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EMPLOYMENT IN THE 1970's: A NEW PERSPECTIVE

Mr. Chairman,

Ever since you asked me to make a presentation to this disting-

uished forum - on the very dubious assumption that since I was asso-

ciated with Pakistan's economic planning for 13 years, I ought to

know something about employment strategy - I became conscious of a

very deep responsibility. And despite all the gaps in mry knowledge,

I was determined not to let you down. So I went on a feverish search

of all the literature on employment strategy, all the theories and

policy prescriptions that the economists and the practitioners in

the field had to offer. And I came up with some distressing dis-

coveries.

First, it appears to me that we are assembled here to discuss a

problem whose nature and dimensions we simply do not know. I looked

at various estimates of unemployment and underemployment which had

been prepared for the developing countries - even by that distinguished

organization known as ILO - and I was distressed to find that estimates

of 5 - 10% unemployment and 20 - 25% underemployment were tossed around

with a casualness which was simply frightening. There was no agreed

methodology for measuring unemployment or underemployment, no definite

ideas or projections on what had happened in this field in the 1960's

or what might happen in the 1970's, and very poor knowledge about this

"vital" concern even in some of the largest and most affected countries

like India, Pakistan and Brazil.

* This piece has been put together from the transcript of a verbal
presentation made to the plenary session of the 12th World Conference
of the Society for International Development on May 17, 1971 in Ottawa.
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Second, while we knew so little about the nature and dimensions

of the unemployment problem, we suffered from no modesty when it came

to definitive policy prescriptions. The favourite prescription of the

economists - besides doubling or tripling of growth rates - is to

correct the price system, particularly exchange rates, interest

rates, terms of trade between agriculture and industry and prices of

all factors of production. But has this faith in the price system been

tested empirically? When various developing countries corrected their

exchange rates or interest rates at various times, was this followed

by a great surge in their employment situation or merely by better

utilization of capital, larger output and higher labour productivity?

In any event, how large a segment of the econon does the price adjust-

ment affect, when there is a large subsistence sector in these countries

and modern industrial sector generally contributes less than 10% to

total output? No one will dare suggest that price corrections will

not move these economies in the right direction. But are they decisive?

Or do they make only a marginal impress ion on the unemployment problem?

We need far more empirical evidence before we can pass any overall

judgements.

Third, there is a fashion these days to talk about intermediate

technology, something which is supposed to be more labour - intensive

and more suited to the needs of the developing countries than the

technology presently used in the developed world. But were does it

exist? I found very little evidence of it in the developed countries

which have no real incentive for fashioning special technology for the

developing countries and which export a good deal of their technology

under tied assistance. There are no great improvisations going on in
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the developing countries themselves and no major research institutes

devoting their energies to the development of intermediate techno-
*

logy. The only place where I found something resembling intermediate

technology was in Mainland China but there has not been much transfer

of it to the developing countries as China's trade and aid are fairly

limited at present.

Fourth, I found in the literature on employment abundant suggestions

that the developed world should open up its markets to the labour-inten-

sive products of the developing countries. Here, at least, the evidence

is fairly clear. We have detected no impatience on the part of any

developed country to follow this prescription.

Finally, looking at the national plans of the developing countries,

it was obvious that employment was often a secondary, not a primary,

objective of planning. It was generally added as an afterthought to

the growth target in GNP but very poorly integrated in the framework

of planning. Recalling ur own experience with the formulation of Pakis-

tan's five year plans, and I ought to know, the chapter on employment

strategy was always added at the end to round off the plans and make

them look complete and respectable, and was hardly an integral part of

the growth strategy or policy framework. In fact, most of the develop-

ments which affected employment situation favourably, such as the

rural works programme and green revolution, were planned primarily for

higher output and their employment-generating potential was accidental

* I was informed after my lecture that there is a small research
institute in Britain, operating on a shoe-string budget, which
is devoting all its efforts to this subject. I am sorry that
I missed that.
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and not planned. There were endless number of research teams, our own

and foreign, fixing up our national accounts and ensuring 1hat they

adequately register our rate of growth: there was not a fraction of

this effort devoted to employment statistics. Employment objective

has been the stepchild of planning. It has been assumed, far too readily,

that high rates of growth will ensure full employment as well. But

what if they don't? A sustained 6% rate of growth in Pakistan in the

196 0's led to rising unemployment, particularly in East Pakistan.

And what happens if the developing countries cannot achieve high

growth rates of 10% or more that it may take to eliminate unemployment

and are confined to 5 - 6% over the present decade? Should they quietly

accept rising unemployment, and the social and political unrest that

accompanies it, as the inevitable price for not growing any faster?

There were uncomfortable questions of this kind, Mr. Chairman,

which led me to a re-examination of the overall theory and practice

of development. And I found it to be even in a sorrier state than the

literature on employment.

Here we stand after two decades of development, trying to pick

up the pieces, and we simply do not know whether problems associated

with dire poverty have increased or decreased or what real impact the

growth of GNP has made on them. We do know that the rate of growth,

as measured by the increase in GNP, has been fairly respectable in the

1960's, especially by historical standards. We also know that some

developing countries have achieved a fairly high rate of growth over a

sustained period. But has it made a dent on the problems of mass poverty?

Has it resulted in a reduction in the worst forms of poverty - malnu-

trition, disease, illiteracy, shelterless population, squalid housing?



Has it meant more employment and greater equality of opportunitiesl

Has the character of development conformed to what the masses really

wanted? We know so little in this field. There are only a few selected

indices and they are rather disquieting.

A recent study in India shows that 40 - 50% of the total population

has a per capita income below the official poverty line where malnutri-

tion begins. And what's more pertinent, the per capita income of

this group has declined over the last two decades while the average

per capita income went up.

In Pakistan, which experienced a healthy growth rate during the

1960's, unemployment increased, real wages in the industrial sector

declined by one-third, per capita income disparity between East and

West Pakistan nearly doubled, and concentrations of industrial wealth

became an explosive economic and political issue. And in 1968, while

the international world was still applauding Pakistan as a model of

development, the system exploded - not only for political reasons but

for economic unrest.

Brazil has recently achieved a growth rate close to 7% but contin-

uing maldistribution of income continues to threaten the very fabric

of its society.

These instances can be multiplied. There is in fact need for

much more work in this field. The essential point, however, is that

a high growth rate has been, and is, no guarantee against worsening

poverty and economic explosions.

What has gone wrong? We were confidently told that take care of

your GNP and poverty will take care of itself. We were often reminded

to keep our eyes focused on a high GNP growth target as it was the
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best guarantee for eliminating unemployment and of redistributing

incomes later through fiscal means. Then what really happened?

Where did the development process go astray?

1y feeling is that it went astray at least in two directions.

First, we conceived our task not as the eradication of the worst

forms of poverty but as the pursuit of certain high levels of per

capita income. We convinced ourselves that the latter after all is

a necessary condition for the former but we did not in fact give much

thought to the inter-connection. We pursuaded the developing countries

that life begins at $1,000 and thereby we did them no service. They

chased elusive per capita income levels, they fussed about high growth

rates in GNP, they constantly worried about "how much was produced and

how fast," they cared much less about "what was produced and how it was

distributed." The hot pursuit of GNP growth was not necessarily wrong:

it only blurred our vision. It is no use pretending that it did not

for how else can we explain the worsening poverty in many developing

countries? How else can we explain our own pre-occupation as economists

with endless refinements of statistical series concerning GNP, invest-

ment, saving, exports and imports; continuing fascination with growth

models; formulation of evaluation criteria primarily in terms of output

increases? If eradication of poverty was the real objective, why so

little professional work went into determining the extent of unemploy-

ment, maldistribution of incomes, malnutrition, shelterless population

or other forms of poverty? Why is it that even after two decades of

development, we know so little about the extent of real poverty - even

in such "well-planned" economies as India and Pakistan?
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Besides the constant preoccupation with GNP growth, another direc-

tion we went wrong was in assuming that income distribution policies

could be divorced from growth policies and could be added later to

obtain whatever distribution we desired. Here we displayed a misguided

faith in the fiscal systems of the developing countries and a fairly

naive understanding of the interplay of economic'and political institu-

tions. We know now that the coverage of these fiscal systems is gene-

rally narrow and difficult to extend. We also know that once production

has been so organized as to leave a fairly large number of people

unemployed, it becomes almost impossible to redistribute incomes to

those who are not even participating in the production stream. We

have better appreciation now of the evolution of modern capitalist

institutions and their hold on political decision making so that we are

more aware now that the very pattern and organization of production

itself dictates a pattern of consumption and distribution which is

politically very difficult to change. Once you have increased your

GNP by producing more luxury houses and cars, it is not very easy to

convert them into low cost housing or bus transport. A certain pattern

of consumption and distribution inevitably follows.

We have a number of case studies by now which show how illusory

it was to hope that the fruits of growth could be redistributed without

reorganizing the pattern of production and investment first. Many fast

growing economies in Latin America illustrate this point. In P7r own

country, Fkistan, the very institutions we created for promoting

faster growth and capital accumulation frustrated later on all our

attempts for better distribution and greater social justice. I am



-8-

afraid that the evidence is unmistakable and the conclusion inescapable:

divorce between production and distribution policies is false and dan-

gerous. The distribution policies must be built into the very pattern

and organization of production.

Where does all this lead us? It leads us to a basic re-examination

of the existing theories and practice of development. It is time that

we stand economic theory on its head and see if we get any better

results. In a way, the current situation reminds me of the state of

affairs in the developed world in the early 1930's before Keynes shook

us all with his General Theory. Since existing theories fitted none of

the facts in the real world, they had to be discarded. Keynes provided

us with a fresh way of looking at economic and political realities. His

theoretical framework was not very elegant but his ideas had a powerful

impact.

The developing countries today are seeking a fresh way of looking

at their problems. They are disillusioned, and somewhat chastened,

by the experience of the last two decades. They are not too sure

what the new perspective on development should be but, at least, some

of the elements are becoming increasingly clear.

First, the problem of development must be defined as a selective

attack on the worst forms of poverty. Development goals must be de-

fined in terms of progressive reduction and eventual elimination of

of malnutrition, disease, illiteracy, squalor, unemployment and inequa-

lities . We were taught to take care of our GNP as this will take

care of poverty. Let us reverse this and take care of poverty as this

will take care of the GNP. In other words, let us worry about the

content of GNP even more than its rate of increase.
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Second, and this follows from the first, the developing countries

should define minimum (or threshold) consumption standards that they

must reach in a manageable period of time, say a decade. Consumption

planning should move to the centre of the stage: production planning

should be geared to it. And consumption planning should not be in

financial terms but in physical terms, in terms of a minimum bundle

of goods and services that must be provided to the common man to eli-

minate worst manifestations of povertys minimum nutritional, educational,

health and housing standards, for instance. There are two major impli-

cations of this strategy. One, we must get away from the tyranny of

the demand concept and replace it by the concept of minimum needs,

at least in the initial stages of development, since to weight basic

needs by the ability to pay is outrageous in a poor society. It will

only distort the pattern of production and consumption in favour of

the "haves," as has happened in marly societies. Two, the chase of etu-

sive present day Western standards and per capita income levels, which

cannot be reached even over the course of the next century, must be

replaced by the concept of a threshold income which each society de-

fines for itself and which can be reached in a manageable period of a

decade or so.

Third, the concerns for more production and better distribution

should be brought together in defining the pattern of development;

both must be generated at the same time; the present divorce between

the two concerns must end. If pattern of production(and exports and

imports) is geared to satisfying minimum consumption requirements as

stated earlier and to employ the entire labour force, higher production

will itself lead to better distribution.

Fourth, and this is implicit in the third, employment should be-

come a primary objective of planning and no longer be treated as only
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a secondary objective. Let the society regard its entire labour force as

allocable over which its limited capital resources must be spread. Let

us reverse the present thinking that there is only a fixed amount of capi-

tal to be allocated at a particular time and it can employ only a certain

part of the labour force, leaving the rest unemployed, to subsist on others

as hangers on or as beggars, without any personal income, often suffering

from worst forms of malnutrition and squalor. Instead let us treat the

pool of labour as given at any particular time which has to be combined

with the existing stock irrespective of how low the productivity of la-

bour or capital may be. If physical capital is short, skill formation and

organization can replace it in the short run. It is only if we proceed

from the goal of full employment, with people doing something useful at

least even with little doses of capital and organization, that we can eradi-

cate some of the worst forms of poverty. Even the character and pattern of

production changes as Dudley Seers points out in his Colombia Report, since

better income distribution will also mean greater production of those goods

which are less import and capital-intensive and require more labour.

These are only a few elements in the new perspective that is needed

today on development. They are neither complete nor carefully integrated

nor perhaps very original. I offer them only as an invitation to further

thinking. And if some of this framework sounds fairly mad, let me invite

you to study the development experience of the largest developing country

in the world--that of Mainland China. I visited it twice in the last few

years and I must say that I was greatly impressed by its economic perform-

ance measured against ours in Pakistan. It was not obvious to me what the

real rate of growth of China was but it was obvious to me that they had

looked at the problem of development from the point of view of eradication
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of poverty and not to reach a certain prescribed per capita income level.

It appears that within a period of less than two decades, China has eradi-

cated the worst forms of poverty; it has full employment, universal literacy

and adequate health facilities; it suffers from no obvious malnutrition or

squalor. What's more, it was my impression that China has achieved this at

fairly modest rates of growth, by paying more attention to the content and

distribution of GNP. In fact, China has proved that it is a fallacy that

poverty can be removed and full employment achieved only at high rates of

growth and only over a period of many decades. How has it accomplished this?

Of course, its political system, its isolation, its great size, its ideologi-

cal mobilization, all of these have contributed to the evolution of its pat-

tern of development. But are there any lessons to learn, even when we do

not subscribe to its political system? Is there not a practical illustration

here of a selective attack on the problems of poverty, pursuit of a threshold

income and minimum consumption standards, merger of production and distri-

bution policies and achievement of full employment with a meagre supply of

capital? It is no use insisting that these results must have been achieved

at tremendous social and political costs: our people in the developing

countries are often undergoing these costs without any visible economic re-

sults so that they look at the experience of China with great envy and praise.

It is time, especially as China's isolation ends, that there be an objective

and detailed study of its experience in place of the usual rhetoric to which

we have been subjected so far.

In conclusion, Mr. Chairman, let me say that the search for a new per-

spective on development--of which the themes of our Conference, employment

and social justice, are only two facets--has already begun in the developing

countries. Many of us, who are essentially products of Western liberalism
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and who returned to our countries to deliver development, have often ended

up delivering more tensions and unrest. We have seen a progressive erosion

of liberalism, both in our own countries and amongst our donor friends

abroad. And we stand today disspirited and disillusioned. It is no use

offering us tired old trade offs and crooked looking production functions

whenever we talk about income distribution and employment. It is no use

dusting off old theories and polishing up old ideas and asking us to go

and try them again. It is time that we take a fresh look at the entire

theory and practice of development.
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It is tihm to stand development theory oi its headl, siuce a rising growth rate is no
gIarntee against worsening paverty.
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0 Ever since you asked me to make a presentation to countries like India, Pakistan and Brazil.
this distinguished forum--on the very dubious assump- Second, while we knew so little about the nature and
tion that since I was associated with Pakistan's eco- dimensions of the unemployment problem, we suffered
nomic planning for 13 years, I ought to know something from no modesty when it came to definitive policy pre-
about employment strategy-I became conscious of a scriptions. The favourite prescription of the economists
very deep responsibility. And despite all the gaps in -besides the doubling or tripling of growth rate!--is
my knowledge, I was determined not to let you down. to correct the price system, particularly exchange rAes,
So I went on a feverish search of all the literature on interest rates, terms of trade between agriculture and
employment strategy, all the theories and policy pre- industry and prices of all factors of production. But
scriptions that the economists and the practitioners in has this faith in the price system been tested em-
the field had to offer. And I came up with some dis- pirica!ly? When various developing countries corrected
tressing discoveries. their exchange rates or interest rates at various times,

First, it appears to me that we are. assembled here was this followed by a great surge in their employment
to discuss a problem whose nature and dimensions we situation or merely by better utilization of capita!,
simply do not know. I looked at various estimates of larger output and higher labour productivity? In any
unemploayment and underemployment which had been event, how large a segment of the economy does the
prepared for the developing countries-even by that price adjustrent affect when there is a large subsist-
distinguished organization known as the ILO-and I -- -- -

was distressed to find that estimates of 5 to 10% un- Before joining the World bank in April 1970, where
employment and 20 to 25% underemployment were he is presently serving as Senior Adviser to the Eco-
tossed around with a casualness wvhich was simply nomics Department, MAHSUB UL HAQ was Chief
frightening. There was no agreed methodology for Economist of Ole Pakistan Planning Commission and
measuring unemployment or underemployrment, no was closely ossocioaed with the formulation of Paki-

'of'ite ideas or projections on what had happened stan's five-year development plans. He was a principal
in this field in the I 9 60's or what might happen in the speaker a! the SID Word Conference in Ottawa in
1970's, and very poor knowledge about this "vital" May 1977 and 11is article is drawn from his remarks
concern even in some of the largest and most affected at that time.
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ence sector in these countries and the modern industrial was always added at the end, to round off the plans
sector generally contributes less than 10% to total and make them look complete and respectable, and
output? No one will dare suggest that price corrections was hardly an integral part of the growth strategy or
will not move these economies in the right direction. policy framework. In fact, most of the developments
But are they decisive? Or do they make only a marginal which affected the employment situation favourably,
impression on the unemployment problem? We need such as the rural works programme and the green revo-
far more empirical evidence before we can pass any lution, were planned primarily for higher output, and
overall judgments. their employment-generating potential was accidental

Third, there is a fashion these days to talk about and not planned. There were endless numbers of re-
intermediate technology, something which is supposed search teams, our own and foreign, fixing up our na-
to be more labour-intensive and more suited to the tional accounts and ensuring that they adequately
needs of the developing countries than the technology registered our rate of growth; there was not a fraction
presently used in the developed world. But where does of this effort devoted to employment statistics.
it exist? I found very little evidence of it in the devel- The employment objective, in short, has been the
sped countries, which have no real incentive for stepchild of planning, and it has been assumed, far too
ashioning special technology for the developing coun- readily, that high rates of growth will ensure full em-

tries and which export a good deal of their technology ployment as well. But what if they don't? A sustained
under tied assistance. There are no great improvisa- 6% rate of growth in Pakistan in the 1960's led to
tions going on in the developing countries themselves rising unemployment, particularly in East Pakistan. And
and no major research institutes devoting their energies what happens if the developing countries cannot
to the development of intermediate technology.* The achieve the high growth rates of 100/0 or more that
only place where I found something resembling inter- it may take to eliminate unemployment and are con-
mediate technology was in mainland China, but there fined to 5 or 6% over the present decade? Should they
has not been much transfer of it to the developing quietly accept rising unemployment, and the social and
countries, as China's trade and aid are fairly limited political unrest that accompanies it, as the inevitable
at present. price for not growing any faster?

Fourth, I found in the literature on employment There were uncomfortable questions of this kind
abundant suggestions that the developed world should which led me to a re-examination of the overall theory
open up its markets to the labour-intensive products of and practice of development. And I found it to be even
the developing countries. Here, at least, the evidence in a sorrier state than the literature on employment.
is fairly clear: no one has detected any impatience Has Poverty Decreased?
on the part of any developed country to follow this Here we stand after two decades of development,
prescription. trying to pick up the pieces, and we simply do not know

Finally, looking at the national plans of the develop- whether problems associated with dire poverty have
ing countries, it was obvious that employment was increased or decreased or what real impact the growth
often a secondary, not a primary, objective of plan- of GNP has made on them. We do know that the rate
ning. It was generally added as an afterthought to the of growth, as measured by the increase in GNP, has
growth target in GNP but very poorly integrated in the been fairly respectable in the 1960's, especially by
framework of planning. Recalling my own experience historical standards. We also know that some develop-
"ith the formulation of Pakistan's five year plans-and ing countries have achieved a fairly high rate of growth
ought to know-the chapter on employment strategy over a sustained period. But has it made a dent on

the problems of mass poverty? Has it resulted in a
* I was informed after my lecture that there is a small research institute in reduction in the worst forms of poverty- inmalnutrition,
Britain, the Intermediate Technology Group, operating on a shoe-string budget,
which is devoting all its efforts to this subject. I am sorry that I missed that, disease, illiteracy, shelterless population, squalid
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housing? Has it meant more employment and greater thought to the inter-connection. We development
equality of opportunities? Has the character of devel- economists persuaded the developing countries that
opment conformed to what the masses really wanted? life begins at $1,000 and thereby we did them no
We know so little in this field. There are only a few service. They chased elusive per capita income levels,
selected indices and they are rather disquieting. they fussed about high growth rates in GNP, they con-

A recent study in India shows that 40 to 50%1. of stantly worried about "how much was produced and
the total population has a per capita income below how fast," they cared much less about "what was
the official poverty line where malnutrition begins. And produced and how it was distributed."
what's more pertinent, the per capita income of this This hot pursuit of GNP growth was not necessarily
group has declined over the last two decades while wrong; it only blurred our vision. It is no use pretending
the average per capita income went up. that it did not, for how else can we explain the worsen-

In Pakistan, which experienced a healthy growth ing poverty in many developing countries? How else
rate during the 1960's, unemployment increased, real can we explain our own preoccupation as economists
wages in the industrial sector declined by one-third, with endless refinements of statistical series concerning
per capita income disparity between East and West GNP, investment, 'saving, exports and imports; con-
Pakistan nearly doubled, and concentrations of indus- tinuing fascination with growth models; and formula-
trial wealth became an explosive economic and tion of evaluation criteria primarily in terms of output

>litical issue. And in 1968, while the international increases? If eradication of poverty was the real ob-
world was still applauding Pakistan as a model of de- jective, why did so little professional work go into
velopment, the system exploded-not only for political determining the extent of unemployment, maldistribu-
reasons but for economic unrest. tion of incomes, malnutrition, shelterless population or

Brazil has recently achieved a growth rate close to other forms of poverty? Why is it that even after two
70%. but persisting maldistribution of income continues decades of development, we know so little about the
to threaten the very fabric of its society. extent of real poverty-even in such "well-planned"

These instances can be multiplied. There is in fact economies as India and Pakistan?
need for much more work in this field. The essential Besides the constant preoccupation with GNP
point, however, is that a high growth rate has been, growth, another direction we went wrong was in
and is, no guarantee against worsening poverty and assuming that income distribution policies could be
economic explosions. divorced from growth policies and could be added

What has gone wrong? We were confidently told later to obtain whatever distribution we desired. Here
that if you take care of your GNP, poverty will take we displayed a misguided faith in the fiscal systems of
care of itself. We were often reminded to keep our the developing countries and a fairly naive under-
eyes focused on a high GNP growth target, as it was standing of the interplay of economic and political
the best guarantee for eliminating unemployment and institutions. We know now that the coverage of these
of redistibuting incomes later through fiscal means. fiscal systems is generally narrow and difficult to ex-
Then what really happened? Where did the develop- tend. We also know that once production has been so
ment process go astray? organized as to leave a fairly large number of people
Where We Went Wrong unemployed, it becomes almost impossible to redis-

My feeling is that it went astray at least in two tribute incomes to those who are not even participating
directions. First, we conceived our task not as the in the production stream. We have a better apprecia-
eradication of the worst forms of poverty but as the tion now of the evolution of modern capitalist institu-

'rsuit of certain high levels of per capita income. We tions and their hold on political decision making and
.vinced ourselves that the latter is a necessary con- hence we are more aware that the very pattern and

dition for the former but we did not in fact give much organization of production itself indicates a pattern of

1971/4 IDR 11



consumption and distribution which is politically very nutrition, disease, illiteracy, squalor, unemployment
difficult to change. Once you have increased your GNP and inequalities. We were taught to take care of our
by producing more luxury houses and cars, it is not GNP as this will take care of poverty. Let us reverse
very easy to convert them into low cost housing or bus this and take care of poverty as this will take care of
transport. A certain pattern of consumption and dis- the GNP. In other words, let us worry about the content
tribution inevitably follows. of GNP even more than its rate of increase.

We have a number of case studies by now which Second, and this follows from the first, the develop-
show how illusory it was to hope that the fruits of ing countries should define minimum (or threshold) con-
growth could be redistributed without reorganizing the sumption standards that they must reach in a manage-
pattern of production and investment first. Many fast- able period of time, say a decade. Consumption plan-
growing economies in Latin America illustrate this point. ning should move to the centre of the stage; production
In my own country, Pakistan, the very institutions we planning should be geared to it. And consumption
created for promoting faster growth and capital ac- planning should not be in financial terms but in physical
cumulation later frustrated all our attempts for better terms, in terms of a minimum bundle of goods and
distribution and greater social justice. I am afraid that services that must be provided to the common man to
the evidence is unmistakable and the conclusion in- eliminate the worst manifestations of poverty: minimum
escapable: divorce between production and distribu- nutritional, educational, health and housing standards,
'ion policies is false and dangerous. The distribution for instance. There are two major implications of this
policies must be built into the very pattern and organi- strategy. One, we must get away from the tyranny of
zation of production. the demand concept and replace it by the concept of

Where does all this lead us? It leads us to a basic minimum needs, at least in the initial stages of develop-
re-examination of the existing theories and practice of ment, since to weight basic needs by the ability to pay
development. It is time that we stand economic theory is outrageous in a poor society. It will only distort the
on its head and see if we get any better results. In patterns of production and consumption in favour of
a way, the current situation reminds me of the state of the "haves," as has happened in many societies. Two,
affairs in the developed world in the early 1930's be- the chase of elusive present-day Western standards
fore Keynes shook us all with his General Theory. Since and per capita income levels, which cannot be reached
existing theories fitted none of the facts in the real even over the course of the next century, must be re-
world, they had to be discarded. Keynes provided us placed by the concept of a threshold income wh.ch
with a fresh way of looking at economic and political each society defines for itself and which can be
realities. His theoretical framework was not very ele- reached in a manageable period of a decade or so.
gant but his ideas had a powerful impact. Third, the concerns for more production and better

The developing countries today are seeking a fresh distribution should be brought together in defining the
way of looking at their problems. They are disillu- pattern of development; both must be generated at the
sioned,,and somewhat chastened, by the experience same time; the present divorce between the two con-
of the last two decades. They are not too sure what the cerns must end. If the pattern of production (and ex-
new perspective on development should be but at least ports and imports) is geared to satisfying minimum
some of the elements are becoming increasingly clear. consumption requirements and to employing the entire

labour force, higher production will itself lead to better
A New Perspective on Development distribution.

First, the problem of development must be defined Fourth, and this is implicit in the third, employment
as a selective attack on the worst forms of poverty. should become a primary objective of planning and
)evelopment goals must be defined in terms of pro- no longer be treated as only a secondary objective.

gressive reduction and eventual elimination of mal- Let a society regard its entire labour force as allocable;

12 IDR 1971/4



over this force its limited capital resources must be What's more, it was my impression that China ha's
spread. Let us reverse the present thinking that, since achieved this at fairly modest rates of growth, by pay-
there is only a fixed amount of capital to be allocated ing more attention to the cqntent and distribution of
at a particular time, it can employ only a certain part GNP. In fact, China has proved that it is a fallacy
of the labour force, leaving the rest unemployed, to that poverty can be removed and full employment
subsist on others as hangers-on or as beggars, without achieved only at high rates of growth and only over a
any personal income, often suffering from the worst period of many decades.
forms of malnutrition and squalor. Instead let us treat How has it accomplished this? Of course, its political
the pool of labour as given; at any particular time it system, its isolation, its great size, its ideological mobili-
must be combined with the existing capital stock irre- zation, all of these have contributed to the evolution
spective of how low the productivity of labour or of its pattern of development. But are there any lessons
capital may be. If physical capital is short, skill forma- to learn, even when we do not subscribe to its political
tion and organization can replace it in the short run. system? Is there not a practical illustration here of a
It is only if we proceed from the goal of full employ- selective attack on the problems of poverty, pursuit of
rnent, with people doing something useful, even with a threshold income and minimum consumption stand-
little doses of capital and organization, that we can ards, merger of production and distribution policies
, radicate some of the worst forms of poverty. With and achievement of full employment with a meagre
nis goal, even the character and pattern of production supply of capital? It is no use insisting that these results

will change, as Dudley Seers points out in his Colombia must have been achieved at tremendous social and
Report, since better income distribution will also mean political costs; people in the developing countries are
greater production of those goods which are less often undergoing these costs without any visible eco-
import- and capital-intensive and which require more nomic results so that they look at the experience of
labour. China with great envy and praise. It is time, especially
The Chinese Experience as China's isolation ends, that there be an objective

These are only a few elements in the new perspec- and detailed study of its experience in place of the
tive that is needed today on development. They are usual rhetoric to which we have been subjected so far.
neither complete nor carefully integrated nor perhaps In conclusion, let me say that the secrch for a new
very original. I offer them only as an invitation to perspective on development-of which the themes of
further thinking. And if some of this framework sounds our Conference, employment and social justice, are
fairly mad, let me invite you to study the development only two facets-has already begun in the developing
experience of the largest developing country in the countries. Many of us of these countries, who are essen-
world-that of mainland China. I visited it twice in the tially products of Western liberalism and who returned
last few years and I must say that I was greatly im- to our countries to deliver development, have often
pressed by its economic performance measured against ended up delivering more tensions and unrest. We
ours in Pakistan. It was not obvious to me what the have seen a progressive erosion of liberalism, both in
real rate of growth of China was, but it was obvious our own countries and amongst our donor friends
to me that they had looked at the problem of develop- abroad. And we stand today disspirited and disillu-
ment from the point of view of eradication of poverty sioned. It is no use offering us tired old trade-offs and
and not from the viewpoint of reaching a certain pre- crooked-looking production functions whenever we talk
scribed per capita income level. It appears that within about income distribution and employment. It is no use
a period of less than two decades, China has eradi- dusting off old theories and polishing up old ideas and

ited the worst forms of poverty; it has full employ- asking us to go and try them again. It is time that we
.nent, universal literacy and adequate health facilities; take a fresh look at the entire theory and practice of
it suffers from no obvious malnutrition or squalor. development. 0 1I QE
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Employment and Income Distribution
in the 1970s: A New Perspective
Mahbub ul Haq

[A prominent economist and planner questions the prevailing economic
analyses of the development process and the policies deriving there-
from. High rates of overall economic growth have proved to be no
guarantee that poverty and unemployment are reduced. He proposes
setting employment and minimum living standards as the primary
goals to which production and investment should be adapted.]

When I was asked to speak on employment strategy,
I began a search of the literature on employment, all
the theories and policy prescriptions that the economists
and practitioners in the field had to offer, and I made
some distressing discoveries. First, it appears to me
that we simply do not know the nature and dimensions
of the unemployment problem. Estimates of 5-10 per-
cent unemployment and 20-25 percent underemployment
are tossed around with a casualness which is simply
frightening. There is no agreed methodology for
measuring unemployment or underemployment, no gen-
erally accepted ideas or projections on what has hap-
pened in this field in the 1960s or what might happen in
the 1970s, and very poor knowledge about this vital
concern even in some of the largest and most affected
countries like India, Pakistan and Brazil.

Second, despite lack of information, we economists
do not hesitate to give policy prescriptions for unem-
ployment. The favorite prescription-besides doubling
or tripling of growth rates-is to correct the price
system, particularly exchange rates, interest rates,

Mr. Haq, former Chief Economist of the
National Planning Commission in Pakistan,
is Programming Adviser, Programming
and Budgeting Department, World Bank,
Washington, D. C.
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terms of trade between agriculture and industry, and prices of all
factors of production. But has this faith in price adjustments been
tested empirically? When various developing countries corrected their
exchange rates or interest rates at various times, was this followed
by a great upsurge in their employment, or merely by better utiliza-
tion of capital, larger output and higher labor productivity? In any
event, how large a segment of the economy does the price adjustment
affect in countries where there is a large subsistence sector and the
modern industrial sector contributes no more than 10 percent to total
output? No one suggests that price corrections will not move these
economies in the right direction. But are they decisive, or do they
make only a marginal impression on the unemployment problem? We
need far more empirical evidence before we can pass any overall
judgments.

Third, there is a fashion these days to talk about intermediate
technology, something more labor-intensive and more suited to the
needs of the developing countries than the technology presently used
in the developed world. But where does it exist? I found very little
evidence of it in the developed countries, which have no real incentive
for fashioning special technology for the developing countries and
which export a good deal of their technology under tied assistance.
There are no great improvisations going on in the developing coun-
tries themselves, and no major research institutes are devoting their
energies to the development of intermediate technology aside from a
small group in Britain, operating on a shoestring budget. [ See De-
velopment Digest, January 1969, pp. 46-48 for a description of this
group and another in the U. S. ] The only place where I found something
resembling intermediate technology was in Mainland China, but there
has not been much transfer of it to the developing countries.

Fourth, I found in the literature on employment abundant sugges-
tions that the developed world should open up its markets to the labor-
intensive products of the developing countries. We have detected no
impatience on the part of any developed country to follow this pre-
scription, however.

Finally, looking at the national plans of the developing countries,
it is obvious that employment is usually a secondary, not a primary,
objective of planning. It is generally added on as an afterthought to
the growth target in gross national product (GNP), but is poorly in-
tegrated in the framework 6f planning. Recalling my own experience
with the formulation of Pakistan's five year plans, the chapter on
emgloyment strategy was always added at the end to round off the
plans and make them look complete and respectable. In fact, most
of the developments which affected the employment situation favorably,
such as the rural works program and green revolution, were planned
primarily for higher output and their employment-generating potential
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was accidental. There were a number of research teams, our own
and foreign, fixing up our national accounts and ensuring that they
adequately registered our rate of growth; there was not a fraction of
this effort devoted to employment statistics. It has been assumed,
far too readily, that high rates of growth will ensure full employment
as well. But what if they don't? A sustained 6 percent rate of growth
in Pakistan in the 1960s was accompanied by rising unemployment,
particularly in East Pakistan. And what happens if the developing
countries cannot achieve the high growth rates of 10 percent or more
that it may take to eliminate unemployment, and are confined to 5-6
percent over the present decade? Should they quietly accept rising
unemployment, and the social and political unrest that accompanies
it, as the inevitable price for not growing any faster?

Uncomfortable questions of this kind led me to a re-examination of
the overall theory and practice of development. We simply do not know
whether problems associated with dire poverty have increased or de-
creased or what real impact the growth of GNP has made on them. We
do know that many rates of growth, as measured by the increase in
GNP, have been fairly respectable in the 1960s, certainly by historical
standards, and that some developing countries have achieved a high
rate of growth over a sustained period. But has this made a dent on
the problems of mass poverty? Has it resulted in a reduction in the
worst forms of poverty--malnutrition, disease, illiteracy, shelterless
population, squalid housing? Has it meant more employment and
greater equality of opportunities? Has the character of development
conformed to what the masses really wanted?

There are a few indices, and they are rather disquieting. A recent
study in India shows that 40-50 percent of the total population has a
per capita income below the official poverty line where malnutrition
begins, and the per capita income of this group has declined over the
last two decades while the average per capita income went up. In
Pakistan, which experienced a healthy growth rate during the 1960s,
unemployment increased, real wages in the industrial sector declined
by one third, per capita income disparity between East and West Pakis-
tan nearly doubled, and concentrations of industrial wealth became an
explosive issue. And in 1968, while the GNP growth rate was at its
peak, the system exploded-not only for political reasons but from
economic unrest. Brazil has achieved a growth rate close to 7 per-
cent but continuing maldistribution of income continues to threaten the
fabric of its society. These instances can be multiplied. There is
need for much more work in this field, but the essential point is that
a high growth rate has been, and is, no guarantee against worsening
poverty and political explosions.

What has gone wrong? We were confidently told to take care of the
GNP and poverty will take care of itself, that a high GNP growth target
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is the best guarantee for eliminating unemployment and redistributing
incomes later through fiscal means. Where did the development pro-
cess go astray? My feeling is that it went astray at least in two di-
rections. First, we conceived our task not as the eradication of the
worst forms of poverty but as the pursuit of certain high levels of
average income. We thought that the latter after all is a necessary
condition for the former, but we did not in practice give much thought
to the interconnection. The developing countries, with our guidance,
have chased the elusive per capita income levels of the rich nations,
they constantly worried about "how much was produced and how fast,"
they cared much less about "what was produced and how it was distrib-
uted." The hot pursuit of GNP growth was not necessarily wrong, but
it blurred our vision. How else can we explain our pre-occupation as
economists with endless refinements of statistical series concerning
GNP, investment, saving, exports and imports; continuing fascination
with growth models; formulation of evaluation criteria primarily in
terms of output increases ? If eradication of poverty was the real ob-
jective, why did so little professional work go into determining the
extent of unemployment, maldistribution of incomes, malnutrition,
lack of housing, or other forms of poverty? Why is it that after two
decades of development we know so little about the extent of real
poverty-even in such "well planned" economies as India and Pakistan?

We also went wrong in assuming that income distribution policies
could be divorced from growth policies and could be added later to
obtain whatever distribution we desired. Here we displayed a mis-
guided faith in the fiscal systems of the developing countries and a
fairly naive understanding of the interplay of economic and political
institutions. We know now that the coverage of these fiscal systems is
generally narrow and difficult to extend. We also know that once pro-
duction has been so organized as to leave a fairly large number of
people unemployed, it becomes almost impossible to redistribute in-
comes to those who are not even participating in the production stream.
We are coming to realize that the very pattern and organization of pro-
duction itself dictates a pattern of consumption and distribution which
is politically very difficult to change.

We have a number of cases by now which show how illusory it was
to hope that the fruits of growth could be redistributed without re-
organizing the pattern of investment and production first. Some of
the fast growing economies in Latin America illustrate this point. In
my own country, Pakistan, the very institutions we created for pro-
moting faster growth and capital accumulation later on frustrated all
our attempts for better distribution and greater social justice. I am
afraid the evidence is unmistakable: divorce between production and
distribution policies is false and dangerous. The distribution poli-
cies must be built into the very pattern and organization of production.
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Where does all this lead? It leads us to a basic re-examination of
the existing theories and practice of development. It is time that we
stand economic theory on its head and see if we get any better results.
In a way, the current situation reminds me of the state of affairs in
the developed world in the early 1930s before Keynes shook us all with
his General Theory. Since existing theories did not.fit the facts in the
real world, they had to be discarded. Keynes provided us with a
fresh way of looking at economic and political realities. His theoreti-
cal framework was not very elegant but his ideas had a powerful im-
pact. Today the developing countries are seeking a fresh way of look-
ing at their problems. They are disillusioned, and somewhat chastened,
by the experience of the last two decades. They are not too sure what
the new perspective on development should be. But at least some of
the elements are becoming increasingly clear.

First, the basic problem of development should be redefined as a
selective attack on the worst forms of poverty. Development goals
must be defined in terms of progressive reduction and eventual elim-
ination of malnutrition, disease, illiteracy, squalor, unemployment
and inequalities. We were taught to take care of our GNP as this will
take care of poverty. Let us reverse this and take care of poverty as
this will take care of the GNP. In other words, let us worry about the
content of GNP even more than its rate of increase.

Second, the developing countries should define minimum or thresh-
old consumption standards that they must reach in a manageable period
of time, say a decade. Consumption planning should move to the
center of the stage: production planning should be geared to it. And
consumption planning should not be in financial terms but in physical
terms, in terms of a minimum bundle of goods and services that must
be provided to the common man: minimum nutritional, educational,
health and housing levels, for instance. The demand concept which
weights the basic needs of different groups by their ability to pay will
only distort the pattern of production and consumption in favor of the
"haves;" it should be replaced by the minimum need concept. The
pursuit of elusive Western standards and per capita income levels,
which cannot be reached even over the next century, must be replaced
by the concept of a threshold income which each society defines for it-
self and which can be reached in a manageable period of a decade or so.

Third, the concerns for more production and better distribution
should be brought together in defining the pattern of development; both
must be generated at the same time; the present divorce between them
must end. If a pattern of production (and exports and imports) is
geared to satisfying minimum consumption requirements and to em-
ploying the entire labor force, then higher production will itself lead
to better distribution.
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Fourth, and this is implicit in the third, employment should be-
come a primary objective of planning and no longer be treated as
only a secondary objective. Let us reverse the present thinking that
there is only a fixed amount of capital to be allocated at a particular
time and it can employ only a certain part of the labor force, leaving
the rest unemployed-to subsist on others as hangers on or as beggars,
without any personal income, often suffering from worst forms of
malnutrition and squalor. Instead let us treat the pool of labor as the
given factor at any particular time which has to be combined with the
available capital, irrespective of how low the productivity of labor or
capital may be. If physical capital is short, skill formation and or-
ganization can replace it in the short run. It is only if we proceed
from the goal of full employment, with people doing something useful
at least, even with small doses of capital and organization, that we
can eradicate some of the worst forms of poverty. Then the character
and pattern of production changes, since better income distribution
will also mean greater production of those goods which are less im-
port- and capital-intensive and require more labor.

These are only a few elements in the new perspective that is needed
today on development. They are neither complete nor carefully inte-
grated, nor perhaps very original. I offer them as an invitation to
further thinking.

[Excerpted from a presentation at the
12th World Conference of the Society
for International Development, May 17,
1971, in Ottawa, Canada. Selected
proceedings of the conference, includ-
ing this article, are being published by
SID in the fall of 1971.1
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THE CRISIS IN DEVELOPMENT STRATEGIES

Mr. Chairman, ladies and gentlemen,

I have been asked to sum up the present crisis in the developing world

in the span of the next 20 minutes or so. I regard this as a major crisis

in itself since the developing world is so diverse and the crisis in

development has been building up for so long that any summary treatment of it

is likely to be challenged all around. Anyway, I am going to try, much

against my own better judgement. One firm disclaimer before I start : I shall

be expressing only my personal views on the subject which in no way should

be attributed to the institution with which I am currently associated.

Mr. Chairman, I believe that economic development is in serious

trouble today. And the indications are many.

. After two decades of development, the achievements are

quite meagre. When you rip aside the confusing figures

on growth rates, you find that for about two-thirds of

humanity the increase in per capita income has been less

than one dollar a year for the last 20 years.

. Even this increase, miserable as it may seem, has been unevenly

distributed, with the poorest 40% of the population hopelessly

squeezed in its struggle for existence and sometimes getting

even less than what it received 20 years ago.

. Some successful cases of development have turned into development

disasters - Pakistan and Nigeria among them.
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There is "development weariness" in many developing

countries today with strident voices asking for a social

and economic revolution, and there is "aid weariness"

in the developed countries today, with many voices asking

for an end to a partnership which was never much of a

partnership.

And to cap it all, many advocates of zero growth have

sprung in the very societies where growth was always

regarded as a sacred goddess and who preached to the

developing countries the virtues of an undiluted

commitment to growth objectives, underlining how serious

the reaction really is against growth for the sake of growth.

What has really gone wrong? Why is there such a disillusionment about

economic development? Where are the origins of the present crisis?

I believe that the developing countries have themselves to blame

for much of the present sorry mess.

Two decades ago, when the developing countries set out to accelerate

their pace of economic development, they seemed to have made three

basic decisions.

. Dazzled by the high living standards of the developed countries

and convinced that real life begins at $1000 or thereabouts,

they decided to go after high growth rates in GNP in their mad

chase after certain magic figures of average per capita incomes.
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. They generally adopted 'mixed economy' as a style of development,

convinced that they were smart enough to combine the best

features of capitalism and socialism.

They turned to the developed countries for generous assistance,

hoping that this will make possible the attainment of high

growth rates and living standards over a manageable period of

time.

All these three decisions turned out to be disastrous.

The chase of the Western living standards was illusory at best. After

two decades, the evidence is painfully clear. The per capita income disparity

between rich and poor nations has continued to widen in the last 20 years.

Today, the average per capita income of the developed world is $2400 compared

to $180 in the developing countries. The gap has widened to $2220. It is

expected to widen by another $1100 by 1980. And all the present indications are

that the gap will continue widening and the rich nations will continue becoming

richer, despite all the liberalism that is generally expressed in forums like thi

Just to underline how hopeless it is to expect the gap between rich and poor

nations to narrow, let me mention just one comparison : the increase in the per

capita GNP of the U.S. in one year equals the increase that India may b e eto

manage in about 100 years. Therefore, to conceive the objectives of development

in terms of Western living standards or to focus on the widening income gap betwe

the rich and the poor nations is not meaningful at all, except to make the rich

nations feel ashamed of themselves from time to time. The developing countries

have no choice but to turn inwards, much the same way as Communist China did 23

years ago, and to adopt a different style of life, seeking a consumption

pattern more consistent



with their own poverty -- pots and pans and bicycles and simple consumption habi

without being seduced by the life styles of the rich. This requires a

redefinition of economic and social objectives which is of truly staggering

proportions, a liquidation of the privileged groups and vested interests

which may well be impossible in many societies, a redistribution of political

and economic power which may only be achieved through revolutions rather than

through an evolutionary change.

This also means that the developing countries have to search for a new

development strategy. The old strategy is based on the quiet assumption

that poverty can be taken care of through high growth rates which will

eventually filter down to the masses. In this strategy, high growth rates are

always better than low growth rates and distribution can be taken care of after

growth is achieved. Both these premises have proved bankrupt by now.

It is not true that high growth rates are invariably preferable to

low growth rates since they enlarge society's options. It all depends on the

structure of these growth rates. If a high growth rate is achieved through

rising military expenditures, or through the production of luxury goods for

the rich and the privileged, it is not necessarily better than a lower

growth rate which is more evenly distributed. In other words, judgements about

different levels of growth rates cannot be made independently of the income

distribution implicit in them. It is not merely a question of how much is

produced but what is produced and how it is distributed. The GNP measurement

unfortunately, do not register social satisfaction.

Here the second part of the old strategy comes in which argues that

income distribution is a subsequent consideration. If there are more material
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goods and services in the system, they can always be redistributed in such

a way as to create more social satisfaction. This is simply not true.

And it is important that this line of reasoning be rejected as it has

done considerable damage already.

It is not true for at least the following three reasons:

Poor societies have often very poor means of redistributing

incomes. The coverage of the fiscal systems is generally

very limited. Even when income distribution is extremely

skewed, it is difficult to reach through direct taxation.

To illustrate, even if 60% of the income accrues to 20% of

the population in India, this still implies an average per

capita income level of $300 for the "rich" which is below the

income tax exemption limit of $400. In other words, income

transfers from one sector to the other can be arranged only

to a very limited extent in poor societies through the taxation

machinery.

. Income flows are not financial : they are in the form of physical

goods and services. They are influenced by the initial

distribution of income. If the society has increased its

income in the form of luxury housing and motor cars, how do

you really convert it into low cost housing and public buses, short o:

their physical take over by the poor?

. The institutions which create growth are not neutral as to its

distribution. Thus if the growth institutions are characterised
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by wide disparities in land holdings and concentrations of

industrial wealth, the process of growth will strengthen

them further and they will resist and frustrate all future

attempts to take away their powers and privileges through

orderly. reforms. This is essentially what happened in Pakistan

in the 1960's.

The new development strategy, therefore, must reject the thesis that

poverty can be attacked indirectly through the growth rates filtering down

to the masses. It must be based on the premise that poverty must be attacked

directly.

What are the elements in such a direct attack on mass poverty?

It is difficult to say at this stage since the developing countries are

only beginning to perceive this problem in a new perspective. But let me

mention a few elements which are critical:

. To start with, the focus should shift to the poorest 40-50%

in society. Who are they? How numerous they are? How their

living standards have behaved over time? Let us find out a

little more, even at this late stage, about the problem we set

out to tackle about 20 years ago.

In planning national production targets, the basic minimum needs

of these poor should be taken into account, irrespective of whether

they can express them in the market or not. In other words,

market demand -- which is so largely influenced by existing income



distribution - sbould be rejected explicitly in favour of

fixing national consumption and production targets on the

basis of minimum human needs. We have been slaves of the

concept of market demand for too long. But the concept of

market 'demand mocks poverty or plainly ignores it as the

poor have very little purchasing power.

It follows that the problem of development must be redefined

as a selective attack on the worst forms of poverty.

Development goals should be expressed in terms of progressive

reduction and eventual elimination of malnutrition, disease,

illiteracy, squalor, unemployment and inequalities. Social

indicators must be developed and progress of plans must be

measured in terms of specific and quantitative goals in these fields and

not in terms of average per capita income. We were taught to take

care of our GNP as this will take care of poverty. Let us reverse

this and take care of poverty first as the GNP can take care of

itself since it is only a convenient summation, and not a

motivation, for human efforts.

It also follows that the concerns for more production and better

distribution should be brought together and not treated

separately. This invariably means that employment should be

treated as a primary, not a secondary, objective of development since

it is the most powerful means of redistributing incomes in

a poor society. Capital should not be concentrated in a small

modern sector, enjoying high productivity and savings, but
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spread thinly over a wide segment of the economy -- through

public works programs, if necessary, and even at the risk

of lowering the average productivity of labour and lowering

the future rate of growth. The poor societies have to

squarely face this choice. They have a limited amount of capital.

They can either raise the productivity of a small part of the

labour force quite high in the modern sector while leaving a

large part unemployed or settle for a lower average productivity

but full employment. Again, it appears to me that Communist

China made the second choice and was, therefore, able to achieve

full employment and equitable income distribution at a relatively

low level of per capita income.

But can such a strategy of development be conceived and implemented

in the present political and economic structures in the developing countries?

And here we come to the second of the disastrous decisions : the choice

of the mixed economy. In most cases, such a choice has combined the worst,

not the best, features of capitalism and socialism. It has often prevented

the developing countries from honest-to-goodness economic incentives and

free functioning of the price system to achieve efficiency in a capitalistic

framework, if not equity : in reality, there have been too many inefficient

administrative controls and price distortions. At the same time, it has

prevented these societies from pursuing their goals in a truly socialistic

framework as mixed economy institutions were often more capitalistic than not.

And the end result often is that they fall between two stools : combining

weak economic incentives with bureacratic socialism. Neither the ends of

growth nor equity are served by such confusion in social and political

objectives within the framework of a mixed economy.



My own feeling is that the days of the mixed economy are numbered.

The developing countries will have to become either more frankly capitalistic

or more genuinely socialist. The capitalistic alternative is workable only

in those situations where the society is willing to accept inc-ome

inequalities over, a long period of time without exploding or where extremely

high growth rates (10 to 15%) can be financed with a generous inflow of

resources from Western friends. Otherwise, the only alternative is a

genuinely socialist system, based on a different ideology and a different

pattern of society. But this does not mean bureaucratic socialism or post-

box socialism, it means a major change in the political balance of power

within these societies and drastic economic and social reforms. Whether

the developing countries can manage such a change without violent revolutions

is a critical question of our time.

And now let me turn briefly to the third disastrous decision : the

dependence on foreign assistance. Let me make it quite clear that I am

one of those who has always believed in economic liberalism and in a genuine

partnership between the developed and the developing countries. But the sorry

record of foreign assistance in the last two decades is beginning to convince

me, as it has convinced many of my liberal colleagues, that the developing

world would have been better off without such assistance. Unfortunately,

I do not have the time to go into the early origins of foreign assistance,

its changing motivations and its present plight, but let me offer a few

observations quite baldly without elaboration.

The level of foreign assistance that is required for a

meaningful change in the developing countries over a short
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period of a decade or so through the growth rate route

is at least 4 to 5 times the present level of $7 billion.

The developed countries have neither the will nor the

imagination to offer such assistance.

. The present levels of assistance are only of a marginal

significance for the developing countries and come with so

many project conditions, country tying, foreign consultants

and technology, and irritating debt problems that they sap

up the initiative and freedom of action of the developing

world.

. The developing countries must regard foreign assistance

as an undependable residual in their total planning effort

and turn their energies to internal institutional changes

that are required for creating a different economic and

social order, based on egalitarianism and second-best

standard of living.

. In the international field, the developing countries should

organise their "poor power" to wring major concessions from

the rich nations and to arrange for a genuine transfer of

resources. Since the rich nations are going to shrink in the

next few decades to less than 10% of the total world

population with over 70% of world income, the poor will be

numerous enough and annoyed enough to organise such an effort.
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One element in such a confrontation will be to serve notice

to the developed nations that the developing countries cannot

pay their present foreign debt of $60 billion and the world

community must make arrangements for its orderly cancellation.

Another element will be to exploit their collective

bargaining power in their negotiations with the rich.

Recently, oil negotiations under OPEC are expected to yield

$20 billion of additional revenues to the oil producing

countries by 1980. Similarly, if the developing countries

can exploit the current concern about depletion of non-

renewable resources and agitate for a 10% tax on consumers of these

minerals, they could collect as much as $30 billion over this decade for

a common international development fund. Again, they can stake

their claim to the commonly-held resources of mankind, like oceans

and space, and start demanding that 80% of the proceeds from the

exploitation of such resources should go to them on the basis

of world population.

Mr. Chairman,

What I am trying to convey here is the emerging mood in the developing

countries rather than my own deeply held beliefs. I am not an apostle of

confrontation, nor am I prepared to forsake my own liberalism. But I think

it is important that we realize that liberalism cannot survive in an

illiberal world. The developing countries are passing through a very dark

and ugly mood. They are questioning all the assumptions on which they based

their early development strategy; I cannot predict what may come out of
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this re-examination. But if I have to make any guesses today, I would

expect that economic development in the next few years will be increasingly

based on a new strategy embodying a direct attack on mass poverty, a

genuine turn towards socialism and a far greater degree of self-reliance.

This is the new ianifesto that most developing countries are trying to

articulate. But there is a wide gap between articulation and implementation,

between dim perception and real action. The future of the developing world

will turn on how far this gap can be bridged without violent political

explosions.



A WA/AF:NER MODULAR PUf3LICATION

The International Development Conference

April 19-21, 1972

THE CRISIS IN DEVELOPMENT
STRATEGIES

by

.MAkbhb-ubl Hag.
Senior Adviser

Economics Department
World Bank

Washington, D.C.
April 20, 1972

Mr. Chairman, ladies anid gentlemen,

1 have been asked to sum up the present crisis in the developing world

C'. u-th &ni 20 minures or so. I regard this as a maijor crisis

in itself since the developing world is so diverse and the crisis in

development has been building up for so long that any summary treatment of it

is likely to be challenged all around. Anyway, I am going to try, much

against my own better judgement. One firm disclaimer before I start : I shall

be expressing only my personal views on the subject which in no way should

be attributed to the insticution with which I am cc rently associated.

Mr. Chairman, I believe that economic development is in serious

trouble today. And the indications are many.
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After two decades of development, the achievements are

quite meagre. When you rip aside the confusing figures

on growth rates, you find that for about two-thirds of

humanity the increase in per capita income has been less

than one dollar a year for the last 20 years.

Even this increase, miserable as it may seem, has been unevenly

distributed, with the poorest 40% of the population hopelessly

squeezed in its struggle for existence and sometimes getting

even less than what it received 20 years ago.

Some successful cases of development have turned into development

disasters - Pakistan and Nigeria among them.

There is "development weariness" in many developing

countries today with strident voices asking for a social

and economic revolution, and there is "aid weariness"

in the developed countries today, with many voices asking

for an end to a partnership which was never much of a

partnership.

And to cap it all, many advocates of zero growth have

sprung in the very societies where growtO was always

regarded as a sacred goddess and who preached to the

developing countries the virtues of an undiluted

commitment to growth objectives, underlining how serious

the reaction really is against growth for the sake of growth.

What has really gone wrong? Why is there such a disillusionment about

onomic development? Where are the origins of the present crisis?



R5L4-3

I believe that the developing countries havc themselves to blame

for much of the present sorry mess.

Two decades ago, when the developing countries set out to accelerate

their pace of economic development, they seemed to have made three

basic decisions.

. Dazzled by the high living standards of the developed countries

and convinced that real life begins at $1000 or thereabouts,

they decided to go after high growth rates in GNP in their mad

chase after certain magic figures of average per capita incomes.

. They generally adopted 'mixed economy' as a style of development,

convinced that they were smart enough to combine the best

features of capitalism and socialism.

. They turned to the developed countries for generoii pssitn ,

hoping that this will make possible the attainment of high

growth rates and living standards over a manageable period of

time.

All these three decisions turned out to be disastrous.

The chase of the Western living standards wat illusory at best. After

two decades, the evidence is painfully clear. The )tr capita income disparity

between rich and poor nations has continued to widen in the last 20 years.

Today, the average per capita income of the developed world is $2400 compared

t( $18P in the developing countries. The gap has wido-ned to $2220. It is

expected to widen by another $1100 by 1980. And all the present indications are

that the gap will continue widening and the rich nations will continue becoming

'her, despite all the liberalism that is generally expressed in forums like this.
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Just to underline how hopeless it is to expect the gap between rich and poor

nations to narrow, let me mention just one comparison the increase in the per

capita GNP of the U.S. in one year equals the increase that India may be able to

manage in about 100 years. Therefore, to conceive the objectives of development

in terms of Western living standards or to focus on the widening income gap between

the rich and the poor nations is not meaningful at all, except to make the rich

nations feel ashamed of themselves from time to time. The developing countries

have no choice but to turn inwards, much the same way as Communist China did 23

years ago, and to adopt a different style of 144-, seeking a consumption

pattern more consistent with their own poverty -- pots and pans and bicycles and

simple consumption habits - without being seduced by the life styles -of the rich.

This requires a redefinition of economic and social objectives which is of truly

staggering proportions, a liquidation of the privileged groups an: vested interests

which -ay well be impossible in many societies, a redistribution of political

-d cconomic power which may only be achieved thvogh r2-utions theL Lhan

through an evolutionary change.

This also means that the developing countries have to search for a new

e,>velopmaent strategy. The old strategy is based on the quiet assumption

that poverty can be taken care of through high growth rates which will

eventually filter down to the masses. In this strategy, high growth rates are

always better than low growth rates and distribution can be taken care of after

growth is achieved. Both these premises have proved bankrupt by now.

It is not true that high growth rates are invariably preferable to

low growth rates since they enlarge society's options. It all depends on the

structure of these growth rates. If a high growth rate is achieved through

rising military expenditures, or through the production of luxury goods for
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the rich and the pri-ileged, it is not necessarily better than a lower

growth rate which is more evenly distributed. In other words, judgements about

Afferent levels of growth rates cannot be made independently of the income

distribution implicit in them. It is not merely a question of how much is

produced but what is produced and how it is distributed. The GNP measurements,

unfortunately, do not register social satisfaction.

Here the second part of the old strategy comes in which argues that

income distribution is a subsequent consideration. If there are more material

goods and services in the system, they can always be redistributed in such

a way as to create more social satisfaction. This is simply not true.

And it is important that this line of reasoning be rejected as it has

done considerable damage already.

Tt is not true for at least the following three reasons:

Poor societies have often very poor means of redistribucing

incomes. The coverage of the fiscal systems is generally

very limited. Even when income distribution is extremely

skewed, it is difficult to reach through direct taxation.

To illustrate, even if 60% of the income accrues to 20% of

the populatic 1 in India, this still implies an average per

capita incorte level of $300 for the "rich" which is below the

income tax exemption limit of $400. In other words, income

transfers from one sector to the other can be arranged only

to a very limited extent in poor societies through the taxation

machinery.

Income flows are not financial they are in the form of physical
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goods and services. They are influenced by the initial

distribution of income. -If the society has increased its

income in the form of luxury housing and motor cars, how do

you really convert it into low cost housing and public buses, short of

their physical take over by the poor?

The institutions which create growth are not neutral as to its

distribution. Thus'if the growth institutions are characterised

by wide disparities in land holdings and concentrations of

industrial wealth, the process of growth will strengthen

them further and they will resist and frustrate all future

attempts to take away their powers and privileges through

orderly reforms. This is essentially what happened in Pakistan

in the 1960's.

The new development strategy, therefore, must reject thp thiS tht

poverty can be attacked indirectly through the growth rates filtering down

to the masses. It must be based on the premise that poverty must be attacked

directly.

What are the elements in such a direct attack on mars poverty?

It is difficult to say at :his stage since the developing countries are

only beginning to perceive this problem in-a new perspective. But let me

mention a few elements which are critical:

To start with, the focus should shift to the poorest 40-50%

in society. Who are they? How numerous they are? How their

living standards have behaved over time? Let us find out a

little more, even at this late stage, about the problem; we set

out to tackle about 20 years ago.
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in planning national production targets, tiie basic minimum needs

of these poor should be taken into account, irrespective of whether

they can express them in the market or not. In other words,

market demanid -- which is so largely influenced by existing income

distribution - sbould be rejected explicitly in favour of

fixing national consumption and production targets on the

basis of minimum human needs. We have been slaves of the

concept of market demand for too long. But the concept of

market demand mocks poverty or plainly ignores it as the

poor have very little purchasing power.

It follows that the problem of development must be redefined

as a selective attack on the worst forms of poverty.

Development goals should be expressed in terms of progressive

reduction and eventual elimination of malnutrition, disease,

illiteracy, squalor, unemployment and inequalities. Social

indicators must be developed and progress of plans must be

measured in terms of specific and quantitative goals in these fields and

not in terms of average per capita income. We were taught to take

care of our GNP as this will take care of poverty. Let us reverse

this and take care of poverty first as the CN: can take care of

itself since it is only a convenient summatio, , and not a

motivation, for human efforts.

It also follows that the concerns for more production and better

distribution should be brought together and not treated

separately. This invariably means that employment should be

treated as a primary, not a secondary, objective of development since

it is the most powerful means of redistributing incomes in
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a poor society. Capital should not be concentrated in a small

modern sector, enjoying high productivity and savings, but

spread thinly over a wide segment of the economy -- through

public works programs, if necessary, and even at the risk

of lowering the average productivity of labour and lowering

the future rate of growth. The poor societies have to

squarely face this choice. They have a limited amount of capital.

They can either raise the productivity of a small part of the

labour force ouite high in the modern sector while leaving a

large part unemployed or settle for a lower average productivity

b.t full emplc nent. Again, it appears to me that Communist

China made the second choice and was, therefore, able to achieve

full employment and equitable income distribution at a relatively'

low level of per capita income.

But can such a strategy of development be conceived and implemented

in the present political and economic structures in the .developing countries?

And here we come to the second of the disastrous decisions : the choice

of the mixed economy. In most cases, such a choice has combined the worst,

not the best, features of capitalism and socialism. It has often prevented

the developing countries from honest-to-goodness economic incentives and

free functioning of the price system to achieve efficiency in a capitalistic

framework, if not equity : in reality, there have been too many inefficient

administrative controls and price distortions. At the same time, it has

prevented these societies from pursuing their goals in a truly socialistic

framework as mixed economy institutions were often more capitalistic than not.

And the end result often is that they fall between two stools combining

wee' economic incentives with bureacratic socialism. Neither the ends of
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growth nor eqaity. are ztrved by such confusion in social and political

objectives within the framework of a mixed economy.

My 6wn feeling is that the days of the mixed economy are number

The developing countries will have to become either more frankly capitalistic

or more genuinely socialist. The capitalistic alternative is workable only

in those situations where the society is willing to accept income

inequalities over a long period of time without exploding or where extremely

high growth rates (10 to 15%) can be financed with a generous inflow of

resources from Western friends. Otherwise, the only alternative is a

genuinely socialist system, based on a different ideology and a different

pattern of Eiciety. But this does not mean bureaucratic socialism or post-

box socialism, it means a major change in the political balance of power

within these societies and drastic economic and social reforms. Whether

the developing countries can manage such a change without violent revolutions

is - critical question- cf our time.

And now let me turn briefly to the third disastrous' decision the

dependence on foreign assistance. Let me make it quite clear that I am

one of those who has always believed in economic liberalism and in a genuine

partnership between the developed and the developing countries. But the sorry

record of foreign assistance in the last two decades is beginning to convince

me, as it has convinced many of my liberal colleagues, that the developing

world would have been better off without such assistance. Unfortunately,

1 do not have the time to go into the early origins of foreign assistance,

its changing motivations and its present plight, but let me offer a few

observations quite baldly without elaboration.

The level of foreign assistance that is required for a
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meaningful change in the developing countries over a short

period of a decade or so through the growth rate route

is at least 4 to 5 times the present level of $7 billion.

The developed countries have neither the wi.'. -.or the

imagination to offer such assistance.

The present levels of assistance are only of a marginal

significance for the developing countries and come with so

many project conditions, country tying, foreign consultants

and technology, and irritating debt problems that they sap

up the initiative and freedom of action of the developing

world.

The developing countries must regard foreign assistance

.a an undependable residual in their total planning effort

and turn thrr -n-rrgicz to i.tLl institutional changes

that are required for creating a-different'economic and

social order, based on egalitarianism and second-best

standard of living.

In the international field, the developing countries should

organise their "poor power" to wring major concessions from

the rich nations and to arrange for a genuine transfer of

resources. Since the rich nations are going to shrink in the

next few decades to less than 10% of the total world

population with over 70% of world income, the poor will be

numerous enough and annoyed enough to organise such an effort.
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. One element in such a confrontation will be to serve notice

to the developed nations that the developing countries cannot

pay their present foreign debt of $60 billion and the world

community must make arrangements for its orderly cancellation.

. Another element will be to exploit their collective

bargaining power in their negotiations with the rich.

Recently, oil negotiations under OPEC are expected to yield

$20 billion of additional revenues -to the oil producing

countries by 1980. Similarly, if the developing countries

can exploit the current concern about depletion of non-

renewable resources and agitate for a 10% tax on consumers of' these

minerals, they could collect as much as $30 billion over this decade for

a common international development fund. Again, they can stake

their claim to the commonly-held resources of mankind, like oceans

and space, and start demanding that 80% of the proceeds from the

exploitation of such resources should go to them on the basis

of world population.

Mr. Chairman,

What I am trying to convey here is the emerging mood in the developing

countries rather than my own deeply held beliefs. I am not an apostle of

confrontation, nor am I prepared to forsake my own liberalism. But I think

it is important that we realize that liberalism cannot survive in an

illiberal world. The developing countries are passing through a very dark

and ugly mood. They are questioning all the assumptions on which they based
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their early developmeni strategy. I cannot predict what may come out of

this re-examination. But if I have to make any guesses today, I would

e, .,ct that economic development in the next few years will be increasingly

based on a new strategy embodying a direct attack on mass poverty, a

genuine turn towards socialism and a far greater degree of self-reliance.

This is the new manifesto that most developing countries are trying to

articulate. But there is a wide gap between articulation and implementation,

between dim perception and real action. The future of the developing world

will turn on how far this gap can be bridged without violent political

explosions.

WARNER MODULAR PUBLICATIONS, INC.
Elevon Essex Street
Andover, Massachusetts 01810
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Crisis in development strategies*
?D

MAHBUB UL HAQ, Director, Policy Planning Department, World Bank
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I have been asked to sum up the present crisis in the growth rates in GNP in their mad chase after certain
developing world in the span of the next twenty minutes magic figures of average per capita incomes.
or so. I regard this as a major crisis in itself since the 0 They generally adopted the 'mixed economy' as a
developing world is so diverse and the crisis in develop- style of development, convinced that they were smart
ment has been building up for so long that any summary enough to combine the best features of capitalism
treatment of it is likely to be challenged all around. and socialism.
Anyway, I am going to try, much against my own better 0 They turned to the developed countries for generous
judgement. One firm disclaimer before I start: I shall be assistance, hoping that this would make possible the
expressing only my personal views on the subject which attainment of high growth rates and living standards
should in no way be attributed to the institution with over a manageable period of time.
which I am currently associated. All three of these decisions turned out to be disastrous.

I believe that economic development is in serious The chase of the Western living standards was illusory
trouble today. And the indications are many. at best. After two decades the evidence is painfully clear.
* After two decades of development, the achievements The per capita income disparity between rich and poor

are quite meagre. When you rip aside the confusing nations has continued to widen in the last twenty years.
figures on growth rates, you find that for about two- Today, the average per capita income of the developed
thirds of humanity the increase in per capita income world is $2,400 compared to $180 in the developing
has been less than one dollar ,a year for the last countries. The gap has widened to $2,220. It is expected
twenty years. to widen by another $1,100 by 1980. And all the

* Even this increase, miserable as it may seem, has been present indications are that the gap will continue to
unevenly distributed, with the poorest 40 per cent of widen and the rich nations will continue to become
the population hopelessly squeezed in its struggle for richer, despite all the liberalism that is generally
existence and sometimes getting even less than what expressed in forums like this. Just to underline how
it received twenty years ago. hopeless it is to expect the gap between rich and poor

* Some successful cases of development have turned nations to narrow, let me mention just one compari-
into development disasters-Pakistan and Nigeria son-the increase in the per capita GNP of the US in one
among them. year equals the increase that India may be able to

4 There is 'development weariness' in many developing manage in about a hundred years. Therefore, to conceive
countries today with strident voices asking for a the objectives of development in terms of Western living
social and economic revolution, and there is 'aid standards or to focus on the widening income gap
weariness' in the developed countries today, with between the rich and the poor nations is not meaningful
inany voices asking for an end to a partnership which at all, except to make the rich nations feel ashamed of
was never much of a partnership. themselves from time to time. The developing countries

* And to cap it all, many advocates of zero growth have no choice but to turn inwards, in much the same
have sprung up in the very societies where growth way as Communist China did twenty-three years ago,
had always becn regarded as a sacred goddess, and and to adopt a different style of life, seeking a consump-
who "had preached to the developing countries the tion pattern more consistent with their own poverty-
virtues of an undiluted commitment to growth pots and pans and bicycles and simple consumption
objectives, underlining how serious the reaction really habits-without being seduced by the life styles of the

TsC r'wt for :h t. rich This reuuirCs a rcdefinition of c~o~,nomic and 

.iily' -ie ', roimg 'Aiiv is there su i .h aW ;W'i;fis
Iini usionment about economnic developmenti WherL are liquidation of the privilcged groups id vested interests,

the origins of the present crisis? which may well be impossible in many societies, and a
I believe that the developing countries have them- redistribution of political and economic power, which

10Z ior -u f f bhe preent s.rry mCS. rmav only he achieved tnrough r- -rin rather than
Tw'No decades ago, when the developiag coontries set through evolutionary change.

out to accelerate their pace of economic development, This also means that the developing countries have to
,hey seemed to have made three basic decisions.
0 Dazzled by the high living standards of the developed

countries and convinced that real life begins at * A speech originally delivered at the international Development
$1,000 or thereabouts, they decided to go after high Conference, Washington DC, 20 April 1972.
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search for a new development strategy. The old strategy through the growth rates filtering down to the masses. It
is based on the quiet assumption that poverty can be must be based on the premise that poverty must be
taken care of through high growth rates, which will attacked directly.
eventually filter down to the masses. In this strategy, What arc th? elements in such a direct attack on mass
hig-i growth rates are alvayS better than low growth poiert? t i Hficult to say at this stage since the
rates and distribution can be taken care of after growth devloping c oauries are only beginning to perceive this

is achieved. Both these premises have proved bankrupt problem in a new perspective. But let me mention a few
by now. elements which are critical:

't Lnttr, ' t heauc hieh growrh rates enlarge a To start wih, the focus should shift to the poorest

,oc et-, s op tio', thry aIre in ariaHy l refcrable to low 4- pU r cent in sociey. Who are they? How:

growth rates. It all depends on ihe structure of these nuimrous U.ey are? How have their living standards

growth rates. If a high growth rate is achieved through behaved over time? Let us find out a little more, even
rising military expenditures, or through the production at this late stage, about the problem we set out to
of luxury goods for the rich and the privileged, it is not tackle about twenty years ago.
necessarily better than a lower growth rat. which is 0 In planning national production targets, the basic
more evenly distributed. In other words, judgements minimum needs of these poor should be taken into
about different levels of growth rates cannot be made account, irrespective of whether they can express
independently of the income distribution implicit in them in the market or not. In other words, market
them. It is not merely a question of how much is demand-which is so largely influenced by existing
produced, but of what is produced and how it is income distribution-should be rejected explicitly in
distributed. GNP measurements, unfortunately, do not favour of fixing national comsumption and produc-
register social satisfaction. tion targets on the basis of minimum human needs.

Here the second part of the old strategy comes in, We have been slaves of the concept of market
which argues that income distribution is a subsequent demand for too long. But the concept of market
consideration. If there are more material goods and demand mocks poverty or plainly ignores it, since the
services in the system, they can always be redistributed poor have very little purchasing power.
in such a way as to create more social satisfaction. This 0 It follows that the problem of development must be
is simply not true. And it is important that this line of redefined as a selective attack on the worst forms of
reasoning be rejected, since it has- done considerable poverty. Development goals should be expressed in
damage already. terms of the progressive reduction and eventual

It'is not true for at least the following three reasons: elimination of malnutrition, disease, illiteracy,
0 Poor societies often have very poor means of squalor, unemployment and inequalities. Social

redistributing -income. The coverage of the fiscal indicators must be developed and progress of plans
systems is generally very limited. Even when income must be measured in terms of specific and quantita-
distribution is extremely skewed, it is difficult to tive goals in these fields and not in terms of average
reach through direct taxation. To illustrate, even if per capita income. We were taught to take care of our

60 per cent of income accrues to 20 per cent of the GNP, since this would take care of poverty. Let us

population in India, this still implies an average per reverse this and take care of poverty first, since GNP
capita income level of $300 for the 'rich' which is can take care of itself, for it is only a convenient
below the income tax exemption limit of $400. In summation, and not a motivation, for human efforts.
other words, income transfers from one sector to the I lt also follows that the concerns for more production
other can be arranged only to a very limited extent in and better distribution should be brought together

poor societies through the taxation machinery. and not treated separately. This invariably means that
* Income flows are not financial: they are in the form employment should be treated as a primary, not a

of physical goods and services. They are influenced secondary, objective of development since it is the
by the initial distribution of income. If the society most powerful means of redistributing income in a
has increased its income in the form of luxury poor society. Capital should not be concentrated in a
housing and motor cars, how do you really convert it small molern sector, enjoying high productivity and
into low-cost housing and public buses, short of their savings, but spread thinly over a wide segment of the

physical take-over by the poor? economy-through public works programmes, if
0 The institutions which create growth are not neutral necessary, and even at the risk of lowering the

as to its distribution. Thus if the growth institutions average productivity of labour and lowering the
are characterized by wide disparities in land holdings future rate of growth. The poor societies have to face
and concentrations of industrial wealth, the process this choice squarely. They have a limited amount of
of growth will strengthen them further and they will capital. They can either raise substantially the
resist and frustrate all future attempts to take away productivity of a small part of the labour force in the
their powers and privileg-ts through orderly reforms. . modern sector while leaving a large part unemployed
This is essentially what haplpned in Pakistan in the - or settle for a lower average productivity but full
1960s. employment. Again, it appears to me that
The new development strategy, therefoue, must reject Communist China made the second choice and has,

the thesis that poverty can be attacked indirectly therefore, been able to achieve full employment and
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equilable income distribution at a relatively low level significance for the developing countries and come

of per capita income. with so many project conditions, country tying,
But can such a striltegy of development be conceived foreign consultants and technology, and irritating

and irnpl':mented in the present political and economic debt problems that they sap the initiative and

structures in the developing countries? And here we freedom of action of the developing world.

come to the second of the disastrous decisions-the S The developing countries must regard foreign
choice of the mixed economy. In most cases, such a assistance as an undependable residual in their total

choice has combined the worst, not the best, features of planning effort and turn their energies to internal
capitalism and socialism. It has often prevented the institutional changes that are required for creating a
developing countries from adopting honest-to-goodness different economic and social order, based on
economic incentives and using the free functioning of egalitarianism and a second-best standard of living.

the price system to achieve efficiency in a capitalistic 0 In the international field, the developing countries
framework, if not equity. In reality, there have been too should organize their 'poor power' to wring major
many inefficien administrative controls and price concessions from the rich nations and to arrange for a
distortions. At the same time, the choice of the mixed genuine transfer of resources. Since the rich nations
economy has prevented these societies from pursuing are going to shrink in the next few decades to less
their goals in a truly socialistic framework, since mixed than 10 per cent of the total world population with
economy institutions have often been more capitalistic over 70 per cent of world income, the poor will be
than not. The end result, therefore, has often been that numerous enough and annoyed enough to organize
they have fallen between two stools, combining weak such an effort.
economic incentives with bureaucratic socialism. Neither 0 One element in such a confrontation will be to serve
the ends of growth nor equity are served by such notice to the developed nations that the developing
confusion in social and political objectives within the countries cannot pay their present foreign debt of
framework of a mixed economy. $60 billion and that the world community must

My own feeling is that the days of the mixed make arrangements for its orderly cancellation.
economy are numbered. The developing countries will 0 Another element will be to exploit their collective
have to become either more frankly capitalistic or more bargaining power in their negotiations with the rich.
genuinely socialist. The capitalistic alternative is Recently, oil negotiations under OPEC are expected
workable only in those situations where the society is to yield $20 billion of additional revenues to the oil
willing to accept income inequalities over a long period producing countries by 1980. Similarly, if the
of time without exploding or where extremely high developing countries can exploit the current concern
growth rates (10 to 15 per cent) can be financed with a about the depletion of non-renewable resources and
generous inflow of resources fron Western friends. agitate for a 10 per cent tax on consumers of these
Otherwise, the only alternative is a genuinely socialist minerals, they could collect as much as $30 billion
system, based on a different ideology and a different over this decade for a common international develop-
pattern of society. But this does not mean bureaucratic ment fund. Again, they can stake their claim to the
socialism or post-box socialism; it means a major change commonly-held resources of mankind, like oceans
in the political balance of power within these societies and space, and start demanding that 80 per cent of
and drastic economic and social reforms. Whether the the proceeds from the exploitation of such resources
developing countries can manage such a change without should go to them on the basis of world population.
violent revolutions is a critical question of our time. What I am trying to convey here is the emerging

And now let me turn briefly to the third disastrous mood in the developing countries rather than my own
decision-the dependence on foreign assistance. Let me deeply held beliefs. I am not an apostle of confronta-
make it quite clear that I am one of those who has tion, nor am I prepared to forsake my own liberalism.
always believed in economic liberalism.and in a genuine But I think it is important that we realize that liberalism
partnership between the developed and the developing cannot survive in an illiberal world. The developing
c-mr.:s. Put ie soriy record of foreign assist:mnce in countries are passing through a very dark and ugly
1:--------s 5 b-.inireg t mri o nce me, as it mood. They are qutsioning all the assumti on
has convinced way uf my liberal cnlleagues, that the which they based their cu iy Leveiu pmnt s

developing world would have been better off without cannot predict what may come out of this re-
such uisistance. Unfortunately, I do not have the time to examination. But if I have to make any guesses today, I

the early origins of foreign assistance, its would expect that economic development in the next
changiig motivat.ons and its preseit plight, but let me few years will he increasmn,1y ba eJ on a n , t v

offer a few observations quite baldly without elaboration. embodying a direct attack on mass poverty, a gcnuine
0 The level of foreign assistance that is required for a turn towards socialism and a far greater degree of self-

meaningful change in the developing countries over a reliance. This is the new manifesto that most developing
short period of a decade or so through the growth- countries are trying to articulate. But there is a wide gap
rate route is at least 4 to 5 times the present level of between articulation and implementation, between dim
$7 billion. The developed countries have neither the perception and real action. The future of the developing
will nor the imagination to offer such assistance. world will turn on how far this gap can be bridged

O The present levels of assistance are only of a marginal without violent political explosions.
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I have been asked to sum up the present crisis in the growth rates in GNP in their mad chase after certain
dtveloping world in the span of the next twenty minutes magic figures of average per capita incomes.
cr so. I regard this as a major crisis in itself since the 0 They generally adopted the 'mixed economy' as a
developing world is so diverse and the crisis in develop- style of development, convinced that they were smart
nent has been building up for so long that any summary enough to combine the best features of capitalism
treatment of it is likely to be challenged all around. and socialism.
Anyway, I am going to try, much against my own better * They turned to the developed countries for generous
iudgement. One firm disclaimer before I start: I shall be assistance, hoping that this would make possible the
expressing only my personal views on the subject which attainment of high growth rates and living standards
;hould in no way be attributed to the institution with over a manageable period of time.
which I am currently associated. All three of these decisions turned out to be disastrous.

I believe that economic development is in serious The chase of the Western living standards was illusory
trouble today. And the indications are many. at best. After two decades the evidence is painfully clear.
* After two decades of development, the achievements The per capita income disparity between rich and poor

are quite meagre. When you rip aside the confusing nations has continued to widen in the last twenty years.
figures on growth rates, you find that for about two- Today, the average per capita income of the developed
thirds of humanity the increase in per capita income world is $2,400 compared to $180 in the developing
has been less than one dollar .a year for the last countries. The gap has widened to $2,220. It is expected
twenty years. to widen by another $1,100 by 1980. And all the

* Even this increase, miserable as it may seem, has been present indications are that the gap will continue to
unevenly distributed, with the poorest 40 per cent of widen and the rich nations will continue to become
the population hopelessly squeezed in its struggle for richer, despite all the liberalism that is gen'rally 4

existence and sometimes getting even less than what expressed in forums like this. Just to underline how
it received twenty years ago. hopeless it is to expect the gap between rich and poor

* Some successful cases of development have turned nations to narrow, let me mention just one compari-
into development disasters-Pakistan and Nigeria son-the increase in the per capita GNP of the US in one
among them. year equals the increase that India may be able to

P There is 'development weariness' in many developing manage in about a hundred years. Therefore, to conceive
countries today with strident voices asking for a the objectives of development in terms of Western living
social and economic revolution, and there is 'aid standards or to focus on the widening income gap
weariness' in the developed countries today, with between the rich and the poor nations is not meaningful
many voices asking for an end to a partnership which at all, except to make the rich nations feel ashamed of
was never much of a partnership. themselves from time to time. The developing countries

* And to cap it all, many advocates of zero growth have no choice but to turn inwards, in much the same
have sprung up in the very societies where growth way as Communist China did twenty-three years ago,
had always been regarded as a sacred goddess, and and to adopt a different style of life, seeking a consump-
who had preached to the developing countries the tion pattern more consistent with their own poverty-
virtues of an undiluted commitment' to growth pots and pans and bicycles and simple consumption
objectives, underlining how serious the reaction really habits-without being sqduced by the life styles of the

oweto hor i he a 1 f g, row h. rIch. This reuire . re PtiOn f eeonumi a social

llusionencnt about economic deveiopmentii 1ierc are liquidation of the privilcie groups 'nd v-st3 interes-s.
the origins of the present crisis? which may well be impossible in many socicties, and a

I believe that the developing countries have them- redistribution of political and economic power, which
s to .. am a for nIuh of %k Pe Csor:U IIesq. may only be achieved through revolution ratwer than

Two decades ago, when t0e developing countries set throu-h evolutionury Criange.
ut to accelerate their pace of economic development, This also means that the developing countries have to
,ey seemed to have made three basic decisions.

Dazzled by the high living standards of the developed

countries and convinced that real life begins at A speech originally delivered at the International Development
$1,000 or thereabouts, they decided to go after high Conference, Washington DC. 20 April 1972.
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search for a new development strategy. The old strategy through the growth rates filtering down to the masses. It
is based on the quiet assun4tion that poverty can be must be -based on the premise that poverty must be
taken care of through high growth rates, which will attacked directly.
eventually filter down to the masses. In this str.ategy, What are the elements in such a direct attack on mass

growtn rates are always better than low g-owth pYvLrty? It is difficult to say at this stage since the
rates and distribution can be taken care of after growth developing countries are only beginning to perceive thi
is achieved. Both these premises have proved bankrupt problem in a new perspective. But let me mention a few
by now. elements which are critical:

L is r. n T. tht, because hiqh 2rowth rates enlarge * To start with, the focus should shift to the poorest
socity's oprions, they are invariably preferiable to lov. 40 --50 per cent in sOciCeV. V ; -c theV? I
growth rates. It all depends on &he structure of these numrcous they are? llow have thir h% inL standa&V

growth rates. If a high growth rate is achieved through behaved over time? Let us find out a little more, even
rising military expenditures, or through the production at this late stage, about the problem we set out to
of luxury goods for the rich and the privileged, it is not tackle about twenty years ago.
necessarily better than a lower growth rate which is 0 in planning national production targets, the basic
more evenly distributed. In other words, judgements minimum needs of these poor should be taken into
about different levels of growth rates cannot be made account, irrespective of whether they can express
independently of the income distribution implicit in them in the market or not. In other words, market
them. It is not merely a question of how much is demand-which is so largely influenced by existing
produced, but of what is produced and how it is income distribution-should be rejected explicitly in
distributed. GNP measurements, unfortunately, do not favour of fixing national comsumption and produc-
register social satisfaction. tion targets on the basis of minimum human needs.

Here the second part of the old strategy comes in, We have been slaves of the concept of market
which argues that income distribution is a subsequent demand for too long. But the concept of market
consideration. If there are more material goods and demand mocks poverty or plainly ignores it, since the
services in the system, they can always be redistributed poor have very little purchasing power.
in such a way as to create more social satisfaction. This 0 It follows that the problem of development must be
is simply not true. And it is important that this line of redefined as a selective attack on the worst forms of
reasoning be rejected, since it has- done considerable poverty. Development goals should be expressed in
damage already. terms of the progressive reduction and eventual

It is not true for at least the following three reasons: elimination of malnutrition, disease, illiteracy,
* Poor societies often have very poor means of squalor, unemployment and inequalities. Social

redistributing income. The coverage of the fiscal indicators must be developed and progress of plans
systems is generally very limited. Even when income must be measured in terms of specific and quantita-
distribution is extremely skewed, it is difficult to tive goals in these fields and not in terms of average
reach through direct taxation. To illustrate, even if per capita income. We were taught to take care of our
60 per cent of income accrues to 20 per cent of the GNP, since this would take care of poverty. Let us
population in India, this still implies an average per reverse this and take care of poverty first, since GNP
capita income level of $300 for the 'rich' which is can take care of itself, for it is only a convenient
below the income tax exemption limit of $400. In summation, and not a motivation, for human efforts.
other words, income transfers from one sector to the 0 It also follows that the concerns for more production
other can be arranged only to a very limited extent in and better distribution should be brought together
poor societies through the taxation machinery. and not treated separately. This invariably means that

* Income flows are not financial: they are in the form employment should be treated as a primary, not a
of physical goods and services. They are influenced secondary, objective of development since it is the
by the initial distribution of income. If the society most powerful means of redistributing income in a
has increased its income in the form of luxury poor society. Capital should not be concentrated in a
housing and motor cars, how do you really convert it small modern sector, enjoying high productivity and
into low-cost housing and public buses, short of their savings, but spread thinly over a wide segment of the

physical take-over by the poor? economy-through public works programmes, if
0 The institutions which create growth are not neutral necessary, and even at the risk of lowering the

as to its distributien. Thus if the growth institutions average productivity of labour and lowering the
are characterized by wide disparities in land holdings future rate of growth. The poor societies have to face
and concentrations of industrial wealth, the process this choice squarely. They have a limited amount of

of grmvth will strengthen them further and they will capital. They can either raise substantially the
resist and frustrate all future attempts to take away productivity of a small part of the labour force in the
their powers and privileges through orderly. reforms. modern sector while leaving a large part unemployed
This is essentially what happf-ned in Pakistan in the or settle for a lower average productivity but full
1960s. employment. Again, it appears to me that
The new development strategy, therefoie, must reject Communist China made the second choice and has,

the thesis that poverty can be attacked indirectly therefore, been able to achieve full employment and
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equitable income distribution at a relatively low level significance for the developing countries and come

of per capita income. with so many project conditions, country tying,
But can such a strategy of development be conceived foreign consultants and technology, and irritating

and implemented in the present political and economic debt problems that they sap the initiative and

structures in the developing countries? And here we freedom of action of the developing world.

come to the second of the disastrous decisions-the 0 The developing countries must regard foreign
choice of the mixed economy. In most cases, such a assistance as an undependable residual in their total

choice has combined the worst, not the best, features of planning effort and turn their energies to internal

capitalism and socialism. It has often prevented the institutional changes that are required for creating a

developing countries from adopting honest-to-goodness different economic and social order, based on

economic incentives and using the free functioning of egalitarianism and a second-best standard of living.
the price system to achieve efficiency in a capitalistic 0 In the international field, the developing countrici

framework, if not equity. In reality, there have been too should organize their 'poor power' to wring major
many inefficient administrative controls and price concessions from the rich nations and to arrange for a
distortions. At the same time, the choice of the mixed genuine transfer of resources. Since the rich nations

economy has prevented these societies from pursuing are going to shrink in the next few decades to less

their goals in a truly socialistic framework, since mixed than 10 per cent of the total world population with
economy institutions have often been more capitalistic over 70 per cent of world income, the poor will be
than not. The end result, therefore, has often been that numerous enough and annoyed enough to organize
they have fallen between two stools, combining weak such an effort.
economic incentives with bureaucratic socialism. Neither 0 One element in such a confrontation will be to serve
the ends of growth nor equity are served by such notice to the developed nations that the developing
confusion in social and political objectives within the countries cannot pay their present foreign debt of
framework of a mixed economy. $60 billion and that the world community must

My own feeling is that the days of the mixed make arrangements for its orderly cancellation.
economy are numbered- The developing countries will 0 Another element will be to exploit their collective
have to become either more frankly capitalistic or more bargaining power in their negotiations with the rich.
genuinely socialist. The capitalistic alternative is Recently, oil negotiations under OPEC are expected
workable only in those situations where the society is to yield $20 billion of additional revenues to the oil
willing to accept income inequalities over a long period producing countries by 1980. Similarly, if the
of time without exploding or where extremely high developing countries can exploit the current concern
growth rates (10 to 15 per cent) can be financed with a about the depletion of non-renewable resources and
generous inflow of resources from Western friends. agitate for a 10 per cent tax on consumers of these
Otherwise, the only alternative is a genuinely socialist minerals, they could collect as much as $30 billion
system, based on a different ideology and a different over this decade for a common international develop-
pattern of society. But this does not mean bureaucratic ment fund. Again, they can stake their claim to the
socialism or post-box socialism; it means a major change commonly-held resources of mankind, like oceans
in the political balance of power within these societies and space, and start demanding that 80 per cent of

.and drastic economic and social reforms. Whether the the proceeds from the exploitation of such resources
developing countries can manage such a change without should go to them on the basis of world population.
violent revolutions is a critical question of our time. What I am trying to convey here is the emerging

And now let me turn briefly to the third disastrous mood in the developing countries rather than my own
decision-the dependence on foreign assistance. Let me deeply geld beliefs. I am not an apostle of confronta-
make it quite clear that I am one of those who has tion, nor am I prepared to forsake my own liberalism.
always believed in economic liberalism and in a genuine But I think it is important that we realize that liberalism
partnership between the developed and the developing cannot survive in an illiberal world. The developing
countries. But the sorry record of forcign assistance in countries are passfng through a very dark and ugly
th.e last two dccadcs is ginnmog to conince mc, as it mood. They are questioning all the assumptions on
has convinced many of my liberal colleagues, that the which they based their early devetopment s[ra gy. i
developing world would have been better off without cannot predict what may come out of this re-
such assistance. Unfortunately, I do not have the time to examination. But if I have to make any guesses today, I
go into the early origins of foreign assistance, its would expect that economic development in the next
changing motivations and its present piht, but let me few years will be increasingvly bascd on a new strtegy

offer afewobservationsquite baldly without elaboration. embodying a direct attack on mass poverty. a genuine
0 The level of foreign assistance that is required for a turn towards socialism and a far greater degree of self-

meaningful change in the developing countries over a reliance. This is the new manifesto that most developing
short period of a decade or so through the growth- countries are trying to articulate. But there is a wide gap
rate route is at least 4 to 5 times the present level of between articulation and implementation, between dim
$7 billion. The developed countries have neither the perception and real action. The future of the developing
will nor the imagination to offer such assistance. world will turn on how far this gap can be bridged

' The present levels of assistance are only of a marginal without violent political explosions.
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TOWARDS A NEW PLANETARY BARGAIN

(Mahbub ul Haq)

No more than one hundred days remain before the rich and the poor
nations meet in the Seventh Special Session of the U.N. General Assembly
to discuss the establishment of a New International Economic Order. I
find it distressing that so little preparation has been done so far on
the specific contents of a new Planetary Bargain or on the process of
serious negotiations within the U.N. framework. Conferences can seldom
produce decisions unless they have been quietly reached in advance. And
so far as we know, there are no quiet background efforts at present to
reach preliminary understandings and a political consensus on the nature
and form of the negotiations between the rich and the poor nations.

If history is to be our guide, I believe that we may well be on the
threshold of an historical turning point. On the national level, such a
turning point was reached in the 1930's, when the New Deal elevated the
working classes to partners in development and accepted them as an essential
part of the consuming society. On the international level, we still have
not arrived at that philosophic breakthrough when the development of the
poor nations is considered an essential element in the sustained develop-
ment of the rich nations and their interests are regarded as complementary
and compatible, not conflicting and irreconcilable. And yet we may be
nearing that philosophic bridge.

However, if we are to cross this bridge, the rich nations must place
the current demands of the Third World in their proper historical perspec-
tive, agree on a strategy of serious negotiations, help crystalize certain
negotiating areas and principles and determine the negotiating forums where
mutually bereficial agreements can be thrashed out. It is in this spirit
that I would like to offer a few concrete suggestions.

Perspective

It is important that the current demand of the developing countries
for a New International Order is perceived in its correct perspective:

Firstly, the basic objective of the emerging trade union of the poor
nations is to negotiate a new deal with the rich nations through the
instrument of collective bargaining. The essence of this new deal lies
in their obtaining greater equality of opportunity and in securing the
right to sit as equals around the bargaining tables of the world. No
massive redistribution of past income and wealth is being demanded: in
fact, even if all the demands are added up, they do not exceed about 1%
of the GNP of the rich nations. What is really required, however, is a
redistribution of future growth opportunities.
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Secondly, the demand for a New International Economic Order should
be regarded as a movement, a part of an historical process, to be achiev-
ed over time, rather than in any single negotiation. Like the political
liberation movement of the 1940's and the 1950's, the movement for a new
economic deal is likely to dominate the next few decades and cannot be
dismissed casually by the rich nations.

Thirdly, whatever deals are eventually negotiated must balance the
interests of the rich and the poor'nations. The rich nations have to
carefully weigh the costs of disruption against the costs of accommoda-
tion and to consider the fact that any conceivable cost of a new deal
will be a very small proportion of their future growth in an orderly,
cooperative framework. The poor nations have to recognize that, in an
interdependent world, they cannot hurt the growth prospects of the rich
nations without hurting their own chances of negotiating a better deal.

Strategy

The international community must also move quickly to develop a
negotiating strategy with a view to:

(a) reach an agreement before the U.N. Special Session that serious
negotiations are acceptable on all elements of a New International Economic
Order the rich nations should declare their willingness to enter into such
negotiations within the U.N. framework and the poor nations should accept
the fact that the Special Session can merely begin the process of nego-
tiation, not establish a new order;

(b) narrow down the areas of negotiation to manageable proportions
in the first instance and to select the priorities fairly carefully so
that the dialogue can move from the least divisive to the more difficult
issues in a step-by-step approach;

(c) develop and agree on certain negotiating principles as an
umbrella for future discussions: while detailed negotiations may have to
proceed on a case-by-case basis, negotiation of an overall umbrella is
absolutely essential in the first instance if the advantage of collective
bargaining is to be retained;

(d) formulate specific proposals for implementation: these proposals
should bring out various alternatives and their implications for each
side; and

(e) determine the negotiating forums through which agreements can
be reached on these proposals in a specified period of time.
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Negotiating Principles

Let me try to illustrate in a few critical areas how the international
community can move towards the formulation of certain negotiating principles.

(a) International Trade

What is really wrong with the present order from the point of
view of the poor nations?

First, the exports of about twelve major primary commodities
(excluding oil) account for about 80% of the total export earnings
of the developing countries. The final c:>nsumers pay over $200
billion for these commodities and their products while the primary
producers obtain only about $30 billion, the middle-men enjoying most
of the difference.

Second, the export earnings from these commodities fluctuate
violently at times.

Third, the purchasing power of these primary exports keeps
declining in terms of manufactured imports.

Fourth, the manufactured exports of the developing countries
often face tariffs and quotas in the industrialized countries and
constitute only about 7% of world manufactured exports.

In order to improve this situation, at least certain negotiating
principles can be articulated in the first instance:

(i) producing countries must get a higher proportion of the final
consumer price for their primary commodities. The present
marketing and price structure should be examined to determine
whether a better return to producers can be ensured by further
processing of primary commodities, reduction of present imper-
fections in the commodity markets and squeezing of middle-men's
profits, organization of their own credit and distribution
services, etc.;

(ii) a better deal on primary commodities must be obtained first
before efforts at price stabilization or indexing - as in the
case of oil - since stabilization of present low earnings will
not achieve much. Possibilities of establishing an international
commodity bank should be considered both to improve the present
deal and to stabilize it;
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(iii) the consuming countries must be given long-term assurances
of security of supplies, without any deliberate interruptions
or embargoes;

(iv) producers' associations in primary commodities should be accept-
ed as legitimate instruments of collective bargaining to offset
the considerable concentration of economic power at the buying
end at present;

(v) present restrictions in the industrialized countries against
the manufactured exports of the developing countries should be
relaxed and intra-developing country trade in these manufactures
expanded with a view to increasing the present share of the
developing countries in world manufactured exports.

(b) International Monetary System

Let us review the situation in another key area - the present
monetary system - from the point of view of the developing countries.

As Professor Triffin has convincingly argued in his paper,
international liquidity is largely created by the national decisions
of the richest industrialized nations as their national reserve
currencies (e.g. dollar, sterling) are in international circulation.
During 1970-74, international decisions on SDRs accounted for only
9% of the total international reserve creation: even these decisions
are primarily dictated by the needs of the rich nations. Not sur-
prisingly, the developing countries obtained very little benefit
from the creation of international liquidity: out of $102 billion
of international reserves created during 1970-74, the developing
countries received $3.7 billion or less than 4%. As in any banking
system, the poor get little credit.

As such, negotiating principles in this area will have to include
the following:

(i) national reserve currencies should be gradually phased out and
replaced by the creation of a truly international currency -
like the SDRs - through the deliberate decisions of the IMF;

(ii) the volume of this international liquidity should be regulated
by the IMF in line with the growth requirements in world trade
and production, particularly to facilitate such growth in the
developing countries;
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(iii) the distribution of this international liquidity should be
so adjusted as to benefit the poorest countries, especially
by establishing a link between the creation of international
liquidity (SDRs) and long-term assistance;

(iv) in order to carry. out these reforms, the present voting strength
in the IMF should be changed to establish a near parity between
the developing and the developed countries.

(c) International Resource Transfers

Let me take my last example from another area of constant
controversy between the rich and the poor nations - the present "aid"
order. Now what is really wrong with it from the point of view of
the developing countries?

First, the present resource transfers from the rich to the
poor nations are totally voluntary, dependent only on the fluctua-
ting political will of the rich nations.

Second, some sort of an international "deal" was made by the
rich nations by accepting a target of 1% of GNP (with 0.7% in ODA)
but in actual practice the ODA has declined to 0.3% in 1975.

Third, not enough attention has been paid to the terms of
international resource transfers so that the developing countries
have accumulated by now over $120 billion in financial debt whose
servicing takes away about one-half of fresh assistance every year.

If a negotiated framework for international resource transfers
is to emerge, we must make a fresh start on a number of fronts:

(i) an element of automaticity must gradually be built into the
international resource transfer system - e.g. through SDR
link with aid, certain sources of international financing
such as royalties from ocean-bed mining, tax on non-renewable
resources - so that these transfers become less than voluntary
over time;

(ii) the focus of international assistance must shift to the poorest
countries and, within them, to the poorest segments of the
population. As such, this assistance should be mainly in the
form of grants, without creating a reverse obligation of
mounting debt liability at a low level of poverty;

(iii) international assistance should be linked in some measure to



national programs aimed at satisfying minimum human needs.
Such a target for the removal of poverty can be easily
understood in the rich nations; it can be the basis of a
shared effort between the national governments and the inter-
national community; it provides an allocative formula for
concessional assistance; and it establishes a specific
time period over which the task should be accomplished;

(iv) one possible formula for international burden sharing could be
to combine an expanding volume of financial funds at commercial
rates from the liquidity-surplus OPEC members with the
availability of subsidy funds from the industrialized countries
and the richest OPEC countries. Such a formula is likely to
provide resources at intermediate terms, with a grant element
of about 50 to 60%;

(v) multilateral channels should be used for directing this
assistance in preference to bilateral channels since this will
be consistent with greater automaticity of transfers, allocations
based on poverty and need rather than on special relationships,
and a more orderly system of burden sharing;

(vi) arrangements must be made to provide a negotiating forum for
an orderly settlement of past debts, possibly by reviving the
Pearson Commission proposal to convene a conference of principal
creditors and debtors.

It is not possible in the time available to attempt a concrete blue-
print of a new Planetary Bargain that the poor nations seem to be seeking
at present. My intention was merely to Illustrate a more positive approach
towards reaching such a bargain in the Special U.N. Session. I believe
that the report of the Expert Group on the Restructuring of the United
Nations is aimed at providing sensible negotiating forums within the U.N.
framework for an orderly dialogue on the elements of a New Economic Order.
It is time, therefore, to descend to a more specific level of preparation
in the remaining one hundred days before the U.N. Session opens in September.
This can be done. Technocratic proposals are easy to formulate. But what
is really required for the success of these deliberations is political
vision of an unprecedented nature which is inspired by the promise of the
future, not clouded by the controversies of the past nor mired in the
short-run problems of the present.



Porn No. 15.01 INT4A01'G4AL 0 VMONIT INTINAT0NAL 9EK FOR INTMWATIGAL FINANCE
IS.70) A8UOCIATION *M45TNUM I O A #0 5GQ6T COWOSAT ION

NEWS SERVICENzws nviczINP'OWWAION AM PUBLIC DWATAR RUA%

This ne story appeared on page of the A AAiV Lsue oft

"THE NEW YORK TMS THE CHRISTIAN SCIENCE iNITOR
C" THE WALL STREET JOURNAL " TE TIMES

"" THI JOURNAL OF CCMSRCE C THE FINANCIAL TIMES
C2 THE WASIINOTON POST

in deiM per year ?,D

Indonesilsjo TOW

Sri Lanka 110 gross na
Indiaj 110 product

Central African 1
Republic 160

Taiwan 490

Brazi 530

UruguaU 760

Japan 2,320

Netherlands 2;840 5590

United States

Source: 1974 World Be MIss (1972 figures)

In billions of dollars
Flowers, seeds, and potted plants Where aid o developing

Funpral and burial expenses nations fits In the U.S.Brokerage charges and investment counseling
Vpending. scaleNet official development aid TOt U.S. G M $1,24.9 billion

Barbershop, beauty parlor, and bath services

Jewelry and watches

China, glassware, tableware, and utensils

Non-durable toys and sports supplies
Toilet articles and preparations

Radio and television receivers,
records, and musical instruments

Tobacco products

l/, Alcoholic beverages

SO6rWa U.S. Department of Commro (1073 flauree



Pemi No. 11.01 TINTII4ATIOAL KVUAOET INTmATIONAL @M FOR INTEATIOMA FINMICE
(1.701 A8OCIATIGO N1COSTIMCTION MD DIVELOWIT CORPORATION

S SE C IN1OUATION AE 1U3LIC AFFAI RARITMNT

This ans a ry appeared on page 41L_ of the e # e4 ,r) 197Viefe oft

r"" THE NEW YORK TDMES - THE HRISTIAN SCIENCE MONITOR

" THE A STREET JOURNAL """"3 TDIMS
- THE OF COMMERC C"" VINANCIAL TIM
C2TIM A POST C'

tmio h"ti-i soidert - evidsnes*
a in the growan Predoser e rea l l w ort-

ingly sarce inpao tigm as -lu adoUtcome i (attite and bleek voting ere Awr t Mb. U
a ~ has thme driving force forf o ser"

19 .Cou arustn iots ogramstib t e arn" *o,

too h -eath
Hta ,fo it is not thought her Europen

poit conBu is wi, wnt r ongor an
T o i o ga constructed progr m n=4 sthintif

Sh a cohesion in the process useae dr
tial gains are considered rea y worth

Development se Aon b
.Up to now in preparatory meeting goinge n

outcome in doubt ivately here the third world has shown no

By David h esigns of adjusting its programmtocimm a,
a St sillv ery nh at q or instance, to the joint West European

The Caristianreetice Mnitor position . But, it is said, if Dr. Kissinger can

Uit N adtion, New persuade the Ford administration tb let hiin

The world is about to go through make tpns as odacong asi ngse o
brief but highly publicized phase in the West Europe, then there is grub.T bop for

and co p le ocess r a ed real give =Wd take on both sides.
nomic relationships. y elY About so developing countries have bed

But whether the United Nations pecial 'scussing their negotiating strategy at a
Session on Development C ' of the so-caled nnalgned gram *k
(UNSSDC), which opens here Sept, , play a w in LimP, Peru.
real or a merely rhetorical role oni a c Th are five main items on thhwUN seventh
adjustment is stil very much an ques- speci session agenda, of which the first two
tion. arecon eredmostimportant:

With only a few days to go al sorts of . Tr ith special focus on stabilizing
fotters o preedur and tal - (and, pr ers would add, increasing) com-
ciple remain unreolved As result, some modity pri
pessimistic Western -I d y privately 2. Develop t financing, including aid,

reakin "oftrucie o q( mkak1e" f any debt burdens, and international monetary

f Hyo tuc orwtil th e mero reform.
3. Ways of so developing Com-

still hope that the W i prodv * some E"eskfs. na c n
fairly precise commt -at least on how
and where ation specific topies 4. Methods of i dutiulbie but
where agreeme t is b can continue. and investment in e countries.

Two points are seen eas crucisi:
cHow much can enry lisinger fotoo 5. Supply of and Of

through on his prom earier this year to put
forward aocrt erican proposals? The Another item, on a slightly t tack, is
Secretary of State' speech here Sept. I -s the restructuring of the UN's economic
eaigerly aw7aited. It oud prove the making or and social structure.
breaking of the on. . The aind of the West Erpns they

- How much c or will the numerous hope also wil prove to be the 1:4410~e
countries of the de eloping world modify their States, is to select for discussion re
present joint nego iation stance? For them to progress is really possible - "the apns ibke but
compromise inY one area would risk not the silly ones," as one Western diplomiat
collapsing their ole delicately balanced and 'put it.
painstakingly negotiated unanimity.



rom NO. IN.01 INT00ATIGNAL d9M.ONDKT INTONATIONA IM FOR INTEMATIG FINNCE(5.70) A8UOCIATION f4WMTJCTI4 ON NDEV.OiniTf CONAATIG4

NEWS SERVICE

This now story appeared on page of the AIV sue oott

C" THE NEW YORK TMS 1W THE CHRISTIAN SCIENCE MONITOR
C"" THE WALL STREET JOURNAL C THE TIMES
C" THE JOURNAL OF QIERCE " THE FINANCIAL TDIMES
C3 THE WASRINTON POST

110 doail per year. ? /DD1
indonesisj o Per ca Ole

SriLana io gross national
India 110 product

Central African316 0
Republic 1

Taiwan 40

Brazil 530

Uruguay 760

Japan 2,320

Netherlands 2.840D 5,590
United States

Source: 1974 World E* Ats (1972 figures)

In billions of dollars
Flowers, seeds, and potted plants Where aid to developing

Funpral and burial expenses nations fib in the U.S.Brokerage charges and investment counseling
spending scaleNet official development aid

To6111--0,011P em$1,294.9 bilion
Barbershop, beauty parlor, and bath services

Jewelry and watches

China, glassware, tableware, and utensils

Non-durable toys and sports supplies
Toilet articles and preparations
Radio and television receivers,________________

records, and musical instruments

Tobacco products

Alcoholic beverages

Soirce: U.S. Departmen of Commere (1973'flaureal



By Mdu jl Hnations controlled the creation and distribution of inter-
national credit through the expaision of their own national

The vastly unequal relabandrip between the rich and the reserve currencies (mainly U.S. dollars and British
poor nations has already booome the central issue of our sterling) and through their decisive juontrol over "
time. International Monetary Fund. There was nothing unusual

The poor nations areints.ngly qeonsining the basic about this either. In any normal national banking system,
premises of an international order which leads to ever the poor get very little credit unless a concerned
widening economic dI rM :"-hey are, In fact, arguing government chooses to intervene on their behalf.
that in international ao - just as much as within - Traing patterns. Developing countries, .unlike the
national orders - all dkiribution of benefits, credits, developed ones, get back only about 10 percent of the final
services, and decisionmakitg tends t6 get warped in favor price that consumers in the international market pay for
of a privileged minority and that this situation cannot be their produce, simply because many of them are too poor
changed except through fundamental reforms. This or too weak to exercise any meaningful control over the
underlies their demandfor"anew international economic processing, shipping, and marketing of their primary
order." exports.

The rich nations, ton the other hand, appear to The final consumers pay over $200 billion for the major
misinterpret this demand. They tend to look suspiciously primary exports (excluding oil) of the developing coun-
at each plea for a new esauneic order as yet another ploy tries, but these countries get back only $30 billion, with
to wring some specific '"sVmosions" from them. middlemen - mostly in the rich nations - enjoying the

This is clearly wrong. The poor nations are not
criticizing the rich nations because they are rich and If the poor nations had been able to exercise the same
because threemjuarters of the world's income, investment, degree of control over the processing and distribution of
and services, and most of the world's research, are in the their exports as the rich nations presently do and get back
hands of one-quarter of ts population. Nor are the poor a similar proportion of the final consumer price, their
nations asking for a massive redistribution of existing export earnings from their primary ities would be
income and wealth. closer to $150 billion than the present $30 * 'on.

What they are really arguing for is a greater equality of Again, there is a parallel here between national and
opportunity in the future, which is impossible to achieve international orders: Within national orders as well, the
within the present economic imbalances and the existing poor receive only a fraction of the rewads for their labor
world structures which favor the rich nations. and lose out to the organized, entre"W middlemen

unless governments intervene.
An inim 1, h Movement of labor and capital. Th rich nations are

Before there am sereams of protest, one mt alsO making it impossible for the free international market
hasten to add that there is nothing deliberate or mechanism to work since it would work against their own
conspiratorial about this deaial of equality of opportunity interests. In the classical framework outlined by lath-
either: It is inherent in the past imbalances in economic century Scottish political economist Adam Smith, the
power. It is pointless, therefore, for the poor nations to cornerstone of the free market mechanism is a free
allege that the rich emiloit them deliberately or for the movement of labor and capital as well as of goods and
rich to protest that thevdhting international system works services so that rewards to factors of production are
equally well for the poorand the rich nations. equalized all over the world.

In fact, it would require deliberate intervention in the In fact, world inequalities can"t persist in such a
market and an active resructuring of existing institutions framework. Yet immigration laws in almost all rich
to ensure that past inagms do not continue to distort nations make it impossible for any large-scale movements
future opportunitiestar the poor nations. of labor in a worldwide search for econoinic opportunities

(except for a limited "brain drain" Of highly skilled
Let us take a few conchiteezanples to illustrate how the labor). And additional barriers are going up against the

present world order systenatically discriminates against free movement of goods and services.
the poor nations: The rich nations, for instance, spend about $30 billion in

* The international credit system. Poor nations, with 70 farm subsidies alone to protect their agriculture. They
percent of the world population, received less than 4 .impose progressively higher tariffs and quotas against the
percent of the international credit of $126 billion in the last simple consumer goods exports of the developing coun-
two decades. This happened simply because the rich tries, like textiles and leather goods.



The rich, in other words, are drawing a protective wall The demand for a new international economic order
around their life-styles, telling the poor nations that they must be seen, therefore, as part of an historical process.
can neither compete with their labor-ar with their goods, What are the more specific elements in this new
while paying handson tributes at the same time to the economic order? What are the concrete proposals which
"free" workings of the internationa market mechanism. should be included in a negotiating package?

Decisionmaking councils of the world. The poor The first requirement obviously is for the rich nations to
nations have only a profor ma participation in international agree that there is a need to negotiate and to declare their
economic decisionmaking. Teir advice is hardly sought willingness to do so through orderly forums, both within
when the big 10 industrialized nations get together to take and outside the United Nations. If we cross this
key decisions on the world's economic future; their voting philosophic bridge,, it is possible to move on to the
strength in the World Bank and the International Monetary negotiating table, starting with certain overall principles
Fund is less than one-third of the total; and their and proceeding in a stepby-step approach from the least
numerical majority in the United Nations General Assem- divisive issues to the more difficult ones. The upcoming
bly has meant no real influence so far on international special session of the UN General Assembly in September
economic decisions since the "coerced," in the curious can mitiate this process of orderly negotiations by
terminology used recently by Henry A. Kissinger for the agreeing on a specific agenda and certain negotiating
rich nations, "are under no compulsion to submit. principles which can be followed up in appropriate and

One can go on documenting such evidence where managable negotiating forums.
unequal economic relationships have led to a denial of
economic opportunities to the poorer nations, but the basic Areas for agreement
point is already made: In international order, just as I believe that any meaningful restructuring of the world
within national orders, initial Rverty itself becomes the order will have to include an agreenent at least on the
most formidable handicap in redressing such poverty following aspects:
unless there is a fundamental change in the existing power * Revamping of the international credit system by
structures. phasing out national reserve currencies and replacing

of loss Identified them by an international currency to be managed by a
hr areas f d drestructured International Monetary Fund, particularly in
In this context, a net transfer of about $7 billion of official the interests of the developing countries.

development assistance to the poor nations every year is , Gradual dismantling of restrictions in the rich nations
neither adequate nor to the point: The quantitative "loss" on the movement of goods and services and labor from the
implicit in maldistribution of international credit, in- poor nations.
adequate sharing of benefits from the export of their 9 Enabling the developing countries to obtain more
natural resources, and artificial restrictions on the benefit from the exploitation of their own natural
movement of their labor and goods and services would resources by their establishing a greater control over
easily amount to $50 billion to $100 billion a year. More various stages of primary production, processing and
pertinently, the poor nations are seeking greater equality distribution.
of opportunity, not the uncertain generosity of the rich. * Partially automating internationalresource transfers

The demand for a new international economic order by linking them to some form of international taxation so
must be seen, however, in its proper historical per- that they do not entirely depend on the fluctuating political
spective. On one level of reasoning, it is a natural evolution wil of the rich nations.
of the philosophy already accepted at the national level: - Negotiation of agreed principles between the principal
that governments must actively intervene on behalf of the creditors and debtors for an orderly settlement of past
poorest segments of their populations (the bottom 40 debts.
percent) who will otherwise be bypassed by economic * And restructuring of the United Nations to give it
development. more powers for economic decisions and increase in the

On yet another level the search for a new economic voting strength of the poor nations within the World Bank
order is a natural second stage in the liberation of the and the International Monetary Fund.
developing countries. The first stage was marked by This is a formidable package. Is it possible to negotiate it
movements of political liberation from the 1940s to the through an orderly dialogue which seeks to balance the
1960s; the second stage constitutes a struggle for not only interests of the rich and the poor nations? I believe that it
political but economic equality, since the former is is at least worth a try since the long-term interests of both
unattainable and meaningless without the latter. sides are mutually compatible.
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For the Record
From a lecture given in Guyana by

Mahbub Ul Haq. director of poliwu
planning and program review for Oie
World Bank:

If we are going to opt for negotiations
in our search for a New International
Economic Order, it is essential that
whatever proposals we formulate must
balance the interests of both rich and
poor nations. It is easy to formulate par
tisan positions. But we lbvq an inter-
dependent world. If we ard to live with-
out major confrontations, we should
think of proposals which, while benefit-
ting the Third World, do not hurt the in-
terests of the world as a whole....

Let me give you some examples. We
need higher prices for our raw materi-
als. The rich countries need an assur-
ance of stable supplies of raw materials.
There can be an international bargain
where the higher prices of raw materi-
als can be negotiated in return for as-
surances on longer term supplies.

Similarly, we want from the multina-
tional corporations renegotiation of our
contracts and far more favorable shar-
ing of benefits than we received In the
past. The multinationals at the same
time are looking for an environment of
greater certainty within which they can
operate on a longer-term basis. It should
be possible to evolve arrangements
which balance the interests of both
sides.

Again, take the question of voting
rights in international financial organi-
zations. The Third World needs a major
representation in these institutions. But,
at the same time, it should not press it to
a point where the rich nations lose in-
terest in these institutions or withdraw
their financing....

I know that this will not satisfy many
radicals. I realize that some of these sol-
utions are too rational. But in the long
run this Is the only practical course.
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The 'Abuses' of Pakistan's Bhutto
Your editorial of April 22 ("A Sense-

less Slap at Pakistan") is a most outra-
geous defense of a totally defenseless
position. You argue that "the tear gas
shipments (from US.) should be
promptly resumed" to Pakistan since
Pakistan is "a good friend" and Mr.
Bhutto has been "creditied with genu-
ine achievements," Including "pushing
development forward and, yes, enhanc-
ing human rights." What perverse logic!
If this is how the Americans are going to
show their friendship to us, we Pakist-
anis are certainly better off without it.

Let us take up the question of human
rights, which is what the struggle is all
about in the streets of Pakistani cities.
People are dying every day protesting
that Bhutto has unsurped their demo-
cratic rights and political freedoms. If he offered to "negotiate" more seats
you seriously believe that he has, in fact, with the opposition (an additional 30, ac-
enhanced the human rights of his un- cording to foreign press reports), but
grateful people, why not undertake a lit- the offer was rightly rejected as a trav-
tie investigation: esty of free elections. Even his own cap-

- Why not check with Bhutto's former -tive election commission has already set
political allies who ran afoul of him-JL aside six seats of his People's Party on
Rahim, his closest comrade, who was charges of "blatant rigging." If this is
brutally beaten up by Bhutt' lederal not enough evidence for you, why not
security force; or Hanif Ramay, his for- reflect a lWtle on the phenomena of par-
mer Chief Minister of Panjab, who is alyzing nationwide labor strikes, daily
being tortured In prison todayor many protest marches and mass agitation in
others. visit the very cities-particularly Lahore-

SWhy not visitPakistaniprisons, that Bhuttos party claims to have com-
which are overcrowded with political pletely swept in the polls? Do you seri-
prisoners held-without trial? . ously believe that people willingly voted

* Why not ask your colleagues in the Bhutto's party into power six weeks agoPakistani press who have not been able and then suffered a sudden lapse of
to write a single critical comment in memory to come out in the streets to
three years without risking imprison- demanid Bhutto's resignation and to
ment? face hia bullets

* Why not ask the High Court judges MAHBUB UL HAQ
and lawyers in Pakistan who have par-
ticipated in unprecedented processions
to protest the complete absence of con-
stitutional rights in the country, and
some of whom have fallen to the bullets
of Bhutto's police?

* Why not interview the widows of
those poor people who have died by the
hundreds in the last six weeks for the
crime of demanding new elections?

But you seem to suggest that elections
were not rigged to begin with so that
the entire present agitation may be mis-
guided. I must say that you sound even
more self-righteous than Bhutto himself
who conceded "some rigging" by "over-
zealous officials" for which he dis-
avowed personal responsibility. In fact,
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Negotiating a New Bargain
with the Rich Countries

Mahbub ul Haq

If history is to be our guide, the world may well be on the threshold of a
historical turning point. On the national level, such a turning point was
reached in the United States in the 1930s, when the New Deal elevated the
working classes to partners in development and accepted them as an essen-
tial part of the consuming society. At the international level, we still have
not arrived at that philosophic breakthrough when the development of the
poor nations is considered an essential element in the sustained develop-
ment of the rich nations and when the interests of both rich and poor nations
are regarded as complementary and compatible rather than conflicting and
irreconcilable. And yet we may be nearing that philosophic bridge.

However, if we are to cross this bridge, the rich nations must place
the current demands of the Third World in their proper historical perspec-
tive, agree on a strategy of serious negotiations, help crystallize certain
negotiating areas and principles, and determine the negotiating forums
where mutually beneficial agreements can be thrashed out. It is in this spirit
that the following few concrete suggestions are offered.

Perspective

It is important that the current demands of the developing countries for a
New International Economic Order be perceived in correct perspective.

NOTE: This paper is based on remarks made by the author at a Conference on New
Structures for Economic Interdependence (co-sponsored by the Institute on Man and
Science and the Aspen Institute for Humanistic Studies, the Overseas Development
Council, and the Charles F. Kettering Foundation) held at the United Nations and at the
Institute for Man and Science, Rensselaerville, New York, May 15-18. 1975. For the
report of that conference, see New Structures for Economic Interdependence (Rens-
selaerville, New York: Institute on Man and Science, August 1975).
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First, the basic objective of the emerging trade union of the poor
nations is to negotiate a new deal with the rich nations through the instru-
ment of collective bargaining. The essence of this new deal lies in the ob-
jective of the developing countries to obtain greater equality of opportunity
and to secure the right to sit as equals around the bargaining tables of the
world. No massive redistribution of past income and wealth is being de-
manded: in fact, even if all the demands are added up, they do not exceed
about 1 per cent of the GNP of the rich nations. What is really required,
however, is a redistribution of future growth opportunities.

Second, the demand for a New International Economic Order should
be regarded as a movement-as part of a historical process to be achieved
over time rather than in any single negotiation. Like the political liberation
movement of the 1940s and the 1950s, the movement for a new economic
deal is likely to dominate the next few decades and cannot be dismissed
casually by the rich nations.

Third, whatever deals are eventually negotiated must balance the in-
terests of both the rich and the poor nations. The rich nations have to care-
fully weigh the costs of disruption against the costs of accommodation and
to consider the fact that any conceivable cost of a new deal would amount
to a very small proportion of their future growth in an orderly, cooperative
framework. The poor nations have to recognize that, in an interdependent
world, they cannot hurt the growth prospects of the rich nations without
hurting their own chances of negotiating a better deal.

Strategy

The international community must also move quickly to develop a nego-
tiating strategy with a view to:

(a) Reaching agreement that serious negotiations are acceptable on
all elements of a New International Economic Order. The rich nations
should declare their willingness to enter into such negotiations within
the U.N. framework, and the poor nations should accept the fact, in turn,
that the meetings of 1975 have merely begun the process of negotia-
tion;
(b) Narrowing down the areas of negotiation-to manageable propor-
tions in the first instance and selecting the priorities fairly carefully
so that the dialogue can move from the least divisive issues to the
more difficult ones in a step-by-step approach. Conferences can
seldom produce decisions unless agreement has been reached quietly
in advance. At present, such quiet efforts are needed to reach prelim-
inary understandings and a political consensus on the nature and form
of the negotiations between the rich and the poor nations:
(6) Developing and agreeing on certain negotiating principles as an
umbrella for future discussions. While detailed negotiations may have
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to proceed on a case-by-case basis, negotiation of an overali umbrella
is absolutely essential in the first instance if the advantage of col-
lective bargaining is to be retained;
(d) Formulating specific proposals for implementation. These pro-
posals should bring out various alternatives and their implications for
each side; and
(e) Determining the negotiating forums through which agreements
can be reached on these proposals in a specified period of time.

Negotiating Principles

It may be useful to focus on a few critical areas to illustrate how the inter-
national community can move toward the formulation of certain negotiating
principles.

International Trade. What is really wrong with the present economic
order from the point of view of the poor nations? First, the exports of about
twelve major primary commodities (excluding oil) account for about 80 per
cent of the total export earnings of the developing countries. The final con-
sumers pay over $200 billion for these commodities and their products while
the primary producers obtain only about $30 billion-with the middlemen
enjoying most of the difference. Second, the export earnings from these
commodities fluctuate violently at times. Third, the purchasing power of
these primary exports keeps declining in terms of manufactured imports.
Fourth, the manufactured exports of the developing countries often face
tariffs and quotas in the industrialized countries and constitute only about
7 per cent of world manufactured exports.

In order to improve this situation, at least certain negotiating prin-
ciples can be articulated in the first instance:

(a) Producing countries must get a higher proportion of the final
consumer price for their primary commodities. The present marketing
and price structure should be examined to determine whether a better
return to producers can be ensured by further processing of primary
commodities, reduction of present imperfections in the commodity
markets, squeezing of middlemen's profits, and organization by the
producing countries of their own credit and distribution services;
(b) A better deal on primary commodities must be obtained before
efforts arc made at price stabilization or indexing-as in the case
of oil-since stabilization of present low earnings will not achieve
much. Possibilities of establishing an international commodity bank
should be considered, both to improve present earnings and then to
stabilize them;
(c) The consuming countries must be given long-term assurances of
the security of supplies, without any deliberate interruptions or em-
bargoes;
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(d) Producers' associations in primary commodities should be ac-
cepted as legitimate instruments of collective bargaining to offset the
present considerable concentration of economic power at the buying
end; and,
(e) Present restrictions in the industrialized countries against the
manufactured exports of the developing countries should be relaxed,
and intra-developing-country trade in these manufactures expanded
with a view to increasing the present share of the developing coun-
tries in world manufactured exports.
International Monetary System. Let us survey the situation in yet

another key area-the present monetary system-from the point of view
of the developing countries.

As Professor Triffin has convincingly argued, international liquidity
is largely created by the national decisions of the richest industrialized
nations as their national reserve currencies (e.g., dollars, sterling) are in
international circulation.' During 1970--1974, international decisions on
special drawing rights (SDRs) accounted for only 9 per cent of the total in-
ternational reserve creation: even these decisions are primarily dictated
by the needs of the rich nations. Not surprisingly, the developing countries
obtained very little benefit from the creation of international liquidity: out
of $102 billion of international reserves created during 1970-1974, the
developing countries received $3.7 billion, or less than 4 per cent. As in any
banking system, the poor get little credit.

As such, negotiating principles in this area' will have to include the
following:

(a) national reserve currencies should be gradually phased out and
replaced by the creation of a truly international currency-like the
SDRs-through the deliberate decisions of the International Mone-
tary Fund (IM F);
(b) the volume of this international liquidity should be regulated by
the IMF in line with the growth requirements in world trade and pro-
duction, particularly to facilitate such growth in the developing
countries;
(c) the distribution of this international liquidity should be adjusted
so as to benefit the poorest countries, especially by establishing a link
between the creation of international liquidity (SDRs) and long-term
assistance; and
(d) in order to carry out these reforms, the present voting strength
in the IMF should be changed to establish a near parity between the
developing and the developed countries.

'See Robert Triffin. "The International Monetary System," in New Structures for
Economic Interdepondence (Rensselaarvibe, New York: The Institute on Man and
Science, August 1975). Proceedings of a conference co-sponsored by the Institure on
Man and Science and The Aspen Institute for Humanistic Studies, the Overseas Devel-
opment Council, and the Charles F. Kettering Foundation.
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International Resource Transfers. Another area of constant contro-
versy between the rich and the poor nations-the present "aid order'--can
serve as a final example. What is really wrong with it from the point of view
of the developing countries? First, the present resource transfers from the
rich to the poor nations are totally voluntary, dependent only on the fluc-
tuating political will of the rich nations. Secdnd, Although a kind of inter-
national "deal" was made by the rich nations in accepting a target of I per
cent of GNP, with 0.7 per cent in Official Development Assistance (ODA),
to be transferred annually to the poor countries, in actual practice. ODA
has declined in 1975 to 0.3 per cent for all member countries of the
OECD's Development Assistance Committee (DAC) and to 0.2 per cent in
the case of the United States. Third, not enough attention has been paid to
the terms of international resource transfers, so that the developing coun-
tries have accumulated over $120 billion in financial debt whose servicing
takes away about one half of new assistance every year.

If a negotiated framework for international resource transfers is to
emerge, a fresh start needs to be made on a number of fronts:

(a) An element of automaticity must gradually be built into the inter-
national resource transfer system-eig., throuth an SDR link with aid,
certain sources of international financing such as royalties from sea-
bed mining, and a tax on nonrenewable resources-so that these trans-
fers become less than voluntary over time:
(b) The focus of international concessional assistance must shift to
the poorest countries, and, within them, to the poorest segments of the
population. As such, this assistance should be mainly in the form of
grants, without creating a reverse obligation of mounting debt lia-
bility at a low level of poverty;
(c) International assistance should be linked in some measure to
national programs aimed at satisfying minimum human needs. Such a
target for the removal of poverty can be easily understood in the rich
nations; it can be the basis of a shared effort between the national
governments and the international community: it provides an alloca-
tive formula for concessional assistance: and it establishes a specific
time period over which the task should be accomplished;

(d) One possible formula for international burden sharing could be
to combine an expanding volume of financial funds at commercial
rates from the liquidity-surplus members of the Organization of
Petroleum Exporting Countries (OPEC) with subsidy funds made
available by the industrialized countries and the richest OPEC coun-
tries. Such a formula is likely to provide resources on intermediate
terms, with a grant element of about 50 to 60 per cent:
(e) Multilateral channels should be used for directing this assistance
in preference to bilateral channels, since this will be consistent with
greater automaticity of transfers, allocations based on poverty and
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need rather than on special relationships, and a more orderly system
of burden sharing; and
(f) Arrangements must be made to provide a negotiating forum for
an orderly settlement of past debts, possibly by convening a confer-
ence of principal creditors and debtors.

Conclusion

It is not the intention of this paper to attempt to prepare a concrete blue-
print of a new "planetary bargain" that the poor nations seem to be seeking
at present-a task that in any case would be impossible in the time avail-
able-but rather merely to illustrate a more positive approach toward
reaching such a bargain. The report of the Group of Experts on the Struc-
ture of the United Nations System is aimed at providing sensible negotia-
ting forums within the U.N. framework for an orderly dialogue on the ele-
ments of a New International Economic Order.2 Technocratic proposals
are easy to formulate. But what is really required for the success of the
deliberations between rich and poor nations is political vision of an unprece-
dented nature that is inspired by the promise of the future, not clouded by
the controversies of the past nor mired in the short-run problems of the
present.

2Report of the Group of Experts on the Structure of the United Nations System, A
New United Nations Structure for Global Economic Cooperation, U.N. Doc. No. E'
AC.62/9 (New York: United Nations, 1975).

162



WNBG -2- 7/12/77

41C HN
LIMA: New esident for Peru's ntral Reserve Bank. Dr. German

de la Melena has ta en er as President f Peru s Central eserve Bank
in the latest episode of e nation's fnancial crisis. A decree in the
official paper said he rep ed Dr. arlos Santisteban who was believed
to have resigned. This is the c d change in Peru's top economic and
financial circles in less than a k. Walter Piazza resigned as Economy
and Finance Minister last Wedn day a er little more than 50 days in the
job. Both changes came as Pe started egotiations for a standby credit
from the IMF to cover its h e external d t. (RWBS)

KINSHASA: Be ium Interested in He ing Zaire. Belgian Foreign
Minister Henri Simone and Development Aid Minis r Lucien Outers discussed
the prospects of a nternational aid program for ire with Zairese leaders
at the three-day eeting of the joint Belgian-Zairese ooperation Commission
which ended he last Sunday. In a joint communique, t two Belgian
ministers ex essed willingness to recommend that Belgium in with other
countries I seeking how such an aid program could be worked . (AFP)

PRESS REVIEW (Reuters World Bank Service)

LONDON: Observations put by Mahbub ul Haq of the World Bank at
an international economic conference on "The Muslim World and the Future
Economic Order" were prominently reported in the "Times" today.

Mahbub ul Haq, Director of the Policy Planning and Programs Review
Department of the Bank, addressed the conference in London last week when
he advocated a five-point "vision" to inspire the collective efforts of the
Muslim world.

Dr. Mahbub told the conference five things were technically
possible in the new ten years:

1. Industrial transformation -- "the means are there -- especially in Egypt,
Indonesia, Pakistan -- to produce most of the consumer goods that Muslim
countries need, provided that production is geared to basic human needs.

2. Self-sufficiency food grain.
3. The Muslim world could have its own currency area.
4. A "tremendous investment" in education and science, which was the basis

of value systems both national and international.
5. Attainment of "basic human needs", such as provision of minimum standards

of nutrition, medical care, house housing and so on.

Interviewed by the "Times" Dr. Mahbub ul Haq pointed out that,
according to figures given by the Development and Aid Committee of the OECD,
Kuwait was already giving 10% of its GNP in aid and Saudi Arabia 7%, or 20
times the average figure for the OECD countries and 40 times that for the
United States.
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The "Times" reported Dr. Mahbub ul Haq as saying the problem
was not to get the oil exporting countries to accept the principle of
sharing wealth, but to get them to consider the most effective ways of
setting about it.

"My real frustration is that they are not being thought about.
The Muslim countries need their own OECD, their own development centers,"
he said.

-0-

The "Times" also commented editorially on the conference, convened
by the Islamic Council of Europe, and said "that such a conference should
be held is in itself interesting for several reasons.

"Islam, like Christianity, contains a message of human solidarity
and concern for the poor and oppressed."

The editorial said: "How tempting it is to follow the vision
sketched by Dr. Mahbub ul Haq of the World Bank, of a Muslim world in ten
years' time self-sufficient in food grains, science and education, well on
the way to manufacturing its own basic requirements and free from malnutrition
and endemic disease. Dr. Mahbub, who has a high reputation as an economist,
believes all these things are technically possible -- though he admits that
two or three years of serious research and analysis are necessary before the
project could be embarked on.

"Obviously, such a project would be distressing for the West if
it meant that the Muslims were turning their back on the rest of the world
-- as Dr. Mahbub's suggestion of a 'dinar zone' enabling OPEC surpluses
to be invested within the Muslim world rather than in Western banks and
institutions might at first sight seem to suggest. Yet it was clear it
was not put forward in that spirit.

In conclusion, the "Times" said that if Muslim rulers wanted
to rebut attacks of "ruthlessness and avarice" made against them by another
Pakistani speaker at the conference "they could make a good start by
financing the research and analysis proposed by Dr. Mahbub."

-0-

The "Times" lso issued a speci urvey of Kuwait's economic
conditions and said if t can cont' e to develop its capital market
and support skills, a city no now only for its power in oil riches
could build a new reputation as enter of Middle East business affairs.

The introductor rticle in e "Times" survey described Kuwait's
prospects for becomin ' e Zurich of th rab World."

I...
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foreword

Mahbub ul Haq is a tireless and effective proponent
of greater equality of opportunity for the peoples of
the developing countries through a process of or-
derly change. He has a reputation for addressing
with equal vigor the need for greater equality of
opportunity within the developing countries as well
as the need for greater equality between these
states-frequently referred to as the "Third World"
or the "South"-and the more advanced "First
World" market economies and centrally planned or
"Second World" economies of the Northern Hemi-
sphere.

This development paper is based on five lectures
given by Mahbub ul Haq in November 1975 as the
second series of Turkeyen Third World Lectures to be
delivered in Georgetown, Guyana. The first series
of lectures was given by the President of Tanzania,
Julius Nyerere, in 1974. In introducing Mr. Haq at
the start of the second series last year, the Prime Min-
ister of Guyana, L.F.S. Burnham, characterized the
Turkeyen lectures as follows:

The significance and the importance of these
lectures being held here in a Third World country
and named, as they have been, Third World
Lectures, lies in the fact that at last the Third
World is making a statement to the world-a
statement that we know what is best for us and
that we are a little tired of patronage and tutelage;
that we seek not only political independence,
which has been largely achieved, but economic
independence, which is still to be achieved in
most spheres and countries; and that we seek
psychological and intellectual independence and
are prepared to discuss our problems, our thrusts,
our hopes, and our aspirations in the Third World.

The ODC is making Mahbub ul Haq's contribution to
the Turkeyen series available to Americans as an
insight into what one leading Third World intellec-
tual and development practitioner is saying to his
Third World colleagues in the struggle for greater
equality about the kinds of changes required in the

The views expressed in this pamphlet are those of the world order, including their own societies, and about

authqr, and do not necessarily represent those of the
Overseas Development Council, its directors, officers, 'These lectures were initially printed and distributed
or staff. in Guyana by the Guyana Ministry of Foreign Affairs.



the strategies that will be necessary to achieve those States, greater equality of opportunity for all citizens
changes. within their countries has been an important part of

The striving for equality of opportunity is a famil- the domestic development of other industrial nations
iar phenomenon in American history. It has been a over the past twenty-five years, and the benefits of
central characteristic of the United States in its first progress have become increasingly available to the
two centuries as a nation. This progression toward great majority of their citizens.
greater equality of opportunity-both for America's The parallel striving of many in the developing
geographic regions and for different groups and nations for greater equality of opportunity for their
classes of people within its society-has been states in the international order and for increasing
steady, though frequently halting. For decades, cer- numbers of citizens within their societies is the
tain regions, most notably the deep South and the subject which Mahbub ul Haq addresses in this
agricultural West, have sought greater equality in paper. The author notes at the outset his conviction
terms of their economic relationships with the indus- that "fundamental reforms in the international order
trially more advanced Northeast; only in recent years will be meaningless, and almost impossible to
has a reasonable balance been achieved. Among the achieve, without corresponding reforms in the na-
American people, there has been progress in this tional orders." In the past decade, these have be-
century by those groups seeking greater equality of come increasingly central themes for more than a
opportunity to share in decision making and in the hundred developing countries, with nearly 2 billion
benefits of progress. Among these groups has been people, in Asia, Africa, and Latin America.
the industrial working class, which in the 1930s and Major changes within the world economic and
the late 1 940s achieved the right to bargain collec- social order are as inevitable in the twenty-five years
tively and succeeded in securing legislation provid- that lie ahead as were the changes in the interna-
ing workers with a significant measure of security in tional political order that led to the political inde-
cases of unemployment, sickness, and old age. Ma- pendence of over eighty nations with more than a
jor progress was achieved by Blacks in the 1950s billion people in the last twenty-five years. Possibly
and 1960s, and more recently by women, when they, the most crucial question is whether these inevitable
too, advanced their equality of opportunity. Disad- changes in the international and domestic orders
vantaged Americans have always considered them- will be accompanied by chaos and collisions border-
selves to have a right to corrective action. Usually ing on the catastrophic-as happened with the poli-
there has been a substantial body of more advan- cies of the oil producing nations in this decade-or
taged Americans who have been prepared to assist with the same degree of orderliness that character-
them in their cause-some on moral grounds alone ized vast changes in the industrial democracies over
and others on both moral and enlightened self- the last quarter-century.
interest grounds. The United States has been en- An economist from Pakistan who received ad-
riched in the process. No matter how grudgingly vanced academic training in the United States, has
given, the widening of opportunities has been of held high office in his own country, and is currently a
significant net benefit to American society-a society senior advisor to the President of the World Bank,
which has progressed toward historically unparal- Mahbub ul Haq is a citizen and a spokesman of the
leled prosperity and opportunity for all. Third World as well as a citizen of the world com-

The concept of equality of opportunity also has munity. He speaks frankly-and with skill-to the
been applied among the industrially advanced de- peoples of Europe, North America, Japan, and the
mocracies with respect to each other in recent years, developing countries of the changes that he sees as
and it has contributed greatly to the unprecedented necessary to the workings of world economic sys-
economic and social progress of the post-World- tems. He is equally forthright in speaking to develop-
War-l era. It has been central to the evolution of ing countries on the imperative for greater equality
economic relationships among the industrial coun- of opportunity within their countries. One need not
tries since World War 1I and, to an even greater agree with all-or even the great majority-of the
extent, among the countries of the European Com- conclusions and proposals he makes to his fellow
munity as they have moved toward more complete citizens of the Third World to recognize that his
integration of their economies. As in the United thoughts can be of help to Americans in formulating
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a response to the demands of the developing coun- contents
tries that is reasoned and that has the vision re-
quired so that all societies may ultimately benefit. Page
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the inequities of the old
economic order

The Third World is not merely a catchword today. It is
just becoming a political and economic force. A new
trade union of the poor nations is emerging. It is
united by its poverty-and by its heritage of common
suffering. In fact, a "poverty curtain" has descended
right across the face of our world, dividing it mate-
rially and philosophically into two different worlds,
two separate planets, two unequal humanities-one
embarrassingly rich and the other desperately poor.
The struggle to lift this curtain of poverty and un-
equal relationships is certainly the most formidable
challenge of our time. And it is likely to cover many
decades and consume many generations.

Most of the required changes lie right within the
control of the Third World-whether in the restruc-
turing of domestic political power, or in the fashion-
ing of new development styles and strategies, or in
the search for new areas of collective self-reliance.
But a part of this struggle is at the international
level-the need to change the past patterns of hope-
less dependency to new concepts of equality, part-
nership, and interdependence. These pages are ad-
dressed to this struggle at the international level,
though I must make quite clear my own conviction
that fundamental reforms in the international order
will be meaningless, and almost impossible to
achieve, without corresponding reforms in the na-
tional orders.

In the pages on the international economic order
that follow, I intend to 1) review the workings of the
existing world economic order and analyze the con-
crete basis of the accusation by the poor nations that
the present international institutions systematically
discriminate against their interests; 2) analyze
whether the poor nations have the necessary bar-
gaining power to bring about fundamental changes
in the international economic order; 3) present some

MAHBUB UL HAQ, who is presently Director of the major proposals for the establishment of a new
Policy Planning and Program Review Department of international economic order; 4) elaborate on a
the World Bank, was previously Chief Economist of design for a new framework for resource transfers
the Pakistan Planning Commission. Mr. Haq is co- from the rich to the poor nations; and 5) review the
author, with Mrs. Khadiya Haq, of Deficit Financing in
Pakistan (1961) and author of The Strategy of Eco- The ideas expressed in these speeches are elaborated in
nomic Planning: A Case Study of Pakistan (1963). Mahbub ul Haq's new book The Poverty Curtain: ChoicesHe has written and spoken extensively on the subject for the Third World (New York: Columbia University Press,
of development planning. 1976).
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overall tactics and strategies that the Third World the present international economic structures-
must adopt in the crucial struggle ahead. much the same way as the poorest sections of the

Let me also make clear that I am speaking not as society within a country and for much the same
an official of the World Bank or as a Pakistani or as reasons. Once there are major disparities in income
an individual. I venture to speak as a citizen from the distribution within a country, the market mecha-
Third World, in utter frankness and candor, sharing nism ceases to function either efficiently or equita-
the aspirations and the belief in the common cause bly, since it is weighted heavily in favor of the pur-
that unite all of us in the Third World. Let me turn chasing power in the hands of the rich. Those who
now to an analysis of the prevailing world economic have the money can make the market bend to their
order from the vantage point of the Third World. own will. When we start from a position of gross

The vastly unequal relationship between the rich inequalities, the so-called market mechanism mocks
and the poor nations is fast becoming the central poverty, or simply ignores it, since the poor hardly
issue of our time. The poor nations are beginning to have any purchasing power to influence market
question the basic premises of an international order decisions. This is even more true at the international
that. leads to ever widening disparities between the level, since there is no world government and none
rich and the poor countries and to a persistent denial of the usual mechanisms existing within countries
of equality of opportunity to many poor nations. They that create pressures for redistribution of income
are, in fact, arguing that in the international order and wealth.
-just as much as within national orders-all distri- But this is not a time to make a general case all
bution of benefits, credit, services, and decision over again. The Third World has done it many times
making gets warped in favor of a priviliged minority over. Rather, it is time for our universities and our
and that this situation cannot be changed except research institutions to do some serious work in
through fundamental institutional reforms. documenting specific instances of inequities in the

When this is pointed out to the rich nations, they world order. In undertaking such a serious analysis, I
dismiss it casually as empty rhetoric of the poor believe that two "staple diets" we have used so often
nations. Their standard answer is that the interna- in the past should be played down. First, we cannot
tional market mechanism works, even though not keep the rich nations feeling either guilty or uncom-
too perfectly, and that the poor nations are always fortable by simply pointing out that three quarters of
out to wring concessions from the rich nations in the the world income, investment, and services are in
name of past exploitation. They believe that the poor the hands of one quarter of its population. The rich
nations are demanding a massive redistribution of nations are increasingly turning around and saying:
income and wealth which is simply not in the cards. "So what? We worked for it and so should you."
Their general attitude seems to be that the poor World income disparities, per se, are not an issue. We
nations must earn their economic development, also must demonstrate that the prevailing disparities
much the same way as the rich nations had to over are creating major hurdles for the poor nations to
the last two centuries, through patient hard work execute their own development and are denying
and gradual capital formation, and that there are no them equality of opportunity. Second, the Third
shortcuts to this process and no rhetorical substi- World has often used the argument of instability of
tutes. The rich, however, are "generous" enough to commodity prices and worsening terms of trade. This
offer some help to the poor nations to accelerate has been overdone and is probably not the heart of
their economic development if the poor are only the problem. If low earnings are stabilized, they still
willing to behave themselves. remain low. It may give our policymakers a little

In reviewing this controversy, we must face up to peace of mind but it does not solve anything funda-
the blunt question: Does the present world order mental. Surely the argument must be that interna-
systematically discriminate against the interest of tional structures deny us a fair price.
the Third World, as the poor nations contend? Or is
the demand for a new order mere empty rhetoric Kinds of Inequality
against imagined grievances, as the rich nations
allege? Ultimately, the reasons for unequal relationships

There is sufficient concrete evidence to show that must be sought in international structures and
the poor nations cannot get an equitable deal from mechanisms which put the Third World at a consid-
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erable disadvantage and which cry out for thorough- the developing countries (in a more processed, pack-

going institutional reforms. Let me explore some of aged, and advertised form), but these countries

these areas. receive only $30 billion, with the middle men and the

There is a tremendous imbalance today in the international service sector-mostly in the hands of

distribution of international reserves. The poor na- the rich nations-enjoying the difference. On the

tions, with 70 per cent of the world population, other hand, the rich nations have the resources and

received less than 4 per cent of the international the necessary bargaining power to control the var-

reserves of $131 billion during 1970-1974, simply ious phases of their production, export, and distribu-

because the rich nations controlled the creation and tion-often including their own subsidiaries to han-

distribution of international reserves through the die even internal distribution within importing

expansion of their own national reserve currencies countries. In fact, if the poor nations were able to

(mainly dollars and sterling) and through their deci- exercise the same degree of control over the pro-
sive control over the International Monetary Fund cessing and distribution of their exports as the rich

(IMF). For all practical purposes, the United States nations presently do and if they were to get back a

has been the central banker of the world in the post- similar proportion of the final consumer price, their

Second World War period, and it could easily fi- export earnings from their primary commodities

nance its balance-of-payments deficits by the simple would be closer to $150 billion. Again, there is a

device of expanding its own currency. In other parallel here between national and international

words, the richest nation in the world has had an orders: within national orders as well, the poor

unlimited access to international credit facilities, receive only a fraction of the rewards for their labor

since it could create such credit through its own and lose out to the organized, entrenched middle

decisions. This has been less true of other developed men unless the national governments intervene.

countries, though Britain and Germany have enjoyed The protective wall erected by the developed

some of this privilege at various times. This certainly countries prevents the developing world from receiv-

has not been true of the developing countries, which ing its due share of the global wealth. The rich

could neither create international credit through nations are making it increasingly impossible for the

their own deficit-financing operations nor obtain an "free" international market mechanism to work. In

easy access to this credit because of the absence of the classical framework of Adam Smith, the corner-

any genuine international currency and because of stone of the free market mechanism is the free

their limited quotas in the International Monetary movement of labor and capital as well as of goods
Fund. The heart of any economic system is its credit and services so that rewards to factors of production

structure. This is controlled entirely by the rich are equalized all over the world. Yet immigration
nations at the international level. The poor nations laws in almost all rich nations make any large-scale
merely stand at the periphery of monetary decisions. movement of unskilled labor in a worldwide search
This is nothing unusual. As in any normal national for economic opportunities impossible (except for a

banking system, the poor get very little credit unless limited "brain drain" of skilled labor). Not much

a concerned government chooses to intervene on capital has crossed international boundaries, both
their behalf. because of poor nations' sensitivities and because of

The distribution of value added to the products the rich nations' own needs. And additional barriers

traded between the developing and the developed have gone up against the free movement of goods

countries is heavily weighted in favor of the latter. and services-e.g., over $20 billion in farm subsidies

The developing countries, unlike the developed, re- alone in the rich nations to protect their agriculture

ceive only a small fraction of the final price that the and progressively higher tariffs and quotas against

consumers in the international market are paying for the simple consumer-goods exports of the develop-

their produce, simply because many of them are too ing countries, such as textiles and leather goods. The

poor or too weak to exercise any meaningful control rich, in other words, are drawing a protective wall

over the processing, shipping, and marketing of their around their lifestyles, telling the poor nations that

primary exports. A rough estimate indicates that they can compete neither with their labor nor with

final consumers pay over $200 billion (excluding their goods but paying handsome tributes at the

taxes) for the major primary exports (excluding oil) of same time to the "free" workings of the international
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market mechanism. Unfortunately, while the rich the U.N. General Assembly has provided no real
can show such discrimination, the poor cannot-by influence so far on international economic decisions.
the very fact of their poverty. They need their current In fact, it may well be an indicator of the sense of
foreign exchange earnings desperately, just in order accommodation that the rich nations are willing to
to survive and to carry on a minimum development show that they have started protesting against the
effort, and they can hardly afford to put up discrimina- "tyranny of the majority" at a time when the majority
tory restrictions against the capital-goods imports resolutions of the poor nations carry no effective
and technology of the Western world.There is again a force and when the Third World countries are not
parallel here between national and international even being allowed to sit as equals around the
orders. Within national orders as well, the poor bargaining tables of the world.

generally have very little choice but to sell their To take an example from the world of ideas, these

services to the rich at considerable disadvantage just unequal relationships pervade the intellectual world

in order to earn the means of their survival. and the mass media as we//. The developing coun-

Another area in which the unequal bargaining tries have often been subjected to concepts of de-

power of the poor and the rich nations shows up velopment and value systems that were largely fash-

quite dramatically is the relationship between multi- ioned abroad. While economic development is the

national corporations and the developing countries. primary concern of the developing countries, so far it
Most of the contracts, leases, and concessions that has been written about and discussed largely by
the multinational corporations have negotiated in outsiders. The mass media, which greatly shape
the past with the developing countries reflect a fairly world opinion, are primarily under the control of the

inequitable sharing of benefits. In many cases, the rich nations. The Nobel Prize, which is presumably
host government is getting only a fraction of the given for excellence of thought, is given to very few
benefits from the exploitation of its own natural in the Third World, even in non-technical fields such

resources by the multinational corporations. For as literature. Is it because our societies are not only
instance, Mauritania gets about 15 per cent of the poor in income but also poor in thought? Or is it

profits that the multinational corporations make from because our thought is being judged by standards
extracting and exporting the iron ore deposits in the totally alien to our spirit and we have no organized

country. Similarly, in Liberia, the foreign investors forums for either the projection or the dissemination

export an amount equivalent to nearly one fourth of of our thinking? The answer is quite obvious. There is

the total GNP of the country in profit remittances. no international structure, including intellectual en-

Such examples are numerous. In fact, it would be deavor, which is not influenced by the inequality
useful to tabulate all the concessions, contracts, and between rich and poor nations.

leases which have been negotiated between the There is much other evidence of instances in
multinational corporations and the developing coun- which unequal economic relationships have led to a
tries and to present to the world an idea of what is denial of economic opportunities to the poorer na-
the present sharing of benefits between host govern- tions, but the basic point already has been made: in
ments and multinational corporations in case after the international order, just as much as within
case. Such a factual background not only would national orders, initial poverty itself becomes the
illustrate the concrete and specific fashion in which most formidable handicap in the way of redressal of
the poor nations get discriminated against in the such poverty unless there is a fundamental change
present world order but also could be a very useful in the existing power structures.
prelude to the necessary reforms. In this context, a net bilateral transfer of about $8

The poor nations have only a pro forma participa- billion of official development assistance to the poor
tion in the economic decision making of the world. nations every year is neither adequate nor to the
Their advice is hardly solicited when the big ten point: the quantitative "loss" implicit in the just-
industrialized nations get together to take key deci- quoted examples of maldistribution of international
sions on the world's economic future; their voting credit, inadequate sharing of benefits from the ex-
strength in the Bretton Woods institutions (the World port of their natural resources, and artificial restric-
Bank and International Monetary Fund) is less than tions on the movement of their goods and services
one third of the total; and their numerical majority in (not to speak of labor) would easily amount to
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$50-$100 billion a year. More pertinent, the poor their natural interests are quite unlimited. The devel-
nations are seeking greater equality of opportunity, oping countries have to learn, therefore, that reforms
not charity from the uncertain generosity of the rich. in their own national orders are often the critical

bargaining chip they need in pressing for similar

Equality of Opportunity reforms at the international level.
The reforms in the national orders of the poor

The demand for a new international economic order nations, however, are not in themselves a suffi-
must be seen in its proper historical perspective. On cient condition for a major improvement in the
one level of reasoning, it is a natural evolution of the economic condition of their masses. According to a
philosophy already accepted at the national level: recent World Bank study, if present national and
governments must actively intervene on behalf of international policies continue unchanged, the poor-
the poorest segments of their populations ("the est developing countries (those with per capita in-
bottom 40 per cent"), which will otherwise be by- comes below $200) face the prospect of virtually no
passed by economic development. In a fast-shrinking increase in their low levels of income between 1975-
planet, it was inevitable that this "new" philosophy 1980. The increase for other developing countries
would not stop at national borders; and, since there also will be fairly small. A major change will be
is no world government, the poor nations are bring- required in theirinternal policies(in saving and invest-
ing this concern to its closest substitute, the United ment policies and in the distribution of rewards of
Nations. economic growth) if such a grim prospect is to be

On yet another level, the search for a new eco- averted. But a good part of this effort will be frus-
nomic order is a natural second stage in the libera- trated if these countries cannot import the needed
tion of the developing countries. The first stage was machinery and technology and if critical foreign
marked by movements of political liberation from the exchange shortages persist because of their limited
1940s to the 1960s; the second stage constitutes a access to the international market either through
struggle for not only political but also economic trade or through international resource transfers.
equality, since the former is unattainable and mean- The solution for this is not piecemeal international
ingless without the latter. The demand for a new reforms-via selective trade "concessions" or some-
international economic order must be seen, there- what larger foreign assistance-since these achieve
fore, as part of an historical process, which neither exactly the same purpose and provide as temporary a
can be achieved by the poor nations in one single relief as limited social security payments to the poor
negotiation nor will go away quietly by the simple within a national system. The long-term solution isto
indifference of the rich nations (or by their misinter- change the institutional system in such a way as to
preting it as the faint rumblings of "British social- improvethe access of the poor to economic opportuni-
ism", as Mr. Moynihan, former U.S. Ambassador to ties and to increase their long-term productivity, not
the United Nations, has argued). In fact, the move- their temporary income.
ment for greater equality of economic opportunity is The basic principles for such a change can be
likely to dominate the next few decades-as much easily established and follow logically from the above
within nations as among them. analysis of institutional imbalances. For instance,

At the same time, the developing countries must any long-term negotiating package should make
recognize the intimate link between the reform of the provision for:
national and international orders. If national eco-
nomic orders in the poor nations remain unrespon- (a) Revamping of the present international credit
sive to the needs of their own poor and if their system by phasing out national reserve curren-
development strategies continue to benefit only a cies and replacing them with an international
privileged few, much of the argument for a funda- currency;
mental reform in the international order will dis- (b) Gradual dismantling of restrictions in the rich
appear because any benefits flowing from such a nations on the movement of goods and services
reform would go only to a privileged minority in these as well as labor from the poor nations;
countries. Moreover, when the international and (c) Enabling the developing countries to obtain
national orders are dominated by privileged minori- more benefit from the exploitation of their own
ties, the possibilities of a tacit collusion between natural resources through greater control over
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various stages of primary production, processing, carefully concrete instances of systematic discrimi-and distribution of their commodities; nation built into the existing economic order-(d) Introduction of an element of automaticity in whether the inadequate return from raw material
international resource transfers by linking them exports, or inequitable sharing of gains from multi-to some form of international taxation or royalties nationals, or unequal distribution of world liquidity.or reserve creation; This should be done in a spirit of serious, objective
(e) Negotiation of agreed principles between the analysis so that there is concrete documentation
principal creditors and debtors for an orderly available to our negotiators to press this point in
settlement of past external debts; international forums. There is no excuse for our not(f) Renegotiation of all past leases and contracts producing sufficient studies on this subject. If we dogiven by the developing countries to the multina- not attempt these exercises, the rich nations have no
tional corporations under a new code of ethics to built-in incentive to carry them out. And, in the lastbe established and enforced within the United analysis, facts are far more powerful ammunition
Nations framework; and than words can ever be.
(g) Restructuring of the United Nations to give it 2. We must keep stressing, as often as we can,
greater operational powers for economic deci- that the basic struggle is for equality of opportunity,
sions and a significant increase in the voting notequalityof income. We are not chasing the incomestrength of the poor nations within the World levels of the rich nations. We do not wish to imitateBank and the International Monetary Fund, their lifestyles. We are only suggesting that our so-

cieties must have a decent chance to develop, on anThese ideas will be further developed in my specific equal basis, without systematic discriminationproposals for the establishment of a new interna- against us, according to our own value systems, andtional economic order. 
in line with our own cultural traditions. We are not
asking for a few more crumbs from the table of the

A New World Order? rich. We are asking for a fair chance to make it on our
own.

The debate on the establishment of a new interna- 3. Let us make quite clear in our future negotia-tional economic order has only recently begun. The tions that what is at stake here is not a few marginalbattle lines are still being drawn; the battle plans of adjustments in the international system: it is itsthe rich and the poor nations are hardly clear at complete overhaul. We are not foolish enough topresent. Our world may well be poised uneasily think that this can happen overnight. We are willingbetween a grand new global partnership or a disor- to wait. And we are willing to proceed step by step.derly confrontation. Unfortunately, there are very But we are not willing to settle for some inadequate,few examples in history of the rich surrendering piecemeal concessions in the name of a step-by-steptheir power willingly or peacefully. Whenever and approach. The advice of Prime Minister Burnham ofwherever the rich have made any accommodation, Guyana at the time of the Commonwealth Heads ofthey have done so because it had become inevitable, Government meeting in May 1975 is pertinent:since the poor had gotten organized and would have There is another danger that needs to be guarded
taken away power in any case. The basic question against if we are all serious in our commitment totoday, therefore, is not whether the poor nations are programmes of positive action which will give lifein a grossly unfavorable position in the present world to a new international economic order. It is the
order. They are, and they will continue to be, unless danger of deceiving ourselves that we can some-they can negotiate a newworldorder. The basicques- how achieve fundamental change by marginaltion really is whether they have the necessary bar- adjustments and devices of a piecemeal andgaining power to arrange any fundamental changes reformist nature. This is notto saythat there is no
in the present political, economic, and social balance value in particular approaches. It is to emphasize
of power in the world. 

that we will not make real progress unless weLet me conclude with three main observations, evolve an integrated programme designed to ful-
1. Tremendous responsibility rests on our univer- fill not merely the aspirations of the developing

sities, our research institutions, our intellectual fo- world but the necessities for survival of the global
rums in the Third World. It is for them to work out community.
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the emerging trade union whelming control of the rich nations over the present
world economic order. Secondly, such analysis isof the third world often conceived in a short-term perspective, mistak-
ing the current poverty of a majority of mankind for
permanent impotence. As soon as we take a broader,

In concluding that malaise runs fairly deep in the longer-term perspective, it becomes obvious that the
structures, institutions, and mechanisms of the in- Third World is the future international order and that
ternational order, and that nothing short of funda- the developed countries have to start thinking today
mental institutional reforms is going to establish the in terms of fashioning policies to come to some
new international economic order that the Third reasonable accommodation with this future order.
World is seeking, we also need to face the facts.
Fundamental institutional reforms are not offered on Third World Bargaining Power
a silver platter, whether they are in the economic or
in the political sphere. They have to be earned. The The need for developed-country accommodation is
question really is whether the Third World has the not merely wishful thinking: it follows automatically
necessary political and economic bargaining power if we view the entire issue in its proper historical
to make such fundamental changes in the world perspective. It is true that the Third World is not
order. I personally believe that the Third World does important enough today-financially, economically,
have that power or politically-to figure in the calculations of the

One of the most common fallacies of the rich is developed countries. But, in the longer-run, there is
that the poor have little bargaining power and can be likely to be a dramatic shift in the balance of power
conveniently ignored. This is a mistake that the rich between the rich nations and the Third World. Let us
no longer make within national orders since they analyze briefly how such a dramatic shift might take
have witnessed too often in history the violent over- place.
throw of the privileged minority whenever the poor If we look at the demographic trends, we find that
masses got desperate and organized. Moreover, the rich nations are a shrinking minority of the world.
national governments, however much they may Today they are about 30 per cent of the total popula-
depend on their alliance with vested interest groups, tion of the word; by the turn of this century, they will
always keep looking over their shoulders to appease have dwindled to 20 per cent, and by the middle of
the poor majority lest their economic and social the next century to about 10 per cent. There is a real
conditions become intolerable. With the gradual question about whether such a shrinking minority
evolution of national orders, the poor have organized will be able to control the economic, financial, and
themselves in many countries into a formidable political destiny of the world-and about what
countervailing power to the entrenched interests of means it may have to employ to do that. It is inevita-
the rich, mainly through the formation of trade ble that the dependence of the rich nations on the
unions. Yet, at the international level, we see the poor nations will greatly increase over time-for
same skepticism and questioning about the real their natural resources, the use of their space and
bargaining power of the poor exactly at the time oceans, and even their labor and effective demand.
when we are witnessing the emergence of a trade This is likely to create a "reverse dependency,"
union of the poor nations. where the lifestyles of the rich will come to depend

The reasons for this skepticism are obvious. on the continued goodwill of the poor.
Firstly, the rich nations are analyzing mainly the There is no way that this shrinking minority could
economic bargaining power of the poor nations continue to draw a protective wall around its life-
although their real power is political. Most of the styles or withdraw behind a fortress and keep com-
analysis proceeds in terms of the control that the manding the world's resources on its own terms.
poor nations presently exercise over natural resour- There is likely to be another development during the
ces or their current importance in international trade next few decades which is going to reduce greatly
and commerce; and it is concluded, quite wrongly, the room for maneuver of this privileged minori-
that, unlike the members of the Organization of ty-viz., the spread of nuclear weapons. It looks
Petroleum Exporting Countries (OPEC), other poor inevitable now that the nuclear monopoly will not
nations are in no position to challenge the over- remain in the hands of a few nations; by the turn of
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this century a number of poor nations-particularly as per capita incomes increase further in the indus-
the more populous ones like China, India, Pakistan, trialized world. There is no way the developed coun-
Brazil, and Egypt, with a combined population of over tries can meet this demand from within without
three billion by then-will also command nuclear either becoming even more dependent on energy
weapons and their delivery systems. However re- resources or incurring a much higher cost because of
grettable such a development may be from a world the alternative uses of their capital and labor. 2) It is
point of view-and there are many chances of its true that most raw material exports of the developing
becoming quite catastrophic in a world as unjust as countries (such as tea, coffee, cocoa, rubber, etc.) are
ours-an important implication of this development not priority items for the developed world; but the
for the international balance of power would be that rich nations are getting a substantial value added
the sheer size of numbers would begin to tell as the through their processing, shipping, advertising, and
threat of nuclear terror is neutralized. Throughout distribution of these commodities (over $150 billion),
history, the only way a small minority has continued and it is not going to be a painless process to
to exercise a dominant control over human affairs is substitute for them.
through its monopoly over some form of human The developed countries are likely to need the
destruction: once this advantage is neutralized, the Third World in the future even to sustain effective
minority begins to realize how dependent it is on the demand for their expanding production. While the
goodwill of the majority for its continued existence. poor nations are not really important today in the

We do not have to indulge in such morbid specu- economic calculations of the rich nations, a realiza-
lation to recognize that even the balance of economic tion may come over the next few decades that the
power is likely to change fairly decisively in the next prosperity of the developed world cannot be sus-
few decades. The control over natural resources tained with the continued impoverishment of the
provides an example. Most agricultural and mineral Third World. The Western societies learned a useful
resources are produced or controlled by the Third lesson through the depression of the 1 930s-that
World. The developed countries, particularly outside every extra dollar going to labor was not a dollar
the United States, are going to be increasingly de- taken away from profits but would come back twice
pendent on the natural resources imported from over through effective demand and really grease the
outside. Initially, these resources were obtained by wheels of prosperity. This led to the birth of enlight-
many developed countries on the basis of a colonial ened capitalism-the "New Deal" at the national
pattern of exploitation of the developing world. Later level-where as much attention was paid to sustain-
the availability of cheap oil enabled the developed ing the purchasing power of the workers as to
countries to replace many of the natural fibers by worrying about the profits of the capitalists. Today
synthetics and to create new resources for continued we have a situation where the capital of the world is
industrialization. But this created a major and in- concentrated in a handful of nations but its labor is
creasing dependence on oil, which made the devel- mainly crowded in the Third World. Taking a fairly
oped countries more vulnerable to the inevitable long-term view, it is just not possible to keep this
increase in its price. It is already apparent that the capital and labor apart through immigration laws or
price of oil in the future will be determined by the through restrictions on capital transfers and yet have
availability of viable substitutes rather than by the the basis of continued world prosperity. The evolution
previous unequal bargaining power of the producers of a New Deal at the international level is, therefore,
and the consumers. It is true that there is hardly any only a question of time. In fact, this also shows how
other raw material where the producers can exercise intimately interlinked and mutually compatible the
such decisive control, where the consumers' de- concerns of the rich and the poor nations may prove
mand is so inelastic, where the substitutes will take to be if they are prepared to look sufficiently ahead in
so long to develop at so high a cost, and where the the spirit of enlightened self-interest.
natural resource is a wasting asset over time. But We must also recognize that, in an interdepen-
while other raw material exports of the developing dent world, the common property resources of man-
countries do not have these features, comparison kind-such as the ocean beds and space-are going
with the oil situation misses two basic points. 1) The to acquire ever greater importance in a crowded
dependence of the rich consumers on natural re- planet. Only the rich nations today have the capital,
sources is bound to increase manifold in the future technology, and political power to exploit these
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resources, but it is impossible to colonize the pattern without losing a good part of their new income and
of their exploitation in the same fashion as happened economic power. Furthermore, the OPEC member
to the resources on land. And as the majority of countries are a small part of the world population (7
mankind acquires greater political and nuclear per cent), and many of them have underdeveloped
power in the next few decades, it is inevitable that it economies. They may well realize that their best
will demand a greater control over these interna- protection is the continued political support of the
tional commons which belong to all humanity. The Third World, for which they will be willing to pay a
rich nations cannot, therefore, extend their techno- substantial price. Also, many of the OPEC member
logical options by turning to these common resour- nations are more aligned with the Third World coun-
ces, except by international agreement; otherwise tries-racially, religiously, linguistically, culturally
they may well be risking territorial battles for the -than with the developed world. Finally, the OPEC
right to the future use of these international com- members can play the role of leaders in the councils
mons. of the Third World; in the councils of the industrial-

One of the most important elements that must be ized nations, they are still regarded as second-class
analyzed in any discussions of the relative economic powers.
power and options of the rich and the poor nations in If one must speculate, there is considerable
the future is the prospect of an economic collabora- weight of evidence that the OPEC countries will view
tion between OPEC and other countries of the Third their future world role in close collaboration with the
World. The OPEC member countries have been able Third World. Concrete evidence of this emerged
to arrange a fairly substantial increase in their total when the OPEC members, in April 1975, refused to
financial earnings, about 90 per cent of it from the negotiate with the industrialized countries on the
industrialized world (about $100 billion a year in question of energy unless other raw materials of the
1975, projected to increase to nearly $200 billion by developing countries were also added to the agenda,
1980 in current prices). Though the future projec- and when they asked for a special session of the U.N.
tions vary a good deal, it is reasonable to assume General Assembly in April 1974, and again in Sep-
that the accumulated foreign exchange reserves of tember 1975, to discuss the establishment of a new
the OPEC countries will account for a major propor- international economic order. Their concern for the
tion of the total world reserves in another decade. support of the Third World is also evident from the
The economic clout that the OPEC members will be pace of their assistance to the developing countries.
able to wield over time would, therefore, be consid- The OPEC members are already committing over 5
erable. The acquisition of such vast financial resour- per cent of their combined GNP in official develop-
ces by these countries is too recent a phenomenon ment assistance (ODA), or about 15 times as much
for them to have realized its full potential; but money proportionately as the industrialized countries, even
is a great teacher and it is evident that the OPEC though they are under no compulsion to do so, since
members will soon discover the power that in- their average per capita income is still only $800, or
evitably goes with money. about one fifth of that in the developed world.

How will this newly acquired economic power If the OPEC members choose to strengthen the
be exercised in the last analysis? Will the new rich bargaining position of the poor nations, a number of
join the old rich, as history has often told us, in options immediately open up. The international
preserving the old economic order, or will they join monetary system can be restructured simply through
forces with the poor nations in changing this order the device of OPEC members insisting on payments
both to their own liking and to that of the poor for their oil exports in Special Drawing Rights (SDRs)
nations? This is the key question. rather than in national reserve currencies of the rich

There are a number of reasons why the new rich nations. This can give them a decisive leverage in the
may defy history and refuse to join the old rich. To creation and distribution of international liquidity,
begin with, the new rich are receiving a considerable particularly as they use their new financial strength
proportion (about 90 per cent) of their higher income to change the present control over the International
from the old rich, unlike the historical pattern where Monetary Fund. And in the trade field, the current
the rich mainly receive their surplus from the labor of bargaining position of the poor nations in the primary
the poor. It is, therefore, not very easy or convenient commodity markets can be greatly transformed if the
for the new rich to join forces with the old rich, OPEC countries finance commodity buffer stocks, or
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even a commodity bank along the lines suggested by Whether it is within national orders, or in the
John Maynard Keynes in the 1940s. Moreover, new international order, the real bargaining power of the
trade channels can open up in many fields between poor lies in their ability and their willingness to
the OPEC and the Third World countries, particularly disrupt the lifestyles of the rich. In any such con-
in food, where the oil countries can provide fertilizer frontation the rich have far more to lose and are
and finance to some promising food producers in the generally far more willing to come to a workable
Third World in exchange for future repayments in compromise.
food. Another field where the OPEC members can As the rhetoric cools down on both sides, the rich
pass on greater bargaining strength to the poor nations are likely to weigh carefully the costs of
nations is the renegotiation of past external debt and disruption against the costs of accommodation and
past contracts and leases given to the multination- to consider the fact that any conceivable cost of a
als: the disruption this might cause in the flow of New Deal will be a very small proportion of their
resources to the poor nations can be smoothed over future growth in an orderly, cooperative framework.
by the OPEC countries standing ready to provide In fact, any such new international order would
alternative financial flows. As another illustration: ultimately promote the self-interest of both sides-
the new financial strength of the OPEC countries is much the same way as the New Deal did within
likely to lead to a major change in their voting power the United States in the 1930s-by leading to a more
within the international financial institutions, which harmonious world with expanding markets and a
is a lever they can use to get a greater voice in the booming international economy. The short-run cost
economic decision-making councils of the world, not of a New Deal at the international level (probably

only for themselves but for other members of the $50-$100 billion a year), while heavy, would still be
Third World. quite manageable, as it would constitute only 1-2

It is not my intention to sketch out various possi- per cent of the rich countries' GNP and could easily
ble scenarios that the OPEC members can choose in come out of the consequent higher growth possibili-
collaboration with the Third World. The main point is ties. Moreover, even the costs of a temporary disrup-
that the growing financial strength of the OPEC tion in growth can be very high. For instance, it is
nations introduces an important element in the estimated that, during 1973-74, the countries of the
world balance of power which not only will increase Organization for Economic Cooperation and Devel-
uncertainty on the part of the old rich but also could opment (OECD) "lost" $300 billion in unachieved
directly and materially contribute to strengthening growth and employment.
the bargaining position of the poor nations. In summarizing the bargaining power of the poor

nations, three important points should be stressed:

Political versus Economic Leverage 1. A major part of our bargaining strength in the
Third World lies in our political unity. This is going to

In the last analysis, the real bargaining power of the be even more important in the struggle ahead. If we
poor nations is political, not economic. The Third let our ranks be divided by the lure of short-term
World contains the overwhelming majority of man- gains, a fundamental restructuring of the world
kind. It increasingly enjoys a decisive control over the economic order will remain a distant dream. And we
U.N. General Assembly. Its vast population can be would deserve the perpetration of economic inequi-
disregarded at present; its U.N. resolutions can be ties, as we would have shown that we are not yet
ignored; its demands can be brushed away as mere ready to challenge the existing balance of power.
rhetoric. This is nothing unusual in the initial phases Deliberate disruptions in the ranks of the trade union
of a trade union movement. But if the new trade of the poor are nothing new, they are a time-
union of the poor nations holds together-and its honored tactic. It is for us in the Third World to
unattended grievances are likely to keep uniting demonstrate that our political maturity is a perfect
it-it is only a matter of time before the management foil to such tactics.
is forced to enter into serious negotiations and the 2. A new order is needed not only by the Third
public posturing on both sides ceases as they send World; it is needed by other blocs that wish to see a
their chosen representatives into the back rooms to readjustment in world economic power-Europe,
hammer out hard, tough compromises. which has fully recovered from its battering in the
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Second World War; the socialist bloc, whose eco- workable mixture of dialogue and confrontation
nomic and financial isolation is bound to end; and that will permit the nations, both the weak and
OPEC members, which have just acquired a good the strong, to discover those interests together
deal of financial power. Moreover, a new order is and do so in time.'
needed for global economic and political survival.
The Third World can count on-and deliberately
encourage-the vested interests of the other blocs in
the emergence of a new international economic
order.

3. Serious analysis must be done in our own
institutes of learning on the major components of
political and economic power in the world today; how
they have developed historically and how they are
likely to change over time; and how the Third World
can adopt a coherent and purposeful strategy for
engineering a change in power relationships. While
our politicians fight in the vanguard of this struggle,
let our academicians supply them with relevant anal-
ysis.

While I do hope that a cooperative framework for
negotiations will emerge, it is good to remember that,
in history, vast changes in the existing power struc-
tures have rarely taken place voluntarily, as acts of
vision and foresight. Unfortunately, the rich often
make their accommodation only when it becomes
inevitable, either through an actual conflict or in
anticipation of it by shrewdly calculating the costs of
accommodation against the costs of disruption.
Whether or not there is an actual confrontation, it is
obvious that the increasing despair of the majority of
mankind can become one of the most disruptive
forces in the smooth workings of the present world
order. A quotation from Barbara Ward is appropriate
here:

From history we know that such vast changes of
purpose have sometimes been achieved by coop-
eration and dialogue, sometimes by direct and
even bloody confrontation, perhaps most often by
a confused and uncertain mixture of both con-
frontation and cooperation. The reason for the
uncertainty is obvious. Those who profit by a
system can become obsessed by their determina-
tion to change nothing. . . Those who suffer can,
on the contrary, come to believe that nothing
short of total disruption will genuinely affect
anything. .. At this level of polarization, dialogue 'Statement made at the international symposium on
is impossible and violence inevitable... The task "Patterns of Resource Use, Environment, and Development

Strategies," organized by the U.N. Environment Programis, therefore, to discover the ... basic common and the U.N. Conference on Trade and Development; held
interests for the whole human species and the in Cocoyoc, Mexico, October 8-12, 1974.
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concrete proposals for tions which was less dominated by the United

a new international States. But Keynes did not succeed in carrying
through his ideas. He was far ahead of his time and

economic order the prevailing balance of power was against him.
Mr. White prevailed on every issue, not because his
vision was greater than that of Lord Keynes but

Having discussed the major inequities of the present because he had the backing of the only superpower
world economic order and prospects for the develop- that counted at that time.
ing nations of organizing the necessary bargaining Another grand design must be constructed today
power to change this order, I now wish to take up the in line with the changes which have taken place in
question of what new institutional structures should the last thirty years and the shifts in the balance of
be put in place of the old ones if the international power which are likely to take place in the next few
community were to agree on a major restructuring of decades. The Third World countries have already
the world economic order. The proposals discussed achieved their political independence-with a few
below assume that both rich and poor nations are remaining colonies ready tobe liberated. Thesecoun-
serious about exploring these areas through a pro- tries naturally seek a relationship of greater' quality
cess of negotiation. If they are not, then a confronta- and self-respect with the Western world, in both
tion is inevitable and no rational proposals are possi- their political and their economic dealings. They are
ble. also impatient to eliminate mass poverty and to

Let me assume for a moment that the rich and the accelerate their economic development, and they
poor nations agree to sit around a negotiating table expect the international structures to help in this
and think about a new international economic order process. At the same time, the socialist bloc-con-
in a constructive, cooperative mood. What should be taining one third of the world's population-is gradu-
the key elements in such a dialogue? What new ally coming out of its isolation and seeking greater
structures and mechanisms should be placed on the integration with the world trade and payments sys-
negotiating table? What grand design can the Third tem. The world financial balance of power has also
World present to equalize economic opportunities been changed drastically by the collective action of
among nations? the OPEC members. And within the Western al-

The last time a grand design for world order was liance, Europe and Japan have arisen from their
conceived was in the mid-1 940s when World War II helpless condition of the 1940s and are posing a
was ending and when a new world structure of strong challenge to the predominance of U.S. power.
political and economic power had to be constructed. A new grand design is needed, therefore, not only by
The result was the establishment of the United the poor nations; it is required by a world that has
Nations and the Bretton Woods institutions of the changed and that is likely to change even more
International Monetary Fund and the World Bank. drastically in the coming decades.
The shape of these structures was necessarily influ- The search for such a grand design must begin at
enced by the balance of power existing at that several levels. For instance, at the political level,
time-a weak Europe, an isolationist communist there is a real question of how new political alliances
bloc, a colonized Third World, a dominant United must be created to preserve a structure of peace.
States. Against this backdrop, the British representa- What should be the role of the United Nations in
tive, John Maynard Keynes, and the American repre- this? Should the veto system in the Security Council,
sentative, Harry White, debated the economic future which reflects the old balance of power, be changed
of the world and the actual structure of the Bretton in favor of a more democratic system of arriving at
Woods institutions. Keynes tried valiantly to replace international political consensus? How should the
gold and national reserve currencies with an inter- voice of the Third World be reflected in these deci-
national currency ("bancor"); to place the temporary sions, without either being regarded as the "tyranny
liquidity of the balance-of-payments surplus coun- of the majority" or being brushed aside as irrelevant
tries automatically at the disposal of the deficit and unnecessarary? These questions should engage
countries; to set up a commodity bank for the stabili- the attention of those who are interested in a lasting
zation of primary commodity prices; and to suggest a peace, which can only be achieved if there is a
structure of control of international financial institu- structure of justice in the world.
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My objective here is a more limited one: to review In order to provide adequate short-term credit tobriefly the international economic structures that are meet the genuine needs of all parts of the world, richnecessary in order to provide the equality of oppor- and poor alike, it is absolutely necessary to agree ontunity among nations that is at the heart of the the concept of an International Central Bank. Such aissue of international economic justice. Central Bank should have exclusive jurisdiction over
the creation and regulation of international reserves.

World Development Authority Thus national reserve currencies (dollars, sterling,

There is a need to establish a single World Devel- etc.) should be gradually phased out of international
payments 1) because they subject vital internationalopment Authority (WDA) where decisions on inter- 4 concerns on inflationary or deflationary policies to adnational economic issues can be coordinated. This hoc national decisions, and 2) because they put ashould be under the aegis of the United Nations and few countries (exclusively the richest nations athave complete jurisdiction over all international present) whose national currency is accepted as aneconomic institutions, old and new. The WDA should international reserve in a more privileged position

be run by a board elected periodically by the U.N. and place a vast majority of nations (Third World,General Assembly, representing the interests of OPEC, socialist bloc, and many industrialized coun-various regional and ideological blocs. Its major tasks tries) in a more unfavorable position, since they
should be to: cannot create their own credit. This leads to major

(a) Regulate short-term international credit; international distortions. Equality of opportunity is
(b) Provide long-term development finance; clearly impossible in such a situation. The richest
(c) Create a framework for expansion of world countries enjoy an unlimited access to international
trade; credit; the poorest countries keep nursing their
(d) Strike a balance between world population "foreign exchange bottlenecks." Even the interna-
increase and food production; and tional capital market is open only to those nations
(e) In general, act as a global economic planning ,which are already creditworthy, despite a plethora of
commission in an advisory role. fresh proposals on how to increase the access

of the poor developing countries to this capitalEach of these functions would require either the market.
creation of new institutions or the restructuring of The strength of the tie of the present international
the old. The specific auxiliary institutions that would credit system to a few rich nations became evenbe required are discussed below. more clear during 1974-75. While OPEC members

theoretically arranged a significant resource transfer
Short-term Credit from the industrialized countries through a quadru-

pling of oil prices, they could not accomplish such aAt the national level, we are now used to the estab- transfer in actual practice. Since they did not have alishment of central banks, which regulate the total reserve currency of their own, they had to put theirsupply of currency and, with varying success, the financial surpluses in dollars, sterling, etc., and, asdistribution of national credit to various sectors of such, lost real control over their disposal. The indus-the economy. At the international level, we still lack trialized nations came to an understanding amongsuch a mechanism. As indicated above, international themselves on a safety net of $25 billion to protectliquidity is created at present largely by the national each other from the impact of short-term fluctua-decisions of the United States. An attempt was made tions in reserves. The control over the recycling ofin the early 1970s by the International Monetary financial funds was exercised by the industrializedFund to make Special Drawing Rights an interna- nations, not OPEC. The poor nations, which hadtional currency, but so far, this has been a one-time- fewer options to turn to, could not negotiate anyonly effort. Its value was linked to a basket of reserve safety nets of their own and had to fall back on a fewcurrencies of the rich nations. Its volume ($11 bil- limited credit facilities established by the IMF. Thelion) was decided by the needs and convenience of net result was that, due to the working of thethe rich nations; and its distribution, not surprisingly, international credit system, the poor countries had towas in favor of the developed world, which received carry out many painful adjustments in their lowas much as three fourths of the SDRs. consumption and development levels while the rich
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nations could postpone such adjustments since they of which international credit should be created,could live off international credit. distributed, and managed over time and then toThus if an equitable system is to be established, explore whether such a system could be put in placean International Central Bank must be set up with through the reform of the International Monetarythe power to create an international currency. This Fund or whether it would require an entirely freshcurrency need not be backed by either gold or a start. I am glad that Johannes H. Witteveen the
basket of reserve currencies or even by a stock of Managing Director of the IMF, has recently lent hiscommodities. Just as in a national system, the real support to the idea of restructuring the IMF into anbacking for the international currency is the produc- international central bank.
tion system of the world. Care should be taken that it Within national systems, deliberate efforts mustis expanded in line with the growth needs of the be made to redirect investment flows if the produc-world for production and exports. In estimating these tivity of the poorest sections of the society is to beneeds, the Central Bank should allow for a much increased. The situation is no different at the inter-higher growth rate in the developing countries than national level. The rich nations have by now built upthe past trend. At least the necessary working capital a considerable stock of capital and technology. Evento achieve a high growth rate in the poor nations though the investment rates in rich and poor nationsshould be available: the rest is up to these countries are roughly comparable at present, the absolutethemselves. This also means that the distribution of increase in the total income of the rich nations everyinternational credit between rich and poor nations year is about 20 times that in the poor nationsshould not be in relation to creditworthiness assess- because of initial disparities. If the disparities are toment or quotas based on their past wealth. The be reduced, the rate of growth in developing coun-distribution must be in relation to future growth tries must be stepped up considerably-for whichneeds and potential. The access to the facilities of they need a sizeable supplement of longer-termthe Central Bank should be de-linked from past development capital, at least over the next two de-affluence (unlike the present quotas established in cades.
the IMF) if the poor nations are to be afforded an
equal opportunity to compete.

The affairs of the International Central Bank can Long-term Finance
be run in the larger interests of the world only if the The traditional basis for the provision of long-termsame principles are accepted for its management development finance to the developing countries hasas have already been implemented at the national been the voluntary decisions of the rich nations tolevel. The central banks within countries are usually set aside some funds for foreign assistance to be
managed by the state, since provision of credit is too channeled bilaterally or through multilateral institu-
essential a service to be entrusted to the market tions. Besides the fact that such an arrangement is
system or to a handful of private interests. At the subject to shifting pial w n nthe ramtis
international level, this implies that the control over it introduces considerable uncertainty in the calcula-the Central Bank should be exercised by the entire tions of the developing countries about the level of
international community through an acceptable for- development assistance. Nor can the developingmula which balances the interests of the poor and countries acquire significant control over the gener-the rich nations. The important point is that capital ation of such finance themselves since, as indicated
subscriptions should not be the basis of either the above, there is no international central bank which
control of this institution or the distribution of its could provide both short-term credit and long-termcredit. Since the International Monetary Fund was finance.
structured on exactly the opposite principles, it was The need for evolving an entirely different frame-
inevitable that it should become a docile instrument work for the provision of development finance has
of the will of the rich nations. If the IMF has to be increased as a result of recent political and economic
restructured now to become a genuine international developments in the rich nations. On the politicalcentral bank, the transformation in its basic con- level, there has been a great weakening of their willscepts and operations will be truly profound. In order to provide additional long-term capital since theirto evolve an operational proposal, it would be best to own economies are under considerable short-termproceed from certain agreed principles on the basis pressure. On the economic front, their own need for
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long-term capital has also increased sharply, partic- we can appreciate the problems involved in develop-
ularly in order to find viable substitutes for petro- ing a system of international taxation which raises
leum-based energy. In a stiff competition for scarce delicate issues of national sovereignty. Yet such a
investment funds, it is natural that the developing system is an essential part of the new economic
countries should lose both in official development order that the Third World is pressing for. And it can
assistance and in international capital markets be established if the World Development Authority is

If the developing countries are to rely upon the empowered to prepare feasible proposals for inter-
international system for the provision of development national taxation, to be administered through an
finance, there must be some way of more assured International Development Fund.
and automatic access to these funds in light of Since changes in the framework of international
the growth needs of the developing countries and a resource transfers are such an important issue and
greater control over the size and distribution of these since a number of interim solutions may have to be
funds. This principle seems to have been agreed accepted before a fully automatic system can be
upon at the Seventh Special Session of the U.N. evolved, this issue will be discussed morefully in the
General Assembly-even though very reluctantly by following chapter.
the rich nations-since the final resolution affirms
that "concessional financial resources to developing
countries need to be increased substantially . .. and Expansion of Trade
their flow made predictable, continuous, and
thersfnlo adespredicable, fcoinuous, amd In the field of trade, it appears that a good deal ofincreasingly assured so as to facilitate the imple-
mentation by developing countries of long-term pro- energy is being wasted by the Third World on the

wrong issues. Proposals for stabilization of primary
thsgrincie. o cnmcadscaeeomn.grames or conmicand ocil dvelpmet."commodity prices or of export earnings have often
The real question is how to give a practical shape to domity ie Y i of prnce or

this rincpledominated the field. Yet stabilization of prices or
One of the primary means to accomplish this earnings does not confer an additional benefit in the

objective would be to link the creation of interna- long run. If this is the only aim, it can be managedeven by national action. Extra earnings in boomtional liquidity with provision of development fi- erdn beonsereto Exvr earnyegs throm
nanc. Tereis o loica resonwhy he ntena-periods can be conserved to cover lean years through

nance. There is no logical reason why the Interna-godenmimagmntIfainlaconsnt
tional Central Bank should not provide both good economic management. If national action is not
short-term liquidity and long-term capital. The dis- forthcoming in this field, why should we expect that
tinction between short- and long-term capital that it is easier to arrange such action at the internationaltincion bet een shor- a d l ng-erm apial hatlevel? In fact, the developing countries are oftenhas been observed within national orders is both workin for hhe des, ot oresae pries
false and dangerous. They are freely substitutable working for higher prices, not more stable prices,
and often treated as such by the developing coun- even though the discussion of price instability has
and often reat mpans f such theprevlopig coun- often dominated international forums. But if the realtries. The real implications of such a proposal would aim is to get higher prices-as it should be-then thebe to set up an automatic system of international main action lies in additional processing of commodi-taxation since the poor nations will obtain the ties, diversification out of a few unstable commodi-greater part of these funds from the International ties, and greater control over the distribution chan-Central Bank and will normally use them to acquire nels for these commodities.capital goods from the rich nations. 

Again, far too much attention has been focusedAnother way of arranging automatic resource on trade in primary raw materials rather than intransfers is to devise a specific system of interna- processed goods, which may well be the more prom-tional taxation. The more practicable forms may be ising area in the future. This emphasis is evident inthose where resources are new and additional (such the confusion over the present debate on "indexing."as exploitation of continental shelfs and ocean beds) Some of the developing countries have started mak-or where international taxation can be linked to ing the argument that the prices of their primaryactivities which are coming under public criticism exports should be indexed in terms of their manufac-(such as international pollutants and armament tured imports. This is clearly the wrong issue forspending). Since progressive taxation structures took non-oil exporters. There is no logic in their freezingseveral decades to develop even at the national level, the present price relationships, both because these
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are already unfavorable to them and because they World Development Authority should be an Interna-
should have an interest in opting out of raw material tional Trade Organization (which was also proposed
exports rather than in perpetuating the present in the 1940s as part of the restructuring that was
patterns of international division of labor. The com- taking place at that time). This organization should
parative advantage in the production of many pro- be given supreme responsibility for fixing specific
cessed goods is changing fast. In any case, it would targets for market access and for ensuring a greater
be a folly to index a bad deal before it has been role for the Third World in controlling and managing
changed decisively. Indexing in the context of the the international trading infrastructure. It could play
raw material prices and earnings of today makes just a role in organizing international buffer stocks, par-
as much sense for the Third World as this slogan ticularly for those commodities which are extremely
would have made for the OPEC countries back in vulnerable to abrupt shifts in the world demand. It
1960 when the price of oil was still less than $2 per could also hold an umbrella over producers' associa-
barrel. tions in selected commodities. Its financing could be

The real issues for the Third World in the field of derived mainly from the International Central Bank,
international trade are twofold. The primary empha- since it is often unrealistic to expect consumers of
sis should be on market access. The developing raw materials to provide the major part of the financ-
countries should seek a gradual but complete remov- ing for such schemes.
al of all tariff and non-tariff barriers imposed by the
industrialized nations by a specified date, perhaps by Food Production
1985. This is likely to yield the most substantial
gains from the export of primary as well as of One of the essential features of any new economic
manufactured goods. And the case of the Third order should be, in the short run, that no one should
World countries is a strong one here. They are not starve in a world which currently has the means to
seeking selective concessions but only asserting that feed all of its population and, in the long run, that the
the market mechanism should be allowed to work Third World countries should increasingly develop
freely. They can also argue, with implacable logic, the capacity to grow their own food. This issue was
that if neither their labor (because of immigration highlighted at the U.N. World Food Conference in
laws) nor the goods that their labor produces (be- November 1974. The proposals made at that time,
cause of current tariff and non-tariff restrictions) can and generally accepted by the international com-
move across international frontiers, then there will munity, were soundly conceived and need to be
be no recourse left but to raise the slogan of interna- implemented.
tional land reforms. Within national orders, land In particular, there are two important proposals
reforms often become a political as well as an which need urgent attention in the context of a new
economic imperative. At the international level, one international economic order. In the short run, there
cannot see their feasibility at this stage, but long- must be a mechanism to provide immediate, short-
term agitation for such a solution can arise if other term relief whenever crops fail in a poor country for
avenues of market access are not increasingly unforeseen reasons and famine threatens. At such a
thrown open to the Third World. time, the poor nations cannot compete in a ruthless

A second emphasis of the Third World in the area market mechanism. They must be provided with
of trade should be to acquire greater control over the either the grains from an international emergency
trading infrastructure of shipping, credit, distribution reserve or the financial means to buy the grains at
channels, etc., since the margins in international the market price. An international emergency fund
services are substantial. This control cannot be must be set up for this purpose. There must be a
organized except through concerted action by the built-in automaticity in such a fund so that the worst
developing countries-for instance, by establishing kind of human suffering can be avoided in times of
their own joint international shipping lines and other crises.
related services. One of the primary aims of the U.N. In the long run, however, there is no other solu-
Conference on Trade and Development (UNCTAD) tion than to produce more food in the food-deficit
should be to work for a greater control of the interna- developing countries, particulary in the poorest
tional trading infrastructure by the Third World. countries of South Asia and Sahelian Africa, and

It is necessary, therefore, that a third arm of the also to control their population growth. The last two
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decades have witnessed an almost criminal neglect at this stage. If individual countries choose to go forof the food production sector in these countries. It is certain shortte dv a nt is can s l t e-true that the economics of food grain production stroy their fragile unity. If, on the other hand, deylooked fairly good when the P.L.480 surpluses of the keep their eyes fixed on the longer-term goals andUnited States were plentiful but, with the advantage the fundamental institutional reforms, they all standof hindsight, one can see that the poor food-deficit to gain substantially and the chances of makingcountries mistook short-term generosity for long- some real progress on the new international eco-term supply. This mistake must be avoided, espe- nomic order will be immeasurably increased. Thecially if short-term international rescue operations choice is theirs to make.materialize in times of emergencies. One of the This analysis is based on the assumptionwhichimportant conclusions to come out of the World Food may well prove to be too idealisticsthat it would beConference was that international trade was too possible to restructure the existing internationalunpredictable and fragile a mechanism for meeting institutions and to set up new ones through a peace-such an essential need as food at reasonable, stable ful, orderly dialogue. There are few examples inprices and that increased domestic production in the history where this did happen and if it came to passfood-deficit countries was the only viable, long-term in our age and in this era, it would be a rare tribute tosolution. nurgendnthsritwudb rrerbueoThlu ro sd d the wisdom and foresight of the present generationThe proposed World Development Authority of mankind and to the great distance it has already
should, therefore, have a fourth arm-a World Food traveled down the tortuous road of history.Authority-both to arrange short-term relief and to
provide long-term finance, research, and technical
assistance for increased food production in food-
deficit countries, such as through the proposed
International Fund for Agricultural Development.

There are a number of detailed proposals which
can be added to the above list-particularly in regard
to international coordination of policies in the field ofenergy, industrialization, transfer of technology, etc.However, the most essential features in my view arethe establishment of a World Development Author-
ity, supported by an International Central Bank, anInternational Development Fund, an International
Trade Organization, and a World Food Authority. Theestablishment of an International Central Bank is thecenterpiece of these proposals: it can provide inter-national financing for most of the other initiatives.

The proposed changes can be ushered in both bythe reform and amalgamation of existing institutions
and by the setting up of new institutions. If this isdone along the lines proposed in this discussion andif the rich nations are willing to back up such a re-structuring of international institutions and power,
we shall indeed be entering a new era of greater
equality of opportunity among nations. If not, thestruggle for some such restructuring is likely to go onfor several decades and the edifice may emerge onlypiecemeal and only after several confrontations at
each stage.

The Third World has to choose its tactics carefully
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toward more automatic members of the Development Assistance Committee
(DAC) of the OECD actually declined from 0.52 perresource transfers cent in 1960 to 0.32 per cent in 1975 and, according
to some recent World Bank projections, is expected
to decline further to 0.28 per cent by 1980, given the

Among the requirements for the new international present trends.
economic order suggested earlier was the urgent So far, international resource transfers have b.een
need for a new basis for transferring resources from regarded primarily as the responsibility of the West-
the rich to the poor nations. I indicated that we must ern industrialized nations. Centrally planned econo-
get away from a voluntary basis of resource transfers mies have given little aid bilaterally and have not
to a mandatory basis, where the transfers from the participated in any major multilateral channels of
rich to the poor do not depend on the uncertain assistance. The OPEC member countries are recent
generosity of the rich, but are based on some inter- arrivals on the scene and have already started
nationally accepted needs of the poor. This is the transferring significant amounts-an estimated $11
main theme that I would like to explore now. Before billion of total commitments in 1974 or over 5 per
searching for such a new basis for international cent of their combined GNP, though the disburse-
resource transfers, however, it would be useful to ments are naturally slower and were about 2 per
sketch out some of the implicit assumptions of the cent of their GNP in 1974. They are, however, not
present order and what is wrong with them. yet systematically integrated into the overall frame-

The present resource transfers from the rich to work of international resource transfers.
the poor nations are totally voluntary, dependent Sufficient attention has not been paid in the past
only on the fluctuating political will of the rich to the terms of international assistance or to the
nations. The volume and terms of most assistance concept of net transfer of resources. As a result, the
are dictated by short-term decisions, with no longer- developing countries have accumulated by now a
term perspective or assurances. As such, there is no total financial debt of over $120 billion, so that
agreed basis for resource transfers. "Aid" is given annual debt servicing is already taking away about
for a variety of reasons, including cold war consider- one half of the new assistance that the Third World
ations, international leadership, political impact, receives.
special relationships with former colonies, domestic While foreign assistance has played an important
and international economic interest, moral consider- role in the development of some countries at certain
ations-the relative weight of these factors changing times, the overall contribution of this kind of re-
greatly over time with each country. As an illustra- source transfer to the level and character of eco-
tion, about 25 per cent of total resource transfers at nomic development remains shrouded in contro-
present are still governed by "special relationships" versy. There have been repeated accusations by the
with a few former colonies (constituting only 3 per developing countries that foreign assistance has at
cent of the total population of the developing world), times been given in such a way as to undermine
rather than by the relative poverty or growth needs of national resolve; create conflicts with national priori-
the developing countries. ties; transfer irrelevant technologies, education sys-

The only international deal which presently exists tems, and development concepts; tie the recipient
on resource transfers is enshrined in the acceptance down to the source of assistance at a prohibitive
by the rich nations of a target of 1 per cent of GNP, cost; promote the interests of a privileged minority in
with 0.7 per cent as official development assistance the recipient country rather than those of the vast
on fairly concessional terms. However, the accep- majority. The critics of aid in the developed countries
tance of this target by the rich nations was grudg- allege that aid is largely wasted, that it goes to
ingly slow (with many nations still not officially support repressive governments or (even worse in
subscribing to this target or, as with the United their judgment) experiments in socialism, and that it
States, not having agreed to a date by which this discourages indigenous efforts to save and invest.
target should be met). The actual performance has The controversies are not an invariable guide to the
been most disappointing. Official development as- truth in each case, but they generally illustrate how
sistance from the seventeen countries which are unhappy the recipients are with the present pattern

34 35



of assistance, how thankless the donors regard their ute these tax proceeds on the basis of what the
current task to be, and how urgent it is to get a new rich nations consume-e.g., even a one-dollar per
start. barrel "development levy" by the OPEC countries

There must, therefore, be a search for a new can create a development pool of over $10 billion
framework for international resource transfers as an a year.
essential part of the effort to establish a new interna-
tional economic order. Such a framework can only be The devices can be many; the more difficult aspect is
negotiated over time, after carefully balancing the to convince the rich nations that a more automatic
interests and sensitivities of both donors and recip- system of international resource transfers will be in
ients. their own interest in the longer run, because it will

reduce the present conflicts and endless controver-
New Basic Principles sies over the quantum and form of "aid" between

the rich and the poor nations.
The most important principle underlying a new The focus of international assistance must shift to
framework must be a clear recognition by the inter- the poorest countries and, within them, to the poor-
national community that the resource transfers from est segments of the population. These are generally
the rich to the poor nations cannot continue to the countries with per capita incomes of less than
remain as totally voluntary acts of periodic generos- $200, mostly in South Asia and Sahelian Africa,
ity: an element of automaticity must be built into containing over one billion of the poorest people in
such resource transfers. Unless this is done, the the world. For higher-income developing countries,
evolution of the international economic order will what is important is their access to international
continue to lag behind the evolution of progressive capital markets and expanding trade opportunities,
national orders by at least half a century and the not concessional assistance. If international assis-
pressure for the acceptance of the principle of auto- tance is so redirected, it is also essential that it be in
maticity will continue in one form or another. This the form of grants, without creating a reverse obliga-
does not mean, of course, that the world is yet ready tion of mounting debt-service liability at a low level of
for, or need embrace, the concept of international poverty. Even the thought of the poorest sections of
taxation in its entirety, but at least a serious effort society repaying huge debts to the richest sections
must begin to introduce some of the elements of under the eyes of a benign government would be
automaticity into resource transfer through a variety found abhorrent at the national level, but it is still
of devices: tolerated at the international level because of the

lamentably slow growth of our perceptions as an
(1) A larger share of the liquidity created by the international community.
International Monetary Fund (whether through It would also be logical to link international assis-
the Special Drawing Rights or through gold sales) tance to national programs aimed at satisfying basic
can be made available for development either human needs, however treacherous the concept
through the international financial institutions or may prove to be in actual practice. This would give
directly to the developing countries. both a focus and a direction to the international assis-
(2) Certain sources of international financing can tance effort and make it a limited-period affair until
be developed, such as a tax on nonrenewable some of the worst manifestations of poverty-mal-
resources; a tax on international pollutants; a tax nutrition, illiteracy, and squalid living conditions
on multinational corporation activities; rebates to -are overcome, both through the international ef-
the country of origin of taxes collected on the fort and the expanding ability of the national gov-
earnings of trained immigrants from the develop- ernments to launch a direct attack on mass poverty.
ing countries; taxes on, or royalties from, com- These programs, however, should not be based on
mercial activities arising out of international com- the concept of a simple income transfer to the
mons (e.g., ocean beds, outer space, the Antarctic poor-which would create permanent dependence
region); or taxation of international civil servants, -but on increasing the productivity of the poor and
consumer durables, and armament spending. integrating them into the economic system.
(3) If the rich, industrialized nations are unwilling It is difficult to estimate how much investment it
to tax themselves, others can collect and distrib- may take to bring the majority of mankind to the level
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of minimum human needs: much conceptual and the United Arab Emirates, with an average per capita
empirical work still needs to be done. But a very income of about $4,000) are hardly rich enough to
rough estimate shows that the target of providing provide large subsidy funds, since their average per
basic minimum needs to all mankind over the next capita income is still less than $500. An obvious
ten years may require a total investment of about solution would be to combine the volume of lending
$125 billion in 1974 prices (e.g., food and nutrition, from the OPEC countries with the availability of
$42 billion; education, $25 billion; rural and urban subsidy funds from the industrialized countries and
water supply, $28 billion; urban housing, $16 billion; from the richest OPEC nations. But such a formula is
urban transport, $8 billion; population and health likely to provide resources at intermediate terms,
programs, $6 billion). Of course, these estimates will with about a 50 to 60 per cent grant element, rather
vary considerably depending on the style of develop- than the pure grants recommended above. However,
ment pursued by various countries. However, the this "second best" solution may be the only course
merits of articulating such a target for removal of the available for the next few years unless some of the
worst manifestations of poverty are that it can be automatic mechanisms suggested earlier come into
easily understood by the public (and, hopefully, by play. (An interim "Third Window" facility in the
the politicians) in the rich nations; it can be the basis World Bank was established in July 1975 on some-
of a shared effort between the national governments what similar principles. The World Bank uses the
and the international community; it provides an al- guarantee backing mainly of the industrialized na-
locative formula for concessional assistance; and it tions to raise funds in the international capital
establishes a specific time period over which the task market at 8 to 8.5 per cent interest rates and subsi-
should be accomplished. dize them down to 4.5 per cent-with 7-year grace

International assistance, on a more automatic and and 30-year repayment periods-by raising subsidy
purely grant basis, should be accepted by the inter- funds from some of the OPEC members and the
national community as a transitional arrangement industrialized countries.)
only, to be terminated as soon as some of the worst If the framework of international resource trans-
manifestations of poverty are removed and institu- fers is to be changed along the lines indicated above,
tional reforms are carried out to establish the main it is a logical corollary that multilateral channels
elements of the new international economic order as should be used increasingly for directing this assis-
discussed in the previous chapter. This is necessary tance in preference to bilateral channels. This will be
because the most essential element in the new consistent with greater automaticity in resource
international economic order is not so much the transfers, allocations based on poverty and need
redistribution of past incomes and wealth as the rather than on special relationships, and a more
distribution of future growth opportunities and be- orderly system of burden-sharing for international
cause the main responsibility for developing their resource transfers. Greater reliance on multilateral
societies must be assumed by the Third World na- channels will also place a major responsibility on
tions themselves. If each developing country is to international financial institutions to accept such
shape its own pattern of development and its own reforms as are essential to their efficient and equita-
lifestyle, international assistance can be regarded ble working.
only as a temporary supplement to domestic efforts, In order to evolve a new framework of interna-
not a permanent crutch. tional assistance, it is also important to wipe the

One of the key questions is who should provide slate clean in at least two directions. First, arrange-
this assistance and how the burdens should be ments must be made to provide a negotiating forum
shared. Obviously, the major part of the resource for an orderly settlement of past debts. This can be
transfers should come from the richest nations, as done by organizing a conference of principal credi-
measured by their per capita incomes. The problem tors and debtors to discuss and agree on the princi-
for the next few years, however, is going to be that ples for a major settlement to ease past burdens,
the rich, industrialized nations-with an average per particularly for the poorest countries. Second, since
capita income of about $4,700 in 1975 for DAC the concessions, leases, and contracts negotiated by
members-may experience balance-of-payments dif- the developing countries with the multinational cor-
ficulties, while most of the liquid OPEC countries porations in the past often reflect their unequal
(other than Saudi Arabia, Kuwait, Libya, Qatar, and bargaining strength, and since there is an environ-
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ment of constant agitation and uncertainty sur- third of its disbursements were still to those devel-rounding foreign private investment at present, a oped countries which now are no longer included inmechanism should be provided to permit an orderly its lending program (the so-called "past borrowers").renegotiation of past contracts within a specified Over the last three decades, it has shown consider-period of time under some international supervision. able dynamism and brilliant improvisation in theA United Nations report commissioned in 1974 pro- light of changing situations. At first, it became an in-vides a sensible framework within which a new code termediary (through the lending instrument) betweenof conduct for both the multinationals and the devel- the capital markets of the world and the more credit-oping countries should be negotiated and arrange- worthy among the developing countries, which werements provided for international monitoring of still unable to raise a sufficient amount of capital onagreements.2  
reasonable terms under their own guarantee. AsLet us be realistic. It is not going to be easy to debt burdens increased in the poorest countries, thenegotiate all the above principles simultaneously or World Bank established a "soft" window (Interna-to implement them immediately. Moreover, a tional Development Assistance or IDA) in 1960 toconcrete blueprint for the reform of the present sys- provide long-term concessional resources to thistem can only emerge out of hard, tough bargaining group of countries (at 0.75 per cent commitmentwhich seeks to balance various conflicting interests. charge for repayment periods of 50 years, with 10-An "idealized" framework should include most of the year grace periods). The Bank's sectoral prioritiesprinciples mentioned above; a more practical frame- also changed with the changing requirements of itswork will naturally have to settle for many compro- recipients. While it had provided mainly equipmentmises and "second best" solutions, at least in the and consultants for infrastructure projects in theshort run. earlier phase, it has been promoting a direct attack

on mass poverty in the last five years. For instance,Implications for International about two thirds of its total lending went to transport,Financial Institutions power, and communications in 1964-1968, but a
similar proportion now goes into rural development,Any new framework for international resource industry, education, water supply, nutrition, andtransfers that is negotiated will have major implica- population projects. It has increasingly phased outtions for the future of the international financial higher-income developing countries (those withinstitutions-particularly for the International Bank more than a $1,000 per capita income) and focusedfor Reconstruction and Development (World Bank), its attention on the very poorest countries (with persince it is the premier institution at present for the capita incomes below $200), subject only to thechanneling of assistance to the developing coun- limitations of the total availability of concessionaltries. In fact, the primacy of the role of the IBRD in resources. Over 90 per cent of the IDA resources arecoming decades will depend largely on how well and now directed to countries with less than $200 per

how quickly it can adjust to the fast-changing situa- capita income. Thus the essential vitality of the
tion and needs of the developing countries. aiaicm.Tu h seta iaiyo h

Before outlining the nature of the changes that World Bank has been reflected in its ability to adaptBefoe otlinng he atur ofthechanes hatand improvise as the situation demanded.
the World Bank will have to accept, it would be n the s the needato dandld.
useful to review briefly the underlying philosophy of In the future, the need to adapt will be even
this institution since its inception in 1946. The Bank greater. The general direction of change is already
started out primarily as a U.S.-sponsored effort for clear from the foregoing discussion and can be
the reconstruction of Europe and Japan, not as an indicated rather briefly.
tereonsructifor o uropand aspsan not 1. In order to become a truly international institu-international effort to channel assistance to the tion and to shed its image of a cozy Western club, thedeveloping countries. As late as 1964, about one World Bank must aim at universality of membership,

both among its potential contributors and among its
2Report of a Group of Eminent Persons to the Secretary recipients. Some of the original rules of the game

General of the United Nations, in The Impact of Multina- which make it difficult for new members to join the
tional Corporations on Development and on International club may therefore have to be changed. For instance,
Relations, U.N. Publication Sales No. E.74.ll.A.5 (New York: if the World Bank capital base is expanded at pre-United Nations, 1974). sent, the existing members have the first right to
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pre-empt the additional capital subscriptions, so that have an important, though necessarily reduced, rolenew members can be inducted or relative quotas in the running of the institution. It is not necessary tochanged only with the tacit permission of existing start out with preconceived formulas; what is reallymembers. Similarly, the voting rights in the IDA are needed is to set out with a clear recognition of thebased on cumulative contributions since its incep- need for change and to provide appropriate negotia-tion in 1960; thus if the OPEC members, for in- ting forums where acceptable formulas can be ham-stance, are willing to contribute even 50 per cent to mered out.
the next replenishment of IDA, they will collectively In this context, it is also important that the devel-
obtain only about 10 per cent of the total voting oping countries adjust their own thinking about theirrights, which is not likely to encourage their partici- future role in the running of international financialpation unless the formula is revised. Again, a stum- institutions. There has been, at times, a demand forbling block in the way of the socialist countries in the U.N.-type pattern (one state, one vote) to prevailseeking membership in the World Bank has been the in the Bretton Woods institutions as well. This isrequirement that they must become members of the totally unrealistic. No lender is ever likely to put his
International Monetary Fund beforehand, which they money into an institution over whose lending poli-
have been rather reluctant to do and which is totally cies he cannot exercise a reasonable control. Ifunnecessary for them to play their role in interna- complete democratization of the financial institu-tional resource transfers. The main point isthatwhile tions is regarded as an absolute objective, the insti-it was inescapable that the World Bank should be tutions are hardly likely to attract significant finan-conceived primarily as a Western club at the time of cial contributions from potential donors. This has, inthe Bretton Woods conference, it must now find fact, been the fate of some U.N.-sponsored financialways of becoming truly international and must ac- institutions. Moreover, an insistence on this kind oftively negotiate the participation of richer OPEC and pattern of control is inconsistent with the developing
socialist countries in its affairs. In the emerging countries' own policies on the domestic front. When-
climate, universality of membership becomes one of ever public development finance companies are setthe most important principles to pursue in the future up within the developing countries, the normal pat-evolution of the World Bank Group. tern is for governments to assume at least 51 per2. New formulas must be found for the restructur- cent of the control on the board of directors. And this ising of voting rights in the World Bank (including the case when the governments generally enjoyIDA). While voting rights have been revised over tremendous power to influence the running of thesetime, they still essentially represent the balance of companies without even requiring a formal presence
economic, financial, and political power which pre- on their boards. The developing countries cannotvailed in the 1940s. For instance, the United King- show less responsibility just because it is somebody
dom continues to have twice the voting power of else's money and they are the recipients of, not theGermany and nearly three times that of Japan; contributors to, international financial institutions.
Belgium and Netherlands together have more voting An ideal pattern for the control of these interna-
strength than the OPEC member countries com- tional financial institutions would imply that thebined; Iran has a lower voting power than India, and donor members should have the strong possibility ofPakistan nearly twice as much as Saudi Arabia, influencing the disposal of their funds (which
despite the fact that both India and Pakistan are by would specifically mean a voting right somewhatnow aid recipients from Iran and Saudi Arabia. higher than 50 per cent) and the recipient countriesOverall, the developing countries (excluding OPEC) should have at least the probability, if not the cer-have only 31 per cent of the total voting power. It is tainty, of influencing the decisions of these institu-important, therefore, to carry out a general and tions (which would argue for voting rights somewhatthoroughgoing revision of the voting power structure lower than 50 per cent). The area of negotiation,which replaces the historical past with current reali- therefore, lies somewhere between 40 and 50 perties, so that the OPEC members can be persuaded to cent of the voting rights for the recipient developingplay a larger role through existing financial institu- countries compared with the current proportion oftions; the developing countries get an increased about 30 per cent in the World Bank. The real effortvoice in international financial and development must be to evolve a new pattern somewheredecisions; and the established lenders continue to between the United Nations' existing pattern of
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democracy without finance and the Bretton Woods needed foreign exchange for the accelerated devel-
system's existing pattern of finance without opment of the developing countries.
democracy. 5. Though the IBRD and the IDA have served

There is one further consideration which could admirably as mechanisms for channeling assistance
completely change the perspective on what has been to the developing countries, it is becoming increas-
said above. If the sources of funding of the World ingly necessary to evolve a new mechanism forBank Group change significantly and become more obtaining and directing assistance at terms interme-
automatic, as discussed below, the pattern of inter- diate between the IBRD and the IDA. The introduc-
national control over this institution has to be thor- tion of a "Third Window" in July 1975 was, there-
oughly re-examined. For instance, if the resources fore, a pragmatic and inevitable response to theare derived from international taxation or royalties of changing circumstances. While the Third Window
one kind or another, there will be a powerful argu- facility has been introduced essentially as an interim
ment for a more broad-based control of the World measure for fiscal year 1976, there can hardly beBank by the entire international community. any doubt about the longer-term need for this type of

3. There is a strong case for imparting more assistance and about the considerable room for ma-
automaticity to the fund-raising efforts of the multi- neuver that it provides to the World Bank Group in
lateral institutions like the World Bank. This is needed blending its assistance to a wide variety of develop-
in order to free the World Bank increasingly from ing countries which have vastly different capital
bilateral pressures and to enable it to play a truly needs and degrees of creditworthiness.
multilateral role in the new international economic 6. Consideration must also be given to a generalorder. Thus efforts must be made to link at least a review of the Articles of the World Bank, which were
part of the future IDA replenishments with the conceived and drafted in the environment of thecreation of an international currency (e.g., Special 1940s. This is becoming necessary as the basic
Drawing Rights) or with gold sales or with some economic situation of the developing countries isother sources of international taxation, as mentioned undergoing a fairly rapid change, calling for a much
previously. For the IBRD, it would be logical that, greater measure of flexibility in the World Bank
instead of seeking the concerned government's per- operations. For instance, the original Articles ex-
mission before floating its bonds, it should have an pected, quite rightly at that time, that the bulk of theautomatic right to borrow in any capital market World Bank assistance would be in the form ofwhere the country has been enjoying an overall projects and in foreign exchange, so that restrictions
balance-of-payments surplus for a certain period. were built into the rules of the game against program
Such an automatic access to the international capital lending and local cost financing. The World Bank hasmarkets will enhance the role of the World Bank as improvised pragmatically in its actual operations toan intermediary between the surplus markets and get around these restrictions as the need arose: yet
the developing countries and will, in fact, make Bank the long shadow of the Articles is always there andborrowings a part of the corrective mechanism for the needed flexibility is often missing. Program
redressing persistent balance-of-payments sur- lending and local cost financing still have to be justi-
pluses. fied, on a case-by-case basis, as deviations from a4. While the World Bank has shown considerable normal trend; this is bound to influence the form
vitality and imagination in deepening and enlarging and character of lending. One can find other instan-its activities in regard to its lending program (for ces of such restrictions in the original conception of
instance, by turning its attention to productive pro- the role of the World Bank: for example, procure-
grams for the poorest 40 per cent of the population), ment of goods and services restricted only to bank
it has not shown the same vitality in widening the members; extremely limited preference margins torange of its services, for example, buffer stock fi- developing countries for procurement within their
nancing, export credit financing, use of its guarantee own country; a strict financial rate-of-return cri-
powers, etc. The latter aspects are likely to become terion; etc. The Bank practice has moved considerably,even more crucial in the 1970s as trade expansion though not sufficiently, away from some of these
comes to be recognized as an increasingly important restrictive aspects of its Articles and its past tradi-
supplement to resource transfers to provide the tion. But the Articles themselves may have to be
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reviewed, not only to bring them into conformity with the third world's choices after
the actual practice but to build into them enough
flexibility to accommodate the needs of the 1970s
and the fast changing role of the World Bank in the
future. It should be recognized at the same time that
a general review of the Articles is likely to be a very Having discussed the need for a new global order
difficult and treacherous process and can only be and the requirements for implementing such an
undertaken if the necessary political consensus for order, I now wish to examine the results achieved at
sundetaksep is the. cesnary thotim, consersus fy the Seventh Special Session of the U.N. Generalsuch a step is available. In the meantime, there may Assembly in New York in September 1975 and to
be no alternative to pragmatic improvisations. A ss n e Y rk a n t epte b r that t n d

discuss the tactics and the strategy that the Third
This discussion has focused on some of the major World may have to adopt in the months and the years

considerations which should guide the resource ahead.
transfers from the rich to the poor nations and the It should be noted that it was remarkable that this

designing of new institutional structures. This is a Session was held at all. After all, the struggle for

field in which the imagination can often run wild. economic justice at the international level is not just
The idealists would argue that there should be two years old; it has been going on for the last ten or

establishment of a world treasury, along the lines of twenty years. But the fact that the Sixth Special
a national treasury. The pessimists would think that Session of the United Nations on this subject was

even the present resource transfers from the rich to held in April 1974, and that another was held in

the poor nations are not going to continue because 1975, is an indication of the way that we are travel-

there is a weakening of the will in the rich nations as ing-not only the direction, but also the distance
they face up to their own domestic problems. that we have come in our search for a new econom-

It would be the heart of realism to steer a middle ic order.

course between such extremes and to build up brick There was quite a contrast, in fact, between the

by brick a new edifice for international cooperation. Seventh Special Session and the Sixth, where there

The proposals outlined here offer only some of these had been much shouting between the developing
bricks. The outcome of the present dialogue on the and the developed world, but very little communica-

nature and form of resource transfers from the rich tion, very little dialogue. The attitude of the rich

to the poor nations will obviously depend, in the last nations at that time had been that there was nothing
analysis, on the political vision and enlightened self- much to discuss, that the new international eco-
interest of the entire international community. But nomic order was merely a rhetorical slogan, that the

let us face it. Political vision is one of the most scarce international market mechanism functioned fairly
commodities in the world today. We can only hope 0 well, and that the developed countries were not

that it still exists. prepared to consider major interventions in the free
functionings of the market mechanism. In the 1975
Session, the mood on both sides was remarkable. I
regard it almost as the second stage of a trade union
movement, when the initial shouting has been done
and both sides are willing at least to sit around the
table and to start discussing what the major issues
are. The final resolution that emerged out of the
Seventh Special Session provides a fairly broad
negotiating umbrella for a number of initiatives
which can be taken subsequently.

This resolution includes an agreement to provide
adequate financing for buffer stocks to stabilize com-
modity prices; it provides for reduction or removal of
non-tariff barriers and continuation of a preferential
system for manufactured exports; it provides for
some language which suggests that concessional
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assistance should be increased substantially and we should try to seek agreement on certain propos-that it should be made predictable, continuous, and als and use various forums to do so. The mostincreasingly assured, although it does not quite say important forum for this would be the UNCTAD IVthat it should be made automatic. Conference in May 1976 in Nairobi. That offers aIt also recommits the developed countries to the major opportunity to the developing countries to0.7 per cent target of foreign assistance and lays present concrete proposals of the kind suggested
down a concrete timetable for this target to be met by earlier in this paper. It would not be possible to reach
1980. It endorses the establishment of a link be- final decisions in such a conference. But it can at
tween international liquidity and development as- least lay down the groundwork for future negotia-
sistance; it also endorses the role of a revamped tions and agreements in a number of specific areas.
international monetary system and gradual phasing
out of the national reserve currencies. It stops shy of
suggesting the setting up of an International Central Reforms within Third World Countries
Bank, but the language does come fairly close to it. It The Third World must, however, start thinking aboutendorses an international fund for agricultural devel- fashioning its long-run strategy. Our struggle is notopment, with capital of $1 billion to provide addi- for the next year or two; it is for the next few decadestional financial sources for increased food produc- and the next few generations. Let me take up sometion. And it accepts, in principle, a minimum food-aid of the major steps that the Third World must con-target of 10 million tons for 1975/76 and the con- sider in order to prepare itself for this prolongedcept of providing emergency assistance whenever struggle.
there is a shortage of food grains because of crop The Third World Must consider seriously reformsfailures. in its own internal orders. This is vital in order toThe resolution has language to suit practically pass on whatever gains are achieved internationallyevery possible constituency-the developing coun- to the masses rather than to a handful of privilegedtries, the developed countries, the socialist bloc, the groups. It is also vital in order to gain credibility forOPEC countries. It is probably the fate of most U.N. the demand for a new international economic order.resolutions that they tend to become a catch-all for We cannot very well ask for equality of opportunity
everything because of the inevitable process of com- internationally if we in the Third World deny thepromise. But what is remarkable is that both the same equality of opportunity to our own people. Thatdeveloping and the developed countries were willing is why it is vital that we undertake, in the next phase,to come to terms on specific language in the resolu- major reforms in the internal orders.
tion rather than to risk a breakdown in communica- It is important that new development strategiestions. Both sides regarded this as an opening of the and new development styles be adopted at thedialogue, rather than an occasion where firm agree- national level in our countries. We learned a lot inments could be reached or final decisions hammered the last decade of development from the challenge toout. Both sides felt that it was better to have some- the traditional concepts of economic growth. We allthing at least to start with, however vague or indefi- chased for a long time the goddess of gross nationalnite it might sound, and to seek negotiations rather product. We believed that with high rates of growththan confrontation at this stage. in the GNP, we would be able to eliminate poverty.I do not think that any major breakthroughs were We found to our distress in country after country thatreached in this Special Session, nor do I think that high rates of growth by themselves were no guaran-any major breakthroughs were possible. There was tee against worsening poverty. Many countries hadno additional financing in most of the proposals high rates of growth and production, yet growth didpresented to the Special Session. But it was at least not filter down to the masses.
the beginning of a dialogue and it did provide an We have learned through our own bitter expe-umbrella under which it may be possible to organize rience a number of lessons. We have learned thatspecific follow-up in a number of areas. economic growth does not automatically filter downThe basic question now is how we should move to the masses unless there is a development strategyfrom the U.N. Special Session to the next stage of geared to the poorest sections of society. We havethe dialogue. Here we must distinguish between also learned that development must be built aroundshort-term and long-term strategy. In the short term, human beings and not human beings around devel-
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opment. I hope that we have learned that develop- before any other goal, then several actions are
ment means essentially the development of man and needed. We must be very clear about the target groups
not just the production of things, that it is a compre- that we want to reach. Who are the people who
hensive concept and not a technocratic proposition are malnourished, illiterate, unemployed; where are

We have learned, I hope, that income distribution they concentrated; how can we reach them; what
and employment plans are an integral part of produc- are the delivery systems? I find in most societies of
tion plans and cannot be divorced from them. We the Third World a lack of even the essential data that
have discovered that it is false and dangerous to can provide answers to these questions. Often our
contend that we must grow first and distribute later, societies have data on monetary systems; on prices,
because if we try that strategy, the very institutions exports, and imports; on GNP. But they do not have
which manage growth are the ones which later data on poverty, on unemployment, on social indica-
resist distribution. If we grow by producing luxury tors. We must obtain this data. We must carry out
goods, it is not possible later to redistribute them, this analysis in our research institutes. Without such
because growth is not only a financial concept but a serious effort, it is going to be impossible to
also a physical concept. formulate need-oriented development strategies,

I think we have also learned that the consumption and a lot of the talk on this subject may become a
patterns of most of our societies in the Third World matter of political rhetoric.
must be adjusted to our own value systems and Third, it is essential to embrace and to implement
should not be a pale imitation of somebody else's aconceptof creative self-reliance. Not self-reliance in
culture or somebody else's lifestyle. We have the sense of cutting our links completely from the
learned that the basic aim of development should be world, but self-reliance in the sense of being so self-
to cater to the basic human needs for food, shelter, confident as a nation as to base our development on
education, health, and other essential services our own cultural values. Self-reliance is a very
before anything else. comprehensive concept which cuts across all walks

While we have learned all this at an intellectual of life. It implies not only relying on our own industry
level, there are very few societies today in the Third or agriculture, or on our own domestic resources or
World which are practicing in a wholehearted technology. It is relying on our own thinking and our
fashion the new development strategies. We pay a own value systems, without being defensive or apol-
lot of lip service to new development styles, but the ogetic. And in that sense, the Third World has a long
rhetoric in this field has been far ahead of our ac- way to go, because-whatever we may say-there
tions. Today we have to think seriously in terms of are still major patterns of dependency in our eco-
restructuring our national orders, because that is nomic, political, and cultural life throughout the
where the real battle will be fought and either lost or Third World.
won. This restructuring of our own national orders is a

There are three things which are absolutely es- major part of the task we must address-a task with
sential for such a restructuring of internal orders. which nobody else can help us because it is essen-
First, in most parts of the Third World, there is a need tially our own job.
today for fashioning new political and economic
alliances which will accept and implement the new
development strategies. It is naive to hope that new
development styles and strategies can be imple-
mented if in the Third World countries alliances are Another major part of the strategy ahead is to forge
built up with landlords, industrialists, bureaucracies, unity within the Third World-political as well as
the military, and other vested interests. It is impor- economic unity. This is extremely important, particu-
tant for the Third World to consider tough political larly in the next few years, because there will be
and economic decisions. There are no soft options many attempts made to split the Third World. There
available in this field. will be many temptations along the way, many lures

Second, there is an urgent need in our societies to to settle for short-term gains while losing the long-
formulate and implement need-oriented develop- term objective. There is a major need today to estab-
ment strategies. But if we want to do that, if the real lish our own forums for coordination of our thinking
aim of development is to cater to basic human needs at a political and economic level.
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We have a number of forums in the Third World at than we received in the past. The multinationals at
present-the Group of 77, the Group of 24, the Non- the same time are looking for an environment of
Aligned Conference, etc. There is a major need today greater certainty within which they can operate on a
to develop some substantive secretariats for these longer-term basis. It should be possible to evolve
groups. It is indeed surprising that, after such a long arrangements which balance the interests of both
time, we still do not have a secretariat for the Group sides. And, taking the question of voting rights in
of 77 or the Group of 24 or the Non-Aligned Confer- international financial organizations, the Third World
ence. Unless we have our own secretariats, manned needs a major representation in these institutions.
by some of our best people, we are not going to be But, at the same time, it should not press this to the
able to do concrete thinking and come up with point where the rich nations lose interest in these
specific proposals for our political negotiators to take institutions or withdraw their financing, because
forward. It is up to the secretariats within these that merely will be counterproductive.
groups to produce well-researched, well-docu- I know that these suggestions will not satisfy
mented proposals which can become the nego- many radicals. I realize that some of these solutions
tiating agenda for the Third World. are too rational. But in the long run this is the only

At the same time, the Third World can help its practical course. This world of ours always has to
cause a good deal by taking certain actions which are balance various interests to reach practical com-
well within its own reach. My own favorite proposal promises, irrespective of the initial positions the
is that the Third World countries should get together contending sides start from. The struggle for a new
and, by a single stroke, create a preferential area for economic order should be conceived of as a move-
trade among themselves. This can be done by a ment that will span several decades and severaluniform devaluation of their currencies by, let us say, generations. We are merely at the threshold of this
50 per cent vis-a-vis the developed world. This struggle. Our role is that of torchbearers: to illumi-
should be done only for manufactured-goods ex- nate the ground for those who must follow.
ports, where such an action will immediately create This cannot be done without a major intellectual
a built-in incentive to trade with each other rather revolution in the Third World. We must develop the
than to perpetuate the traditional patterns of de- capacity to think for ourselves and to think rationally,
pendency on the developed world. So instead of not emotionally. If we are to win our arguments
complaining about some of these issues, we should against the rich nations around the negotiating
take the initiatives which are well within our reach, tables of this world, we must learn to do our home-

Let me now say a few things on the tactics and work thoroughly, to research all the facts carefully, to
strategies that I regard as vital in the struggle ahead. develop the intellectual integrity to see things inIf we are going to opt for negotiations in our search their true perspective rather than in black and white,
for a new international economic order, it is essen- to have the magnanimity to concede an argument if
tial that whatever proposals we formulate balance we are wrong and yet the tenacity to fight our case if
the interests of both rich and poor nations. It is easy we are right. This requires the ability to think afresh,
to formulate partisan positions. But we live in an but it also imposes great responsibility on us. Mere
interdependent world. If we are to live without major radicalism is not enough. If we are not careful, it canconfrontations, we should think of proposals which, become an easy escape. We can shout for a suddenwhile benefiting the Third World, do not hurt the collapse of the existing order. We can keeping saying
interests of the world as a whole and which can that a new order will not be born unless the present
obtain more willing cooperation from the rich na- one dies. But such wild rhetoric evades responsibil-
tions. We need higher prices for our raw materials ity. It is too easy. It requires little thought. And it is
The rich countries need an assurance of stable also cowardly.
supplies of raw materials. There can be an interna- In the last analysis, we must carry our case by thetional bargain where the higher prices of raw mate- eloquence of our ideas, not the eloquence of ourrials can be negotiated in return for assurances on words. Brave words are soon forgotten. But ideaslonger-term supplies. Similarly, we want from the have a life of their own. I strongly believe that ourmultinational corporations renegotiation of our con- world can neither fight nor long resist an idea whosetracts and far more favorable sharing of benefits time has come. Our supreme challenge is to fashion
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those ideas. This should be the task of all our intellec-
tual institutes. All I have tried to do here is to present selected
a few ideas-which are neither adequate, nor par- publications
ticularly breathtaking. They are merely an invitation
to further thinking. You must all produce your own
ideas. This is the main message I hope to convey. --A complete publications catalog is available from the

ODC upon request.
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