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Chapter 11

| NTERDEPENDENCE AND GLOBAL ECONOM C | SSUES FROM A TRADE AND DEVELOPMENT
PERSPECTI VE: RETH NKI NG DEVELCPMENT STRATEG ES; SOVE LESSONS FROM
EAST ASI AN DEVELOPMENT EXPERI ENCE

(Agenda item 3)

(conti nued)

76. The representative of the Organization of African Unity noted fromthis
year's Trade and Devel opnent Report that annual CGDP growth in Africa was now at
a rate of about 3 per cent, an outcone acconpani ed by an i nprovenent i n conmodity
prices but also by a continued decline in both official and private capital
inflows. He was alarned to find, however, that African countries which perforned
wel | would need to sustain their current rate of growmh for nore than a decade
in order to restore real per capita incomes to their levels of 20 years ago.
This was a highly unsatisfactory situation which called for a new generation of
structural adjustnment programmes to address the strategic issues of African
devel opnent i ncludinginfrastructure, institutional capacity-buildingandrelated
supply-side nmatters, di versification, regi onal cooperation and narket
devel opnent .

77. There were two main | essons fromthe East Asian experience for generating
and accelerating growmh in Africa. One concerned the diversification and
processi ng of natural resource-based products inline with the experience of the
resource-rich "second-tier" newy industrializing econom es of East Asia, and
the other concerned the dynamism of a narket-driven approach to regional
cooperation, where trade and i nvest ment served as vehicles for transferring new
goods and technol ogy anong countries.

78. He consi dered t he Treaty Establi shing the Afri can Econom ¢ Conmuni ty, which
had cone into force in 1994, to be an appropriate franmework in which nenber
countries could adopt neworientations for their econom c policies and new nodes
of cooperation. There was also a need for further attention to be paid to
Africa's external financial constraints. The consensus on the need for concerted
action here, which was reflected in the recent announcement of a new debt
reduction initiative by the Wrld Bank and | M- should be extended to include
action to stinmulate investnent flows. In view of the acute external financial
constraints and | ow | evel s of domestic savings in nost African countries, there
was a pressing need to inprove their capacity to attract foreign i nvestrment, in
the process drawing investors' attention to the considerable opportunities
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existing in all nmajor econom c sectors, nanmely natural resources, agro-industry,
ot her manufacturing, tourism other services, and infrastructure. He urged
menber States to participate fully in the Wrking Party on a Miltilateral
Investment Treaty that was expected to be established at the WO M ni steri al
Meeting in Singapore with a viewto securing consensus on the special investnent
needs of Africa.

79. The representative of Sri_Lanka said that interdependence was no | onger
an article of faith for devel oping countries only, for the fundanental changes
taking place in ternms of inter-penetration of national econonm es, the enmergence
of multi-polar econonmic centres of power and the new technol ogi cal revolution
woul d further strengthen interdependence. However, toolittle attenti on was bei ng
paid to its inplications for the deep-seated problem of poverty. The
i nternational community had been preoccupied with the macroecononi c aspects of
econom ¢ growth on the assunption that this would trickle dow to the poor. But
this trickle-down process had not worked satisfactorily. An underlying cause
of the devel opnent crisis was the contraction in external financing and the
deterioration of the external environnment. |nappropriate policies of debtor
countries mght have contributed to the debt crisis but the resulting drop in
i nvest ment and capacity had created i nbal ances in the tradi ng systemand put the
entire financial system under great stress. A conprehensive approach to this
probl em was required.

80. East Asian experience had shown that nodernization of traditiona

t echnol ogi es conbined with econonmic reforns to raise the productivity of the
i nformal sector could encourage the passage to a free narket econony. But in
linking rural areas to the nodern sector it was necessary to go beyond the
conventional approach. It was the pursuit of sound econonic policies that had
enabl ed the countries of East Asia to register investnment rates in the range of
30 to 35 per cent of GDP and doubl e-digit annual rates of econonmic growh. High
grow h, in turn, nmeant high | evel s of enploynent, a sharp reduction in poverty,
and substantial budgetary resources to invest in education and health, and in
needed infrastructure. The private sector was the principal engine of growth

State intervention being limted to areas where the narket failed to function

81. Whi |l e the East Asian econonies pursued policies geared to econonic self-
reliance, they had al so benefited from expandi ng markets. Wth the stagflation
of the 1970s, these markets had | ost their buoyancy but they still offered

significant opportunities for enmergent second-tier newy industrializing
econom es in East Asia. Subsequently, the international econom c and trading
environnent had made it nore difficult for small countries like Sri Lanka to
enul ate the export-oriented growh experience of East Asia. Consequent |y,
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regi onal economic cooperation was vital if Sri Lanka was to achieve rapid
economi ¢ growt h.

82. The representative of Mexico said that, in the wake of UNCTAD I X, it was
clear that a new gl obal strategy for devel opnent was now required, taking into
account the growing trend towards inbalances and inequalities in both the
nati onal and the international arenas. dobalization and liberalization did not
constitute per se a conprehensive recipe for devel opnent problens, and they
should be further analysed in order to pave the way for coordinated policy
actions in fields such as trade, technol ogy, and poverty.

83. The |l essons to be drawn from the East Asian experience deserved further
reflection, in view of the fact that nowadays nany of the exogenous and
endogenous factors which had nade possible these countries' rapid devel opnent
were no |onger present. The Uruguay Round Agreenents now forbade many
i nterventionist policies applied successfully in East Asia. Moreover, saving
and i nvestent rates i n nost devel opi ng countries were far fromthe record | evel s
achieved in that region, probably owing to deeply enbedded cultural
characteristics and to countries' specific peculiarities. Full allowance should
be made for such differences in drawing | essons fromthe East Asian experience
for policies el sewhere. These rermarks were in no way i ntended to denigrate the
Trade and Devel opnent Report, whose analysis of successful devel opnent
experiences in East Asia was probably useful for |ess advanced countries in the

same continent. But it would be of great interest for Latin Anerican and
Cari bbean countries if a new study were undertaken by UNCTAD, focusing on
successful devel opnment experiences in their region. Finally, it should be

stressed that, if devel opnent in the South were to be export-Ied, market access
in the North had to inprove, especially in the area of phasing out non-tariff
barriers.

84. The representative of Thailand expressed concern at the increasing
disparity within the international comunity. Al t hough the Uruguay Round
Agreenents had marked a turning point for the international trading system not
all countries were benefiting from the process of globalization and
liberalization and there was a risk of further margi nalizati on of sone countries.
At the same tinme, he was encouraged by the inproved growh performance of sone
devel opi ng countries and their increased dynam smin world trade, but the problem
now was how to sustain this performance and to include all devel opi ng countries
init. Drawing on the |lessons fromthe experience of East Asian countries was
hel pful in this regard. The Trade and Devel opnent Report rightly observed that
government intervention and nmarket forces were conpl enenting each other in these
countries. But, as in all success stories, there had been mi stakes from which
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one could learn as well. In particular, developing countries needed to | ook
at the qualitative aspect of devel opnent, rather than confining their attention
to quantitative economic growmh. Policies to alleviate poverty, environnental
protection, and nmeasures to ensure an equitable income distribution and the
devel opnent of human resources were required to sustain econonmic progress. In
this regard, he drewattentiontothe priorities in his country's Ei ghth Nationa
Pl an. However, domestic action and policies were not sufficient to sustain his
country's economi c performance, and regi onal economni c cooperati on was i nmperative
to enable it to conpete in an increasingly conpetitive world. The ASEAN free
trade area was schedul ed to be i npl enented by the year 2003. Thi s woul d unl eash
the potential of its nenber countries and stinulate the conparative advantage
of Sout h- East Asia. Moreover, the ASEAN countries were trying to encourage ot her
countries in the region to participate in the region's dynanm c devel opnment
t hrough infrastructural |inkages and subregi onal cooperation activities.

85. The representative of the Republic of Korea identified the follow ng
cruci al conmponents of the East Asian devel opment experience: political and
economi c stability, which could only be fully ensured by sound donestic
governance; an export orientation with export pronotion; capital accurulation
fi nanced bot h donmestically and fromabroad; the upgradi ng and i nportation of new
t echnol ogy and t he devel opnent of overseas marketing skills; bal anced enterprise
devel opnent; and hunan resource devel opnent, at the |l evel of both skilled workers
and advanced education. Trade and i nvestnment constituted the cornerstone of al
efforts towards sustainable devel opnent. He agreed with the analysis in the
Trade and Devel opnent Report that in nbst East Asian countries the State provi ded
a necessary conplenment to, and sonetinmes corrective influence on, the narket.
In the Republic of Korea, the inpetus for developnent had been generated
internally, but the attraction of FDI as a renmarkably effective instrunment for
providing the basic necessities of econonic developnent should also be
recogni zed. FDI provided a package whi ch included the transfer of technol ogy,
the promotion of production and managerial skills, manpower training and trade
pronmotion. However, as stated in the Report, donestic technol ogical capabilities
shoul d be conpl enmented by a sel ective approach to FDI

86. The scope for pursuing export-oriented policies had been broadened by
recent changes in the world economc environnent. d obalization and
i beralization, technol ogical advances, nobility of factors of production, and
econom es of scale all provided potential sources of growh fromsuch policies,
whi l e the conclusion of the Uruguay Round had increased security of access for
exports. But globalization also threatened to increase the narginalization of
some devel opi ng countries. Experience sharing anong devel opi ng countries shoul d
be encouraged in order to pronote inclusion of all countries in these benefits,
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and the Republic of Korea would continue to assi st devel opi ng countries to that
end.

87. The representative of the Russian Federation, expressing his support for
UNCTAD' s nore active involvenent in the issues of globalization and
liberalization, attributed special inportance to activities designed to overcone
the threat of narginalization of the LDCs and to facilitate deeper integration
of transition economies intothe world econony. Liberalization and gl obalization
were causing international trade to beconme an increasingly inportant factor in
econonmic growth, the full potential of which could be realized only through
i mproved access to markets, if necessary by overcom ng protectionist barriers.
The openness of the Russian econony enabled all trading partners to participate
on an equal footing. However, the residual discrimnatory elenments in the trade
policies of major trading nations vis-a-vis economes in transition were stil
a matter of concern and seened inadmissible in a world characterized by
liberalization and gl obalization. Recalling that Gener al Assenbl y
resolution 50/795 had underlined the inportance of the full integration of
transition econonies into the world econony, he argued that this process shoul d
be acconpanied by a w dening of UNCTAD s nmandate in the field of technical
assistance to these countries, which would cover, inter alia, their accession
to WO

88. The Russi an Federation was in the process of creating a conpetitive market
econorny. Its policies of macroecononic stabilization and the creation of
conditions for growh were starting to bear fruit. Thus the nonthly rate of
inflation had decreased to 1.9 per cent, while the decline of industrial
producti on had bottonmed out. There were also signs of growth in real incones,
and further strengthening of the legal system was taking place. The annua
growm h of foreign trade had reached 10 per cent against a backdrop of the
abolition of export tariffs and licensing. Inport tariffs were the country's
only remaining instrument for regulating trade. An inportant indicator for the
econony's openness - the share of inports in retail trade - had surpassed
50 per cent. The Russian Federation was currently pursuing freer trading
relations with other CI'S countries, and wi shed to develop its trade with ASEAN

89. He agreed with the bal anced analysis in the Trade and Devel opnment Report
of the potential role of the State in redressing the failures and excesses of
mar ket nechani sns. The East Asian devel opnent paradi gm was conpatible with

mar ket forces but not driven by them The growmh of the countries in the region
also pointed to the role which could be played by regional cooperation
Countries like the Russian Federation had nuch to | earn fromEast Asian exanples
of governnent policies for fostering industrialization, attracting FDI,
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transferring technol ogy, and encouragi ng the devel opnent of an entrepreneuria
class. At the sane tine, he would have liked to see nore discussion in the
Report of the relation of the East Asian experience to globalization
i beralization and interdependence, and of the applicability of the East Asian
nodel in the aftermath of the Wuguay Round, as a counter-bal ance to the detail ed
anal ysis of the past successes in this region. In its further work on this
i ssue, UNCTAD shoul d take account of the practical needs of its constituents.

90. The representative of Cuba cautioned agai nst any under-estimation of the
speci fic circunstances and factors faced by policy-nakers indifferent countries.
Many of the findings in the Trade and Devel opnent Report left little roomfor
optimsm Wrld economic gromh was slow, with no conprehensive structura

solution in sight, and the external debt of devel oping countries continued to
nmount . ODA and credit flows to the developing world were much |ower than
15 years ago, although population had doubled in the neantime. The econonic
mracles forecast inthe 1980s by neo-1li beral econonists were nowhere to be seen

and the concentration of wealth and the North-South divide remai ned extrene.

91. The Cuban econony, in spite of daunting obstacles, was experiencing a
recovery as a result of the inplenentation of structural reforns. After the
serious crisis caused by the coll apse of Cuba's major trade partners, which had
led to a fall in GOP of 34 per cent between 1989 and 1993, the econony had
started to grow again in 1994. CDP growth had been 2.5 per cent in 1995, and
9.6 per cent in the first half of 1996. The budget deficit was expected to be
contained at 2.5 per cent of GDP, and the Cuban peso had recently strengthened.
Most agricultural enterprises had been transformed i nto cooperatives. Amllion
tourists were expected to visit the country in 1996, and foreign exchange
receipts fromtouri smwould anount to al nost 40 per cent of the total of such
recei pts. These results had been achieved in the absence of mass unenpl oynent
or cuts to basic social services.

92. The pronotion of foreign investnent constituted a central tenet of the
Cuban reformstrategy. Eighteen reciprocal international investnent agreenents
had been reached so far, and another 25 were being studied or negotiated. New
nmeasures providing incentives for the devel opnment of free econom ¢ zones and
i ndustrial parks were being inplemented. Twelve foreign banks and 660 foreign
busi nesses were now active in Cuba. However, Cuba was aware that its situation

was still difficult. The United States of Anerica had recently enacted the
Hel ms-Burton law in order to stemthe growing flow of foreign investrment into
Cuba. This was a clear exanple of unilateralism and an attenpt to inpose
extraterritorial jurisdiction. The international community had severely

condemmed this law, which constituted a challenge to the nultilateral trade
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system and was inconpatible with several Articles of the WIO Agreenent.

93. representative of Canada expressed consi derable interest in the di scussion
of the East Asian devel opnent experience in the Trade and Devel opnent Report,
but thought that the particular circunstances of countries would require
variation in the policy fornulas appropriate to their devel opnent. Neverthel ess
there were comon el ements in the experiences of recently successful countri es,
such as a stable macroecononic environnent, a proper |egal franework, good
governance, and enphasis on trade. She felt that the Report still placed
excessi ve enphasis on issues that were not central to those areas where UNCTAD
coul d have a significant devel opnent inpact. Wile this mght be due to the fact
that UNCTAD | X had been held fairly recently so that sone of the anal yses in the
Report had predated the Conference, she was | ooking forward to seeing the nore
focused approach of the agenda agreed at UNCTAD | X refl ected i n next year's Trade
and Devel opment Report.

94. The representative of Australia conplinmented the secretariat on its
anal ysis of factors contributing to dynamic growth in East Asia and noted that
t he Trade and Devel opnent Report 1996 pointed to the inportant role in the growh
of economies in the region played by the rapid expansi on of exports of |abour-
i ntensi ve manufactures to naj or devel oped countries. She felt that replication
of such a strategy would be difficult for Pacific island and other devel opi ng
countries lacking a devel oped manufacturing base, and the pronotion of other
comodities for export, selected on the basis of conparative advantage, m ght
be nore an appropriate to their devel opnent strategy. Mutual Iy reinforcing
regi onal trade and investnent |inkages, a subject to which the Report perhaps
gave insufficient attention, featured prominently in the successful growth of
East Asian countries, but it had to be asked whether these factors too could be
replicated el sewhere. It was necessary to consider also non-economc factors
that had an inportant bearing upon the success or failure of devel opnent
strategies. Prevailing social conditions, for exanple, were also of critica
i mportance, as was the degree to which basic needs were net by the governnent
in the areas of health, education, water supply, sanitation and housing. O her
studies, such as the Wrld Bank's East Asian Mracle, had enphasized the
considerable public investment made by East Asian countries in health and
education, which was critical in building a strong base of human resources.

95. The representative of the International Mnetary Fund said there had
recently been substantial progress regardi ng gl obal stability and growth. Wrld
econom ¢ and financial conditions were generally satisfactory, and the outl ook
was favourable. Many industrial countries had conme cl ose to achieving effective
price stability. 1In developing countries there had been a continuation of solid




TD/ B/ 43/ L. 2/ Add. 2
page 9

growm h, albeit unevenly distributed across regions. Africa' s performance was
encouragi ng, with gromh in 1996 and 1997 at the highest levels in tw decades.
In the transition economes, activity was projected to stabilize in 1996 after
five years of decline. The volune of world trade continued to expand, while
trade and financial |iberalization were progressing. There had al so been a
rebound of private capital flows to devel opi ng countries, and the exchange rates
of the mmjor currencies had been brought nore closely in line with economc
fundanent al s.

96. After comrendi ng the di scussion in the Trade and Devel opnent Report of the
external debt situation of developing countries, he gave an updated review of
the initiative under way in IM- and the Wrld Bank regarding the situation of
heavi |l y i ndebt ed poor countries. The Interimand the Devel opment Conmittees had
fully endorsed the proposals of the Managing Director of | M and the President
of the Wrld Bank, and had urged the two institutions to inplenment themquickly.
The proposal s set out the role to be played by the different actors - the debtor
countries, the bilateral creditors of the Paris Cub as well as non-Paris-C ub
countries, comercial creditors, and multilateral creditors including the Fund
and t he Bank.

97. Referring to the discussion in the Report of factors affecting
international capital flows and of policies in this area, he said that, while
exchange controls in such fornms as restrictions on credit operations between
residents and non-residents and on non-residents' access to donmestic financia

mar ket s coul d have an inpact on the overall volune of capital novenents as well

as on the allocation of capital between portfolio and direct investnent, UNCTAD
seemed none the less to over-estimate the usefulness of such measures in
containing capital inflows. It was not obvious that such controls had succeeded
in containing liquidity growh. In any case, appropriate policy adjustments
shoul d play a central role in supporting the tenporary use of controls. Wile
portfolioinvestnments by non-residents had risenrapidly in many countries, these

m ght prove highly volatile. It would be of interest to identify the role of
macr oeconom ¢ factors in explaining these flows, and in determning the
i kelihood of their reversal. Capital inflows mnmight also increase the burden
on the donestic banking system resulting in greater fragility and thus giving
rise to the need for strengthening the regulatory framework for banks. |ssues

regarding policies towards the capital account were of increasing interest to
several international bodies. The IM- would continue its analysis of capita
fl ows and exam ne possible changes in the Fund's Articles.

98. The representati ve of the International Confederation of Free Trade Uni ons
(I CFTU) said that in the discussion of the successful devel opment experience of
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East Asian countries so far the framework of econom ¢ policy had received nuch
attention but the institutional and socio-political factors affecting the
responsi veness of economni c agents to governnent policies and i ncentives had been
negl ect ed. The effectiveness of econonmic policies depended also on the
interaction between government and THE civil society and variation in this
effecti veness among countries reflected differences in their stages of
devel opnent and soci al structures. This was why structural adjustnent progranmes
in Africa and el sewhere had fallen short of expectations. The programes had
been based on the incorrect assunption that devel oped nmarkets already existed
in these | owincome countries.

99. In sone East Asian countries denocracy had conme |ate, and there had been
repressi on of basic human and trade union rights. Wile such authoritariani sm
on the political front should not be replicated in other devel opi ng countri es,
t he East Asi an experience did showthe positive rol e which governnents coul d pl ay
i n devel opnent by providing not only a good macroecononi c environnent but al so
policies giving appropriate i nportance to agricul ture and basi c soci al services,
as well as to the establishnent of effective and secure financial systens. In
these countries, education and training had contributed to enhancing the
productivity of investment, facilitating the transfer of advanced foreign
t echnol ogi es, and the buil di ng-up of an efficient admnistration. Stability was
a major precondition for long-terminvestnment of any kind, but such stability
shoul d be achi eved through denocracy, which provided nore reliabl e safeguards
of accountability, responsibility, and concern for people's welfare. A nore

equal inconme distribution could also contribute to faster growmh. [If FD was
to generate lasting benefits, it was necessary tolink it as closely as possible
to the donestic econony. |In the design of appropriate devel opnment strategies

it was necessary to take account not only of country-specific conditions but al so
of the fact that the internati onal econonic environnent today was different from
that of 30 years ago.

100. The representative of the Third Wrld Network largely agreed with the
overall thrust and conclusions of the analysis of the East Asian devel opnent
experience and its applicability to other countries in the Trade and Devel opnent
Report, but doubted whether developing countries possessed adequate policy
autonony in the post-Uruguay Round era to take advantage of the benefits of
gl obalization for effective devel opnent. In this regard, assessnents of the
out come of the Wuguay Round at a recent seminar organized by the Third Wrld
Net wor k had indicated that the WIO Agreenment was unbal anced and asynmetric in
that the benefits for developing countries of the new trade order were stil

uncertain, while the costs were i medi ate. @ obalization was seen by the public
as generating increased wealth for a limted nunber of people in a small nunber
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of countries and marginalization for the vast majority in both devel oped and
devel opi ng countri es. This was creating very large - and politically and
socially unacceptable - inequities within societies and anong countries.
G obal i zation could offer benefits to countries which integrated into the world
econony, but only if the asymmetry of the rules of the gane in the areas of
trade, nmoney and finance was rectified. UNCTAD was best positioned to provide
an obj ective anal ysis of the i npact of gl obalization, givenits focus on economc
devel opnent .



