Economic Co-operation Among Developing Countries
Status and Prospects
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Since the 1950s at least the states in Asia, Africa and Latin America_, most ¢
which were newly independent, have been existing with a great deal of viilnerabilit

homogeneous (in terms of size, level of development, population, income per capita
socio-economic systems, and natural resource base), it cannot be denied that these
countries share common characteristics (e.g. politically subjected, culturally attacked
and economically exploited). Partly due to these common characteristics an in
creasing number of states shared a sense of vulnerability and began to come togethe
to explore the possibility of acquiring greater strength through collective action.. One
early initiative in this direction was the creation of the Non-Aligned
Movement in Belgrade in Septembér 1961. This effort was first pursued in the
political sphere, through a policy aimed at the preservation of political independen ce
in an environment in which countries were expected to side with one of the two
Superpowers®, When the political objectives lost some of their urgency by the end of
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arrangements, and trade finance. While the principle of financial co-operation ha
found extensive political support through resolutions in the Non-Aligned Movemen
(e.g. those issued in New Delhi at the summit level early in 1983) and in the acti
programmes of the Group of 77 agreed upon in Mexico City (1976) and Caraca
(1981), achievements in implementation have been fairly modest!?.The formation o
sub-regional and regional clearing arrangements has been among the earliest forms g
such oo-operal:ionl.1 The following eight clearing arrangements have been set up: Th
Central American Clearing House (CACH) in 1961; the LAFTA' Payments ani
Reciprocal Credit system in 1965; the Union for Multilateral Payments Arrangement
of Regional Co-operation for Development (RCD) in 1967; the Asian Clearing Unio
(ACU) in 1974; the West African Clearing House (WACH) in 1975; the CARICO)
Multilateral Clearing Facility (CMCF) in 1977; the Monetary Arrangement of
Economic Community of the Great Lakes Countries (CEPGL) in 1978; and the Cen:
tral African Clearing House (CAFCH) in 1979. :

While it is notable that no default has been recorded in any of the arrangement
and member central banks have fulfilled all their obligations in most of thesg
arrangements, progress has been rather slow in relation to the growing volume o
trade. In addition, the various arrangements have not forged operational links. The
share of transactions channelled through clearing arrangements in total respective in:
tra-regional or intra-sub-regional trade varies quite substantially from 95-98 per cen
in the case of CACH, 85-90 per cent in ALADI, about 80 per cent in CARICOM,
only 10-20 per cent in the case of ACU

Credit arrangements have also been designed to provide short-term and
medium-term balance of payments financing to member countries. There are fi
credit arrangements currently operating in developing countries: the Centra
American Stabilization Fund (FOCEM, 1969); the Santo Domingo Agreement (1969,
but radically revised in 1981); the Andean Reserve Fund (FAR, 1976); the Arab
Monetary Fund (AMF, 1976); and, the ASEAN Swap Arrangement (1977). Two of
them, AMF and FAR, are institutionally constructed as reserve funds, with capital

contributions from member countries transferred from their official monetary reser-

ves. FOCEM is financed by contribution from member central banks, but it has no

legal status as an independent institution. The Santo Domingo Agreement consists of
a set of credit lines which do not require paid-up capital contributions, while the;

ASEAN arrangement is a short-term swap facility with a simple structure. One issu e
which does not seem to be resolved in these credit arrangements is how to approach
the question of conditionality and structural imbalances in the context of economic
policy pertaining to long-term development objectives and ECDC objectives. ;
Trade financing arrangements have often been discussed, mainly in the context
of manufactumfi exports. Existing regional facilities include the Inter-American
Development Bank (IDB), Latin American Export Bank (BLADEX); Islami¢
Development Bank (ISDB); and the Andean Trade Financing System (SAFICO). The
area of operations of most trade finance arrangements have largely limited the scop
of their operations to Latin America, have tended to favour countries which already
have a reasonably developed commercial banking system and have not been able
provide substantial interest subsidies which exporters in the North receive from thei
export credit institutions'? _
In the area of development finance, the co-operative efforts in the Third World
have resulted in the creation of sub-regional development institutions (e.g. the
regional development banks). In the course of the 1970s a new important source of
finance emerged in the form of development funds and institutions established
14
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.ans in the existing structure of financing. These gaps have persisted partly
L thet k;}:; North does not seem to have changed their practices adeq uatgl‘y an.d p?rt-
ll)\?(‘;;::zemse the South has not succeeded.in influencipg criti?al d(;ci;mns‘m Ln%
ternational monetary and financial institutions. ECDC in t.he flelc(li [6) ?n:ncenr:;er:lt
focus on these gaps if the South is to become. more self-reliant an an in epe.n i
participant in a more equitable excl;]angfell\Vltl'\n;h:NI:;(snjth. The main gaps 1
resent finana structure are in the followl : ’ :
(l:)i;(e);]r‘x( Q’Zﬁk:::fsof the surplus and deficit dével‘oping countries, includmg.a pl"O]e.Ct
identification and development facility. Such joint vent.ures would cover industry,
agriculture, mining and infrastructure. This opgratlon may be v1ewedd z}(s)i:t
““South-South IFC”'® involving itself.eitheras a direct investor l'n approved ) X
ventures or as a broker bringing together various sources of finance while no
engaging its own funds directly. By. contrast with the IFC, h.owever, the
proposed institution woudl view its investments as long term in nature, a
publicly owned and run nolding company'®

(b) Energy Investment is another area where financing has not been forth(f:'(;;n;;:g
to cope with the magnitudé of the energy problem. The proposals to fi he
financing gap in the field of ¢nergy exploration and de'velopme.nt of.altgrna.tlve
sources of energy has been discussed at the level of thfe international institutions
(e.g. the World Bank) without much success. Establlshn}ent of a'South-South
facility to promote exploration and development of energy in the Third World has
been proposed in an attempt to fill the gap.

Export credit financing, guarantee and insurance is an im.portgnt element
for the expansion of Third World intra-trade. However, dlsculssmns intended to
prove the need for international public financial support of exports have not
vielded any appreciable results. The bulk of this type of financing has been left to
bilateral arrangements or to individual exporters. This has tended to favour
North-South trade rather than South-South trade. Similarly, the efforts made by
UNCTAD to establish an international credit guarantee facility for ('apiFal. goods
have not been successful. What is now needed is to fill this gap by pro'\/ldl?g ex-
port finance, guarantees and insurance to meet the demands of potential South-
South trade opportunities?°.

(d) Commodity Finance . The failure to conclude adequate.e infiividual L.'()mm()d;:y
agreements calls for another appr()gach, that is, financial intervention at the
1




producers’ end or on the market, supported by standby supply controls. On this
front, large-scale mergers of commodity trading and financing firms in the North

are already taking place. This trend in itself calls for a response on the part of
developing countries in order ot cope with it Commodity finance in this area is i

intended to be supportive of, rather than conflicting with, the operations of
the Common Fund.

(e) Assistance to Regional Credit (reserve) Arrangements would be an im- |

portant supplement to export credit and commodity finance. This would provide

assistance from a central source to credit arrangement among developing coun-
tries. There are now five such arrangements covering 42-developing countries with

only one involving regional reserve pooling?! It is being proposed that
developing countries should consider creating a Common Stabilisation Fund
(CSF) by merging a certain proportion of their own resources with external capital
in order to increase the aggregate resources. It is important that conditionality to
be attached to CSF loans be geared to promoting regional economic co-operation
programmes and their implementation. Furthermore, the availability of such
balance of payments facility associated with regional co-operation schemes should
be made to facilitate new initiatives in the field of financial co-operation among
developing countries.

(f) Payments Arrangements for oil imports is probably difficult because of the
position of most OPEC countries that concessions may result in spoiling the
market. Yet it is a gap which needs to be filled in order to cope with the
magnitude of the oil crisis and its effects especially on the oil-importing

developing countries.
Trade / ’ y
Trade among developing countries is taking place in an environment where

trade among developing countries themselves accounts for only a quarter of
their total exports (and imports), the GATT principles are being eroded by the in-
creasing protectionism in the markets in the North, and where there is a tendency
towards the intensification of inter-developing countries trade relative to their
trade with developed countries especially in the 1970s. The share of trade among
developing countries in world trade increased from 3.5 per cent in 1970 to 6.9 per
cent in 1980. Between 1970 and 1978 the share of exports of developing countries
represented by intra-South trade increased from 19.8% to 23.9 % of their total
export?. This share continued to increase to 26.4 per cent in 1981 and 28.6 per
cent in 198223, About half of this intra-South trade was inter-regional trade, the
other half was intra-regional trade. The inter-regional trade, however, has tended
to increase faster in the 1970s, its share rising-from 27 per cent in 1970 to 47 per
cent in 1978 (including fuels). If fuel is excluded, the corresponding percentages
are 25 and 33 respectively?:.

In 1980, reliance on the regional market was greatest for developing America,
where 78 per cent of all exports (including fuel) to developing countries weént to
the same region. The corresponding share is 65 per cent for South and South-
East Asia and in the case of Africa, it is only 21 per cent. If mineral fuels are ex-
cluded the figures change to 71, 62 and 50 per cent ‘respectively?®,

Intra-South trade has increased in the field of manufactures with their share *

rising from 25.6 per cent in 1960 to 48 per cent in 1975 (excluding petroleum). By
1980, the share of manufactured exports had increased further to 55.626,
Within  manufactures the produc't‘ group of machinery and trans-

1t has been most dynamic, increasing its share in intra-South trade

nt in 1960 to 14.6 per cent in 197527, By 1980 this share had reached
Another spectacular increase occurred in chemicals, whose share
—om 2.2 per cent in 1955 to 6.2 per cent in 1970 and 7.2 per cent in 1980.
T preasc t-ml| strialised developing countries increased their share in the total
Phe more m‘( tl'lm(-tures from 62 to 77 per cent, while the share of the least developed
port‘.c“t mjllmul, The share of Africa in trade in manufactures among developing
eountrics (l(;:»(-lined from 16.4 per cent in 1970 to 3.1 per cent in 1980. The bulk
.umr“:: aansion of manufactured exports, however, is accounted for by a handful
:ﬁ, til:,i]il\:iihlal developing countries??,

i Although the experience of intra-Sou th trade has shown encou'ra.ging si'gns there

Ahg(;u'l('tx‘ which call for speci ic policy measures to promote this trade. 1'f the full
arf; j)yti'xl for this expansion is to be realised. Such obstacles include traditional and
ﬁ(i::(:.-i(-‘nl North-South links, the infrastructural patterns,the role of tran,snat'ional cor-
porations, balance of payments groblems and the reliance on the North’s con'vertlt?le
currencies as a means of international payment and on the .I\Iort}?-.cont.rolled fmanC}al
institutions, and the exhibited inequalities in the (legree ot partlcmatl(?n of cqunt.rles
in intra-South trade with the distribution favouring those countries which are
relatively more developed. .

The South has taken important initiatives to remove these obstacles. In this
context, some recent ECDC priorities in the field of trade have been the project for a
Trade Information System (TIS), the launching of negotiations for the Global System
of Trade Preferences among Developing Countries (GSTP), co-operation among State
Trading Organisations (STOs), and the promotion of multinatio_nal marketing en-
terprises. For example, a number of regional/sub-regional economic co-operation and
integration schemes have engaged in gradual liberalisation of tariff and, 'to a les§er
extent, non-tariff barriers to intra-grouping trade. At least for the five integration
groupings that have effectively exchanged tariff preferences among themselves, there
has been a considerably faster expansion of intragrouping trade than of their total
trade?® Some of the obstacles which have inhibited full realisation of this trade
potential relate to the narrowness of the groups (limited scope for economies of scale
and lack of complementarity in the export structure). These problems are being ad-
dressed in the context of GSTP. The solution to problems relating to the trading in-
frastructure (for example!, inadequate information flows, control of Transn@ional
Corporations) is being sought in the context of TIS, STOs and promotion of
multinational marketing enterprises.

96 per

Agricultural and Industrial Development

ECDC can be sustained if the South generates its own dynamics for self-
sustained growth. This would complement the demand side of co-operation in the
areas of trade and finance.

The alarming growth of food shortages and food imports by the South warrants
co-operative efforts in the field of food and agriculture. It is in this context that
recent studies have advocated collective food self-sufficiency for the South *°. One
Urgent area of co-operation is in food security whereby regional and sub-regional net-
Works of food reserves, infrastructure related to storage and distribution, are being
“Stablished and strengthened. The Manila IPCC (1982), at least, endorsed the
Meeting’s proposal for intensified regional and sub-regional consultations on food

B Secyyj
ty. | '}

17




The spirit of the Caracas programme (1981) in this context is to pay attention o
the potential for joint production. of food and inputs for agriculture. Reference is

made to sharing of various resources such as water resources,
capacity and finance.

The Caracas programme (1981) views industrial co-operation in the context of!
joint ventures, project preparation, information exchange, consultancy services, net-

work building and development of human resources.

The experience of industrial co-operation
operation schemes has indicated conflicts which a
of the benefits accruing to members, inadequate definition of equity, persistance of
tendencies which dominated the process of industrialisation in previous decades and
the neglect of dynamic concepts such as linkages and externalities. Th
may continue to pose a challenge to future ECDC programmes, not o
co-operation but in agriculture, mining and infrastructure.

in specific regional economic co-
rise from inadequate measurement

ese experiences
nly in industrial

LESSONS AND PROSPECTS

The record of ECDC has been riddled with a number of obstacles and problems
in specific areas of co-operation. In this section the problems which appear to cut
across several areas of co-operation are addressed with a view to drawing lessons

which can be useful in forging future links and strengthening co-operation among
developing countries.

The conceptual framework: Development Strategy

The concept of collective self-reliance has gained increasing political and
economic importance for developing countries since the early 1970s. The concept of
self-reliance as a development strategy is built on an entirely different understanding
of development based on indigenous resources and capabilities adapted to
the existing conditions of developing countries. As a general development strategy,
self-reliance calls for delinking from de

strengthening links among developing countries (e.g. trade flows, financial flows,

technology transactions). This strategy presupposes the mobilisation of domestic
capabilities and resources to meet the basic needs of the people in these countries.
Collective self-reliance could be sought in two directions. First, through mutual
assistance among developing countries. Second, by modifying the international
division of labour between the North and the South in the direction of a reduction of
inequality. In this sense, the concept of collective self-reliance indicates the strong
interdependence between domestic socio-economic development, developing coun-

tries mutual co-operation and the struggle for their international economic eman-
cipation.

Collective self-reliance, however, is not a substitute for individual country self-
reliance. On the contrary, it is a new way of extending, accelerating and deepening,
through mutual help, efforts for decreasing the dependence of each one of the par-
ticipating countries. In this context, a development strategy based on self-reliance
requires a close link of activities in the implementation of the development process at
various levels, that is, national, sub-regional, regional and inter-regional level. The
development efforts at the various levels need to be supportive of each other. One of
the major problems facing ECDC efforts at the various levels is the absence of this
kind of supportive link. There are indicﬂzons that sub-regional and regional co-
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Bolitical support.

IPolitical Support

has been noted by the Third World Forum, t.he common factors (past
AS o .onomic and cultural dependence) which justify the concept of the
eol(_)n lsH““«T'] :I\'() provide the essential basis for Third World solidarity. One role of
" \‘Vm ;1 (w;-operation is to strengthen this solidarity and eventually overcome
SOU('hhﬁfmltl (-(()ntradicti()ns of the South and the divisive forces they generate. YeF a
th.&‘l."“'l % olitical consensus is needed to ensure that the South ?o-()peratlve
-y mt ps coherent and effective. This minimum political consensus is necessary
'1710;1'11:::”}']» is to effectively share a common view of development. In order t? raise
g1teliul of political support the Third World Forum has suggested th:t,]a;(;u::;
South commission be set up to investigate the conceptual base', th(ls potetl)] tlcheq e
constraints of South-South co-operation, segk ways of ovexicomu:igbo ts it};a Vie“:
make proposals for action and promote them in public and private teaﬁde ;Nmplement
to persuading Third World political leaders andothers to suppor
South-South co-operation®*

The Question of Theory

Most of the economic co-operation and integration schemes .adogted c;(r;
developing countries have largely beenreplicas.ott th'e schemes -knowndmt: \;anand
market economies. These schemes suffer from hmlta.tlons of foreign trade theory il
models of integration designed for, and experienced in, advam.:ed ma.mrket econz)t: S
As a useful lesson it can be noted that, like several other theories whlgh are not tran

ferable from developed market economies to the context of developlng ;laconor(;ue(s)%

there is need to develop an alternative theoretical ‘framewo.rk to gu_xde the mo eAn
operation of developing country economic co-operatlop.and integration schemes. iy
alternative framework will be necessary even in specific areas such as fmaml:e‘ v(\ifl :
respect to conditionality in lending. Among the issues which need to be clarified a
the theoretical level the following may be mentioned:

(a) The placeof deliberate planning of economic integration through J(.)mtt. en-
deavours; for example, in production, trade, tran.sport ar.ld communications.
(b) How to incorporate dynamic factors in the optimisation in sectoral program-
ming. : ; ' :
{¢) How to check the tendencies which have hlstorlcally determlned. the develop
ment process, i.e. use economic co-operation to liquidate economic dependency
relationships. ! i
(d)  Determination of equity of the distribution of benefits and c(?sts of co-gpera', ;
(e) Working out a harmonious development process at ‘natmnal, suh-reg;omts
regional and inter-regional levels so that development efforts at all these leve
support each other. s
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i (f) Clarification of the role of macro and-micro-level efficiency in operations of co

operation schemes.

Need for Broad Participation

ECDC operations have often been confined to inter-governmental institutions
leaving out the important non-government communities such as the business sector,
the mass media and the system of professional associations. The Third World
Forum®® has identified three areas where effort could be concentrated: |

(a) Research on basic concepts: This entails mobilisation of Third World researchf'
institutions and networks to ensure a coherent conceptual base for all aspects of
the programme. l’

(b) Business and Banking: A sustained effort of education and information is

necessary to persuade private and public business people, bankers and con-
sultants in the Third World of the economic potential and the wider political
significance of collective development efforts. This would convince these people

that their activities contribute to a bigger cause (ECDC), in addition to earning |
money. The important role which these groups play in national economies must ,

be reflected in sub-regional and regional co-operation schemes.

(¢) Culture and communication: Cross-cultural/artistic exchange should be en- |

couraged in an effort to make the Third World learn to THINK SOUTH. Essen-

tial to the success of cross-cultural communication efforts is the existence of an

adequate communication infrastructure which is inadequate in the South.

Institutional Framework

Having accepted the principle of carrying out ECDC, a major question which |

arises for implementation is the required institutional framework.

(a) Third World Secretariat. One major institutional aspect of the ECDC is the tran- ]
sition of the Group of 77, from a consultation machinery created in UNCTAD I to co-
ordinate the negotiating position of the Third World, to a more comprehensive b
system operating to promote ECDC. The adoption of a resolution on that subject was |

effected at the Third Ministerial Meeting of the group held at Manila in February

1976 followed by the Mexico City conference on ECDC in September 1976. Since |
then the Group of 77 has had to adapt its institutional framework to better respond to
the requirements of ECDC. Action on ECDC requires provision of information, ,
technical support, follow-up and monitoring progress on specific issues. Recognition |

of this fact had prompted the Group of 77 to study the feasibility of establishing a
technical support mechanism, an issue which had been a subject of debate for many

years. In May 1982 the Caracas conference on ECDC decided on the establish ment of v
a mechanism for co-ordination, monitoring follow-up action and evaluation. The

of Assist

B more effective secretariat38,

.nts to the Chairman of the Group of 77 in New York, supported by a special
p ‘77 Account for ECDC” to finance operational expenses and funded
sh voluntary contributions. : .
thrml\t\ihm) such follow-up measures which the Group of 77 has takt?n are a con-
.. ble step in the right direction there are already indications of. the lmportapce of
giderabX In view of the demands of technical preparation for
tions, the need to explore and promote ideas for South-South co-operation
| “'ng conditions, and the need to facilitate and enhance exchange of in-

oy changl A Y .
;md:];tirm there seems to be a strong case for establishing a Third World Secretariat
Or mé ’

linate these activities.

B Group of

to co-orc
(b) Support from the .lnternational Orgal_lisatior‘\s.a;l‘hi/[refi'(:rdf S}iel:t::ﬁlit\’,ogﬂ
~nisations in supporting ECDC has been 1mpressive®’. uch o \
(;;i‘;;]onal Economic Commissions, ITC, FAO, UNCTAD, UNIDO and UNDP, has
aimed at promoting ECDC.
dlll“—;:(iw‘t’er, difl'ifulties have arisen at least i_n two areas. Firstly, the develop(?d
countries have insisted, as a matter of principle, that they §hould have a say in
ECDC matters which are supported by the UN system' to \{vhlc.h they are the main
financial contributors,. Secondly, there have been ‘diftjlcultle.as in extending support
for joint marketing operations of developing countries in their primary expo.rts. The
UN agencies are in some difficulty if they are called' bo' supporl' r.neetmgs of govern-
ment representatives of a group of countries openly aiming at_ raising export prices in
markets of the countries which are the main financiers of the UN system.
These two areas of difficulty indicate that the main contributors t9 the QN
regular budget have tried to influence ECDC in a direction which does not !eopardlse
their own interests®®, This indicates that relying upon international organisations to
provide support for ECDC activities is risky. In this context, there is a stf'ong case for
undertaking more adequate budgetary organisational arrangements within t.he‘Thlrd
World for . greater South-South co-operation. Budgetary arrangzment.s Yv1th1n t‘he
Third World are especially more urgently needed in the field of .negot.latlons which
have a bearing on the North-South relations and for which the financial support of
the North is more unlikely.

Caracas programme also identified areas of co-operation and elaborated
recommendations on joint action like its predecessors. However, a noteworthy element
in the Caracas Programme is the attention given to measures for its follow-up and im- 1
plementation at the inter-regional level. These measures consist of a series of
technical sectoral meetings to facilitate follow-up on various aspects of the *
Programme and the institution of mechanisms for overall review of implemen tation.
The mechanisms include a limited tecal/l(zlical support machinery consisting of a Core
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