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INTRODUCTION

A suitable strategy for the promotion of non-traditional exports
can help to overcome some of the most serious problems of developing
economies, such as excessive fluctuations in export income, possible
deterioration of the terms of trade, smallness of the domestic market
with its tonséquent unfavourzhle effect on the efficiency of industrial
activities, and chronic shortaszé of external resources.

In the midéle of the last decade, some Latin American countries
began to apply aggressive outward-looking development strategies
involving policies aimed at stimulating non-traditional exports. In
some of these stratesies, a certain change in mentality was discernible
in the sense that foreisn marlets were now considered as an important
variable in the desisn of new investment projects. This explains,
even thdugh only partially, why Latin America's exports no longer
consist only of primary commodities but are now beéginning to be made
up to an appreciable extent of manufactures. 'Thus; industrial goods
amounted to 15 per cent of the total sales of the region to the rest
of the world in 1974: three ‘times their share in 1950.

 After the initial impulse, doubts have arisen about the cost
of such policies‘and the significance of the benefits obtaired.
Furthermore, exXperience has shown the developing couantries that the
international markets for certain products suffer from defects which
make it difficult to secure a major ihcrease in exports on conditions
which are beneficial and profitable to the exporting country. These
cousiderations indicate that the development of exports must not be
based on the proliferation of every kind of incentive without taking
into account the repercussions that this can have on the rest of the
economy, nor should it consist solely of the mere manipulation of
exchange policy. ' | B

A strategy designed to contribute to the integral deveélopment
of the national economy calls for a more elaborate approach to export
promotion policy. It is in this context that public¢c policies in

general and those aimed at promofing sales abroad in particulay must
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be situated. They must be based on an examination of the role to be
played by exports in the national economy, the objectives to which
exports are to be subordinated, and the most effective tools and
mechanisms for achieving this.

Chapter I of the present study examines the objectives to which
the development of exports must be subordinated. Chapter I1II analyses
the three categories in which we have grouped policies for the promotion
of non-traditional exports: equalizing~coupensation policiess
negotiation policiee; and over-compensation policies. The consequences
of such promotion for national development, however, depend primarily
on the instruments used and the manner in which they are employed.

Just as in other areas of economic policy, there is a wide range of
tools and action mechanisms which can be used to promote exports.

The selection of the particular set of these instruments to be
used and the extent to which they are to be employed will be determined
by the objectives pursued, by the nature of the external markets aimed
at, by the degree of autonomy as regards the use of specific mechanisms
and by the repercussions which they may have on the rest of the
national economy. In.this study, these instruments. are not described,
and examined in an abstract manner. On the contrary, the inevitable
preselection of emphasis invelved .in any analysiSawili be placed
within the framework, as far as possible, of the type of specific
problems characterizing the Latin American countries and the
consideration of the form most often assumed by export policies in
the region. . _ o 7 .

The various instruﬁents can be grouped, according to the bodies
which are involved in their design and application, into internal and
external instruments. Among the first category are exchange, import,.
fiscal and financiel policiesy which affect the conditions of
production and consumption of exportable goods. These are considered
in Chapter IIT. The other series of policies, which act within the
external framework in which the exports are carried out, concern

rarketing policies and policies which seelr, through bilateral or
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multilateral negotiations, to achieve more gtable and speedy access
by national exports to foreign markets. These matters are dealt with
in Chapter IV, The study concludes with some general recommendations

for the design of a policy in keeping with a global national
development strategy.
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I. TARGETS OF THE POLICY

Many developing countries, including the Latin American countries,
have made intensive efforts during the last few decades to substitute
imports. In recent years, a c¢ritical view of this has becoms more
widespread which maintains that this process should have given more
attention to considerations of the efficient allocation of resources and
ghould therefore have assumed a more selective nature, promoting greater
vertical integration in certain sectors. The criticisms of the form and
intensity assumed by import substitution arcse simultaneously with
observation of the fact that the continued advance of this process
within the limits of national markets was running into increasing
limitations.l/ The combination of these two circumstances has
gradually increased the concern to promote the growth of exportis.

It would therefore appear that there is a very clear distinction
to be drawn between import substitution and export promotion. In
reality, however, this is so only in certain circumstances, depending
on the policy instruments used. Thus, a substitution policy operating
under excessive protection cuts off the mnational market from the
external market and discriminates again production for export by
leading to over-valued exchange rates and by giving exports using

imported inputs a negative level of effective protegtion.

i/ See, for example, CEPAL, "Some conclusions on integration,
industrialization and economic development in Latin Americal,
Economic Bulletin for Latin America, Vol. 19, Nos. 1 and 2,
pp. 65 and 66. This paper recognizes that "Criticism is quite
Justifiably levelled at the ... poor degree of efficiency of
many industrial activities that have only been able to expand
thanks to strong and indiscriminate protection. It goes on
to say, however, that "this does not mean, however, that the
pendulum should now be allowed t{o swing to the opposite
extreme of iguoring the obvious progress that has been made in
industrialization and development ... thus allowing countries
to start exporting manufactures®.
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Import substitution, however, often constitutes a prior step to
the development of new exports of manufactures for which the domestic
market serves as a supporting base.l/ This reduces the uncertainty"
experienced by domestic producers when venturing into new markets,
and this is particularly important in the case of newly-established
activities and exports of manufactures which are not:based on the
exploitation of high-productivitiy national resources.

Integraﬁion processes expand the field in which import substitution
can be carried on, one of the main means of securing this at the'
regional level consisting of the expansion of the exports of each
memb2r country to the markets of the other participating nations.

These exports, directed towards markets with a degree of development
similar to that of the exporting country, can constitute an intermediate
stage of learning and improvement for the subsequent pursuit of markets
- such as those of the industrialized countries - which are more
difficult to penetrate but which are also much wider.

The growth of exports, just like imgort substitution before it,
is not an objective in itself. - Consegquently, exports should be
promoted to the extent that they contribute to national development
and to the achievement of economic strategy targets. DBecause of the
wide range of products which are capable of being exported, there
may be some uncertainty about defining fherobjective‘of the policy.
Thus, the policy cah be aimed at total exports or merely non-
traditional exports, or minér exports,_of manufactures, or products
with some more specific characteristics, In the finsl analysis, the
category or characteristics selected will depend on the objectives
pursued. ' | } o | . . |

Changes in the lével and composition of exporté can have
numerous effects on the national economy. Thus, for example, they

can affect the balance~of-payments position and its stability, they

&/ It should be borne in mind, however, that in certain cases
some changes in design and quality must be made to domestic
products because of differences in consumption habite .
between the domestic and external markets.
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can have different levels of impact in different sectors of production,
and they can affect the fiscal budget, the level of employment and
income distribution.  The capacity of export policy to secure a given
effect at each of these levels is very disparate, however. While the
effect on the balance of payments can be direct and intense, the
effect on income distribution will be of a more indirect and gradual
nature, ' : ‘ :
It will be géthered from the. foregoing that the export policy
should be aimed at achieving those objectives where it has greatest
influence. This does not mean that its other repercussions should.

be ignored, however, Even though such aspects as better income
distribution and balancing of the budget are not primary objectives

of an export development policy, in a developing country they should
nevertheless condition the selection of the tools and mechanisns

to be used in such a policy.L/

There are four objectives to which an export policy can contribute
significantly: efficiency in overcoming external restrictions, reduction
of instability arising from the export sector, improvement of the
terms of trade, and increasing the contribution of manufacturing to

national development.

1. Efficiency in overcoming externsl restrictions

It is well‘knqﬁn that the shortage of external resoﬁrces required
to cover the imports vitally needed'for the countr&'s g}cwth and for
satisfying basic consumption is one of thé most serious problems faced
by the develoyinw countfies. Ba31cally, these resources can be obtained
in three ways: by generating greater exports, by 1nten51fy1ng the

process of import substitution, or by receiving net inflows of foreign

1/ The greater a country's difficuliy in achieving other objectives,
the more the freedom of action for using a particular instrument
to comply with a specific objective must be subject to strict
conditions. The budgetary situation and income dlstrlbutlon
are particularly difficult areas. Generally speaking, this
aspect of the use of policy instruments is not considered in
traditional economic policy theory.
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capital through an increase in external indebtedness or new foreign
investment. If there is a growing deficit on the real part of the
external sector (exports and imports of goods and services), however,
this cannot be compensated indefinitely through inflows of foreign
capital. In order to maintain their independence of action, countries
must therefore obtain the necessary external resources for their
development by generating new foreign exchange .income through increused
exports and/or by freeing greater resources through import sutstitution.
An external sector strategy which aims to maximize the growth
of natiohal income should allocate resources in such a way that,

when evaluated at social prices, the cost in terms of real resources

of generating new foreisn exchange income through greater exports is
similar to that of freeing additional foreign exchange resources by
substituting exports with national products. This is the classic
condition for efficiency in the allocation of resources, which seeks
to solve the externazl imbalance as effectively as possible.

A factor which will have a crucial influence on determining
the emphasis to be given to-either of these two ways of inmproving
the availability of foreign exchange is the significance assumed in
new investments or in the expansion of existing investments by
economies of scale, which give rise to an increasing need to expand
exports as the industrialization process proceeds, especially if the
national economy is small in size.l/ .

Another important aspect is the degree of accessibility of
foreign markets. It should not be overloolited that import substitution
provides a protected market which cannot be interfered with by the
actions of other countries, whereas integration and trade agreements
provide a broader market than the domestic one and thus promote the

exports of each participating country in a context of regional import

1/ Another way of expressing thig is to say that substitution for
the domestic market of a wider range of imported products
generates growing social costs because of the greater importance
agssumed by economies of scale. 8ee g .short discussion on this
subject in Bhapgwati and Krueger, "Exchange control, liberalization
and economic development®, American Economi¢ Review, Fay 1973.
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substitution with negotiated access. This expanded market, in its
turn, can facilitate a subsequent movement towards productlon for
third countries, provided the 1nst“uments used in it do not adversely
affect the position of those exporting to the rest of the world.
Tt is not correct; however, to visualize the markets of third cauﬁtries
as being full of imperfections and the integrationist markets as
being ﬁerfect. The forces which give fise to imperfections in the
former are also présent, although somewhat reduced by negotiations,
in the latter. ' | | )
'The name given to the category of eXports to be promotéa or

‘ preferentially deveIOﬁed is no more’ than a semantic 51mpllflcat10no
In many countrles, traditional exnorts WEre made up of primary
commodities of mining or agrlcultural orlgln ‘which now show poor
narginal profitability (althou'gh they may show high average profitability’
which show great ihstabiiity and depéndence on variables outside the
national decision-making process, and which face inelaétic demand.
It is for this reason .that, although there are traditional exports
which have desirable characteristics and whose productlon should be‘
promoted, the term "non-traditional e: ports" has frequently been used
as a synonym of the exports which should be promoted. Thls is obviously
valid only as first approximation. '

When designing.én exporttprdmotion pélicy, however, it is
necessary to be umore selective iﬁ defining the category'of exﬁorts to
be encouraged, in the light of the objectives sought and the’ prlorlty
' given to them. If the obJeCtlve is to reduce the 1nstab111ty arlslng
in the exporting sector, then ﬁfomotion should be directed preferéﬁtially
towards exports of broduc ts, or groups of products, with small
income variance and destinéd for markets where there is stable
access. If emphasis is to be placed on diversifiéation; then
"minor" exports are of interest. If the aim pursued is to try to-- -
avoid a deterioration in the terms of trade, prioritjﬂshould be gifen
to exports whose demand has a high price and income elasticity.
If whatiis,spﬁght is to increase the contribution made by the industrial

sector to the economy, then promotion should concentrate on exports of
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semi-manufactires and manufactures. Finally, if the objective is to
generate foreign exchange "income at the lowest cost in domestic
resources, then exports with the greatest social profitability are
the adequate target. '

An integrated view of social profitability or of the contribution
made to national development must include-all the examples mentioned
in-the preceding parasraph. Since eaéh objective is not being pursued

er se, but in the light of its contribution to national development,
 the intensity with vhich they are pursued must be determined by the
priorities of the other goals. Consideration of the influences which
each exerts on the other is one of the aspects that must play a decisive

role in the desisn of the policies to be applied.

2a Reduction of instnbility of exports

One of the most striking features of the external sector of
many developing couniries is the instability .of their export income,
which can lead to both political and ecoﬁomic difficulties.

On the one hand, the balanceapfnéayments'crises_often caused
by fluctuations in export.income, with all their implications for
the proper supply of essential products. and for the level of domestic
economié activity, represent a source of political instability. On
-the other hand, the instability of the export sector has represented
a substantial economic cost for the developing countries,l/.since it
has prevented the establishment of a stable trend of capital formation;
it has hindered the normal process of planning both ét,the central level
and at the level of productive activities; it has led to the failure
of many attempts to rationalize foreign trade; it has hindered the
'operation of monetary and fiécal‘policies, and it has given rise to
great difficultiés in domestic mechanisme for adjusting to such

fluctuations, very often giving an impulse to domestic inflation.

1/ The literature on this subject contains extensive discussion
of the benefitis and costs associated with such instability. An
up-to-date discussion of these arguments may be found in
C, Diaz~-Alejandro, 'Trade policies and economic development",
in P. Kenen (ed.), International Trade and Finance, Cambridge
University Press, Cambridge, 1975.

/The economic
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The ecdnoﬁiC‘costs of instability manifest themselves at three
different levels: directly at the levels of the exporting and producing
enterprise and of the balance of payments, and indirectly through the
transmission to the domestic economy of the adjustments required by
the external payments situation.l/

In order to tackle the problems generated by instability there -
are two possible apnroaches: the first is to seek ways of reducing
their cost, while the second is to tackle directly their causes.

These approaches are complementary, and the best possible combination -
would be one whereby the marginal cost of each policy is comparable

to the benefit associated with the reduction of instability. The
level of operation of export sector stabilizing policies will depend
not only on their implementation cost, but also on the preferences

of the community as regards risks and uncertainty. In this respect

it can safely be maintained thpt countrles are risk averters

and that the developing nations are frequently faced with practical
difficulties in applylng systems which w111 enable them to defend a
themselves ag gainst such fluctuations. C ' .

Instability of income may be due to chanwes in a country's
supply or in the demand for it& principal export product 2/ In the
first case, the varlatlon in the wvolume placed on thé intérnational
market will be of the opposite sign to the change in price, thus giving

rise to a compensatory effect as recards the value of exports.3/ In

1/ An interesting historical study is given in J. Levin, The export
economies: their pattern of development in historical perspective,
Harvard University Press, 1960.

g/ The demand encountered by a country for a main éxport product
is what has heen called "excess demand', meaning that it is the
difference bhetween world demand and the supply made available
by other countries exporting the same product.

é/ The compensation will be insufficient and income will fall 1f
the demand has a price elasticity which is greater than un*ty,
the opposite occurs when the demand is inelastic. A demand
with price elasticity equal to unity means that variations in
the volume exported do not lead to any changes in export income.

/the secohd o
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the second case, which arises when there is a change in world demand
or in the supply from competing countries, the volume exported and
the price move in the sane direction, .thus giving rise to. a

double destabilizing effect on income.: More often than not, the
Latin American countries face crises due to falls in the demand for
their products, so we will concentrate our analysis on this type of
instability.

The cost of export income instability may be reduced through
internztional reserve policies and through mechanisms for shori-term
external financing: the latter solution may involve both the use of
the international finance market and the establishment by governments
and multilateral institutions of compensation funds and financial
safety nets.&/-,This means that the economic authorities, using their
foreign currency reserves, apply a compensatory policy which prevents
the price fluctuations from affecting the conditions in which the
rest of exporting and imperting activities take place. In this way
it is possible to reduce the transmission into the economy of the
fluctuations in the balance~ofepayments position. Even so, however,
this compensatory policy may cause instability in the monetary and
fiscal sector. Thus, for example, an increase in externzl prices
increases export reimbursements, and insofar as the sector does not belong
to the State or is not suitably controlled, the increase in reserves
will be accompanied by monetary expansion. Consequently, unless the
monetary authorities can promptly control the creation of means of
payments originating from other sources, it is desirable that the
réserve compénsatory nolicy- shéuld be carried out in combination with
policies aimed at stabilization of export income. This calls for a

system of taxes and subsidies or compulsbry savings and credits which

1/ See, for example, JUNAC, "Notas sobre un fondo comin de reservas
para el Pacto Andino®, CMC/ITI/dt/7, November 1974, and CEPAL,
Poggible features of a financial safety net for Latin America,
‘Santiago, July 1975. ‘
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concentrates in the hands of the treasury or the monetary authorities
the responsibility for compensating businessmen for fluctuations in
the prices (in national currency) of the products they export.l/

The meintenance of international reserves has a cost which is
represented by the difference between the socizl profitability of the
use of such resources in the national econcmy and the income. which
would be obtained if the country invested these resources with a
sufficient degree of liquidity in the international capital market.
Compensation funds and financial safety nets are equivalent,
conceptually, to the collective maintenance of reserves, and they can
substantially reduce the cost of this. Furthermore, the establishment
of common reserve funds may alsoc helyp the participating countries to
improve their conditions of access to the international capital market,
since the use of this mechanism would strengthen their credit worthiness
and thus remove one of the main obstacles to greater use by them of
such markets. o .

The vulnerability of the export sector can be reduced basically
through the diversification of products and markets, and this process
can be promoted through the adoption of suitable domestic policies.
The first. of these aims calls for the preferential promotion of the
export of those goods which provide the least unstable income.2/

The second of these aims tcalls for the granting of stimuli to exports

directed to new markets. A third alternative, which unavoidably

1/ The economic significance of export income stabilization also
depends on the form of organization and ownership of the
producing enterprises, which can range from small domestic
producers to big foreign-owned firms.

2/ In some cases, the diversification of the products exported by
g country mizht actually result in greater concentration for
Latin America, as might occur, for example, if some countries
decided to include coffee, sugar or copper in their new exports.
This is not of great importance, however, since the region's
sales to the rest of the world display considerable diversification
and the instability of their average prices is appreciably less
than that -of the exports of the countries taken separately.

/involves the
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involves the participation of other countries, is that. of stabilizing
international prices through the regulation of markets by nroducers
and/or consumers.l/ _ |

It has been ohserved that the prices of primary commodities suffer
from greater fluctuations than those of manufactures. This instability
is due both to fluctuations in demand, as a result of the economic
cycles in the industrial countries (as in the case pf mineral products),
and to abrupt changes in supply {as in the case of agricultural
products). The price fluctuations are amplified by the characteristic
inelasticity of suwnply and demand of primary commodities. Thus, the
fluctuations in the prices of the main export products not only
directly create difficulties in the development of the branches of
production affected - an effect which has to be taken into account
by businessmen when calculating profits - but are also transmitted,
mainly through their repercussions. on the balance of payments, to all
national activities connected with the external sector. These negative
effects must therefore .be taliten into account when cemparing the cost
of obtaining greater foreign exchange income through increased investment
in traditional exports with the cost of securing the same objective
through the promoticn of new lines of production and sales to the
exterior. _ : ‘ :

Consequently, soing beyond the market profitability, it is
nécessary to evaluate the cost and viability of these methods as means
of reducing instability, so as to determine, on the basis of this
information, the desirable degree of diversification. The market
profitability of those products whose prices show the smallest

fluctuations and even of those groups of products whose prices fluctuate

1/ A detailed list of recent proposals for market stabilization is
to be found in UNCTAD, An integrated prosramme for commoditiest
A common fund for the financing of commodity stocks: smounts,
terms and prospective sources of finance, TD/B/C.1/104, June 1975.
In view of the well-known shortcomings in the international
marketing of primary commodities, price stabilization could
enable the net income of the exporting countries to be increased
without this representing an additional burden for consumers.

/in varying
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in varying proportions should in principle be corrected by incregsing
the effective protection which they enjoy, so as to reflect in this
manner their social profitability. Thus, selection of the blend of
exported products can be compared conceptually to the search for the
best possible type of invesiment portfolio,_taking into account both
the profitability and the risk of exportable goods.

Generally speaking, the most suitable category for thls analysis
is that constituted by exports which show the relatively most stable
markets. In a first approximation, these can be indentified as being
different from primary ccmquities.;/ It may be noted, hovever, that
it is likely that any Qiversification in the external trade of a country
whose principal .exports have a price showing a high degree of variation
will tend to reduce the instability of the export price index, since
the fluctuations of the new products placed on the world market will
not be identical with each other nor similar to those affecting the
main exports.2/ ‘

The diversification of markets will also help to reduce Lnstablllty
in the export sector, The political fragmentation of the world into
sovereign States which reserve for themselves, within quite wide margins,
the right to intervene in the coatrol of their foreion trade means
that international markets - which are nothing but the domestlc ‘markets
of other countries - frequently suffer from imperfect or uncertaln
-accessibility. Inasmuch ag some of the reasons for the adoption of
protectionist measures in a particular country are independent of those
adopted in another country, the diversification of markets will reduce

1/ Nevertheless, a hlgher degree of processing of primary commodltles
will tend ta moke the export price more stable.

g/ If the fluctuations in thie prices of the new exportis are identical
- with those of the traditional products, then the degree of
ingtability will not change, If they show a similar
variance, but a different sequence, then the instability will
diminish, even thou~h there may still be a positive correlation
" between them. If this is of negative sign, the most likely
result is that instability will diminish, unless the variance
in the new exports prove to be appreciably greater than those of
the traditional ones. :

/the risk




the risk faced by the export éec%or‘as a whole and wiil give rise to
an external economy which may not be completely intefnalized by the
export enterprise, thus requiring the corrective action of the
State, | , '. j

The diversification of products and markets also helps to
reduce the danger of unforeseen deterioration in the price of a
major export and to increase the degree of independence with regard
to the pressures which may be exerted by enterprises or governments
of a particular country.

The degree and security of access to 1nternat10nal markets
therefore constitutes a key factor in the selection of the export
promotion mechanisms to be used and the type of external markets
towards which the efforts to sell nétional products are.to be
directed. An example oflgxports enjoying negotia@éd acecess 1s that
of exports directed to countries which.are associated in an integration
process. . | |

Ze - Improvement of the terms of trade

Increa31ng exPnrts of prlmary commodltles may, for a partlcular
country and in a particular moment, represent the cheapest wvay of _ '
generatlnﬂ new external resources. The fact that primary commodltles
are "major" exports is a clear indication of the degree of comparatlve
market adVantages which ‘they have had so far. Y/

1/ These advantages have often been enjoyed only partially by the
: country which owns the natural resource in question, since
a considerable part of the economic advantage has been
appropriated by the transnational enterprise exploiting the
resourceé. In this context, therefore there would be two
alternative ways of measuring the terms of trade: one which
- considers the prices of the goods at the moment they -pass through
the customs post, and another which measures the income earned
.by nationals of the country. The recovery of control over
natural resources or the establishment of stricter or more
rational manners of treating foreign investment make possible
the improvement of the terms of trade, as quantlfled ln the
light of the second crlterlonq

/In the
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However, if the country (or a group of exporting countries which
co-ordinate their politics in this respect), has some degree
of monopoly power in the international market - i.e., if its '"major™
export product enjoys a demand which does not have infinite elasticity -
the maximization of the benefits which can be obtained may perhaps c¢all
for the restriction of supply with the object of securing an improvement
in the terms of trade. Similarly, in & dynamic context, the concept of
"immiserizing growth" }/ indicates that in some cases the fact
of making new investments in a product for which there is an inelastic
external demand may, as a result of the intensity of its negative impact
on the terms of trade, lead to a lower level of well-being than that
initially enjoyed.2/

Under the title of "optimum tariff argument", this possibility
has received great emphasis in the pure theory of international trade,
but it has been practically ignored by some specialists as an
explanation of the changes in the terms of trade as between primary
commodities and manufactures. The recent example of the oil-exporting
countries, however, which'have - at leastlin the short run -~
‘substantially increased the resources received for-theif main export
product by taking advantage of the 1ne1ast1c1ty of demand and control of
supply, has brought out the perils and opportunlt;es 1nvolved in these.
rlgldlties of the system. Perils for those exportlng couatr1es whlch are
not capable of co-ordipnating their actions and exercising a minimum
control over their supﬁly,;thUS leading, &5 new producefs enter the
market to a substantial deterioration im export prices. Opportunities for
those countries which, fully coanscious of thgir latent power in the

1/ See J. BhagWati,."Immiserizing_growth: a geomefric note', Review
' - of BEconomic Studies, Vol. 25, 1958. :

2/ It should be noted that it is also possible that there may be some
degree of under-investment in the expleitation of primary resources.
This could occur when the decisions on production and investment
are taken by transnational enterprises whose global interests,
which cover diversified goods and markets, do not coincide with
those of the countries where they operate. After a process of
nationalization, therefore, it may be necessary to make new
investments in these products.

/commodity markets
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commodity markets, are capable of uniting their political will and the
technical capacity to apply it, in a unilateral or negotiated form as
the case may be, with the objective of increasing their share of the
benefits generated by internationszl trade.l/

. The foregoing argument in no way signifies any rejection of
the importance of exports of prlmary commodltles, which will long
continue to be the main source of external resources of the develoP1ng
countries and will therefore call for priority attention from the
economic authorities. Rather, since this argument aims to point
out the undesirability of concentrating investﬁent resources solely
on the “"major" export branch, it is an argument in favour of the
diversification of exports.

The categories of exports which should be promotéd in keeping
with these objectives are those whose prices, for the country concerned
or for a group of countries actlng 1n co-ordination, are not
significantly affected by the amounts sold, The elastlclty of the
(excess) demand encountered by these exports will depend, among other
variables, on the eWast1c1ty ‘of world demand for the product and the
‘percentage of total world trade represented by the productwon of the
country or group of countries in gquestion. It will therefore most
probably be the "minor" exports which will encounter prices which

are not affected by the level of sales.2/ These exports may include

Ry A theoretical analysis of the forms which might be assumed by
the commodity trade in order that this might constitute one of
the mechanisms for redistribution of the benefits generated by
international trade is to be found in J. Piflera, "World income
redistribution through trade', doctoral thesis, Harvard University,

1974,

2/ There are exceptions, which correspond to minor exports based
on natural resources peculiar to the region. The marketing
is often so imperfect, however, that the pollcy of the exporting
~ country, rather than consisting of any attempt to regulate the
volume of sales, must consist of intervening in the export

process through the establlshment of new marketing channels or
minimum export prices.

/products of
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products of industrial, agricultural or mining origin, always provided
that they do not constitute a high proportion of thé respective’

international transoctions.

b, Increased contrivution by the industrial sector to development

Industrialization has constituted a major objective of the
development stratecies of most of the Latin American countries. In .
trade policy, import substitution played an active role in past decades.
The progress which has been made in this respect, and also the
recognition of the increasing importance of economies of scale, give
rise to the need to seek broader markets in order to continpue
industrialization. In addition to the economic arguments in favour
of the development of manufacturing, the theoretical literature has
prodnced studies based on the hypothesis that the under-developed.
nations are seeking industrialization as an objective per se.l/  The.
expansion of exports of manufactures can play a positive role in both
these contexts. . ‘ . ,

Various econopic arguments. can be adduced to Justlfy the promotlon
of particular indusirial act1v1t1es_(1nclud1ng agro-industries) in the
developing countries, insofar as certain desirable characteristics of
their production processes, such as for example the creation of
technologies which can subsequently be disseminated and the absorption
of unemployment, are present to a greater degree than in other sectors
of the economy. Such characteristics frequently constitute
"externalities" which are not Tfully reflected by the system of market
priceé, This leads to the need to correct the sigﬁals given, in orcder to
eliminate such distortions, The strength of the incentives must

- therefore depend on ﬁhe'size of the gap‘between.sociél and market
values.

1/ Two very well Inown articles in this respect are those of
. C. Cooper and B, Magell, "Towards a general theory of customs
unions for developing countries®, Journal of Political Economy,
1965, and H. Johnson, "An economic “fheory of protectionism,
tariff bargaining and the formation of customs unions'’, Journal
of Political Tconony, 1965.

/Furthermore, the
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Furthermore, the recent history of the economic development of
the Latin American countries suggests that the public authorities
tend to favour a higher level of industrial production than is warranted
by the indications of the market. It is probable that iﬁ'ﬁa@y cases,
this is not a non-economic bias but an intuitive awareness that greater
industrialization can contribute in various ways to more rapid economic
development. It is difficult to distinguish between fhe two aspects,
but there is no doubt that the more objectively the contribution of
the sector is viewed, the more efficient the policy directed towards
its development can De. A ‘

Accepting, for the purpose of the analysis, that such é preference
exists for a level of industrialization beyond that which caﬁ be
supported by economic arguments, it is evident'that eiportsrcén nake
this course less costly. 'Becuase of the substantial'eCOndmies of
scale involved in many industrial processes (particularly-in_those
on which this preference tends to be based),‘é modél oriented towards
the production of manufactures for external markets, both in the
region and in third countries, will have a lower cost than that of
industrial development of a substitutive nature oriented ekclusively
towards satisfying domestic demand. ' . | '

In various Latvin American countries there is éerious‘under-
utilization of the installed cé?acity in the manufacturing sector,
partly as a result of a set of distortions which prevent it‘being
utilized in a more efficient manner and of the limited size of the
demestic market.l/ The seriocusness of this phenomenon becomes even

more obvious if the goncept of multiple-shift working is included in

1/ The Center for Latin American Development Studies of the
University of Boston is carrying out a systematic study at bot
the theoretical znd the empirical levels on the problem of the
utilization of installed capacity, and the initial conclusions
confirm this statement. See D. Schydlowsky, "Capital utilization,
growth, employment and price stabilization', CIADS, University
of Boston, Octoher 1975.

/the definition
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the deflnltlon of installed capacity.l/ If it is attempted to increase
its utlllzatlon solely by the method of expanding domestic demand,

two major limitations are encountered. Firstly, it causes an 1ncrease
in import requirements'which can only belsatisfied if policies are
adopted at the same time to divert domestic expendlture from other |
imports towards the purchase of nat10na1 substitutes, and if greater
exports are promoted, some based on a more intensive use of the existing
installed oapaoity. Secondly, the size of the idle capacity in the
various industrial sectors is very heterogeneous; in the face of the
difficulties of adjusting the structure of demand to that of installed
capacity with precision, exports facilitate the distribntion of ther
production of the surplus sectors and thus diminish the imﬁalances
between supply and demand. It is thus oossible to design a strategy

for the development of rndustrlal exports which would use the excess
1nstalled capaclty as one of its primary pivots. The incentives should
be graduated 1n accordance with the degree of under-utlllzatlon, 50 '
as to avoid ewpansmon of capacity 1n sectors which are not socially
viable for the country. In other words, 1ncent1ves should promote

the utilization but not the expansmon of the 1nstalled caeaclty,

because the latter depends on factors of a dlfferentlnature°
Exports of semimanufactures nre the relevant qategqry for

analys1s in this case. Exports of agricultural and nmining origin,

which although they may be minor oxr non-traditional exports do not

represent lndustrlal productlon and do not derive from activities

1nv01V1ng hlgh leveTS of under-utilization of installed ecapacity,

are thus excluded. Ic should be noted once again that the conceptual

1/ The use of murtiple shifts entails fewer difficulties in large
corporations than in family firms, and it is more eccnomic 1n
activities where the cost of capital represents a higher
percentage of the gross value of production. - Furthermore, the
introduction of multiple shifts makes it possible to absorb
a higher volume of employment with the same equipment, thus
increasing the labour capital ratio. In some cases it also
permits expansions of the installed capacity whlch would
otherwise not be viable. '

/frontiers tend
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frontiers tend to be vagpe. Thus, just as there is no clear dividing
line between substitution and promotion, neither is there one between
sectors. The development of agro-industry or of the processing of
mineral resources will genefate domestic demand for the basic products;
this will not occur, ho&evef, if the‘mechanismé of promption encourage
industrial production based mainly on imported'components. The
industrialization strategy therefofe needs t0 be develoﬁéd in accordance
with the stage reached by the national economy, its imbaleances

and the supply of resources available to it.

/II. CATEGORIES
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IT. CATEGORIES OF POLICIES

In this chapter we will group the policies for promoting-non—
traditional exports into three categorles according to the global
' purposes which are pursued. They are termed here as p011c1es of
_equallzlng-compensatlon, negotiatlon and over-compensation. The
first seek to compensate for the discrimination against the non- -
traditional exports of the developing countries whlch derives from
an excessive emphasis on 1mport substitution orlented_excluslvely
towards the national context, and also from the distortions caused
by unsuitable economic policies and the imbalances which afflict
‘the markets of these countries. The compensatory policies aim to
treat these exports in such a way as to put them on 2 level with
the other sectors of the econamy, and they will thus be termed
policies of equalizing-compensation. The policies of negotiation,
for their part, operate on the conditions of access to the domestic
markets of other nations, which asre variables whidh the country
cannot directly manipulate in an unilateral manner in accordancé
with its own objectives, but which can be a subject of negotiation
between States. Lastly, the policies of 6ver-compensation aim to
establish preferential treatment for non-traditional exports by
giving them more favourable treatment than that granted to the

other sectors of the economy.

1. Policies of egualizing-compensation

For the efficient allocation of the scant resources which a
country possesses, policies are required by means of which the

social cost, in real resources, of generating foreign currency

/through exports
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through exports can be made equal to that of releasing foreign
exchange through import substitution. This formula allows
various interpretations, however, with very varying implications
for the formulation of the corresponding economic policies. The
interpretations can:be classified in:three groups. One of these
maintains that the optimum results are attained-with free trade
which involves azn overall rate of exchange (including taxes and
subsidies, if any) which is similar for each export and import. A
second approach takes inte account the instability of the international
markets, particularly of {raditional exports. A third interpretation,
which is more elaborate and forms part of the theory of development,
attempts to make allowance for the various.imbalances which
characterize the develeping economies in the formulation of policies
of substitution and promotion. -The three approaches are considered
below.

For various reasons, the Latin American countries have followed
a policy of import substitution at the national level 1/ which has
provided the activities involved in this process with high effective
protection.2/ The range.of policies employed reduced the demand for
imports apd eventually made possible the maintenance of a rate of
exchange which was lower than that which would have prevailed without
such a policy, which in fact has disdriminafeduggéinSt éprgfable

goods 3/ and import substitutes which receive low tariff protection.i/

1/ See CEPAL, "Politicas de comercio exterior en América Latina:
origen, objetivos y perspectivas", E/CEPAL/L.117, April 1975.
g/ See National Burean of EcdhémiqiResearch, Foreign trade régimes

and economic development (in the press), volumes on Colombia,
Brazil and Chile, prepared by C. Diaz-Alejandro, A. Flshlow and
Jeo Behrman, respectively.

3/ This dlscrlmlnatlon tends to have more effect on the supply of
' minor exports. The corresponding slasticity tends to be greater
when the percentage of production destined for the external
market is lower. :

74 It should be noted that this lower rate of exchange also had the
effect of -extracting quasi-rents from the export of raw
materiais. VWhere this is develoned through foreign investment,
it produces & redistribution of income from foreigners to
nationals; otherwise, it produces an effect of domestic

o trd on.
redistribution /Consequently, when
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Consequently, when formulating foreign trade policies the interaction
between these aspects cannot be ignored: protection of the import
substituticn sector means discrimination against the exporter.l/
Furthermore, the tariffs levied con the Inpute used by the exporting
activities and the higher price of the national inputs which are
protected by high tariffs affect the costs'of production and create:
negative effective protection for these activities.

The discrimination referred to has meant that the resources
procured by the sector have been of a sub-optimum level,2/ making
. the generation of industrial exports more difficult and producing
what has been -called the "illusion of industrial inefficiency'.2/

To some extent the industrial sector seems to have been "inefficient"
because of the protectionist and exchange policies which have been

in force; however, with a favourable rate of éxchange some branches

of manufacturing activity could be in a position to expand their
exports. ' ) 0 CIE

_ It could be risky to end the analysis at this point. A
superficial view would provide grounds for maintaining that the
recommendation which emerges from the analysig is that a trade ‘policy
without State intervention should be pursued by the developing countries,

1/ Accordlng to the Lerner theorem ol symmetry, & unlform tax on
imports has the same long-term effect on the allocation of
‘resources as a tax on exports. It should be borne ih mind that
in the real world of n goods, the distinction between import
substitution goods and exportable goods is less precise, as
there ere products which can possess both characteristics. The
distinction is clear in the case of the segmentation of markets:
that is, when imports substitution operates exclusively for the
domestic market and with very high protection, in combination
with exports which are not very diversified and are hased on
primary products with a low level of processing.

2/ Consideration. of the studies on the effective protection given
to various categories of exports confirms this statement. See
B. Bulassa and associates, The Structure of Protection in
Developing Countries, John Hopklna Press, 1971. :

574 See D. Schydlowsky, "latin American trade policies. in the 1970s:
a prospective appraisal’, Quaterly Journal of Economics,
May. 1972. ‘ ' -

“/through the
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through the unilateral elimination of the controls which the
respective governments apply to their trade‘exchanges.l/- However,
all that can strictly be deduced .so far is that the policies
considered have discriminated against the expansion of exports. To
make policy recommendations it is necessary to take the analysis
further. o S D R B

“Although the preceding argument should be-:taken ipnto account
in devising an export policy,~it is of limited scope; because it only
covers the compensation of discrimination arising out.of-a.policy‘of
import substitution, withofit going into the.origin of that policy.
As was peointed out at. the beginning of ' this.section, however, in the
real world there are other: sourtes of. discrimination originating both
in the instability of, the internationsl omarkets and in the imbalances.
and distortions of the developing economies.. Consequently, a broad .
concept of equalizing~compensation would require the establishment
of mechanisms to neutralize the effects of these distorticns.

Our analysis here: ¢oncentrates on "second~best" considerations.
This is because some distortions (such as those associated with
external economies or.dynamic éxternal factors) disappear only with
development; others are linked with the conduct of foreign countries -
or decision-making units (as in the case of oligopolistic or unstable
foreign markets, for example), while others can only be partially.
removed (as occuré with unemployment in some economies). If the ..
State has difficulty in securing new fiscal resources it must take .
this restriction into account in the combination of subsidies and
tariffs it selects. ' It is only when.this limitation does not exist
that subsidies constitute the first-best alternative.

With regard to unstable external markets, an adequate strategj
should include, in addition to an exchange pollcy guided by the

medlum—term trends rather than the short term balance of payments

5

1/ An alternative which appears to be more protectionist, but whose
effects are similar to those oft a policy iof free trade, is to
apply a tariff at a single pate on all 1mp0rts and a sub51dy of
equal proportions oh each 2xport item. . - :

/situation, measures




- 26 -

situation,'méasures aimeéd at favouring those products which, because

of tHeir’IeSsef‘degree'ﬁf instability, do not provoke adverse external
factors for the rest of the economy;' such measures would thus promote
a greater diveérsification of exports. One aspect of such a policy,

by way of example, could be to apply a higher overall rate of exchange
to minor exports than to traditional exports.l/

“Yith regard to domestic’ disequilibria, the policy of equalizing-
compensation réquired the use of incentives linked ‘to the nature of
the production processes, regardless of whether thesé¢ are aimed at
the domestic or the external market.. In this case, the compensation
must be linked with factors such ds labour absorption and the
generation of externsl edonomiés.2/ Thus, compensation, rather than
representing a global incentive to all expérts, should vary in
accordance with the charactéeristics of 'the corresponding production
processes.’ In other words, ‘the ¢osts and benefits have to be
evaluated ‘at Social priéés. Théeré is therefore no neea for a ‘-t
categorical clioice between exports and ‘theé substitution of imports;
instead efforts should be made to attain’tHe optimum level and
structure of the resources which should flow towards production
destined for each of the markets. | ‘

" 'The subject of transport is: another element of the analysis
vhich is of greaf iﬁportance'for the developing nations' trade in
non-traditional items.  The transport routes-and price systems are
conditioned by the traditional patterns of trade, and this becomes
an artificial obstacle to the development of ‘new linés of exports, @ -
partiéularly towards other developing countriés, which the export .

policy must aim to rémove.' The inadequacy of transport services

1/ Various alternative ways of applying an exchange tax on magor .
exports are discussed in Z. Tironi and R. Ffrench-Davzs, eds,,
£l cobre en el desarrollo nacional, Idiciones Nueva Universidad,
19?4’ PP 227"2529

2/  In activities which involve economies of: scale, the compensat1on
" referréd to would more often tend to: favour production- for the
external markets, leading then to.a fail in- average costs.

N

/is very
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is very marked not only between nations in-distant continents but
also within the same reglon. | -

In sum, the policy of equalizing-compensation is based on
a neutral aﬁﬁréhch according to whi¢h minor exports should receive
preferential treatment under some pOllCleS, beéause otherwise the
dlscrlmlnatlon hurtlng would per51st. Thus the policy of

equallzlng-compensatxon entalls”elimlhating negétive discrimination,

......

2a Pollcles of negotlatlon

The framework within which -the local enterprises carry .out
their exporting activities is determined by the economic policies
of the importing countries and the behaviour of the economic agents
which play a part in world trade, particularly the transnational.
enterprises. .

As has already been pointed onty the external. markets are no
more than the domestic markets of the importing countries. As a
result, it is not surprising rthat; the conditions prevailing for
various products and markets vary greatly according to the domestic
policies of each buyer country, the degree of. competition between ;
importers, and the nature of the product involved. These conditions
determine. the degree of accessibility of each product to each market.

* *Markets can be classified, according te the form of access to

them, das competitive, government-influenced, transnational-dominated,
and negotiated. The nature of the:conditions of gcgess has implications
for the formulation of policies since these conditions affect the
intensity, speed and direction of the response of exports to the
policy instruments. This list shows that, in the case of a number
of products, State intervention may be required to facilitate the
access of natlonal exports' to external -markets. n |

The wide. heterogenelty of the external markets encourages the
concentratlon of sales in. those Wthh are.best known to the exporters,

'Secure  more favourable sales condltlons for the country. In this

a .

/sphere there
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sphere there are three levels of centralized action: firstly, .obtaining
information on external markets and circulating it among current and
potential producers; secondly, making national products known in
external :markets, and thirdly, identifying the areas for the
concentration of these efforts. : _

The three levels are interrelated. In order to make progress
at the first two levels, however, it is.to some extent necessary to
make a pre-selection of markets and products on which to coneentrate
the efforts of securing and dlSSGMlnatlng 1nformatlon. Similarly,
negotiations with foreign governments and’ enterprlses also call for
pre~se1ect1on. Because of the wide range of alternatives, soume
specialiéation in terms of markets and goods is called for in all "’
these areas of action. One of the criteria which should be considered
is that of diversification in both directions in order to promote
stable growth of the value of exports and greater autonomy in the
face of phenomena of external | orlgln.

The external framework referred to has some characteristics
which can adverseély affect the non-traditional ‘éxports of the
defeiebihg countries. The indﬁstrialized nations maintain tariff
and noh-tariff restrietiens which hamper the access of manufactures
from the rest of the world to their markets, and the device of
graduated tariffs, with nominal rates which rise in line with the
degree ef‘manﬁfacture,'provides considerable effective protection to
the”domestie preﬁucere who 6perate in sectors which compete “with.the
:exports of the geveloping countries. l/ Moreover, although the
multilateral’ negotlatlons carried out in GATT have - led to non-

dlscrlmlnatorv tariff reductlons, these have favoured goods which

1/ Empirical studies show that there is a (partial) negative
correlation between the tariff system of the United States .and
the structure of its- imports of manufactures from the developing

. countries. Furthermore, a positive correlation between tarifi
levels and labour-intensiveness has been found in the tariff
structures of the United States and the Buropean Economic ..

. Community. See M. Rahman, Exports of manufactures from
" developing countries, Rotterdam University Press, 1973, pp. 39-44.

/are mostly
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are mostly traded among the industrialized nations. The average
level of the nominal tariffs which these nations impose on thé type
of goods imported from less ﬁeéeloﬁédHEfeae is almost twice as high
as the level corresponding to their imports as a whole, while the
effective tariffs are often double the nominal ones.l/ Furthermore,
when sensitive sectors of the &cohotiies of these countries see their
interests affected, they press for the rules against export subsidies
to be applled and, alleging the existencée of such subsidies or of
dumping, try to have compensatory tariffs or some other kind of’
restrictions imposed on imports. ﬁlnally,fwhen faced with balance-
of-payments crises, these nations have resorted to protectionist
measures which, although concentrated on €ertain products, generate "
uncertainty and increase thé risks ruh’ by the exporters in the
developing countries.’ T ' '

Furthermore, some international markets are dominated by a
few transnatioral enterprises which collect quasi~rents in the
process of distribution and marketing and exercise their oligopolistic
power to’ the detriment of the exporters of the -developing countries.
Although it 3% probable that the lesséning of obstacles of
governmental origin to imports leads to greater international
specialization and increases trade flows, the measure can prove
unfavourable for the ‘déveloping nations if the increased trade mainly
takes place between branches of the same corporation or group,
without adequate regulation on the part of the host~governmentsog/

Broadly speaklng, it could be said that there are two forces
.1n the 1nternat10nal markets wh1ch tend to act 1n favour of thelr
1mprovement - namely, the reductlon of tarlff restrlctlons 1n the
developed countrles and the emergence of neu transnatlonal

corporatlons whlch compete w1th those already 1n exlstence - and two

1/ See B. Balassa, Trade liberalization amoqgrindustriel countries:
objectives and alternatives, McGraw-Hill Book Co., 1967, p. 56-

2/ See C. Vaitsos, Intercountry income distribution.and . ... ... ..
- transnational enterprises, Clarendon Press, Oxford, 1974.

/forces which
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forces which increase their segmentation, namely the increasing
importance of trade between branches of. transnational enterprises
and the persistence of non-tariff restrictions in the industrialized
countries. ‘ o ‘ ' ‘

~Although it is difficult for individual exporters to change
this situation, States are in a position to negotiate more liberal
conditions of access: to advogate.systems of tariff preferences; to
establish marketing enterprises jointly;with‘other‘countries: to
negotiate entry into certain markets by assuring the supply of scarce
raw materials in. return, or, lastly, to reach agreements providing for
negotiated access, the most comprehensive examples of which are the
processes of economic integration. - - .

In a world where power politics are also. important in economic
transactions, policies need to make use of all the negotiating capacity
of a country - or gfoup of countries which are in some way associated -
in order to create the most favourable external framework for its
exports.. Strictly speaking, the measures included in this category
also tend towards egualizing-compensation. However, they do not
affect the conditions and costs of preoduction or the income _earned
per dollar of exports: instead they influence the volume of sales
abroad and the conditions of prices and time scales. The cost of
the State is entirely limited to that incurred during the process of
negotiation.l/

R

3. ' . Policies of over-compensation

The arguments in févbur of providing incentives for'non-traditional
exports whlch go beyond equallZlng compensatlon and do not
constltute a dellberate utlllzatlon of the natlonal negotlatlng pover
in order fo 1mprove ‘the external framework are elther based on non-
econonmic cons1derat10ns, or constitute erroneous arguments, or form
part of strategies aimed at achieving economic development through

the creation of certain imbalances.

1/ Negotiationrmay imply lower fiscal incomé as a result. of tariff
concessions.

/As regards
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As regards the first type of argument, if the authorities have
a "preference" for a’%reater degree of industrialization, disregarding
the economic considerations already set forth, an additional subsidy
may be established for all manufacturing production, including that
destined for the external market. One particular aspect of non-
economic "preferences' is that frequently seen when, with ‘the aim of
deﬁeloﬁing'céftain'products;”éubsidieS'br-éxemptions are established
which are sufflclently high to ensure that ‘such products are
manufactured. - ‘ !

Recently, within this same line of thinking, export promotion
as such has acquired a statis analogous ‘to the indiseriminate
substitution of imports. The'équiﬁélent of "tHe absolute protection
provided through quanfitaﬁive-réstriétions or prohibitive tariffs on
substitutable imports; 'is the prolifération of export incentives:of.
all kinds. When this occurs, the danger arises that the lack of -
selectivity and moderation of a pélicy of this nature may lead to
an inefficient diversion of rescurces towards exportsy through their
over-promotion, and may 6ften reésult in - high’ fiscal costs, as well
as regressive redistribution,-a meagre contribution to employment,
and even transfers of inc¢ome to foréigrn-owhed exporting enterprises.

Another line of érgumenfﬁiﬁifavour of the over-compensation of
expdrts aims at bringing about an‘artificial inérease in the
competitivity of national prodmction by subsidizing the actual costs
which the country’ incu¥s. In order:to justify the application of
such subsidies it is argued ‘inter alia that: (i) transport costs.
to the place of destination are high be@ause'of the distance between
markets; (ii) other:countries subsidize their exports’ of the.samer -
products, and (iii) the imperting hations apply‘tarifflrestrictions
which reduce the possibility of competing within their markets. The
nature of each of these.three cases needs to,be.carefully coﬁéidered.
In the first example, a dlstlnctlcn - must be drawn’ between artifically
high costs whlch,can be reduced thropgh an act;ve transport policy
and the argument of "incipient transport and marketing channels",

which falls within the category of compensation policies, as was

/explained in
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explained in the relevant section, whereas the high costs caused by
the difficulty of reachlng the markets of destlnatlon really do
represent a genuine outlay of currency which increases the CIF cost
(and reduces the FOB income).l/ ‘.

A similar analysis can be made of ;ﬁe-arguments relating to the
export subsidies and import taxes applieé by other countries. The
essential point is whether these can be,remqvéd through some type of
negotiation (bilateral or internationalj,dr.whether they really are
permanent. If they are likely to remain in force for a prolonged
period, regardless of the policies of negotiation which are attempted,
the granting qf subsidies to national exporters to offset the effegts
of the actions of other nations will improve theif competitive position,
albeit at the expense'of the fiscal budget and at séme cost to‘fhe
country. - Thus, except in situationé-which,are clegrly_trans%tory or
in the case of production processes or gqods.which have some positive
characteristics which the market prices do not reflect (the case of
equalizing-compensation, there is no_justification,_£rom_thefpoint
of view of contributing to-nétignal development, for granting
subsidies aimed at relieving the exporter of coéts,which in fact
constitute a real :burden for the economy of the country.

The third group of arguments are more dlfflcult to cla551fy.
They are based on .the theories of "unbalanced development",g/ which
lay stress on the inertia_ofwfhersystem, anﬁctheir proponents rgcommend
that financial-over-compensatioﬁs should bé granted in order to
attract resources towards the exportlng sector more rapidly and.
intensively. This can indeed make posszble a greater dynamlsm of
exports, but at the cost . of creating quas;-rents or capital gains

for the exporting enterprises, including those of foreign origin

1/ It is nevertheless obvious that it is always easier to produce

: for the domestic market. The costs of transport and international
- marketing constitute a natural protection for import
- substitution and a disadvantage %o -exports which does not need
~ to be compensated. .

g/ See A. Hirschman, The strategy of. economic development, New
Haven, Yale University Press, 1958.

/which operate
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which operate in the sector. The alternative is to spend the
resources in excess of those required for equalizing-compensation

on the promotion of exports through direct measures such as
investment in marketing enterprises and in those producing exportable

goods.

L, The importance of dlstlngulshlng between compensatlon and
cver-compensation , L : .

Various expd}t policy instruménfé can be used both to compensate
and to over-compensate. In'thisrreépééf;‘thére are no spééific"
instruments which are exclusively associated with a particular
category, since these categories are not identified by the mechanisms
which are used in each case, but by the degree to which they are
used compared with the initial discrimination existing against non-
traditional exports.

The distinction we are making is relevant in terms of the
political economiés of the process of export promotion, in both the
national and the international spheres. In the first of these spheres,
the realization that a real devalunation of the rate of exhange and
the use of other instruments to encourage exports do not constitute
within certain limits, an unjustified subsidy, but merely the
termination of negative discrimination, will reduce the level of
resistance to these policies.

At the international level, the acceptance of the concept of
equalizing-compensation policies would weaken the argument of some
industrialized nations that the fact that the developing countries
grant subsidies to their exports justifies the application of
compensatory tariffs on these products in the markets of destination.
Thus the concept of dumping should be reconsidered, taking into
account the discrimination which exists against non-traditional
exports, so that policies entailing compensatory subsidies do not
constitute "unfair competition', but merely represent the neutralization
of the repercussions of other economic policies and of the distortions

in the markets of the developing countries on their exports. The

/GATT rules
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GATT rules and the new United States Trade Act contain clauses which
provide for the imposition of compensatory duties on subsidized.
exports, including those from developing countries. It should be
stressed once again that in these countries there is a much greater
initial bias against exports than in the industrialized nations, so
that a certain level of subsidy is justified if it is not possible
to eliminate the sources of discrimination. One of the aims of the
policy of negotiation is thus to secure the acpepfance of the
distinction between justified and unjusfified Sgbsidies‘én‘the'

apprdpriate world forums. .

/I1ITI. DOMESTIC
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IIT. DOMESTIC INSTRUMENTS TO PROMOTE: EXPORTS

Domestic promotion policies can be grouped in four categories:
foreign-exchange, import, fisepal and financial policieéo They comprise
various instruments with which the¢ national government can directly
affect the costs or incomes of expbriers. We shall examine the. .
common effects shared by different mechanisms, as well as.the .
differences among them. In our analysis of each category of instruments,
we shall distinguish between "global! and "differentiated" effects om:
exports. DBecause any subsidy or..duty is expressed in monetary terms
it can also be expresszd in a foreign exchange equivalent,
Consequently,: the analysis will examine this comnon component of .
various instruments, bat it 'will be  focused on thé.sPecific effects
of each instrument in osther respects. ', In particular, .they differ ..
in their influence on the composition,ef productien costs, on the -
degree of integration into the national economy :and on the origin or

destination of the financial resources mobilized with each instrument.

1. Fore;gp exchange POllCH

‘ Management‘qﬁ tha exchange rate 15 the most global and neutral
mechanism to afféét'thn condltlons of productlon and sale of exports 1/
Nevertheless, its effe‘ts will differ according to the prec1se form
in which it is done.

. Let us con51der flrst a statlc context, with a 51ngle exchange
rate applled to all fo~e1gn trade. operatlonsa In these condltaons, a
change 1n 1ts 1eve' w1L1 affect in 2 slmllar proportlon the market
prlce of all»exports ecpressed in the domestlc currencyo :The same

would bé true of nzticndl vilue: added, measured 1n _the same form g/

;/ ' ‘Because of 1ts r=semb1ance to systems of subsidies or dlfferentlal
taxation, the us: of multiple exchange rates is included in the
' section on flscai pcllcy. AR . i :

2/ It is well known that the concept of "value added™,’ w1thout further
qualification, is imprecise..) It may mean:.(a) value. added in
the transformation of-a ‘prodict; (b) value added in a company;
(c) value added :in the country on imported components; (d) gross
or net values; and (e) at social or market prices. (Cont'd.)

/Since the
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Since the sale price and cost of impértedncomponents will tend to vary
in the same percentage with an alteration in the exchange rate, the
difference between the two, i.e., national value added at market

" prices, will véry in an identical proportion. On the other hand, if
there -are different exchange rates for exports and imports, a change
which applies only to the former will also cause a similar variation
in the prices of all exports, but will tend to affect national value’
added ‘at market prices - 'in inverse proportion to the domestic component
of the exports goods. 'In-other words, if the exchange rate for imports
remains constant a rise in the exchange rate for exports will improve
the relative position of goods with a high proportion of imported
components, thus increasing the protection they really receive.

A subsidy which is proportional to the value of sales abroad
discrimin%tes in the same way.l/ . Differentiation in exchange rates
among capital goods and flows and their services also leads to
discrimihation between different exports,.according to the composition
of their liabilities. One aspect of pérticular practical importance
in the case of foreign participation in the ownership of exporting
industries is the influence of forelgn exchange pollcy on the level
of 1ntegrat10n of such companles in the natlonal economy "and on the

volume of proflts tapped by forelgn cap1ta1 _/

2/ (Cont'd.) Normally when using this concept we are referring to
the.  value added:in the country, at domestic market prices, as
the rolevant variable for the exporter, and at external prices
as the variable of social and balance-of-payments interest.
0f course, serious measurement problems remain, such as (a) what
the external price is, and (b) how to detect the "indirect! use,
of imported inputs.

1/ A customs drawback system, up to the equlvalent of a percentage'
of the value of exports, would. have a 51m11ar effect.

-4 See, respectively, Ffrench-Davis and Tironi (ed..) El cobre
en el desarrollo 1 na01onal Ediciones Nueva, Unlver51dad 1974
Pp. 227~ 232. and R. Firench- -Davis, "Dependencla, subdesarrcllo
y politica cambiaria", Trimestre Econbdmico, 146,.1970.

/Once the
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. Once the static context is abandoned, other 1mp11cat10ns of
alternatlve forelgn exchanée”pollc;es appear. The maln one conoerns
their stability, partlcularly in view of the w1despread 1nflatlon in’
many develqping countrles and the fluctuatlng pr1ces of thelr exports.
Both (i) dlscontlnuous adaustments of the nomlnal exchange raté in
an inflationary 51tuatlon and (11) modlflcatlons whlch perlodlcally
follow the fluctuatlons of export earnlngs, cause 1rregular varlatlons

in the real. exchange rate, Wthh causes 1nstab111ty 1n the prlce ratios

Lt

dlsruptlons in: the domestlc economy and the flow of exports° Both
types of foreign exchange adgustments also tend to have a greater
impact on new exports, made by companles whose markets are less
dlversxfled :and whlch haye greater dlfflculty 1n galnlng access to
the credlt system. As a. result, 1nstab111ty of the forelgn exchange
policy,  while affectlng a11 exports, has a blas agalnst non-. '
traditional exports.l/. S ' S
It is therefore deslrable both that the exchange rate shéuld
change contlnuously and slmultaneously W1th the path of 1nf1at10n.§/'
and also that it should be gulded by the trend shown by “the balance-
of-payments, progectlons, .80 as, to prevent short term fluctuatlons '
in the terms of trade be;ng carrled over 1nto‘the natlonal economy°
A forelgn—exchange pollcy whlch comblnes these two features ‘has been’

called a programmed exchange rate pollcy _/

1/ The bias also affects domeitically-owned companies . in comparison
with transnational corporations. The latter, because of the
diversity of markets (geographic, product and financial) in which
they operate can protect themselves better against foreign
exchangé risks, and bring forward or put off capital inputs or
remittances in each sub51d1ary, whlle hav1ng rapld access to
flnanclal markets. R S

2/ ‘ Besldes av01dlng uncertalnty, this reduces the possibilities of
"~ destabilizing ‘short-term: flows,. which result from speculatlon
in the foreign-exchange market.

é/ :An -account of the first foreign exchange experience of this kind
in Latin America, in'Chile in 1965, may be ‘found in R« Ffrench-
””Dav1s, ‘Politicag econdmicas.en Chile: 1952-1370, Ed1010neB Nueva
Unlve251dad 1973, Chapter IV. - -

/The aiternative
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The alternative of allow1ng the exchange rate to be determlned
by the free play of the supply and demand for currency is not suitable
for developlng economies for varlous reasons°

‘  In the first place, they are characterlzed by the concentration
of exports in few products and by ‘the great 1nstab111ty of the incomes
stemming from the sale of exports abroad,' The prlce of the currency
would fluctuate too much, slnce it cannot be expected that, given the
amount of financial resources needed, the prlvate 1ntermedlar1es
should be able to cushlon these fluctuatlons. The ups. and downs
create uncerta1nty and rlsks of substantlal forelgn exchange losses for
those who operate in forelgn currency, whlch cannot be reduced because
of the absence of forward exchange market5= o

Secondly, the few products whlch acconnt for the majority of
exports are in the hands of the State or of forelgn 1nvestors, 7
partlcularly in the case of mlnlng resourcesn In the flrst case, the
State would be a suppller of forelgn exchange w1th ollgopollstlc features
and would therefore exerc1se, w1111ngly or not, a determlnlng influence

on the level of the exchange rate.' In the second case, once agaln

there would not be a competltlve market 1n addltlon, it may occurr
that the forelgn 1nvestors have a supply of forelgn exchange w1th a
Anegatlve slope, whlch w111 lend 1ts form to total supply, arr1v1ng
:1n some cases at 51tuat10ns of unstable equ111br1umn_ Thls may happen
if the foreign investor prov1des forelgn exchange only to pay
production costs in:local currency and his taxes, so that at a higher
exchange rate helwill'retnrn (supply) less foreign exchange and
vice-yersa. L o L

Thlrdly, the ‘dominant pbsltlon of the State in external
financing operatlons (contractlng and payment of external debt) means
that the market is not atomistic and therefore very sensitive to the
course of the external debt ser?iceg’ﬁhose amount usually varies
greatly over time. : ' |

Finally, the lack of prlvate operators w1th the flnanc1al
capacity and the desire to bear rlske h;nders the creatlon‘of an

efficient forward exchange market. Thellack ofltimely and correct

/information, ang
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information, and the economies of scale_characteristic of such markets,
creates furthe'ziudifficultie‘s° National:expcrters and importers
therefore have to seek coverage abroad fcr forelgn exchange risks if
they need it, whlch may be costlyol Arguments of thls klnd show the
unde51rab111ty of an exchange market w1thout State 1ntervent10n, and
support the adoptlon of a pollcy whlch systematlcally manages the
exchange rate. ' L

Even when the forelgn exchange pollcy 1nd1rectly affects the.
structure of exports, accordlng to the reaction of the supply of each
exportable good in response to changes in the prlce ratloe, 1t prov;des
an across-the-board incentlve fcr the productlon of exportable goods.
In this sense, the level of the exchange rate and the way 1n which 1t
ig managed constitute the overall framewcrk for the p01101e$ of a
selective nature. The three follow1ng sectlons are devoted to the
study of the 1nstrunents whlch selectlvely affect elther the 1nccmes

or the costs of exportersn'

2a Import Pollc.l R PR L Poren . AN

Imported capital:goods: ahd inputs are used in the'production of
exportable goods. The terilé ofi which'they are importéd therefore
affect the conditions of production of the exports° The generil level
of import restriction and the treatment of tHe' 1mported ccmponente cf
exports also dffect. the market equilibrium exchange rate. '

" ‘There “are couwntleéss forms of impert control, and we shall
therefore only study one instrumént which directly affects import
costs, and another which does so according to the volume of imports:

examples of these are a tariff and a quota respectively.

Tarlff_pollcy

The application of a tariff on 1mports ! 11ke a: hlgh multiple
exchange rate, prior deposits or 1mport taxes - ralees production costs
in proportion to the incidence of the lmported ccmponent within total
costs. In the case of inputs, it ralses them dlrectly, in the case of

ca?ital goods, its effect falls on depreciation costs and the cost

SOt ' . ‘ /o; capital.
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of capital. The counterpart of the hlgher productlon costs of
activities which use 1mported components is a rlse in ‘the customs
revenue of the publlc sector 1/

The rise in productlon costs, at market prices, affects the
allocatlon of resources at two dszerent levels: w1th1n each activity
and among actlvitles, also known as 1ntra- and 1nter1ndustr1al effects;
respectively.

With regard to 1ntra-1ndustr1al effects, the change in the cost
of 1mported components may affect the form 1n which the good is
produced in the act1v1ty concerned° To the extent that viable
technologlcal alternatlves exlut the tarlff tends to encourage the
substltutlon of. the 1mported components by domestlc 1nputs in capital
goods, thus ralslng natlonal value added. 1 eu, the part of the total
value of the spe01flc productzon 1n questlon, at external prlces, whlch
is generated in the country. L1kew1se, it alters relatlve prlces 1n
favour of labour in a degree which will depend on the proportlon of
equipment and machinery of external origin. Therefore, when it is
technologically possible ;to substitute between labour and capital,
the application of the tariff will tend to promote the absorption of
labour. ‘ ‘ ) ) L

. In the second place, besides what occurs in the form of
production within each c¢ompany, the tariff increase will tend to
raise the production cost of exportables, thus encouraging a decline

in exports. The consequent disincentive to the production of goods

P S e

i/ This is true of revenue per unit imported. If the tariff is
new, total revenue rises; in the case of an increase in the
tariff rate, revenue will rise to the extent that the tariff
elasticity of imports is less than one. As is well knowd, by -

- definition this coefficient is notably lower. than the price ..
_elastlglty (due to the fact that the tariff is only a fraction
of the price). Consequently, there is-a wide range in which
the first may be inelastic and the second elastic. This implies
that with 2 rise in tariff rates, customs revenue will
increase, while current expenditure on imports and monetary
absorption fall.

-~
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which use 1ntermedlate goods subject to customs duties will be
accompanled by the promotlon of aet1v1t1es'whlch are not intemsive
in imported components and capltal goods. &

5 Consequently, 1f 1t is at all pOSSLBle to - ad3ust the structure -
of productlon - a p0551b111ty whlch incréases as the period of
ana1y51s 1engthens - the tarlff has allocation effects within each
act1v1ty and among dlfferent act1v1t1es l/ It ‘$hould be stressed that
the changes in the proportlon of use of ‘fédctors seém 'to be greater -
through changes 1n the relatlve 1mportance 8f ‘edch’ actlvlty than’
through substltutlon w1th1n each actwltyv i

Wlth the _change 1n the empha51s of ‘the’ ‘devélopment ‘policies of
a number of countrles from 1mport subst1tut1on to ' export promotlon,
it has frequently occurred that exemptlon from’ gustoms levies -has !
been establlshed in the 1nterests of exports 2/ "It is’argued.that-
the 1mp051t10n of 1mport dutles on‘lmported 1nputs and- capital goods
weakens the competltlve capa01ty of national exports. 'This argument
is generally valld but 1t calls for ‘at least''three major qualifications.

(a) Flrst, when a certaln level of protectlon and disequilibrium
,:remalns in the external sector of the economy, “the ‘exchange rate.in
the country W111 probably be below the “Shadow or ‘socidl roptimum rate. .
It thls 15 50, be51des weakenlng “the dlSCrlmxnatxon agalnst tire rexport. -
sector, Egﬁg& exemptlon from customs dutles ‘for “inputs and capital
goods used in the export sector entalls an unJustlfled subsidy to the.:.
use. of 1mported components ‘and therefore 'the’ ‘'opposite of protection-
for the domestlc 1ndustry for such goodss ' T 7 L o

Second when tnere 1s no p0551b111ty of domestic production of
substitutes for the input or capltal good in question,-total exemption

from import dutles“together with an effective exchange vate below the

l/“[‘Emplrlcal estlmates of substltutlon elast1c1t1es usually include
both kinds of effect at once because they usually concern groups,
ox: branches of activity. As a result, they overestimate
substitutien elastlclty within each activity.

'g/ — ,Durlng the process~of didport substltutlon exemptions were also
very frequent but - their 'scope appears tOehave been less general.

Toa el
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shadow rate reduces the discriminétion against such exports. This

does not cause changes in the proportion of use of national and imported
inputs in each product in particylargzput it diécriminates in favour
of exports which are more intensiﬁe inzimﬁorted inputs. If there is
domestic productipn of substifutes fdf‘these inpﬁts;Aand the existing
level of protection is considered "desiraple?,‘exemptiog fepresents

a removal of protection to_so%e extent (in_respect_of thé desired )
level) for the domestic industry of thoée inputs aﬁd, in the case of
capital goods, an incentive to gregtgr méchanization of thé ggporting_i
activities at the expense of labour absorptioﬁ; If the éxisting |
tariff is higher than the '"desirable" level, a partlal exemption
should be applied which provides the, total protection desired, taklng
into account the level of ‘tariff protection and the exchange rate.

(c) Thlrd, exemption from customs duties raises the problem of .
how to determine which inputs are actually used in the production of
exports, when the,lattef.are produced by the same plant which supplies
the domestic market. From.an administrative peint of view, it is
extremely difficultitq.exerciée effective ana_prpm?t control. Fraudulent
operations or an artificial division of the produéf%vq gctivity_accofding
to. the market supplied, are therefore.frequent. i' . | , ».J_

An-attempt has been made to solve this problem hy establlshlng .'

duty-free zones for the 1nstallat10n of companies which use the

imported equipment and inputs to produce goods for export. Productlon
and marketing operations are carried out in zones exclusively devoted
to this purpose, which facilitates control oyer,the‘destination of
duty-free imports. Obviqusly-this scheme solves one problem but
creates or accentuates another. The zone becomes economically
isolated from the other domestic productive activities. Sémetimes
1mports to the zone are even exempted from the reglmes of prior

authorization and dep051t, and from the _payment of 1nternal taxes. 1/

1/ This raises a serious problem when the tax on transactlons,
whether on turnover or the value added, is applied according to
destination. Exemption from this tax for imports to the duty-free
zone amounts to the application of a special lower exchange
rate for such operations.

/The companies
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The conpenies situated in the zone 1limit themselves to returning
foreign_currency for‘thé:pejmentJOf goods, taxes on income and wages
to domestlc labour, whlle retalnlng the rest of the value of their
exports abroad,l/ B mEeonll

If the sale of part of the productlon on the domestic market
were authorlzed there would be’ unfalr competition:with domestic
productlon whlch pays normal taxes ‘and’ duties. To avoid this it L
would be necessary to requlre the payment of the customs duties
for the imported components 1nvolved in the transaction. This would
relntroduce, to some extent, the problem of ‘control.: It is- therefore .
preferable that 1f duty-free zones are to ‘be established, despite .
“their unde51rab111ty for natlonal development, the zone should be
isolated to the greatest p0551b1e degree ‘from-the national market . .
surrounding 1to

The consequence of exemptions is that-a single ‘good is produced
in different conditions: in one case, more integrated into.the -domestic
market; in the other; more intggreted“inﬁofthe"éxternal gconomy , with.
greater access to and use of 1mported inputs- and equipment. This :
consequence is seen more clearly in Yheé c¢ese 'of the:duty-free zones, .
which lead to a‘ klnd of ‘disintégrationtof” the -démestic;market, in that
the inporte ané'ﬁﬁcAﬁééioﬁ 6" the zone obour with different:prices . . ..
and regulationeL}rohrthose:of the country  in which it, is situated.
The pollcy of customs exemptlons for exporters therefore tends to .
foster economlc duallsm, with the development of enclaves rather
than act1v1t1es cloeely 1ncorporated ‘into the domestic industry.2/..

It would be preferaole for the’ country to establish a level and

1/ - Some exports pay a gross rate of exchange (including customs
duties) for their imports which is lower than the rate which
would obtgin in a hypothetical free-trade situation: however,
at the same time the prlce in domestic éurrency which they
receive for their salés is alse lower than the free~trade price.

- ‘The net result of the two situations is less exports and higher
average intensity of use of imported components.

2/ .. .Sub- contractlng 1nduetr1es are an example of this type of
"mechanlsm°

/structure of
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structure of -protection considered "desirable" in the light of solid
economic and social arguments, and to apply the corresponding duty
without discrimination to all imports of every item, whatever the
sector or-area of destination. In this way the economy will move
towards a situation in which the costs in real resources, evaluated
at social prices, of generating and releasing foreign currency will
be uniform in all the regions and productive sectors. In addition,
the higher customs revenue obtained through the elimination of the
exemptions can be used directly to expand the productive investment
in those areas. - This system seems.more effective from the standpeint
of the economic integration of the country, the permanent development
of the regions which are benefited, and the distribution of the
benefits which are generated. l

We have studied the effects on exports of the import régime
applied to the inputs.and capital goods used in the production of
exportable goods.  Tariff policy cah also be used to promote.exports,
in a more indirect manner, by taxing imports of the exportable good.
In a competitive market, the duty: would be redundant, and have no
allocative or distributive effects. - However, in oligopelistic
conditions the higher duty will increase the monepolistic power of .
the producer ©f the exportable: goods, sinte ‘it allows him to raise
his sale price in the domestic market. .This may enable the producer
~ who covers, with the price of his exports, the corresponding marginal
costs' but not: average production costs, to finance his total operation
through the higher price charged in the domestic market. This higher
price in turn tends to be accompanied by the reduction of domestic
supply, thus increasing the exportable balance.

As a result 1n this case, exports may grow for two reasans.
flrstly, by allow1ng an 1ndustry to be installed or retained which
would not flnance itself in acompetitive market; secondly1 by
redlstrlbutlng sales from the domestic to the external market.  In
either case it may be said that the :domestlc user 1mp11c1‘t]7y '
subsidizes the growth of exports, through the higher price he\pays°

Nonetheless, the mechanlsm does not serve to prracte the zrowth of

/installed capacity
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installed capacity or a- greater use of it to supply the external
sector, unless the State. speclflcally condltlons the malntenance _

cf the hlgher price upon greater productlonu

Qﬂantltatlve restrictions - -

The use of lmport quotas creates 4 'somewhat different .situation.
In the theoretlcal llterature it is usually assumed- that the importer
of intermediate goods is & clfferent person ‘from the user. - 'In this’
case. the 1mp051tion of a quantltatlve restriction will mean that ‘the
.1mporter tends to charge a scarclty prlce ahove his costs, appropriating
‘-a surcharge for h1m591fa There is’ thus 4 symmetry in the allocative
effects of quotas and tarlffs, but assymetry if the 'distributive effects,
with capital gains fcr the 1mporter in the first case &nd customs.
revenue in the seccnd,_' L Lo :

‘ However, the results are dlfferent ‘when theé user and importer:
are one and the same person, as is’ frequently the cae ih practice,
eSpe01ally 1n the case cf the 1arger cOmpanlesu - In''this case the
producer can appropriate for hlmself the pdsslhle capital gains, by
selling a smaller volume of productlon at’a higher price dn the
domestic market as a result of the restriction in the supply of

,1mpcrted 1nputsa¥/}liﬁﬁ I L N

“ P The sale of part of the prcductlon ‘abrodd involved Furtherw -
con51derat10nS=' in the flrst place, the volume of sales will probably
affect the dcmestlc market price while fiot affecting the external
prlces, or only tc a lesser degreen Therefore, in response %0 a
restrlctlon in the supply of imported’ ‘inputs which causes a fall im
productlcn, 1t would be more des;rable for ‘the producer to restrict

his sales in the domestlc narket. g/
;/ So 28 not to stretch out the analysis unnecessarily, we will
% © sbstain from adding other considerations such as’ the level of
competition in the. domestlc marketu Thus the above ‘argument:-is not
of general validity, even though in our oplnlon it holds good for
. the most usual sltuat1onso i

g/ It 1s assumed that the domestlc prlce is initially equal to the
: =___FDE export price. It may happen that because of price,. .controls
., the.domestic prlce is lower, or v1ce-versa in monopollstlc
vpositlonsu ,
' ./Secondly,Aln
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Secondly, in some cases producers are obllged to give preference

to the supply for the domestlc market 50 that it would be exports

which were harmed by the quotao Thlrdly, quantltatlve restrictions

are usually established in periods of balance-o f—payments difficulties
and when exchange rates arerundervaluedg~'Thﬁs,,imp0rts are cheap but
total export earnings are also reduced. In these circumstances, with
excess fdomestic demand for imported goods the producer will prefer

to sell in the domestic market at the' expense of his exports.l/ In

the case of "dispensable" products it -has often happened that, with
the aim of encouraging exports; they are exempted from the restrictions,
and the’ total demand for them is supplied by imports.2/ As a result of
situations of this kind, export promotion mechanisms have been created
which include the importation of inputs without quantitative
restrictions, thus enabling producers to exploit the installed capacity
which remains unutilized because of the shortage of imported inputs

for the domestic market. . In general, the allocative effects of the
application of quantitative, restrictions on imports intended for the
domestic market. tend to’ be . similar to those of a tariff on the same
goods. -

Finally, quotas are sometimes used to restrict’ exports of

primary products, in order to encourage their export at a higher level
- of processingné/'-The allocative effects of export quotas are similar
to those of a tax on shipuments and tend to generate a domestic price
below the FOB export value of the article in question.- It is
interesting to note that on some occasions some exports have been
the object both of quotas, which can be imposed not only by the
exporting country but also by the importing country, and simultaneously

l/ - In.other words, in these conditions there are less chances of
having to face competition from the imported substitute for
the final good.

Here once again the problem arises of the division of markets.

2/

3/  The allocative and redistributive role of export quotas,
partlcularly in"the case of unstable markets, is discussed in
R. Ffrench-Davis, "Export quotas under market instability",
‘Américan Journal of Agrlcultural Economics, September 1968n

/of subsidies.
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of subsidies. If the quota has any effect {effective quota),
subsidy plays an exclusively redistributive role on behalf of the

exporter, for whom it gemerates gquasi-rents.

3.  Fiscal policy.

Fiscal policy may comprise a pumber of levies anﬁlsubsidies
in. respect of the production or marketing of export goods.. .

The levies consist of various special taxes on exports whlch
have already been elimipated in general by many countries. However,
two important.taxes on.hajor exports remain:. those established to tap
quasi-rents from the exploitation of natural resources (partieularly
if done by foreign comﬁanies), and those designed to restrict supply
80 as to wield monopolistic power in the international market. In
addition, exports are sometimes subjected to the payment of a tax on
behalf of entities which promote sales ebroad and to the payment of
commissions.linked to the formalities of licensing, shipment, or return
of foreign currency. Inasmuch as these taxes are offset by the services
actually received, they do not constitute a tax proper, but rather a
further component of production costs. | | ,

The situation with regard to 1ncent1ves is more dlver31f1ed and,
therefore, complex. They dinclude such instruments as _subsidies,
exemptions, tax rebates, special addltlons to costs, and 1ncent1ves
for the use of certain inputs or services. - L i

Subsidies in proportion to the value of exports have a 51m11ar
effect to the existence of a higher exchange rate.l/ As it w;ll be
recalled, they may be subsidies on the gross value or on the value
added of exports.2/ Furthermore, they may be free of income tax;.

in this case, a particular percentage of subsidy constitutes a greater

i A LA Bt o A Bk .

1/ If the sub51dy is also granted directly to natlonal carrlers,
: the export subsidy wmust bhe pald on the FOB value to aveid a
double. subsidy.

2/ ' It should also be recalled that it is a question of value added
to the imported component i.e., inflow minus direct and indirect
remittances. ' . U

/incentive than
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incentive than an exchange-rate adjustment of the same rate. An

incentive to value added, which is also counted.as taxable income, is

the most neutral mechanism to -encourage exports. On the other hand,

an incentive calculated on the gross value discriminates in favour of

the activities which use a high proportion of imported components, and

all the more so if it is accompanied by exemption from import duties;

in turn, exemptions which are not counted as taxaole income discriminate

in favour of the activities subaect to hlgher rates of proflt tax.

Both forms of discrimination between dlfferent exports are 1mp1101t

and frequently, unwanted; thls is a consequence ‘of the specific

form in which promotlon 1nstruments are used. Alternatlvely, a )

dellberately dlscrlmlnatory export promotlon system may be chosen, by

establishing, for example, different rates accordlng ‘to the use of

factors, the maturlty of the produc1ng company, and/or the ownershlp
of the capltalo S . B

f, Exemptions release the exporter from the' payment of taxes on

r'”transactlone and on payments for capltal and labour. " The fact that

only that part of productlon 1ntended for export engoys this pr1v1lege

once again raises the problems of control and duallem. it is necessary

‘to identify separately the 1nputs,'equ1pment and’ staff used in the
productlon of the export goode and those 1ntended for the ‘domestic
market. ﬂ/ Because of the 1mp1101t nature of the system, ‘the economic
authorities frequently do not possess 1nformat10n on the flscal cost
of such exemptlons,‘ h

) Tax rebates play the same role as exemptlons in that they also
reduce the costs 1ncurred by exportersu However, to mitigate the

dlfflcultles involved in 1dent1fy1ng the taxable goods and factors

J N e o

1/ Obv1ously as the economies become more complex it becomes
increasingly difficult to identify the destination or orlgln of
inputs: the .growing use of "domestic" 1nputs udually’ brings an’
indirect use of imported components employed in the production of
those inputs. The difficulty in identifying the latter tends to
create a situation in which the incentive is only to the direct
‘ugse of imported 1nputs, while indirect imported. inputs remain
subject to the régime of import substitution. - i

/which will
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which will be incorporated in articles intended for export, they are .
subjected to normal taxation. : The exporter recéives back the: taxes . -
he has paid only once the goods have been s0ld abroad. In any event-
it is then necessary to estimate the amount to be returned. .If the-
taxes actually paid are returneéd, the system is the same as one of -
exemptions, except for the financisl cost of the waiting-period '
between the payment of the:taxes and their actual return.l/

A special case: 6f takirebate is the system of value-added tax
according to destination (or:user country):.. In this system,. imports
bay not only the tariff but also the rate of tax corresponding to.the-
equivalent domestic:good; in turn, exports are éexempted frém the .x - .
payment of value—added'taxdg/thngaailitateffiscal control, the ::-
tax is paid on each sales'transaction and returned in the case of-
sales abroads. In contrast with the system:of taxation according to
origin, this system amounts to raising the total exchange rate
(legal rate adjusted by taxes and subsidies) of imperts and exports,
by a percentage equal to the average rate of the value-added:tax.

As a result, with a:change.in the system:of indirect taxation it will
be necessary to alter. thie.exchange rate to maintain the balance of
external trade. ¢ .- BT T R S

There ‘are .two, varieties of ‘inéentives:consisgting i the
authorizationto make .special additions. to ¢osts.- -First; rapid
depreciation-which- enables .the producer of .exportables to reduce.
artificially-his taxadble .income. The mechanishm discriminates in
favour of -products with a high.proportion of depreciable.assets and
which are 'subject ‘to higher rates of taxation. Secondly, in order
to promote exports permission is sometimes.given to include as costs

during the accounting period in which they are incurred certain

1/ They are sometimes returned in non-liquid financial instruments
whose present value is below par.

2f In a system of payment according to origin, imports are not
subject to the tax, while domestic production pays the tax,
without subsequent rebates, irrespective of whether it is
intended for the domestic market or rexports

FE L

/investment expenses




-~ 50 -

investment expensés such as market research, initial advertising
to place products in a new market, organization costs of marketing
companies, and the installation of busineSS'premisesnl/ By allowing
costs to be charged in advance, both types of incentives-defer the
payment of income taxes, with the ensuing financial benefit for the
exporter. - ' TSty
Permission to ovér-depreciate and to impute“specific ‘costs for
a higher amount than was actually paid also fall witkin this category
of special cost increases: This amcunts tfo; first, establishing that
a proportion of profité is not’tax#ble and, secondly, encouraging
the expansion of the activities connectéd with the incentive. While
it is doubtful that it is desirableé ‘to encdurage some of its
characteristics, such as the inteénsification of the se of depreciable
assets, others may effectivkly help to rémove the obstacles’facing
the exports of manufactures of the developing countries: The absorption
of labour and the generatlon of externil economies have ‘already been
mentioned in this Pegards = ¢ o ' '
Finally, fiscal incentives include preferential tariffs‘for ‘the- -
use of some inputs or services- provided by the public¢-sector. The -
obvious examples are the use of energy and land transport services
for exports. Besides constituting implicit incéntives;, these tend
to have undesirable effécts: discrimination in favour of energy~
intensive activities and undér-estimation of the resal transport costs.2/
As in all the other cases of discrimination, it should be asked why
the same amount of resources is not spent ‘in promoting production with
specifically desirable characteristics, i.e., why not discriminate
in a dlfferent way , 1nstead of u51ng 1ncent1ves with undesirable

secondary effects.

l/ I. Gai;Edd;‘”Tax incentives for export"; Journal of World Trade
Law, Vgl. 5, NC %, May/June 1971.

2/ It is interesting to note that both energy and rail transport
tend to be capital intemnsive.

/4. Financial
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4. Financial policy - e T L et

The composition and Yolutie of’ expOrts are influenced by botﬁ
the terms of access to flnanclal resources and the rate of 1nterest
paid for them.l/ LT TR - o

The producers of the developlng countrles usually encounter
difficulties in obtainlng credit to’ support thelr economlc act1v1t1es.
For a number of reasons, and partlcularly the 1nadequate management )
of certain economic pOllCleS, the capltal markete of the developlng
countriés are ueually llmited, reluctant to flnance Operat1ons Whlch
appear rlsky, 1mperfect, and‘in 1nf1at10nary eoonooiee ueually operate
at negatlve real interest rateee_/ The openlng up of new extérnal - '
markéts is partlcularly affected by thls “situation’ The risk 1nvolved
in thé creation of new export 1lines’ eeeme greater than that ‘of "
financing production’ for the domeetlc market° ‘This'risky 1mage ig
created by the uncertalnty -about “how the products ‘of developlng
countries will be " ‘received, 1gnorance ‘ébout the truetworthlnese of the
foreign 1mporters, trie” ihetability ‘of the'regulatlone for the lmportlng
of goods and the rétﬁrn”of*foreién:ourrencﬁfiﬁ}the'purchaeinéTeountries
.and the risk of forelgn ‘exchange lossés.  ‘Thié ‘problén becomes more
serious in the case of*’ flnanC1ng trade’ among deveioplng ‘countries.’
‘Fufthermore, access tod credit resources abroad is 11keW1ee ‘more
limited for exporters ‘in developlng countrles, partlcularly if they
Elface balance-ofdpaymente dlfflcultles.' As a result the creation
of ‘a system of preferentlal access to credit is frequently a prlorlty
component ‘of & programme to promote- non-traditional exporte. -

Credlt'facllltlee ‘may be'devoted‘to'dlfferent stages of the’

activities which culmlnate in exports. the f1nanc1ng of productlon
1/ For a study of the-problem and pollcy propoeals, see UNGTAD,
"Report of the expert group on export. ecredits as a means .of
promoting exports from developing countries", TD/B/552,
June 1975 and the International Trade Centre, Export flnanc1ng,
‘_'UNCTAD-GATT Geneva, 1974. "

2/ LA study which stresses the meaot of the lmperfectlona of the
capital market on the economic growth of the developing countries
may be found.inp R. McKinnon, Money and Capital in Economic
Developrment, Brookings Institute, Washington, 1973.

R

/expenditure and



- 52 =

expenditure and the financing of credit sales to . the:foreign importer,
which correspond to pre-shipment and post-shipment financing respectively.
In the first case, normally called pre-shipment credit, the
indiscriminate granting of preferential access to credit for any
exports will tend to accentuate the shortage of resources for the
remaining act;v;?;gso There are therefore .grounds for a selective
approach. Two possible_select1on~cr;;erga,ﬁforHgxample, are .to . grant
preferential accesé.only,;o egpqrts)prggﬁgqqipyidqmestiq‘companies_
and to "new"‘production for a specif%clleﬁgthﬁog time. In .rationed .
capital markets,_whiqh_is typ?ca}}nghenéigqgtiqn\9f_the developing.
¢countries, this measufe may be an important incentive,iwhose effecti#eness
will increase with the level of meerfection of  the -financial :system. .
The second type of credit line, usually called. post-shlpment
credmt, answers a problem of a different kind. In.the first place, .-
it is designed to tackle one aspect of the. lack of competition in
international markets, namely,. that in, order:.to; :place sgpecific products
abroad the exporter must.grangﬁmed;umg_qqq_;qgg-tggm’gredl;ﬁ_/ This ...
is of great importance in the margqtiﬁg_qffmg%uﬁqggugegr; S{nce it is.
practic=11y. impossible Ior‘fhe exportér.tosfinance.the eredit with
his own capital, he -must . have suitable credlt lines for the standard
veriods in the 1nternat10nal markets for those products%J/ In. addition,
the granting of credit to the .importer, whether .covered by the exporter
or by =z domestic fiqandial,institutiqn,.affeqtsqphexpalange‘gfﬁpgqup;s,
particularly in thé period when the system igﬁgstabliﬁﬁeq, Lredit 1o .
the importer represents a lag in the return of foreign currency until .
the loan is paid off. Consequently it represgnts;gi@quita;(ouﬁﬁloﬁ"

L RLETL T

1/ If the market were relatively perfect, there would be no
difference between cash down or credit sales, since in the
first case the purchaser's financial needs would be covered
by a third-party credit. : s g

g/ For example, an exporter wlth annual Bales for a value of 100,
with 10 per cent down and 9 annual payments, needs an increasing
" volume of capital until the ninth year of operation. In the
‘ninth year, the credit balanée ‘amounts to 4.5 times annua¥
exports, a level whlch is malntalned from then onwardsa ‘{

{
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so long as there is any credit:balances  The intensity of the initial
effects may be weakened by limiting the:openimig of credits only

to the growth of exports. - In this way #the cdapital outflow occurs

in combination with a real growth of exports.l/

«- The nature of post-shipment. financing means that it is not
enough to establish a credit line forexports, but that it may also
be necessary for the country to’sesk sSources off refinancing abroad.

At another level, tlie ¢reation of export insurance will weaken
resistance to the fihancing 6f -the production of exportables.. The
insurance may cover the comméercial risk of bankruptecy of the importer
or, more ambitiously, the risk of ‘ecohnonic :or political disturbances
in the purchasing country which prevént the’ debtor Trom paying his
debts. The insurance reduces the: r¥isk for the éxportef,‘increases
his access to financing and, probably, diminishes the cost- of
reflnanc1ng in international marketsa.' Lo o T o
i.e., the volume and length’ of credit. . A thivd aspect- is! the rate
of interest applied to the exporters "Its Fole is clearly different.
While pre-shipment credits’ with preferential acdess tend to’' remove
an artificial obstacles to the development of the ‘external ‘sector,

- the practice of applying subsidized interest rates works towards =
reducing the cost of -&° scarce resource: capital in most. developiag v
countries. It @bds stimulate exports, but sjonly according' te: the "
intensity with which credit is used: it favours the activities = = &

- with a lengthy production cyecle, and the c¢ompanies with & high =+
proportion of current liabilities. It is doubtful whether these.
features can be the goals of the eyport promotion pollcy. As a result,

once agaln from the standp01nt of pollcy options, the resources used

¢

‘i It chould be borne in mind that greater exports will tend to
entail. a growth of imports of 1nputs, which are usually paid
off over relatively short periods.

/in the
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in the interest-rate subsidy can bé uséd to promote exports according
to other characteristics than the degree of use of credit.l/
Preferential interest rates for ‘thé finarcing of credit sales
also represent a subsidy to the exporter, covered by the government
or an international institution operating on concessionary terms.
For a specific percentage discournt in respect of the normal rate,
the subsidy will increase acéording3t6*th€ iength of the credit.
The system will therefore discriminate in favour of the exports with
longer credit periods. Obviously this Will eficourage ‘exporters to
‘try to obtain the longest possible credits and "to ‘pass them on to
the importer, obtaining in-excHange & better price or a more rapid
sale.2/ One alternativé is to grant post-shiptient credits at
"normal™ rates, and to provide instéad 1ncent1ves related to other
features of ‘the exportable goodss = ‘™ s ' | ‘
Financing facilities may be cHannelled by mechanisms other
than credit. One mean in quite frequent use ‘is the advance purchase
of the export income, where the exporter recéives the domestic
currency before the foreign currency is paids TFrequently the
conversion to the domesti¢ -currency is made at the éxchange rate in-
force at the time of the operation, thus eliminating fthe foreign
exchange risk for the-éxporter. - A discount maj'aiSG"5e’madé‘correéﬁonding
to the interest which possessibn of the funds in advdnce represents.
In this case the operation is an 6rdinary forward -purchase of ‘FToreign
currency. Alternatively, if a discount is not made,” receiving the' funds

in advance may be considered an interest-free loan, which is equivalent

1/ The use of export credit subsidies also extends to various
financing operations for the domestic market. In practice,
the subsidies, rather than having an allocative effect, tend
te have a regressive effect in distribution, by constituting
capital gains or guasi-~rents. See R. Ffrench-Davis, Politicas
econdmicas, op. cit., Appendix VI,

g/ In international markets there are a number of prevailing
-standards for the length of credits and interest.  However, these
. are ranges rather than single terms. The exporter's .option may
fall within these margins without. the nationsal. credlt institution
being able to exercise effective control.

/to a
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to a real rate of exchange -higher than.the legal :onej-the higher rate

corresponds to the
When the period is
that it is used in
When the system is
currency),

by foreign trade.

real cost of the money during the in-between period.
common to all operations, and relatively short so
full by all exporters, the system 1s neutral°

extended to 1mporters (adVance payment of the forelgn

it becomes an export cred;t mechanlsm whlch is, self-flnanced

The periods over whlch the system oPerates usually

range from 60 to 120 days, and they may therefore constltute a good

palliative for pre-

shlpment flnanclng needsu
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IV. MARKETING, ACCESS AND NEGOTIATION POLICIES

oo

1. General aspects of the policy:

The promotion instrumenté‘fé?fcﬁeéxinvche bfevious chapter can
be used to influence oroductlon costs and thelr structure, the
distribution of the profits obtalned, 1n00me from the return of
foreigh exchange, and export éredit condltlons. In a world in which
not all markets are perfect and 1nformak10n b: actual or potential
opportunities of placing new exports 1s scarce and costly, the
marketing policy adopted is another mechanism which can have an
appreciable effect on the volume, stability and prices achieved for
non~-traditional exports of developing countries.

Marketing policy should cover much more than the organization
of the marketing of export commodities. In many cases, decisive,
systematic and continuing action is required on the part of the
governments of developing countries to improve their access to external
markets. It should be noted that, in view of the wide range of products
and markets that may be considered, a selective policy will be required.
The method of selecting a priori the exportable commodities whose
marketing is to be promoted differentiates marketing policy from the
policies analysed in the preceding chapter.

The role of compensatory policies is to correct market distortions
and disequilibria and, in general, to promote all exports whose
production processes have certain characteristics, or those with certain
repercussions on the rest of the economy. On the contrary, and owing
to the direct nature of the action to eliminate shortcomings in
communication and transport mediz and to negotiate conditions
of access to external markets, these policies must necessarily be
selective. Such selectivity may relate to areas in which the action
to improve transport facilities is concentrated, ts regions towards
which the search for and dissemination of information on exportable
offers is mainly directed, or to products on which the use of the
country's capacity to nesotiate more satisfactory conditions of access
to other countries! markets is centred.

/Marketing comprises
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Marketing comprises action at the external and the -internal
level. External action aims at medifying the existing conditions
of access for domestic products to intermational markets, and internal
action at transmitting the relevant information to. exporters and -
producers and organizing the sales systemsow: o . o7 - :

- Another important aspect. is who are responsible for the markelting
of exports: .They may be-transnational cérporations, . national production
enterprises or firms spécializing in-marketing whichq are constituted
by associations of preducers of any type.  The best form of organization
will' depend on the kind of 'external market.and the type.of producers.

Another fact about marketingnpolicyis-that it generslly involves
substantial economies of scales Matketing-activity is intensive in
terms of information; and=the collectiony processing and transmission
of data permits appreciable economies of-scale.  On the other -hand,
marketing activities alsoc present - some external features-.which may
not easily be internalized by the agent effecting the marketing
operation. Thus an individuyal €xporter opening up new markets and
creating a certain image. of theé prboduct or of theiceuntry may.incur -
cogts which will generate profits that can:bé:appropriated by other .-
exporters following the path opened up by him. e T

‘Lastly; some thought should be given-to the problem which
inadequate ‘informafion: on available markets means to the eéxporteére.: -
The widely different nature of these markets makes it eagier for.
him to c¢oncentrate on tliose with which he is already familiar, ‘thus:-
+reducing the pogsibility.of. improving his bargaining capac¢ity and
obtaining more favourable selling conditions. SR g .

There are three levels of centralized action in this field. "The
firdt, consists of obtaining information on external markets .and
making it available to present and petential producers; thersecond,.
of transmitting information zbout domestic products to external markets;
and the third, of identifying areas for the concentration af these:

lines.of action. ‘ . TV

SR /The three
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The three levels are interrelated.: To a certain extent, however,
progress at the first two levels requires a pre-selection of markets
and products upon which to concentrate:the efforts to obtain and
provide -information. Such a pre-selection is also necessary for
negotiations with zovernments and foreign:-exterprises. Owing to the
many alternative pogsibilities, a certain-specialization-in-terms of
markets and goods .is required ix all these spheres of action. One
approach which should be considered is ‘diversification in both senses
in order to promote a.steady rise in the value of exports.:

Information on markets nust be systematically organized through
the establishment of 'a system of commercial.information.;/ " In addition,
the establishment of commercial - -offices abroad, visitS'by commercial
missions and participation in -fairs may be suitable mechanisms for
making domestic products known abroad: . There is sonme risk, however,
that they may be converted into sporadic:.bureauvcratic .action with
no lasting effects. If they are to be effective, .an organization
is required to programme thege activitiesy carryy: them out regularly,
seek mechanisms -that will bewaﬁ effective link between the producer- -
seller and the buyer, and maintain a system of“controliamd.periodical-
rectification. PRV ‘ b T

As noted earlier, external markets are merely the: domestic

markets:-of importing countriess - It is not surprising,  therefore,:that
the conditions ruling for different products and markets vary widely,:
according to the internal policy of the importing country, the degree.
of competition between importers and the nature of the product concerned.
These conditions determine the degree of accessibility: of .each
individual product to each market. ‘

When the market for a product is completely competitive, both
the national exporter -and the foreign importer face an infinitely elastic
supply and demand for the product concerned, so .thdt the levels of
their sales and purchases do not affect the price of the product. In

other words, they are sellers and buyers in an atomistic. market.

Y This system can also provide information for a more effective
control of declared export prices.

/In competitive
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In competitive markets, the 11m1tat10ns on the volume exported
are imposed not by external demand“ﬁut by the exporter's" ccstsa
Consequently, the national producéy will export a quantity-determined
solely by his marginal production coBts” and domestic deémand. There
are no problems of access to markets’ as-such, but.only-of production
and marketing. ST T el '

Clearly, this international demawd“éan be affected by the
government of thé importing count¥yi-'The devyifig of:am import tax
on the product concerned méans’ a Tower priéd for the exporter.
Quantitative restrictions ifiposed by the importing country may also:
reduce the volume of sales below'the lével whibh the’ exporter may
desire. Although-the: internatidnalharket for aiproduct may initially
be competitive and’of faivly eady:.actess, it may so happen that as
exports of the product t¢ & Bpecific: count¥y grow rapidly and .-
substantially, protectionist ‘préssures are:created in that country;
particularly if imports comé' to represent’ a high proportlon of the
domestic supply of the produtt concernedy ¢ . s

' fNonécompetltlveﬂmarkets Hey be grouped in'three categories, -
according to the form of actess to them:’ - . oo AR
| (2) harkets with access controlled by governments; ...0

(b) markets-with acdess’ dominated by trafisnational corporations;

(c) markets with hegotisted access. ' ' _

Each of these categcories has implications for the design of
policies,”*inasmuch as: they affect the intensity, length of time and
direction of ‘the response of exports to policy imstrumentss = 17

' This enumeration -slows that, for a number of goods, State -
intervention may be required-to fac¢ilitate the access of a country's
exports to external markets. - This may -take the form of :action to
improve the condifions of ‘access within each category, or to _transfer
- the marketing of @ specific product from onme category to another. -

- 'The Test of the chapter analyses the chardcteristics of marketing

policies, access and negotiation in each category of market._

/2. Markets
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2e ~Markets with access dontrolled-py zovernments

Access to many markets is controlled by the governments of
importing countries through a great ma#ay mechanisms aimed at restricting
imports. In the developed countries these restrictions as a rule
have a protectionist rather than a fis¢al function. That is to say,
the aim is to protect the domestic producer against foreign competition
rather than to choose import restrictionb ealculated to- maximize
fiscal income, These countries' tax' systems are sufficiently advanced
to be able to obtain fiscal resources through other tax mechanisms
with a more appropriate base for the'policy objectives concerned
(for example, personal incomé;:company profits; etc.ls

In the developed countries, profectionism is upheld by two
forces: certain labour groups, and those sectdrs manufacturing labour-
intensive products which regard imports from the rest of the world
as a threat to their existence: 7 A theory of international trade
maintains that -the main sourée of comparative:ddvantages in a country
is the relative availability of* factors and that protectionism, by
restricting trade, raises the relative price -of the Bearce factor
in the country.l/ 1In the developed countries, capital’ (both material
and human) is plentiful: snd labour is scarce. Conseluently, imports
tend to compensate for the labour shortage and to lower the real
wages of the workers compared with a situation without trade. The
other protectionist notive:or force is represented by those labour-
intensive sectors {for example, textiles, footwear, -ett.) which see’
their existenceée threatened by'cheap imports by virtueiof the lower -
real wages paid in other ‘parts: 6f the world." ' ' o

7" Tt must be Stressed that ‘the theory of internationsl trade merely
affirms that a country as a whole &tands to gain from trade, but not
“all the sectors-in the country 'will necéssarily profit. What it does

assert is that those who gain from the opening up of trade could - -

;/ This is ‘the well=known Heckscher-Ohlin theory, which has given
rise to the Stolper-Samuelson theorem regarding the effect of
 protectionism on relative factor prices.

/compensate others
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compensate others for their losses. and still be better off with trade
than -without it. That is why it is understandable, and even guite -
legitimate, for the sectors affected by imports from developing
countries to oppose an increase in imade.and to adopt protectionist
attitudes to the extent that no .action . is taken to improve the.
mechanisms for reducing adjustment costs and compensating for. losses
in those sectors. If the developing countries! exports to . industrialized
nations are to expand, it is essential’ that the latter -should perfect
what- has been called adjustment.assistance, i.e., compensation to .
the seetqre_affecte& by suchr trade so that they can channel the
production,faeters into other activities. . .There would thus be less .
opposition on the part of producers in those.countries to -the.
Yiberalization of trade in items cempeting with exporits from developing
countries. This would ultimateldy; amount to the internal redistribution
of costs and  benafits of the larger volume of trade, so:that the.

country's total gain would: also:bring benefits;.theough-not necessarily

.~ equal, to all the secidrs-affected.:

It should be noted that .protectionism in. develOped countries is
taking .on new forms. . Thus, tariff barriers are.diminishing in = -
impq,rte-;;qe, since; the :GATT rounds of negotiations achieved substantial
tariff reductions.in the post-war period. Consequently, tariff .

barriers in the .developed countries are low and kending to decline as

2 result of the multilateral negotiations conducted within .the. context

of GATT. It is noted, however, that these reductions have been much
greater in the case of trade items of interest to the developed
ccuntrles. On the other hand, the actual protectlon of the domestlc
nominal tarlffs, it depends -also on what happens ¥:1:) regards the
tariffs for his. 1nputs. .

There has, however, been an increase in’ non—tarlff barrlers,

either of a quantltatlve nature (quotas) or in- the form of artlfLClal

'obstacles to’ the entry of’ foreign products, such as voluntary agreements

restrlctlng exports (textlles, etc.) and health Jeasures. over and above

/what may
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what may be justifiable with respect’i#é agricultural commodities.
Furthermore, there would seem to be a'systematic bias’in these non-
tariff barriers against exports from develdping countries.l/

One of the restrictive mechatiisms<Which is most’ potentially
dangerous for developing countriés conisists of countervailing and
anti-dumping tariffs imposed in the éveht that- the importing -
country considers that exports from déveloping countries are being’
"subsidized” so that they cam bé s01d on exteérnal markets at lower
prices than those ruling in’ the dohés%féwmarkét.gfrfﬁs noted earlier,
the disequilibria and distortiods prévailink in the developing =
countries have led to discrimination againsf their exports. It is
often impossible to eliminate sucH discriminmation at the séurce, and
it is then necessary to adopt countervailing policdies aimed, through
incentives of a different kind] at feutralizing the disincentives
prevailing in'the markets of thésé countriess That ‘is why it'is
necessdry to -révise'or -rédefine thé conéephs’ bf Mirnfair" subsidies’ -
and dumping in the light of the situation of :thé:-developing countties,
s0 that they will B¢ 1léss vulnerable to the indiScriminate usé of
this protectionist mechanism bj“thé'industfiaiizedﬂébﬁntriéslé/ '

*. The preferential éysfemS“of thé'deve1oﬁéd count¥ies constitute
a special form of ‘docess. Imr fact, one of the ‘demands put forward ‘at
the Unlitedl ‘Nations' Conferénce on Trade and Development in 1964 was,
after mich ‘discussion; accepted by the developed countries, which have

L L B

1/ See I. Walter, ‘‘Non-tariff ba¥riers and the export pérformance
- of developing economies', American Economic Review, Vol. LXT, -
Ne 2, May 1971. See also R.BE. Baldwin, Non-tariff Distortions

of International Trade, (Brookings Institution, Washington, 1970).

2/  See the Report of the UNCTAD secretariat, Anti-dumping snd

countervailing duties and the problem of export -subsidization
in developing countries zTD7B?C.27fF§ s 30 April 1975. ..
3/ The United States Secretary of State recently affirmed in Nairobi
© that his country believed that a -code to regulate the use of
countervailing duties against exyort subsidies should recognize
~ the special conditions confronting the developing countries.
~Statement by Henry A. Kissinger at the fourth session of the

United Nations Conference on Trade and Development, 6 May 1976.

/instituted generalized
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instituted generalized systems.of.preference. These provide.for the
rédudtion,‘gnd in_seme cases the elimination, of import tariffs for
ce;tgin_ppodugts from develop;ng;qqgntries, while keeping. them in force
for imports of the same products.from other industrialized countries.
Thigs gives thé exports of developing -countries a preferential margin
equal to the originql.tar;ff lesawthglpreferential.tariﬁf applicable

to themn, w@ich‘mgkas.it possible -to obtain higher prices and to expand

their exports. For this margin to,.be effectively enjoyed by the.

. exporting countries rather, than by importers or marketing agencies in

the developed countries, some mechanisms.should be considered with .a
view to counteracting the monopsonistic power of distribution and -

marketing agencies in importing countries.- In -some cases -the-

~governments of the developed. countries fhemselves help to keep this

margin in the hands of their importers by granting them the necessary
perﬁits¢to'use the preferential -system where this.is subject to quotas.
Actually, few generalized systems of preferences.permit the entry of-
any quantity of imporits. at: the. preferential: tariff levels; most of °
them impose .some form of: gquantitative limitation on imports.covered:
by this system.l/. T _

A preferentlal system of access limited to certain-developing®

countrles:;s{thag established between the countries:of the:European

Economic Community.and the African, Asian apd €aribbean countries

grouped . together under the Lomé& Convention.  This Convention permits:

preferential access for .products .imported by the Community only :from

these countries, thus coastituting a vertical block of preferences:

which is contrary to the UNCTAD principle of generalized.non- . <
disériminatory preferences. -

It should be noted that when multilateral negotiations lead to
reductions in most-favoured-nation tariffs for those products in «~> -

respect of which preferences are being graﬁted, the preferential mafgin

1/ = See J. Pifiera, “Amérlca Latlna y.el Slstema Generallzado de
Preferencias de los Estados ,Unidos", ;Cuadernos_de Economia,
XII Yearw Nn 51 APr"l 19750 = Lo gyl L

3
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shrinks. One of the most useful courses for the developlng countrles

to adopt would seem to be to secure the 1noluslon of a larger number

of products in the preferent1a1 systems to compensate for the 1nev1tab1e
reduction of the preferentlaW margln, rather than to oppoee the
multilateral tariff reduotlons.;/ o "i"

Lastly, it is p01nted out that 1t 1s not only the developed
countries that’ impose restrlctlons on 1mports, but some developlng
countries also have a degree of protectlon whlch hlnders the growth
of trade between countrles at that economlc level. Since these tariffs
and other protectionist measures were de51ﬂned w1th the object of
prov1d1ng protection abalnst 1mporte from developed countrles, there
being no p0551b111t1es of v1eorous trade between developlng countrles
at the time they were 1mpoeed, thelr malntenance 15 conduc1ve to fairly
inflexible trade patterns.A Thls 15 yet another barrler to the expan51on
of trade between these countrles, together w1th others such as the
fact that transport systems are geared to trade in a northusouth
dlrectlon, and the lack of mechanlsms prOV1d1ng 1nformatlon on the
market oondltlons prevailing 1n these countrles. Therefore, in order
to overcome this situgtion of initial dlscrlmlnatlon agalnst trade
w1th1n the southern hemlsphere, some con31derat10n mlght be given to
the study of a system of tarlff preferences between developlng countries.

There is one case in whlch the 1nterventlon of the government of
the exportlng country 1s adVlsable and, WLthout 1nvolv1ng negotlatlons
w1th enterprises and "overnments, would 1mprove the posltlon of the
exportlng country. Tnat 15 when the 1nd1v1dua1 exporters of a product,
which may well represent 2 low export value, confront as a group an

external demand which is not completely elastlc. If these exportere

1/ It should be noted that it is more advantageous for countries .

' according preferences to grant a certain level of "aid" through
emall preferential margins in a large number of products than
through large preferential margins in only a few products. This
conclusion is derived from the application of the second-best °

'.theoryu "See, in thisg respect, R. McCulloch and J. Pidera,

-WEl comercio como ayuda: las preferencias arancelarias para
paises en desarrollo", Cuadernos de Economia, XIII Year, No 39,
 August 1976.

/are competitive
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are competitive in the domestic. market, it would be in the country's
interest to establish some kind ef .alliance vis~-a-vis foreign buyers.
This could take the.formhpf.a;_aequ;etiqn\ofeexportete-of the -

product concerneci Who, :w_gu;td_ ‘foll,,orw_ia co-ordinated price policy. . It
this is difficult owing to the number of exporters involved, or to
problems concerning:theip a#ﬁ@&ia@iqq,Eiheuﬁqonomic authority could
establish minimum export prices.and impose !loptimum" taxes on sales
ab:dad_with‘the_obiect pf,pbteintngﬁﬁin‘thp-ﬁirat case for the exporters
ané’in the second for the State, the potential monopolistic income from
this market. This action is even morve. urgent where external buyers join
forces to depress,priees.andiqbtain“the;whole monopolistic profit.: .

- 3. Markets with actess domlnated by transnational: corgpratlons

o e
The flourlshlnr of transnatlonal corporatlons has a number of

1mpllcat10ns for the export trade of developlng countrles° Three
aspects may be noted the 1ncrease 1n the number of transnatlonal
corporatlons, the expan51on of trade between the parent flrms and thelr
sub51d1ar1es, and “the 1mportance which 1nternatlonal subwcontractlng
has assumed in the 1ast few years. ‘ ‘

Buyer markets are more 1mperfect 1.e., more ollgopsonlstlc, _
the smaller the nunber of enterprlees operatlng 1n them and the closer
the expllclt or 1mpllclt alllance among them, and thau is why the_‘”
1ncrease 1n the number of transnatlonal corporatlons operatlng in é
spe01f1c product leads to more competltlve markets° Thls benef1t5_ 
the exportlng develoelnv countrles whlch can thue keep for themselves
a larger proportlon of the prlce preValllng 1n the developed country,

without reductlons in their proflts 1n the form of qua51 rents
'-obtalned by these enterprlsee. ' ]

A large propcr*;on of ‘the deve10p1ng countrles' exports are,
.however, effected Dy sub51d1ar1es of transnatlonal corporatlonso qul
transactlons between the different units of a 51ngle enterprlse were
effected at competltlve or "arms-length" prlces, the profits would be
obtalned in the place where they were actually generated, thus g1v1ng
the developing country the chance to obta;n part of the profit by virtue

/of the
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of the rules prevailing for the tréatmént &f foreign investment. As
noted earlier,l/ however, the transfer prices which these ehterprisee
establish for their internal transactions ﬁay be very different from
the competitive prices, with the obaect “of mlnlmzzlng the payment of
taxes, tariffs, etc., and thus max1mlzlng their net proflt.

It is'in their interests to-overainVUlce'lmports and under- -
invoice exports, thus transferring the profit to the parent company
or to other subsidiariés where tax ratés idre lower. Consequently,
the profits generally appear in countries ‘with low -or non-existent
tax rates instead of in those where thé goods are produced. 'Another
artificial obstacle to exvorts from developing countries takes the
form of export restrlctlons whlch are anluded mn 1lcencee and patents
and whlch the parent companles tend to 1mpoee on thelr sub51d1ar1es
as a means of segménting the markets. ' T .

It may therefore be necessary for the State to 1ntervene by )
flxlng ‘the prices of transactlons between enterprlses, or by not
'permlttlng forelgn 1nvestment 1n export sectors when euch restrlctlons
exist, AR ' , ,

Internetlonal sub—contractlng is another 1ntereet1ng aspect of
the act1v1ty of transnatlonal corporat1ons.' The tarlff syeteme of
several developed countrlee env1sage cases where the tarlff 15 appllcable
only t6 the value added aorOad to 1nputs orlglnatlng in the f1nal
user country. Therefore, ‘some. transnatlonal corporatlone flnd 1t _
convenlent to locate preductlon act1v1t1es in countrles where labour |
is cheap, 1mport1ng praotlcally all the 1nputs and exportlng the product
to the parent company. Lastly, international sub—contractlng means .
the dlsappearance of the marketing functlon for the deveIOplng country.
This may be de51rable when the developlng country concerned lacks the
experlence and ablllty to purchase marketlng servrces in the 1nternatlonal
markets, s0 that instead of being an exporter 1t 1s merely a eub-
contractor. As noted earller, the marketlnv operatlon involves eubstantlal

economles of scale and, therefore, 1t may not sult the developlng

fé/" 'See§'ih particular, C. Vaitsos, op. cit.
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. country to assume thé responsibility of marketing all the products it
exports. However, exports become ‘Gependent on a demand deriving from
the transnational corporation, whose decisions may suddenly change,
creating a serious problem’ of wmpIoyment -and adjustment.l 1/ Therefore,
an evaluation of the cost- beneflt ratio of sub-contractlng is necessary
in each individual <case.2/  ~© 7 T v o o TS

There is relatively 11ttle'a“ébuntfyfdaﬁ'do'on'its own to
prevent the performahce of trahsmationkl corporations from reducing
the profits it obtains from exports 6f menufactures. Howevér, exporting
countries can jointly, at the regional, subirefional or third world -
“level and at the appropriate forums, negétiate the préparation of an
international code of conduct' for transnational corporations which
will uniformly regulate their performance so that their presence in
exporting sectors will bring benefits to 211 the parties concerned.
At a different’level of action, steps can be tulenm to promote the
establishment of mul%ihafibna13énférpfiSeé”among'a’groﬁp of developing
countries, which, through the support’ of their various members, would
be in a position to enter“séctidhs‘of the market formerly controlled-

by transnational corporatlons.

#." Markets w1th negptlated access

The 1nstab111ty and non—competltlve nature of some international
markets makes it necessary.to take direct action aimed at-modifying.
the conditions. of access for non-traditional exports of developing..
countries. The possibilities for action vary widely, depending on- ..
the nature of the external market.

1/ See M. Sharpston, ''International sub-contracting', Oxford
Economic Papers, Vol. 27, N2 1, March 1975, and T. Morrison, -
"International sub-contracting: Improved prospects in -
manufactured exports for small and very poor LDC‘s" Yorld
development, Vol. L, Ne 4, 19?6. -

.g/ .See W. Koenig, 'Towards an evaluatlon of internacional sub-

o  ‘contracting activities in developlng countries: Interim Report
upon completion of field work on 'Maguiladoras en México'",
CEPAL, September 1975.
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The restraints which the indﬁéé%ielized countries imﬁesexon
their imports was discussed in sectidni 2 and mention was made of
the negotiations within the context’ef:GATT end UNCTAD's efforts to
improve the POSlthﬁ of exports from developlng countries. When
government restraints are eased in a market ollgopollcally dominated
by transnational corporations, the results acéhieved through the
liberalization of world trade represent only a potentlal improvement.
Therefore, in order to obtaln these potentlal ‘benefits for themselves
the developing countrles must exerclse their negotlatlng powers.
As noted in the prevzous ‘section)’ ‘this ma? take the form of measures
such as joint action by a gfoup'df:ceuﬁtfieewté regulate the opefation
of transnational corporatlons ‘and co- ordlnate their relations with
them, or the establishment of multlnatlonal enterprlses among developlng
countries which could compete ‘with the transnatlonal corporatlons on
a fairly egual footln In’ ‘addition, fhe p0581b111ty should be °
“explored of concluding aéreements whereoy adequate accass may be
obtained to the developed countrles' markets 1n exchange for accordlng
guaranteéed access to the sources of raw materlals in deve10p1ng
countries. R G

As the quest for markets for new exports shifts to other countries
which are also in. process, of development the fea51b111ty of achiev1ng
successful results 1ncreases° A veln is belng opened here whlch has
been V1rtually unexp101ted, 1n 8p1te of its long existence as a
government concern and its prOmlnent place in llterature._/ Rec1proca1
trade between developlng couatries Stlll absorbe only a. fractlon of
their total trade. The systematic expansion of trade between developing
countries can be brought about in two ways: through economic integration
processes and by virtue of specialization agreements.

An economic 1nte@raulon mechanism constitutes a generallzed
negotlatlon dlrected at the reclprocaT openlnw of markets among the

member -Gountriess W1thout Boing 1nto detalls that are already familiar,

-

l/ . BSee J. Bhagwati, "Trade 1iheralizationvamong IDC's, trade theory
- - and GATT rules®, in J.N. Wolfe, Value,  Capital and Growth: Essays
“in Honour of J.R. Hicke, Edinburgh University Press, 1968.

/the integration
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the 1ntegratlon process may be based exc1u51vely on the liberalization

of re01procal trade or it may also extend to the nrogrammlno of

1nvestment on a reglon-w1de scaleo.

The elimination of re01proca1 trade barrlers is generally
accompanied by the establishment of a common external tariff. The

presence of a barrler to imports from thlrd countries and the absence

of custows duties and charges on internal trade determine a margin

of preference for the reglon 5 productlon. The establishment of

preference marglns for import substltutlon at the level of the expanded

market also determines the prctectlon to be enjoyed by each country's

exports to other member courztries° The reglonal exporter can sell

his productlon at a price exoeedlng the 1nternatlonal price by a

margin equal to the external

tarlffa Therefore, the common external

tariff determines the type and level of collective protection which

will be accorde& to reciprocal exPorte, ieeo, the same instrument

determines 51m11ar supnort at the same time for 1mport substltutlon

and for export promotlon, both at the reglonal level. _/

An 1mnortant conclu31on may be drawn from these con51deratlons.

In formulatlng the tarlff policy of a common market the system of

_1ncent1ves to exports to the
fact should .be borne in mlnd
exports, otherwlse, it would

the extent of making it more

than for the domestic market°

region concerned 1s also affected° This
in devising monetary incentives to these
lead to a duplication of advantages, to

attractive to produce for member countries

Speclallzatlon or productlon agreements are a more ambltlcus form

of integration which comanments trade pollcyn Their essentlal

characteristic is that they assign some type of advantage to each

rnember country so that it w1ll develop spe01flc economic actl.v:Lt:Les°

In this way the decision as to where to produce does not depend on

the market. These systems have been developed in the integration

process of develouping countries with'two key cbjectives. First, they

;/ It is pointed out, however, thet-this tariff alsc provides
a disincentive to exports to -the rest of the_world. '

/constitute one
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constitute one of the mechanisms for ensuring a fair distribution

of the benefits among the member countries and preventing any marketl
trend towards a geographical polarization of industrial production.l/
They are also designed to programme the investment that is required

by markets larger than the domestic market and which will take advantage
“of thé economies of scale thanks to the existence of the expanded
market. Through such programming it is possible to -prevent the
duplication .of investment, make better use of the dynamic external
economies generated by the simultaneous development of technologically
"associated activities, and provide a more clearly-defined field of
investment opportunities for potential producers.

Specialization agreements could also be concluded at -two other
important levels. First, they could be designed to seek specialization
among enterprises that have expanded under excessive national proteétion.
Frequently, this has meant extensive diversification of products
within each firm. Rather than an indiscriminate liberalization of
reciprocal trade, -integration could entail a scaled reduction of
‘trade barriers accompanied by industrial specialization agreements
which will .guide the selection of the types of products on which
each country will concentrate its expansion efforts, and those on which
it will give ground to other member countries. Undoubtedly, the two
types of production agreements can be implemented not only among the
- members of a formal integration process but also with countries. outside
it.

A second category of production specialization agreements could
be implemented outside the context of formal integration processes.
They would, however, be similar to those described above, involving

the utilization of economies of scale based on the reciprocal opening

;/ See references to this question in C. Diaz-Alejandro; '"'The
Andesn Common Market: gestation and outlook” in Eckaus and
'Rosenstain-Rodan, Analysis of Development Problems, North- Holland,
19735 R Ffrench-Dav1s, "El Pacto Andino: un modelo original
de integracidn’, Irimestre Econdmico, April- -June 1976; and
P. Robson, Economlc Integration, Penguin Readings, Loadon,
1971.
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of markets for production:whbse 162£fi6n is decided collectively or
at a supra-national level. Two examples are connected with the
production of raw materials. Whén an industrialized country wishes
to make sure of a stable supply of a cértain primary good which it™-
may lack; the supplier country could ‘seek to conclude an agreement
covering the opening of that’ country’s market to manufactured products
based on those raw miterials.: A

- The other example is connecteéd’ with the manufacture of intermediate
and capital goods for the produckion’ offtaw materials. The developing
countries exports of raw materials acéount for a high proportion of
total world output. For this vdry resson they are the main ‘consumers
of a wide range of inputs and‘capital ‘Eoods. There ib therefore a
demand for such manufactured goods-in these 'countries which would
normally enable them"tbftaké:éﬁfantaéé“of‘eadhdﬁies7of*scalé°'aAlthough
this may be difficult to athieve, it would 'seenm feasible for the raw
‘materials produbihg7cduntrieS“fc“ééek'agieeﬁéhﬁs'éimeé both ét”reghléting
the markets for and’ governing the production of intermediate: g'b-o'd;s"ar
In'a second phase, the dnitiation of the productlon »f these goods o
‘would hold out posEibilities of developing and 1ncorporat1ng ‘
technological advances better suited to ‘the characterist:cs of the

developing countriesiit ¢ o T o B N
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FINAL CONSIDERATIONS

An adeguate strategy for the promotion of non-traditional
exports could help to seolve some of the most serious problems of
the developing economies. Its results,-however, would depend
decisively on the instruments employed snd the form and intensity of
their use. 4As in other areas of economic .policy, there is a wide
range of promotion instruments and mechanisms from which te choose.
The choice of the mix used, and -the intensity with which they are
operated, would be determined by the vbjectiwves pursued, the nature

of the external markets, the degree of -freedom to have recourse to J
one or another of those ingtruments, and:the .impact they might have
on the rest of the national economy. - ‘

According to the units participating in their design-and
implementation, they can be divided intojinternal_and‘external
instruments. The former include exchange, 'import, fiscal and financial
policies, which affect the conditions.of production and consumption
of exportable goods. The. latter, which act on the external framework
within which .goods are exported, coumprise marketing and other. policies
which, through bilateral.or multilateral negotiatien, seek to. ... ..
achieve easier access for national exporis to foreign markets, .
inciuding integration agreements among developing countries.

Domestic policy instruments can be used to compensate or over-
compensate. In this respect, the categories are identified not by
the mechanisms used in each case, but by the degree to which they are
operated, compared with the initial discrimination existing against non- 4
traditional exports. Therefore, one instrument used too intensively
converts an equalizing-compensation poliey into an over-compensation
policy. Moreover, it is not enough merely to graduate the intensity
with which a specific export is promoted. The manner of compensation
is equally important. The same incentive to the gross value of
production can be provided in different ways, which have different -~
effects on the level and structure of the value added generated in

the country.

/It should
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It should be = matter of primary concern that the promotion.
policy should be implemented "in & manner which isiconsistent. with
other goals of public policy, such’assthose connected with indusirial
development and employment. This involves efforts to meke substitution
and promotion policies, among others, compatible. with each other.

It is often suggested that there is a '@istinct ‘cleavage between these
policies. In actual fact, howevery «that is so only -in certain
circunstances, as exXplained earlierds.. 400 -

The argument: developed hiere: points toithe fact that it is'
necessary to discriminate delilberately between-different itetts, since
in practice the divergencies ‘hetween the. social and ‘private values @
related with the nature of-the’ producticn iprocesdes #re not uniform
in all activities. DPreferential tremtment must consgist, where feasible,
in the direct elimination of. the ‘¢lements gererating that héterogeneity;
otherwise, they must be coupensated for, eithey by means of subsidies
and direct taxes or through tlte use .of trade policy. In the latter.
case, . the general recommendation is that the profilke of tariff protection
should be .similar to thatrof the incentives o :exports.  Hevertheless,
considering the fiscal restrictions with which the govermments cof =~ -
developing countries are usually faced, it would seem advisable for
the average level of the latter to be somewhat lower. In the last
analysis, trade policy should not discriminate in the case of one
good, whatever the market to which it is destined, except on account
of the heterogeneous nature of the imperfections of the external markets,
and the shortage of fiscal resources.

In a world with imperfect markets in which information on actual
or potential opportunities of placing new exports is scarce and
costly, the trade policy adopted can have an appreciable effect on
the volume, stability and price obtained. However, "marketing' policy
should comprise much more than the organization of the sale of export
preducts. In many cases it is essential that.the governments of
developing countries should take decisive, systematic and continuing
action to improve the access to external markets, Owing to the

/marked heterogeneity
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marked heterogeneity which characterizes them, the strategy implemented
in this connexion should be selectivein terms of products and of '
the geographical markets in which' the hegotisting and marketing.
action is concentrated. (R R

It is necessary to ¢lose this srticle with a warning. In the
past there was a -trend in favour of import -substitution which, owing
to the failure to consider the costs of-the process, culminated in
over-protection for some products at the expense of othérs, and in
the inefficient use of foreign trade -instruments and mechanisms.
What mist: be pointed out now are the ‘dangers of ovér-promotionm of -
exports. Théir:optimum ‘development must ‘be pursued as an integral -
part of ‘a national development strategy, ‘rather than as a mere
attempt ‘to expand thems It is not enough to affirm simply that -
exports -must be prdmoted;'it~iﬁ-neceSsary“alsdfto”définé”thé?objectives
sought -and the strugture, fredquency, duration and level of the
indirect incentives ‘and diréct mechanisms that will be used. This
involvés an attemptito:evaluate, quantitatively of qualitatively,
the costs and benefits of each policy option ip terms of nmational '
development.:” ' o o e Lo
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