,
and the expansion of processing of primary products in developing countries with

a view to promoting their industrialization and increasing their export earnings.
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77. In view of the fact that concrete actica has not been taken so far, new

initiatives are justified by, at least, the following points:

(a) Developing countries have become net importers of. food, particularily
grains. Unless these countries are, at leasc, zhle to achieve self~
sufficiency in food production the combined impact of food, energy
imports and debt servicing will take the greater part, if not all,

of their earnings from a limited number of export commodities.

(b) The excessive dependence of many developirg countries, particularly
the least developed among thiem, on one or two commodities has made them
vulnerable not only to the vagari=s cof the ccamodity markets but also
to various kinds of -atural and man-made disasters. The more diversified
the export~base, the less are the chances of damage to the terms of

trade of developing countties, in particular the LDCs.

78, Such new initiatives should be relevani particularly considering the
emphasis given by the United Pations Programmec nf Acticn for African Economic Recovery

and Development 1336-199C, on layinz the foundation on durable siructural changes,

improved levels of productivity and ensuring rapid recovery. Amcong the improve-
ments envisaged in the externzl environment is, inter alia, increasing the
capacity of African countries to process, wmarket. distribute and transport their

exports. This applies also to all non-&frican least deveioped countries,

3. Syntheties and Substitutes

79. - The impact of substitutiorn of naturai produc:zs by synthetics and other
substitutes has increasingly been felt during the l4st twg decades. Dwindling
demand patterns in the developed market economy countries have been experienced
for all those agricultural and mineral preducts for which substitutes have been
introduced. These commodities include sugar, cocoa, abacg,  sisal, jute, wood,

cotton, and minerals such as tin, corper and iren ore.

80. New technologies have produced saviugs on raw material use. The amount
of raw materials used per unit of output has dropped for szome commodities.

Recycling of products has tended to reduce the demand for new primary products
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as feed-stocks. These developments often took place behind protective shields

and support programmes in developed countries,
al. Consequently, commodity exports of deveveloping countries have been
impaired while technology has not been directed towards the development of new

end~uses.

4. Disposal of lon-Commerical Inventories

82f The Wlnal Act of the first session of UNCTAD stated that the sale of
surplus lnventorles and stockpiles accumulated in developed countries should be
effected in accordance with internationally determined criteria which would ensure
,that such sales do not distort international trade. It was subsequently agreed by
the Comm1ttee on Commodities (Decision 4(V)) that disposals of strategic reserves and
other non-commerclal inventories of primary commodities should be conducted in
such a way as to avoid or minimize the posdible adverse effects upon the trade and
development of producing countries as well as on commodity markets. To this end
disposals were to be made in consultation with governments of producing countries
and tékingkinto account, amchg other factors, demand and supply conditions. At
its.sixth session UNCTAD considered the issue once again and in this sense adopted

resolution lSS(VI), paragraph 14.

83. Experience has shown that even small disposals of reserves have negative
influences on prices. In the light of such experiences and in view of the fact

that most, if not all, developed countries dispose of their stockpiles without due
consultations with producers and in the light of large quantities of stockpiles

ﬁeld by the develope&.countries, both for strategic and non-strategic reasons, the
threat posed by such holdings is real. Furthermore, there is the danger of simulta-

neous release of stocks.

III. Conclusions and Pecommendations

84" There is a consensus view that a complex interplay of different factors
has contributed to the ‘present alarming trend in the commodity markets. Although

it has been accepted that prices have been deterrined to a significant extent by
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demand and supply conditions on individual commodity markets, macro-economic
policies of the developed countries are mainly responsible for the negative
developments that have been described in the foregoing chapters, and which include
inter alia protectionism, subsidies and support price schemes, inflation first

and then deflation, high real interest rates and volatile exchange rates. Also
contributing to the down turn in prices were shifts in private and industrial
consumption patterns. There are no encouraging siens that these policies will be
changed in order to achieve a fundamental improvmenet in commodity prices in the
foreseable future. Although many of the factors mentioned are structural they
are, with the exception of the changes in consumption patterns, eminently
reversible. The current trend towards less commodity intensive use in industry and

-technological changes towards substitute products should be addressed squarely.

85. In addition, the linkage between the situvation in the area of commodities
and debt crisis shows that only with a favourable international trade environment
in the area of commodities, will developing countries be able to promote development

and to face their financial obligations.

86, This present difficult situation of low commodity prices and the wide
range of commodity related problems faced by developing countries fully confirm
the continued validity of the objectives and international measures agreed

to in resolution 23(IV) on the Integrated Programme for Commodities and makes

even more urgent its implementation.

87. ifarket regulatory measures have not been effective enough to curb these
negative price developments due mainly to the lack of resources to finance
buffer stocks, excess supply of cormodities from non-member producers and absence

of quota mechanisms in certain ICAs.

88. Progress in respect of a multilateral framework has been rather at
standstill. Nontheless, there is a common feeling that the problems confronting
coumodity~dependent economies arc serious and that they must be urgently addressed.
Since there is no simple answer to these complex problems of a structural and
cyclical nature, a combination of measures need to be taken. These may include

the following:
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On International Commodity Agreements/Arrangements:

The importance of commodity agreements/arrangements for stabilizing
and strengthéning commodity markets as well as for development
ohjectives is indisputéble especially in light of experience which
shows that volatility in prices of non-1ICA commodities has been

much more than in ICA commodities., It is even more true that the
obiectives of ICAs are achievable if these agreements are supported
by the necessary financial and political backing of the member States
as well as with the full co-operation and respect of the operational
arrangenents of the ICAs by non-mewmber consuming and producing

countries.

Efforts to improve the operations of ICAs should continue unhindered,
taking into account the conclusions reached at the 1llth Session of the
Committee on Commodities (Decision 23-XI). The nine-point conclusiens,
read in the light of the provisions of Conference resolution 93(1V),

could serve as a valid guideline for international commodity negotiatioms.

On Coumodities not Covered by ICAs and Arrangements:

(i)

(ii)

The UMCTAD secretariat should be requested to continue to undertake
consultations, based on a schedule, with the principal as well as other
interested producing and consuming cecuntries of commodities not covered
by ICAs and which are included in the indicative list of the IPC with

a view to starting a new round of intergovernmental consultations

for finding appropriate vmodes of dialogue and institutional arrange-~
ments according to the particular characteristic of each commodity.

In any case, the interests of developing countries should be duly

taken into account.

To urge all countries to participate, as producers or consumers, in
the negotiations with the genuine desire to promote stability and

balanced benefit sharing.
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93,

9.

IIl.

95.

96,

(iii)

(iv).

In situations where ICAs do not yet exist, co-operation between
producers and consumers which have the effect of providing greater
transparency, research and market promotion inqluding new end-uses
as well as remedial measures for special problems in the commodity
field should be encouraged within the broader framework of specific

price stabilization efforts.

We request that effective supply management should be undertaken by
producers to bring supply and demand into 2 better balaznce and
improve the prices of commodities exported by developing countries.
Where required, this should include considerations such as longer
term adjustment and rationalization of production. The international
cormunity should provide support through technical and financial
assistance fcr the design and implementation of supply management
policies. ' In particular, we appeal to industrialized countries to
enter into comnitments specifically for the facilitating of redeploy-
mnent of productive capacities such as (a) specific targets for the
composition of coumodity imports in terms of minimun shares of
processed form; and (b) international arrangements for reducing on a
collective basis the cost of acquisition by developing countries of

technology for local agricultural processing.

C. 9n the Common Fund for Commodities:

(i)

(ii)

Developed countries, particularly major contributors, must be strongly
urged to sign and ratify the Agreement. Peveloping countries which
have not yet done so should be requested to sign and ratify the
Apreement Establishing the Common Fuhd for Comaodities as soon as

possible.

A meeting of ratifying countries should be called in 1988 to review

the status of the Agreement.
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I1I. D. On Processing, Marketing and Distribution including Transportation

97. (i) As can be noted from the activities undertaken in the area of PMD
including transportation, it has become evident that there is no
agreed perception as to how the elaboration of the fromework for
international co-operation in the field could be advanced. However, .
since regional groups have presented their proposals on the elaboration
of the principles, negotiations should continue on the hasis of

ways to be identified by UNCTAD secretariat.

98. {(ii) Increased technical and financial support for training, research and
development activities in processing,marketing and distribution
including transportation systems of developing countries. Establish-
ment and strengthening of commodity exchanges in developing countries

should also be encouraged.

99, (iii) With regard to general marketing, distribution and transportation,
contexts the relevant points adopted under the Buenos Aires Platform

may be emphasized once again.

100, (iv) Improvement in market transparency through the adoption of practical
and aduninistrative modalities for collection and dissemination of
information on a non~discriminatory basis, including in particular

access by developing countries to transborder data flows.

101. (v} Arrangements should be made for the development of model or guideline
contract clauses for the sale and purchase of commodities of
export interest to developing countries, including a system for

evaluation of the use of commodity contracts in intermational trade.

102. = (vi) Agreement on adeguate provisions to ensure the participation of
interested exporting developing countries in the management of
_terminal markets dealing with their export commodities, with a view
in particﬁlar to control speculative activities on these markets and
to ensure that the regulations governing these markets are not
unilaterally modified against the fundamental intersts of developing

exporting countries.
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103, (vii) Greater participation by developing countries in the maritime
transportation of their raw, semi-processed and processed commodities,
including in particular availability of adequate finance in this

regard.

104, (viii) To urge that all the above commitements should be negotiated and
implemented wherever appropriate simul aneously within the framework

of individual commodity negotiations and within global negotiations.

III. E. On Compensatory Financing of Export Earnings Shortfalls

105. (i) The magnitude of the shortfalls in export earnings of most developing
countries has assumed crisis proportions during the first half of the

1580s and particularly since the sixth session of the Conference.

106. (ii) The need for an a@dﬁtional compensatory facility for export earnings
shortfalls is much more justified today than ever before, hot only
due to the distressing present condition of comﬁodity markets but
even more so due to the bleak pfo%pects of the market for the near

future and for the mediwan-term.

107. (iii) Renewed 1nterest in the subject by the Developnent Commiittee of
the IBRD/IHF and the recent establishment by the EEC for non-ACP-least
developed countrles of a compensatory facility for export earnings
shortfalls in the fashion of the Stabex system is a recognition of
. the serlous consequences of earnings shortfalls to the commodity-"

_dependent econoriies of developlng countries.

108. (iv) The ﬁegotiations that have been poing on since the sixth session of
the Conference, on the basis of an expert study undertaken under the
_ ausp1cea of UNCTAD have not produced any encouraging results as yet.
Howeverybthe negetlatlons are continuing with enormous difficulties.
Since tﬁe Group of 77 attaches great importénce to this subject, the
negotiations should be pursued with renewed determination. Thus the
Group of 77 mey urge tﬁe developed countries to engage in serious
negotiations and to demonstfate their pclitical will towards the

realization of the proposed complementary facility.
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129, (v) ldeanwhile, existing compensatory facilities should be improved by
ensuring prompt disbursement of compensatory finonces and simplifvine
procedures and wodalities of approvals as well as facilitating
access to the I'7--CFF and reducing its conditicnality and other
limitations. Special arransements should be made for the LDGs within
the IIF-CFF, including full coverage of their shortfalls with more
concessional terms and conditions for repayaent of interest and

principals.
10. (vi} Developed countries should be called upon to take urgent neasures
collectively ~nd/or individually to provide compensatory finance to

developing countries earnings shortfalls frou comodity exports.

11T, F. Areas of the IPFC in which actions have not baen taken

111. Some important areas of the IPC of particular interest to the developing
countries have been obscured in the paét due to the focal interest accorded to

the other componeﬁts of the Prograrme and particularly to thé rarket stabilizing
elaments of the IPC. Thesc include such crucially inportant secots as access to
devaloped countries’ nakrets, diversification of ekpofts, the impacts of synthetics
and substitutes as well as disposal of non—-commercial inventories on commodity

markets.

1. Access to developed countries’ markets:

112. nﬁeveloped éoﬁnﬁries should be éalled on to imﬁiement thé GATT Hinistefial
Declaration of 1382 and the ®unta del Esté *linisterial Declaration of 1985 by
which they were committed to a standstill and roll-back of their protectionist
policies. The application of the »rinciple of differential and more favourable

treatment in favour of developing countries should be assured.

113,  Developed countries must be calleil on to cease forthwith providing subsidies
and other forms of assistance to their domestic comuodity oroducers and to their
cormodity exports and to eleiminate tariff escalation on commodities in their

processed and semi-processed forms.
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114. The Group of 77 notes the inclusior of agricultural, tropical and natural
resources - based products in the Uruguay Round and expects that this inclusion
will lead to the full liberalization of trade in these products of developing

countries.

115. . The principles of generzlization, non-discrimination and non-reciprocity
enshrined in Conference Resolution 21 (I1) establishing the Generalized System
of Preferences (GSP) should be reaffirmed. The developed countries must be
urged to stop the introduction of restrictive and discriminatory practices in~

their preferential schemes.

116.  The further liberalization, harmonization and the operational simplification
of rules of origin is also an important component of market access which should

be pursued by the Special Committee on Preferences.

117, The technical assistance project of UNCTAD gives useful opportunities to
examine the G8P schemes and the rules of origin and should be enec®uraged. Thus,
developed countries should be requested to generously make their voluntary

contributions:to the trust fund established within UNCTAD for this purpose.

UNCTAD and International Trade Centre UNCTAD/GATT should reinforce
their technical assistance to developing countries to help them to
enhance their participation in world trade and to assist them in the
areas of marketing and distribution of their processed raw materials

118.  The UNCTAD secretariat may be requested to review all matters regarding
international food trade including inconsistencies with réspect to policies
and measures in food trade, production and food aid and to examine its impact
on food production and consumption pursuant to resolution 105(V).

2. TDiversification of Exports:
119, It has become evident from past experiences that the mediun—term and
long~term solutions to the commodity problems might have to go beyond price and
earnings stabilization wmeasures. While the latter measures are indispensable
remedies, lasting solutions lie in enhancing structural adjustmemts and trade

liberalizations.
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120. The need for horizontal and vertical diversification of the exports of
defeloping countries, ocne of the main objectives of the IPT, has recently been
reaffirmed by industrinlized countries and also emphasized by international

organizations.

121. In light of this; and taking into account the present situation of low
commodity prices and high debt ratios; the Group of 77 should request developed
countries and multilateral funding organizations to take immediate action to ensure
the provision of adequate financial resources on favourable and concessicrna  terms
for this purpose. llore specifically in this context: (a} the capitzl base of
international financial institutions should be strengthened; (b) a special

facility for financing projects on expanding the primary commodity processing
capacity of developing countrias, particularly in the natural rescurces sector,
should be established; (c)2n indispensable component of such medium"‘and long~term
finance should be technicsal assistance for feasihility studies and infrastructural
developzent; {d) financing opportunities should be increased for the poorer and
relatively smaller develeoning countries which are rich in natural resources but lack
the capacity to mobilize private capital on their own initiative, especially the

least developed countries,

122, At the same time, developad countries are further requested to ensure

access to their markets for products of such financing.

123, The realization of this project will have multiple effects on the economies

of the developing countries. Eesides pronoting a stable and self-sustaining

economic base,; its multiplier effect through employment creation and demand generation
for further investments, as well as its potential for import substitution, is

avident. This impact would undoubtedly geo beyond national froantiers to bring

poeitive influences on internstional trade.

3. Synthetics and Substitutes:

124, The competition by synthetics and substitutes continues to be a serious
cause for concern. Developed countries should support the efforts of the

developing countries to improve the competitiveness of natural products.
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In this regard, support to reseairch and development activities of developing
countries and reductions and eliminations of tariff and non-tariff barriers
for commodity-exporis of develoning countries affected by such developﬁents;
assistance to improve transportation and other infrastructural facilities,
transfer of technologies etc., should be granted. Measuves for promoting
demand for natural products of developing countries, new end—-uses, exchange of
market information, structural adjust~2nt measures do also contribute to the

improvement of the situation arnd should be supported by develope’ countries.

125. UNCTAD, in close co-operation with FAQ and cther relevant institutions,
should undertake a study on damage minimization and competitive improvement
measures which could be taken by developing countries to counter the negative

effects of synthetics and subctitutes.

4. Tisposals of non—-commercial stockpiles.

126, Disposals of nen-cormercial stockpiles nust be governed by an arrangement
that would introduce discipline znd aveid or minimize the pogsible adverse effects
upon the commodity markets, in compliance with aal furtherance of the principles

agreed to in nri-i u 4(V) of the Committee »n Commodities.

127, Such an arrangement may follow the practice in the Food and Agriculture
Organization of the United Nations. “he funciioning of tone Consultative
Sub--Committee on furplus Tisposale (280} under the supervision of the

Coumittee on Commodity Problems {CSP) of the FAO had made possible an evolution
of a set of prirciples as an effective international code of conduct of disposal

of non-commercial 17 7 “¥i~e

128. The UNCTAD secretariat, in collzhoration with the ¥A0 and concerned
international organizations should study cimiior arrvangements for consultations
and regulations of disposals of non—cormmercial stockpiles and call for a

negotiating conference for this purpese.
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5. The co~ordinating role of UNCTAD in the commodity field

129, The negotiating and co~-ordinating role of UNCTAD in the area of commeodities
should be-réaffirﬁedu UHCTAD should stré@g;hen its function of promoting a
general and infééi?t?& approach in the commédity field, thus improving the
consistency'andneffﬂctiveness of commodity, policies in co-operation with other
relevant ihstiﬁﬁﬁibms.:VSUCh actions should include reviéw-and.exchangé of inform-
ation on various aspects of commodity policies and the monitoring of progress

in the area(bf'cpmmbdifiesg They should also include comparative evaluation of 
market systens and struétures from the standpcint of their benefits and costs

to developing countries as well as reports on the prospective giobal commodity

situation in the long-term and on its implications for international action.
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ITEM 8 {C) OF THY PROVISIONAL AGENDA FOR UNCTAD VII

INTERNATIONAL TRADE
1. Recent trends in international trade

130. It is worth recalling that the current economic crisis in Africa has not only
been triggered by successive years of drought, but also by the unfavourable inter-
national economic conditions which caused a deterioration in terms of trade, heavy
external debt burdens and inadequate financial. flows. Progressively; African .
countries are getting less and less out of the international relations. The world
adverse economic situation is particularly heightened by developments that tend

to impair the capacity of many African countries to develop, let alone their ability
to sustain the momentum of growth. The outlook for revitalizing development and
growth through interntional trade in commodities ‘in a predictable and Supportive
environment seems rather bleak so long as the current unfavourable economic environ- .
ment persists. These developments have had far-reaching devastating effects not only
on investment and growth, but also in disrupting the maintenance '‘of productive
capacity and the general social economic infrastructure.

131. The value of developing countries' exports has further declined in recent years
and their share in world exports continues to fall. 1In 195G, their share was

nearly 31 per cent: in 1980, it was over 28 per cent. In 1985, it was 22.9 per cent.
With regard to Africa its share of world export trade in 1930 was 4 per cent, and

3 per cent in 1985. The paradox in Africa's performance is shown by the fact that
whilst its exports earnings had been declining its volume of export continued to
increase.

132. There has been a sharp decline in the prices of commodities such as food,

metals and oil. According to one estimate, in a single year (1985), that decline
enabled the industrialised countries to save $65 billion in their purchases of these
commodities. While this has assisted the developed coutries considerably in reducing
inflation and obtaining an environment favourable for growth, it has seriously
circumscribed the trade and payments situation of developing countries dependent

on exports of these commodities.

133. In the sector of agricultural productiom, developing countries enjoy a clear
comparative advantage, actual or potential. However, the major developed countries
eontinue heavily to subsidise agricultural products by artificially supporting high
prices internally, resulting in the accumulation of huge surpluses of agricultural
products. Through these policies, the industrialised countries have not only denied
or restricted access to their markets for agricultural exports from developing
countries but also displaced such exports in the markets of third countries.

134. The rate of growth of developing countries’ exports of manufactures has declined
substantially in recent years. For the period 1973-1980, the rate of growth was

as high as 23 per cent per annum. During the period 1981-1985, the average annual
rate declined to 10.5 per cent. The corresponding figures for Africa were 2 per

cent and -2.1 per cent respectively. These rates of growth, however, do not tell

the whole story. The developing countries' share in the world export of manufactures
has increased only marginally. The tase in 1973 was exteremely low, being only 6.9
per cent. In 1983, it increased to 11.7 per cent and in 1985 it stood only at 12.5
per cent. With such low levels of growth in the export of manufactures it comes as
no surprise that developing countries have failed to increase their share in the world
production of manufactures significantly. In 1975, their share was 10.2 per cent.

In March 1975 the Second General Conference of UNIDO adopted the Lima Declaration
which set the target that the developing countries' share in the world production of
manufactures should reach 25 per cent by the year 2000, In the decade that fq,llowed9
that share improved by barely 1 per cent. '
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135. The situation of the least developed countries has been particularly
unsatisfactory. These countries were unable to expand export volumes in any
significant way over the decade of the 70s. The terms—of-trade losses have been
very severe for these countries. In some cases, they have even experienced
negative growth.

136. International trade is increasingly characterised by oligopolistic = .i1uctures.
It is estimated that 30 to 40 per cent of world trade takes place between parents
and subsidiaries of transnational corporations (TNCs). In manufactures, the intra-
firm trade of the transnational corporations has been a dominant feature of post-—
second World War trade expansion. In recent years, concentration of market power
has continued to take place in major indusirialised countries. Conglomerate
mergers are taking place, giving birth to giant t*ading-house transnationals which
handle trade in commodities, manufactures and the accompanying transport, insurance;
export finance, banking and other related services. In some cases the principal
trading agents are the transnational corporations engaged in agricultural, mining
and/or manufacturing activities, including thoseé organised on a vertically inte-
grated basis. Such conglomerates enjoy unprecedented economies of scale and scope
and are in a position to internalise uncertainties and consequent risks. They
present a formidable structural challenge to late comers on the scene of interna-
tional trade. :

137. The dominant buying or selling power of the transnational corporations enables
them to apply their own rules of tbe game and practlces with the sole objective

of maximising their economlc space’ and increasing their dominance. Market
limitation,; price~fixing arrangements and other restrictive business practices
instituted by such entities have constituted impenctralb.le barriers to the expansion
of trade of developing countries. The rules of the international trading system as
they operate have little to offer by way of redress. to this situation.

138. The extremely adverse international economic environment has further compounded
the dlfflcultles faced by developing countries on the trade front. Major developed
countries have conducted their macro—economic policies without paying adequate
regard . to the seriously adverse international effect thereof; particularly for deve-
loping countries. Tight monetary policies and huge budget deficits have led to
unusually high real interest rate levels, with the consequence of draining resources
from developing to developed countries through increased interest payments and
downward pressures on commodity prices. Disparity of interest rates amongst major
developed countries has stimulated speculative capital movements and the consequen-
tial continuous misalignment of exchange rates. This has encouraged protectionist
pressures within the developed warket economies and has zlso enhanced uncertainty and
costs for exporters from developing countries. While exports from developing
countries are thus facing increasing impediments, the imperatives of debt repay-
nent have constrained the expansion of trade by forcing on them a policy of import
contraction.

139. Developing countries continue nevertheless to absorb 36 per cent of the
exports of the United States and 19 and 44 per cent of those of EEC and Japan
respectively, thus supporting more than 1C million jobs in these economies.
Developed market-economy countries continue to enjoy an important surplus in their
trade with developing countries in manufactures and non-fuel commodities. In trade
in manufactures, they enjoyved a surplus of $100 billion in 1985, This has assisted
developed countries con31derab1y in containing and alleviating their unemployment
problern.



E/ECA/TRADE/ 70
Page 40

11~

2. Deterioration of trading environment

140. Recent years have witnessed the accentuation of protectlonlst actions in the
major developed market economies. IncreaSLng protections pressures have found _
expression.in the intreduction of new leglslatlon, as well as v1gor0us administra- -
tive measures.. .. Y

141. The accentuatlon of protectlonlst pressures in developed markét economies

has been prec1se1y in those areas of manufactures where. developing countries have
a proven comparative advantagen, The sector of textiles and clothlng, the sector: which
hlstorlcally D prov1ded the malnsprlng for industrialisation, has contlnued
to fact a discriminatory, restrictive and wasteful international tradlng regime
for more than two decades. The Multi-Fibre Arrangement, which has now entered
fourth incarnation, has contxnually followed a path of retrogression. Its coverage
has been extended from cotton to man-made fibres to wool and; by the latest
Protocol of its extension, to all vegetable fibres. Over time, the Arrangement .
and the bilateral agreements concludeéd thereunder have resulted in a plethora

of micro-mechanisms of administrative controls and ingenious ways of over-'
protecting the uneconomic. and senile processes of production in the developed
countries. The principles of corparative advantage, non—dlscrlmlnatlon and free
flows of trade subject only to tariffs have been conspicuous by their absence when
it comes to exports of textile clothing from develop1ng to developed countries.
Evidence 1is not lack;ng to show that the contlnued_exlstence of such arrangements
gives rise to increasing pressures for similar srrangements in other areas of--
importance to developing countries such as steel, footwear, leather and consumer
electronics. Unless these tendencies are arrested resolutely and in time, the:
international trading system would bccome a web of market-sharing arrangements
rendering irrelevant the rules of non-discrimination. and comparative advantage.

142. The international trading system is increasingly characterised by «an ambiance
of indiscipline». - Bilateral or plurilateral solutions are increasingly being sought:
outside the legal framework of international'trade vhenever trade friction develops -
among developed market-economy countries. There has béen increasing resort to

«grey area» measures like voluntary export restramta9 orderly market arrangements,
export financing and basic price systems by the major trading partuers. "These - '
measures. have contlnued to erode the multilateral trading system. Developing
countries heav11y dependent on trade either for maintaining their rates of growth

or for securing the much needed foreign exchange for development have only Hobson's
choice. when faced with the possibility of such solutions being used. According

to a recent GATT report, therc were at least 93 such #grey—-aread arrangements in -
existence in 1386. These arrangements covered a variety of products such as steel
and steel products, machine tools; cars and other transport equipment;elcctronic
products including semi-conductors, agricultural productsS footwear, etec.

143. The United. States Trade and Tariff Act of 1984 introduced a number of -
protect1on15t prov1slons of a far-reaching nature. Some of the amendments. intended‘
to counter the threat of «unfalr» trade practices have introduced criteria which’
have adversely affected or even disrupted genuine trade flows from developing -
coutnries. Several investigations have been conducted or initiated against deve~
loping country exporters under different sections of the Trade and Tariff Act. .

of 1984, 1In some instances, measures provided for under existing 'egislation were
applied for the first time or used more frequently. In September 1984, EEC adopted
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a new regulation intended to provide protection against «illicit commercial
practices». This regulation is patterned on Section 301 of the United States
Trade Act.

144+ The Food Security Act was enacted in the United States in 1985. Under the
new #Bonus Incentive Commodity Export Programme» (BICEP), exporters of agricultural
products received bonuses enabling them to lower their prices in international
markets. The enlargement of the European Community to include Spain and Portugal
has resulted in the introduction of temporary quotas of oil seeds being imported
into Portugal, a Portuguese commitment to purchase 15.5 per cent of its grain
imports from the Comrmunity and the adjustment of Spanish import levies to Community
levels. : ' :

145. In the period 1980-1985, the United States and EEC spent sums of the order of
$60 billion on agricultural support programmes, and Japan spent. over $51 billion
for the same purpcse during the period 1980-1982. The subsidy war has only esca-
lated in the recent past, imposing unacceptable losses on the efficient developing
tountry cxporters of products such as wheat, meat and sugar.

146, Another ‘disturbing feature of recent years has been the moves away from
multilateralism on the part of major trading natioms. Bilateral, sectoral and
regional initiatives have been taken by them which could further weaken.the wmulti-
lateral trading system, such as it is. In the context of the recent surge of
protectionism in some developed countries, the concepts of bilateral balance of
trade and regional trading arrangements seem to he acquiring a degree of respectabi-
lity. This signals danger, recalling tc mind the system of trading blocks prevalent
in the colonial period of the 19Z20s and 1930s.

147. Equally disturbing is the gathering evidence of deviation form multilaterally
agreed principles governing the trading system, including the erosion of the cardinal
principle of more favourable and differential treatment for developing countries.
This latter principle has acquired a:-legal basis in Part IV of thc General
Agreement on Tariffs and Trade, as well as the Agreement Relating to the Framework
for the Conduct of Internationmal Trade reached in the Tokyo Round of multilateral
trade negotiations. 1Its observance in concrete trading relations, however, leaves
much to be desired. The Multi-Fibre Arrangement is indeed its antithesis. The
recent prolongation of this Arrangement is a glaring instance in point.

148. The principle of non-reciprocity which is as valid today as it was years ago
when it was first recognised has come under increased questioning on the part of
certain developed countries. Demands are being made for reciprocal exchange of
concessions. Moreover, the rationale of treating developing countries as belonging
to one category is also being questioned. The disparity between the developed and
developing countries has only increased over the last two decades. The combination
of adverse circumstances has resulted in stagnation in or reversal of rates of growth
in a number of developing countries and has also caused 2 reverse fiow of capital
from developing to developed countries. If anything, these developments would only
reinforce the rationale of differential and more favourable treatment in fawvour of
developing countries. However, precisely at this juncture, some developed countries
have chosen to emphasize the theme of graduation in the context of trade relations
and exchange of trade concessions.
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149. The generallsed system of preferences (GSP) has recently suffered erosion in
its basic principles of non-discrimination and non-reciprocity. The United
States Trade and Tariff Act of 1984 has introduced unilateral and arbitrary criteria
for the determination of GSP benefits to developing countries. The discretionary
erlterla s0 introduced are not trade-related and are qulte alien, too, to the spirit
and purpose of the GSP. The factors to be considered in determining the level of
GSP benefits include the extent to which the beneficiary country has taken action to
reduce trademdlstortlng investment practices andpolicies and to reduce or eliminate
barriers to trade in services and whether the such country has granted interna-
tionally recognised workers' rights. The conditioning of GSP benefits on the extent
to whichk reciprocal action is taken by the beneficiary volates the international
understanding on which the GSP was based. The fact that such benefits are being
_sought in fields other than those related to trade in goods renders these criteria
even more unacceptable.

. 150, The most serious development in the trade policy area in recent years has been
the tendency on the part of some devefnned countries to seek linkages between trade
in goods and other matters such as developing countries’ policies in regard to
foreign direct investment, protection of intellectual property, services and fair
labour standards. Trade, which is a means of self-reliant development, is in danger
of becoming an instrument in the hends of certain developed countries for 1mposxng
unacceptable 11nkages on developlng countrles dependent on tradeo

151- In this context, actlon 1n the area of trade policy taken by some developed
countries for non—economlc reasons also cammot be ignored. The United Nations -
General Aseembly has condemned the unilateral and collective 1mp091t10n of economic
and trade sanctions for political reasons against developing countries and yet,
regrettably, these pressures continue to be applied.

3. Llack of'pfoéfess in the implementetion of eommitments

152, The subject of. proteet1onlsm and structural adjustment has been at the centre
stage of discussions, review and negotiations in UNCTAD since the' fifth se551on
of the Conference. The subject was addressed in depth in UNCTAD VI in 1983.
Resolution 155(VI) reaffirmed commitments on standstill and roll-back and called
upon the developed countries to review their existing trade 1egislation, regulations
_and procedures relating to anti-dumping and countervailing duties, in order to
’assure themselves that there are no un;ustlflable 1mped1ments té the trade of other
countr1es, in particular to that of developlng countries, and to take remedial
- action as appropriate. It provided that the Board should follow closely the ongoing
, work in the GATT on a comprehensive understand1ng on an improved and more efficient
safeguards system to be based on the prlnclples of GATT and assist developing ~ -
countries to participate fully in the pracess. The resolution visualised that the
;:Trade:and Development Board, in its annual review, should monitor the implementation
. of commitments and, where necessary, should formulate appropriate recommendations
- concerning the general problems of protectlonxsm° In regard to structural adjustment
let provided for continuation of annual review of patterns of productlon and trade
in the.world economy. The review was intended to provide a forum for discussions
of the experiences of member countries with regard to structural adjustment. It
was also intended to review and monitor trade developments and, where appropriate,
make general policy recommendations. Specifically, it was decided that the annual
review should give consideration, inter alia, to:
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(a) Policies and ways and means to facilitate structural adjustment:

(b) 1Identification of trends in all factors important to structural aj
adjustment;

(c) Strengthening the participation of developing countries in agro-
industrial production and trade; and

(d) Special problems and needs of the least developed countries.

153. The recent trends in international trade and the deterioration of the
trading cnvironment clearly bring out the widening hiatus between the conm1t-

ments madc and their implementation.  Commitments havc been  taken
repeatedly at the _ political level on standstill and roll-back Wlthln and

outside the forum of UNCTAD. The actual performance, however, in the trade policy
area has been far short of these commitments. The Ministerial Declaration on the’
Uruguay Round of multilateral trade negotiations embodies the latest such commitments
solemnly undertaken at the Ministerial level by the Contracting Parties of GATT.

It remains to be seen how far these commitments will be observed in the months and
years to come. Recent developments in the United States give rise to some cause
for concern, coming as they do soon after the adoption of the Uruguay Declaration.
The imposition of an import surcharge disguised in the form of a "Customs User Fee'
and the introduction of a discriminatory tax on the import of crude oil and petro-
leum products may only be straws in the wind. In the wake of burgeoning trade
deficits, the United States Administration is now reported to be engaged in forging
a bi-partisan legislative initiative in the area of a comprehensive trade policy.
It remains to be seen how far the measures intended to cnhance American competiti-
veness and promote ‘fair’ trade would be distinguishable from a series of earlier
protectionist initiatives in the United States legislature.

154, In recent years, there has been increasing incidence of anti-dumping and
countervailing duty investigations in major developed country markets against
imports originating from developing countries. Although these actions are osten-
sibly initiated to counteract alleged unfair trade practices., more oftem than not
they lead to harassment and disruption of trade. While conference resolution
159(VI) called upon the developed countries to review their existing trade legisla-
tion, regulations and procedures relating to anti-dumping and countervailing duties
with a view to removing impediments to the trade of developing countries, the latest
evidence goes to show that, in some cases, the legislation and procedurcs have been
amended so as to widen the scope of appllcatlon even beyond multilaterally agreed
principles and concepts.

155. While strict implementation of standstill and roll-back commitments would go a
long way towards restoring the credibility of the international trading syste, the
proper functioning of the system can be ensured on a long-term basis only by

forging a comprehensive understanding on safeguards. The need for such an understand-
ing based on the principles of GATT was recognised in resolution 139(VI). Efforts to
reach such an understanding did not yield results in the Tokyo Round of MINs, or

even later in the course of implementation of the GATT Ministerial Work Programme

of 1582. The exerise has now been again reactivated under the auspices of the
Uruguay Round of Multilateral Trade Hegotiations. The importance of this exercise
cannot be overemphasized, particularly from the viewpoint of the developing countries,
which constitute the weaker trading partners. It remains to be seen whether the-
major trading entities will muster enough political will to reach expeditiously a
comprehensive understanding on safeguards on the basis on the MFN principle. The
contrast between the repeated political pronouncements and failure to achieve

results in this area is too glaring to be ignored.
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156. The annual review of protectionism znd structurzl adjustment is expected to
gzve attention to the strengthening and participation of developing countries

in agro-industrial production and trade. The studics carried ouc by the UNCTAD
secretariat have clearly brought out the need for reinforced international co-opera-
tion to strengthen agricultural and agro-industrial production in developinz countries
and increase market access for their agro-industriul prcducts. The studies also
show that the market shares of developing countries in most agec-industrial products
(raw and processed products combined) imported by developed market-sconomy countries
have declined, particularly in ceotton, cocoa, sugavr, rubber, mezt. copra and iute.
In particular, the African countries have experienced negztive growth in production
and stagnation in exports in food and agriculture. Twe areas of trade policy
measures have crucial significance from the voint of view of strengthening the
participation of developing countries in agro-imdustrial production and trade. The
tariff escalation and the intensification of non-tariff measuves at higher stages

of processing practised by the developed importing countries have hampered the
development of higher - value-~added export - oriented producticn. Secondly, the
resort to large-scale subsidisation of agriculturazi and zpro-based prodaction has- .
proved detrimental tc the development of agricultuaral and agro-based industry in
developing countrizs. The objective of strengthening the participation of deve-
loping countries ir. this area of production and trade cannot bz realised unless
these problems are addressed squarely 2nd appropriate trade policy measures
forrmulatred. ~

157. The two reviews of protecticonism and structural adjustment that have taken
place so far in the YNCTAD nachinery have prcved uceful and have highlighted the
continued problems being fared by developing rountrics in iaternational trade.
While these reviews were geared to the objectives stated in Cunference resolutioms
131(V) and 159(VI), their approach avrd coatent was necessarily conditioned by the
broad mandate elements elaborated in the relevant Board resolutious. Considering
the need to reduce effectively and expeditiocusly the gap Letweer commitments and
action, it is cssential to explore ways and means of meking the instrument of the
annual review more effective. Tt is also equally necessarv to devise a coherent,
comprehensive and universal framework for anzlysis of the situation 2nd trends and
for concrete action tewards halting and rolling back protectiovism and eliminating
trade barriers. With this end ‘n view, the Group of 77 pui forward & cohernnt

and concrete plan of zction for adoption at the thirty-second :zession of the
Trade and Development Board in thz form of a draft resolucien (TD/B{XXII)/SC.II/L.Z2
dated 13 March 1986) tabled in Sezsiora® Comrittee II. This drzft resolution ¢
contained; inter alia, suppLenenLary guidelines and sugge:tions for dissemination
of information contained in the UNCTAD T'ata Base on Trade leasures anongst member ;-
States as quickly ag possible, suggestioas for strengthening it mechanism for -
formulation of reconnendat:ons and their impiementation and substantive action in.
the area of standstill, roliback, etc. Regrettably, theirc was no response to
these concrete proposals from developid market=economy countries.

158. The GSP which came into being as 1 resuil of the decisions taken at the second
session of the Conference, cammoi yei b2 said to have achieverd t.ae objectives for
which it was set up. The proporaticn of duriable imporis receiving preferential
treatment has been stagnating at about an avarage of 25 per cent. Scome schemes
have failed to observe fully the basic principles of non—aiscrimination and non-
reciprocity. There is a growing tendency tn use the GSP 2s an iastrument of
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bilateral negotiations. The limited life span of GSP schemes and their non-permanent
nature introduces a significant element of uncertainty for investor—expors in
developing countries. Some preference-giving countries are resorting to product-
specific and country-specific graduation, ostensibly for the sake of a better
distribution of gainsarong beneficiaries. The studies made by the UNCTAD
secretariat, however, suggest that this presumptiocn is not correct; denial of prefe-
rence on these grounds to major beneficiaries hurts those countries' export per-
formance while failing to help the exports of smaller benmeficiaries. Linkages

are being sought from the beneficiaries in .contrayvention of the principle of non~
reciprocity, and that, too, in areas unrelated to trade in goods.

159, The United Nations Conference tc Review all Aspects of the Set of Multila-
terally Agreed Equitable Principles and Rules for the Control of Restrictive
Business Practices was convened in November 1985. At this Conference, the Group

of 77 submitted a draft declaration for adoption which contained specific proposals.
These proposals called for standstill and roll-back in regard to restrictive bu
business practices affecting imports from developing countries and repeal of -
legislative and administrative measures which permit or encourage the use of such
practices. They also called for greater transparency in regard to restrictive
business practices and the strengthening of notification procedures. Further, they
also called for the establishment of a Special Committee on Restrictive Business
Practices within the framework of UNCTAD to perform the function of menitoring the
application of the Set of Multilaterally Agreed Principles and Rules. The proposals
also called for continuation of the work at the international level towards esta-
blishing a legally binding framework for control and elimination of restrictive
business practices in international trade. This Conference ended in failure.

160. Resolution 159(VI) incorporates a far-reaching decision on the review and
in-depth study of developments in the international trading system. The resolution
provided that the Tydde and mevelopment Board make recormendations on principles
and policies related-to international trade and further that the Board make
proposals on the stréngthening and improvement of the system with the aim of
giving it a more universal, dynamic and development-oriented character. No
substantial progress has been achieved in the implementation of this deciaion.

4, Threat to the mandate of UNCTAD in the _trade area and the
strategic objective of UNCTAD VIL ‘

161. The preceding review of the recent trends in international trade, the deterio-
ration in the trading environment and a virtual stalemat in the permanent

machinery of UNCTAD raises some fundamental questions. These are symptoms of a
deeper malady. The «initial conditions» of the international economic system

- as embodied in the Bretton Woods institutions have changed over the last decade . .
" and a half. This has produced a state of disequilibrium in international economic
“relations. This disequilibrium appears to have shaken the international con-

sensus on trade and development. A reaction has set in which seems to take an
almost mechanically contrary view. calling in question the basic approach which
brought UNCTAD into being.
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162. The question faced is whether the fundamental changes that have occured in
the world economy necessarily lead to the invalidation of the basic UNCTAD approach.

To find an answer to this question, it is necessary to lock at the kind of changes
that have transformed the Lnternatlonal economic scene.

163. Reference has been made to soiie of these changes, partlcularly in the area
of trade in the review of receént trends and the deterioratiow in the trading
environment. More fiindamental changes that have taken place are in terms of
greater 1nter-penetrat10n of national economies; the emergence of multipolarity
in international economic relations‘ and a new technological revolution calling
for re-examination of the theorétical foundations of the international economic
system. The very nature of these changes suggests a greater need for multilatera-
lism and international co-operation. Also, the very complexity of the situatiem
points to.the inappropriateness, if not irrelevance, of economic models based on
harmonious, steady growth paths as possible outcomes of market processes. If we
seck a balanced, conflict-free and relatively even development process, then, in
all probability, we would need to comsciously plan for it. The basic approach
which brought UNCTAD into being is nearer to this perception.

164, General /ssembly resolution 1995(XIX), which established the United Nations
Conference on jrade and Development, has spelled out the mandate of the organisa-
tion with clarity and vision. It is worth recalling that a preambular paragraph
of the resolution noted the ewidespread desire among developing countries for a
‘ comprehen31ve trade organisationd. The principal functions of the. Conference, . as
defined in the operative paragraphs of the resolution are, inter aha9 to promote
international trade, especially with a view to accelerating economic development;
to formulate principles and policies on international trade and related problems
of economic .development. to make proposals for putting the said principles and
policies into effect and to take such other steps within its competence as may be
relevant to this end: to initiate action, where appropriate; in co—operation with
the competent organs of the United Mations, for the negotiation and adoption of
multilateral legal instruments in the fleld of trade°

165. Through the 19605 and 1370s, theé mandate of UNCTAD evolved to give it a coherent
and an increasingly comprehensive character. This period witnessed the development
of the negotiating role of the organisation in the area of trade, and particularly
in the field of commodities, restrictive business practices and trade-related
activities such as transfer of technology and Shipping. The recent experience of
stalemste and inaction arises not so much out of any inadequacy or inappropriateness
of the mandate or the organisational structure or the negotiating cechanism.

Rather, it is on account of the prevalence in certain quarters of preconceived
ideologies questioning the very basis of multilateralism and the need for better
management of the world economy through intensified intenrational co-operation

in the area of trade and development for bringing about more equitable and harmo-
nious international economic relations.

166. Attempts are being made to shift the focus away from trade policy issues

and trade negotiations and instead to focus the debate in the organisation on the
autonomous development policies pursﬂed by developing countries. These attempts
to. shlft the focus have to be seen in the above context. These attempts not only
airm at the derailment of the mandate of UNCTAD they also seek to dispense with the
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basic approach underlying the UNCTAD philosophy. The lack of progress in the
trade area in UNCTAD and the systematic atterpts to transpose the dialogue on
trade and development to less universal and narrowly conceived forums merely to
go to confirm this.

167. UNCTAD VII offers the much needed opportunity to reaffirm the validity of and
the need for continuing with the basic approach informing UNCTAD. 1In this context,
the major role of UNCTAD in the years to come should be that of continuing to
provide a universal forum for bringing about the establishment of a truly interna-
tional trading system with the major aim of facilitating self-reliant development

of developing countries. UNCTAD, with its mandate, character and history, is the
only forum in which to forge a tradlng system which is truly non-discriminatory,
universal and comprehensive. Moreover, its unique eross—sectoral and interdisplinary
approach is ideally suited for developing such a trading system ag part of the harmo-
nious and equitable reconstyuction of international economic relations.

168. To this end, the opportunity offered by UNCTAD VII should be harnessed to
forge a new international consensus on the objectives of development and employ-
ment. Such a covsensus would provide a firm foundation for the renewal of
multilateral co-operation in trade and development,

169. 1t is obvious that this task cannot be treated as a subcategory or an
automatic outcome of the Uruguay Round of Multilateral Trade Negotiations. Struc-
turally as well as substantively, the MTNs suffer from many shortcomings. The
successful conclusion of these negotiations is a necessary condition for the
evolution of a truly international trading system. However, such a system cannot
be expected to emerge as a natural, much less inevitable, consequence of the
miltilateral trade negotiations.

5. Specific policy measures suggested for adoption

170. The concrete way to realise the strategic objective of UNCTAD VII would be

to adopt a set of specific policy measures and decisions which would help translate
the approach outlined in the preceding section into a programme of action. Such

a programme of action should put an end to the chapter of stalemate and inaction

in the organisation. It should carry on important tasks which have already been
part of the organisation’s mandate and work. It should also launch new initiatives
in a longer perspective. To this end, the member countries of UNCTAD should

adopt the following specific policy measures and decisions:

(a) A Commitment to be taken in UNCTAD VII to start work on a blueprint
for a universal, non—~discriminatory and comprehensive trading system,
The system should be development-oriented: spccial treatment in favour of
developing countries vis-3-vis developed trading partners should be an integral
part of the system and not conceived as an exception. 1t should take into account
the special problems of the least developed countries. It should aim at equitable
distribution of gains of trade to all. Xt should remove the distortions prevalent

in the present system. The system should be fully responsive to development objectives
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in the area ci cumcdities. Tt sho-1i provide buiit-in redress 1u espect of

restrlqtlve business practices, partlcularly those of tramsnational corporatlons,
thi. . . work will have to be carried on in the perspective of its intervelaticn-

ship with other reievant areas such as intermational mouetary and financial issues,
technology transfer and services. Such a system should be seen as part of a new
paradigm of harmonious and equitable international ecooncmic relztionsnip. To
this end, it should he founded on the new international corsensus to be gene*ated
on the\ObjPCtJJQS of Dev\lopment and Employment;

(b) A decision should be taken té undertake specsific wsrk to ;o)
for the .multilateral trade negotiatiomns, partlcula*lj i the area of oal wliaarniil
of prote' :icnism aad a rﬂmprehen51va tnderstanding oa safésuards based en the MPN
pr1nc1p10*

(¢) Reaffirmation of the commitments on standstlll and roll-back, partlrﬂlwrly
in the contex: of thiz recent departures, in letter or spirit, from the commiimenis
undertaken in the Jruguu' Declaration:

(d) Coumizmeat on the part of the developed countries to get up a traps;  ont
and independent mechanism at the na:ional level to moniter the obszivence of the
standstill and roll-back commitments. This body siculd examine the meed fcor
protectionist action souzhbt by firms/sectors ard tle implications of such asecticn
for the domestic economy as a whole. The periodic repirts of such a body would
fac;lltate the zask of the Sessiondl Committece of the Trade and Davelc . & Boawd
in monitoriug the implementation of stamdstill and voll-back cormitmet 133

(e) Comriiment on the part of developed countries to set up o transparent
and independent mechanism at the national level (i) to draw rp rrosrasics 20t
facilitating structi i’ idjustment in sectors of particular export interest to
developing countries; (ii} to monitor the implementation of such prograimici and
(iii) to report progress petlod1ra11y to the Sesecicnal Comaittee of the Trade aun
Development Boavd: '

(f) Cozmitment to-iiberalize agriculture trade by eliminating restrictions
and distortions, particularly those regarding non-tariff and tariff berriers and
subsidized exporte by irdustrialized countries. Greater liberalizarioa in thir
field should be achieved by bringing all measures 4ffpct3n5 imyort access mngd zEpori
competition under streng:hened and more operationaily effective GATT rules and
disciplines;

(g) Commitment to liberalise the trade regim. in teéxtiles and clcthing by
removing discrd mlnahory cestraint:s on exports from developing countries and tc
integrate the rogime ints GATT on the basis of stremgthened GATT rules and
disciplines;

(h) Commiiment to 22 taken on continuation and improvement of the GSP without
any impairment of the nultilaterally agreed principles on which it is bascéd 25 well
as on support fcr the technical assistance programme ou the system;

(i) The special problems of tae least developed countries should be kept in
view while undertaking the tasks mentiouned abora:
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(3) Conumitment to be token to bring RBPs, particularly of TNCs,
squarely within the operation of the trading system through (1) 2n obligation
in regerd to transperency wnd consulintion procedures; {11) establishment of
a Special Committee on RBPs cithin the framevork of UNCTAD to perform the
function of monitoring and cpplicotion of the multilaterally ogreed Set .of
Principles ond Rules; and (iii) continuing the work towards establishing o
legelly binding framework. :

(k) - Repudiction of untarranted linkages such &s those beiween the
chservance Uy developed morkei-cconomy countries of trode pelicies and norms
already agrect upon multilaterclly in regord to trzde in goods and concessions
in arecs such as investment, intellcectual preoperty ond services demanded by
them from doveloping countrics,

(1) On ithe question of services, the UNCTAD secreioriot should be asked
to continue itz work in order to raclyse, from the point of view of developing
comtries end in the context of development, the implications of the issues
Peing reised in the context of irnde in services by developed countries, The
objective is not “liberaliz=ziion® of, or removing "the vorricrs™ to, trade in
4this cren, Rother, it is ~gceritoining the need for on elaborating the
immplications of & mliiletersl Iromework for services, For developing
comatries, the issues of trensfor of technology and the REPs of TNCs, among
others, are of porcmount importcsce ia the arec of services, The UNCTAD
secretariat should be asked to rnclyse the wider implications of any
international regime governing ticde in scrvices, These lLuaplications should
include politicnl, cultural ~nd security ospects,

171.The rcvolutionzry chenges in telectommunicontions and tclematics provide o
new aznd easy medium for trancccitions in services cround the globe. More often
than not, new technologies sre moking netionel borders irrelevint. The-
problematique for ftrade in gervices hos te toke this into a2ccount. 4n
imitative epproach hased on the CGATT preoblematigue which is pertinent to trade
in goods and based on the irrdivioncl concept of nationzl horder ond movement
of goods cecross such borders wy not be relevant or ademaote for the trade in
services. The UNCTAD Secretorict should be asked to evolve on oppropriate
problemafique for trade in services,

172, Suppory should be providsd by ithe internstioncl commmniiy through, inter
aliz the operational activities of the United Notions system to the reactivetion
of the trade liberalizotion sud other integration and co~operation processes of
developing cowntries ot the culregional and regional levels, including co-
operation ot ine level of the stotz cnd non-stote enterprise sceobor.
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. RELATING 70 THE UNDERSTANDING ON ITEM 8 (C)e=
INTERNATIONAL TRADE OF THE PROVISIONAL AGENDA FOR UKCTAD VII

ISSUE ARISING TN TRADE RELATIONS .AMONG COUNTRIES
"EAVING DIFFERENT ECONOIMIC AND SOCTAL SYSTERS

Review 2nd ogsessment of recent treads

173. . The crisis in the world economy has contimmed unebated since the
beginning of the 1980s. There have been some signs of recovery in the
developed morket—economy countriss but growth rates and investment have
remained sluggish., Internationcl trade and financial relations have also
become inecrecsingly strained, thus adversely affecting cll trade flows. The
socialist countrices have also been coffected owing to the interdependence of
61l trade flows cnd econonic influciaces, and their growth rotes have shown o
downwerd trend. For the developing countries, the situction is rather
alarming conscquent to the collopse of commodity prices, the sharp decline in
01l prices and the continued demand wecknese of the developed countries,
Purther, declining export ecrnings, reourring trade deficits and scervicing of
externel debis have further sgeorovoted the situation for developing
countries., The irading ceaviromnent of developing'countrics continues to
deteriorate ~nd future prospecis scaen o be bleck and uncertoin,

174.  UNCTAD, 25 = universal orgraization, hns succecded in claborating
multilateral guidelines and criteria with o view to assisting the member
countries in qeveloping trode -nd cconomic relations emong countries having
cifferent cconomic and sociel sysiens, This ig within the franework of the
mendate given to UNCTAD by Genersl Assembly resolution 1995 (XIX) and
subsequent resolutions end decisions adopted Ly UKCT.LD. Thesce resolutions.
Aaimed oty ciad in foct contrimied censiderably to, the cchievement of greater
harmony of policies cnd performomce reloting to issues of tridle and economic
co=operation betueen different sroups of countries,

175. The increese im world irnde is oné of the key indicators of cyclicel
recoveries, The trade exchenges in the 1900s hove been less vigorous then in
the 1970s. It is observed fron UHCT/D's decumcnts that during the 1970s there
Wwas a very dynomic growth of trode botween sociwlist countrics end the
developed morket—economy countrics, Mut during the 1980s there wos o downward
trend, This cdversa development in East-West trade iz ~itributed to the
reduced flows of oil zad eoil productis from the sociclist countries ond to the
f2ll in the relaicd prices in the lotter half of 1935,
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176.. As rocords Bast-South trade, it is observed thot between 1970 and 1985
trade turnover Letween the tio groups of countries incrersed on average by
13.© per cent ~nnually, with cxporis of developing countries increasing hy on
anmiel avercge of 14,3 per cent cnd imports by 13.2 per cent. During the
period, the shere of develeoping couniries in the total trade turnover of the
socirlist couniries increcsed from 15.72 per cont in 1970 to 19,3 per cent in
1985, with e pexk shore of 22.6 per cent in 1982, The sociclist countries, om
the other hcnd, hove o modeSt shore in the developing countries' trade,
ronsing hetween 6 and 8 per cart. The USSR continues to e the leading
trading periner of the developing countries among the socialist countrics of
Eastorn Europe, ~ccounting for ~hout 64 per cent of both exports 1o nd
imports from developing couniries, The share of the developing countries in
the overall “rnde of the socinlizy countries scems to hove stebilized at
apound 20 per cant. The ceficit in the belance of trode of developing
countries registered & decline in 1985; which is a welcone trond. The volume
of trode turnover continues to e smoll ~nd not at =1l commensurote with the
economic oend trode potential of the dwo groups of countries, U1Ae regards the
composition of cxports and imports, there iz still rmch room for improvement.
The share of processed and woauiccinred goods in exporte of developing
countries comtinues to be swall -nd there is o nsed for intensive efforts to
anhance thet shere. There ig [ lso subsiential scope for developing neu forue
of econonic and technicsl co-operciion with a trode—croriing potential,

177. I+t is noted that in ithe ~ren of trade and psyments, crodits and economic
co—operation, UHCTAD resoluiiont hove provided guidelines and recommendations
involving the ~doption of mecsures coaducive to the exponsion cnd diversification
of trade ond economic relctions betvecen the countries concerned, particularly

the enhancement of the export sector of developing countries cad the

ceceleration of their eccononic developnent process. 1t is recogmized thot

the implementation of resolutions his no doudt contrituted to the achievement

of & dynamic “nd sustained flov of trade, as well os the renlizetion, in
developing countrics, of numercus projecte in & numver ©f priority aredsS.
East—South ir.de cnd ecoromic relotions hove thus been cccentuzted and reinforced
through the implcmentation of resolutions and decisions of UNCTAD regording
inter-system {rode. In view of thes interdependeice of 1l trode flows, it

is comsidered thot the expansion of irade and economic relotionc between

Eoast ond “est rould'positively ¢ {Tect the expansion of internationel trade

a2 o whole, including Inst-South iride.

178. It hen been observed thot, cince the last Conference in 1983, UNCTAD hog
cnlarged the scope of its ~etivities and intensified its efforts in the aren
of trade relotions among countrics having different econonic ond social
systems. Conslidering the growing imterdependence among countries, confidence—
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building -nd economic security irn international economic relations

heve assuned importonce in inter—syctem trade, The Group of T'( welcomes the
initiatives undertoken by Sesgioncl Committcee IT of the Trode wnd Development
Board and particulcorly the od hoc group of experts meeting held 1n 1984, =as
per Boord decision 276 (KXVIL) to consider ways ond means of expanding trade
and economic relations, including ctudying the outstanding issues referred to
in Conferemce decicsion 145 (VI), bciucen countries having different econonic
and social systems, in portioulsr between developing countries and socialist
countries of Ecstern Burope, cspuciclly new forms of co-~operation favourabls
to the developnent and exporis of the developing countriec, The Group of T7
is also pleased o note that Tthe documents and studies prepored in accordence
with Boord decision 321 (XXXI) coninin valuable informetion cnd cover many
important aspects and isesues reloted to inter-system trade, porticularly
Bast-South trode, The Group of 77 hae ~lco taker note, with sotisfection, of
the findings ond proposals of the ad hoc group of experis convened in Geneva
in Jonuery 1937 in accordeance itk Trade ‘nd Development Bozrd decision

321 (XXx1).

179, As reccrds prospects for Eosi-West~South trade in the remaining 1980s,
the position remnins uncertein in the context of the current international
economic envircnment., Therce ore constraints ond problens Lo he overcome to
restructurc the composition of exporis ond imports and reinforce the elements
of stobility and predictability in irade exchenges in order to achieve
sustained expransion and diversificotion of trade mnd economic relations among
gifferent groups of countries., In respect of Bast-South trcde, mojor problems
that remain to we solved arc the low level of diversificotion of the
developing countries' exporis to scclalist couwntries ond the foet thot the
tulk of this trode still involves only 2 limited number of developing
countries, Experience, howsver, suggests thet thers ore, in principle, good
prospects for further growth of Trode ~nd economic relations between the two
groupe of countrics,

180. The socislist countrices of Bastern Burope, which ore responsible for
one~third of the toirl world industrizcl ocutput, are already playing =
significant role in the world cconomy. The recent process of modermizotion of
the foreign trade system and ncaogement, siructural adjustments and reforms in
their cconomies, ag wcll a8 various chonges in their scononic and foreign
trade policies ia accordance with the requirements of their notional economies
and the evolution ¢f the interuciioncl environment — all thesc {trends offer
potential for exponding snd diversifying their trade and cconomic relations
with 211 groups of countries, These Jdevelopments could bring forth
innovations in their economic relcotions and enchle them to ploy a more
effective role contributing to the better functioning of the world economy and
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in partieuler the development proccsses of developing countrices, There is,
however, on urgent need for ~ nwii opprooed «ad concerted elfforts on the part
of 711l groups of countrice %o ~dop’ constructive policy meosures end
initintives %o climincte md overcowe all impediments ona obstacles in order
to encurc tho . smooth cxpansion of inter—gystem itrade f{lows,

181.. Tms proscat internationszl nconomic order has long been dominated by the
devcloped morkoi=cconony cownrtrice, Therc is now, hovever, a growing
recognition of thz waight ond influence of the sccialist cconomies ond of the
econonias ol the developing cowtrics, These two groups of countries
constitute waportont scgnenie of the world economy, tutl ot thoe same time in an
increasingly interdependent vorld they connot cescepe the influcnces of &
adverse inturactional cconomic mnvironment. Through intensive trode and
ceonomic co—gperition, hovever, they crn make a comstructive contribution o
correeting the ineguitable operciion of internctional merkets and pave the vey
for on cxprnsion of globrl trade Dlous by promoting Eogi-tesieSouth
co—operation. The cconomic developneint in developing cowntries should receive
top priority in the long—tern sl interest of developed couniries, both Eost

cnd Yest. The Group of 77 Helicver thot thic kind of triportite co-operation
should counrtertet tho stogflstionrry pressures bheing troasmitied through the
chonnels of internationrl trode ond finance mnd thus rocctivate the world
cconeomy ~nc¢ the development procoos of the developing countries,

Recommendriions

182, Tho ceventh session of tho Conference represents on opportunity for
recffirning whe commitment of uhe socinlist countries of E-stern Europe to
supporiing the development effortc of developing countries in o monner
compatible with their role in internctionzl economic co—-operntiocila

183. The Group of 77 reiferitcs its position, as stoted in the Buenos Aires
Plotform of 1983, that the sociclist countrice of Bastern Burope should take
neasurce vo convrivuts fully cacd effoctively to the efforis of the developing
countries to diversity and intesnily their trade, sharc of their imports,
including sciai~nimufoctures cad woamthctures, from develeping countries, and
melee furiher iuprovements in their GSP schenss, Efforts should zlso be mado
by the soci-lizd countrics of Brsicrn BEurope to inpove the terns and
conditions of credits %o the develo oping countries and zlso to cenlerge their
cconomic rasistinee, o incrcosce the shore of convertivle currencics in
rosources made avilable for iimuncing developing countrics! projects and %o
develop o flexible cnd efficient pryments mechonisn in uraue operations,
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184, Lt is noted with some concern thot no significcnt progress has been madle
during the prsi seven years on the informnl text anncxed to conference
dacision 145 (VI). It is 4ime to re-exemine thie matter in the context

of the currant energing internzitioncl cconomic environment and hreak the
deadlock. Tiore in clready oorecnent on most of the text except the issues
concerning non—tiscrimination ond 0.7 per cent mendotory cconomic assistance
by the socizlici countrics of higicran Burope., The CGroup of 77 has nade &
crreful study of the proposcls comtoined in document TD/BfllOd. The progrome
for further promotion of inter-s;siem trode as envisaged in these proposzls is
indeed very constructive and thore cre valusble suggestions for concrete
neasures to e Jdeplied by the menber Stoies to ochieve those objectives,

There is = groring need for new oppreoaches cnd @ meeting of minds on
eonfidenco-building, csince the ovidence awvailable indicotes thal the progress
node in inplanenting various Confercence resolutions and Boocrd deeisions is for
from scticfactory. An cnclysin of the developments and trende in inter—system
irode also shous thet thezse developments still correspond neither to the
econotiic potenticl of the troding poartuners nor to the existing possibilities
or challenges of the 1980s ud 199Cs.

185. 4gringt this bockgrount the Group of 77 consider thati tho best possible
viy to overcome this impassc mud brock the deadlock on the infornal text
anncxed to Confcrence resolution 145 (VI) could be to concentrate on the
zlready agrecd contoents of the texy, which ere indeed © golid basis for
further neogotications, The Group of 7T should also talke into ~ccount the
existing invernntional econonic environment along with recent developments in
the world cconony ~nd the Toctors vhich have influenced international econonic
rclations during the pest seven yeors. It is reelized thot the positions of
the pertics do not coincide on sowce subtontive matters which have prevented @
conscnsus 4t the last two UNCTAD scssicns, 4t the sane time, during several
sesgions of the Trade and Developnent Board, vicws on & munber of issues
invelved have beon brought closer together, corresponding to the changed
conditions in the world. .Thore is nlso groming recognition of the fact thot
oxpansion and decopeninyg of inter—gysten trode mnd econonic relaiions on o
stoble bosieg rill net enly inpart now dynomism to the world economy ond pull
it out of the throes of recession i would slso contribute o a relaxetion of
tensions betteen countrices end promote international co—operction, Further,
the nov cad complicnted reonlitics of the 1990s and 1990s denend fresh
cppronches ~ad idens vhich hove Heon cloquently elsborated in the UNCTAD
proposals in document TD/B/llOQ, in substoence these proposcls ore in line with
the cgreed poriions of thoe inforinl dext cmhexed to Conferance resolution 145
(VI) cnd they provide o useful rcliground for o neeting of ninds among the
groups of couniries concerncd, It is high time to work out o fresh progmetic
cpproach ond ofter considering <c novo the relevont issuas, even prepare & new
text thich could be ndopted ot ULCWD VII taking into ccecount the prospects
for the loter 1980s and 1990s.



E/ECA/TRADE/70
Page 55

186 :; The Group of 77 iz indced plersed o obeerve thot UNCTAD's opcrational
progromme of technical ossistance for the promotion of Ecst-South trade hos
emerged o8 an importent eand mojor ~ctivity of the UNCTAD secretariat in
pursucnce of docrd resolutions cid decieions, This progremme has been greatly
appreciated by the Group of 7T ond there have been repecicd requesisto the
Secretory-Genernl of UNCTAD nov only to continuc this progrrmme but to improve
ond intensify these activities Ly calerging their scope and content, The
Group of 77 urges thot 21l efforts should be nade to procure funds uithin
UNCTAD's rogular udget, as wcll oo from UNDP ocnd other sources, including
voluntzry contriimtions ond/or irust funds, in order to estrblish o pernenent
unit within UNCTAD's Division for Trrde wwith Socizlist Cowntrics to implement
this teehnicsl asesistance progromnce oo o continuous, regulcr cnd systematic
activity on mm interregionsal, rcgional ond netional basis, There is an urgenit
nead for :Avisory servieces for ¢ nuber of devcloping countries whiéh have not
been able to develop their trode relations with the sociclistk countries of
Zostern Burope owing to vorious constrrints sad lack of informesion and whose
trade with then iz either negligitls or =% best sporodic, The "Haonuesl on
trading with the socizlist countries of Eastern BEurope”, issued irithin the
fromevorie of this technicnl cssisiance progromne, has been hoiled 28 on
extremcly useful publicotion for the businesc community of the developing
countrics cnd the Group of T7 wourld very much apprecictce it if this

chenges ~nd now developnents in the foreign trade system cnd monagement of
socizlisy couniries of Erstern Duropc, o5 well as their nev trode and economic
policies, The ootrblishment of » permanent unit within UHCTID for undertoking
21l %hose rovivities would go o long vy in serving as un cffective instrunment
for promoiing Basi=South trade, This unit could elso serve as @ focal point
Tor co=ordincting tbtechniczl asscislcnce cotivites in thie fielc, ian close
association with the United Notions regiensl commissions, the International
Trode Centre UNCTAD/GATT ond ihe Cowncil for Mutual Economic Assistance (CMEA),

187. The Group of 77 hos notsd with satisfoaction thol during the post few
yetrs, o awiber 0f counrics, hove owvoiled themselves of the opportunities
provided Wy the consuliative nrchinery of UNCTAD cstablished under Conference
resolutions 15 (II) mnd 95 (IV). This machiinery has been usciul in essisting
countirieec hoving cifferent economic tnd social zystems, wnd porticularly the
socialist counuries of Fastern Burope ond developing countries, in
cstoblishing trode~crentive contrets and identifving possible creas for mutucl
commercicl oxchmnges ond econonic co-operziion., It is ouserved that apart
from bilateral coninets, the mwaber of wultilateral consult~tions held so for
hrs been limited. The consulintive anchinery could “e more purposefully used
for promoting muliileterzl co—operniion. The Group of 77 would suggest thot
this nachinory should e improved tad node more effective ond responsive to



E/ECA/TRADE/70
Page 56

the emerging nceds of the member Stotes, rad ot the same time the UNCTAD
socretariat showld intensify the sudstrntive supporf for tr-de consultations
of this kind ~nd ensure thot the experts citending consultotions are equipped
to exch-nge information on.importfcxport poasibilities for eventurl trode
negoti~tions, ‘

A

188, With regrd to rese~rch ~ctiviities ~nd the prepar~tion of relevant
studies, the Group of T7 h~c noted thrt there hos been o~ cignificrnt -
improvement sidce the 1lnst Conference in 1983, ut there ic still need to give
-, further ner direciion to theue reuerrch documentis cnd studies so o5 to nnke
them more prrcticnl ond nction—oriented, It would be uscful to mrke o -
deprriure from the gtudies of ~ sumorcl n~ture cmphnsized so for ~nd to pay
specitl nttention to more deiriled investignilons concerning specific issues
roloted to Irns-South trode, viz, neuw forms of troade cnd economic co-
oper~tion, estoblishment of joindt ventures ~nd mixed eompanies, industrial

rid prbduction co—operntion, crodit cnd finoneing, and compensction snd
y-bock arfangcments{ with cosc studies, ~s well 25 neu developments in the
monsgement of tho foreign trndce system ~nd the trade tnd economic policies of
the socirlizt countries of Erstcern Burope. The Group of 77 considers thot it
is import-nt ond nocesscry to dissenin~te -1 this informotion, especially to
developing couairies, in order Ho aitblc them to trke ~dvontcoge of the
emerging opporiunities for oxponding ﬁutually beneficicl trcde ond economic
cowoperntion with the socialist cowatrices of Ecstern Europe.
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SEALT T I W ST SURSTREIIY, 11TV PROCIAMESL OF ACTION
A

I, WEGGRERD

189. The Unit.d sotions Crmoral Assaily docided in Resolotion 34/002 of 19 Lecanber
1879 to conwvoree 1 United datiornn Conferanc. with the ooiactive of finalizimg, - adoot-
ing and suworting the Substantial o Proorarme: of Action for 1390's for tlhv: Least

Soveloned Countris.

190; Conmszuontly WM convened tha Unitad Hations Confersnoe on the Least
Develcoed Countriocs in Paris froa ) to 14 J<__ﬂtemh,.r 1381 vhich unanimously adooted
the Subctanii=l o Prooramw of Actlc:: for the 17005 for the Least Deoveloped
Countrizs (i) . The hrocrarme vas endorsed by the United Pations Genoral Assembly
in Fesolution 25/19%4 of 17 December 171, ad subsyuently reaffime?. The objectives

of the STh Arss

(7))  to ~raancte the ctructural changs necesssry to overcone thce ieast Develosed

Countries’® otrree econatic difficuliicn

(v To wrovid: fally adecuate 2w intermnajonally accoptablo minimmm stondards

for the noor
(c} To icantivry and sumort mador inwestment oportunities and wriorities.

(7} o witigate, ns far as nossibla. the adverse cffects of natural disasters.

191. “he 71PN is a lor' -t Drograane that opells out dawestic mesures to be

taken ?-ny the Ll themselves intiomational suwmort measures for the implementa-
tion of the comtry dev-:lof;r.aent Progqrviues.  ihe measures are generally consistent
with the third United iations Intorictional Develowent Strategy, the __aqos Plan

Of Ection ol the wecantly ~dopted the United lations Procramre of Action for Africarn

sconomic Tecovery and Dovelopment (UNPAAERD) .
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II. CURRENT STWOTOH AD PRODBLEE

192. Tthe cortinuing cconanic crisis in tha least doveloasad countries, which are
the noorest and economically weakest anong the develoning countriez and axe faced
witih the wost foraidable structural -roblems, has been a cause of grave concern
to the intemational commmnity. The structural deficiencics of thags countries
are nanifestad in axtremely low levels of incame per canita, a high proportion of
povulaticn in the subsistence sectors, 2 high rate of nonulation qrovth, o agri-
cultural —roductivity, a lor lovel of mmploitation of natural resourcss, weak
“institutional and ohysical infrastructurs, an acute scarcity of skillad versomneal,

. an insignificant share of manufacturing value added in GDP, and the recarrence of

natural disastars. These factors constituibe the main causes of their extreme
econauic and social difficulties. ‘e land--locked and island least Jeveloped
countries, which constitute ovor half of the groun of IDCs, continuez to face add-
iticnal Hreblems in their develomment because of their sarious geoqramiidcal handi-
cans. The mimber of IDCs, instead of dzcreasing, increased to 40 countries‘in 1235
fram a lewel of 31 in 1931 vhen “LPA was adorted. This situation inddicates the
worsening @concmic conditions of devaloning countries in gencral and least: develooed
countries particularly in Africa vhere the nweder has increasel from 21 to 27
countries. It is in recocmition of the Jifficult econamic situatiom of the IDCs
thet the intematiconal cammunity uwndertool: a camitment in the SR to provide
‘substantinlly enlargad assistance to these countrics to bring about structural
transformation of their econamics and to enable them to breal awev from their nast
and »present situation and their blsak »rosnects, towards self-sustained develorent.

193, In spite of the increasedattention given by the international coymmity, and
the intematicnal orymizations, to firrdino a lasting solution to the nroblans of
the least devalosed countries, mainly throuch the adontion of the S¥Ff in 1581, there
has been a2 sighificant deterioration in the overall socic-economic situation of these
countries since 1981. e are concerned that desoite the existence of ITPA, African
ICs exnerienced a nersistent deterioration in their econamic arowth between 1981
and 1984, as a2 result of the deepeninc domestic crisis occasioned by a hostile inter~
nationdl econonic environrent as well as natural calamities and dizasters, notably
the drought since 1952, In alition, the resence of larae mubaers of reﬁlgees in

ne African IICs has continuad to nlace @ haavy burdz=n on the econamies of thesa
coauntries and has considerably agoraveted their socic ecanomic orotlams.  The overall
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P (at 1900 constant ~rices) racordc:’ an averide annual caraeth rats of only

0.12 ~er ot in rsal terms during 1251 1002 vith A marked recovery in 1985 of

2.3 ner cant. “his camares wnfavovrzi>ly with the rroeth rate of 2.3 and 3.0 »er
cent achieved curding the —eriod 1270-1075 Aad 197512053, resrectivelv. The ner
canita incow orowth averag 2.5 mer cant between 195] and 1584 {i.e, $157.4)
~and in 1285 & grotth rote of - 0.5 2er cent was recorded (at 13%0 prices) or 7125.4.

194, W of the ICs ns a groun declined Juring the first half of the 1580s Aand
the majoricy of thum recistared rnecative 28r camita arowth rates., The average
annual rate of GOP Trowth auring this ::erio*:"a. WG 2 vaer cont, vhich mountad to
an average armual -decline of 2.5 rer cand in rer canita terms. This tqas against
a nositive avorage annual GOP growth rats of 4 ner cent in the 1270s. Although
there wos a marginal immroverment, to 2.7 2er cent, in the P growth rate during
1885, that rats ramained far short not coly of the SIHPA tarcet of 7.2 mar cent
but also of the gvovth rate of 4 rer cant actuallv achieved in the 192703,

195. The nerformance in the aoricultural sector continues to he the iwnin factor
determininge overall growth in the ILCs, since that sector accounts for About

42 per cent of the QP for all J)C.; canpiiad and absorbs %0 ner cant of their
labour force, as camared to 17 wer cant and 56 mer cent for daveloning countries
as a vhole. T xgricultural ‘)roducuon x;,r canita declined in the IDCs at an
average anraal rate of 0.0 "_m'—.*r cent ciw."ir_-g the 1%70s. The decline in oer capita
terms continued during th.. first hal? of the 1850s at an averéc,rra arsunl rate of
0.6 ner cent. DPar ca_r:u.ta food mroduction also mq:.ste:x—zd an averdge annual decline
of C.% per cent during the First half of the 19305, as comared to the '*vr;;rar:e
annu2l decline of ¢.5 ner‘ crnt during thoe 1970s. The rmain hottlenechs include
drought which is widesrread especiallv in hfrica and is still being experienced in
many parts of the continent. This sericusly jeopardized food and livestock produc-
tion and reculted in lo \roducta.mtv generally.

196. The racord of »rogress in marufacturing activities. eneryy consumption,
develoarent of trrnsport and comumication, otc. vas also disappoirting during
the first half of the 1380s. The averszge arowth rate of real P arisinyg fram
manufacturing in rmost of the INCs in 1837 vae only 1.3 -er cent. The consumtion
of energy remained at n extremely lor level of 313 k7 mer cacita in 1974, as
compared to 383 kg in develoninT cowmitries As a gmln In the area of transport
and communications, warticularly in the 15 lond-locked and nine island L0Cs, the

situation remains critical.
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197. The extemszl trade and wayments ngition of rost of the IDCs continued to
suffer fram derressed conditions in world cormodity rﬁ.arkets, worsening terms of
trade, ircreasad nrotectioncim, =and reduced OO and other tvoes of financial

flows and workers' vermittances. The ex~orts of the UXis were 10 ner cent lawer
during the first threo years of the rrwent decade than the lewel attained in 1980,
Although there was a slight recovery in 1944, the exoorts started daclining again
in 1955 and renchad a level 7.2 ner cort Melow the 1990 firure. To orices of
almost 211 primacy commodities of arort ivterest to the LiCs drooed 'x7 a large
margin, and the average snnual shortfzil in exoort eamings from such commodities
was about SU7 770 million duri.ﬁf; the aeriod 1973-1283, The decline in oxport
earnings lad an adverse irmact on caeecity to imort, s;x‘.1ic:ﬁ also decline?d by 6 ner

cent hetween 1200 and 1985,

IXT. FRCOORD RLATLYIAG ME CORIGHDC SCRUTIC SITUNTTCD AMD §BASU™LT TAREN
0¥ TS AR DEVELAPED COLTmIze

198. The worseninyg of the zconcmic situ~tion in the LDCs during the first half of

the 1280s was dus,; inter alia, to the follo.\_ring factors:

(2) et OO» receints Ly the IICs gtamated at around 0% 7 hillion ner anmmn
during the wericc 193G--1284, as camersd with an avarage increass of about 70 mer
cent ner anmam i C02 flows during the 187Cs. The total level of OMA in 1924 vas
only 44 —er cant ahove the averace level sttained in 1976-1%80 in nominal terms,
as against the camitrent undertaken v the donor countries in the 2iPA to Jouble
such flows by 15%5. Total LA fiars in 18704 vere 0.08 ner cent of the Acnors’ GNP,
ag against the target of 0.15 rer cont Fixex in the SIPA; o '

(5) 213 Croa multilateral agencies registernd o decline in 1295, whercas ‘
in the S¥PA there as a soecific camitment for a significant increnss in ‘mlti-.

lateral assistonce to the loast devalod countries:

{c} iHon-concessional financial Zloxis, which had increased by an avoraoe of
more than 100 er cent. every year during the 12702, underwent a steady decline in
the 10805, fa2lling o only SUS 457 million in 1304, This was acainst total non-
concession flovs of SUZ 1.1 billicn in 198", 7Total external assistancs orovided
to (s declined from SUS 2.2 billian in 1230 to only 203 7.5 billion in nominal

teme in 1904
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(&) The ormiteEnts uncertaken L0 tne SIMA e imorove Add rolalities in
favour of e I7C3 did »ot materialize. The average grant elemant of concessional
assistoncs. vmdch ned increased frao B8 wr cant in 1271 to 89 per cent in 1993,
Cdeclined to ascut 2L -er comt in 1354, RAhout 9D mer cent of total aid from DAC
countries to LoCs in 1954 s tied. ‘v indtiatives have recantly baen taken

By oa mrdoer ot donors to give rore awiinsie to orograrre ald including sectoral
assistance . general irport finencing on. Halance-of-navment swwort; as well as
cowotity 21, foold aid, local-cost #fiixciyj, and recurrent cost financing but
these measures orc totally inaderuats o mest the needs of the least develored

comtries:

(@) T2 asxtemal debt of the LiX's which orew rapidly in the 18770s. worsanes
cansiderably Turine the first h2lf of thz 19290s as a raesult of the adverse inmact
of the world aconaaic crisin on the Jdeot-servicing camacity of these countries.
‘Their total axtarpal deibt, includine short-term debts, is estimated o have oeen
over $39 billicr. at tho end of 1835, 2 13 nar cent increas2 as ocorpars? to the
nrevious year, In addition, thelr us: of TP credit vas estimate at 2.7 bhillion.
Althoagh these =oonte night seem te 2 wdest in absolute terms »s camared to
tiiz debts of the other develoring comtries they continue to excesd 50 per cent
of MP an avaracgz. Ovar 5C ner cont of To0e external debts consist of medium- and
lang-term debte. and the major narts ars to maltilateral agencies. Tebt zervice
nayments in 1758 emounted to 32 billion, romresenting well over 20 per cent of the
value of the combined extocrts of the LCz2.- Mebt serviow navments arising from non-
concessimal dgots have contimued to fom the main nart of LDCs' total debt service
nayments.  Althouch sane Cebt relief nas baen »rovided vy 15 DRC merder countries
for their G st to 33 LCs under ti~de and levelomont Soard resolutimn 165 (3~-13),
the debt ssrvice ~ronlen remains criticel for many WCs.  The oroslaa has been
exacerbated v o sizZeable nrorortion of non-camercial debt and &y the significant
increase in the ruitilateral Jebt vhich is not under the ~urview of resolution 165
(C-I¥) md is sunviset to maltiloteral mrachedulings. Since the adortionof the SIPR
in 1261, 13 IXCs Dhave had recourse to tiz Pearis Club to reschueriile their official
debt and five U0s to the Lakdion Clhit to »uwnchedule commercial dsirx. *oreover, a
nuibey of LCs i to ask for anotier rescheiuling in order to core with their
increased dept liavilities. lowover, tiess reschedulings have alco orovad to be
ingiamate as thev only provide tawmorary relief and do not entall a Siminution of
‘dalbt stocks. ventually they »dd to tha <e=bt burden;
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(f) “ince the adostion of the O3 in 1981, 19 least develo~zd countries

have formmlate® an adijustyent ~rograrme su-orted v a stand-by arrancement with
7. These vrogriames in the absence of creased inflow of axtemal finemcial
resources have vesulted in shnarn cuts in Imorts, investhents, budgets and social
cutlays, thuzs further alowing dom sconouic grorth;

() The contirwonce of tarifl anad nee tariil barriers in dmoortant markets
5till iphilbits acansion of LOC3’ aw-ortz, In snite of camutments undartaken L)

in the SIP2, the 1282 20T dnistirial loclaraticn and. most recently the Punta
=2l Este Doclavaticon of 10495, ~qany devwelred comtries continue to imwse various
tymer o rastriction: on axxoorts frow wils.  Morecvar, the land-locken ard island
IXs sufisr fron high transortation costs vhich make their noaxlucts uncometitive
©in the world mariet. -

() In vizs of the fact that -“Imost 05 »er cent of the I3s" axmorts consist
of wrimarv comosdities and are concauiratad on onlv a far ~roducts. tiiese ewnrts
nave beon hayd hit oy the collywme of intemational comedity mrices ad the
deterioratin: temms of trade. The oricis of almost all —rimerv comodlities of
oxnort interest to thoe IDCo have dro-ad -raciditiously. This has adversely .
affecte) the foreirm =xchance sarninT~ of the INTs. The Aaverage annual shortfall
in export carnings for inportant comodities exported by I0Cs during the neriod
19771403 anowread to about $770 millias, renrssanting. 1l wer cent of their average
amual cgoorts and ecuivalent to mere thrn B thirds of the total concezsional
assistance rardared to the Cs in 1773, This couplad vith inerecacing debt service
pvments and declindne ODF Slows, han odverselv affected the role of the extemal
sector in snhancing the econaaic develcwment of the I2Cs and has Surther marwinalizad
their econGrices vis-a-vis the wvorld =concwy. “he corensatory financing available
to thaa wder the existing financing scdhwsmas is inadecuate and thie han resulted in
denleticn 7 dhedr monetary reserves s overall capacity to mobilize finance for
develowent. the camitymte widertales: in the "IP2 for s~ecial ~yovisions in
favour of the I20CT in temis of coarvmnsating thelr camoditv-related ex-ort earmings
shortfall; nac not-been fully realized,

(1} Asziscance so far nrovidad fo lad lodied and island comtrios amone the
léast devalordd ceuntriov wd measures tcken in implementing the relevant resolu-
tions are still very inalcuate in termse of alleviating the oroblerms confrontine them.
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189, “he least Jdevelomed countries. on thedir nart; have immlerented several
measures to inwrove their ‘sconaiic conditimne.  Theso include, wong others,
adootion of effectivs rllclw to wabiliz: Gomestic resources, cx“a tocod and
wricultural ~roduction ad uﬁVblCI" thelr artemal tirode. fince the adoction of
the @A, alimogt all the 1iCs have denignata’ focal woints for the Dmlowentation,
follo-uo and mondtoring of the IPN. Lmonty eight UXCs hare had 2 comtry mviesr
'\eet:.s At cpwisargou 1wy the GFPR.  Tives moc: WICs are nromaring for thy convening

of such mestings.

200, Low =3xl ofim Jeclinine er canitl incone notuithstandine, sevaral IDCs
were =hle to codwve danectic savirgs roftoo =uceading 10 mar cent and 10 a o
areas exceziing 15 er cent during the -criod 1290-19%1. In an 2ffort to furthar
imrov: nosliizotion of dasestic resources, several LiCs have mlamenta] meanures
to ke theilr tax systan sivrler and more Dyrcadly hasaed and to irmmrovz tax admin-
istration. ‘kasurss have also been initisted in several LXCs to Livvove the
serformance of ~ublic sector wntororice . The develoment and mctxilization of

z

huaman rescurcss, thirow™ eradication of wult iliiteracy, e@mancion of -~ublic

education, incluling vocational trairing. ad develoment of entresvenzurial
caecities; i1s = mrortant elanent in Do develo rent »lans and ~rorranmes oF
severnl LCs. #Mlt illiteracy rates Jdocrzased bw more than 20 *e.rcentcf"e nointge
betwean 1270 and 1305 in seven I3, 2l ost all s cdecreasad their 1111tﬂracv
rate betvean 1250 and 1935. The apler of students undertaling vocstional training
in the L5 increased by 24 er cant cobisen 1980 and 1924, In the ficld of food
ac agricultural srocuction, many LXCh ave taken stens to incpeasn wroduction and

rroductivity. intox alia, increasirgs the use of the markst mechauism, moilizing

the rural oowmlation and diversifying woducticon. In order better o rzshond to
tha
nwolicy measures to enhianee the effechive imnlenentation of the institutional and

L

alvarce mxi Awening econonic suvivorsyad, oy LCs have adonted avoronriate

nysical infrastructuro, in soite of lidte? resoarces. The assistance _m:ovidei
by other develoning countrice in the contoxt of 2CNC has rainforos:? the =fforts of
the LOCs thamelves to alleviate some of tieir oroblens. In site of all these
rositive meagurss the doveloment rosxacts of the IDCs’ remain bleal due to the

axtrenely advers: exterpal envirarwnant,
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IV. RECOATENDATIONS

201. At the end of the mldmtenn global rev:l.ew of the implementation cf the "NPA,
conducted by the Intexgovermta... Group of ‘the Ieast Developed Countries in
September/October 1985, a mmber of recomerdations were made for the imorovement
of the condition of the IDCs and for full implementation of the SiPA. It would
be necessary to fully and expediticusly implement all these recamendations and

.' omclusicns, along with other measures, included in the SNPA itself. The following,
inter alia, deserve reiteration and expeditious action:

(1) The LDCs reuaff_.m their primary responsibility for their overall
develomment ;

(ii) The international cammmity should support the efforts of LDCs to increase
" their ver capita food rroduction, and in view of the energy problems, provide fin-
ancial and technical assistance for research, exploration and develogneht of enexrgy .
resources; and should assist in maximizing capacity utilization of their productive

econamic units;

(1ii) Donors should endeavour to provide emergency  assistance and financing
of costs involved in the management of relief orerations in African ILDCs affected
by food and other emergencies;

(iv) The SiPA should be fully and efifectively immlemented, and substantially
enlarged volume -of financial assistance in real tems should be given to IDCs on
terms which correspond to their immediate and long-tem development needs:;

(v Donor countries vhich have not yet done so should attain 0.15 rer cent
of their GP az DA to the IDCs before the and of the decade or should attain on
a priority basis, a doubling of their ODA (a target which was originally to be
achieved by 1985):

(vi) . The multilateral assistance to the IDCs through chamnels like IDA, IFAD,
regional develoament banks and their funds, ULDP; . ths Special Measures Fund for
the IDCs, UNCDP, UIVP, etc. should be significantly increased to meet the increased
needs of the IUXCs, and donors should channel a substantial part of their aid
through these institutions and agencics
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(vii) The Eighth Replenistment of IDA should be significantly higher than
the previous levels, keeping in view the critical importance of IDA for the IDCs;

(viii) ®elevent intemational institutions should intensify their efforts to
establish new mechanisms and arrangements for mobilizing increased financial
transfers to the 1DCs, including such measures as an international tax scheme
for develomment, further gold sales by the IfF; linking the creation of SDRs to
development assistance, and the use of interest subsidy technicques, The INF should
undertake a fundamental review of the principles on which its conditionality rests
in such a way as to reflect the peculiar sccial, econamic and political priorities
of the ILDCs and allocate substantial portion of Snecial Drawing Rights (SDRs),
Trust Fund facilities and campensatory financing facilities to these countries;

(ix) With rogard to aid modalities, immediate stens should be taken to
provide (DA to the IDCs in the form of grants, and to indiscriminately wrovide
loans an highly concessional tems, at least as concessional as those provided
by IDA, and cn an wi~tied basis. They should also taka steps to improve the
cquality and effectiveness of aid, and eliminzte the time-1ag between aid commite
ment and disbursement. In this regard mechanism that would ensure autamaticity
and predictability of disbursement shculd be created;

{(x) Develoned countries should fully implement Trade and Development Beard
resolution 165 (S-IX) expediticusly and convert all outstanding bilateral CDA
loans of all the IDCs into grants without discrimination;

(xi) Donor cauntries should take steps for increased local--cost as well as
recurrent-cost financing:

{xi1) Zreditors should provide substantial and multi-year scheduling of
private debts inciuding the waiving of service pavmonts and/or out-right cancella—
tion of the debt.

(xiii) 2dvance payments should be made by the donors against their cammitment
in order to minimize delays in disbursament and improve the cffectiveness of
assistances
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(xiv} Doncrs should provide increased balance-ofﬂpayténts support as well
as camodity aid, programme aid, including sector assistance and general inport
financing, and their terms should be floxible enough to facilitate effective use.
Such balance-of-payments support in general must not be used to exarcise political
nressure can the least developed countries and should not be dependent on acoept-
ance by these countries of measures and programmes which involve social costs
that hinder their basic aims, objectives and priorities or campraomize their political
independence and naticonal sovereignty:

(xv) Donors should provide timely assistance on appropriate tems to mitigate
the adverse effects of adjustrment programmes and to support the efforts of the LDCs in
impleamenting the required policy changes;

(xvi) Developed cauntries and intemational organizations should also assist
the IDCs to crezte industries for an~the-spot nrocessing of raw materials and
food products, and the development of integrated vrojects for the expansion of
exports and to provide adequate rosources to overcane all supply bottlenecks:

(xvii) A cocmpensatory facility for fully compensating the export earning short-
falls of the develcping countries shauld be established with special provision
for the IDCs. Soecial measures should be taken to strengthen the camwnodity
markets and enhance export receipts of the IDCs fram such commedities. Soecial
arrangements should be considered for the LiCs in the DT Compensatory Financing
Facility Scheme by providing for full coverage of their export shortfalls, for
the subsidization of their interest payments on outstanding drawings and for a
longer repayment and grace periods than hithertos;

(xviii) A1l develoned countries which have not yet done S0 should cxpeditiously
adopt snecial measurvs in order to camensate fully the export eamings shortfalls
of the LCs;

(xix) In accordance with the United Naticns Convention en the Law of the Sea
of 1982, Conference resolutions 137 {VI) and 138 (VI), and Trade and Develomment
Board resolutions 319 (XTI} on consideration of the specific needs and oroblems
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of land-locked and island countries among the least developed countries and the
extremely acute nature of the problems, transit countries should intensify co-
operation with the land-locked countries among the LDCs to alleviate the transit

problems;

(xx) Donors, while providing technical and financial assistance to land-
locked and island countries among'LDCs9 should particularly focus on capital

input in infrastructural development. International bodies, in particular UNDP

‘and the regional commissions, should continue to support those least developed

countries with measures required to al’eviate their specific transit-transport

and communications problems;

(xxi) In the application of all measures it should be ensured that the
assistance benefits all least developed countries according to their individual

requirements on a just and equitable basis;

(xxii) The country review meetings which are the mechanisms for the periodic
review and implementation of the SHPA should be further strengthened and improved
to make them more effective. UNDP and the World Bank, as the lead agencies, should
expand their technical assistance to the LDCs to enable them to prepare efficiently
for these meetings. Donor countries should be represented at an adequately high
level. The neetings should result in firm commitments and secure increased

mobilization of resources to the LDCs.

(xxiii) 1In the context of economic co—operation among developing countries and
in the spirit of collective self-reliance, developing countries in a position to
do so, should continue to provide assistance to the African least developed

countries within the means available to then.

(xxiv) Developed donor countries and international financial institutions
participating in country review meetings for LDCs, in particular the UNDP sponsored
Round Table Processes (RTPs), should not link their commitments of development
resources to the conditionality that the LDCs should have an effective operational
IMF/IBRU adjustment programme; these country review meetings should be

seen essentizlly as additional measures for increasing financial resources to
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the accelerated development of LDCs.

{xxv) The IMF and the World Bank should be urged to provide an effective
intervention mechanism in support of LDC currencies while these countries implement

IMF/I3RD adjustment programmes; otherwise these currencies will be subject to

rapid exchange rate deterioration which in turn will aggravate inflation, reduce

growth in particular and development in general.






